








CONFIDENTIAL

Foroign Exchange Control in Conadn W.B.Ts

By the ond of fugust 1945, outstunding advuncas by the
Copnditn Goverment to tho Forcign Bxchungo Contrsl Bowrd had rouched
gn ell~time peek of 1.2 billion dollars. Goverment ccelunts show
thet s of lerch 31, 1945, outstonding wdvances to the Bowrd -nsunted
%5 B850 million dollurs end the nanth=by-month edv.nces since then, s
disclosnd by the periodic reports »f tho Comptriller Gunorel, wors os
Pollaws: Moy, 100 million dollers; June, 100 millicn dollers; July,
100 nillion dollurs; end fugust, 50 million dollers. & roeeord af the
erounts ndvenced to the Bocrd by the Govermient end the cmount out-
stending ot the end of vach fiscul yeur (March 31) wnd et the ond of
Jugnst 1945 is shown in the following teble:

Govornment idvances to the Cencdion Foroign Exchange
Control Bosrd
(In millions of dollurs)

Fiscel yoor ending tmount of Jmount
’ Mcreh 31 ndvances sutstanding

193 325 325

1942 Loo 725

1943 -3251/ 1,00

1944 185 585

1945 265 850

apr.-tug.1945 350 1,200

T/ Thc Bocrd turncd over 700 million doilers of accu-

= _uloted sterling to the Govermint which luft o nut
crodit brlenco of 325 miilion dellers for ths yeor's
spert.tions tnd rosultud in e corresponding deelino
in the sutstonding cdvinces.

s ¢ rule the Cunedian Govermment dses not disclosc tho
naturs of its sdvences to the Exchengo Boord, but it is gunerelly
roccgnized thet the underlying reason for their sizc in rccent months
hos boen the Board's effort to miintein the prescnt rote of exchenge
between Conadicn end United Stetes inllers in the free of o hoavy drain
on its rusources rusulting from ¢ lerge treffic in sccurities, incruused
tourist cravel end lergo purchascs by the Frunch and by UNRRA. It is
sxpocted thet by the onl of the next fiscel yeer (Merch 31, 1946), the
prosent high levdl of odvences to the Exchenge Board will heve been
roduced since thu sees~nal flow of tourists will hevo ended crd the
midsurmer flow of sceurity trinsfors seross tho Cancdian~Unitcd Stetes
border hes now subsided. Morcover, o Cenedizn ersiit to Fronec, pro-
vided for under legislotion rucontly introduccd in Ottawr, is cxpocted
£~ dgeropsa the druin of Cencdian ds1lars Trom the Bxchange Contrel
Rorl vhich churwoturizes the Fronch c¢..sh-purchose proagrom. o
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Nominstions to Board of Dircctors of the
Export~Import Benk ¥.J.P:R.,

it prosent the Sscrotery of Stato is tho only mombsr of the
five-men Bowrd of Directors of the Export-Import Bonk provided for in
the Bxport-Import Bunk fct of 19,,5. The Sceretery may designate en
officer of tho Stuto Dopsriment, wppointed by wnd with the edvice rnd
consont of tho Sencte, to cet for him in tho dischargo of his duties
cs ¢ Dircetor. It is rumored thet Assistant Secretary Cluyton mey be
so designoted. The only other Director nomed in the ftct wos tho Forcign
Feonomic fdministretor who wus to scrve es Chuirmen of tho Bocrd of
Directors. The fot provided that if the Foreign Economic sdministretion
cuesed to exist the Prosident, by and with tho advice end congont of
the Soncte, would appoint & Dircctor to teke tho plico of the fdminis-
trotor end would desigaste from time to timo onu of tho fivo mombors
of tho Boerd ss Chuirman., It was slso provided thet the Prosident
would eppoint throe other Diroctors, by gnd with the cdvice end con=
sont of tho Sonate,

The former Bocrd of Trustees of the Bank ceascd to funetion
«& of October %1. The now Boord will begin to function as socn as two
of the moembers to bo appointed by the President heve boon cppointed end
cpproved.  Sinee the Bourd of Dircctors must puss on ¢11 loans made by
the Benk, no now louns may be suthorizod until two .ppointments to the
Board oruv cpprovod. President Trumen h.s recently nominaoted Willicm
McChasney Mertin, Jr., Horbert Berlo Geston, end Robert Tembrock Stevons
cs mombers of the Boerd. These nominetions huve boeen sent to the Scnate
for approvel. fccording to the Export-Import Benk Act of 1945, not more
then throe mombors of the Bemk's Boerd of Directors may belong to any
onc politiecel party. Mr. M.rtin, Mr. Geston, end the Secretery of Stete,
or the person designated by him, £re Democrets; Mr. Stevons qualifies as
o Republiccn. Therefors, the fifth Director, still to be nomincted, can-
not be ¢ Demoerct, which fact precludes the possibility that the Secretary
of the Treasury will be cppointed. It is rumorsed that Vayne C. Toylor,
President of the Bank, will not be nomineted. Considereble interest
ctteches to the designation of the Cheirman., It would saom likely thet
the Scerotary of State, or the Dirsctor designated by him, will be ncmed
t.s Cheirmen, since the Sceretery of Steto is tho only direct link botween
the Boord of Direcotors of tho Export-Tmport Bank snd o permanent ugency
of the Governmont.

Williem MeC. Mertin, Jr., was President of the New York Stock
Exchonge during the yeurs 1938-1941., His nome wes suggested to the
Prosident by tho Export-Import Benk, Herbert E. Guston has buon fssistent
Secrutery of the Trowsury sinec 1939. Prior to 1939, he sorved &s £s-
sistont to tho Seeratery of the Trecsury for six yeers gnd before that
wes ¢ newspeper oditor. Mr. Gaston wes sugzestud to tho Prosident by
the Treusury Depertmont. Robert T. Stovens is ¢ toxtile distributer
end Prosident of J. P. Stovens cnd Compeny, Inc. He is olso ¢ director
of severwl cotton mills and of the Guurunty Trust CGompony of New York.
From Jenuary 193, to Junuery 1942, Mr. Stevens wes @ Cluss B Director
of the Federsl Rusurve Benk of New York. Ho rosigned this office in
1942 when he joincd the United Stetes [rmy.
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e Silver Situstion

Mary Maroney

The squeeze in foreign silver supplies in the United States
merket which has followed the end of the war is seen by the proponents
of higher prices for silvor as having placed the metal in a strategic
position. The highlights of the market position for the past throe
months have been: (1) the rovocation in pugust of WPB Order M 199
which limited and controlled the usecs of silver; (2) the practical
disgppearunce of foroign silver supplics as the result of this ordor;
end (%) the increcsc in tho OPA ceiling price for imported silver from .
L5 conts to 71l.11 conts per ounce. Al though cpparently intended as &
do~control zdjustment which would bring more foreign silvor into the
United States, the lattor sction hes beckfircd rnd has not only fuiled
to improve ruceipts from cbroad but hus touched off &« wave of spucula~
tiveo interest which hes had guito the opposite cffect.

Coincidentally with thesc duvelopments, Senator MeCerran
hes introduccd into Comgross bills proposing en incruess in the Troasury
price fer domesticully produccd silver from 71.11 cents to $1.29 per
ouncc, the monstery wvelue, His bills would slso abolish thc 50 per cent
tex on profits in silver trunscetions end end tho Bxocutive's powor over
silver imports, vxports, end ecquisitions. On the othor hend, Repro-
sentutive Cellor hes rcmindud Congross thet hu has & bill bofore the
Committec on Weys and Moans to wipe out the Silvor Purchusc ot end
the support the Troesury hes given since 193l to silver priecs. An-
other legisletive item, of immcdiete inturest to the merkst, is thet
introduced by Senator Groen to extend beyond Docember 31 the time during
which the Troasury, under the originel Green Act, m.y make its "frec”
stocks aveil«blo to domaestic industry. Without forcign silver, the New
York merket is roported able to got elong on dom:-stically producod silver,
which the Troesury is not buying, plus the Treesury's ruloascs from its
terse" stocks. Failure to extend the Trewsury's cuthority to continue
thuse rolowses, however, would put the murket under serious pressure.

This latter situction indicetes how redicully the position
of silver has chinged in world markets during the wor. It is suggostive
#1so of the strongth of inflction suntimont in world commodity morkets.
Treditionelly silwver hos hud o strong affinity for thu movemoents of
comnodity prices. Bocruse of tho Unitcd Stotes subsidy to domestic
production, however, end the purell.l policy of purchasing «ll foreign
eilver offercd, this offinity hes been cvershedowed for some yoars by
the Trossury's large eccumuletion of silver stocks. Now thi.t thesae
stocks wr¢ being roduced, silver mey recover its pre-doprossion sensi-
tivity es cn infletion index. The chart showing priccs of silvor on
the Now York morket since 1913 is of interest in this connuction.

The bascs of the wor-time change wro scverwl. /s is shown
by tho cecompanying tublo of imports 1l the importint contributors
to our large pre-wer receipts huve groetly clterod their relation to
our merkot in recont yorrs. Declining production, due to munpower
shorteges, hes boen pertly rosponsible for the chuange. Lerger coinnge
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requirements arising from the higher world price level have had some
influence. In addition, many countries have experienced a notable
demend arising from hoarding. 2Another abnormal factor with the Latin
tmericen producers hus been the unusual demend for silver objects,
perticulurly jewelry, which these countries could satisfy by reteining
their bar silver for home menufacturc. The wur-time restrictions on
production in the United States huve afforded doublc proteoction to
forecign menufecturers in limiting the emount of competing civilien
goods of United States origin cnd in keeping our ceciling on foreign
bar silver pricus low. '

4t the semc time thet imports huve beon fulling, domestic
consumption of silver hes beon rising repidly.  In the war industries,
thero hes been wn extonsion of silver-using tcchnology as well s sub-
stitution of silver for sccrcer metals, gspeeinlly tin end nickcl. Wo
hove clso become uxportors on o substenticl sculc to allies in necd of
silvor to mect coinczo znd hoarding domend. Notwithstanding o sovore
limitution on the output of non-essontinl silver mamfecturcs in tho
United Stetes (to 50 per cent of 1941-19l2 production), it hus boon
noeesscry to meko cvoeilsble somo of the Trocsury's so-culled "froe
(i.c., non-monctized) silver for industry end for lend-loi.s¢ oxport,
cs woll 6s Lo shift to non-consumptive use in plents working on wsr con-
tragts some of tho silver bucking silver certificctos. At the prosont
time, the frogsury's stocks of umonctized silver, whilo still sub-
stentivl, «rc some 900 million ouncus bulow their varly Moy 1942
figurc, which wes the high point of weccumuletions. Thuy now cmount
to approxinmctoly L90 million ounces, of which it is cstimrted thet
cpproximately 210 million is obligetcd for monutizetion,

The prescnt agitation for higher silver prices, thoreofore,
springs in a general way from the fact that stocks in the United States
market are dependent on legislative action. our 194, consumption of
silver smounted to 120,000,000 ounces. This was six times the pre-war
figure. Although consumption for war purposcs hws been shut off, the
figure for this yeer will probably egain be lerge beceuse. of the beck~
log of civilian demund fed by high purchesing pover. United Steotes
production in 194, wus 37 million ounces; clthough renowed opcerctions
of the gold mines is egain contributing som: by-product silver to tho
supply, it doos not seom thet 1945 production will be a groat doel
lergor. Thus the Treasury's cuthority to continue scles from its
frou silver is of grewt interost. Tho omount of this frece silver
remeining in the Trousury, epproximetoly 280 miliion ounces,would
soom to bo adoquate to mest our coincge tnd industricl roquircmonts.
Tho quostion of the suthority te continue rolueses is the importunt
feotor in the bullish sontiment cnd thora hes beon no indict.tion of
officitl policy onc wey or the other.

Thers heve boen somo indicctions thet the situution in our
mrrkot h.s h.d upsctting conscquences in the lcrger foreign merkets.
In Moxiso, tho riso in our price increusoed the intrinsic voluc of
the silver paso cbove its monctery velue so that the Moxiean Govern-
mont hus ettomptud te retire the outstinding silver zoins .t & 20 por
cent promium. Despitc the fact thet this premium cencels out the
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vetimeted profit to be dorived from foroign shipment, tho Bank's
rotiremont progrum is ruported to huve met with comparutivoly little
succoss. The Benk intends to mint new coins with ¢ lowor silver con-
tent. The frilure of hoardod silver to return will, of coursec, meko
lvss newly mined silver smv.ilu.ble for sele on the world merket.

In Cunedr, tho Govermment h.s been under pressure to in-
cranso the domestic price for silver above tho present price of Lo
cants Cenadian but so fer h.s not yiocldod. Of the 1, million ounces
of Cunedien silver produced last ycur, ubout three-quortors was
required for domestic use. Although compurastively little produstion
con tike sdvantuge of the higher United Stutes price, un ective merket
in silver properties is reported. In London, prices huve boon raised
to corrospond to the United Stutes price. There h.ve beon no other
ropercussions since the merket is controlled wnd thero heve boen no
spocial dom.nds. Thore is mno jndicution os yot of eny marked effects
of the United Stetcs prico inerocase in Indic end Chine. In theso
merkets, where hourding is very importuant, the guotetions orc con-
siderubly cbove tho United Stetes price.

Table 1

United Stotes Imports of Silver Bullion
(In millions of ounces)

Tmpor ted from
. Othcr
Period Totel{United |cenndn|Mexico|FPerul Letin |Japan £11
{ingdom Lmorice other
1938 2L6 83 29 97 17 8 7 N
1939 194 39 2% 81 16 10 11 14
1940 166 1 20 7L 18 11 21 13
1941 13, - 18 75 1L 12 8 7
1942 108 - 1k 70 11 8 - 6
1943 63 - 8 2L 12 15 - L
1944 51 - 6 1 11 15 - L
1945: Jun.-Seot.| 3L - L 12 7 10 - 2
Teble 2

Silver Consumed in Industry and Arts
in the United Stctes
(In millions of ounces)

1938 20
1939 L5
1940 Ll
1941 72
19,2 101
1943 120

1944 120
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Table 3

Silver Production
(In millions of fine ounces)

v

pros [1o38 | 1939 | 1500 | 19t | 1912 | 1003 | 190
Mexico 81 76 8% 78 85 71 63
United States 59 58 67 69 5l L5 27
Cunada 22 23 2l 22 21 17 14
Peru 21 19 19 15 16 15 12
Other Lutin Americe 16 17 15 16 16 15 . 1k
Europe, excluding U.S.5.R. 1L 15 13 Not aveilcble
Australis and Qeeunic 15 15 15 " "
Asie, excluding Jepen 11 11 12 " "
tfrice 6 5 6 " "

Totel el 240 255

Teble L

United Stetes Silver Stocks
(In millions of ounces)

T

2pril 30, 1945|0ctober 31, 19L5 Chrnge

In Treasury 2,901 2,052 -8L9

4s sccurity for certificetes 1,521 1,535 1l
Bullion 1/1,273
Dollers - 262

In Genorel Fund 1,380 517
Dollers 17
Subsidiery coin 10
Bullion for recoinego -
"Proe" bullion 1/3/L90

Qutside Troasury Ik 293

Dollars ) ~10L 5%
Subsidiary coin 603 21,0

Total stock 3,315 L/2,759 -556

1/ 878 million ouncos of thesc itoms wre held by Office of Defensc Plants of
= the Reconstruction Finsnce Corporsztion in non-consumptive uses.

2/ Less thcen 500 thousund ounces.

%/ 0f this cmount it is estimet.d thrt wpproximately 210 million ounecs «re
= obligated for monctiz.tion.

h/ Excludes silver contnined in five cont plcce coinage. Through June 1945,
~ the lptost dote avoileblo, LO million ounces hud beon consumed.

NOTE: In the sppended chert of Now York silver piecaes, tho linc
since 1933 rcprusents quotctions on forcign silver. The
Tressury's price for domustic silver 1s not shovm.
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