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The Drain of Wealth Theory is an economic theory that describes how a country's wealth can be negatively

impacted by the outflow of valuable assets like money and goods. This theory was primarily articulated by
Dadabhai Naoroji, a prominent Indian nationalist and economic thinker, in 1867, who argued that the colonial
government was siphoning off India's wealth, leading to widespread poverty and underdevelopment in the

country.

The Drain of Wealth Theory shaped public opinion against imperial rule and became a cornerstone of the Indian

nationalist movement. It provided an economic basis for demands for self-rule and independence.

What is the Drain of Wealth Theory by Dadabhai Naoroji?

The Drain of Wealth Theory, proposed by Dadabhai Naoroji in the late nineteenth century, claimed that the British

were extracting India's wealth through various means, causing the country's economic decline.

e Dadabhai Naoroji first expressed the concept of the drain in his paper 'England’'s Debt to India,' which he

presented to the East India Association in London in 1867.
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e According to Naoroji, the British exploited India by exporting raw materials and importing finished goods,
levying high taxes, and sending large sums of money out of India in the form of salaries, pensions, and
profits.

e Dadabhai Naoroji introduced the Drain of Wealth Theory in his book “Poverty and Un-British Rule in India
", published in 1901.

e Dadabhai Naoroji claimed that approximately one-fourth of the money, or nearly $12 million per year, went

to England.

Drain of Wealth Theory Background

The Drain of Wealth Theory developed in the context of colonial economic exploitation. Before the Battle of Plassey
in 1757, the East India Company imported bullion into India to balance trade. However, after Plassey, the situation
changed, with wealth flowing out of India as the British took control of the Indian economy. Policies like the ban on

Indian textiles in Britain and the implementation of the zamindari system exacerbated the economic drain.

¢ In the 1840s, the Indian intelligentsia began to recognise and identify the adverse economic effects of British
rule. The first person to criticise the Indian "tributes" to England was Raja Ram Mohun Roy.

o Bhaskar Tarakadkar, Bhau Mahajan, and Rama Krishna Viswanath were the first to promote
economic nationalism against British rule, which Dadabhai Naoroji later acknowledged in his 1867 London
speech.

o Tarakadkar criticised British exploitation in letters to the Bombay Gazette, calling them "ungrateful”
and their rule India's "most bitter curse."

o Mahajan highlighted British economic exploitation through his newspaper Prabhakar, while Viswanath
wrote about the impoverishment caused by British rule.

o Their ideas, mainly shared among Marathis, later inspired Naoroji's famous drain theory.

e The continuous plunder of India's raw materials, resources, and wealth by Britain to enrich itself at the
expense of India's growing poverty prompted nationalist economists such as Dadabhai Naoroji, M.G.
Ranade, R.C. Dutt, and others to develop the theory on economic drain. The Drain, as conceived in India,
inevitably took the form of an excess of export over import.

e The Drain of Wealth was often referred to as "a phenomenon of colonial rule." The concept of 'drain' was
quickly adopted by the national media, culminating in the Indian National Congress adopting the theory in

1896, blaming it for India's famines and poverty.

Drain of Wealth Theory Features

The Drain of Wealth Theory highlighted how British economic policies exploited India. Key features included the
export of wealth to Britain without return, unfair trade practices, high salaries for British officials, home charges,

and using Indian revenues to fund colonial administration and wars.

o Export of Wealth: A significant portion of India's wealth was exported to Britain without any equivalent
return, causing a net loss to the Indian economy.
e Non-Equivalent Exchange: Britain's economic transactions with India were exploitative, forcing India to

export raw materials at low prices while importing finished goods at high prices.
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o This created a trade imbalance in which India's wealth flowed to Britain, enriching the British while
depriving India of its economic resources.
¢ Expenditure on British Personnel: British officials in India received high salaries, pensions, and
allowances, which were all remitted to Britain.
« Home Charges: Due to political, administrative, and commercial ties between the two countries, India made
significant payments to people in England.
o These home charges included items such as interest in public debt raised in England, Payment in
connection with civil departments, India office expenses, etc.
e Funding Colonial Rule: The British government paid for administrative and war expenses related to

colonial rule in India, with revenue collected from India and the surplus generated by India's foreign trade.

Drain of Wealth Process

The "Drain of Wealth" refers to the systematic economic exploitation of India by the British, where resources,
revenue, and profits were transferred to Britain, leaving India impoverished. This process involved the export of raw
materials, high taxation, military expenses, and remittances, all of which drained India's wealth without benefiting

its economy.

« Economic exploitation: British policies ensured that India exported raw materials cheaply while importing
finished goods from Britain, resulting in a trade imbalance.

o Transfer of Revenue: A significant portion of India's revenue was used to fund British administration,
military expenses, and wars in and outside India. This revenue was collected from Indian taxpayers but was
often spent on activities that did not benefit India.

e Taxation: The British collected significant revenue from Indian peasants and landowners, much of which was
returned to Britain.

¢ Investment Returns: Profits earned by British investors in Indian infrastructure, such as railways and
plantations, were repatriated to Britain rather than reinvested in India.

« Remittances: British officials sent large sums of money to Britain in the form of salaries, pensions, and
profits from British enterprises in India.

o Military Expenditure: India bore the cost of maintaining a large British military presence, which puts
additional strain on the Indian economy.

e Loan Repayments: India was forced to pay interest on loans taken for railways, wars, and other public

works, which added to the country's economic burden.

Drain of Wealth Causes

The causes of the Drain of Wealth from India during British colonial rule were multifaceted, rooted in the systemic

exploitation of the Indian economy to benefit Britain. The primary causes of the Drain of Wealth included:

¢ Colonial Economic Policies: British economic policies were designed to benefit Britain while harming
Indian interests, ensuring a steady flow of wealth to the metropole.
¢ Monopolistic Trade Practices: The British maintained a trade monopoly, controlling both raw material

exports and finished goods imports, resulting in India's unfavourable trade balance.
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¢ Industrialisation of Britain: India supplied raw materials and markets for Britain's industrial revolution.
This economic arrangement was specifically designed to maximise British profits while draining India's
wealth.

e Land Revenue System: The British introduced land revenue systems such as the Zamindari and Ryotwari
systems, which imposed high taxes on Indian peasants. The majority of this revenue was remitted to Britain.

e Racism and Discriminatory Policies: The institutionalisation of racism and policy discrimination against
Indians kept them in poor and economically disadvantaged conditions.

¢ Administration Costs: The costs of running the colonial administration, including salaries for British

officials, were borne by Indian revenue, adding to the deficit.

Drain of Wealth Impacts

The Drain of Wealth theory highlighted the severe economic, social, and political impacts of British colonial
exploitation on India. Naoroji's work on the drain theory led to the creation of the Royal Commission on Indian
Expenditure in 1896, where he served as a member. The commission reviewed India's financial burdens and found

some to be unjustified. The effects of this systematic drain of wealth were profound and long-lasting:

e Poverty and Famine: The constant outflow of wealth resulted in widespread poverty and frequent famines
in India, as resources needed for development and welfare were syphoned away.

e Industrial Decline: The influx of British manufactured goods caused severe declines in India's traditional
industries, particularly the textile industry, resulting in unemployment and economic stagnation.

e Stagnant Economic Development: The lack of investment in infrastructure, education, and public services
left India economically underdeveloped, with little capacity for growth. The continuous outflow of wealth
hindered capital formation and industrial growth in India.

o According to Romesh Chandra Dutt, in the early twentieth century, approximately £20 million flew
out of India.

o In his book "Essay on Indian Economics," MS G Ranade claimed that Britishers drained more than
one-third of India's wealth into England.

¢ Increased Tax Burden: The massive public debt incurred by the British government in India resulted in
higher taxes on the Indian people.

o India's tax burden was disproportionately high compared to England, exacerbating the two countries'
economic disparities.

o According to Dadabhai Naoroji's calculations, India's tax burden in 1886 was 14.3% of total revenue,
significantly higher than England's 6.93%.

¢ Increased Dependency on Britain: India's economy became increasingly dependent on Britain for
manufactured goods, capital, and technology. This dependency stifled the growth of local industries and
innovation, leaving India in a vulnerable economic position.

« Nationalist Movement: The Drain of Wealth Theory was a powerful tool for Indian nationalists, rallying

public opinion against British rule and laying the groundwork for the independence movement.

Drain of Wealth Theory UPSC PYQs

Question 1: Which of the following was/were economic critic/critics of colonialism in India? (UPSC Prelims 2015)
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1. Dadabhai Naoroji
2. G.Subramania lyer

3. R.C. Dutt
Select the correct answer using the code given below.
(a) 1 only
(b) 1 and 2 only

(c) 2 and 3 only

(d)1,2and3
Ans: (d)
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