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May 24, 1951.

Honoreble Homer E. Capehart,
United States Senate,
Washington 25, D, C.

Dear Senator:

The question which you put to me, as I understond it is whether
there is any truth to the suggestion thut the Canadian dcllar is at its
present level, in terms of forelgn exchange, aa a result of operations by
agenclies of the United States Government.

1 am able to state categorically that there is no truth what-
ever in such & suggestion.

The decision to zbundon the old pur of approximately ninety
cents (U.S.) for the Canadlan dollaer was taken by the Csnadian Goveramant
after consultation with the International Monetary Fund, whose rules re-
gquire that any member proposing a change in excnunge rates must submit
such a proposal to the Fund before the action is tuken by the country
concerned. The United Btetes Government is of course a member of the
Intérnational lonetary Fund, and its representative in that organization
participated in the discussion which preceded Canzde's action in sbandon-
ing the old par. Lut once the decision was tuken, the United States
Government und its agencies have engaged in no operations of any kind de-
signed to affect the foreign exchange value of the Canadian dollar.

As you know, the Canudiasn Government, in abendoning the old par,
did not proceed immediutely to establish a new par. Instead, it proposed
to test the strength of the Canzdien dollar by allowing merket forces to
operate upon its price in terms of foreign exchange.

Tals does not mean, of course, that Canads hes abandoned foreign
exchenge controls although there are no restrictions on current: trade,
other transuactions, including capital movements, are subject to regulatlon.
But it does mean thut the price, in Cunsdien dollsrs, at wnich the Cancdian
authorities will sell foreign exchiange is not fixed, in the way it would be
if a new par (of, say ¢l Canadien — &1 U, 8,) had been declared. Instead,
the Cansdian suitiorities, with due regard to the desirabdbility of avoiding
extreme day-to-dey fluctustions in the foreign excnange value of the Canudlan
dollar, may sell foreign exchange zt a price wihicn, in their best judguent,
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Honorable Homer E. Capehart —l-

is consistent with the fundarentsl market forces of supply snd demand.

It follows that, wiile the Canadian dollar has remained stuble, de facto,
within a2 range of around 94 to 95 cents {U.S.) to the Capudisn dollar, it
could, in principle, fsll below that rate or rise above it. Which of

these two things will happen will depend on the strength of the Csnadian
foreign exchonge position. I can assure you again that the current foresign
exchange vzlue of the Cunadian dollur is not the result of sny operstion by
the U. S. Government or any of its agencies.

Sincercly yours,

M. S. Eccleso.
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