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The Unfinished Decolonisation of Brunei: Qil, Strategy, and British Withdrawal.

James Brockleshy (Sheffield Hallam University)
j.brocklesby@shu.ac.uk

Abstract

This paper examines Brunei's protracted path to independence, achieved in 1984 after nearly
two decades of negotiations with the United Kingdom. Although Britain sought to divest itself
of colonial responsibilities, Brunei's substantial oil wealth and investments in the Sterling Area
gave the Sultan considerable leverage, including the ability to threaten unilateral withdrawal
of Sterling holdings. This economic influence, combined with the Sultan's resistance to joining
Malaysia or embracing full independence, prolonged the decolonisation process. The paper
highlights how Brunei’s strategic economic ties to Britain, including investments in Shell and
contributions to the Sterling Area, allowed the Sultan to balance autonomy with continued
British protection. It also explores the UK's competing interests: reducing overseas
commitments while maintaining financial benefits during a period of economic instability in
the 1960s and 1970s. This research sheds light on the economic and political complexities of
decolonisation in Southeast Asia. It argues that Brunei’s case illustrates the persistence of
colonial ties well beyond the broader decolonisation wave of the 1960s, revealing how

economic imperatives shaped the timing and nature of British disengagement from empire.

Keywords: Brunei; decolonisation; sterling; oil; Southeast Asia.


mailto:j.brocklesby@shu.ac.uk

On the 16 August 1968, an article was published in the Sabah Times which asked if ‘Brunei
memasoki Malayia? ([Is] Brunei entering Malaysia?) because, ‘a substantial section of the
Brunei people would like to see Brunei joining the Malaysian Federation’! The article appeared
in a newspaper owned by pro-Malaysian Tun Mustapha, the first governor of the Malaysian
state of Sabah, and, as wrote Arthur Adair, High Commissioner to Brunei, ‘could not have been
better calculated to needle Sir Omar’.? The article’s publication coincided with Bruneian-UK
re-negotiations in which Britain were looking to relinquish protection of the small state. Sir
Omar Ali Saifuddien 1113 (the Anglophilic former-Sultan of Brunei from 1950-1967) reacted
fervently to the article, addressing the nation over the radio as well as publishing an article in
the local newspaper, the Daily Star carrying the message of a ‘further emphatic re-affirmation
of the decision never [to join Malaysia.]’* Sir Omar, unsubtly, also announced a public
exhibition of secret correspondence exchanged between the Sultan and Tunku Abdul Rahman,
the first Prime Minister of Malaysia, to display Bruneian motives for staying out of the
Federation which was formed in 1963 by merging independent Malaya alongside Singapore,
and the Borneo territories of Sabah and Sarawak. The exhibition opened on 4 September 1968
(its speed testament to Sir Omar’s irritation and Brunei’s political autocracy) and angered the
British over ‘serious consequences to good-neighbourly relations between Brunei and
Malaysia.’® Revealing secret information, five years after the Malaysian Federation was created
in 1963, strained UK-Brunei relations and frustrated British aspirations for Brunei because it

still aimed to federate Brunei into Malaysia eventually.

The exhibition was a deliberate political move, aligning with the upcoming renegotiation of
the 1959 Agreement of Protection, which had replaced the Resident with a High Commissioner

and granted the Sultan full control over internal affairs. Scheduled for late-1968, these



renegotiations were part of the British government's (HMG) plan to finalise Brunei’s protected
status by November 30, 1970. The aim was to withdraw defence support, thereby pressuring
the Sultan to reconsider joining Malaysia and completing the "unfinished" Federation of
Malaysia.® HMG aimed to finalise Brunei’s protected status by 30 November 1970 and
‘withdraw defence support [which] would put pressure on the Sultan to reconsider joining
Malaysia’, therefore completing the ““unfinished” Federation of Malaysia.”’ However, this
diverged from the new Sultan, Hassanal Bolkiah, who aimed to renegotiate the 1959 agreement
and make the ‘essential steps of strengthening ties [with the UK]’.% The official press release
issued by the Brunei Broadcasting and Information Department (controlled by the Sultan) in
response to the October 1968 article declared that Brunei would never join Malaysia ‘but wants
to remain friends with the United Kingdom [...] Brunei is a rich country within the

Commonwealth and this has been down to the effort of the United Kingdom government.’®

British efforts ultimately failed, and Brunei did not achieve full independence until 1984. The
Sultans, largely detached from the realities of post-war British ambitions, navigated the 19
years after “opting out” of Malaysia to maintain a relationship on their own terms. This article
examines why Brunei’s journey to independence took so long, emphasising the political and
economic factors that shaped Sultan Hassanal Bolkiah’s resistance to joining Malaysia and
relinquishing British protection. The Sultan’s approach during the 1968 negotiations, along
with his reliance on British support, illustrates the enduring determination of both Sultan
Hassanal and his father to preserve Brunei’s distinctive position within the post-colonial British

world.

Brunei’s history is far from a simple narrative of a British protectorate transitioning to

independence in 1984. Constitutional changes dating back to the 19th century were



instrumental in shaping the modern state of Brunei. In 1838, British army officer James Brooke
landed in Kuching, then part of the Bruneian Empire and by 1841, the Sultan granted Brooke
the governorship of Sarawak, where he became the “White Rajah.”® This marked the
beginning of significant territorial losses for Brunei, leaving it with only the two enclaves it
holds today. Brunei formally became a British protectorate in 1888, with a British Resident

installed in 1906 to oversee official duties on the Sultan’s behalf.

After World War Two, Brunei and Sarawak entered a joint administrative arrangement under
Charles Arden-Clarke. Despite this, Brunei retained its status as a separate British-protected
state until the 1959 constitution abolished the Residency system. The constitution was initially
intended to facilitate Brunei’s integration into a broader Bornean Federation, but Brunei’s
refusal to join Malaysia after its formation in 1963 preserved its protected status. Amendments
to the 1959 treaty in 1971 granted Brunei full autonomy over internal affairs, with Britain
retaining responsibility for defence and foreign relations. Further revisions in 1979 paved the

way for Brunei’s eventual independence in 1984.

A key factor underpinning Brunei’s resistance was its substantial Sterling reserves held in
London. These reserves bolstered the Sultan’s negotiating position during the transition period
and made unilateral British withdrawal impractical, as it risked destabilising the Sterling Area.
However, archival research reveals that Brunei’s Sterling holdings were partially advantageous
to the British government, which sought to leverage the economic relationship to its benefit.

This financial interdependence, along with broader economic ties between the two nations,
underscores the strategic dimensions of Brunei’s prolonged decolonisation. Unlike Malaysia,
which abandoned the Sterling in 1967, Brunei’s continued reliance on British financial systems

provided a stabilising influence during a period of global economic uncertainty.



The Brunei case also highlights the broader complexities of managing imperial withdrawals. It
demonstrates the tension between metropolitan priorities, such as economic stability and
financial resilience, and local autonomy within the empire. The UK’s strategy relied heavily
on the Sultan’s Anglophilia to maintain Sterling support and foster deeper economic ties,

making Brunei an important, if small, player in Britain’s post-war imperial calculations.

This article challenges the notion that continued British protection offered no benefits, arguing
instead that Brunei strategically leveraged its relationship with the UK during the path to
independence. While HMG sought to decolonise, Brunei identified and utilised its own
peripheral benefits — natural resources and sterling - to maintain the imperial link, complicating
traditional narratives of decolonisation. The process of transitioning states to independence was
complex. However, examining how and why the imperial connection was retained highlights
the role of local considerations in shaping decisions about the timing and nature of
decolonisation. Brunei’s case—decolonising later than the main wave of decolonisation
following World War Il through the 1960s—underscores a growing academic focus on the
intersection of colonialism, decolonisation, and the unique trajectories of small, economically
affluent territories within the British Empire. Beyond the Persian Gulf, such territories have
received comparatively little scholarly attention. By focusing on Brunei, this study makes a

valuable contribution to understanding Southeast Asia's colonial and post-colonial dynamics.

This background highlights a protectorate that was both resilient and reliant on HMG for
protection. In the case of Brunei, this dual colonial and decolonial dynamic aligns with Sarah
Stockwell's characterization of Britain in the 1970s and 1980s as a ‘Janus-faced late-imperial

state.’!* During this period, withdrawal agreements publicly emphasized HMG's intent to



conclude its imperial relationship, yet military garrisons were maintained, Crown Agents —
quasi-independent entities acting as commercial and financial agents for colonies — actively
pursued investment opportunities (as will be explored later), and observers remarked on the
persistence of colonial vestiges. For instance, reports questioned ‘whether it was 1976 or 1906
[in Brunei]” when witnessing scenes like men raising glasses at the Royal Yacht Club or British
engineering projects within the country.!? Even Brunei's "independence” in 1984 defied
traditional post-colonial notions. The Sultan continued to fund a Gurkha battalion; the SAS
used Brunei’s jungles for training; and the country remained a member of the Sterling Area

until 2001.1

Brunei’s resistance to independence and the post-1963 period has not yielded much
scholarship. Historiography often relegates Brunei to the footnotes and much like Brunei in a
geographical sense, its larger neighbours, Indonesia, and Malaysia, dwarf it. As Phillips points
out in the whole 700-page Twentieth Century volume of The Oxford History of the British
Empire, Brunei alongside the other Borneo Territories receive less attention than the tiny

Caribbean territory of St. Kitts & Nevis.*

Graham Saunders’ History of Brunei provides an account from pre-Islamic Bruneian history
but lacks analysis after the 1960s owing to an absence of archival material released on writing,
and as such it has a large focus on the pre-1959 residency era.’®> Some advancements in the
scholarship of oil and natural resources in the state was undertaken in the 1980s (around the
time of independence), as has the role of internal security after the 1962 anti-Malaysia
insurrection, including its role in stifling internal political development.'® Nevertheless, this
scholarship does not fully account for Brunei’s role as a protectorate within the British Empire

and the mutual benefits Brunei and the UK received from this. Harun’s Rebellion in Brunei



links economic and geopolitical strands together but is scant on primary sources and does not
provide a thorough investigative account of the protectorate. Likewise, Greg Poulgrain’s
Genesis of Konfrontasi contributes to the literature on Brunei, but its conspiratorial account
linking oil to the 1962 insurrection has been critiqued for lacking analysis of primary material .’
A.J. Stockwell’s scholarship explores how British officials were keen to offload this
embarrassing commitment in the late-1950s and early-1960s through constitutional reform and
incorporation into ‘Greater Malaysia’, but again, it lacks analysis charting Brunei’s story once
the Sultan’s decision was made.'® Brunei’s politics and internal affairs have attracted attention
from scholars, with Abdullah and Bakar providing valuable contributions to the body of
literature through their PhD theses, but their broad scopes and funding by the Bruneian
government raises objectivity and analytical concerns.*® A valuable addition in understanding
Brunei’s history alongside Malaya/Malaysia’s is in the British Documents at the End of Empire
Project volume on Malaysia which outlines Brunei’s history in the early 1960s alongside

important primary source documents, and in its regional context.?

Whilst existing literature has addressed aspects of Brunei’s history, it often remains superficial
and lacks a comprehensive analysis of Brunei’s unique route to independence. The limited
scholarship on Brunei and its bilateral relations with the UK neglects a significant protectorate
and former constituent of the British Empire in Southeast Asia. With its history intricately
linked to the Borneo states and Malaya/Malaysia, it is essential to situate Brunei within the
broader context of imperial history and examine its distinct path to independence—a trajectory
that diverged notably from other Southeast Asian colonies and protectorates. Simon Smith
contends that the British withdrawal from the Persian Gulf marked one of the last major acts
of decolonisation, yet this perspective appears overly conclusive, disregarding territories that

underwent decolonisation after 1968.2



To understand the difficulty in moving Brunei to independence and the resulting financial
relationship, it is necessary to briefly establish Southeast Asia and Brunei’s historical context

as well as examine Brunei’s post-1962 internal political situation.

After 1957, Harold Macmillan, UK Prime Minister, set out his ‘grand design’ for Southeast
Asia with establishment of a larger independent federation, inclusive of Malaya (independent
in 1957), the crown colonies of North Borneo, Sarawak, and Singapore, and it was very much
hoped, Brunei.??> Merging these states offered a practical solution to absolve Britain from its
imperial commitments, and it was practical for the future of the Borneo Territories which were
underdeveloped and at risk from an aggressive Indonesia.?* As the Commissioner-General in
Southeast Asia, Lord Selkirk noted, ‘the only hope of constitutional advance [for Brunei] lies

in the federation with Malaysia.’?*

However, HMG’s aims for Brunei in a larger Southeast Asian federation was tested in 1962
with a revolt against accession to Malaysia. Led by A.M. Azahari — the leader of the Brunei’s
Peoples Party, which sought to reduce the powers of the monarch and create a unified North
Bornean state under one Sultan — the insurrection attacked Brunei Shell Petroleum’s (BSP) oil
installations in Seria, as well as police stations and government office across the protectorate.?®
Azahari’s revolt was suppressed in a few hours (and was fully subjugated a week later) by
British forces in the region but its failure allowed for the development of a much stronger
Sultanate in response to the potential curtailment of Sir Omar’s powers; as Stockwell argues,
the Sultan ‘flourished by resisting political change.’?®® The state of emergency - which was

declared during the insurrection and devolved state powers to the Sultan and is still in place



now - moved Brunei to an autocratic state with the accrual of judicial, religious, legislative

and executive power in the hands of one man allowing him to unilaterally run the state.?’

Ultimately, Sir Omar’s response to the insurrection directed Brunei’s decision to remain
outside of Malaysia and the centralisation of powers meant he controlled Brunei’s eventual
course. The subsequent 1963 negotiations to create a larger federation was beset by problems.
Sir Omar was concerned that merging Brunei into Malaysia would relinquish power and
resulting prestige to Kuala Lumpur because of losing monarchical status in the federation
(which following established Malayan precedent would be based on a rotating Kingship
between the states) and with concern in handing over oil revenues. This was an issue for the
oxymoronic independent/colonial state, which the Colonial Office summarised as:
Brunei has never been a colony proper and consists of the remnants of probably the
oldest Sultanate existing in the world today. She is financially extremely strong and
there is deep national pride in Brunei, which has in some way been more deeply
offended by Malayan officials than either of her neighbours [Sarawak and North
Borneo]. The sum of Brunei’s aspirations appears to be complete independence and
complete security.?®
Sir Omar’s supposedly difficult personality also frustrated the negotiations. Correspondence
between London and Bandar Seri Begawan vexed ministers when a planned trip to London for
negotiations in June 1963 was nearly cancelled as the Sultan claimed he did not have adequate
attire for the trip.?° The same trip was almost derailed as the Sultan refused to talk to Malayan
leaders, and insisted that British politicians be used as intermediaries in the negotiation process
because he trusted the latter more.3® Additionally, the Sultan requested adequate entertainment
when in London, with ministers employing the Queen to regale him, ‘which she should make
known with minimum delay.”®* The Foreign Office (FO) later acknowledged the Sultan went

to London with no intention of signing the Malaysia agreement and stressed the embarrassment

in continual protection for Brunei and ‘if the Sultan remained obdurate, or too content with



British protection ... we might have to consider pulling out and leaving Brunei to her own
devices.’3?

The Sultan’s agency was clear, with his personal proclivities driving the maintenance of an
imperial link which the British had no choice but to accept because the Sultan controlled the
process. As the Foreign Office wrote in 1966, the Sultan is something of a benevolent despot
clinging tenaciously to British protection.’3® The post-1963 period entrenched the contrasting
characteristics of Brunei with a Sultan both proud of its history and status outside of Malaysia

but also one which needed external protection as a means of maintaining its independent status.

AV
Continued British protection eventually collided with British struggles to balance overseas
commitments and increasing costs against a devalued currency in the late 1960s. In early-1968,
Britain announced its withdrawal from east of Suez which directly impacted Brunei, with HMG
aiming to ‘secure the end of the 1959 Agreement with Brunei and leave behind a stable state
[releasing] ourselves of these responsibilities by the time we leave our bases in Singapore and
Malaysia.”® The military withdrawal, planned for the early 1970s in Singapore and Malaysia,
initially envisaged an earlier withdrawal date for the Brunei Gurkha garrison with signs of full
decolonisation the ‘British garrison now in Brunei will be withdrawn in the autumn of 1968
and will not be replaced.”® However, there remained a dilemma though over when
independence would be. Whilst Gurkhas battalions could be withdrawn, protection remained
with the British under the 1959 agreement, which could not easily be divested. This left the
British in a predicament with Ministers stuck between an obligation dating from 1959, and the

‘guiding principle to get rid of our commitments to Brunei.”®
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With political divestment inevitable at some point, it was decided that the British government
needed to give the Sultan ‘reasonable notice’ of the change in the relationship, which was
decided in July 1968 as two years hence — that being the internationally accepted standard by
the Attorney-General.®” Using this time-frame, the aim was to have Brunei as a fully
independent country by 1971, even though it was noted, ‘as with all Oriental problems,
solutions take time.’3® Additional talks were held which further delayed the withdrawal of
troops in the timeframe preferred by the British with the Sultan having a ‘lack of desire of
independence.”®® The problem troubled the Wilson government, as well as Malaysia,
Singapore, and the High Commissioner in Brunei who did not have ‘any clear idea about what
to do with Brunei, nor how to play our hand.”*® The delay inevitably continued the quasi-
colonial relationship as the 1959 treaty renegotiation had not been resolved and maintained the
status quo in an time of British colonial reassessment and retrenchment from overseas

commitments.

However, UK politics was also important at this juncture with the change between
Conservative and Labour governments significant in this protracted independence. Edward
Heath’s victory in 1970 rolled back the late 1960s negotiations and the course of independence
for Brunei with an adjusted timeframe implemented until late-1970. As was noted in the FCO,
this was beneficial to Brunei in extending the protected status, as the Sultan’s negotiators ‘are
probably stalling in the hope that a change in government will solve the problem.’* The
conclusion of the talks changed the Heads of Agreements between the Sultan and the British
government, and in November 1970 the tone shifted towards the British willing to ‘amend the
1959 Brunei agreement, to limit the defence commitments, and to divest ourselves of
responsibility for Brunei’s internal security.’*> The renegotiation had finally relieved Britain

from responsibility for Bruneian internal security, but the UK still retained responsibility over
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external affairs. While this was not what the Labour government wanted in 1968, the
renegotiation had changed the terms to be more beneficial to the British government while
suiting the Sultan as responsibility for external defence still resided in London. The change in
government was an advantage to the Sultan who took advantage of a more favourable
Conservative government willing to revise some of Wilson’s east of Suez withdrawals, thus

allowing a defence relationship to continue.

Natural resources drove Brunei’s protracted independence and the relationship between
Brunei, Shell and the UK government is important to understand Brunei’s trajectory to
independence in 1984. As examined above, there was little political will in the UK to maintain
protection of Brunei, but as full decolonisation became difficult to implement a neo-colonial
link developed with BSP acting as an informal means of British influence in Brunei. BSP also
made the Sultan very rich, and his subsequent investments were important for the Sterling Area
and propping up the currency after the announcement of devaluation in 1967. This emphasises
that there were substantial benefits in maintaining some form of imperial link, not just for
Brunei who used this to continue protection, but also for Britain and its decreasing share of

currency reserves.

By 1970 Brunei had become the fourth largest producer of oil in the Commonwealth, producing
50.7 million barrels a year and ranking only behind Nigeria, Canada, and Trinidad and the
revenues from these operations helped Brunei have a ‘thriving economy.”*® Additional
investment came from Japan’s Mitsubishi, in partnership with BSP, to create the first Liquified
Natural Gas plant in the Western Pacific to export LNG, most of which was exported to Japan.**

Like other oil-rich states, the late-1960s and early-1970s was a period marked by a rapid

12



increase in oil production in Brunei. The kingdom’s oil revenue increased from B$199.7m in
1968 to B$1,564.37m in 1975, partly due to increased oil prices that came with the ‘shocks’ of
the 1970s. The 50:50 split of profits also produced the most beneficial relationship for Shell in
Southeast Asia.*> Qil and gas dominated the Bruneian economy, and since the 1960s the
extensive benefits Brunei subjects enjoyed (free healthcare, free university education, and
subsidised rent) known as ‘Shellfare’ were thanks to oil revenues underpinning an extensive

welfare system.*®

The importance of oil for the Sterling Area was understood by the Treasury, which stressed it
was ‘the largest single item among the dollar payments in the Sterling Area’ emphasising that
any contribution from oil from anywhere within the British-controlled currency zone was
welcome.*” A brief for the visit of the Foreign Secretary in April 1968 clearly set out Bruneian
contributions to the UK’s balance of payments and the Sterling Area. In 1968, oil sales were
worth £38 million to Brunei and from that £7 million went to the Brunei state, and, in that same
year, Brunei held £101 million Sterling reserves in London providing direct support for the
Sterling Area.*® This was a reduction from £136.6 million in 1965, but still made Brunei the
fourth largest holder of Sterling behind Australia (£325 million), Malaysia (£302.7 million),

and the Irish Republic (£158.9 million).*

The sale of oil and resulting revenue were crucial to Brunei’s protected status, pleasing the
Sultan and bolstering Sterling reserves. BSP's £25 million investment in Brunei’s oil operations
by 1968 also benefited the British government; losing Shell’s operations could have cost the
Sterling Area £3-4 million annually.® Amidst a post-1967 devaluation shift away from
Sterling; Brunei’s pro-British stance and investments supported the currency. Catherine

Schenk highlighted similar trends in the Persian Gulf, where Sheikdoms held £200 million
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above minimum Sterling requirements, underscoring the oil-Sterling connection. Sarah
Stockwell further linked the Sterling Area to the interplay of economic and political
decolonisation, with the former driving the latter.%

The significance of Shell and Sterling to the Sultan became clearly apparent in 1975 when BSP
and the Brunei government renegotiated their percentage split of profits with BSP generously
offering the Brunei authorities a 50 per cent participation in oil production. However, the Sultan
informed BSP that this was far too high, and a more preferential rate would be 25 per cent
Brunei and 75 per cent BSP participation rates.>? Both John Cordingly, Managing Director of
BSP, and the High Commissioner in Brunei suspected that this was a ploy to keep a significant
British investment in Shell thus maintaining UK protection for longer. By keeping a larger
share of profits with Shell, and de facto the British government, meant that this would entrench
the UK further into Brunei, making the bond harder to break. This signals the resolve of the
Sultan in preserving the connection with the UK, sacrificing his own profits for continued

protection.

Britain was displeased that such a deal would hinder plans to make Brunei fully independent
more quickly. However, continuing the relationship and maintaining the position of BSP in
Brunei did directly benefit the UK. Correspondence within the Southwest Pacific Department
in the FCO in 1974 explicitly stated this advantage:

Shell maintains its Group Financial Headquarters in London and under the agreement
made in 1948 with the Treasury it keeps very large cash reserves here, so that the
financial benefits to the UK are in practice greater than the 40/60 split between the
British and Dutch interests would suggest. As an example, Mr. Chivers, Treasury
Department, said that in 1973, in very round figures, Shell made a net profit of £500
million; dividends to The Hague accounted for £150 million, but as they used very little
sterling for foreign investment, some £350 million had been retained in the UK giving
us the benefit of some 70% of Shell’s global profits.>

14



Although the Bank of England and the Treasury valued Brunei’s contribution to Sterling, the
FCO urged Brunei to diversify its supply sources, wary of one individual controlling such
significant reserves.>* As seen in Qatar during the 1960s, large Sterling holdings were both an
asset and a liability, with excessive metropolitan exposure risking economic instability from
sudden withdrawals.®® This dynamic gave Brunei’s Sultan leverage, deepening British
dependence on his cooperation. A parallel in the Persian Gulf highlights this risk: Simon Smith
noted Kuwait’s importance to the Sterling Area, as its oil purchased in Sterling bolstered
Britain’s fragile dollar reserves.® Yet, Kuwait’s large Sterling balance also posed a liability,
as a sudden withdrawal could destabilise both the Sterling Area and the UK economy showing

that economically rich territories were both an asset and a liability.>’

When revising the 1959 treaty in 1967, the FCO warned the Prime Minister that the Sultan
‘acts irrationally’ and ‘we could not properly prevent him from withdrawing his sterling
reserves [if no new agreement was signed], and he could certainly reduce Shell’s present level
of profits.”®® In 1970, the Treasury warned:
If we do not comply with the Sultan of Brunei’s request for the continuance (for an
unspecified period) of the arrangements whereby Britain is responsible for Brunei’s
external affairs, the Sultan may take reprisals by, inter alia, interfering with the
operations of [the] Brunei Shell Petroleum Company.>®
Preceding the Callaghan government’s negotiations from 1976, the Treasury was worried by
‘any sign that Brunei might make a significant shift in reserve management policy’ and asked
to be kept fully informed over negotiations with the Sultan over independence.®® In the late-
1970s, with the final agreement for Brunei’s independence looking likely, the Treasury was
advising the best course of action was to reduce Brunei’s Sterling holdings. The method to do

so would be through the ‘resurrection of the old idea of a dollar loan from Brunei to a UK

nationalised industry, but to attach to this that the loan would be running down existing
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holdings of sterling.”®* This would be formalised by a US$50-$100m loan to Brunei through a
reduction in Sterling holdings and then loaned into a UK nationalised industry, payable at
8.0625 per cent interest and fully repaid seven years from the date of signature for
independence.®?

This stresses the economic significance of Brunei to Britain. The Sultan had leverage over the
British government in negotiations, including the ability to disrupt British businesses working
within Brunei, and this influence was a predicament for the British as they were caught in an
unwelcome situation. Weaponising oil and Sterling underscores the British government’s
reliance on Sterling reserves because it was willing to accept the Sultan’s demands which in
turn sustained the relationship far longer than Britain wanted. Additionally, disruption of
business would have had a negative effect on the balance on payments: oil was cheaper in the
UK as it was purchased from British companies (Shell and BP), opposed to foreign companies,

and this contributed to large invisible earnings by selling this oil to foreign countries.%?

Urging Brunei to move past total reliance on Sterling prepared the country for independence.
This diversification would reduce Brunei’s economic reliance on the UK, but also British
dependency on the Sultan’s Sterling reserves. This allowed Britain to pursue independence
without economic consequences and allowed the Labour government to enter new negotiations.
The reliance on Brunei’s Sterling provides a material causal factor for protracted independence.
Retention was maintained for so long as Britain could not risk divestment, and it was not until
Sterling balances and the economic situation improved that full independence could be
explored. The ongoing ties between Brunei and Britain, largely fuelled by oil revenues and
Brunei’s role in supporting the Sterling Area, reveal the extent to which the UK’s
decolonisation efforts were entangled with economic interests. Despite the declining political

will in Britain to maintain Brunei’s protection, the economic benefits of retaining a neo-
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colonial link through BSP and Brunei's oil reserves ensured that the Sultan’s power remained
crucial. This economic leverage gave the Sultan an influential position in negotiations,
allowing him to maintain a degree of autonomy while benefiting from continued British
protection.

The situation epitomised the complexity of post-war decolonisation. Brunei’s oil wealth and
the financial stability it contributed to Britain’s currency reserves meant that the Sultan could
wield significant power, delaying full independence until the economic circumstances—
particularly the state of the Sterling Area—improved. British economic dependence on Brunei
was evident not only in the oil revenues but also in the strategic value of the Sultan’s vast
Sterling holdings, which provided the UK with much-needed financial support during a period

of global economic instability.

This web of financial, political, and imperial interests underscores why Brunei’s independence
was delayed far longer than other territories in the region. It was only when Britain could
diversify away from its reliance on Brunei's oil and Sterling reserves that the British
government was able to relinquish its control. Thus, Brunei’s delayed decolonisation was less
a matter of political reluctance than an economic necessity for Britain. Ultimately, Brunei’s
journey to full independence in 1984 serves as a reminder of how decolonisation, in certain
cases, was not just about political sovereignty, but about navigating the legacies of economic

dependencies and imperial interests.

v
Aside from BSP and Sterling, there were other important economic interests within Brunei that
benefited the metropole. The contribution to Sterling was part of a network of business

connections that maintained the colonial relationship and Brunei’s protracted independence.
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The Crown Agents (insert stuff here) and the City of London managed the Sultan’s investment
portfolio, with the City eager ‘to cream off commission, which was important to the financial
houses.’® The Crown Agents represented another layer of British interests in Brunei and rated
Brunei ‘in the top three’ of its investment activity by country in 1975, ranking only behind Abu
Dhabi and Hong Kong. The Agents realised that the best approach was to establish a more
permanent body in Brunei to facilitate business, which would eventually become the Brunei
Investment Advisory Board. However, the Crown Agents were self-serving (that is, profits
were distributed amongst themselves and the income they received was from a percentage of
profits made). Hence, they advised the Sultan in 1974 to diversify away from Sterling with no
consultation with the Treasury or the Bank of England.®® Even though the Bank and the
Treasury would eventually advise the Sultan to diversify, the Crown Agents were keen to
manage future investments and so encouraged diversification for Brunei to boost their own
profits. Brunei’s investments were so beneficial to the Crown Agents that they realised what a
‘good wicket we were on.’®® This also benefitted the Bank of England, however, as Crown
Agents’ management of Sterling contributed to the Bank’s reserves, which in 1966 totalled

£122 million.%”

The Crown Agents’ eagerness to manage Bruneian investments took on further significance in
the late-1970s as the body was in financial difficulty. By 1975 they had received a loan from
the government for £85m, had immense funds (£160m) tied up in property and would have to
write £97m off their operations for 1974.%8 As was noted in the Commons, the Crown Agents
acted with little regard for government and their account activities were ‘a saga of
incompetence and inaction.”®® This propelled the body to be interested in Brunei’s surplus
funds and the management of the Sultanate’s investments. The enthusiasm with which the

Agents managed investment provides another tier of influence over a remnant of Empire.
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Alongside private companies, such as BSP, the Crown Agents reveal a quasi-state or
government-linked corporation connection to Brunei and another link which drove retention

and made independence problematic.

The agreement that Brunei would achieve independence at the end of 1983 led to the
withdrawal of the Crown Agents’ access to its investment funds. In early-1983, the Sultan
removed the £3bn invested through the Crown Agents and banned them from bidding for
government contracts in Brunei indefinitely.’® Born from a misunderstanding between the UK
and Brunei over the future of the Gurkha battalion within Brunei after independence, this
cancellation was taken as the Sultan punishing the UK for independence and military
withdrawal.”* The new £3bn contracts to manage the investment fund, the largest in the world
at the time, were awarded to two US banks.”? The strain this placed on the Crown Agents was
severe. The Sultan accounted for most the body’s £1.5m profits and afterwards the Agents ran
a net loss of £750,000 per annum, which necessitated the loss of 400 jobs.”® The connections
between the metropole and the periphery had shrunk after Bruneian independence was enacted.
With remnant status ended so too was a substantial economic association between the UK and
Brunei. This saga of the Crown Agents only serves to underline the economic benefits which
could be had from colonial retention (and especially for a UK economy struggling to hold its

own in the trying global financial circumstances of the 1970s and 1980s).

The 1970s oil shocks, which increased oil prices, attracted banks from the City of London to
Brunei, with ‘a procession of investment advisors and merchant bankers... passing through
seeking a share of the rapidly growing wealth.”’* The bankers’ interest in Brunei’s surplus
funds had to be managed by somebody, and this promoted the Crown Agents’ interest in Brunei.

British banks had confidence in investments that were managed by an arm of the UK
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government. This is also revealed in the ‘procession of bankers’ who on arrival in Brunei
visited the State Financial Officer, who was a former British civil servant. They never visited
the Sultan as he was largely regarded as useless on financial matters.” In 1975, John Shuter,
Head of the Crown Agents, visited Brunei with two representatives from the leading merchant
bank, Rothschilds, and asked about how Rothschilds could ‘get into the business of managing
Brunei reserves.’’® However, Rothschilds were doubtful about the Crown Agents’ competence
and decided that Brunei was inappropriate given fears of anti-Semitism in an Islamic country.
Concomitantly, Jardine Fleming (a Hong Kong-based investment bank) called upon John Lee,
the financial officer, asking him about managing the Brunei surplus.”” Banking and investment
interests in Brunei increased in the 1970s and the increase in oil prices made the Sultanate a
more attractive prospect. The economic links built on the foundations of earlier and ongoing
oil connections marked Brunei as a top investment opportunity. This maintained British links
within the country while political divestment was occurring and symbolises again an ongoing

British economic interest within the protectorate.

However, not all business opportunities-links were attractive. Third-party interest in the
National Bank of Brunei was limited: only incorporated in 1965, there would have been only
partial investment from oil funds prior to its establishment. There was also little interest from
Gulf States to invest in Brunei, partially given the economic and political similarities, which
would be ‘coals to Newcastle.”’® In addition, the Treasury and Bank of England wanted the
Crown Agents to be a step removed from the financial situation. The debts that the body had
accrued and bad publicity in the UK made the Treasury and the Bank of England worried that
the ‘Sultan would become disenchanted with the Crown Agents’, jeopardising British
commercial connections.’”® The Bank of England proposed that it should manage some of the

money itself meaning that there was another ‘British foot in the door’ but this would suggest a
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level of political endeavour in favour of retention of protected status when the British

government was pushing independence.®

Brunei looked favourably on UK business and banking. The development of this sector led the
Bank of England to believe there were moves to make Brunei an offshore financial base and
‘tax haven’, which was helped by the 30 per cent income tax rate on corporations (10 per cent
lower than in Singapore, for example).8! This allowed companies in Southeast Asia to route
transactions through Brunei and benefit from low taxation under supervision from Sterling
Area authorities providing financial stability. Further banking exploration was undertaken by
the Hongkong & Shanghai Banking Corporation (HSBC) for the creation of a currency market
in Brunei, which would allow non-residents of the Sterling Area to place US Dollar deposits
in HSBC’s local branch.®? While this was not intended to make Brunei a global sub-centre of
the offshore oil market, it underscored a maturity in Brunei’s banking and financial services.
With HSBC registered in Hong Kong (that is, in British-administered territory), expansion of
HSBC’s operations would benefit London through a larger customer base and higher revenue.
However, Brunei’s insistence on remaining entrenched in the Sterling Area posed problems for
British banks in Brunei. Authorities did little to relax limits on holdings of non-Sterling

currencies, which stymied banking because it prevented large switches out of sterling.%®

Even though links were created to develop financial relationships through private enterprise,
trading relations between Britain and Brunei would change in the 1970s. With British accession
to the European Economic Community (EEC) in 1973, Brunei became an Overseas Country
and Territory (OCT) with import tariffs applied for goods and services from the UK.®* After
British accession to the EEC, all countries in the community operated equal tariffs on imports

from and exports to Brunei. Set at 20 per cent, this tariff uniformity was established by the

21



Lomé Convention of 1975 beginning a framework for aid and trade relations between the EEC
and external countries in the Global South. Sir Omar, keen to maintain advantageous bilateral
relations with the UK, was anxious to preserve British preference and was displeased with this
adjustment.® Initially unaware that such an increase in tariffs would apply to Brunei, the Sultan
was shocked by the suddenness of their application and the raising of the price of British
automobiles, for example, by B$1000.% Sultan Hassanal saw the imposition as ‘bureaucratic
foolishness’ and he wished to strengthen, not impede, trade with Britain. British officials,
aggrieved at another twist in the Brunei relationship, acknowledged that preferential trade
would have to end at some point with the long-term benefits from association with the EEC

benefitting Britain far more than any preferences with Brunei.®’

With banking and the Crown Agents’ financial activities providing increasingly attractive
prospects in Brunei from 1963, it is significant that British agreement to join the EEC in 1973
would have profound effects on Brunei. While overseas banking commitments endured, and
the Crown Agents continued to manage reserve funds, trade was hampered by tariffs placed on
goods. Coming in 1975, four-years before the final negotiation on independence, it seemed that
British association with Brunei was time limited. Prospects lay in continental Europe with
retraction of commitments in Southeast Asia. This might suggest that British industrial interests
were being given greater priority than financial ones. Shell, however, provided a lasting link
with its ‘neo-colonial’ role in extracting and exporting gas and oil. The economic (and military)
links that were maintained after independence indicate the limited impact of decolonisation in
Brunei. Independence changed things in name only, and the financial connections that endured
(albeit without the Crown Agents) suggest a British neo-colonial role, begging the question did

Britain ever leave its last protectorate of empire?
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Whilst the UK never directly received oil from Brunei, its export to other countries created a
steady income through the accumulation of Sterling reserves during a volatile time for Britain’s
currency. The retreat from Sterling in the post-war world impacted the British economy and
total Sterling denominations were down from approximately 30 per cent in 1964, to
approximately 10 per cent by 1972, emphasising the importance of Brunei’s contribution to the

Sterling Area.®

Conclusion

The Sultan’s determination was evident during the 1963 negotiations and Brunei’s refusal to
join Malaysia that same year; while the status of Brunei within a wider federation was clearly
a factor, the role of oil and natural resources drove this subsequent tenacity. If Brunei was
ceded into a larger bloc, those rights to oil would have been diluted or entirely lost. Maintaining
the UK link, therefore, was both necessary and self-serving for the Sultan in this context. The
protected status of Brunei and the role of its natural resources also revealed much about the
state itself. Brunei is arguably ‘entirely a creature of the British Government and Shell Brunei’,
and the centrality of both actors in Brunei’s governance made the colonial link difficult to

sever.89

The increasing revenues from oil further strengthened Brunei’s position, giving it substantial
leverage in negotiations on independence. The Sultan’s threat of unilateral withdrawal of
Sterling reserves — a financial risk for the UK during a period of economic turbulence —
trapped the British government in an awkward bind. This leverage allowed the colonial
relationship to persist far longer than initially intended. Without the Sultan’s wealth and
strategic threats, it is difficult to imagine how Brunei would have remained a protected state

until 1984.
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Notably, the agency in Brunei’s decolonisation shifted decisively away from the UK. The
Sultan’s financial leverage meant that Britain, despite its intentions, had little control over the
timing or terms of Brunei’s independence. This situation exemplifies the complexities of
Britain’s post-war imperial retreat, as it sought to divest itself from unviable territories while
maintaining economic ties. For Britain, Brunei represented an increasingly untenable
commitment in a rapidly changing geopolitical landscape, yet also an economically valuable

relationship due to its oil wealth and the Sultan’s significant investments in the UK.

The divestment process was not without challenges. The Treasury and FCO recognised the
risks of Brunei’s overwhelming reliance on Sterling, which concentrated financial power in the
hands of a single entity. From the mid-1960s, the UK pursued a strategy to gradually reduce
Brunei’s Sterling holdings and diversify its financial reserves. This included encouraging
Brunei to loan its reserves to UK nationalised industries, as seen in the proposed dollar loan
strategy of the late 1970s. By framing such moves as beneficial for both parties, Britain aimed
to alleviate its dependence on the Sultan’s reserves without provoking a financial backlash or

damaging its geopolitical standing.

At the same time, Britain carefully navigated the delicate balance of maintaining Shell’s
economic position in Brunei. Shell’s operations were crucial for the Sterling Area, with profits
from Brunei oil feeding into the UK economy during a period of devaluation and declining
global influence. This dynamic underscores the neo-colonial nature of Britain’s economic
relationship with Brunei, as it retained significant control over the kingdom’s resources while

formally moving toward political disengagement.

Brunei’s decolonisation thus illuminates the British ‘Janus-faced imperial state.” Continued
protection during a period of geopolitical reassessment was counterbalanced by the economic

imperatives of retaining Shell’s role and other ventures, which persisted under a veneer of
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independence. By the late 1970s, as Britain finally moved toward facilitating Brunei’s
independence, the groundwork for economic diversification had been laid. This allowed Britain

to step back politically while ensuring continued financial and strategic benefits.

Ultimately, the case of Brunei illustrates the complexities of Britain’s retreat from empire. The
Sultan’s financial leverage and the economic significance of Brunei’s oil revenues delayed
Britain’s departure, challenging its intentions to divest itself from the protectorate. The gradual
disentanglement process, driven by economic pragmatism and geopolitical necessity,
highlights how decolonisation was not simply an act of relinquishing power, but a negotiation

shaped by mutual dependencies and evolving imperial interests.

It was only towards the end of the relationship when UK dependency on Brunei was reduced,
and this came after Britain joined the EEC when formal notice was served again by Callaghan’s
Labour government in 1976. This was initially rebuked by the Sultan and his father. However,
Britain took a tough line and countered the Sultan with ‘if he does not come [to negotiations in
London] then HMG would terminate our political and defence arrangements unilaterally.’%°
The British were firmer in their position and wanted to conclude the relationship with Brunei,
even though they were ‘fond of the country and [the] Sultan.”®* Malcolm MacDonald, a former
Colonial Secretary and Commissioner-General in Southeast Asia, as well as long-time friend
and confidante to Sir Omar, personally wrote a letter asking the Sultan to recognise the political
reality, which would allow ‘ministers to propose better terms to Parliament and allow a better
agreement to be reached securing Parliament’s acceptance.’® Even when divestment was

pursued the Sultan still needed persuading this was the right course for the country.

The agreement terminating protected status was eventually signed on 7 January 1979 coming
into effect on 31 December 1983. It is telling, however, that even when political independence

was assured the Thatcher government renewed the defence relationship with the Sultan. While
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the 1979 agreement absolved Britain from further commitments in Southeast Asia past 1984,
the election of Prime Minister, Margaret Thatcher in May 1979 brought to power a
Conservative regime that was more sympathetic to the Sultan and his requirements. The 1979
agreement was amended in 1983 to provide a continued presence for the Gurkha battalion and
for use of jungle training by the SAS and Hong Kong-based regiments.®® Thatcher’s renewal
of defence commitments suited the UK’s foreign policy of the 1980s, with the Falklands War
seeming to highlight the need for a military presence across the globe. The re-establishment of
a Gurkha battalion rejuvenated the bilateral relationship after formal political decolonisation.
Even after political independence, the Conservative government maintained close relations
with the Sultan and his wealth. In 1985, the Sultan purchased the Dorchester Hotel, and he
facilitated the purchase of Harrods by Mohammad Al Fayed with the help of Mark Thatcher,
the Prime Minister’s son.®* That same year, Thatcher privately met with the Sultan, when
Sterling slumped against the US Dollar, after a which $5 billion was passed through exchanges

to support the pound.®®
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