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REPORT ON THE OPERATIONS OF THE DIVISIOK OF FOREIGN EXCHANGE

=¥
= %

The Division of Foreirn Exchange of the Federal Roseﬁo
Board was organized to carry out the provisions of the Executive Ore-
der 6!’ the President of January 26, 1918, and to co-operate with the
Treasury Department of the United States in meeting the unusual prob-
lems in foreign exchange cre=ted by the war.

The work has been carried on under three divisions, Admin-
istrative, Research and Statistical. There are 98 employees in the
Division, beside the Director and Assistant Director whose time has
been given to the government without compensation.

Administrative Department.

211 "dealers" in foreign exchange, including bankers, brok-
ers, exporters and importers, who carry accounts in foreign countries,
or carry accounts for foreign correspondents, are resuired under the
Eucutivo Order to register with the Division of Foreign Exchange of
tﬁe Federal Reserve Boa d, through the Federal Roseﬁe Banks of their
districts, in order to do a forelgn exchange business. Under the eys-
tem of reports required, together with the close relationship which
has been developed with the Cable Censorship and the Postal Censorship
in connection with communications covering finaneial transactions,
it has been possible to exercise a control over the consumma tion of
all foreign financial operations, and at the same time leave necessary
freedom of action to "dealers".

While the headquarters of the Division were established in
the Treasury Building in VWashington, yet the main office was opened
in New York City. This was necessary in order to place the Division
in position to give immediate replies on applications of "dealers".
fo& permisgion to carry out certain operations reuired under the Ex-
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probably 95% of such appliéations are made by New York "dealers®.
Although this necessitated a weekly trip between Washington and New York
by the Director, yet the speed of service required, because of the
nature of the financial operations involved, could not have been giv-
en otherwise, .

Upon receipt of their FRegistration Certificates, "dealers"
were authorized to carry on their foreign exchange transactions withe
out reference to the Division of Foreign Exchange, with a few excep-
tions, provided reports were made'o'n regular forms., As the war went
on, however, it was found necessary to require the approval of the
Director before a number of oi:erationa could be carried out, such
as transactions in certain exchanges, the issuance of Letters of
Credit or the ’making of transfers of funds to cover the shipment of
goods rrom_on/; forelgn country to another foreign country, the issu-
ance of 'fravolera' Letters of Credit in excess of $5,000, the issu-
ﬁmo of credits to sover goods io be warehoused, which could not bo‘
exported or imported because licenses were unobtainable from the Var
Trade Board, the ipvost.mont of American funds in foreign countries,
action upon confirmations of eablegfams where the cables themselves

had never been received, arbitrage in certain exchangoa and a number
of other matters, | '

At the outset, rulings under the Executive Order were re-
quired in groat number, which needed immediate decisions in order to
allow the continuance of legitimate business without interruption.

As t.hgae requests also came largely from New York institutions, the
establidghment of the main of‘fico in New York @ity was found to be ful-

ly warranted.

"Dealers" desiring to consummate transactions where approv-
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al is required beforehand, make application by letter, in duplicate,
through the Federal Feserve Banks of their districts, or direct to
the Division of Fgreign Exchange. Where apmroval can be given, it is
stamped upon the duplicate letter, which is returned by the messenger
from the "dealer" presenting the sprlication. As such a larve per-
centapge of ap;ﬁlications are made in New York, and practically all of
such applications come from "dealers” situated in cities where there
are Federal Reserve Banks which can commumicate with the Director by
telephone or telegraph, this system has enabled the carrying out of
all transactions without friction, where armroval could be given
ﬂthout extended investigation made necessary by the interests of the
comtry. VWhen enemiesor allies of enemies have been involved, de-
lays have been noéoesary, but even in such eases, where the interests
of the United States were not jeopardized, nor the enemy benefited
t.hmugh the carrying out of the transactions apnlied for, and when
it has been of value to our Ngtionals to have them consummated, au-
thority to operate has been extended after receipt of license from
the War Trade Board or proper release from any other department of the
government that misht be concerned.

Fesearch Department.

A Research Department has been built up, as an aid to all
bankers and other "dealers"” who have been intent upon following the
letter and epirit of the Executive Order of the President and of the
Trading With the Enemy Act, and who otherwise would have been unable
to determine with certainty in many cases whether it was 1:; order for
them to trensaet business with many foreign snd American houses which
had epnroached them, or where transactions for umknown persons were
going through them. To protect such "dealers", end also the
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interests of the country, the Research Department has been develord
as a sort of Clearing House for all other governmental Fesearch Bure
eaus, in so far as the work of such Bureaus covered persons or institu-
tions attempting to carry out finanecial transactions. Oftentimes re-
ports in the files of dfferent government B—tir‘oam, when brought to-
gether, have been found to be contradictory. 1In all such cases en-
deavor has been made to ascertain which report has been correct, and
to see that the Bureau having the wrong information was notified.

‘ The Research Buresu has access to all source books publish-
ed by the Allied pgovermments, vis:

England - Cable Censor's Handboolk
Mlitary Intelligence
¥ho's Vho
British Statutory Iist
Confidential Black Lists
British "hite List
British Cloak List

France = : Liste Noire
: Postal Bulletin

Italy - Lista Nemica

United States - Enemy Trading List-
Cloak List
Confidential Consignors List
Daily Reports

The Bureau is also in direct touch with all United States government
departments of information and research, viz:

I. War Trade Intelligence.

2, Chief Cable Censor's office, and sll sub-of fices.
3. Postal Censor's office, and all sub-offices.

4. Department of Justice.

5. Military Intelligence Buresu.

6. Naval Intelligence Bureau.

7. Alien Property Custodian.

8. Custom House.

Direct private telephone and teligmph wires cornnect the
> ' Department with several of the Bureaus mentioned, and pe reonal repre-
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sentatives of the Division of Foreign Exchange are statlioned with the
War Trade Intelligence, Office of Naval Intelligence and the Postal
Censor's office. The Division also has personal representatives in
all of the Cable Censorship offices in the country. The representé-
tive of the Division in the New York office of the Cable Censor 1is
also the Head of the Financial Division of the Censorship, and he is
called into conference in the Division of Forelgn Exchange daily.

In addition to these regular connections, consultation has
been had, when necessary, with the Shipping Board, the War Industries
Board, the War Trade Board and the Departments of State and Treasury;.
also with the British Embassy and the French High Commission,

: With these connections the Research Bureau has been in pPo=

sition at all times to obtain immediately up-to-date information bear=-

. 1ng on persons or 1nst1tutiona'in all parts of the world, whose trans-
actions have been brought before it. This has enabled the Administra-
tive Department to make prompt decisions on important financial trans-
actions in all cases except where further research was necessary be-
fore suspected parties could be cleared, or proved to have enemy con-
nectlons or interest.

The information received from all other governmental depart-
ments 1s brought together in the Research Bureau of thé Division of
Foreilgn Exchange, and flled. Under thls system it has been possible
to stop many transactions which might have been of value to the enemy,
and to afford constant protection to bankers and other "dealers" in
the United States who might otherwise have inadvertently carried out
transaotions_ror enemy account.,

It has also been possible to turn over many matters to the
Alien Property Custodian.
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¥hen cablegrams are suppressed, it is essential, if such
suppression is to be effective, that their ooﬁrirmations also be sup-
pressed, and all confirmations of cablegrams from "deelers" in the
United ftates have been censored through the Research Department.
fuch confirmations average about 2,000 a day. Under the regulations
"dealers" in the United States are obliged to apply to the Director
of the Division of Fofeign Exchange for approval, before they can act
updn any confirmaiions of cablegrams which are received by them, and
that refer to cablegrams that have never reached them.

Copies of all suppressed cablegrams concerning financial
matters are deliv;red to the Head of the Kesearch Bureau each day,
and all names of senders, receivers, beneficiaries or others mention=-
ed in the ceblegram ere researched at once. Application is made to
the proper department for release of cablegrams before receipt of the
confirmations, if it ie found that the trensactions themselves cannot
be harmful to the interests of the country, even though some of those
connected with the transfers mev have been of doubtful standing, and
the machinery to obtain proof in doubtful cases is well under way
long before "dealers" receive their confirmations and apply for per-
mission to act under them. Through this system it has been found pos-
sible to release great numbers of cables covering important transac-
tions, whose temporary suppression might have been thoroughly justified,
but where later investigation showed that their delivery was not incompate-
ible with the interests of the country.

The bringing together in the Research Bureau of intercept-
ed 1e;ters received from the Postal Geneorehiﬁ, and intercepted cables
from the Cable Censorship, together with information from the other
sources outlined, has been of great velue in determining the status
of meny persons and institutions whose names have come up through
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takihg some part in foreign financial transactions.

In cases where those concerned in a cablegram cannot be
cleared, 90 dav postponement notices are served on "dealers" applying
for permission to consummate the transactions, and if before the
maturity of the 90 days it is still impossible to clear all names, a
prohibition notice is issued by the Federal Reserve Board.

The activity of the Administrative and Research Departments is
partielly shown in the fact that an average of 400 pileces of mail is
handled in the filing room each day, and that something over 20,000
letters of correspondence and 10,000 letters concerning credits or
remittances are on file.

Under the Executive Order, all foreign correspondents of
imerican "dealers" are obliged to sign a declaration agreeing not to
carry on any business through or for their /American cofrespondenta
for asccount or benefit of an enemy or ally of enemy. Such declara-
tions, when received by American "dealers", have been turned in to
the Division of Foreign Exchange, and all names have been resesarched
for the purpose of checking up the standing of the foreign correspond-
ents of American "dealers" in connection with their attitude toward
transactions for account of enemies or ailies of enemies. 150,000
of such declarations have been received, checked and filed for ready
reference. ‘

-A large number of foreign correspondents did not forward
declarations. From intercepted correspondence and reports received
from "dealers", it was found that in a large percentage of cases the
deelaraiions were not signed because the foreign correspondents were

Allies themselves, and seemed to look upon the matter as one not con-
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cerning them, apparently not understanding that this requirement
had been written into the law of the United States. Steps have been
taken to correct this misunderstanding, in order that no injustice
may be done to any who may have ignored the request of "dealers" for
declerations in good faith, based on the thought that they were not
concerned. '

/nother form of declaration has been required from foreign
holders of American securities who might wish to collect dividends,
interest or maturing prinecipal, or sell their securities in the
United “tates. In addition to covering the usuel statement regard-
ing non-interest of enemies or allies of enemies, this form included
the statement that foreign held securities had not been enemy owned
Qince February 3, 1917. These declarations are also filed with the
Division of Foréign Exchange, and the names of the signers of the
declarations are researched in the same manner as those of the for-
eign correspondents of imericaen "dealers". This requirement unques-
tionably deterred many enemies owning American securities from en-
deavoring to sell them, or collect income upon them.

Another regulation which required csreful chécking in the
Research Department covered deposits made with Americen banks in dol-
lars, for account of forelgn correspondents. Trans:era of funds for
enemy account could be accomplished so eisily through the deposit of
money to the credit of forelgn correspondents with Zmerican banks or
other "dealers", for asccount of some neutral cloak in a foreign coun-
try, that all such deposits must be accompanied with information as to
the name of the original party requesting the deposit, the purpose of the
deposit, the name of the foreign beneficiary and the party for whose

account it is to be recelved in the foreign country. This informa-
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tion has been filed with the Division of Foreign Exchange daily by
American "dealers", and the names of all persons concerned are re=-
searched for the purpose of uncovering enemy connections or interest,
in case of their existence, -

While there is no doubt but that through the use of cover
names, and other means, enemy transfers have been constantly made, yet
there is every reason to believe that the regulations of the Division
of Foreign Exchange have resulted in their being reduced to & minimum,
and that any extended operations for enemy account have been made im-
possible.

Through its Ambassadors and Ministers the State Department
has been constantly informed of the operations of American "dealers"
with foreign institutions, where enemies or allies of enemies have
been involved. All such operations have been investigated through
the Research Department, after which proper action hes been taken by
the Administrative Department. It speaks well for bankers and other
"deelers" in the United States to be able to report that in practical-
ly all such cases investigation has shown conclusively that since the
United States entered the war there has been no intent or purpose on
the part of Americans involved to act contrary to the letier and spirit
of the law, nor to earry out transactions which might be of bemefit to
the enemy.

Statistical Department.
"Dealers" holding Registration Certificates authorizing them

to do a foreign exchange business are obliged to make weekly reports

at the close of business esch VWednesday night of all their foreign
exchange operations, giving balances due them from each country of

the world, and balances held by them for aceount of cach country of the

world.
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Records of "deilert" registrations are made in the
Statistieal Department. On December 1,1918, 13,653 banks, bankers,
exporters and importers, and others had applied for and received
Feglstration Certificates. Of this total 10,208 are "dealers" of
Class A, who are authorized to do a regular royeign.exohénge
business with the public. 2,087 are "dealers" of Class B, under
which suthority is extended to carry accounts with foreipgn cor-
respondents, but not to sell exchanre or deal with the publie;
1,358 are "dealers" of Class C, who are authorized to carry ac-
counts in the United States for foreign correspondents, but are
not authorized to trade with the public.

Fegistered”deslers” divided as to Federal Reserve

districts are as follows:

DISTRICT CLASS "A" CLASS "B"  CLASS "C" TOTAL
Boston 740 711 376 . 108%
New York o84 820 812 2616
Philadelphia 473 37 20 530
Cleveland 710 23 - LA 734
Richmond 247 4 2 253
Atlanta 211 8 6 . 205
Chicaro 2091 315 127 2533
St. Louis 262 | - 2 264
Minneapolis 2491 - 161 P % 52
Kansas City 742 1 1 744
Dallas 190 5 2 195
San Francisco e . . b= IR 1080

10208 2087 1358 13653
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It will be noted in the foregoing table that in
the Minmeapolis, 0hicago and San Francisco distriets there
are more "dealers" of Class A than is true in the New York
districts, This is due to the large number of bankers in
small tbwns'who have arranged with theii metropolitan .
correspondents to draw drafts against their fpreign aceounﬁs
over their own names, About 9,500 of the 10,208 Class A
"dealers" operate in this manner, This system enables :
bankers in eountry distrietc throughout the United States,
as well as in towns and eities, to extend a foreizn exchange
service to their customers when there is any demand in
their localities. 708 Class A "dealers"™ do a direct foreign
exchangé business, 160 of the 708 Class A "dealers™ have
such an active foreign exchange business that they are
oblized to turn in reports every week. 0f this number_tho
foreign business of 65 is confined to Canada and Mexieo,
while the other 95 do more or less of a world business,

All of these "dealers" are required to make reports
to the Division of Foreigm Exehange eovering their financial
foreizn exnhange_oparatioﬁs. Dealers of the different
classes are supplied with forms prepared gspeoially to meet
their business and that will bring together in the Division
of Foreign Exchange such statistics as are desirable,
Bank:whieh do their foreign exchange business through met-
ropolitan correspondents make their reports through suech cor-

respondents,
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The reports divide the operations into different classes,
aimed to place before the Administrative Department a clear state-
ment of developing conditiona.' The classes of particular interest are
those covering exports and imports snd arbitrage. While reports of the
purchase and sale of demand and cable transfers between "dealers" are
interesting in showing the volume, yet as one "dealer" buys and another
"dealer" sells, the relationship between the United States an& other
countries of the world is not changed, as is true when exports, imports
ané arbitrage transactions are recorded.

A number of othor valuable divisions arve made, where the smounts
involved are smaller, such as dealinge in securities, coupon and dividend
checks, gold and silver shipments, remittances to cover freights and in-
surance, income taxes, ete., and purchases of exchange for the use of
travelers.

The ceuses for the chenge in balances between tle United States
and each country of the world as they occur from week to week are clearly
defined, and the trend of conditions is resdily followed, Balances for
and againgt the United States with the other countries of the world have
never been given out, except to the Treasury Department and the Federal
Reserve Board, for reasons which are self-evident. There are certain
figures of considerable interest, however, that can be referred to without
harme. |

The total purchases and sales of demand and cable exchange be~
tween "dealers" in the United States from February 20, 1918 (when the
Executive Order went into effect) to October 1, 1918, were $3,636,784,150
and of this totel $2,601,268,742, , or 71.50% were for exchange on Great
Britain, Trading in demend and cable exchange between American "dealers”

Digitized for FRAPFBueh large totals shows the free competition which exists in this
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country in the foreign exchange business, and is most interestingon
that aocoﬁnt. The total exchange from all sources on all countries of
the woild purchased by American "dealers" fa the same period was
$4,564,457,977, and the total sales $4,583,864,305, of which 55% re-
presented dealings in Sterling.

o other figures would seem to be required to show the relative
world finenciasl position which Great Britain holds, but the steatement of
arbitrege operations is also wonderfully illumineting in this respect.
Exchange on Great Britain was sold to the United States by foreign
countries to the equivalent of $421,069,000, and exchange on Great Bririn
wag purchased from American "dealers" by foreign countries to the total
of $296,079,000, 0Of thesc amounts British banks supplied the United
States with the equivalent of $213,857,000 in Pounds Sterling agsinst
dolk rs credited to them, which were undoubtedly largely used to pay for
tnporte from the United States to Grost Britein, whereas British inmsti-
tutions only bought from / Sterling with dollars to the equivelent of
$68,693,000. Some of these tramsactions were undoubtedly carried out at
fho instance of foreign banks in otﬁor cqnntries which operated thfeugh
Great Britein, but proof of this is only available from British records.
On balances of Sterling exchange bought from and sold to the United
States by the whole world, excepting through Great Britain itself, the
sale of Sterling exchange by the United Stdes exceeded the purchase of
Sterling exchange by the United States by §25,174,000. The prineipal
countries whieh purchased more Sterling exchange from the United States
than they sold were Prance, Creece, Holland, Italy, East Indies, Straits
Settlements, Chile, Colombia, Ecuador, Uruguay, Cansda, Central America
and the West Indies. The prinecipal countries selling the United States
the greatest amount of Starllng exchange on balance were Horway, Portugal,

Spain, Sweden, Switzerland, Chine, India, Japan, Argentine, Brazil, Peru,
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While no figures are available previous to the establish-
ment of the gold embargo by the Gold Committee of the Federal Reserve
Board, yet there is reason to believe, from reports received, that
Sterling exchange was sold in this market By foreign countries in
a large waye ©Since the embargo, as gold could not be obtained for
Sterling exchange sold in the United States, such operations have
been confined to more natural channels, based on currenit trade rather
then on previously accunulated balances.. This situation is particu-
larly noticeable in connection with the arbitrage of the exchanges
of the neutrsl countries of Europe, which have ruled at a high prem=-
ium, and where it is found that the United States has obtained a
greater total in such ‘exchanges from Great Britain than it has furnished.
The relative figures for the period given are as follows:

Pnra% sed bg United States 50ld States
om Gres \ Te rea itaine

equivalent _ - 8quivalent
$3,062,000 Holland Guilders $2,666,000
2,979,000 Horwegian Kromor 1,569,000
3,345,000 Swedish Kronor 934,000
v,447,000 spanish Pesetas 854,000
2,985,000 Swiss Francs 1,965,000

Instead of our having furnished Great Britain with these high priced
exchanges, Great Britein has actually given us an excess on balance.
On the other hand we have purchased from these countrie s
exchange on Great Britein greatly in excess of our sales of Steﬂ.mg
exchange to such countries. It is lergely due to this faect that
the exchange rates on the neutral countries mentioned ruled against
the United States. Tor instance, Spain sold the United States
$12,143,000 in Sterling exchenge, and purchased from this country
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18,531,000 in tterling exchange, a difference of $3,612,000. This
differeﬁce affected the rate for fpanigh Pesetaa'in the United {tates,
even though, strange as it may séem, such difference was more than
offset in the case of Epain by the purchase on balance from Great
Britain of the equivalent of $6,593,000 in Pesetas, which, of course,
affected the raté in the opposite manner. This left an equivalent
of $2,981,000 gained by the United States in arbitrage transactions
with fpain and Great Britain. The effect of these particulafrtransac-
tions as a whole, therefore, was favorasble to the United States dol-
lar. The @wo operations are distinct in this reapebt - in one-caso
imerican "deslers" purchased from British banks neutral exchanges
when thevy were required to a greater extent than the British banks
bought the same exchanges from American banks, whereas in the other
case the banks of neutral countries sold American banks more Sterling
exchange than they ﬁurchased from them. £uch transactions were not
based upon the attempt of any "dealers” concerned‘to help or injure
the exchange on any country, but wére undertaken because of the rela-
tion of demand to supply, and both classes 6f operations qffected the
rate for the foreign exbhangos in the United States, even though one
was carried out in the monies of the foreign countfies, and the other
in American dollars.

By refusing to allow American "dealers" to purchase Sterling
exchange from other countries, this situation could have been posi-
tively contfolled, but the harm that would have ensued would have been
far greater than the good accomplished, and such prohibition would
ealso have been most detrimental to our foreign financial position long
after peace had been declared. It is most fortunate, therefore, that

it proved possible to meet every emergency without the necessity of

oo ARy LRk, JO Testrict the arbitrage of exchange.
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As reports were not filed before the Executive Order of
the President of January 26, 1918, it is impossible to determine with
certainty exactly what expansion has occurred in the foreign busi-
ness of the United States, but from the consensus of opinion of many
of the principal foreign bankers who have been approached in the mat-
ter, it would appear as though arbitrage operatig;a, as carried out
by bankers and other "dealers"” in the United States, before the be-
ginning of the war, August 1, 1914, were practically confined to the
three then principal commercial countries of Europe, with the occa-
~sional purchase, almost entirely through London, of other exchanges
now end agein, when requireq for special purposes. £ince the war
imerican "dealers" have had arbitrage operstions with practically
every commercial country of the world, as shown by figures covering
actuel transactions between February 20 and October 1, 1918. The to-
tal of such trensactions shows $645,128,000 in foreign exchanges pur-
chased from other countries by the United States, and $447,360,000 in
foreign exchanges sold to other countries by the United States.
nother phase of our foreign financial transactions which
has ghown tremendous growth is represented in the activity of the dol-
lar accounts of foreign banking institutions in the United States.
During the same period used, combineq debits end credits to such ac-
counts from European Allied countries were $16,134,958,424 (these
extreordinery figures were largely due to loans made by the United
ftates Government), from Buropsan countries other than those of cur
Allies $1,698,360,023, from Asia $1,961,018,278, South America
$1,373,084,387, Central America_/;kéiige west Indies §1,685,077,848,
Africa $5,439,765, Adgtralasia $24,011,018. lany of these transac-

tions represent the purchase and sale of securities in the United

-
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States for account of foreigmers interested in our market. Other
huge transfers represent peyments against shipping documentes or waree
‘house receipte, as meny foreign countries have been buying goods in
the United States through the peyment of dollars which have accumu~
lated here, instead of through Sterling, as before the war. The pro-
ceeds of exports to the United States from countries having balsnces
with Americean "dealers” have also been credited o sccounts in this
country. Many of the neutral countries of Europe have used balanges
which have sccwmalated here for the purchase of British securities,
and in large amounts.

Trading in securities in United States markets by foreign
interests, both through dollers and foreign monies, has been large, .
end for th_o period covered purchases were made for foreign account

| to the velue of $298,573,000, end sales for foreign account to the
_velue of $216,824,000. The excess in purcheses was of American,
British and French securities. :

Securities held in America for foreign esccount at the close
of businese November 6, 1918 amounted to $1,880,047,000, and securi=~
ties held abrosd for Ameriean sccount $106,038,000,

Commoditiecs held in warehouse inm the United States at the
eloge of business September 26, 1918, which had been purchased and
placed in warehouse for foreign sccount before July 1, 1918, in many
cases extending back almost to the beginning of the wer, -amounted to
369,258,097, ani commodities whieh hed been imported to the United
States for foreign account previous to July 1, 1918, but which were
st11l held in warehouse undistributed, either inm this country or |
throngh re-export, amounted to $21,078,841, or a total of {100,336,936.

After the report for the finsl quarter of the year is re-
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celved, and the figures for the whole year can be brought together
against estimated averages for the first few weeks of the year be-
fore the Executive Order went into effect, the forelgn business of
the United States can be analyzed as a whole very completely, and
the trend of operations before and since the armistice can be un-
covered, that should be of great value in determining ihsther we are
to hold the worl@-wide financial develbpment made poasible by the war,

A further analysls of these reports for a few quarters fol-
lowing the signing of the Peace Treaty should give an even clearer
1dea of the part thils country is to play in the world's finances dur-
ing the period of world reconstruction, and possibly afterward,

Before undertaking any operations in forelgn exchange with
persons in the United States other than "dealers", it is necessary
for such "dealers"” to require their customers to sign the following
statement:

"This transaction is made under representation by the under-
signed that there is not involved in connection therewith any
trading, directly or 1lndirectly, with, to, from, for, or on
account, behalf, or benefit of any enemy or ally of enemy of
the United States, or any transaction violative of the Trading-
with-the-Enemy ict of the United States."

All transactions covéred in the reports of "dealers" to the Statis-
tical Department of the Division of Forelgn Exchange must have been
consummated agéinst such statements, when the operations have develop-
ed in this country, or agalnst non-enemy declarations of foreign cor-
respondents when they have originated outside of the United States,

A statement of non-enemy interest, therefore, has had to stand before
the creation and at the consummation of every transaction between

the United States and every forelgn country.
Co-operation With the Treasury Department.

The Administrative Department has constantly co-operated
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with the Treasury Department of the United States in carrying out
foreign exchange operations, and supervision or regulation made nec-
essary to protect the interests of the United States. Many such mat-
ters have been handled in conjunction with the Federal Reserve Bank
of New York, which has acted, when necessary, for account of all of
the Federal Reéerve Bankse.

Under the Argentine agreement, deposits made with the Fed-
eral Reserve Bank had to be approved by the Federal Reserve Board,
and such approval hag been extended by the Board through the Divis-
ion of Forelgn Exchange. These transactions amounted to $59,996,189.45.

' Arrangements similar, but for lesser amounts, have been

developed with Bolilvia and»Peru, and conferences have been held with
representatives of many other cbuntries, which would ungquestionably
have developed into active operations had the need for them continued.

Arrangements were made, through the Federal Reserve Bank
of New York, at the request of the Treasury Department, with the Food
Commission and ecertain other sources for the proceeds of commodity
shipments made payable in Swedish Kronor, Norwegian Kronor and Dutch
Guilders. These operations have resulted in the Treasury Department
obtalining certain amounts of these exchanges at the mint par, which
were required for governmental purposes. ¥Vhlle the particular opera-
tions carried out in this mammer were effective, and possibly not
harmful, yet it was fortunate that other means for obtalning needed
exchange made it unnecessary to extend such arrangements. |

Lire.

Exchanges throughout the world on Italy had turned so

against that country during the early months of 1918 that the importa-

tion of much needed raw material became most difficult. By June the
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situation had developed with sufficient seriousness to make it ad-
visable to take prompt action. The Italian Govermment had organized
an Institute of Exchange in April, but Italy's requirements were
so great that the co-operation of the other Allies was needed. As
goon as this situation was realized the United States, Great Britain
and Frence responded immediately. An arrangement was then made with
the Director of the Division of Foreign Exchange to assume control
of the Lire market for the Treasury Department of the United States,
in co-operation with representatives of Great Britain, France and
Italy. The Italian Institute of Exchange appointed a New York repre-
sentative to be associated with the Division of Foreipgn Exchahge for
the purpose of handling the matter. Active control was assumed on
June 5, 1918, when a notice was given out over the ticker by the Di-
rector of the Division of Foreign Exchange, prohibiting the sale of
cable Lire under 9.10 to the dollar.

The day before, Italian exchange ruled at 9.15 Lire to the
Dollar, and as a fair demand for Lire developed the rate was put up
to 92.00 and then to 8.90 within a few days. In the meantime the rate
for Lire in Paris was the equivalent of 9.46 Lire to the Dollar, and
in order to prevent American buyers from purchasing Lire in Paris it
was necessary to prohibit the purchase of Lire outside of the United
States by persons or "dealers" in this country. 4An immediate effect
was noted in a further demsnd for Lire in New York. The rate was then
arbitrarily moved up by successive steps until it was stabilized at
6.35 Lire to the Dollar. In the meantime purchases of Lire had been
made from the proceeds of the sales of Lire in the United States, in
London, Pavis, Argehtine, Brazil and other countries, to help in keep-
ing the Lire rate in other world markets in line. During the same
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period the Institute in Italy adjusted its rates to a parity with
the rate esteblished in New York, and through the co-operation of the
British and French Govermments, together with the representatives of
the Italian Institute in London and Paris, the parity was nainﬁainnd
in those two countries. :

An arrangement was also made under which cotton purchased
from the United States by Itely was taken up in Dollars by the repre-
sentative of the Institute in New York.

During the period under which the rate for Lire was brought

‘up from 9,15 to the stabilized‘point of 6435, and up to the latter
part of November, over 400,000,000 Lire were sold by the Representa=-
tive of the Institute snd the Director of the Division of Foreign Fx-
change, and the procoeas of such sales were used to purchase Lire: in
other markets of the world and to meet the cost of cotton shipped from
the United States to Italy.

The Lire rate has been entirely within the control of the
Itelien Institute end the Division of Foreign Exchenge from the day
the situation was taken in hand, and is so to-day.

Spanish Pesetas.

The Quartermaster's Department of the army required funds
in Spain to meet purchases for the American army in France. Mr,
Normen Davis, as Special Financial Delegate of the United States to
Spain, arranged & credit with certain Spenish banks of 250,000,000
Pesetes, In order to avail of the credit, it was necessary to form a
group of Amsfiean_banks, and the Treasury Department arranged with
the Fedoxil Reserve Board to have this work accomplished through the
Division of Foreign Exchenge. All American banks and Trust Companies
carrying balances in Spein, end having & capital and surplus of
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$1,ood,ooo or more, which are members of the Federal Reserve System,
or banks, the stock of which under the law members of the Federal
Reserve System are suthorized td hold, were made eligible to take
pert in the credit. The capital and surplus of all such banks was
_added together, and each institution was notified tﬁat it could par-
ticipate up to the proportionate amount thaet its capital and surplus
represented to the whole. Banks sligible under the ruling were situ-
ated in the following cities: Boston, New York, Philadelphila,
Pittsburgh, Chicago, Washington and New Orleans. All excépt two bankc
eligible under the fegulations accepted their participations, and
other members of the group willingly ebsorbed the allotments of these
two institutions.
Under the arrangement Ameriean participants were obliged
to purchase United ftates Certificates of Indebtedness in Pesetas,
\which were deposited with the Federal Reserve Bank of New York as se-
curity for their 90 day sight drawings upon the group of Spanish
banks. The first transaction under the credit was for 75,000,000
Pesetes as of November 27, 1918, and the balance is subject to call
from time to time at the request of the fecretary of the Treasury.
All the detall of the arrangement with the American group
of banka'haa been conducted through the Division of Foreign Exchange.
Rupees.
_ The diff ieulty of importers of burlap and jute from India
in obtaining Rupees to make payment for their pufdhases, snd the uﬁ-
usual demend for these commodities, due to the war, made it necessary
for a épecial arrangement to be made under which Rupees could be ob=-
tained as required. :
The India Council arrsnged, through the Treasury Department,
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with the Federal Reserve Bank of New York to ellow deposits to be
made wWith the Federal Reserve Bank in dollars for cable payment in
Rupees in India, at a specified rate, covering the importations of
commodities from Indla to the United States. The first rate estab-
lished was 33} cents a Rupee. When the Pittman Act became operative

: and the priée of silver was stabilized at $1.01} an ounce 1,000 fine,
the Rupee rate was raised to $#.3573, which is the rate now prevailing.
Rupee exchange has been obtained from time to time through the India
Council, as required, and allotments of Rupees have been made through
the Division of Foreign Ixchange. Since this arrangement went into
effect, 182,326,132 Rupees have been supplied to American importers.

Silver.

In connection with the Rupee arrangement, it became neces-
sary to take control of the silver situation. This was done through
the Director of the Division of Foreign Exohange. under arrangement
made'by him with the silver producefs. Practically all production in
and importations of silver to the United States are rationed by the
Director, after which export licenses are issued by the Federal Re-
serve Board.

Then the control of silver was assumed, it was found that
a large number of banking institutions had purchased silver for the
purpose of shipping it to China to make exchange. As such silver
was needed to meet the emergency of the moment, the attention of
bankers was called to the situation, and in every case they willinge
1y gave up the silver which they had purchased to be used for Allied
requirements., - This was done 1n some cases at considerable expense
to the banks, as exchange had been purchased in China at the same
time that silver was bought in the United States to furnish cover.
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bankg, and they camnot be commended too highly for the prompt and
effective manner in which they met the desire of the government.
In recognition of their attitude, their interests were kept constantly
in mind, and as soon as conditions changed aafﬁo_iently to warrant
doing so, silver to an amount equal to that turned over by the banks
was given back to theme

During the period inwilved up to date about 40,000,000
ounces of silver have been distributed.

The situation is still such that it is necessary to con=-
tinue the control, which in effect means the allotment of silver in
such manner as to best meet the requirements of the Allies,

Commodities.

A eareful study of the whole world exchange situation, made
possible through the reports filed with the Division of Foreign Ex~
ohange, led to the belief that in view of the restricted shipping
facilities, adjustments in our export trade could be made, that would
be most .lene'ﬁcial. g

As ships available to obtain needed imports could also be
used for exports to the same countries from which imports were ob-
tained, it was clear that if the average export cargo exceeded in
value the average import cargo, that the exchange would begin to.
turn toward the United States, and that an excess of foreign ex~
changes would be accumulated that could be used to 'mako purchases for
account of our Allies.

With the ides of developing this situation, an arrangement
was made by the Director of the Division of Foreign Exchange for
meetings to be held with a representative of the War Industries Board,
a8 representative of the War Trade Board and the Exports Control Com-

Sigiiizea ot Bittee of the Hatiomal Foreign Trade Council. An intensive study was
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made of the weight and bulk values of such goods as were desired
by foreign countries, those of touth ggerica being first considered.
As a result, the War Industries Board agreed to consider requisitions
which might be made by thevTreasury Department for commodities for
export, in the same light that was true with requisitions ﬁade by the
War Department and the Havy Departmen£ to cover their needs. The
development of the whole plan was based entirely upon war requiroments,
and not upon the expension of our foreign trade, as it was recognized
that the business of the counify at the time was to win the war, and
not to develop oammerce.’

The co-operation of the Committee of the Nationel Foreign |
Trade Council in this connection wag most valuable, and if the armistice
had not intervened, there is good reason to believe that in a short
time the trend of exchange might have turned very materially in favor
of the United States in the case of a number of countries where im-
ports for war purposes were required. Even though an armistice has
been declared, the work accomplished by this Committee, together
with the vast amount of data compiled by the VWar Trade Board, should
be most valusble to the country, and should be particularly helpful
after peace has been deciared and present restrictions upon the world's
conmmerce are removed. '

Federal Reserve Banks.

The Federal Reserve Banks of the 12 districts have acted
as local agents for the Division of Foreign Exchange in taking ap-
plications for Registration Certificates by banks, bankers and others
who wished to do a foreign exchange business, in collecting weekly
reports of foreign exchange Operatibns, in passing upon applications

of "dealers" for permission to transact business requiring approval,
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required, and in carrying out many special duties that arose through
the Executive Order and its regulations. This work, which, in the
casé of many of the Federal Reserve Banks, was very exacting, was
carried out with great efficiency, and the co-operation of the Feder-
al Reserve Banks has been thoroughly effective in every particular
since the Executive Order of the President became operative.

Bankers and other "dealers" have at all times shown the
greatest desire to llve up to the regulatlons made by the Division
of Foreign Exchange. While it 1is possible and probable that some
"dealers" were not willing to undertake operations for enemy account,
because of thelr knowledge that if they did so, and were discovered,
that they would be prohibited from continuing their foreign exchange
business for the'period of the war, and while this fact was one of
the important safeguards to the United States brought about through
the Executive Order, yet on the whole the enthusiastic and patriot-
ic co-operation of "dealers" has been a constant source of satisfac=-
tion. The great banking institutions which carry on the bulk of the
foreign exchange business of the country have never once put the ques=-
tion of possible profit before thelr desire»to carry on their busi-
ness in such manner that the interests of our country were protect-
ed.

It 1s a great pleasure to have this opportunity to state
this faet to the Federal Reserve Board, and to so‘cortify to the
patriotism of the forelgn exchange "dealers" of the United States.

Respectfully submitted,

Director, Division of Foreign I'xchange.

December 2nd, 1918,
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