Bttt

AHMEDABAD
\

" INDIAN INSTITUTE OF MANAGEMENT
AHMEDABAD



INNOVATIONS IN INDIAN TEXTILE INDUSTRYs
THE FORMATIVE YEARS

By
Dwijendra Tripathi

WP No. 336
October 1980

The main objective of the working paper
series of the IIMA is to help f aculty
members to test out their research
findings at the pre-publication stage

INDIAN INSTITUTE OF MANAGEMENT
AHMEDABAD




IBNOVATIONS Iif IEOIAK TEATILS InLUSTAY: THI FCLOATIVE YEARS

Oud. joncra Trinathi

Indian Inutitute of Hanagement, Ahmedao:ad

The Indian Sotton toxtile industszy on wodsrn ijines, as is wall
known, has doveloped cusing tio last one centucy anq a nuarter,. Even
thougl, Iﬁdia had a lonc traditizn of cotion manufacturing bofore the
ostablisluient af the British deminstion, the tesditional metiwd of
production could not withstanc the echalloaee of 2 now technology gene-
ratad in tho wake of the Indusivial Revolution in Enlond. The bradie
tional manufactﬁring proceoeses and technigues symbolised 2y smzll
establishinents in the large Uritish colony, grodually yieldeg ;lacs to
lzrge factories ucing sophisticated machings and syuipaents imported
from the mother country. Tiw procuss began in 1854 and made very
rapid prajgress inspiﬁe of a series adverse factors including the un=
sympathetic attitude of an elien government, That India by 1713 had
come to possess as aany as 259 mills with about 6,600,u00 spindlas,
94,0%3 looga, and wmore Lhan 250,300 wurkars1 is g tribute tu the Indian
entraprencurial initistive and detoraination. Oafore tha Firet World
War gave an unexpacted, thpugh cloody, boost to the fortunes of the
Inidian industry, Zombay and Ahmedabad bad alrecdy smerged as the m=jor
centris of textile productien; o fuw nills had bonn set up in somo

‘ather narts of tho couniry as well.
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The grouth of the Indian induziry is souati-qes po
Btk 4 a3 maeygal 4 i 2 e . . .
casB of “adaptive inmnovabion™.” Thero ic no donying the facl thzt the
textile inuusiry in Invia originited and dovelopss wnder inepirntion
fron Enoland, thet the InZian oncpupeoneurs during the furwcitive years

I} o ey

of the industry wers whelly desendent on the Drilds) zupplisrs for
plants and'mauhin;ry, aind that thz shyeical leyeutz Lod Scehmicel
featurss in iha early Indian faniosiss vere clozuly patiarnsd aften
those in Lannashire, Flacod ns vhity were in a colonial gsof ya, end
as thay hod 2asy scocuess tu a supndnticai-d toechnology, it wae neithor
passinle nor n-cessery For tho In ifan snbzossoncurs to cotinit thoir
rescurcas ond gkills to technolougicsl viscovery op advencanant, Qoo
the considershle entrupronsurigl coursne and pisdom that thay displaysd
in adopting a now and rather unfaiiliar technaelony in an uncortadin
environaent For thodr nwn use chould pot bn avarlookad, In the zbsencs
of wwre sophisticabusd and now fasmiliap tzconicuce to gauge the nrofit
potential of 1 nou vonturs, tihiey hat notiing but thoir intuitive Judge-
mont Lo guide them; the hope of any positive help from zn alien ocvarn
sent would have been unrsalisiicy and Lho throat of g stiff comnatition
from Manchretor, with the encrmow: nolitical lezvaris s that the 3ritish

3
manufactursts onjoyoid, could have dzuntes he :oat votormined of sniritsy
Uncier thnse'condltions, the intruduction of a now mochod QF production

had all tho risks and dungdes inhzoent in ubnt is considered tu he a

"arizory dnucvation,®  In Pact in s nuch as the Aadzhtation nf a now

pruduction function to s milisu Jiff-pent from the ona whiclhy gave ite
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dirth is an act of innuvation, the distinetion oiwecn the Tiriiapy®
and Tadaptive” innovition, to my mind, is weanincless. It ig avan

mor= sc in the case of t.uu Indian exporinent in textile nreduction.

It is alsc wsrth mentioniig thazt it wae not aluays that Lhe sarly

Indian sntroproneurs eaulatod Loncashica in tia ehoice of cooannlory.
The intronaction of the ring =uinming is a cese in point.  Zven though

the Rabisth Ring Spincles had been invenced in the United Staters o Fau

K

years hefore the birth of the Indian industry, they had receivon at

basti a cold rcaccpition in g:ncashirc whien Jaile Tzia decided in .:oﬁ to
giva. a Pzir trial to the new dovicw in tho FPacs of ths gonaral Critish
disanproval. It sas the exporiaents covrciod ocut b pis wuprous Fills

st Nogpur and sevsral improvoisnts affuctsd at ths instzace af his toche
niciane that ths supsriority 7 tho nﬁm spindlss ovar the nulas woa

setablishe:ly al lmast for seinning the caarsa ecounbts on which most of the

Indian wills cunconirated, It wes an zccomplishwent of no msan signi~
Ficance «s the ring methud had not till then civan sufficiantly gromizing
resulis ovan in the United Stabos shers it liod bsen invented, Though

the Enulish Pirus continued to waain ckeptical a%ont the suitability

- .
of ®he ring spindles, ond Tats hed sono difficulty in aursuaciing the
- Platt Srothers of Oldhan, the principal wachincry cunplior to India,

. ! . , s s .
to naufuecture  the ncoessary slent, he went shead with his plan to coudp

his will wholly with the now tgchince. The Empruss 11111, thue, =ss
L]
ghong tho first taxtils companics in tiw oeld Lo make @ lsrge scals

-
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commercial use of a technology with reévolutionary consequences for the

industry,

Sevaral ﬁther Indian produczrs follcwed Tata's lead with the
rasuit that mors than a million ning spindles were in use in various
Indian mills whan the century turned, Tho output of the new machines
was substantially lapgsr than that of othér types, thuir technical
foaturas were less complicated, and labour requirements less exactihg.
Thay were, thus, more suitable to Indian conditions and labour efficie
sncy. The introduction and large scale application of the new dovice
was no insignifieant factor in giving the kind of advantage to the

Indian mills which they so badly needed in their uncqual fight against

.4
Lancashire,

All said and done, however, casier acceﬁtance of the ring method or

at laast far less resistance against it, in India than in Lancashire was

one of the very few departures made by the Indian entreprensurs from
the prevailing British practices relating to tEChnology. By and large,

they folliowed Lancashire in this respect. In several other spheres,
-

however, they displayved remarkablc sense of indopendent judgement. And

in assugssing the innovative ability of the Indians, or for that mattor
: H

any group of entrepreneurs, technological matters alone should not bethoonlydatez
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Innovation in othor nmancgerial functions and proessscs must b2 givan
dua attention, for, tochnolouy slon2 connot determine the future of an-

anterprisa.

In tiiis context, it ‘s imsortant to noint out thai the fora of
ounersiip toal the Indians chwose fuor thodr taxbile onterpriscs had
nothing iﬁ cofman with tha syster undsr which tha Mritish textilc
‘conpaniss had developed or were  thon upuuating; While annlysingf
Indid's dubl to Oritain it is spareoly noticed that at the time of Lha
birth of the Indian textile industey, nost of thg Sritish conpanice
Uare pértngrship firce wnd gontinusd o be so well wntil after ihe
First Yorld Har.s In contrast, thes very First Incian textile milly
f‘ouﬁd{ad by Cowasjee Nanzthuy 33\:3.1‘ and inougurated iad- saveral
elemonts usually assovisted with a joint ctock concorn. It was not a
full Fludgué Joint stock ccmbany,_but with moré than Fifty sha#u
fivlders with liundited liability, it was wors than a parirership e
S.2, Piehtu has callcd if a “cowpartnership.” The third Indian nill,
pstablished . in 1685, was qonvartod into a joint stock coopany withi
a year aiusr ite birth and joint-stocic became the busis of ﬂsﬁabliﬁhing

> . R .
prectically all subsz uZot undzrtekings in the Ffizld. A few which

»

' , . ' - . [ e D
startei as pertnership were soon convertcd into joint stock Firms.
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Statictics boar this oub 15 1560, cut of 5 cotlon taxtilo
companios in existooco all were régistarcd as joint stock firms.
In 1380, thorec were 62 mills upérating in varicus parts'of thr couniry
" out of which only 9 ﬁsre ﬁt;VﬁtB wilis. Two decadae later, the numier
of compiniss hud gruun up to 172, but the net =ddition to the privaté
compunisc was liwitod te 2 sinco as wany azs 179 out of the total uere -
upcrating és Joint stocks. Preciso figurss of the ragisterad comnanics
in the cntire country icmauistely before the beggining off the First
World “War are not readily availaide, hut out of_33 Ahmedabad concerns
for which the dotoils are knoun, only 3 wore under narternarshicgs or
sulé propristorships in 1914, On a rough reckoning, c similar situation

. : . . : . 7
sasms to have prevailecd in Donmbzy, the obher peincipal textile centre.

The Full siynificance of tho adv:tion of joint stock principle by
the Indian boxtile manufacﬁurers weulti be still more cloar if‘mn_ramshh:r-
Ehat'jgint stock was yet to becomo the widsely acceptod basis of B;éiﬂuss
‘organization in India when the nmodern industry nade its baginning.
Indubitatly, tho Indiens werc a&arm of the joint stgel principle and had
in fact practised i;rgn a limited scale and at.least‘in a Fzw reclions
in.the 17th &enturf. Séme schniazs haué dravn our attantion to the
"inint stoek associations™ forced in the last quart?r of ths 17th century
by the Indian ﬁﬂrchants on tho Enéuuandal C.oast "for he purpusés of
Cwanaging the supply of textilos in the Europsan Companies™ tradimg with

N [s]
[} f N N .
India.” These; wost arobaily, were the associations of brokers op
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: middlemsﬁ_whq organized themselves into angoing concorns at &ho’
iﬁstaﬁca'm? fhu trading_cnmpaniaa wishing to minimisse tho dangor,

of Fraguent incresce in prices raesuliing From conpzbition auong imiie
vijual cidders. These gussi joinb-stock oryanizaiions had fallan into

disuse vy tho znd ol tho 14Eh century. rerhaps the sol2 ragison de stro

of tholr éxirtance wus ths need aof the hwey-e companics, and as the noad
doclincd, sc did the organizabticns satisfyion it. It iz no surpriso,

theraforz, that thosa associaticns foilod te advonco td the noxt logicnl
stogo of svulution. In any casc, thers ig no sviiznoe of auch busincss

forsations existing in the othar parts of India.

The Indian Lusiness horizeon in the last quarter of th9.1ath
Canbury aﬁd the firct quartor of tho 19tk was dominated Ly the gperations
of the Sritish free merchants and the aguncy houses on ong hand, and
Inidian traders and Indincrmus  bankers on the other, The free merchants
operated either indiuidually or in partnership with their compatriots,
an¢ Indian traders and monsylenders were the sole propristors of their
buéiheases. When the agency houses came to grief following the finan-
cial crisis of 1829, the corganizations that smerged on their ruins were
"all partnérship firms, We know of at lsast 17 such partmerships emerging
.in Bahgal alone between 1822 and 1847i Simultansously the Indian traders

and bankers continued their operations on individual basis as the genseral
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environment offered tham little incentiue to come togather.’ True, a
faw bankiné and insurance companies wers formed on joint stqck linés,
but they lacked some of the essential features of joint stock under-
takingé. The Union Banik of Calcutta, for instance, could not sue or
be.sued through its officers until 1845, The concept of limited lige
bility was absent, and tﬁe failure af a company could cause concterna-
tion in the entire share markst as it actually'happened when the lpion
Bank of Calcutta failsd in 1848.10 For all practical purposes, thars
“was little differsncs betwsen a parternship firm and a joint stock

company during this period.

Among the factors that inhibited the growth of joint stock companies
-in the first ‘half of the 19th century was'the absence of a company law.
There was no legislative sanction to back up the concept Efllimitad lig=
bility and a single shareh~lder could be considared liable for thes debts
of a company. It was not aluays possible for the companies to raise
finances an the basis of their own credit and there were occasions when
-a company had to raise funds againcst the guarantee of individual share-
holders, Prsfgrence,shares and debentures could not be lssucd as thoy
wsre hardly compatible with the concept of unlimited Jliability, Aﬁdue
all, there was no provision iﬁ the ﬂaw requiring the registration of a
-cqmpany, and without registration a company could not énjcy the privie
leges which a handful of companies, incroporated under special and segarai

) 1"
acts, enjoyed.
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The Indian company Act of 1850 rehgbad some of the disabilities
from which the companies suffered. But it was the actof 1857 that
introduced the system of limited liability and mads registration com-
pulsory far o certain class of c.panies. While thz act of 1850 was
based on the then sxisting English laws, the 1857 lugislation was oatterned
identically after the company law passed in England a year before. The
idea behind‘common legal frameworks For governing the company operétions
iﬁ the mother country as well s the calony was to snsure that those
"ypsirous of carrying on either the whole or a partion of their business
in India might know that the law in both countriss was substantially the
same, and that they would incur no greater risks in India ﬁhan they would
in England."12 And yst while the new legal provisions sncouragsd an |
unmistakable shift in the approach to company formation in India, in

England they made little impact atleast on the textile maufacturers.

Why the Ehglish'manufacturers t ose to cling to the older form of
ouwnership even after the legislation of 1856 is not my concern, nor is

-

it easy to discern the motive behind the adoption of joini stock system
Ebyuthe £ndianoproducers. Parhaps the gartarnarship pattern was too
"entrenched in England to be eaéily gisurbed merely by legislative
changes. And it is pqasiblafthat the Indian pionsers, unfcumbered by

_any indigenous prscedence of oﬁnarship pattecn in large factory gstaw

blishments, found it easier to embrace a system which had the potential



to attract investors who, with too small resources or too little
.abiiity or willingness to participate actively in Floatiné or managing
a large and complex system. would have been reluctant to join a‘éart—

" mership. That such investors did not come forward =t the initial stages
to acquire sharés in the joint stock tixtile companies is begide the
point. It is well known that the sarly ﬁromoters distributed the shares
of their concerns among their own close relstives and friends. But
what is pertinent is that the pioneers micht have calculated that once

“ their manufacturing snterprises would registér Progress, the initially
cautions and hesitant partics would feel encouraged to join their capital
stfucture. At later stages of the development of the Indian industry,
it actually did happsn so that a number of cotton companies could dilute

the family holdings of the promoters in their share capital.13

Embarking on the joint stock system rathér than the partnership,
so successfully tested Ey the British producers, was, tﬁus, an act of
some ?ores;ght on the part of the Indian pioneers. It was also consistent
with the Indian environment in which both capiégl and managerial ability
~ were scipcs. ,Unégubtedly, the promgters of industrial companies in other
fields also adopted the joint stock concept for their own purpose, but
it was the cotten manﬁﬁactu;qrs who were the first to make usg of it

at a large scale and thus establish its viability as an instrument of

industrialization. The idea of joint stock was, by no means, new when
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the first miils came into.being, but the eredit for applying it cffec-
tively in the-inaustrial field at a scale suFFiciént to win for it é
gensral acceptabi;ity must belong to the early promoters of factory
based textile production, And it ig in this sense that the Indian

departure from the time honoured British conventicn was an innovation.

The Indian approach to menagemunt structure alse differed radically
from that in uoéue in the British mills when the Indians started thair
own industry. While the Lancasiire mills wers managed by salaried
managing directors who worked under the overall control of the board of
‘dirécfors, 14 the Tndian piunseré, on ths other hand, adopted for their
purpose a structure almost. unigque to India., The concept of tiw managing :
agency systtfht gf management, under which the Indiun cotton textilg dave-
loped, like that of the joint stock principls, was not unknown when the
first mills were born, and some scholars trace it as Far Wack as the 18th
century, But the origin of the system is still shrouded in mystary. 12
One thing, howeusr; is certain. The sytem as a form of corpurate manage-
ment was yet to establish itself when the early Ifidian pionsers embarked
on textils Qenturesf A few comp:unies in Bengal wero all that cnu;d be
deemed to have §;me, by some stretch of logic, under the managing agency
structurs. 16 . Thus, without any meaningful precedehce, whather in India
or abroad, the adoption of the ;ew_form.uf management involved soms degres

« of risk and required a grsat deal of imaginatien.



The managing agency structure facilitated the promotion and
managamént of one or several companies, though separate and indepandent

legal cntities, by a single controlling firm which, in turn, was usually

controlled by a single family. The modus_opsrandi was simple, A family

with considoerable financial strength would launch a company and allot

to its own members or near relatives and closs friends sufficient number
of shanes necessary to. control the new concern. Bimultansqusly, thoss
holding the controlling intserests in the new company joined to form a
managing ageoney firm, usually a partncrship or sole proprictorsiiip, to
thch the management of tho now company wés entrusted under an agreement
stipulating the torms and conditions butween the sharesholders and ths
managihg firm. The rémuneration of the managing agency was usually
fixed in terms of a certain percentage of arnual salo or prafifs.
Technical;y speaking, thus; the managing agents did not own the companyj
they only managsd it for which they were romunczated,  But in practice
all critical and strategic dec?sions abhout the managod company wero taken
by thc managing firm, Even though e company in guestion did have a
board of directn;s, since its members wcre:;andpicked by tho manag-

ing<agenEs, thgy wore no bottor than more decoration

The Indiean pidneera of tgxtile ventures were the first to embrace
!
the-managing agency system for managing industrial concerns. It is

clear from the earlisst extant deed of agreement betwseen the shareholders
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‘of a company and its promoters, which anticipatud several essential
featuras of such agreemcnts of later dates, Significantly, this agrue-

ment relatus to tho first cotton mill company in India, Written origie

;o

nally in Gujafati (an English rendering is encleused as an éppendix to

this paper) the document makos it clear that the managing agency system
was still in en infant stage. Iﬁ does not usc tho phrase "managing

agent™ even once aﬁd refers to the appointment of Cowas jee Davar, --.

the promoter of the mill, as the “arhatiya or Brokor?, But the right

and privileges conferred on him wore thoss which becams the usual featurss

af all managingAagency agreements in later years,

Other mills that were establishod in the 1950's followed the pattern
of Davar's company,and in 1860 an agreemant signed botween the shere-
holders of the Oriental Mills and the firm of Messers Merwanji Framji &
Ccmpany used the word agent for thes latter. This, according to a compge
tont contemporary obscrver, was the formal inauguration of tha agency

system of management in Bumbay.17 The system proved so offective that

~ barring a few stray casas, all mills in Bombay as well as in the up

country centres Wore started and duveloped under the agency structure.

The companies producing other industrial goods also emulated the  examplos

.of the toxtile manufacturers,
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The development of manéging aguncy system was due to ‘“the paruliar
circumstances prevailing in India ".18 Among the factors that are often
considerad responsible for its origin and gradual evolution was the
scarcity of capital and manageri:l abilitios, 19. Souciological factors,
howsver, were no less significant. Tho manacging agancy framework was
noﬁhing but the adaptation to imdustrial management of the time honoured
Fa@ily systom which was still a prominent feature. of theilndian sucial
Qtruciure, The head of the family gontrollad tho purse, sxercised
authority over the junior members,rand had a dominant, almost dscisive,

_vbice in matters affecting the family. Prior to the smergence of the

. industrial orggniZations in India, thaers was little qualitative_diffarence
betwaen the role played by the heads of commercial families and those of
nénbuﬁiness families in managing their respective affairs. In other words,
the business managoment structure was coterminous with the Family ﬁanage-
ment sfructure. Since in a majority of the casas i£ was the commercial
Fémilies which initiated the industrial concerns, they feound it easier

to adapt the managing agency Framéwork for manzging their industrial

-~

undertakings as the systom sntailed littles or no throat to the authority
of the head of the family, forming the managing agency firm, in managing
the industrial undertzking floatsd by it. Whatever the origin of .the

systam,'there is no doubt that it glaurishad because of economic and

social realities in the 19th century India.20
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The role® the managing agency form of management in the industrial
davelopment of India has besn cnmﬁended by a numbsr of achola?s. Trué,
tho system was opsn to abusss, and some of the managing agents actually
did misusc thoir power and privilegus for which thoy came under vigorous
aftack in the Indian press - particularly in the two major centres of
textile production = during thé clgsing yoars of tha 19th contury, 2

Thae attack intsnsified in the 20th century‘which eventually lcd the go-
‘vernment  0Ffros Ihdia to abolish it recently. During the initial
stages of India's industrizlization, however, the system undenizbly
provided for an effoctive instrumont to promoie and manage industrial
undertakings in the Indian millicu, A government report published in
1888 unhesitatingly conceded that the management of tha Bombay mills was
in no way inferior to that of Lancashire factories, and about the same
ﬁime Jdapan recognized the samc fact by sending a delzgation “to study
and learn from management and technical practices! in the Indian mills.22
The ability of the Indian_cotton producars ta innovate did not
‘remain confinsd to the forms of ownarship, controi{hand management. They
'ﬁisplayed somg dagree of originality in the functional areaa.as wall.
Their.approgch toeraising working capital through public deﬁnsits is a
case in pciht. Some features of the Indian strategy, of cuurse;'were
- similar to the methods sdopted by the Lancaéhire manufacturss. In both
.caseé, for instance, ths quaﬁtum of total public deposits in a mill was-

usually much higher than its total paid up capital. B8ut the Indisn=
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made significant departures from the British practice, and it was dus to
thesa dapartures that their method acquired a greater undurance guality
than was tho éase in Eng;and. One of these departures lay in thu fact
that whersas in Lancashire, a person buying shares of a mill could pay
.o?F enly 2 part of the value of the shares'and leave the balance as
deposits with the company, in India this kind of combination. was. pot
possible. Siﬁce the gine gua non of the doposit system was public con=
fidaﬁpe, bha Lancashirs mothod was fraught with danger, as the partial
sharcholders were likely to withdraw thoir deposits to pay for-the
unpaid portion of their sharas whon the campany found it necessary to
call up for additional capital to meet @ suddsn Finanbial crisis. This
is actually what happend during the crisis of 192223, The withdrawal
f deposits during difficult times was a phenamanon in the Indian mills
.00, but their suffering was no whera as acute as that af the Lancashire

iills on thié account.23

A major factor in thc relativaly greater success of the deposit
strategy in India, at least during the Formaﬁiye years of the industry,
uas the unda;de&élped state of modsrn bankiné. Th: Indians had not
adopted this strategy in imitation of Lancashire, but bocause of the age
old tradition of the indigeqous banksrs who used tc accept. public deposits
on rates of intorost lower than the oné on which.thoy gave loans to

noedy pérties. As most of the promoters of the Indian mills were

githor murchants or bankers or both in whom the public had c&me to
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place of a gruat deal of confidence, they adapted the traditional
custom to raiss industrial finzncc. Theo Ruport of the indian Cantral
Banking Enquiry_Committuu vightly. pointed outs “In its origin, the
systom of deposits with industrial concurns was undoubtoedly a reflex
and transformation of the old systum of monoy being kept in safe

custody with thu'MahaJans.“z4 As the modern hanking daualoﬁed,tha system
of deposits declined in Bombay where tho dopoesits wers mostly for ghord
poriods and whers no stups had been taken to retain its attractivensss

for the public.

The Atmedabad industrialists had alroady insulatod the system of
doposits against thusa dangaers purhaps bucause the tradition of indi-
genous banking in their city was much longer. Not only did thoy accept
doposits for longer duration, usually for 5 to 7 yoars, but alse introduced
a systom undor.which the depositors could shéra a small part of tba
agency commission, By thoso mothods they procluded, or conéidurably
roduced, thoe possibility of sudden withdrawals of deposits to which the
Lancaghire and Bambay mills Qero uxposed, It_;s not precisely known

~

when and by whom wore thuse innovations mado. It is possible that
Bechardas Laékari, the faundsr of the svcond toxtile company in the city,
initiatod the practice. He Faé a.partner in a banking firm beforo ho

branched off into the mill industry. But it is more like;y that the

~Jdain and'thq Vaishnavo bankers of Ahmeodabady,who took to textile production
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in a big way after 187% prrfocted the system, 25 In any cass, the
Ahmedabad mothod of raising industrial capital had boon firmly esta-
blishéd'by the end of the contury and remained in vogue aven_after'tha
depusit system had declined in'iﬁs vigour in Bombay and elsewhere in
India, 2

The Ahmedabad innanfion was partly due to the fact that almost
F%om the very incoption, the mill industry in tho city employed a small
amount of oquity capital. In fact the most common pattern in Ahmedabad
bafore the First World waf was to start a mill with a paid up capital of
'%.SDD,UUG. The stratugy of raising working finance through daposits
enabled the Ahmodabad industrialist, as clscwhere, to pay highsr divie
dends on the eqﬁity capital than would have been the case if additionzl
finances ware raissd through new issuss. For, the rates of interost
paid on daoposits were lower than the rates of diuidands; if tha.ﬁulicy
of ;aw vgquity invostmont was to be enduring, it was necessary for the
. Ahmedabad mill.magnatas to devisa tho mothod to retain the dopositors'
interest in kaeping their savings with the textile companies and dis-
courage them from withdrawing thuir money at will. The system of long
torm deposit algng with the depositor's privilege to share iﬁ the agancy

_cammission was tho answer.

b
'

!

. The Ahmodabad industrialists showed groator imagination in yot

another area of managoment. In the matter of maintaining indusgfjal
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poace in thuir éity,‘thay wery much more succassful than their counter=
parts in Bombay. This is evident from the fact that wherees - Bombay
witnessod a sorics of lebour strikes in the 1890%'s, thore was only ono
strike in Ahmedabad, Also the attempts to organize textile labour in

. Bomhay prccadua thogse in Ahmudebad by at loast twe decades, z It ié
possible that tho difference in the hehaviour pattern of the labour

force in thesc two ecities was partly due to the differunce in the character
of labour markot and ¥® nature of work Furcet_ Thers is no doubt at the
same time that a very long trading tradition hed created a certain kind
of ethos in Ahmedabad which abhored conflict. In cohparisun to Ahmedabnd,
Bombay had a much shorter history as a centrc of trade aﬁd commerce. The
Jain and Uai;hnava values of peace was deeply éntrenched in the Ffgrmer
city; the businasss life was much less complex in Ahmadabéd than in

Bombay; and fha textile magnates, most of whom came from the Jain and
Vaishnava stock, were a more cohusive group. Tfaditionally the Ahmedabad
millowner hod bean, by and large, moré accessiblo to his employses aof

all categories than in Bombay, and this genorated much better personal
rapport botween the employers ond the amplayaos;za It was, perbaps, due

-~

to these ractori that the industrial 1ifs in Ahmednbad was génerally
paesceful éuring tho formative ycars of the city's cotton textile industry,
‘It lay in the logic of history,; howsver, that the industrial culture:
mould oventually ovorpowsr the tradimy ethos, paving the way for

greatér conflict between the capital and iabour. Bufora this could

happen, howover, the Ahmedabad industriélists devised a novel s;gtem to

h settle labour disputes peacefully which is sometimes referred to as the
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MAhmedabad axperimunt“.29 Under an agresmant effected in 1918, to which
the millowners and the labour union is bound in porpetuity, nll disputas
betwsen them are reforred to arbitration. Tho agreement institutionalized,
as it were,rthe peaceful approach: that characterizad the industrial rela-
tions in the city boeforo fhe First Werld War. And it is becasus of this
that the Ahmedabad mills have never been clased on account of the
grievances of the cmployces against their e%ployars, Miuch of the

credit Por sstablishing the system belongs, of course, ta Gandhi's
initiative and lesadership, but its continuance sven after tho industrigl
environment in Ahmodabad becake much mors complex than in the sarly

decades of this century is largely due to the sccio-cultural factors,

I do not propose to discuss in this papor why tho Ahmedabad mufhods
of raising werking capital and dealing with labour disputes did not
inépire similar experiments clsuwhere in the country. I also do ntt
wish to dwell on the imaginativeness of the Indians to produce goods
like dhoties and saris ewited to Indian market,or thoir marketing
aggressivensss which rosulted in wresting a sizesblo share of the China‘
markat in the last decade of the 1%th century. Qhat I haver triod to
point out aro sé;e of tho distinctive methods edopted by the Indian
textile manufactures in a fow crucial areas of menagemsnt, Their
inability to invent new technolégical processes during the formative
phase of thair industry is undarstandable, Eut thuir abilityitu look for

and adapt for their cwn purpeose technologies developed olsowhero} and

evolve distinctivo managerial processes consistont with their necds and
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environment is in no way unimpressive. ﬁTechnolbgy is not the only
index of innovation, and the innovative ability of a community cennot
be properly assassed witheut rofsronce to the possibilities of innova-

tion in - given milieu,



INNOVATIONS IN INDIAN TEXTILE INDUSTHYﬁ THE FORMATIVE YEARS

Appendix 1

Deed of Agreement botwcsn Cowasjes N, Daver
and

the sharsholders of the Spinnihg and woaving Company

fn Parsce Cowasjos Nanabhoy Davar, We who have placed our signae
tu:as pelow addruess you that you have dacgided to apen hers a factory for
tha manufacture of yarn and cloth with the help of machinery and that
you have namod the said facotry as Spinning and Weaving Company. It
has been decided to maks 100 sharos thereof so that sach share # of
ib. 5,000 (Rupees five thousand). The document in connaction with these
arrangaﬁehts is paaneﬂ by us in accordance with the undarmehtioned

dutails,

1.* Firstly, for the abyuve mentioned purpose, you shall éecure the
buildings or pramises here ipdhlm:crt machinerias from England and
arrange for their araé%ion. You shall build the neewssary buildings,
you shall do all things necessary for the prrpcse and Bngage men for
the samo, Whatever expense hasrto be incurred for the purpose may be
in;urfed 5y you. The entire managencnt af these matters is entrusted

by us, of our owr will and pleaéure, to you, and you will continue to

da =e in tho course of your lifetime,
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2. Secondly, against shares which we have takan up from the above=
ﬁentiqnod 100 ports or sharss, we have placed cur signatures and steted
the number of éharms taken up by cach ons aof us. And all.thﬁse wha have
singed this Agrsoment have paid Rs.1,000 (Rupece one thoﬁsad) per ocach

share to you ond have taken for the same a receipt bearing your signaturs,

3., Thirpdly, whotevur expsnsos are involvod in the construction of
the buiidiﬁQ and the orection of the machinary should ha takén from ug,
the‘sharehnlderég in@musl contributions according to shares held by
wach, and for that purpose; as .and whan necessary, you may mako calls
which we shall pay up within & perviod of 1% days therefrom, .IF, however,
‘in that period of 15 days the amount called for by you is not paid, the
dgfaulting sharasﬁulders shall ose their rights on fs. 1,009 por each
ahéfa, df.ﬁhataﬁer other additionmal calls have been paid thereon, and
tha mdnéyiaiready paid in by the shareholders shall be cradited to the
prbfit account Df-ﬁhE abouB'Campany. OFf thuss who have placed their
signatures helouw, anf shareholder might transfer hig share ar shares to
any individual or make it over to any individual, but tha subseguent
owner or owners shall buw regardad as boing bnﬁnd by the stipuiatinns made
haréin. - * |

4, Foﬁrthly; wae all sharahuldaré'haﬁa, 0# cur own will and pleasure,
'rssoluad that in racumpensb of ths trauble taken by you in ths floatdw
tion of the fPactory, you are appointed Arhatiya or Broker ofthe said

factory during your 1lifctime, thet is to say,rthat whatevor cotton is



24

requiraed for the said Factnry should ba purchasad by you and whatavﬁr
yarn and cloth are ﬂanufactured in the Sﬁld Factqry should also. be

sold by you, and on whaatauer salas yau eFFact an account of the said

: Company a GDMMlBSlGﬁ of 5%, that 15, five per cant, shall be taken by.
you in’ your 1ifetime° but on purchases you will not charge anything to'
the said Company. I the event of the Cump Yy selllng guuds dlructly
ycu shall still be entitled to your commission of 5% on tho sala precaesds

»*
1n your llfetzme.

5, Flfthly, with regard to thn purchase of any bu1ld1ng ar land an
behalf of the Company and ths impartatlon and eraction of mach;nary and
the constructlon of any bulldlng you are entrUSted wi th bhe 80l manager=-
-shlp_thereof. S50 we all partnors haraby give it to you zn writing thzt
any damaga causad in any manner to the abouementlonad bu;lding and
machinery shall be taken ouer by us as shareholders in proportlun to
our share or shares. Secondly, whatevcr dopos it you make far brlnglng
out machlnery from England and if it entalls mny risks and results in
any loss, we all shareholders agree to take it up in thejsame way as

-

- mentioned abovao, -
. - .

* Gna sentencae in the end of Clause four defics translation, even
in a broad sense, parly due to llleglblglty of the document and partly
due to. 1ack of clarity in ths framinag of the santenra.
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"6;_ Sixthly, for ths purposes of the abovo Company yau shall clrculata'
a clrcular a few days -prior to and all sharaholdara shall remain praaent'.
on- tha appalnted day. If howeuer despite such warning any partner or |
.partners, duc to any reason whatsoover, is unable to attend the maating,
ftho abaaﬁtae partnar shall ba. bound by wheataver ruaulutinn has bean
TpaSsed by those sharoholdﬁrs who wers present at the maating. Horeuuer,
.no"other. natson shall be allowed to attend tho meetlng on behalf af the

.B8id partner or partners,

Te Seuenthly, if from among us tha sharsholders any salls h;s shara
or shares, then thea purchasor shall glua it to you in wrltlng that . all
 ?tha tarms q? thls Agreamcnt are acceptad by h1m and only then would tha

'shara or shares be transferrad to his nama.

: 8. Eiéhfly} ény partner th acts in-contrauantinn‘af the cunditioné
and stipulations laid down in this document shall pay to you a pEnalty
oF m. &,GOD (Rupees fnur thousand) without any obJection, which penalty
you shall calloct and credit to the profit account for~the benpfit of all

Eh@ipartners.

9 Nlnethly, that all stlpulntlnns pennud in this documont haue been :
' read by us and cons;derad bymus by aur own wlll and pleasurs and we have
agréed thsrean w;th you and thege ars accaptable to us and to our heirs,

) assigns, exacutors and admlnlstrators.



hri Bombay dated 7th in the year 1854 of the Christian era.

(Qua;ntness of expression and odditles of styla, mhich hava ‘diaappaarad
gvEn From Gugaratl, the griginal langque of the Dead of Agreamant have
praqludad:a uerbatim:translation in the exact senss of the word. Maximum
_effq:#,'hgwéuar, has been made to preserve the tenor and tons of the

- griginal document)

Source? -S.D. Mehta, Cotton Mills of Ind;q1,1854 to 1954 (Bombay, 1954),
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