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ABSTRACT KEYWORDS
Indo-British financial negotiations in 1947, a crucial year in Decolonisation; imperial
the compressed timing of imperial retreat, impacted the finances; development;
shape of decolonisation and also the US-led post-War Partition; state-formation;
global financial system. Of the vast debts Britain had  S°uthAsia
accumulated during the Second World War, one-third of

the total £3.5 billion was owed to British India. Inextricably

linked to Indian hopes of industrialisation and

development, a resolution to the outstanding ‘sterling

balances’ was a priority for both leading Indian anti-

colonial political parties, and was also a priority for the U.S.

Treasury. The six-month Indo-British financial agreement

was signed on August 14, 1947, while Whitehall was facing

a global run on sterling. Negotiations were conducted

separately from the transfer of power negotiations

underway on the sub-continent, allowing Whitehall to

leverage informational asymmetries  while Indian

sovereignties were in flux. Crucial sections of the interim

agreement that clashed with Britain’s commitments under

the U.S.-led Bretton Woods financial system were not

communicated to Washington, even as Britain continued to

draw on the Anglo-American loan that had been

negotiated in December 1945.

This paper centres contentious financial issues at the end of the British Raj, an
early instance of the wave of post-War decolonisation that was driven by aspira-
tions for a more egalitarian international order." Britain ended World War II
‘victorious but bankrupt’, having accumulated worldwide debts, of which more
than a third of the £3.5 billion ‘sterling balances’ owed to British India.” Accord-
ing to eminent historian of the Raj B.R. Tomlinson, Britain’s dire finances con-
stituted a necessary precondition for Britain’s handover of power in South Asia.’
Those precarious finances also forced Britain to conclude an Anglo-American
financial agreement in 1945 that committed Britain to settle the overhang of
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sterling balances as part of a process of undoing War-time controls and restoring
to the pound its historic role as a medium of international trade.

‘Recondite’ archives of 1947 Indo-British financial negotiations show that
Britain leveraged colonial knowledge to carve out an exception to the U.S.-
led Bretton Woods global trading system.* An interim Indo-British financial
agreement reached during the last days of the British Raj helped reshape the
imperial node of intermediation into territorial post-colonial economies even
though political negotiations related to ‘decolonisation’ were under way on
the Indian sub-continent.” The six-month agreement signed in London
applied to all of British India, even though the sub-continent was engulfed in
extraordinary violence unleashed by Britain’s rushed plan to divide British
India into the Dominions of India and Pakistan through the elaboration of
new territorial borders that had not yet been publicly revealed.

Indian political and economic elites had been pushing for a resolution that
would allow ‘sterling balances’ to be used toward industrialisation and develop-
ment since early 1942, a concern that had united the two main anti-colonial
parties. Yet just days after the interim Indo-British agreement was signed, the
British Treasury abandoned a main component of the Bretton Woods
financial system, and a major driver for Indian pressure to resolve the issue
of Britain’s huge sterling balances owed to India. Britain suspended the con-
vertibility of sterling on August 19, 1947, five days after the Indo-British
interim agreement was signed and its details only partially relayed to U.S.
officials in Washington. The convertibility crisis, Catherine Schenk has
argued, occurred because of a rapid drawdown of the U.S. loan.’

This paper argues that the interim Indo-British agreement affected the
timing and shape of South Asian decolonisation, and by establishing a pre-
cedent for Britain’s subsequent financial relations with its dependencies
helped shore up the pound despite Britain’s post-War bankruptcy. Partition
appears to be one more tool deployed by British monetary authorities in
order to preserve sterling’s role as an international reserve currency, with
imperial knowledge giving Britain an edge in the Anglo-American relationship
after the dollar eclipsed the pound after World War II.”

Situating the decolonisation of British India within a transnational frame
underpinned by the British Empire’s geopolitical practice of partition, the
paper considers economic calculations of the retreating colonial power along-
side an analysis grounded in the malleable nature of the ‘national’ economy as
illustrated by Partition/Independence.

Extensively researched for its extraordinary violence that shaped state- and
region-making, the Partition of British India remains divisive politically and
within historiography.® The financial and economic implications of a Partition
that coincided with imperial retreat remain understudied, in contrast with
socio-political analyses of South Asian decolonisation, and also with economic
histories of decolonisation of other regions.”
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The establishment of India and Pakistan in 1947 coincided with the division
of an economy that had helped the Allied victory in 1945, and the archives
examined below show the partition of the rupee corresponds not to narratives
of territorial currency, but is better analysed from an imperial frame.'® Unset-
tling state-centred narratives of decolonisation in South Asia that neglect pro-
found and violent re-inscriptions of the imperial sovereignties that had existed
under the Raj, Indo-British financial negotiations underscore the limits of scho-
larly analysis of ‘decolonisation’ framed by post-colonial nation-states.'" Dis-
cussions with the fragile coalition government in Delhi stalled in early 1947,
but an interim sterling balance agreement was concluded in August 1947 in
London, when post-colonial sovereignties were in flux, and even as negotiations
between the anti-colonial parties of the Indian National Congress and the
Muslim League were still under way in Delhi and Bombay."?

The transnational analysis of the 1947 Indo-British financial negotiations
points to understudied linkages between decolonisation and Anglo-American
divisions within U.S.-led efforts to establish the multilateral Bretton Woods
economic system."> The mechanism underpinning the interim agreement of
August 1947 was so complex that it required additional explanations to the
negotiators representing what was left of the fractured British Indian interim
government and soon to be divided economy. More significantly for historians
of capitalism and economic development, metropolitan archives show that U.S.
policymakers were not informed that the Indo-British agreement established a
parallel ‘No. 2 Account’ account at the Bank of England that would entail ‘freez-
ing without publicity’ a large proportion of the sterling balances owed to British
India."*

The paper analyses Treasury and Bank of England archives in order to study
the separation between political and economic aspects of decolonisation that
newly elected Labour Prime Minister Clement Attlee made explicit in March
1946 when he instructed the Cabinet Mission to defer financial discussions
until after a political settlement with Indian leaders."” Files of the Treasury
Overseas Finance Division (T236) and the Bank of England’s overseas depart-
ment files for India and Pakistan are referred to in order to analyse the insti-
tutions that shaped Britain’s economic relations with the empire. The Bank
of England’s OV56 series for India, a long file, is examined alongside the
OV57 file for Pakistan, which begins somewhat abruptly on September 19,
1947.

Primary sources from metropolitan archives reconstruct the sterling bal-
ances owed to British India within an empire-wide hierarchy of financial con-
siderations accompanying the end of the Raj. A state-centred approach, as seen
in much of the existing literature, is unable to attend to the financial consider-
ations of the retreating power that were layered onto the high politics of par-
tition.'® These accounts focus on the August 1947 interim agreement, failing
to note the February negotiations where British negotiators were under the
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Chancellor of the Exchequer’s instructions to offer no concessions."” The
Reserve Bank of India’s account, produced by an editorial committee chaired
by the bank’s first Indian governor C. D. Deshmukh, illustrates the limits of
methodological narratives of nation-building and Ayesha Jalal’s caution
against the historiographical error of treating the end result of the 1947 as
the ultimate goal of the anti-colonial struggle.'®

This paper adopts a transnational approach to this period of decolonisation
and post-colonial state formation in order to navigate the narrative control
effected by archival silencing and the subsequent construction of new
‘national’ narratives that underplay connected histories.'” Rather than pon-
derous state-centered narratives, this paper has relied on the chronological
but narratively disordered view of the tumultuous transfer of British power
as recovered from one of the sources used in the RBI’s institutional
account: Commerce, A weekly review of Indian financial, commercial and
industrial progress.”® The sub-continental account of Indian sterling balances
presented here expands on secondary literature of Indian sterling balances
through a close study of Commerce’s reporting and editorial concerns from
January 1942 to December 1948. Based in the commercial and industrial
hub of Bombay, the financial weekly was influential in British India and
known to Whitehall.?' The coalition of elite interests behind Commerce sup-
ported the 1935 Government of India Act, which offered qualified dominion
status for India but whose proposed federal union with the Princely States
and with provincial autonomy was opposed by the Congress party.”* Corm-
merce’s immediate reaction to the Partition Plan of June 1947, provides a
time-line of events that differs from secondary literature, one of the most
influential of these being B. R. Tomlinson’s study of Indo-British sterling bal-
ances as a post-colonial event in this journal’s special edition on ‘Money,
Finance, and Empire’ of 1985.% Combining Commerce’s narrative with
metropolitan archives, this paper constructs a transnational economic
history in order to contribute to a better understanding of the transition
from empire to the ‘post-colonial’ period following World War I1.>*

Partition, Decolonisation and the Sterling Balances

Tied inextricably to hopes of post-colonial industrialisation and development,
sterling balances were an Indian priority in July 1944, when Delhi’s colonial
government raised the issue, alongside Egypt, at a foundational meeting in
Bretton Woods of the United Nations Monetary Conference.>® Unlike depen-
dencies such as Iraq and Palestine, where the currency board system was backed
by sterling balances, the rise of balances in both Egypt and India, reflected mili-
tary spending that amounted to forced savings under wartime conditions of
restricted shipping. Rather than being repaid by goods and services, their bal-
ances were backed by British promises to pay.*
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Under the Defence Expenditure Agreement of 1939, Britain was liable for the
bulk of the cost of Indian troops deployed outside the sub-continent during
World War II, costs that rose dramatically with the hostilities in Asia.”” After
the Japanese invasion of Burma, the Government of India became administra-
tively implicated, although there was resistance to the notion that Delhi should
bear responsibility for the reconquest of Burma.”®

Britain’s sterling balances were also of great concern to Washington, where
they were considered part of Britain’s discriminatory imperial economic system
that ran counter to U.S. plans for the Bretton Woods system of multilateral
trade and finance. The balances owed to India, unlike the sterling balances
Britain owed to its other colonies, were part of the Anglo-American financial
agreement of 1945 that committed Britain to the post-War Bretton Woods
infrastructure.””

Reflecting decades of Indian anti-colonialism that underscored economic
nationalism, these ‘sterling balances’ were seen as a development fund.*
With the business elite of late colonial India committed to securing repayment
of Britain’s debt, sterling balances remained a priority for both the leading anti-
colonial political parties until proclamation in June 1947 of the Partition Plan,
which further accelerated Britain’s handover of power.’" Indo-British nego-
tiations stalled in early 1947 but proceeded at a breathless pace in July and
August of 1947, culminating in an interim agreement on the eve of Indian
and Pakistani independence that, however, led to the sterling balances being
frozen and then devalued. Economic historian Marcelo de Paiva Abreu
argues that India was treated the least favourably amongst holders of British
sterling balances.”> Countries outside the sterling area, and the so-called
‘white dominions” were able to access and use their sterling balances more
rapidly than newly independent countries such as India.””

Unlike previous accounts of sterling balance negotiations, this paper criti-
cally examines the initial six-month agreement’s reference to British India,
and underscores that the joint treatment of India and Pakistan coincided
with the transfer of power to the post-colonial nation-states.”* Whereas
Tomlinson places Indo-British financial relations in the post-colonial period,
underscoring the five national meetings held between 1947 and 1949, this
paper argues that the negotiations helped organise overlapping imperial sover-
eignties during the liminal period of decolonisation.”® Britain’s layered
acknowledgement of colonial sovereignties, which had allowed colonial India
and Egypt a place at the Bretton Woods conference in July 1944, is also
evident.”® The first Indo-British financial agreement acknowledged India and
Pakistan as virtually sovereign, while not taking into account the dependency
of a financial settlement preceding the formal disclosure of the post-colonial
borders of India and Pakistan. Anomalously, the first Indo-British agreement
covered a mere six months; however, it established ‘the basic principles and

the mechanism relating to the execution of all subsequent agreements’.”’”
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Concerns within Whitehall about the economic and monetary implications
of unwinding imperial finances had been papered over in 1945, in order to
achieve the Anglo-American financial agreement that eased Britain’s significant
post-War financial difficulties. While Gerold Krozewski has suggested that
Anglo-American tensions were likely eased by India’s political independence,
metropolitan archives show that Whitehall aimed to reassure Washington
that Britain had reached an agreement with its largest holder of sterling bal-
ances, but excised details of the mechanism governing the six-month agree-
ment.”® A deal signed in London, even as discussions under way on the sub-
continent deliberated on how to divide British India’s structures of adminis-
tration, finance, communications and defence, suggests that Partition was a
precipitating factor rather than a political obstacle, as has been argued by
Catherine Schenk.”

The 1945 Anglo-American financial agreement comprised of a U.S. loan of
$3.75 billion. Needed desperately by Britain, the loan was secured against com-
mitments to multilateral trade instead of Britain’s historic imperial preferences
as well as a commitment to restore the pound’s convertibility.*” The financial
contours of Whitehall’s internal debate are provided by Marcelo de Paiva
Abreu, who estimates the dollar equivalent of Indian sterling balances at a
much higher $5.28 billion." Under the terms of the Anglo-American
financial agreement, Britain’s commitment to multilateralism included a rever-
sal of the pound’s sequestration from international finance that had begun in
1939 when restrictions on its use in international payments made sterling
inconvertible. Sterling’s fling with convertibility lasted 37 days.** Sterling con-
vertibility was preceded, if only briefly, by a short-term Indo-British agreement
concluded by a Treasury official who had expressed doubts about convertibility,
and was followed by an elaborate infrastructure of controls in which British
colonies played a ‘starring if also involuntary role’ in propping up sterling.*’

Indo-British financial relations shifted in financial year (April-March) 1942-
43; thereafter sterling balances ran up rapidly to £1.3 billion by December 1945,
remained steady around £1.2 billion till June 1948 when they were divided.**
The bulk remained with India, which, despite stiff resistance from British auth-
orities, was able to access its forced savings and ran its balances down to £771
million by September 1951, by which time Pakistan’s balances had increased to
£159 million, from £91 million in June 1948.

Britain’s official minds were divided: while the Foreign Office and, after its
electoral victory, the Labour Party were unwilling to jeopardize Indian indepen-
dence and membership within the Commonwealth over the sterling balances,
the Bank of England was concerned about the impact of balances on sterling’s
international status; and the Board of Trade saw in the balances a means to
increase British exports.*> Expulsion from the sterling area, the option taken
in the case of Egypt, was considered too risky in the case of India: a diversion
of Indian trade to the dollar area would entail the double risk of funding
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competitivity-inducing capital good imports to India, while contributing to a
decrease in the sterling area’s overall dollar-earning ability.*®

British resistance to large releases from India’s sterling balances reflected
concerns about how little control the metropole had over the pace of draw-
down. The Treasury noted in April 1947:

India has received some pretty big and apparently non-recurrent payments (e.g.
Indian defence, Burma currency) and have only had one major special outgoing,
viz. about £7 million for the International Monetary Fund.*’

By early 1948, when India pushed for further releases, the Treasury main-
tained that India had overspent $92 million in 1947.*® Further releases of £18
million, with the dollar amount capped at £10 million, were made to India,
and £16 million were released to Pakistan as part of the complex arrangements
under the July 1948 agreement.*’ Negotiations remained contentious, with the
Indian negotiators making no progress toward guarantees against sterling deva-
luation, while finding access to the dollar pool to be difficult.”® A three-year
agreement was reached in 1948, with similar terms for India and Pakistan
but releases for the latter only fixed for the first year, and India entitled to
spend its own dollar receipts.”’ Complicated by an Indian balance of payments
crisis, another short-term agreement was negotiated in 1949, only to be fol-
lowed by the 30 percent devaluation of sterling later that year that disrupted
monetary and economic arrangements on the Indian sub-continent.”* A 1952
agreement relating to Indian sterling balances negotiated for six years was
superseded by the final 1953 agreement, tied to the Commonwealth
Colombo Plan.”

The delayed and piece-meal releases hampered developmental planning, and
was particularly costly in terms of the capital goods required for industrialis-
ation. The sterling balance arrangements favoured Britain as the source for
these intermediate goods, whose prices doubled in Britain between 1945 and
1952.>

Behind the complex arrangements lies the enduring importance after 1947 of
sterling balances to British finances. After a brief drop between 1947-1949,
Britain’s sterling liabilities to the sterling area ticked back up around £2.5
billion in 1950 and remained thereabouts or higher for the next decade
(Table 1). While independent Indian sterling balances trended downward
(Table 2), Britain’s debts to dependencies in east Asia and Africa rose sharply
into the new decade and trade with empire intensified in the post-War years
to exceed levels in the age of high imperialism.””> Between 1947 and 1951, Brit-
ain’s sterling balances more than doubled with West Africa, increased nearly
two-fold with Malaya, and increased more than five-fold with Australia.”®

Within two years, the United Kingdom used the precedent established by the
interim Indo-British financial agreement as justification to the United Nations
for having blocked the sterling balances in Palestine.”” Closely tied to Britain’s
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Table 1. UK. sterling liabilities (£s millions).

Year Total Sterling Area Non-Sterling Area
1939* 517 362° 1552
1945 3,567 2,327 1,240
1946 3,610 2,300 1,310
1947 3,498 2,192 1,306
1948 3,152 2,108 1,044
1949 3,143 2,11 1,032
1950 3,483 2,497 986
1951 3,577 2,585 992
1952 3,219 2,482 737
1953 3,493 2,715 778
1954 3,703 2,822 881
1955 3,576 2,764 812
1956 3,422 2,730 692
1957 3,273 2,608 665
1958 3,353 2,519 834
1959 3,507 2,704 803
1960 3,885 2,478 1,407
1961 3,557 2,631 926

Source: Bank of England, Economic Intelligence Department, Overseas Sterling Holdings, December 1964, EID10/25

a ‘Sterling Balances Since the War’, Treasury Historical Memorandum No. 16, January 1972, TNA T267/29, page 7. Esti-
mate for sterling area comprising of Independent Commonwealth, UK. Colonies and non-Commonwealth
countries of the sterling area (including Canada). Estimate for non-sterling area comprising of United States
(—£20 million), Latin America (£2 million), Europe (£134 million) and Rest of the World (£39 million).

* The convertibility of sterling was suspended with the outbreak of World War II. Britain’s short-term debts to the
world (‘sterling balances’) rose sharply from around £500 million at the start of the War, to £3.567 billion at the
end of 1945, a nearly seven-fold increase. The sterling balances would become an important fault-line in post-War
economic planning, raised by the Indian and Egyptian delegations at Bretton Woods in July 1944.

relations with oil-rich Kuwait, sterling balances also figured in the Ghanaian
career of development economist and Nobel laureate W. Arthur Lewis.”
Writing in 1952, British economist Roy Harrod described the decision of
‘leaving these large balances outstanding, with piece-meal and patchy

Table 2. UK. sterling liabilities India, Pakistan, Burma (£s millions).

Month/Year British India India Pakistan Burma
June 1947 1,225 45
Sept. 1947 1,199 46
Dec. 1947 1,189 37
March 1948 1,208 36
June 1948 - 1,198 91 42
Sept. 1948 1,040 110 39
Dec. 1948 974 n/a 38
March 1949 879 135 46
June 1949 799 121 50
Sept. 1949 778 109 50
Dec. 1949 795 102 50
March 1950 830 98 44
June 1950 803 100 51
Sept. 1950 794 87 55
Dec. 1950 804 97 51
March 1951 823 146 56
June 1951 796 159 63
Sept. 1951 771 159 66

Source: @ 2001 Gerold Krozewski. All rights reserved. Reproduced with permission.
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negotiations with creditors from time to time’ as break from nineteenth century
traditions, adding: ‘It was a change detrimental to the creditors.””

Economic vs. Political Considerations of Decolonisation

The end of the British Raj in 1947 transformed the sub-imperial hub of econ-
omic and military intermediation, a region that in 1945 had been the tenth
largest producer of manufactured goods.”® The abrupt Partition of British
India coincided with imperial retreat. India and Pakistan were established in
a ‘spectacular’ instance of state-creation that, however, entailed post-colonial
boundaries that would sever commercial and trading links, and dramatically
shift population movements on and beyond the sub-continent.®'

With Britain weighed down by post-War financial problems, the end of the
Raj was announced in February 1947 by Prime Minister Attlee who set a date
‘no later than June 1948°.%% Just months later, in June 1947, a Partition Plan
sketched out an accelerated handover of power, bringing Britain’s imperial
retreat forward by nearly a year.’ Providing ten weeks till Pakistani and
Indian independence, the Partition Plan involved the elaboration of territorial
borders that were not announced till after the transfer of power.®* The delicate
matter of separating out British India’s intertwined capital assets and liabilities,
singularly complex in the estimation of the India Office, was deferred to a Par-
tition Council that did not reach an agreement till December 1947.°

Indian elites had been tracking sterling balances since India repatriated its
sterling debt in financial year 1943-44.°° The matter was raised jointly at
Bretton Woods by the Indian and Egyptian delegations, who together were
owed nearly half of the sterling balances that Britain had accrued during the
desperate War years, but it was shelved with a promise by renowned economist
John Maynard Keynes that Britain would ‘settle honourably what was honour-
ably and generously given’.®” By the end of 1945, sterling balances owed to India
had ballooned to some £1.3 billion, accumulated under the 1939 Defence
Expenditure Agreement and reflecting the two million soldiers and large
amounts of supplies and stores that the United Kingdom received from
British India.®®

The Anglo-American Financial Agreement (AAF) of December 1945
unsettled what confidence Indian elites may have had in the ‘Keynes
promise’ made at Bretton Woods.®” Following weeks of intense negotiations,
during which Keynes attempted to salvage Britain’s imperial finances, the
AAF resulted in a $3.75 billion loan repayable over 50 years, thus securing
Britain to the multilateral agenda of the United States. In India, the Anglo-
American agreement revived concerns about a ‘debt scaling down campaign’
by Britain, given that ‘still accumulating sterling balances’” had been excluded
from the Bretton Woods arrangements.”’ Confirming Indian fears, U.S. aca-
demic and diplomat Richard N. Gardner’s account of Anglo-American
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negotiations indicates that the American side had been led to believe that one-
third of Britain’s sterling balances would be written off.”*

The AAF came into force on July 15, 1946, implying ratification of the
Bretton Woods institutions and, far more consequentially, that Britain would
ensure full convertibility of sterling for current transactions into any currency
within the year.”” As U.S. President Harry Truman testified to Congress on
January 21, 1946, the American loan to Britain would ‘contribute to easing
the transition problem of one of our major partners in the war,” and ‘would
enable the whole sterling area and other countries affiliated with it to resume
trade on a multilateral basis.”

Britain was thus committed to ensure full sterling convertibility by July 15,
1947.”* For Indians, who needed dollars in order to procure U.S. capital
goods for industrial development, the ability to make and receive sterling pay-
ments in dollars was the very reason for negotiations with the United
Kingdom.” Rather than sterling, countries wanting to develop through indus-
trialisation were vying for dollars in order to buy capital goods from the United
States, which had become after the War the world’s largest producer of inter-
mediate goods.”®

After the U.K’s pivotal general election of July 1945, Britain was governed
by a Labour party committed to ‘bringing about a National Government in
India’, and with some haste.”” In March 1946, Clement Attlee’s Labour
government empowered a Cabinet Mission to find a political solution to the
Hindu-Muslim question that had collapsed the Simla Conference of 1945,
and with a view to establishing a constitution-making body in order to
advance towards Indian independence. A political settlement was imperative.”®
Nonetheless, the new Chancellor of the Exchequer shared some views
with committed imperialists.”” For one, Hugh Dalton shared doubts the
previous prime minister, Winston Churchill, had held about sterling’s
convertibility.*

Less caustically, perhaps, than Churchill - ‘are we to incur hundreds of
millions of debt for defending India in order to be kicked out be the Indians
afterwards?’ - Dalton pursued partial cancellation of Indian sterling balances.®'
In May 1946, the Chancellor proposed that ‘a proportion of the existing unreal
balances should be written off’ in negotiations with the Australian Prime Min-
ister over liabilities that were ‘negligible’ in comparison with those owed to
India and Egypt.*

With Labour keenly aware of the steep financial bill attached to Indian inde-
pendence, preparations for the Cabinet Mission’s negotiations about the trans-
fer of power involved a clear distinction between the political and economic
aspects of decolonisation:

The Prime Minister explained that it would not be the duty of the Mission to enter
into detailed discussions of these financial points, which would be a matter for
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subsequent negotiations the United Kingdom Government and the Succession Gov-
ernment in India. There could be no question of offering at this stage concessions on
the financial side in order to secure a political settlement.®

The First Round of Sterling Balances Negotiations with British India:
Failure

Although the February-June 1946 Cabinet Mission Plan eventually failed, it
helped establish an uneasy coalition of Congress and the Muslim League in
an Interim Government in Delhi.** In the face of widening differences
between the main anti-colonial parties of British India, in spite of the tricky pol-
itical manoeuvring that held together the Interim Government, and, indeed,
against the expectations of Sir Archibald Rowlands, Finance Member of
Viceroy Wavell’s Executive Council, the political parties were united on the
need for a tough stance on the sterling balances owed to British India.*

Nothing underscores the importance of sterling balances in late colonial
India as does the unity of Congress and League on this issue. A month after
the caretaker Interim Government took office, Secretary to the Government
of India’s Finance Department Narahari Rao despatched a missive to the
India Office on October 2, 1946.% At this stage in the shifting politics of late
colonial India, the Interim Government reflected Congress’ decisive electoral
successes. It was only after considerable efforts by the penultimate Viceroy,
Field Marshal Lord Archibald Wavell, that the Muslim League, widely seen
as the political sponsor of Pakistan, joined the Interim Government in Delhi.
A new delicate balance was reached on October 25, 1945, delivering the
weighty Finance portfolio to the Muslim League in a government otherwise
dominated by Congress.®’”

By the end of October 1946, Liaquat Ali Khan, the League’s Finance Member,
made it clear in the Central Legislative Assembly that he was ready to start
negotiations on the settlement of India’s sterling balances.*® Forced to conclude
that the anti-colonial parties were in fact ‘gang[ing] up’ on the subject of assur-
ances about sterling balances, Rowlands added: ‘The trouble is that, viewed
from India’s standpoint, the case is almost unanswerable.”®

Narahari Rao’s initial letter of October 2, 1946 calls for sterling balance nego-
tiations and recalls, in an obstreperous tone, the terms of the Anglo-American
Financial Agreement, and the July 15, 1947 deadline by which a settlement in
regard to India’s accumulated sterling balances must be made.”® Unbeknownst
to the Indians, the missive resulted in a flurry of meetings at His Majesty’s
Treasury, and a note concluding the virtual impossibility of reaching a final
settlement with India before the July 15 deadline imposed by the AAF.”!

The Treasury’s preparations in the wake of Delhi’s October 1946 missive
point to far more extensive calculations of Britain’s financial obligations,
rather than concerns about the possible partition of British India. The
minutes of an October 17, 1946 meeting chaired by Treasury Permanent
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Secretary W. Edward Bridges, reveal that sterling balances were addressed as an
imperial whole, and included Australia and New Zealand, Brazil, Persia, Egypt
and Iraq, Palestine and Eire.”” The Treasury, along with officials from the
Cabinet Office, the Foreign Office, the Bank of England and the India Office,
rejected the Interim Government’s proposed date for talks in April 1947:

We should not be doing very much to comply with the terms of the American Loan
Agreement if we did not talk to India before April.”

Prospective negotiations with India, the largest single holder of sterling balances,
were explicitly tied to Egyptian balances, the second largest, and also to Iraq. Talks
with India were to be exploratory, and better held in December or January. It was
proposed that discussions with Egypt should be initiated on the return journey
from the talks with India in December or January. The archived minutes are
instructive in that, neither in the case of India, nor in the case of Egypt, is there
any reference to partitions that would ensue later. This contrasts with the Treas-
ury’s list of the distribution of sterling liabilities for December 1945 that prefigures
partition not just for India/Pakistan, but also Sudan’s subsequent separation from
Egypt, in which discussions of sterling balances played a role.”*

At this stage, the timing under consideration by both Whitehall and by the
Interim Government in Delhi was for a British handover of power to be com-
pleted by July 1948, not the accelerated time-line announced by Viceroy Lord
Mountbatten on June 3, 1947. When power was transferred in August 1947, it
entailed the establishment of two new Dominions, India and Pakistan, the
latter lacking a monetary authority. Contrasting Pakistan’s anomalous monetary
situation with Britain’s firmer grasp on monetary affairs in Burma, this paper
argues that the division of the rupee, long central to Britain’s imperial finances,
was an adventitious process distinct from the establishment of ‘territorial’ curren-
cies.” Archives of the Indo-British sterling balance negotiations reveal that the
partition of the British Indian rupee was co-produced by Treasury bureaucrats
with an eye on the commitments to the United States and complicated by fast-
moving political realities accompanying the inevitable end of the British Raj.”®

Significantly, the meeting held on October 17, 1946 at the Treasury decided
that the settlement of colonial sterling balances could be left until later — high-
lighting the position of the colonies in a hierarchy of repayment that provided
Britain the ‘convenience’ of colonial balances to buffer its shortage of reserves.”’
The October 1946 decision thus precedes an intensification of Britain’s trade
with empire after World War IL.°® By 1953, India had been replaced by east
Asia and Africa, which held 40 percent of the United Kingdom’s outstanding
sterling liabilities, up sharply from 1945, when colonies accounted for 15
percent with £515 million.”

Far more pressing than the colonies were Washington’s purse-strings. Early
in 1947, Chancellor of the Exchequer Dalton received a snippy letter from U.S.
Treasury Secretary John Snyder:
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I assure you that I appreciate fully the difficulties involved in the negotiation of the ster-
ling balance settlements. These difficulties cannot, however, be regarded as justifying
commitments which contravene the terms of the Financial Agreement. Otherwise, as
I am sure you will agree, the entire agreement, could be rendered meaningless.'*

Snyder’s letter to Dalton, dated January 27, 1947 inquired also about techni-
calities in the agreement Britain had signed with Argentina in September 1946,
and was forwarded to Delhi, where Indo-British negotiations were underway.
The U.S. Treasury’s tone, and Snyder’s expressed fear that deviations from
‘the spirit’ of the Anglo-American Financial Agreement would harm ‘the main-
tenance and further development of those close and friendly relationships
between our two countries’, makes evident just how high were the stakes for
Indian sterling balance negotiations.""!

The British delegation in Delhi was headed by Bank of England Deputy Gov-
ernor Cameron Fromanteel Cobbold, who had actively opposed Keynes’ nego-
tiating line on sterling balances during Anglo-American negotiations in
1945.'% Also representing Britain in Delhi was Wilfred Eady, head of the Treas-
ury’s Finance Office, closely affiliated with Cobbold’s vision of post-War ster-
ling. Under the direction of the Bank’s influential Governor Montagu
Norman, Cobbold had shared his paper on ‘Sterling after the War’ treating
Indian and Egyptian sterling balances as exceptional wartime accumulation
with Eady at the Treasury in April 1943.'"

Discussions opened on February 3, 1947 in a friendly manner. By the third
meeting on February 7, the Indians were clear: Britain’s proposal to release an
£150 million over 1947-51 fell very short of India’s requirements.'** India pub-
licly claimed no less than £100 million per year to be released, and countered
Britain’s wish for interest to be waived with the normal rate for central bank
assets. On matters such as the defence stores and installations and the pensions
for retired and retiring civil and military personnel, India was largely amenable
to British claims against the balances, but here too insisted on market interest
rates.'*

Narahari Rao, representing the Government of India’s Finance Department,
added that the Indian delegation assumed that it was agreed that all of India’s
sterling earnings would become freely and multilaterally convertible at the
latest from July 15, 1947. Eady, who had been forewarned that Washington
was closely scrutinising the sterling balance negotiations, responded by
abruptly breaking off discussions ‘in view of the gravity of the statement
which had just been made.” '*°

While Narahari Rao’s understanding of the implications of Washington’s
policy drive were correct, Eady’s dramatic reaction reflected the real limits to
convertibility: the structural problem of ‘the sterling overhang’ that, in combi-
nation with imminent imperial retreat and Indian plans for economic develop-
ment, foreshadowed a run-down of Indian sterling balances that Britain could
not afford.'”’”
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London’s response to Eady’s performance was unequivocal: “The Chancellor
[of the Exchequer Hugh Dalton,] asks us to let you know that he thinks you
have made a very good start. He agrees that you should not yield an inch on
any point.’'%®

On February 13, the Indians downgraded the talks to ‘preliminary and
exploratory’.'” The ‘sudden conclusion’ of the first round of sterling nego-
tiations, Commerce reported, ‘took financial circles [in Delhi] by some sur-
prise’.!'" Unlike the officials in the Treasury in October 1946, the Indian
financial circles had expected a great deal from the Delhi discussions. Revealing
an optimistic misreading of the state of international financial affairs, Com-
merce added that, unless some conclusion emerged from the next round of
talks scheduled for April, ‘there is every likelihood of Britain approaching
America, for the postponement of clause 10 of the Anglo-American Loan
Agreement.!!

It was evident to the British side, well aware of Finance Minister Liaquat Ali
Khan’s political difficulties as a Muslim Leaguer in the Congress-dominated
Interim Government, that negotiations had stalled in the face of Indian dom-
estic political realities. Eady reported back to the Cabinet Office on February
14: ‘Tt is perhaps too much ... to expect that Liaquat should take responsibility
of sponsoring unpopular agreement at present time.”''* He went on:

In spite of our disappointment and fears that their lack of willingness to face up now
may cause trouble, there is something on right side of account as result of our visit.
We can show Washington that we have made a real attempt to clear things up,
that the Indian Delegation admitted our anxiety to meet them but that Indians
would not come to meet us.'"?

Eady and Cobbold then left India for negotiations with Egypt, as had been
planned in Whitehall in October 1946, and by June 1947, Egypt and Sudan
were formally excluded from the sterling area.''* Also in 1947, Iraqi sterling
assets belonging to banks, the government and the currency board were also
blocked, although private accounts were not.''”

On February 20, 1947, Attlee announced that India would be independent
by June 1948 at the latest. Thereafter, the Indian political landscape altered
rapidly and dramatically. Liaquat Ali’s populist budget in late February
resulted in a backlash of opposition, first from industrialists and then from
Congress, which passed a fateful resolution in early March agreeing to the
partition of Punjab province.''® Still, Liaquat Ali continued to push for a
settlement on sterling balances. Even political fall-out from the Muslim
League’s budget, did not deter his stance against any scaling down of the
balances. Commerce remained hopeful in early May 1947, pointing to Liaqat
Ali Khan’s plans to travel to London with Finance Secretary John Matthai,
and the Governor of the Reserve Bank for negotiations on the ‘repatriation
of sterling balances’
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It can be safely assumed that discussions on a ministerial level on the subject of sterling
balances will have commenced before the end of this month ... unless important politi-
cal developments hold up the team in the wake of a new award by the British Cabinet.""”

Until May, then, it was anticipated that Britain’s transfer of power would be
by June 1948. On June 3, 1947, however, that time-line was drastically altered.
The Interim Government — as well as its plans to pursue negotiations in London
- were thrown into disarray by the Partition Plan of the last Viceroy of India,
Lord Louis Mountbatten. The Interim Government’s sterling balance del-
egation had been set to sail for London the very week that Mountbatten
announced his plan for partitioning British India, and Commerce worried
that one of the implications of the Partition Plan was that the delegation
would be ‘dropped’.''® The postponement of the delegation was ‘regrettable’,
Commerce noted, ‘for an early decision in regard to the sterling balances will
be in the interest of all Indians.’'"”

While the Government of India continued to function as a single entity, even
as the division of departments and assets was bitterly disputed by Congress and
the League, this state of affairs left the Muslim League, the party of Mohammed
Ali Jinnah, out in the cold. Ever the lawyer, Jinnah warned in late June 1947 that
a reconstitution of the Interim Government would relegate the Muslim League
to the ‘invidious role of spies on behalf of Pakistan’, leaving Congress in posses-
sion of government machinery.'*’

Just weeks later, when sterling balance negotiations picked up again in
London, Narahari Rao glossed over these unresolved issues of sovereignty, by
describing the government he was representing thus: ‘In India at present
there was economic unity and a firm Central Government which had
become strengthened during the years.'*'

The Second Round of Indo-British negotiations, and Questions of
Sovereignty

The history of the Raj, according to Tomlinson, was characterised by short-
term policies, whether in regard to the gold standard, or military victory
during World War II. This short-termism is also apparent in Britain’s sterling
balance negotiations with India that involved at least six agreements through
1953.1%2

Although the Treasury may not have formulated a conscious policy, the pri-
orities outlined at the October 17, 1946 meeting make Whitehall’s decisions
legible in an empire-wide frame within which officials ordered a hierarchy of
debts Britain intended to honour.'*’

Most important was compliance with the terms of the American Loan Agree-
ment, which necessitated discussions with India whether or not a settlement
could be reached.'** Egypt with the next most significant share of sterling bal-
ances, was to be tackled alongside India. Then, in descending order of priority
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came Australia and New Zealand and Brazil, followed by Palestine and Ireland.
The officials gathered at the Treasury in October 1946 agreed that the settle-
ment of the colonial sterling balances could be left until the end, and it not sur-
prising that African colonies were enlisted by November 1947 in the effort to
address Britain’s flagging finances.'*

Whereas Tomlinson situates his study of Indian sterling balance negotiations
firmly in the post-colonial era, Treasury archives show financial discussions in
London during July and August 1947 were held during a liminal period on the
sub-continent, where overlapping sovereignties had long been maintained
within the London’s imperial framework.'*® The first interim sterling balance
agreement between India and Britain, which established a pattern of
‘blocked’ No. 2 accounts, was negotiated in London in July 1947 - so soon
after Lord Mountbatten’s Partition announcement that a division of resources
of the nascent post-colonial states had yet to be agreed upon.

The innovation, which had earlier been opposed by the Bank of England,
involved some additional discussions with the Indian delegation, but reveals
Whitehall’s desperate calculations and the changed international balance of
power."”” Having nearly reached an agreement on the morning of July 25, a
second meeting was held at the Bank of England in order to sort out Indian mis-
conceptions about the No. 2 account.'”® Yet another discussion would be
needed to explain restrictions on the No. 2 account that the Indian delegation
had not realised, and it was agreed on the July 28 that the agreement would list
items that could be adjusted against the No. 2 account.'*

The Foreign Office’s August 13 telegram to Washington served the double
purpose of informing British representatives that U.S. officials could be
informed that a deal on Indian sterling balances was imminent, but that
aspects of the agreement, which would be pursued privately with the Indian,
could not be shared with U.S. officials.'*° Paragraph 5, which was to remain
confidential from the United States Government reads:

India remains in the sterling area. The balance of the No. 2 Account will not be openly
frozen but for your very private information we shall by private agreement with the
Indians send a letter of direction to the Bank of England under regulation 2 (A) of the
Defence Finance Regulations 1939 which will of course, have the effect of freezing
without publicity, although the Bank will formally notify the Reserve Bank.'*!

If the agreement signed with India on the eve of the handover of British
power violated the spirit and letter of the Anglo-American Agreement, the
negotiations in London took place against a background of extraordinary Par-
tition-related violence, and with the question of the sovereignties of hundreds
of Princely States still unresolved."*> The six-month agreement was signed only
four days before Britain suspended the convertibility of the pound and at a time
when the Treasury’s Dalton knew that Britain’s overall sterling balances had
scaled a new high."”® Far more curiously, the agreement was signed only a
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day before the handover of British power, and yet ‘was binding also on the new
State of Pakistan’.'**

The Indian side that entered into the agreement on August 14, 1947, the very
day Pakistan celebrates its independence, had been repeatedly quizzed about its
authority by the delegation consisting of officials from the U.K. Treasury, the
Bank of England and India Office about its standing in the negotiations. On
July 23, the Treasury’s Eady asked pointedly whether the Indian delegation
could speak ‘on behalf of all the elements in India which, until recently, had
been under the control of the Central Government’."*” Invoking the Govern-
ment of India, Narahari Rao stoutly maintained that his delegation’s authority
on the technicality that it ‘could not in any case be impaired before 15th
August.">°

Eady’s queries were not only about the imminent establishment of Pakistan,
a valid enough question as committees in India were negotiating the division
between India and Pakistan of the financial and other assets of British India.
It appears that Eady was concerned with the undetermined sovereignty of
the Princely States, which numbering in the hundreds made up two-fifths of
the sub-continent but did not fall directly under the colonial administration
of British India. On July 10, Eady had expressed concerns about capital move-
ments of States, specifically naming Hyderabad’s ‘failed efforts’ to move its
money to London on July 16."*” On July 23, Eady insisted on clarifying the
terms of any agreement the parties in London might achieve, stressing:

It would be a corollary of this understanding, for example, that any question arising
with separate States was, for the purposes of this Agreement, an internal matter
between the Government of India and the States concerned.'*®

Indeed, the initial London agreement, which established the basic principles
and mechanisms for all subsequent negotiations, came into effect before South
Asia’s new boundaries were made public, both external in the case of those de-
limiting India and Pakistan and internal with such as Hyderabad and Travan-
core were making moves towards declaring their independence."*” The Treas-
ury’s preoccupation with Hyderabad may be explained that this was the largest
and most populous of Indian States, whose fabulously wealthy Nizam had
started making moves towards a declaration of ‘alter-national’ independence
from both India and Pakistan.'*’ In light of the studied indifference of the
United Kingdom and the United States to weigh on the Nizam’s appeal that
went as far the United Nations, however, Eady’s very specific concerns about
whether his Indian counterparts would be able to control Hyderabad’s capital
movements are remarkable. The question of Hyderabad’s sovereignty was
not resolved until India took to military action in September 1948, following
a trade blockade imposed by Delhi.'*'

The financial negotiations show that colonial agency and asymmetric knowl-
edge played an even greater role in the transformation of British India. The
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archived minutes reveal an understanding between the Indian and British sides
about a central financial machinery for ‘India as a whole’, which would imply a
joint currency for India and Pakistan. In response to Eady’s expressed hope that
this central machinery would be maintained, the negotiator for the Indian side
stated his belief that a joint currency would be desirable for four or five years.
Pakistan, Narahari Rao elaborated, would likely have a currency board ‘just as
Burma had a Rangoon Board’."*?

British officials were keen to ensure that the Partition of British India did not
disrupt economic linkages between the post-colonial nations. Official minds
had been considering Britain’s long-term economic interests well before the
end of war in 1945, and certainly well before the hastily executed Partition of
British India in August 1947."*’ The case of Pakistan’s missing monetary auth-
ority takes on far greater significance, then, amid indications from the minutes
of the second round of sterling balance negotiations in London, that metropo-
litan plans for Pakistan may have not involved an independent monetary auth-
ority, but a currency board akin to Burma’s.

On the rapidly changing South Asian ground, however, their plans proved
unstable. Cyril William St. John Turner, in Pakistan on secondment from the
Bank of England, discovered in September 1947 that Lord Mountbatten had
promised Pakistan its own monetary authority, and that this undertaking was
being seriously entertained in the new makeshift capital of Karachi.'**
letter to Raymond Newton Kershaw, the Bank of England’s specialist on cur-
rency boards and a close associate of Bank of England Governor Norman,
St. John Turner bewails the fact that he is unable to trace the Ordinance,
signed by Mountbatten on August 14 — Pakistani Independence Day. The sep-
arate currency authority for Pakistan, according to the untraceable Ordinance,
is to take effect from October 1, 1948. There appears to be little for Kershaw to
do. By mid-November, Kershaw noted in pencil: ‘T should certainly make every
effort to avoid Exchange Control between Pakistan and India’.'* By the start of
1948, St. John Turner was chairing a committee to determine the best methods
to meet Pakistan’s need for trained bankers, an initiative of Pakistani Finance
Minister Ghulam Mohammed."*°

The Bank of England’s deference to Mountbatten’s legacy appears to under-
score the India Office’s thesis ‘that having created Pakistan it is our business to
put them on their feet”'”” Although the Treasury ‘hotly’ denied the India
Office’s view, Eady outlined an adjacent policy:

In a

Again, in very simple terms, the broad position is that both Pakistan and India should
be complementary economies. Pakistan has a cereal surplus and the raw jute, and I
think some of the cotton. India has cotton and jute mills, coal, shipping facilities at
the ports and the Reserve Bank and a financial market.'*®

This ongoing desire for complementarity was formulated even as financial
and economic tensions between the two newly established Dominions were
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rapidly escalating. Indeed, as would be scrupulously tracked by the Bank of
England, parity between the Indian and Pakistani rupee was maintained
throughout the chaotic changes that accompanied the new 1947 borders and
the Indo-Pakistani contestations over their sterling balance shares. Even the
July 1949 Inter-Dominion Payments Agreement ensured that there would be
no exchange control between the two countries till 30 June of 1950."*

Conclusion: Shaping Decolonisation, Redrawing Empire

While Britain’s precarious finances, emblematised by its sterling balances, cer-
tainly were a precondition for Britain’s imperial retreat, this paper has argued
that difficult financial negotiations about Britain’s ‘sterling balances’, amounting
to more than £1 billion owed to British India, profoundly shaped the post-colo-
nial order of the Indian sub-continent. The archival evidence presented here
makes it difficult to accept Tomlinson’s periodisation of Indo-British financial
negotiations as a post-colonial arrangement. In this more connected history of
post-colonial state formation, the paper offers economic history as an alternate
archive to the divisive historiography of Partition.'*® An economic history of
decolonisation that circumnavigates state-narratives, moreover, can examine
hitherto neglected relations between decolonisation and post-War capitalism.
Britain’s ability to leverage its imperial knowledge during the sensitive Indo-
British negotiations played an important role in the transformation of Bretton
Woods’ idealism into a system that did live up to the forgotten enthusiasm for
international economic development of July 1944."'

Financial negotiations in the months before the transfer of British power,
kept separate by metropolitan officials from political discussions about the
end of empire, reveal a hierarchy of Whitehall’s empire-wide calculations of
Britain’s post-War economic plans. The first round of Indo-British negotiations
in early 1947 was held before any concrete plans for Partition. Both the Muslim
League and Congress were against any scaling down of the sterling balances and
hoped for a settlement to fund industrialisation. The British delegation’s
unwillingness to make concessions, and the politically delicate position of the
Muslim League within a Congress-dominated coalition government in Delhi
resulted, as Eady may have hoped, in the negotiations being downgraded to
exploratory. The British delegation moved on, as had been planned earlier in
Whitehall, for talks with Egypt, whom they were more prepared to remove
from the sterling area.

Partition, announced in June of 1947, divided not just the united stand of
politicians in late colonial India, it also up-ended the Interim government’s
coalition. The Indian negotiating party that travelled to London reflected the
Congress position. The Muslim League was left negotiating financial assets
on the sub-continent, while the ‘Indian’ delegation led by Narahari Rao
rushed to conclude a meeting before his delegation’s authority expired on



20 A. HUSSAIN

August 15, 1947. Thus, the interim Indo-British agreement signed on August
14, applied to British India, and as a result included Pakistan and India. More-
over, the British negotiators also urged the nearly post-colonial Indian negotia-
tors to ensure that the new nation-state would control the as-yet undetermined
sovereignties of the Princely States, whose layered and variegated sovereign
status had been governed separately from British India under the doctrine of
paramountcy since 1928.'%

Great Britain’s massive sterling balances, accumulated during World War II,
serve as the analytical link between the decolonisation of British India, which
accounted for one-third of all sterling balances, and the post-war multilateral
agenda of the United States, suspicious of the discriminatory implications of
its sterling bloc. Whitehall viewed the issue of settling the sterling balances it
owed to British India within the greater significance of sterling’s role as an
international currency, which involved resolving the structural imbalance
caused by its massive outstanding sterling balances, all the while keeping the
Americans satisfied that the terms of the Anglo-American Financial Agreement
were met. The conclusion of the interim Indo-British sterling balance agree-
ment, just days before sterling’s experiment with convertibility was halted, in
addition to the formalisation of ‘frozen” No. 2 accounts are part of the impor-
tant ways in which the Bretton Woods system had been planned.

While the British Treasury’s view of sterling balances was an imperial one,
the establishment in Delhi of the Interim Government in September 1946
raised concerns in the Treasury and the Foreign Office about the implications
of the transfer of power.">> During World War II, the British Raj had become
more important to Britain’s foreign policy and extended to the resource-rich
Persia and the Persian Gulf."”* The Bank of England and the Treasury, who
had increasingly overtaken the India Office in influence over Indian monetary
affairs, corresponded about their concerns in April 1947 that an independent
India might withdraw from the Commonwealth: ‘Clearly, Bretton Woods
and all that is unaffected,” reported Ernest Rowe-Dutton, Third Secretary of
the British Treasury, adding that sterling area arrangements would also not
be affected.'> In reply, the Bank of England’s Cobbold highlighted ‘some cur-
rency or financial problems’ with for example Nepal, the French Establish-
ments, Goa, Afghanistan and the Persian Gulf Sheikdoms. Even if India
remained in the Commonwealth, Cobbold added, the Bank was already moni-
toring the rupee in ‘Burma and Aden, and similar questions will arise in Ceylon,
British Somaliland and elsewhere’."*®

A Burma Currency Board backed by sterling was established in April 1947, a
fairly rapid follow-through of policy that had already been in the works in
January 1947."7 By contrast, the Reserve Bank of India inherited responsibility
for both India and Pakistan in August 1947, with the rupee and existing coinage
to remain common to the post-colonial states till March 31, 1948.1°® The RBI’s
dual responsibility, moreover, ran counter to the India Office’s assessment in
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early March 1947 that the viability of potential successor states to British India
would depend ‘to a considerable extent, on the manner in which we in fact
transfer the functions of the Central Government whether the separate areas
have any change of maintaining themselves’."”

Mountbatten’s Partition Plan of June 1947 appears to have disrupted a fragile
consensus between the main anti-colonial parties, both of which had under-
stood the sterling balances as a development fund. The short-termism of the
Raj’s policies is apparent, not just in the accelerated time-line implied by the
Partition Plan, which allowed paramountcy to lapse, it also allowed Mountbat-
ten to promise Jinnah his own currency, rather than the currency board
planned for by the Bank of England. Relations between the newly established
Pakistan and the Reserve Bank quickly deteriorated. Just months after indepen-
dence from Britain, Indian and Pakistani differences over the prized ‘sterling
balances’ came to a head in December 1947. Within weeks of a decision by
the Partition Council on the difficult division of the sterling assets of British
India, India made clear that it would not transfer the agreed upon Rs. 55
crores, ‘and the Pakistanis went through the roof.'®® Smoothed over,
however briefly, by the involvement of Mahatma Gandhi, the acrimony
prompted Pakistan to bring the RBI's involvement in its monetary affairs to
an early end. The State Bank of Pakistan was established - without enthusiastic
metropolitan support — in July of 1948, as the Muslim League and Jinnah
asserted the rights that had been accorded to them by Mountbatten’s rushed

and under-defined Partition Plan.'®!
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