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Dissertation Summary

Title: The role of Bankers’ clubs in Indian Development History

Chapter 1: Enforcement of Nineteenth Century Banking Contracts using a Marriage Rule

The enforcement of financial and banking contracts is commonly thought to lie within the
domain of government law provision. This paper analyzes a case of self-enforcing financial
contracts within a banking system in nineteenth century South India. The Chettiars, a merchant-
banking caste, relied on religious homogeneity as well as an endogamous marriage rule, whereby
members only married others from within the community, to enforce banking contracts within
their system. Widely acknowledged to have been an important source of credit locally and
throughout South East Asia, this paper describes and analyzes the enforcement mechanisms at
work, in the absence of government involvement. Apart from presenting a new case of self-
enforced financial contracts, this paper also represents a novel approach to interpreting the social
institution of caste, as seen through the rational choice framework.

Chapter 2: Requlation in a Nineteenth Century Indigenous Banking System as a Banker’s Club

Dowd (1994) predicts that banks working under competitive conditions with minimum or no
government intervention will possibly regulate themselves only by forming a club to serve key
regulatory purposes. This is in contrast to how government central banks regulate commercial
banks, he argues. This paper examines the Chettiar banking system in nineteenth century India
that evolved and functioned in the absence of any government regulation. It describes and
analyzes their self-regulatory mechanisms such as information sharing, clearinghouses and inter-
bank lending. It finds new support for Dowd’s (1994) claims regarding the nature and evolution
of banking regulation in a laissez-faire setting.

Chapter 3: Fractional Reserves and Demand Deposits: Historical evidence from an unregulated
Indigenous Banking system

This paper presents historical evidence of fractional reserve banking within the unregulated
banking system of the Chettiars. Using primary level evidence gleaned from government reports
on banking in early-twentieth century Burma, it documents the exact nature and characteristics of
their fractional reserves and demand deposits. It then draws out implications that impact the
wider debate concerning the level of bank reserves that would exist in a laissez-faire banking
scenario, made relevant by its direct bearing on issues related to the private supply of money and
cyclical fluctuations induced by monetary sources.
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