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Abstract 
In order to establish the hundi system and indigenous credit practices in ancient India as 

sophisticated forerunners of contemporary negotiable instruments and banking systems, this research 

report examines their historical development and operational mechanics. The approach goes beyond 

conventional chronological narratives to examine the underlying "functional" perspective of financial 

intermediation, spanning from the Vedic period to the Mauryan and Gupta dynasties. The paper shows 

how ancient Indian cultures used sophisticated social technologies to reduce transaction costs and 

informational asymmetries by analyzing the centralized resource management of temple economics and 

the decentralized administration of the shreni (guilds). In the absence of a single state legal system, the 

idea of dharma and community-based reputation functioned as the cornerstones for financial 

enforcement in the investigation of credit trust mechanisms, which is a fundamental component of this 

study. Long-distance trading across the Silk Road and Indian Ocean networks was made possible by the 

hundi, a flexible tool for risk management, credit, and remittance that is considered a forerunner to the 

contemporary bill of exchange. The report also highlights the distinctive combination of religious and 

economic roles in the Indian subcontinent by comparing it to Roman financial intermediation. 

According to the findings, these indigenous knowledge systems (IKS) were able to endure colonial legal 

interactions and eventually develop into contemporary alternative remittance systems (ARS), such as 

hawala, because of their resilience. The study comes to the conclusion that the lasting impact of these 

antiquated inventions offers important new perspectives on the function of decentralized governance and 

social capital in modern global banking. 

 

Keywords:Hundi, Shreni, Financial Intermediation, Indigenous Banking, Credit Trust Mechanisms, 
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Introduction 
An important starting point for comprehending the social, cultural, and economic influences that 

have influenced human civilization is the investigation of historical banking systems. A rich tapestry of 

economic knowledge that flourished from the Vedic era to the height of the Gupta Empire may be seen 

in the historical trajectory of financial evolution inside the Indian subcontinent. This study reveals how 

ideas like promissory notes, financial intermediaries, and the control of economic resources by religious 

institutions arose in the ancient East. It is not just a historical exercise; rather, it is a critical probe into 

the origins of modernfinancing. 

Due to India's historical dominance in international trade and manufacturing, standardized 

procedures and moral business conduct were required. Financial structures that could enable transactions 

over long distances without the physical transfer of metallic currency were required as intricate trade 

networks, such as the Silk Road and marine routes to Rome and Southeast Asia, came into being. A key 

invention in this regard was the hundi system, which served as a model for contemporary banking 

products and enabled traders to connect liquid capital with long-distance commitments.   

The "functional" stability of these old systems is what makes them important. Over millennia, 

certain temple administrations or groups like the shreni (guilds) have evolved or vanished, but the 

financial tasks they carried out—processing payments, combining resources, and controlling risk—have 

stayed relatively stable. These indigenous banking systems (IBS) were marked by a high level of 
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formalization and ethical considerations drawn from classical writings such as the Manusmriti and 

Arthashastra, which made sure that commerce was a fulfilment of social responsibility rather than just a 

pursuit of profit.   

The lack of thorough historical records and the vulnerability of old papers to deterioration or 

destruction, however, make studying these systems difficult. Notwithstanding these obstacles, a careful 

analysis of epigraphic documents, archaeological discoveries, and legal codes demonstrates a financial 

environment that was maybe more intricate and dynamic than that of modern Western societies, like 

Ancient Rome. By focusing on the institutional strengths and technical mechanisms that characterized 

early Indian credit systems, this research aims to communicate that complexity by eschewing repetitious 

chronological frameworks. 

Conceptual Framework: Early Financial Intermediation 
A functional viewpoint that emphasizes the function of intermediaries in lowering transaction 

costs and minimizing information asymmetries is necessary to assess the sophistication of ancient Indian 

banking. The existence of two separate groups—those with excess resources and those with innovative 

ideas—needs a way to unite them in every economy. This "bringing together" was carried out in ancient 

India by a range of middlemen, from large-scale organizations like guilds and temples to local shroffs 

(money changers) and sahukars (moneylenders). 

The Functional Perspective of Finance 
According to the functional perspective, financial functions are more stable than institutions; even if 

a particular bank fails, payment clearing is still necessary. Six fundamental tasks carried out by the 

financial system in ancient India have contemporary theoretical parallels: 

1. Payment Clearing and Settlement: The hundi is an example of how to facilitate trade by 

offering ways to satisfy obligations without moving actual metal.   

2. Resource pooling: Which can often be managed by guild endowments, is the process of 

combining small savings to finance large businesses.    

3. Temporal and Spatial Transfer: Transferring resources across borders (remittance) and over 

time (credit) in order to facilitate interregional trade is known as temporal and spatial transfer.    

4. Risk Management:Risk management is the process for developing tools such as the Jokhami 

Hundi to mitigate the hazards associated with marine trade and transit.    

5. Information Provision: Utilizing reputation and community networks for reducing the "search 

costs" for reliable trading partners.    

6. Incentive Control: Using social and religious standards as enforcement to address agency issues 

when a borrower might default or an agent might behave dishonestly.    

Core Financial 

Function Ancient Indian Mechanism 

Contemporary Banking 

Equivalent 

Settlement of Payments Darshani Hundi / Adesha Demand Draft / Check / ACH 

Pooling of Capital Shreni (Guild) Endowments 

Investment Funds / Corporate 

Equity 

Transfer of Resources Muddati Hundi / Remittance Term Loans / Wire Transfers 

Risk Transformation Jokhami Hundi Insurance / Credit Derivatives 

Information Disclosure Community/Caste Reputation 

Credit Scoring / Rating 

Agencies 

Conflict Management Shreni-dharma / Royal Decree 

Corporate Governance / 

Regulation 

Information Asymmetry and Transaction Costs 
In ancient India, the primary objective for financial intermediation was to address market flaws. 

"Socializing and adjudicating use for institutional control" was used to deal with information 

asymmetry, which is the fact that a borrower knows more about the risk of their project than the lender. 

The use of "club goods" in mercantile communities made it possible to screen and keep an eye on 

borrowers at a significantly lower price than an outsider could.    
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Ancient Indian bankers provided credit with little formal documentation by leveraging social 

capital, the intangible resources ingrained in interpersonal ties. Even though it seemed "unorganized" to 

subsequent colonial observers, this produced a "bazaar credit system" that was extremely effective inside 

its own network.Risk management was the key to this system's efficiency; by maintaining diversified 

loan portfolios across different merchants and geographical areas, intermediaries absorbed the risk of 

individual trade failures.    

Guild-Based Financial Structures 
The creation of the shreni, or guild, was one of ancient India's most important contributions to 

economic history. Centuries before the first Roman proto-corporations, the shreni emerged as early as 

800 BCE and functioned as a sophisticated corporate organization. These guilds were associations of 

merchants, artisans, and traders that came together as a group to handle finances, maintain moral 

standards, and regulate procedures.    

The Shreni as a Corporate Entity 
The shreni had centralized management, perpetual succession, and a distinct legal identity—all 

of which are hallmarks of a contemporary company.A shreni could enter into contracts, acquire 

endowments, and own property as an independent legal entity from its individual members. By enabling 

"asset partitioning" or "entity shielding," this status reduced information costs for those who lent to the 

guild by insulating its collective assets from its members' personal creditors.   

Usually, these guilds were governed democratically. A headman (also called a sresthin or 

jetthaka) and a small executive council that included two to five managers were chosen by the members 

to supervise day-to-day operations. Guild property mismanagement and embezzlement were harshly 

penalized, often requiring the offender to reimburse eleven times the value of the stolen assets. These 

leaders were held to a high standard of care and loyalty.   

Banking Functions and Social Welfare 
In addition to establishing quality standards to regulate commerce, shrenis served as vital 

financial organizations. They offered interest on deposits placed by individuals, including members of 

the state and royal family. These deposits were frequently "akshayapatra"—perpetual endowments, in 

which the interest was used for charitable purposes while the principal remained the same. 

Additionally, Shrenis served as community lenders, lending members money to expand their 

businesses and providing social security at difficult times. They kept up "mutual aid" programs that 

helped widows and orphans, paid for public infrastructure projects, and offered cash assistance during 

illness. One prominent historical example is the Vidisha guild of ivory carvers, who had enough money 

to support and fund the building of the Sanchi Stupa's southern entryway. 

Aspect of Shreni Institutional Mechanism Implications for Credit 

Management 

Elected Headman and 

Committee 

Reduced agency costs via internal 

monitoring 

Legal Status Separate Legal Entity Asset partitioning protects creditors 

Rules Shreni-dharma Standardized contract enforcement 

Finance Deposits and Endowments Mobilized surplus capital for trade 

State Relation 

Royal Deference to Guild 

Laws Legal stability for financial transactions 

The shreni's development shows a clear reaction to rising trade volumes and the requirement for 

more intricate organizational structures to manage the "asymmetric information" problems encountered 

in widespread commerce. The state gave these guilds' internal laws (shreni-dharma) legal authority as 

they expanded in number and wealth, strengthening their position as the main drivers of ancient India's 

economic growth.    

Temple Economy as Proto-Banking 
While guilds dominated urban commerce, the temple emerged as the central financial hub in the 

agrarian and inter-regional landscapes, particularly in South India under the Chola and Vijayanagara 

dynasties. The temples served as the de facto banks of the ancient world and thrived as economic 

"ecosystems" in addition to being places of worship. 
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Resource Aggregation and Lending Mechanisms 
Massive land endowments (brahmadeya or devadana) and contributions of costly gifts, 

diamonds, and metallic currency from affluent merchants and royalty were the foundation of ancient 

temples' economic might. Sophisticated administrative organizations that served as centralized wealth 

repositories managed these resources.    

Temples served as early banks by lending money to several economic sectors: 

Agrarian Credit: Temples provided farmers with credit to buy seeds, manage crop yields, and water 

agricultural wastelands.    

Artisanal Support: They promoted regional craftsmen by giving money and supplies to painters, 

metalworkers, and weavers.    

Interest-Free Loans: Seeing financial assistance as a type of social welfare and "wealth redistribution," 

temples frequently offered interest-free loans to the local population.  

When interest was assessed, it was frequently paid in kind rather than cash, such as a share of the crop, 

which reflected the temple's function in bringing together the barter and monetized parts of the 

economy.   

Epigraphic Transparency and Records 
The temple economy differentiated itself by its careful recordkeeping. The temples' stone walls 

bore detailed records of financial transactions, including as donations, taxes, and land transfers, which 

were also recorded in palm-leaf manuscripts. The transparency gave the public a record of credit 

commitments and guaranteed that contributors' intentions were respected.    

For economic governance, the temple administration functioned as a type of "Indigenous 

Knowledge System" (IKS). Temples have long-term socio-economic sustainability by reinvesting extra 

earnings in communal infrastructure, like roads and irrigation tanks.This concept successfully served as 

an institutional credit source that supported regional economies during times of drought or political 

turmoil by striking a balance between the creation of personal wealth and the welfare of the group. 

Credit Instruments and Risk Management 
Ancient Indian traders were able to manage the difficulties of distance, theft, and currency 

volatility thanks to the development of specialized financial tools. The hundi, an early version of the bill 

of exchange that served as the "artery of credit" for merchant networks, was essential to this.  

The Hundi: Definitions and Typology 
The hundi, originated from the Sanskrit root Hund ("to collect"), was a formal directive from one 

person to another to pay a certain sum to a third party. It functioned as a bill of exchange, a credit 

instrument, and a means of remittance.The fact that the hundi is divided into multiple categories 

according to risk and negotiability shows how versatile it is. 

Hundi Type Technical Mechanism Strategic Use 

Darshani 

Hundi Payable at sight on demand. 

Fast remittance of funds for 

traveling merchants. 

Muddati Hundi 

Payable after a fixed duration 

(usance). Short-term trade finance and credit. 

Shahjog Hundi 

Payable only to a respectable 

person (Shah). 

Reduced risk of fraud in high-value 

transfers. 

Namjog Hundi 

Payable only to the person 

named in the hundi. 

Secure, non-negotiable personal 

transfer. 

Dhani-jog 

Hundi 

Negotiable by any possessor 

(bearer). 

High liquidity for frequent market 

transactions. 

Jokhami Hundi 

Payment contingent on safe 

arrival of goods. 

Primitive insurance for 

maritime/long-distance trade. 

An especially sophisticated concept of risk management is shown by the Jokhami Hundi. The 

lender, who held the hundi, took on the risk of the goods being lost during passage, making it a marine 

derivative. In effect, the drawer gave the merchant protection against the "perils of the sea" or highway 

robbery as he was not required to return the money if the goods did not arrive. 
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The Adesha and Mauryan Financial Policy 
More formal banking services were required during the Mauryan period (322–185 BCE), when 

the state established trade routes and regulated coinage. During this time, an instrument called the 

"Adesha" was widely used. It was essentially a banker's order to pay a third party a certain amount, 

which is functionally equivalent to a check nowadays.Indicating that the usage of promissory notes and 

interest was well-established and governed by the state, the Arthashastra documents the existence of 

"sresthins" (lenders), who were crucial in enabling both state and private trade. 

Another cutting-edge instrument that was frequently employed for permanent charitable trusts 

was the "Akshaya Patra," or indestructible promissory note. By establishing a self-sufficient source of 

income for temples and educational establishments, these tools guaranteed the "preservation of cultural 

heritage" and long-term financial stability. 

Conclusion 
Ancient India's hundi system and early credit practices are examples of a highly developed 

indigenous knowledge system that struck a balance between social and ethical responsibility and 

economic efficiency. This research has shown that ancient Indian banking was defined by its functional 

versatility, using guilds, temples, and inventive instruments to handle the intricacies of international 

trade, going beyond a strictly chronological perspective. Centuries before the modern corporation, the 

Shreni offered a strong corporate structure, and the temple economy stabilized the agrarian heartland. 

This system's fundamental mechanism, trust, made it possible for capital to move across great 

distances and boundaries of culture. These indigenous institutions were sidelined by colonial 

restructuring, but their continued existence as hundi and hawala demonstrates the decentralized financial 

networks' ongoing resilience. Building inclusive, sustainable, and socially grounded modern financial 

institutions requires an understanding of these historical foundations which goes beyond academic 

credentials. Ancient India's "economic intelligence" serves as a reminder that financial systems based on 

collective trust and community reputation are the most durable. 
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