In April this year, the six hundred and forty-one page report of the Commis-
sion of Inquiry on the Agency Houses was finally released to the public. The
event was significant in many ways. 1t was a long awaited report. The
Commission was appointed in June 1971 and their report completed 3 years
later, in August 1974; and released in May 1975 — one of the longest gaps, be-
tween the date of appointment and final release of a report, in the history of
Inquiry Commissions in this country. With the scope of the Inquiry so far
reaching, so sensitive a subject being dealt with and so unresponsive a stand by
those from whom information was sought the delay was not surprising. Specula-
tion was mounting as to why the report was not being released. The cynics
Selt the delay was because the report was favourable to the Agency Houses,
others thought it was too radical. Within days of its being put out for sale all
copies were sold at the Government Publications Bureau, even though it was
priced at Rs. 25/25. This was possibly an indication of the public demand for
the report, unless a few bought up many copies of it.

The report documents in detail, the working of the plantation sector of Sri
Lanka’s economy, specially the manner in which it is controlled by the Agency
Houses in Colombo. This entire issue has now come up stronger than ever
before and the debate in the minds of various sections seem to grow. Specula-
tion is ripe on the future of the Agency Houses — will they continue as they are
or come to be closely controlled or be done away with altogether? So much
Jor the thoughts of the future. It is necessary, however, to view their past and
present functioning in order to assess how the Agency House services could

THE AGENCY HOUSES

their past, present and possible future

best be performed in the future.

Black Man’s Burden

The Europeans first came to Sri
Lanka for commercial and business
purposes, the Portuguese and Dutch
being more interested in commerce
rather than in agricultural produc-
tion. Thus the spices such as
cinnamon were gathered and trans-
ported to Europe in order to make
their food tasty specially in the long
winter months. It was the British
who first conquered the entire coun-
try including the Kandyan area and
the situation in which Sri Lanka
finds itself today with reference to
the plantation economy was deter-
mined by British rule during the 19th
century. Britain replaced much of
the traditional agriculture with more
profitable plantation crops. Vast
areas of land in the hill country were
taken over by British planters at
very-cheap prices with the support
of the British Government. Hun-
dreds of thousands of acres thus
passed from the explicit or virtual
ownership of the people of the
country, specially the Kandyan peas-
antry, to the British Plantation
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companies. In the Low Country a
few families had become rich either
in the service of the British Govern-
ment, the plantations or through
trade they bought up many acres for
the cultivation of coconut and
rubber. Thus in the second half of
the 19th century a large scale land
alienation took place, a sort of
enclosurc movement. The present
land reforms are an effort to deal
with some of the problems resulting
from this earlier land takeover and
the marginalization of the poorer
indigenous population.

Coffee was the first crop that was
introduced in this manner, but by
the 1870s this had given way to the
even more profitable and successful
tea crop. The British acquired a
taste for tea, particularly good
quality black tea that Ceylon can
produce so well: Even though large
areas of rubber and coconut were
planted tea was a favourite and even
today nothing can oust its importance
for the Ceylon economy for the
British- Sri Lanka relationship. In
order that the British housewife

could regularly serve and enjoy
her four o’clock cuppa, this country
had to produce the tea leaves while
sugar would come from the colonies
in the Caribbeans. The imperial
power was also used for bringing
about half a million labourers to
the plantations from South India.
In 1827 there were 10,000 Indian
Tamil estate population in this
country. By 1946 the figure stood
at 666,000. We nearly had a large
influx of Chinese populations as in
Malaya because it was cheaper to
get down Indians from South India.
The plantation industry also built
new roads and railways, a modern
harbour, a colonial administration
and health services in the estate
regions, Thus even today the system
of roads and hospitals is far better in
the Central Province than North
Central Province or Lower Uva.

While the plantations gave Sri
Lanka a regular source of foreign
exchange and developed certain skills
of cultivation and management it also
distorted the economy by making us
dependent on foreign countries for
the import of essentials such as
food, textiles and even light indus-
trial consumer goods. An economy
that was earlier fairly self-sufficient,
though at a rather low subsistence
level, was rapidly opened up to
the world market economy.

Need for Agency Houses

The form in which British enter-
prise was established in the planta-
tions was that of private companies,
joint stock companies and individual
holdings. The management on the
estate was entrusted to the superin-
tendent and officials subordinate to
him. Between the owners who were
often absentee land lords residing in
Britain or in Colombo and the
Superintendents on” the estates, it
was necessary to have some authority
co-ordinating the running of the
estates and disposing off their pro-
duce. This was the reason for the
Agency Houses to develop.




“Theé first agencles of the planta-
tion industry in Sri’ Lanka were the °
: coastal agents residing and operat-

mg in Colombo, who performed .

. various services ' required for the
. developing plantations, which the
pioneer planter i the hill country

" could nof -attend ' to on his own.

The processing’” of coffee, sales, the
arrangmg of .shipping facilities, pro-

curemernt of supplies and the provi- -

sion of. credit were ‘the early func-
tions. .With the accretion of larger
functions around these coastal agents
in Sri Lanka, as in. Malaya, and
with the - development .of a closer
identification of agents with the
planting .interest, theré came into,

being the. first and: the corp_orate .

bodres, the Agency Houses

The system set up ‘was one in
which -the whole network of rela-
tionships -
consumption’ was owned and con-
.trolled: by the British, the brokering,
accounting,. insurance,- banking,
“ wholesaling and - retailing in Brit-
ain, - and from there to the rest of
. the world. The British were superin-
- tendents ‘of the.estates, their. Agency
"Houses in "Colombo' and. ‘London
* made"the mijor decisions regarding
.-.management . buying. and. sellmg of

in which labour - was very poorly'

paid and the management was top

. heavy and highly rewarded. " The' -

owner§ obtained high-+ dividends.
The consumers themselves in Brit-
ain got-tea at a relatively cheap
price: whereas goods imported from
Britain’ were realtively- high priced
as British . labour, was pard much
better wages

Colonial System Continues

After Independence in 1948, apart
from the ownershlp of some estates,
the ‘whole ‘chain of control over tea
continued as before. The Govern-
ment has been able only ‘to.break
into sections of it as in insurance,

banking, shipping -or packetmg :

Since World War 1T and particu-

larly after’ Independence and the .

 socio-political changes that follow-

ed, .the' position. of the - Agency -

- Houses. have undergone | cons;derable
' change =

(a) There has been a wrthdrawal-

: - of capital from [Sri Lanka
over a period of time. -

from production . to

.Houses in the plantation economy

" of ‘non-traditional’ exports, is still

- forcign exchange earnings, on the

and coconut.

-gconomy.
.ed in the Agency Houses themselves

* liates and subsidiaries and the forma-
vtion of intér-locking directorates,”

The large Agency Houses have im-
posed a uniformity in practxce on
most of the smallér agencies. - Most
significantly on account of the: levers
created throughout the entife estate
sector by inter-corporate share pur-
chases made through captive'invest-
ment companies, the Agency Houses
together with the Brokering' Firms
have-reached a posmon of well—mgh

(b) A Ceylomzatlon of capital of -
somé. of the priiicipal Agency
Houses has taken place.

(©) The foreign interests. based -
in Britain began to operate
in Sri Lanka through the

. Agency of Sri Lanka’s own
nationals, sometimes operat-
ing as corporate bodies.

(d) Development in the 1950s of total control.. e

"~ the new global phenomenon '
called “new mercantilism”, Over the; years a- concentranon of
“market imperialism” and . economic power has grown among a
“neo-colonialism™. Through few Agency Houses which “control

over 60% of the.tea. plantatnons
George Steuarts .control 17.6%, .of
tea. acreage managed by ‘Agency
Houses; Whittalls 14.7%; Carson -
Cumberbatch. and Leechman 14.9%;
~ Consolidated Commerclal Agencies’
'8.5%,; Harrisons’ and Crosﬁeld 6.1%
“and James Fm]ays 5.0%. . ’These
six control over 2/3 of the estates
under Agency.

a wide nexus of controls and
the intermediary of a well
- ‘rewarded local elite the for-
eign capitalists were able to
obtain the same retutns or
more than even earlier.

Significance of the Agency Houses in’
" the National Economy .

In assessing the role of the Agency 8
, The table below, from the Agency
‘Hous¢és Commission report: shows
the-position of-the Agency Houses in
relation to the total acreage thanaged
by them and the _quantities of .tea
,and rubber produced Ri%) der “their
"managemient in 1970 and Iso shows
_the srgmﬁcance of the1 Agency -
Houses in. the Natronal .Economy.
Sign_iﬁcance of the Agency Houses in the_Nntip_nul Ecouomy‘lw .

it is also necessary to remember that
Sri Lanka, despite several important
strides in the direction of diversifica-
tion of crops and the encouragement

dependent “for a large part of her
national wealth. and much of her .

Tea Rubber % - Cdconuts

Total produced 468 mil. bs. - 350.9 mil Ibs. - 2‘447 mxl nuts
Produced by estates ' : <o ,

managed by Agency : AL

Houses , .. 291 mil. 1bs. 96 mil. Ibs. 86 mll‘\nuts
2 as a percentage of 1 62.1 213 - 3 9
Gross National- Product L

contribution by estates - T o

under Agency Houses ~ 6.21 19 .. e
Total Acreage ' 597,499 568,960 .. —_
"Acreage under Agency : o Nt

Houses - .. 279,845 119,207 "~ - -7t
2 as a percentage of 1 46.8 2091+ - e

three traditional crops, ‘tea, rubber -
The Agency Houses
can be said, in consideration of all
their activities taken together, to ex-
ercise a great influence over this most
important sector of the country’s
“Monopoly has develop-

The ﬁgures given in relat.lon to the
Gross- National .Product : although
sufficiently high. for the- purpose of
this argument, are nevertheless re-
latively less lmportant -1t is in re-
gard to foreign exchange -earnings
' that thé position-'is one that has a
“large significance.” In 1972; o
total of Rs. 1,942 million eamed by
Sri Lanka’s exports the earmngs
from ‘tea ‘amounted to Rs. 1,154
million” and from rubber Rs. 265
million. Although the days of the

through mergers, the creation of affi-

according to the Commission on
Agency Houses and Brokering Firms.
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“‘Planter Raj™ are over, there is little

'
1}

doubt that the private sector Agency

‘Houses operating in Sri: Lanka,

today and exercising an influence
over this large area of the country’s
€cOnomy represents a concentration
of économic power in « few hands.

BRITISH AGENTS
The Agency Houses ‘were es-
tablished by the British in Ceylon
-during the heyday of their imperial
wule, for the benefit of interests in
Britain. The maximum profit was -
to be obtained by transforming the
economies of the colonized countries
for the'advanfage of the “Mother
country” — Great Britain. The
natives in effect were to be given a
minimum in return for their labour
and resources whilst the British were
10 benefit from the eontrol of produc-
tion and distributien.
| . .
Bunctions . -
- "The Agency Houses were set up
in London and Colombo and had
responsibility for estate management
including : :
(@) control over thc budget, cul-
; tivation methods, manufac-
turing processes, the appoint-*°
ment and supervision of the
higher. gradés of the planta-
. tion . hierarchy. _
- 4b)y secretarial and accounting ser- .
vices, credit and financial
. policy. '
{c) procurement of estate sup-
- plies. . :
" (d) advice on taxation, handling
i of exchange control matters,
i remittances of dividends and
- Head Office expenses to ‘Bri-
tish_interests, o

B

. fe) as. insurance agents for firms.

- €f) as shipping, transportation
i and storage agents. :

';(g)- management of Estates of '

rupee companies which asked
for their services. . ’

(h) other services to estates: in
engincering, legal and techni-

_cal problems. - o

. While each of these functions was
.a necessary service, and there was
lan advantage in grouping them
_together under one “House,” the
.manner and purpose for which they
were rendered was to benefit the

Continued on page 8
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One of the features of the tea trade kas been a high degrée of cencentration of -.control
through Interlocking directorates in Britain and Srl Lanka. *“‘Given this ramificafion in the

.ownership and control of the tea industry, there is a possibility of an alignment of interests of ;

the financier, the producer, the broker, the transporter, the blender and the distributor. B
is possible,  however, thar- the views of the producer. ami those of the producing countries oW
important aspects of the industry (such as lowering production costs and secking ont the mose
profitable markets for its products) miBht diverge”. (A. S. Jayawardena and Nalini Jaya-
palan, Central Bank of Ceylon). .

. The following two diagrams illusirate the phenomeneon.
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E |- R. Wijeratne W. Bofistead. (Agency Roport p.44, para 12). E
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foreign owners. Hence they develop-
ed methods or modes of exploitation
in regard to each of these functions.
Exploitation was their goal, these
services werc. means for it. As good
businessmen they performed these
tasks well to their maximum ad-
vantage. Being British “gentlemen”
they made the exploited fecl that
their agencies were really serving
the colonized people. They built up
an educitive system, a means of
advertising and life styles within the
country which softencd the sensitivity
of the native elite to the exploita-
tion. The entire economic, political,
legal, educational and social system
of the country was adjusted to suit
their priorities. '
We can thus see how the power
and profit of the Agency Houses and

their masters increase with the:

combination of these functions under
one House and a group of inter-
connected houses.
' Esiste Management

The Agency Houses and -Tea

Companics have been responsible for

the setting up of the-rigidly pyramidi-
cal and hierarchical system on the
- estayes and in the industry at large.
* Thigd is a pyramid of wide disparitics
in wages, life styles, opportunities
and relationships. The plantation

.companies built up a highly strati- .

fied social system in the country.
At the base of the pyramid was
imported cheap labour from South
India who were in semi-slave .condi-
tions, in labour camps. The labour-
ers were paid a subsistence wage —
just enough to survive, work and
reproduce. The Indian labour was
brought in and controlled by a class
oi middlemen Kankany’s who were
paid according to the number of
workers reporting -for work on an
estatc, who thus had a vested
interest in making the harsh system
work.

Above them are the subordinate
staff of Tea-maker and clerks who
‘had a lower middle-class status in
ithe cstates. They had quarters
;separated from the “lines” of  the
:labourers. The supreme’ authority
ton the estate was the Superintendent

. shelped. by his assistants. His life
istylé' Wi that of the upper class in
.the .country, his income among the
‘highest of earned incomes. . The

DOV Continued on page 2
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Government Corporations. replacing
functions of Agency Houses .

Over a period of years some of the
functions of Agency Houses have
been taken over by the following
State Organisations in Sri Lanka.

‘B Tea, Rybber and Coconut
. Research Institutes.

#  Ceylon Insurance Corporation
—takes over insurance work.

o F>I1|zer Corporatlon — has
now a monopoly of import of
fertilizer. .

® Shipping Lines—a part
the_transportation by sea.

of

= Freight Bureau — distribution -

of freight.’

@ Bank of Ceylon and Peoples
. Bank — Banking, “foreign ex-
change ‘transfer.

Consolidated Exports — enters
packeting and salés in foreign
. countries too.
(In 1973 "accounted for nearly
1/8 of Sri Lanka Tea Export.)
®  Petroleum Corporation — sup-
plies oil and agro-chemicals.

. W Building Materials Corporation
and State Engineering. Corpora-
tion-handles building operations

W State Trading Corporation —
- importation.

@ Plywood Corporation — Tea
Chegsts.

2 State Plantations Corporations

—Management of Estates.

— —m—

company du'ectors and Agency
House Directors ruled from Colombo
and London. (Their salaries and

perquisites were several times more,

than that of labourers and subordi-
nate staff.

" The Commission reported—“The
rigid class division that. exists
on the estates can be seen in the
. most-dramatic form in the glaring
-disparities in the housing provid-
ed to the management, the staff,
and the workers.  The pattern
is identical on all estates, and
conforms to the traditional 19th
century class -stratification which
was introduced by the British.
The pattern of ‘bungalows’ for the
management, ‘quarters’ for the

staff and °‘lines’ for the workers,

has been preserved ‘in all estates
and Agency Houses have not made
any attempt to alter this traditional
policy with regard to housing”.
Being the world’s leading tea
trader and exporter for nearly a
century Britain built up a complex of
planting, financing, transporting,
blending, packeting and retajling
firms which came to dominate the
world’s tradein tea. This complex
of functions and services were built
up by the ‘Giants’ in the planta-
tions industry through a wide net-
work - of Holding Companies and
Agency Houses. These Agencies
soon performed services vital for
the plantation industries; and the
geographical spread of interests inti-
mately associated with Agencies into
the principal producing centres ena-

When Independent Sri-Lanka
and India began to take in more.
as taxes, and when ‘the companies
4 - felt in secure in these countries
1 they began to m ove assets to
4 East Africa.

! A effort was made by the ster-
{ ling interests, principally those
] engaged in the .industry in Sri
Lanka, to develop plantation as-
sets in East Africa. Soon after the
institution of Exchange Control in.
Sri Lanka it was noted that some
of the profits repatriated by the
British estate owners from Sri
Lanka and held by Sterling Com-
panies- in the UK., were being
employed for plantation develop-

THE TEA DRAIN

"with the tea plantation industry

\

ment in East Africa. Negotiations
on this matter by this country
proved fruitless. The flight of
capital occurred, partly through .
the transfer of moneys realised
from the sale of plantation
assets here — some. of these
being considered to be of low
profitability. It also'took the form
of a transfer of funds that could
have been considered to be a part
of working capital employed here,
the replacement being made by
local bank overdrafts. A number
of British concerns linked with the
tea plantation industry in India
and Sri Lanka have strong links

in 'East Afnca

AN

12

bled them to gain wide control
over the world’s production and
marketing .of these commodities.
‘In the case of tea, for instance, this
has caused problems where the
Agency Houses acting as representa-
tives of tea estate Compnies had also
to act on behalf of overseas buyers.

The activities of Agency Houses in
this country, over the years, have
revealed these same tendencies. The
Agency Houses Commission has
gone to the extent of showing how
these Houses - have attempted fo -
. increase their profits at any cost
(see Box page 10). Even in the actual
sales of the end product the prevailing
system has resulted in foreign ex-
change losses to this country (see
Box page 11).

With the field appearmg less open
for British interests, the migration to
East Africa was also stepped up
(see ‘Tea Drain’). Meanwhile Sri
. Lanka has kept adjusting to the situa- ~
tion and encouraged as many of its
own State Institutions to handle the
services performed by the Agency
Houses.

In recent years the fcellng has .kept
growing stronger, particularly amang
-the two major producér countries,
Sri Lanka and India, that the world’s
tea trade is not as competitive as it
is generally made out to be.. They
were convinced ‘ that the pr3ducers
have not realised the prices they
would have in a more competitive
market. Intervention by the F.A.O.
and a resultant Comrmodity Agree-
ment has somewhat eased the posi-
tion but efforts at arriving at a “floor
price” where producers will receive
a minimum price for export teas
has yet not met with the co-operation
Q” the East African producers whose
relationship with the Agency House
interests is very clearly interlinked.
Once again, the migration of tea to
East Africa is. proving a blow to
Sri Lanka’s interests.

The whole issue has surfaced
strongly in recent weeks -with the

. findings of the Commission of

Inquiry on Agency Houses and
Brokering firms being made known;
with -the exposures on British T. V.
showing the. living conditions. of
tea estate workers; and with fresh
pressures from trade unions pushing
the Government towards the take-
over of the estate sector as cnwsaged
in its programme. :
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