
AUSTRALIA 

Conversions; Sterling Bblances 
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The rising balances of the DO!llinions tone rndii! ( tl S  of 

other members of the Sterling area)  were & constant pre-occup�tlon 

of H." I . Government; bod means by which they were kept b t  levels 

more or less consonant with the requirements of ttl8se territories 

are described in adj�cent chapters . In India, where sterling piled 

'lP rupidly, u 1ar138 �)roPGrtion of pre-wt:.r sterling debt WtoS disposed 

of by means of vesting bud repatriation of securities, but balances 

at the end of the war were still very high. South J-lfrlcLln 

accwnul!:1tions were on b slIll:tller sCble; ho""'�.v�in the gterling 

Qrea, South ;\fricl::l. trieo to Jri.E.intain gala stbnat;.rc. prl;l.ctices, £.nd 

though selling linything up to £80 million b year 01' her surplus gold 

for sterling she nevertheless finClnced h:lrge imports from the 

i'/estern Hemi sphere in gol{;. Two rep�tribtions of sterling 

securities I;:.mounting to about £74 million South Hfricb likewise 

covered in gold. Lete in the war she agreed to PbY about £33 million 

towards her WClr expenditure. 

course. 

In .... ustrblia Clnd New Zebl.s.nd things took a different 

There was no question of either Dominion contribut ing b 

substt-ntlb.l CI..nount of gold to sterling hrea 1'in/;lnce s .  Nevl Zeblbnd, 

whose sterling hbd suffered a rapid decline in the immedibte pre-w�r 

Y8brs, W/;lS b.ble, with the help of the British btlnking system led by 

the Bank of Lngland, first to convert .... itL success !:ono. l;.1ter to PCly 

01'1' u s ubsttllltil:l.l pC:l.rt of 10Cins due. Sne only Cl.greed, with so.:ne 

reluct�nce, to extend Reverse Leot-LeClse in September 1943. 

The first war-time "ustrblian conversion operbtion bei;bn 

to be discussed, between the Governor , E •.. , . Trebsury, the "ustrt: liun 

High COill!D.issioner in London 1.. 0 ,."", ..Jruce·)  bnd Lora :aendyne 
� 

(Nivisons ) ,  in the autu:nn of 1940, about a ye&r before,4,
f13t million 

Co�onwealth LOun WbS due for repbyment. Sinking fuoa Urr/;lnt;e.Jlents 

under the j1ct to coos01io<...te the debts 01' the CO!Illllonweolth bOO. Stbte.S 

were complex, but there were option!;;.l  repc.yments (<At 3 ifionths ' notice) 

umounting in &11 to £45 million io 1941. 
It wes 
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I t  was suggested that Australian repayments might b e  

financed, so far a s  loans were not converted, b y  using the 

Commonwealth Bank as a reservoir much as the Locel Loans Fund was 

intended to be used for sieilar repayments of the obligations of 

British Local Authorities, if they bore 8 rate of lntereet of 4� 

or over. 

�;:b.��. 
An obj ection to this pr.op osal was that in such 

�l 5�5 r"J"""'� 
Australia might be t empted t o  �A on optional 

conversions in order to secure at an earlier date a slight 

a case 

reduction in annual interest cheree s .  This Nould make i t  More 

difficul t for H .1: ,Treasury to abtain repayment of Australian war 

costs� • 

An early decision O:arch 1941) was, however, flede 

that the r.::toney to repay non-converting halters ",ould be provided 

out of Vote of Credit"'" in exchange for stock of the new 

issue ( s l . The Bank agreed to re<:istration of the stock "in t!1e 

names of the usual noninees of the Bank of England", thour:h it 

would in fact be a Treasury holding. 

An offer of renewal of flz,t million COIll,onwealth of 

Australia 3m' Registered Stock 1939/41 was ac cordingly made on 

the 17th April 1?41 - reneWAl waE for 3 years, repayable on 

1st October 1944, with optional redoaption a year e8rlier on 

eiving 3 months' not i c e .  

On 21st I!ay notice was also eiven that the 

COMmonwealth Government ' s  offer to convert a further £30 million 

l'Iould be exercised. The announcement Nas J!l8de by .j.uestion '3-nd 3.Dswer 

* c . f .  simllsl." objections to "ull repaYMent by the r;ew Zeala.nd 
Government . 

* This did not reQuire special legislat ion. 

Bank of England Archive (M5/537)



1 2 7 0  ��e Hous� of Commons. The Chancellor's reply st& ted tr./j, t " I 

bOO glad to be /j,ble to &nnounce that bn offer of conversion ill 

respect of those stocks ebrrying a higher r&te of interest thun 4% 

will be �de forthwith. In order to fbcilitbte this oper&tion 

without interterenee with the Government ' s  borrowing operbtions , 

I h&ve &greed to bdvbnce from the Vote of Cr�dit to the Commonwealth 

of J.ustralia such sums as may be necessary to reptlY bny unconverted 

stock. " 

A note by Mr. Kershbw to the Governor ( 6th "pril 1942) 

begins " . . . . . . .  My broad view . . . . •  is thet the ;"ustralian Government 

debt is far too Ibrge for sefety, bnd that we Should, therefore, 
" 

welcome bny opportunities (such as approcching maturitv) for its 

reduction to & more �nageable level. But I tebr thb t in present 

circlllDst&nces the question of purchases, whether in New York or 

London, is largely bcademicn• He went on to point out the fhl l ,  

rClther thb.n rise, in "ustrl:llia ' s  London funds : on 30th .�rcb the 

Commonv.eblth Bank held just over £40 million. Hustra1ia ' s  sterling 

position would probbbly be more fbvour&ble in six or nine months ' 

time, she would soend less on imports, c.nd for some of her exports 

(WOOl, butter, meett) she would receive sterling whettJer they were 

shipped or not. 

To the end of 1945 there were, including a slllCtll a .Hount 

of ;.1unicipal debt, £35 million due for reptlYlllent, nel:l.rly half (£16! 

million) on 1st Jetnub.ry 1943. In addition options �nountin� to 

£108 million � could be rep"o.id by December 1945 on ;iving three 

months ' notice*. 

Correspondence with the Treusury on whbt proved eventually 

to be the largest conversion operbtion ever undertaKen by ,.ustrblib 

begCln with a letter (Governor to dr R.Hopkins 1 . ? 42 ) .  The 

Governor 's  final peragrbph read n • . . . •  I have the ideu thbt rbther 

than pay for the Com.nonwee:.lth Bonds &t m£turity it would be better, 

if necessary, to go throui�h the forJl of renewing them v.i th the 
Tret:lsury 

·Coaunonweulth t:.nd stute LObns maturin<::, in or before 19?5 t1(Dou.nted . 
to well over £400 million. 
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Treusury bS underwriter. � lthougb Cbsn is likely to be cluimed or. 

practiC<llly ul1 the ill1:Ituring bonds, you, nevertheless, woulc receive 

a marketable security which we coule. try tono sell Ibter,bnd this 

£16t million vlOuld t:Uerefore not be includeD. in the lloney which you 

forced to forgive bna forge t ! "  On the 3rd will eventu�lly be 

November l o, .. et,... �uce visited the Bank to discuss the fl6t 

million 2t% �tock maturing on 1st J&nUbry 194j . 'The Governor 
....... .... -

advised llim to issue a 3iQ Stock,Ollituring in i!ifEf 1946/ ut 96, which 

woulo. yield £3 : 12 :  6 to redeUlption. Notice ...as issued on the 20th 

November 1942 to convert the flsk million into Commonwealth of 

Austr&lia 3% Registered Stock 1944/46 .  
I-.",,� 

8,tgll.t@t#j8kay Bruc e ' s  visit WbS followed by discussions 

between the Governor, Lord Glendyne and :.1r. Lewis (London .fu.nbger of  

the Commonwealth &,nk) early in Janubry 1943, Hnd agl:lin in ..Jarch, 

on the prospects of selling the large blocks {£14! �illion in all}  

of "ustrHlitl 3!% 1961/66 ant. Austrt.llib 3)0 1944/46 held. by the flank as 

security �gElinst lObns to the Commonweblth Blink. Lord Glendyne 

WElS bsked � to impress on both the Co�onweblth 

HbnK bnd the j,ustrl:.11illn Government "the ff1vourt.ble treb t�ent .... hich 

tbe Dominion hao received by having their conversion lObns under­

written by the Treasury" . . . .  "<.. 150 to remina them of the very large 

illt.turities ol" j,ustr!:.lian loans running at high rCite:.; of interest 

over the next few years uno to suggest thbt they could not expect 

these to be unoerwritten in the sa.1le way unless they in turn v.ould 

agree to the sl:lle of such stOCKS bS they mie.;ht bl;:; left with as 

soon <.I S  possible, even if they showed a loss." 

On the 30th September 1944 ( reporting date) Australian 

sterling balances amounted to £\�$ mn .  and opinion was already for�� 
on the possibility and desirability of paying off £87 mn . due on tbe 

1st July 1945 in ODe operation, leaving £21 mn . to be dealt wi th in 

one fUrther operation. 

At the end 
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At the end of October Mr,KershBw wrote "The procedure 

to be followed - apart from dates and size of operations - depends 

mainly on one basic factor . . . . . . . .  i . e . ,  the size of Australia ' s  

London funds at the time of negotiations, and the view they take a s  

t o  the amount they can spare for possible redemptions . . . . . . . . •  " 

"In my view Australia would be ill advised to let her sterling fall 

below fl00 mn. until the post-war contraction begins; and I should 

feel happier about her prospects if she kept to a minimum of f120 mn . "  

It seems to have taken a long time for the Australians 

( and their British adviser s )  to come to the conclusion that it would 

be possible to deal with all the 5% loans with options in 1945 in one 

operation. The Governor { Lord Cattol used a bolder tone in his note 

of 11th December 1944 . . . . . . . . • . . •  mwhy not take first things first and 

offer conversion of the £68 mn .  into a ?% stock; say. possibly 3t�. 

depending upon the length of loan, to be underwritten by the 

Australian Government and paying £34 CD. or thereabouts or anytaing 

in excess of that by H.M.T. If this succeeded then plainly every 

redemptioD could be 

as to whether all the 

dealt with; indeed consideration might be given 
� 

5% loan on which there are options in 1945 should 
" 

not be dealt with at the same time . 

A tentative proposal for a large-scale operation from 

:Jruce (4th January 1945 ) seer.S to ha"e revived doubts 

even in Lord Catto ' s  mind • • • . . . .  , "I said he seettl« to ma to be 

suggesting a very complicated transaction and Ola:l that I very much 

doubted could be worked in the way he wanted. Any borrowing frOD 

H.P.T. would, of course, have t o  be shown and it would seem very 

ourious that H.t,�,T. should be lending money to Australi a  when her 

sterling balances were at such a high peak as they are now and would 

be even if £30 mn. were deducted. Apparant ly this had not occurred 

to him: he thought the suggested borrowing would be arranged 

privately between H.tl.T, and the Australian Government .  I replied 

that however private it might be it would certainly h ave to be shown 

in the figures both here and in Australia . "  
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On the 10th January it was agreed that the Treusury 

would underwrite £60 mn .  of the repayment of five issues  maturing 

in July !:Ind August and amounting t o  £94.3 mn . ,  the Austr&lien 

Government to provide £:54. 3 nm . out of their sterling balance s ,  

leaving £14 . 1  mn .  New South Wales 5% stock to b e  dealt with later. 

On the 1st February the Bank put forward 8 suggestion that this 

should be met by the issue of a short , which it wa��ught would 

as there was a scarcity of short-term Aon the London be successful 

market at the time. Tbe matter did not arise urgently until 

August and the Treasll.ry were in any case averse from asking the 
to "'JrcA- /1:> 

Chancellor/ .... a loan. � N f' "  I I _ 

fixed. 

, 'w j o"C w_� 
On the 24tb August the terms of  the" c onversion were 

An issue of Australian 3;0 stock 1952/60 at 98'/0 was (r.ade . 

:£9, 750,000 ( nearly 70;;) was converted . The Australian Government 

made no repayment and the Commonwealth Bank took up the unconverted 

balance with a view to selling at their discretion as and when 

market condi tions alloweJ.. 

On the 4th �rc:. Bruce wrote to confirm 

that Australia would repay f34. 3 mo. out of their sterling balances 

and that "any part of the f60 mn .  not converted will be taken up 

by the Commonwealth Bank with a view to reselling. Should the 

amount not c onverted exceed f15 mn .  it is understood between us 

that such amount will be financed by the Bank of England, if  it i s  

deSired, in the same way as unc anverted stocks have been handled 

in previous operation')�' 

Notice of conversion of the five stocksX was issued on 

27th },�arch. Nearly f57 nm . out of the possible f60 mo . was converted. 
x

f68, 419,293 C ommonwealth of hustralia 5� Regd .Stock 1945/75 
£7, 217.819 South Australia 5it Regd .Stock 1945/75 

£11 , 71 7 , 984 Vic toria 5� Inscri bed Stock 1945/75 

(of which Stocks notice of redemption bad already been given) 

£599,000 Tasmania 5; Regd . Stock 1945/70 
£6, 357, 771 Western Australia 5% Inscribed Stock 1945/75 
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The B ank ,  two C leuring Banks �nd two of th� "ustr!J.lian 

banks* , assisted in cflrrying out the necessary ,.;ork, '" t<: :;k f':lr 

beyond the Commonwe21th Bank ' s  staff ' s  capacity . The Bank of 

EngLmd ' s  ch&rge for their assistance ,  based on their own out of 

pocket expenses , 'v IS £7, 500. 

*\'1' ;tminster, G-1: n lil1s, B.snk of �ustral<,si< md C:ommerci �l 
B;mk of i\ustralia. 
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1 2 75 
1 5 .  5 . 50 

U. K . Sterling Liabilities to Australia • 

( comprising denosits, advances , bills, and if held for bank�ng 
offices in Australia, Brltish Goverllinent securities) 

£. millions 

Total 

At 31st December 1941 52.6 

" 31st I·larch 1942 45 
" 30th June " 50 
" 30th September " 60 
It 31st December " 66 . 6  

" 31st }.larch 1943 60 
" 30th June " 60 
" 30th Seotember " 65 
" 31st December " 83.9 

" 31st March 1944 105 
" 30th June " 140 
" 30th September " 145 
" 31st December " 146.5 

" 31st I·larch 1945 147.5 
" 30th June " 145 
" 30th September " 120 
" 31st December " 134 . 3  

" 31st March 1946 145 
" 30th June " 150 
" 30th September " 160 
11 31st December " 160 . 3  

Cor _(Jon':,'.:rJ!th 
Bank Holdings 

46 . 4  

37. 3  
47. 5  
58.3 
62.4 

56. 7  
57 . 6  
64 . 3  
78 . 3  

9 5 . 4  
125. 0 
138.9 
141 . 2  

146.4 
141 . 8  
113.2  
125 . 2  

131.1  
138 . 6  
150.0 
153 . 2  

Otht:r Official 
and Funds 

6 . 2  

8 
2 . 5  
2 
4 . 2  

3 
2 
1 
5 . 6  

10 
1 5  

6 
5 . 3  

1 
3 
7 
9 . 1  

14 
11 
10 

7 . 1  

Note End-year figures have been revised but those for 
end-quarters are estimates obtained by an aporoximate 
correction of the unrevised figures, 

Statistics Office. 
15th May 1950, 

R . II . J . /565. 
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