
Unit – 5 Role of Accounting in Ancient India 
From barter system to Monetary Economy, Vedic Period: Barter System and Initial Record-
Keeping, Barter-Based Exchange and Initial Documentation 

 
1. Introduction 
Accounting is often considered a modern business discipline, but the basic need for 
accounting—recording transactions, measuring wealth, maintaining accountability and 
keeping track of obligations—is very old. 
In ancient India, economic activities included agriculture, cattle rearing, crafts, trade and 
exchange of goods. As these activities became more organised, people needed ways to 
remember and document: 

 What was received 
 What was given 
 Who owed what 
 Quantities of goods 
 Ownership of property 
 Taxes or dues 
 Trade transactions 
 Contributions and distributions 

Thus, although ancient Indian society did not use accounting in exactly the same form as 
modern double-entry bookkeeping, early forms of record-keeping and economic 
documentation existed. 
 
2. Evolution from Barter System to Monetary Economy 
The development can broadly be understood as: 
Barter System → Development of Trade → Standardised Valuation → Use of Money → 
More Systematic Records 
 
Meaning of Barter System 
A barter system is a system in which goods or services are exchanged directly for other goods 
or services without using money. 
Example 
Suppose: A farmer has surplus wheat but needs cloth. 
He may exchange: Wheat → Cloth 
There is no monetary payment. The parties must agree that the quantities exchanged are 
acceptable. 
 
Limitations of the Barter System 
 

Sr. No. Problem Explanation 

1. Double coincidence of wants 
Both parties must want what the other 
possesses. 

2. No common measure of value 
It is difficult to compare the value of different 
goods. 

3. Difficulty in storing wealth Some goods may perish or lose value. 

4. Difficulty in deferred payments Future obligations are difficult to measure. 



Sr. No. Problem Explanation 

5. Difficulty in large transactions 
Large quantities of goods may be 
inconvenient to exchange. 

6. Lack of standard valuation 
Different people may value the same 
commodity differently. 

 
Example 
If Farmer wants a plough, but carpenter does not want grains the exchange becomes difficult.  
This limitation encouraged the development of commonly accepted mediums of exchange. 
 
Vedic Period: Barter System and Initial Record-Keeping 
The Vedic period is generally associated with the early development of Indian civilisation and 
economic activity. 
Economic life included: 

 Agriculture 
 Cattle ownership 
 Animal husbandry 
 Craft production 
 Exchange of commodities 
 Gifts and offerings 
 Trade 

Cattle were particularly important as a measure of wealth and economic status. 
Therefore, economic transactions did not necessarily involve coins or currency in the modern 
sense. 
 
Barter-Based Exchange in the Vedic Period 
During the early stages of economic development, exchange was largely based on 
commodities and goods. 
 
Goods such as Cattle, Grain, Food products, Cloth, Agricultural products, Handicrafts could be 
exchanged or used as stores/measures of economic value. 
 
For Example: If Person A: 5 measures of grain and Person B: cattle. If both parties agree on 
the exchange, the transaction takes place. 
From an accounting perspective, the important point is even without money, there was a need 
to keep track of quantities, ownership and obligations. 
 
Initial Record-Keeping 
It would be incorrect to say that people in the Vedic period maintained modern accounting 
books such as, Journal, Ledger, Trial Balance, Trading Account, Profit & Loss Account, 
Balance Sheet. These are much later developments. 
Instead, initial record-keeping refers to simple methods of remembering, counting, measuring 
and documenting economic matters. 
 
These could relate to: 
1. Quantities 
How much grain, cattle or other goods were involved? 
2. Ownership 
Who owned particular cattle, land or other resources? 



3. Obligations 
Who had to provide goods or services? 
4. Contributions 
What was contributed to a particular activity, institution or community? 
5. Distribution 
How were goods or resources distributed? 
 
Initial Documentation 
Documentation became increasingly important as economic relationships became more 
complex. 
Ancient Indian economic and administrative traditions provide evidence of increasingly 
systematic approaches to: 

 Revenue collection 
 Trade 
 Taxes 
 Weights and measures 
 Storage 
 Government expenditure 
 Commercial transactions 

However, different periods and sources should not be treated as if they all belonged to the 
Vedic period. 
For teaching purposes, it is useful to distinguish: 
Vedic period 
Focus primarily on: 
Barter + cattle/commodity wealth + basic counting and economic obligations 
Later periods 
Focus increasingly on: 
Trade + money + merchants + taxation + administrative records + commercial 
documentation 
This distinction will make your study material historically more accurate. 
 
From Barter to Monetary Economy 
As trade expanded, a commodity that could be widely accepted as a medium of exchange 
became increasingly useful. 
The development can be shown as: 
 

Stage Economic practice Accounting significance 

1 Barter Recording quantities of goods 

2 Commodity-based valuation Comparing values of goods 

3 Standard weights and measures More consistent measurement 

4 Use of valuable commodities/metals Easier valuation and exchange 

5 Coins/money Transactions expressed in monetary terms 

6 Expansion of trade Greater need for systematic records 

7 Administrative economy Revenue, expenditure and tax records 

8 Organised commerce More developed accounting practices 



 
Role of Weights and Measures 
One of the most important developments in the history of accounting is the ability to measure 
economic resources accurately. 
For example: 

 Weight of grain 
 Quantity of cloth 
 Number of cattle 
 Quantity of metals 
 Land measurement 
 Value of commodities 

Without measurement, accurate record-keeping would be extremely difficult. 
Therefore: 
Measurement is the foundation of accounting. 
Modern accounting measures transactions primarily in money, whereas early economies often 
had to measure transactions in physical quantities. 
 
From Physical Measurement to Monetary Measurement 
Consider this development. 
Early barter 
100 kg grain → 1 cow 
The transaction is recorded, if at all, primarily in physical quantities. 
Later, when monetary valuation develops: 
1 cow = ₹X 
100 kg grain = ₹Y 
Now different commodities can be compared using a common monetary unit. 
This makes accounting much easier. 
For example: 

Commodity Quantity Monetary value 

Grain 100 kg ₹5,000 

Cloth 20 metres ₹3,000 

Cattle 1 ₹40,000 

Now total wealth can be expressed in a common unit. 
This is an important conceptual step toward modern accounting. 
 
Barter-Based Exchange and Initial Documentation 
 
Meaning 
Barter-based exchange and initial documentation refers to the early practice of keeping 
track of exchanges of goods and economic obligations before the widespread use of money and 
formal accounting systems. 
 
Main characteristics 
1. Physical quantities 
Transactions were concerned with quantities of goods. 
2. Mutual obligations 
People needed to remember what they had given and what they expected to receive. 



3. Ownership records 
Resources such as cattle and other valuable assets needed identification and control. 
4. Measurement 
Weights and measures helped determine quantities. 
5. Memory and oral tradition 
In societies where written documentation was limited, oral methods and memorisation could 
play an important role. 
6. Administrative documentation 
As states and trade networks became more organised, written records became increasingly 
important. 
 
Necessity of Record Keeping 
Even a simple barter economy creates accounting-type questions. 
For example: 
A gives B 50 kg of grain in exchange for cloth to be delivered later. 
Immediately, several questions arise: 

 How much grain was given? 
 Who gave it? 
 Who received it? 
 How much cloth is due? 
 When is the cloth to be delivered? 
 Has the obligation been fulfilled? 

These are essentially record-keeping and accountability problems. 
Therefore, the need for accounting existed before the development of modern accounting 
techniques. 
 
Accounting Perspective of Ancient Indian Economic Life 
A. Measurement 
Determining the quantity of goods and resources. 
B. Recording 
Keeping track of exchanges and obligations. 
C. Safeguarding assets 
Maintaining control over cattle, grain, land and other resources. 
D. Accountability 
Determining who had received or given resources. 
E. Decision-making 
Helping individuals, traders or administrators decide how resources should be used. 
 
Important Concept: Accounting Did Not Begin with Money 
"Accounting started only after money was invented." 
That is not completely correct. 
The fundamental need for accounting arises from economic transactions and ownership, not 
merely from money. 
Even in a barter economy: 
Goods received + Goods given + Obligations + Ownership = Need for record-keeping 
Money later made accounting easier and more standardised because it provided a common 
unit of measurement. 
 
Difference Between Ancient Record-Keeping and Modern Accounting 



Basis Ancient/early record-keeping Modern accounting 

Main 
purpose 

Track goods, ownership and 
obligations 

Record, classify, summarise and 
report financial information 

Measurement Often physical quantities/commodities Primarily monetary 

Transactions 
Mainly barter/commodity exchange in 
early stages 

Mostly monetary transactions 

Records 
Simple/basic records and 
documentation 

Journals, ledgers, software etc. 

Valuation 
Often based on quantities or agreed 
exchange values 

Based on accounting principles and 
standards 

Reporting Limited Financial statements and reports 

Rules Less standardised Highly structured and regulated 

 
Example: 
If a farmer has 100 kg grain and a craftsman has cloth. 
They agree 50 kg grain = 5 metres cloth 
Barter transaction: 
Farmer → 50 kg grain → Craftsman 
Craftsman → 5 metres cloth → Farmer 
Accounting significance 
Someone needs to remember/record: 

 Grain given = 50 kg 
 Cloth received = 5 metres 
 Parties involved = Farmer and Craftsman 
 Exchange agreement = 50 kg : 5 metres 

If the cloth is to be delivered later, the obligation must also be remembered. 
This is a very basic form of economic record-keeping. 
 


