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For decades, silver was totally overshadowed by 
its more glamorous stepsister, gold. Everyone knew 
that silver had its place. It was useful for table
ware, for dentistry, and even for the less valuable 
forms of money. But for years at a time, few users 
in the United States wanted to pay enough for it to 
make mining it worthwhile. It was produced in this 
country primarily as a by-product of lead, copper, 
and zinc, and at times the price sank so low that it 
was hardly profitable even as a by-product. But 
now, suddenly, silver is in great demand. Everybody 
wants it, for everything from surfing medals to bat
teries for nuclear submarines. And the price has 
reached a level so high that the use of silver for 
monetary purposes has become impractical.

Background A  little less than a century ago, 
when new discoveries and increased output began to 
drive the price down, it appeared that the champions 
of silver might be able to regain for it a place in 
the American monetary system comparable to that of 
gold. The silver interests found in William Jenn
ings Bryan and the easy-money branch of the Demo
cratic Party a force which very nearly succeeded in 
restoring a bimetallic monetary system for the United 
States. But in spite of Bryan’s concern that the 
country might be “ crucified on a cross of gold,” the 
supporters of a bimetallic monetary standard went 
down to defeat.

And so for many years the price of silver depend

ed largely on government support under a variety of 
silver-purchase laws. In World W ar I and immedi
ately after, heavy demand for silver for export shoved 
the price up briefly to $1.38 per ounce, but it dropped 
precipitously over the next few years to a low in 
1932 of 28^. A  new silver purchase act, passed in 
1934, caused a spurt in the price to over 80^ in 1935, 
but it dropped again in 1936, and in the early 1940’s 
hovered around 35^ per ounce.

It was only after W orld W ar II that increasing 
demand raised the price to 90.5^ per ounce. After 
fluctuating considerably in the late 1940’s, it hovered 
around that level until 1961. It was in the early 
1960’s that coin collecting and space-age demands 
began to put pressure on the price, and the forces 
which were to bring the price to its present level 
began to make themselves felt. Between 1961 and 
the middle of 1963, the price climbed rapidly to 
$1,293 per ounce. By selling silver from its stock, 
the Treasury froze the price at that level until July 
of this year when the lid was removed and silver shot 
up to $1.87 per ounce— the highest price on record.

Supply and Demand The changes which brought 
about the rapid increase in silver prices took place 
entirely on the demand side. The supply of silver 
has increased slowly but fairly steadily over the years, 
both in the United States and abroad. Production 
in Mexico and Peru, the two leading silver produc
ing countries, and in Canada, which ranks just be-
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hind the United States, is increasing more rapidly 
than in this country, but consumption in the rest of 
the world is also rising rapidly. Until about three 
years ago, the United States imported far more silver 
than it exported. In 1964, however, due to a combi
nation of a Treasury-fixed price in this country and 
rising demand abroad, our exports were almost twice 
as large as our imports. After the initial surge, the 
margin of exports fell slightly, but a net outflow 
continued until a ban on exports was imposed earlier 
this year.

The upsurge in the demand for silver is linked 
closely with prosperity and technological develop
ment. Prosperity has enabled Americans to accumu
late billions of silver coins, and to buy billions of 
dollars worth of products containing silver. The 
number one industrial use of silver is in the produc
tion of photographic film. Almost one third of the 
silver used in industry now goes into photography, 
and all available evidence suggests that the amount 
will continue to increase.

Defense and space exploration have accounted for 
most of the remaining industrial consumption. Bat
teries used in nuclear submarines and for other pur
poses contain as much as 60,000 ounces of silver each. 
Alloys containing silver are used for welding and 
brazing in aircraft, missiles, and submarines. Silver’s 
ductility and high electrical conductivity make it 
ideal for use in complex electrical circuits and for
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many other purposes in defense production. The 
traditional uses of silver have continued to claim 
gradually increasing amounts of the metal. General 
prosperity has led to increased sales of hollow ware 
and flatware, in spite of the development of stainless 
steel as a substitute, and higher health standards 
have increased the demand for silver in medicine and 
dentistry.

The increase in industrial consumption alone 
might have raised silver prices significantly, but the 
largest drain on silver stocks came from another 
source— a sudden increase in the demand for coins. 
The coin-hoarding phenomenon apparently started as 
a new wave of interest in numismatics. As the inter
est in coin collecting spread, the business of supply
ing coins to individual collectors mushroomed. 
Thousands of new coin shops and dealers went into 
the business of buying coins at wholesale and selling 
them at retail. As millions of coins were removed 
from circulation by collectors and dealers, a rapid in
crease in the number of vending machines, parking 
meters, pay telephones, and other coin-operated de
vices was increasing the demand for coins in circu
lation. The combined pressures, along with the 
normal increase in demand associated with the 
growth of the population and of the economy, re
sulted in a coin shortage. To combat the coin 
shortage, which began in 1962, the U. S. Mint ac
celerated production, and in the next few years it

3Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

September 1967



vised more silver to produce more coins than in any 
other period in history. In 1960, the Mint produced 
$63 million of coins, absorbing 46 million ounces of 
silver, and the needs of the nation were amply sup
plied. But in 1964, the Mint used 203 million 
ounces of silver in coins, and there were shortages 
of every denomination. Silver coins disappeared as 
soon as they were released. In 1965, over 320 mil
lion ounces of silver— almost three times the volume 
of world production— went into coins, and most of 
those coins were absorbed by hoarders and specu
lators.

Silver dollars, which circulated primarily in a few 
western states, and had been in excess supply else
where, disappeared from circulation completely. The 
Kennedy half dollar, first minted in 1964, also disap
peared from circulation. In 1966, the Treasury 
used 72 million ounces of silver to produce 202 mil
lion Kennedy halves, and very few of them circulated 
at all. Collectors, dealers, and hoarders, both in the 
United States and abroad, now hold approximately 
half a billion Kennedy halves— about 2]/2 for each 
man, woman, and child in the country. The coin 
shortage apparently is now over— but only because 
the country has been flooded with cupro-nickel 
quarters and dimes.

Treasury Actions As early as 1961, the Treasury 
foresaw that the amount of silver available would 
be insufficient to provide for the needs of the country 
over the next few years. The first step taken to 
meet the situation was to replace silver certificates 
gradually with Federal Reserve notes. An Admin
istrative order of November 28, 1961, provided that 
5- and 10-dollar silver certificates should be replaced 
with Federal Reserve notes. But most certificates 
were $1 bills, and there were no $1 Federal Reserve 
notes. Congress provided a remedy for this situation 
in June 1963, with a law which authorized the is
suance of Federal Reserve notes in one-dollar denomi
nations to replace one-dollar silver certificates. Since 
that time, Federal Reserve Banks have removed 
silver certificates from circulation as they have re
ceived them. As of August 22, 1967, however, 
$395,323,614 in silver certificates of the type issued 
since 1929 were still outstanding. Many of these 
no doubt have been destroyed, but those remaining 
can be converted into silver now worth far more than 
their face value. The Treasury has set June 24, 1968, 
as the cut-off date for conversion. As of August 10, 
at least one dealer was advertising for silver certifi
cates at a 25% premium above the face value. At 
current silver prices, he could still make a profit by 
converting them.

Only after lengthy discussion, debate, and research 
were steps taken to replace silver coins with non
silver coins. There were fears that the public would 
not accept non-silver coins; that they could not be 
designed to operate existing vending machines; and 
that their introduction wrould immediately cause all 
existing silver coins to disappear from circulation. 
But coins were developed which look and feel much 
like silver coins, and which will operate vending 
machines. On July 23, 1965, President Johnson 
signed the Coinage Act of 1965, which provided for 
the coinage of silverless dimes and quarters and for 
a reduction in the silver content of half dollars from 
90% to 40% of gross weight.

Silver interests were concerned about the effect of 
silverless coins on the price of silver, and for their 
protection, the Act directed the Secretary of the 
Treasury to buy newly mined silver at $1.25 an 
ounce and authorized him to sell excess silver at not 
less than $1.2929 per ounce. He was also authorized to 
prohibit the exporting or melting of silver coins. The 
Act also provided for the establishment of a Joint 
Commission on Coinage, to advise the President, the 
Secretary of the Treasury, and the Congress on 
matters pertaining to coinage.

With the large-scale introduction of non-silver 
coins, the use of silver in coins dropped sharply from 
320.3 million ounces in 1965 to 53.6 million ounces 
in 1966. Collectors and speculators continued to 
absorb silver coins and silver, however, and price 
pressures continued to mount. While foreign prices 
rose, only Treasury sales and redemption of silver

UNITED STATES SILVER CONSUMPTION
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certificates kept the American price at $1,293, and 
Treasury silver stocks declined rapidly. On May 
18, 1967, the Secretary of the Treasury attempted to 
relieve the pressure somewhat by exercising his au
thority to prohibit the exporting and melting of U. S. 
coins. The Treasury continued to redeem silver 
certificates, either in bars or granules, however, and 
continued to sell silver to “ legitimate domestic con
cerns which use silver in their businesses.”

Silver speculators apparently interpreted the Secre
tary’s move as a signal that the Treasury would soon 
abandon its policy of holding the price of silver at 
the Mint value. On the New York Commodity E x
change, where trading in silver futures had been re
sumed in 1963 after a lapse of 30 years, future prices 
immediately rose as rapidly as Exchange regulations 
permitted. The speculators were right. On July 
14, the Treasury abandoned its price fixing sales, 
and the market price immediately shot up to a record 
$1.87 per ounce.

The Treasury continues to dispose of that portion 
of its silver holdings in excess of the amount needed 
to cover outstanding obligations and provide for the 
coinage of half-dollars, but sales are being handled 
through the General Service Administration. On 
August 4, the first offering of Treasury silver to 
domestic consumers through sealed bids was made. 
A  total of four million ounces was offered, but bids 
on only 3,483,000 ounces were considered high 
enough to accept. Successful bids ranged from $1.78 
to $1.81 per ounce.

The Treasury’s removal of the price lid on silver 
has stimulated interest, as might be expected, in all 
of the silver mining countries. In Mexico, pros
pectors are once more heading for the hills to stake 
out claims, and silver mining companies are taking

another look at abandoned mines once considered 
too expensive to operate. The Mexican mining in
dustry is hampered by production taxes, red tape, 
and restrictions, but silver interests there estimate 
that production can be raised from about 43 million 
ounces per year to 60 or 70 million ounces if the 
obstacles can be overcome.

The Outlook So far, silver has participated in 
only a part of the Cinderella story. It acquired its 
present glamour almost overnight, as demand and 
prices soared. Space-age industry provided the 
trappings, but it was the coin collector and speculator 
who played the role of the fairy godmother. With
out the tremendous use of silver for coinage in the 
past five years, the increase in uses for other purposes 
would not have created a crisis. But the need for 
silver coins has been almost eliminated. Since the 
production of cupro-nickel dimes and quarters was 
begun in 1965, over 8.25 billion pieces have been 
produced, compared with production of only 12.5 
billion coins containing silver in the preceding 25 
years. As shown in the chart, the amount of clad 
dimes and quarters produced reached the number 
needed for private circulation in mid-1967. During 
the remainder of the year, the Treasury plans to mint 
them at a rate of 300 million per month, which would 
raise the available supply well above projected de
mand. If an unexpected increase in demand should 
occur, the U. S. Mint is prepared to turn out as many 
as 700 million dimes and quarters a month, which 
should be enough to cover any emergency.

It remains to be seen whether or not the fairy god
mother will pull the rug out from under Cinderella 
at midnight. The Treasury is gradually acquiring 
more silver as it withdraws existing silver coins from 
circulation. Silver producers are stepping up their 
output; and there is always the possibility that large 
holdings of silver in Asia may be attracted into the 
market by higher prices. In India alone, the Govern
ment estimates that private holdings amount to over 
four billion ounces, and there are huge holdings in 
other Eastern countries. A  sizable influx of silver 
into the market from abroad might conceivably lower 
the price to the point where speculators would decide 
to take their profits— if possible. Those speculators 
holding coins might find this difficult, however, since 
at present coins may be neither exported nor melted. 
Any relaxation of those restrictions could very well 
sound the stroke of midnight for silver. The col
lectors and speculators who created a Cinderella role 
for silver could, at least temporarily, bring it to an 
end if they flooded the market with their holdings.

Harmon H. Haymes
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