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. ORDER OF REFERENCE
( EXTRACT from the Minutes of the Proceedings of the Senate, 15 August, 1946.)

Pursuant to the Order of the Day, the Senate resumed the adjourned
debate on the motion for the second reading of the Bill (195), intituled:
“An Act respecting the Control of the Acquisition and Disposition of Foreign
Currency and the Control of Transactions involving Foreign Currency or
Non-Residents.”

After debate,

The Honourable Senator Howard, seconded by the Honourable Senator
Vien moved, in amendment, that the said Bill be not now read the second
time, but that the subject-matter thereof be referred to the Standing Com-
mittee on Banking and Commerce for consideration and report.

After debate, and—
The question being put on the motion in amendment.

It was resolved in the affirmative, and—
Ordered accordingly.

The question on the main motion for the second reading of the Bill was
therefore postponed until the next sitting of the Senate.

L. C. MOYER,
Clerk of the Senate.

MEMBERS OF THE STANDING COMMITTEE ON BANKING

AND COMMERCE

The Honourable Evie Beaurecarp, K.C., Chairma#

71534—13

The Honourable Senators
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Copp, Hayden, Quinn,
Crerar, Howard, Raymond,
Daigle, Hugessen, Riley,
David, Jones, Robertson,
Dessureault, Kinley, Sinclair,
Donnelly, Lambert, White,
Duff, Leger, Wilson—(47).
DuTremblay, Macdonald (Cardigan),
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v . STANDING COMMITTEE

REPORT OF THE COMMITTEE
(EXTRACT from the Minutes of the Proceedings of the Senate, 22 August, 1946.)

= THURSDAY, 22nd August, 1946.

The Standing Committee on Banking and Commerce beg leave to report
as follows:

By order of reference made on Thursday, the 15th August, 1946, the subject
ma.tter of Bill 195 : “An Act respecting the Control of the Acqu1s1t10n and
Disposition of Forelgn Currency and the Control of Transactions involving
Foreign Currency or Non-Residents,” was referred to your Committee for con-
sideration and report.

In view of the importance of this matter, all Honourable Members of the
Senate, whether members of your Committee or not, were invited to attend
our sittings and to participate in our proceedings, to examine or cross-examine
the witnesses, the right to vote being reserved to members of your Committee.
This mv1tat10n was generally accepted and acted upon.

Your Committee have held six sittings and have heard the followmg
witnesses:— d
The Hon. D. C. Abbott, P.C., M.P., Acting Minister of Finance;
Mr. Graham F. Towers, C.M.G., Governor of the Bank of Canada and
Chairman of the Foreign Exchange Control Board.

The hearing of these witnesses and the discussion which ensued have dis-
closed the necessity of amending the said Bill 195 in several important respects,
and they have also revealed the necessity of continuing a modified form of
foreign exchange control for a limited period of time.

Your Committee are therefore of the opinion that, with the information
now available, the Senate proceed to the Second Reading of the said Bill 195,
with the understanding that the Bill itself will then be referred to the Stand-
nzlg Cokr)lilmlttee to be amended in such respects as your Commlttee may deem
advisable

All which is respectfully submitted.

ELIE BEAUREGARD,
Chairman.

Ordered, That the same do lie on the Table.
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B MINUTES OF EVIDENCE

THE SENATE
= Ortawa, Tuesday, August 20, 1946.

' tion and disposition of foreign currency and the control of transactions involving
- foreign currency or non-residents, met this day at 10.30 a.m.

P Hon. Mr. BEAUREGARD in the Chair.

F The CuamrmaN: Gentlemen, we have with us this morning the Honourable

conduct our business.

When the Minister of Finance made a statement in the House on the
subject of foreign exchange control on June 17 last, he took occasion to emphasize
the uncertainties of the international outlook and the difficulties with which
Canada might be faced if the efforts to achieve international economic co-
operation were not entirely successful. It is certainly necessary to bear in mind
the faet that the war has caused terrific disruption and disorganization in
many parts of the world, and has left many countries, amongst whom we may
number some of our best customers, in a very bad international position from
a financial and economic point of view. Perhaps there is a-tendency at the
present moment to forget these realities. Their effects on us are obscured by
extension of international credit, especially by the United States, on a very
large scale. The real tests are still to come. It is against the background of
this difficult and dangerous international situation that our foreign exchange

problems have to be considered.

I think that consideration can appropriately start with a reference to our
foreign cash resources as at the end of last year. We possessed approximately
$1,500,000,000 (U.S.) of gold and U.S. dollar balances. This is an amount far
larger than anything Canada has ever previously held. It is extremely fortunate
for Canada that she emerged from the war period in such good shape from a
foreign exchange point of view. Our good fortune in this respect was due in
part to the operation of the Hyde Park Agreement, and to certain unusual
occurrences such as the sale of approximately $550 millions worth of wheat
and coarse grains to the United States in the years 1943 to 1945. But even
with these things on our side, we would have emerged from the war with no
increase in our pre-war holdings of gold and U.S. dollars—approximately $400
millions—if it had not been for capital transactions. The war-time increase
in our foreign exchange resources was due to the factors referred to on page 21

1

The Standing Committee on Banking and Commerce, to whom was referred
the subject-matter of Bill No. 195, an Act respecting the control of the acquisi-

Mr. D. C. Abbott, Acting Minister of Finance, and Mr. Graham F. Towers,
C.M.G., Governor of the Bank of Canada. We will hear first from Mr. Towers.

Mr. Towers: Mr. Chairman, if I were asked to state in one sentence the
r objective of exchange control as it is operated in Canada, I would unhesitat-
| ingly answer that the objective is to avoid the imposition of restrictions on our
foreign trade, and to enable us to participate with other countries through
the medium of the International Monetary Fund and similar organizations in
the efforts which are being made to promote growth and freedom of international
trade on a multilateral basis. The reason why econtrol of exports of capital
serves these purposes requires some explanation and an examination of Canada’s
foreign exchange position, present and prospective. Obviously such an examina-
tion must include an appraisal of the position of the countries with which we
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of the Foreign Exchange Control Boards’ Report to the Ministe r of Finance.
We got US. dollar cash for $236 millions of our holdings of U.S. securities.
Over and above that, American investors bought a net amount of $484 millions
of Canadian securities. Subsidiaries of U.S. companies in Canada accumulated
undistributed profits in the amount of $232 millions. These, and certain other
capital transactions during the period from September 16, 1939, to December 31,
1945, were entirely responsible for the war-time increase in our holdings of
gold and U.S. dollars. We did not earn this increased amount. We got it
through realization of capital assets or by a form of borrowing.

However we may have received these funds, it cannot be denied that
possession of them gives us liberty of action—makes it possible for us to
embark on the reconversion period with less control over foreign exchange
transactions than any other major country except the United States. On the
other hand, I do not think that these admittedly large holdings of gold and
U.S. dollars should lull us into the belief that our position is an impregnable one.

Our high level of employment and national income, and the backlog of
deferred consumers’ buying, inevitably result in a tremendous demand for
imports, most of which have to be paid for in U.S. dollars. On the other hand,
a very substantial volume of our exports is financed on credit, and from these
exports we earn no U.S. dollars. Predictions are dangerous things, and I would
not, care to make a definite estimate of our current account deficit in U.S. dollars
over the course of the next two years. But I can go so far as to express the
opinion that it would not be surprising if the deficit for the two year period
was half a billion dollars or more.

During this same two years, Canadian securities payable in U.S. dollars
will mature or will become callable in amounts aggregating more than $500
millions. I do not suggest that all these securities would be brought home te
Canada, but I do believe that substantial amounts will be repatriated. I am
therefore inclined to think that, on balance, capital transactions will involve the
use, rather than the receipt, of U.S. dollars during the next two years. It is
quite impossible to make anything which purports to be an accurate estimate
of the amount of U.S. dollars required for these capital transactions during the
period I am discussing. One or two hundred million dollars would not, in my
opinion, be a ridiculous figure to suggest.

It follows from what I have said that we may well see a reduction of more
than $600 millions in our U.S. holdings over the course of the next two years.
It might even be the case that our holdings of gold and U.S. dollars were cut
in half. Let me emphasize that I do not wish to name these figures as a
definite prediction, but simply to say that the outlook at the present time is
for drafts on our resources of the order of magnitude which I have mentioned.
These figures assume continuance of control over exports of capital. If we do
not control exports of capital, a host of new uncertainties appears on the scene.

Canada is a debtor country. Canada’s foreign debt is substantially larger
than that of any other country in the world if one excepts the war debts
incurred by the United Kingdom in the form of accumulated sterling balances.
A very large portion of Canada’s foreign debt is in the form of negotiable
securities in the hands of non-residents. These holdings in the United States
run to billions of dollars.

Let us suppose there is mo control over the export of eapital. During the
next few years, our holdings of gold and U.S. dollars might well be going down
on a very substantial scale, for the reasons which I have mentioned. In addition,
with no control there would be a further drain arising from Canadian purchases
of U.S. securities. I do not suggest any flight of eapital from this country, but
I believe that the amount involved in the purchase of New York stocks could
be quite substantial.

Under these conditions—and assuming no control over capital exports—would
foreign holders of our securities decide to sell them in Canada and take their
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money home? These foreign holders would be aware that our exchange reserves
were going down very substantially. Would that cause them any concern? If
it caused them the slightest concern, a number of them would in fact take their
money out, because any suggestion of risk in respect of exchange depreciation
or reimposition of foreign exchange control would more than counterbalance
the extra interest which they could earn on first-class Canadian bonds as com-
pared with U.S. investments. Is there any chance that the international financial
and business situation may at times be of a character which does not make for
optimism? Any worry of that kind can produce a movement of capital.

I think I should point out that there is a new element in the situation as
compared with pre-war days. Since September, 1939, the government has
followed the policy of stabilizing the exchange rate, and under the Bretton
Woods Agreement the government committed itself to the maintenance of a
stable exchange rate unless and until a change in rate became necessary as the
result of a fundamental disequilibrium. A reduction in our foreign exchange
resources as a result of export of capital would not necessarily or even probably
be regarded as proof of a fundamental disequilibrium. Prior to September, 1939,
there was no commitment to avoid day to day fluctuations in exchange. There
were times when that commitment was implied because of the fact that we were
legally on the gold standard, but, as we all know, the first cold breeze blew
us off the gold standard. During all the years between the two wars, the exchange
rate was settled by demand and supply without government intervention in the
market. In times of stress, when worry about our situation caused some with-
drawals of capital, the brake on those withdrawals was provided by the exchange
rate. A foreign investor may be sufficiently frightened to take out his money at
par, but not so panicky as to accept the loss involved in taking his money home
at a 20 per cent discount. Imports also were to some extent rationed by
the rate. I do not think it is Parliament’s desire that we should go back
to a system in which movements of hot money and exchange speculation could
affect and interfere with everyone engaged in foreign transactions. But I
fail to see how, in the existing state of world affairs, a commitment can be taken
to maintain exchange rate stability with the sword of uncontrolled capital
movements handing over our head.

The position of the United States is very different from that of Canada.
They are on-balance a creditor country, not a debtor country. The United
States holdings of gold are tremendously large, something over $20 billions at
the present time; and even in the unlikely event that non-résidents who own
US. dollar balances or marketable securities should desire to withdraw their
money from the United States, the United States is in possession of sufficient gold
to repay these claims and still have a large supply of gold on hand.

From a foreign exchange point of view, I think Canada has been exceptionally
lucky in respect of the position in which we find ourselves after the close of the
war. If we had ended the war with the same amount of gold and U.S. dollars
with which we commenced it, that alone might have been considered a fortunate
outcome. We would have had $400 millions. In that case, I believe that it might
well have become necessary to embark on quantitative regulation of imports
next year. And there, let me say, is a form of control which is extraordinarily
bad from a business point of view. Fortunately, we are not in that position.
Our people can import all the supplies they want, and can get, from any country.
We are in a position to stand some substantial exchange losses, and see how
things go during the transition period. I think, however, that it would be reck-
less to overestimate the strength of our position; and to run serious risks of
getting into a fix which might necessitate the adoption and enforcement of new,
more extensive and more rigorous measures of control.

Hon. Mr. Assorr: Perhaps I should say a word on the second question on
the list which Senator Robertson has submitted.
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As honourable senators are aware a very substantial number of considera-
tions were dealt with under the War Measures Act by order in council during
the war. The Emergency Transitional Powers Act, as it now stands, contains
the various orders in force until fifteen days after the commencement of the
next session of parliament, with the probability that it will be extended to
sixty days, in the hope that before the expiry of that delay period a good many
of the orders now in force will have become unnecessary. As many of the
orders as possible are being put in legislative form because it is inevitable that
the powers given under them will be required beyond the period which expires
sixty days after the commencement of the next session.

The government is convinced that some form of foreign exchange control will
most certainly be necessary beyond the period which I mentioned. It is quite evi-
dent that parliament will have a very heavy task before it during the early days
of the next session because of such measure as will then be found necessary to
be continued. We have therefore been trying, as far as possible, to get into
the form of legislation at this session the measures now carried out under order
in council and which it is certain will be required for some time after the com-
mencement of the new session at the beginning of next year. ;

This bill was first introduced, as the committee knows on June 17. The
Minister of Finance indicated in a speech in Toronto as far back, I think as
March 1 that the government had come to the conclusion that a continuation
of Foreign Exchange Control would be necessary. The question was before
the Banking and Commerce Committee of the House of Commons for some
time; it is unfortunate that it was not sent over to the Senate earlier, but I
can assure honourable members that the fault was neither mine nor the House
of Commons. It simply was not possible to get the measure through the Bank-
ing and Commerce Committee and then to the house at an earlier date. The
government feels that it would not be desirable to hold a measure of this kind
over to be dealt with in the first sixty days of the next session. It is quite
evident that some measure of this kind would have to be provided. That is the
reason we felt it was desirable to introduce this measure and some others
which during the war have been carried out under orders in council passed
under the War Measures Act.

Hon. Mr. Crerar: Mr. Chairman, may I ask a question?

The CrmamrMAN: I think it would be much better if we disposed of the
entire statement as contained in the paper which Mr. Abbott has before him.

Hon. Mr. Crerar: What is the statement?

The CHAIRMAN: A programme has been devised by the leaders of both
houses so that the witnesses will make statements on the specific points and
then questions may be asked by all senators. The first point has been dealt
with by Mr. Towers. Mr. Abbott has been dealing with the second point. I
think Mr. Towers should proceed.

Mr. Towers: Assuming there is a need for some kind of foreign exchange
control, and that the bill be dealt with at this session of parliament, is there
an alternative method of meeting our foreign exchange problems which would
interfere less with the liberty of the individual, such as an exchange equaliza-
tion fund? In the operation of the exchange equalization fund the govern-
ment in the present circumstances, in view of our participation in Bretton
Woods, would have taken the responsibility of preserving stability in exchange
rates, and would have to operate the equalization account with that fact
in mind. In other words, if .the circumstances of our international situation
were such that our current earnings of U.S. dollars from exports and other
sources were not sufficient to supply the demand for U.S. dollars for
imports and other needs, the government would have to stand ready to sell
US. dollars out of resources which is now possesses. As I indicated in
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¥ my remarks earlier, I believe that over the next couple of years the excess of
the demands for U.S. dollars over the supply of them will in fact be very
substantial. : :

Hon. Mr. Haypen: Do you mean the current supply?

Mr. Towers: I should say the demand for the current supply would be
very substantial. In the operation of the equalization account the government
of course would have to be preparsd to use up the existing resources to cover
that excess demand. If the demand is limited to current account needs and

- certain needs for repayment of maturity or other fixed obligatiens, we have
sufficient to meet those needs. The equalization fund operation assumes no
control over exports of capital or the means that the government would have
to supply U.S. dollars and stabilize the rates to anyone wanting U.S. dollars
for any purpose whatever. It would be required to supply U.S. dollars to
non-residents who decided to sell securities in Canada; it could not question
the purpose for which the U.S. dollars were required, or whether they were
demanded by residents or non-residents.

Hon. Mr. Roesuck: Why?

Mr. Towers: Because that is inherent in the operation of an equalization
fund, in the sense in which it is mentioned here—that there should be no foreign
exchange control. That is my understanding of the question.

Hon. Mr. Haig: That is correct.

Mr. Towers: For the reason which I mentioned earlier I would have my
3 doubts as to whether our exchange resources would be equal to that uncontrolled
demand. It must be considered that if the depletion of our foreign exchange
resources reached the point where we would have to turn to the International
Monetary Fund for assistance, those who operate it would say to us, “Why
is it that your foreign exchange holdings are getting so dangerously low, and
why do you come to us?”’ They would further say, “We do not wish to cover
your current trade requirements; the fund is to cover the export of capital.”
In the fund agreement it was specifically provided that if a country had to
resort to the fund because of the outward movement of capital on any scale
the fund would have the right to suggest that that country should impose
control of the outward movement of capital. The implication is that the fund
should not be used for that purpose; its resources, particularly in hard currencies
are not unlimited, and it desires to preserve its resources to promote the freedom
of current international trade and not to provide money for people to withdraw
their capital from various countries.

Hon. Mr. Evner: If the trend was towards the depletion of that billion and
a half dollars in American funds would you not have time, by way of emergency
legislation, to institute a control?

Mr. Towrrs: I do not believe so. It is one thing to have foreign exchange
control in a country which never had it before, which was our position in
September, 1939. While it might have been expected that we would have to
impose 1t, apparently it was not done; any flight of capital which took place was
limited to only a comparatively few days before the foreign exchange control
came in. But once a country has had foreign exchange control, then at any time
that things are going badly it swings the foreign exchange control question in the
people’s minds. I believe that once the difficulty started, and before it could
be stopped in the way which you suggest, we might get into a low position.
I have emphasized the value of our present strong position in enabling us to
take real chances, to suffer serious losses in foreign exchange without imposing
quantitative control of imports. Moreover, I think it is the case that in the
years between the two world wars we usually had gold and U.S. dollar resources
which were inadequate for Canada. I think that the 400 million dollars with
which we entered the war could have been ecriticized as a dangerously low




6 : STANDING COMMITTEE

position. We did get by, but it was due to circumstances which we had no right
to anticipate before the war. Having in mind the higher price level today, as
compared with pre-war values we must expect that even with the same volume
of deficits in our trade with the U.S. dollars, that the size of the deficit will be
larger; in other words, 400 million dollars before the war would be represented
by 600 million now. :

Hon. Mr. EvLer: But we have a billion and a half. _

Mr. Towers: We have a billion and a half but I would not be surprised
if that amount were cut nearly in half within two years. 4

Hon. Mr. McGeer: We would still have a huge surplus.

The CuairmaN: May I ask honourable senators to refrain from asking
questions until Mr, Towers has made his statement.

Mr. Towers: To sum up on the exchange equalization account, the question
there really is: Is control of export capital really necessary? The exchange
equalization account assumes no special control; that is to say, it assumes
stabilization of rates, but no control of capital movements.

Hon. Mr. Lamsert: In that connection I think it is important to mention
the point about being able to scrutinize details of transactions.

The CuarMAN: Senator Lambert, your question may be important, but
there are a great many important questions to be discussed.

Hon. Mr. Crerar: I suggest, Mr. Chairman, that Mr. Towers and Mr.
Abbott be allowed to complete what they have to say before submitting to
questions.

Mr. Towers: The minister has poinfed out, and perhaps it should be said,
that the exchange equalization account does not assume any scrutiny of
transactions.

The CuAlRMAN: We will proceed now with No. 4.

Hon. Mr. Assorr: No. 4 of these headings, Mr. Chairman, is the desir-
ability of putting a time limit on the life of the act. As honourable senators
are aware, that question was considered and discussed in the Commons and its
Banking and Commerce Committee. I indicated both in the House, I think, and
in the committee that we would be prepared to consider a time limit, although
the government felt that in accordance with the usual practice under the
British parliamentary system no term should be fixed for the operation of
the measure, that it should be left to parliament to repeal it when it became
no longer necessary. The only suggestion made in the Commons’ Banking
and Commerce Committee as to a time limit was a limit of one year. The
government felt that that was entirely inadequate, that if foreign exchange were
required at all it was quite obvious that it would be required for longer than one
year. I will ask Mr. Towers in a moment to give, if he will, the technical
justification for that statement. Therefore I could not accept the suggestion
that the duration of the bill be limited to a year. I would have been prepared
to consider a clause fixing the duration for a longer term, although I must
say frankly to the committee that on the information I have I think it is
undesirable. If a term were put in I think it should be on such a basis that
there would be no risk of the act lapsing while parliament was not in session.
If consideration were given to inserting a term in the bill, T think it should
be to expire on a certain date, let us say, provided parliament were In session,
or, if it were not, then sixty days or some other term after the commencement
of the next session.

Hon. Mr. Hat: As in the Emergency Transitional Powers Act.

Hon. Mr. Assorr: Yes. That act of course continues orders in couneil
in force until sixty days after the commencement of the next session. I hope
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honourable senators appreciate the difference between the powers in that act
and what is asked for in this bill. That act confers upon the government wide
powers to legislate by orders in council on a variety of subjects. Anything
enacted by virtue of that act will lapse sixty days after the beginning of the .
next session. This bill contemplates a certain principle, namely, the principle
of exchange control, and it provides the machinery for carrying the principle into
effect. It has a certain purpose, and in that respect it differs materially from the
National Emergency Transitional Powers Act. For reasons which I think will
be clear to the committee the government cannot accept a limit of one year
to the life of the bill, and although we think it is not desirable to have any
period of limitation inserted we are prepared to consider a longer one. I think
if it is decided to limit the life of the measure it should be on conditions such
as I have indicated, namely, so that there will be no chance of the bill lapsing
when parliament is not in session. We have an example of an act lapsing at
a very inconvenient time in the United States, the O.P.A. That is a practice
which is followed in countries like the United States, where the executive is
not responsible to the legislative body, but it is not a practice which I think
is generally to be commended in countries which follow the British parliamentary
system.

That is perhaps all I should say at the moment on the question of a
‘time limit in the bill. T would like Mr. Towers to add a word, if he will, on the
technical question.

Mr. Towers: Mr. Chairman, it is of course impossible for anyone to
predict when Canada could remove control on exports of capital without run-
ning unjustifiable risks, because to make such a prediction one would need
knowledge of our own situation and of the political and economic situation of
the world generally at some date years removed from now, and in fact no
one has that knowledge. There are two possible courses of action. One is
the normal course of not placing an expiry date in the act and relying on repeal
of the measure when it is no longer necessary. The other is the one which
has just been mentioned; that is, to name an expiry date, which has not
necessarily any relation to the time when repeal will be practical, but which
will constitute, shall I say, a form of diary note to ensure that the government
and parliament will not forget to give the matter consideration.

I think it must be said that the second course involves certain risks. If it
turns out that as we near the expiry date our foreign exchange position and the
international situation leave much to be desired, worry may develop as to
whether or not foreign exchange control powers will be renewed. It might be
assumed that in such unfavourable circumstances as I have suggested the powers
would in fact be renewed, but business men and the public generally often hesitate
to base their actions on assumptions of that kind. There might be a fear that
if control was not renewed, exchange rates would be materially affected, and in a
free enterprise system uncertainties of that kind necessarily cause hesitation
and lack of confidence, neither of which promotes employment and new
development.

Mr. Chairman, it is hardly necessary for me to say that a decision as to
whether or not an expiry date should be placed in the act is a matter of high
policy which only parliament can decide. All that it is proper for me to suggest
1s that if an expiry date is set, it should be set with due regard for some of the
risks which I think it is fair to say are involved.

The CramrmaN: Gentlemen, if it is agreeable we can now proceed with
questions. y

~_Hon. Mr. Hale: Mr. Minister, what would you think of a suggestion to
limit the life of the bill to two years from next January, if parliament were
then in session, and, if not, to the end of the then approaching session, which
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would be the end of the session of 1949? That date is farther ahead than any
that has been mentioned by most people with whom I have discussed this
matter. Some have suggested one year and some, two. I do not think much of
the proposal that the expiry date be sixty days after the opening of a session,
and that is why I ask what your opinion is as to fixing the date as at the end of
the session of 1949.

Hon. Mr. ABsorr: That is a good suggestion; that allows the whole session
for consideration of the matter. :

Hon. Mr. Hatc: That would give you to the end of the session of 1949. 1
want to be quite candid—I am speaking only for myself, but I think this is the
view of our party—we want to give the government every assistance we can.
At the same time, we do not want this measure to be permanent. If within two
or two and a half years from now we see that it is absolutely necessary to
continue the control, we will be the first to stand behind you. We would like
the onus to be on the government and the Foreign Exchange Control Board to
satisfy parliament that the power should be renewed.

Hon. Mr. ABBorr: Is your suggestion, Senator Haig, that a duration should
be stated along this line—that the act, unless renewed, should lapse on the last
day of the session first called in the year commencing January 1, 1949?

Hon. Mr. Haig: Correct.

Hon. Mr. AsBorT: Well, subject to consultation with my colleagues, I do
not think I would take objection to such a provision. I think it might be put in
general terms.

Hon. Mr. Haig: We will not dispute about the terms. You can consult
your counsel and we will consult ours.

Hon. Mr. ABBorT: Your suggestion would be the last day of the session
which first commences in the year 1949?

Hon. Mr. HaypeEx: How about 1948? g

Hon. Mr. Crerar: I am not prepared at the moment to accept Senator
Haig’s suggestion.

Hon. Mr. Haic: I am not speaking for anybody but myself.

Hon. Mr. Crerar: I think it is a matter of regret—I am not eriticizing the
government in this respect—that this measure, one of the most important that
parliament has dealt with, comes to us when we are supposed to be within a
week of the termination of the Senate. I do not like that; it seems to me that
that is not the right way to handle a bill so important as this one. I do not think
it will be denied by Mr. Towers or by Mr. Abbott that this bill seeks to confer
very extraordinary powers on the Foreign Exchange Control Board.

Hon. Mr. HaypEn: Would not the word “continuing” be better?

Hon. Mr. Crerar: The bill proposes very extraordinary powers; it provides
no limitation either in time or scope of operation. Such a measure should not
be passed by parliament without most careful serutiny; and we in the Senate
have not had an opportunity to so consider it. I was impressed with what
Mr. Towers said about the need of controlling the large movement of capital.
By his remarks I presume that he does not mean that Canadians will lose
confidence in their country or their government, and want to get their own
wealth out of the country in some form or other, but that it has to do with
investments in Canada particularly by people from the United States who may
have bought dominion government securities or provincial or municipal securities.

For the sake of argument, assuming that it is necessary to have some sort
of control over large movements of eapital, I still fail to see why it is necessary
to incorporate in this bill absolute controls over individuals in this country.
For instance, if a farmer in Saskatchewan is using a tractor manufactured in
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Minneapolis and in the midst of his harvesting operations it breaks down,

under this measure the first thing he has to do is to get a permit to import the
repairs.

‘Mr. Towers: Any imports of any kind can be purchased by any one in
Canada in any amount and the foreign exchange board cannot say nay. The -
purchaser is asked when the import comes in to put certain foreign exchange -
control information on the declaration so that when he wishes to make payment

for the parts he will have evidence to show the bank that he in fact has an

obligation to pay for an import. The word “permit” is of course a most
unfortunate one. Other names could have been used which would have been
so much better, because the permit in fact is merely a voucher to enable the
purchaser to demand and receive U.S. dollars from the bank.

Hon. Mr. Crerar: Take for instance, Mr. Towers, if a resident of Canada
wants to send $150 to his mother in Minneapolis. Do I understand he would

“have to secure a permit to send that amount for benevolent purposes?

Mzr. Towers: He would have to go under any circumstances to the bank
to get the U.S. dollars. : ‘

Hon. Mr. Crerar: But supposing he was a hundred miles from the bank?

Mr. Towers: What would he do without foreign exchange control?

Hon. Mr. Crerar: He would go to the post office and buy a money order.

Mr. Towers: He can do that under existing conditions. The only difference
under the exchange control measure is that he would be asked the purpose
of the remittance. If he said it was for the purpose you mentioned he would
get the money. . :

Hon. Mr. Crerar: The point I am raising is that he would be required to
get a permit; he has to get authority from someone to send the money out of
the country.

Mr. Towers: The authority asks the object of the remittance.

Hon. Mr. Crerar: He would be required to get some sort of document from
the postmaster, or someone else, to show that he has conformed with the law
in sending the money out of the country.

Mr. Towers: When he pays the exchange he says, and necessarily signs,
indicating that the purpose is so and so. That is all.

Hon. Mr. Crerar: It would be quite within the powers of the Foreign
Exchange Control Board to refuse that transaction under certain difficulties.

Mr. Towers: That question touches on a number of points. You have
given one illustration which is theoretically correct; in other words, there are
many ways in which the Foreign Exchange Control Board could make fools
of themselves and be a nuisance to the public. But if they did that I predict
that they would not be the Foreign Exchange Control Board longer than twenty-
four hours. That of course is the safeguard.

Hon. Mr. Crerar: I would not quite agree with your statement, Mr. Towers;
that is not the way these things operate. If the board did do what you
suggested they might there would be a tremendous volume of annoyance
throughout the country; but we have had a state of annoyance throughout the
war, and because of the overriding purpose of the war the annoyance has passed
over; but you cannot do those things in peacetime.

Hon. Mr. EvLer: Would the postmaster be the judge of the propriety of
sending that money across the border?

Mr. Towmrs: Certain principles are laid down. For instance during the
period of war, when our resources were particularly low, limitations were placed
upon what we might call benevolent remittances; but those remittances were
never so low as to involve starvation on the part of the recipient. They were
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required to keep their remittances down to the moderate proposals which any
individual might need; they were not on a scale which would provide for very
luxurious living. 3

Hon. Mr. Evier: That does not answer my question.

Mr. Towers: The principles are laid down.

Hon. Mr. EuLer: The postmaster would have the right to refuse the
money on his own initiative and at his own discretion?

Mr. Towers: If it was stated to be a benevolent remittance of that kind he
would not. I am unable to cite the figures, but if someone came in and asked
for $50,000 he would refuse it subject to examination by the board.

Hon. Mr. EvLer: That is the limit which he would refuse.

Mr. Towers: I am citing a very high level, because I cannot remember
the exact figure.

Hon. Mr. EvLer: But not many would come in asking for $50,000?

Mr. Towers: No.

Hon. Mr. EvLer: Supposing I came along and asked for $500 for a certain
purpose, would the postmaster refuse me?

Hon. Mr. Haypen: He might and he might not.

Mr. Towers: In the post office the limit is $100; above that it is referred
to the board.

Hon. Mr. EvrLer: Which would mean delay.

Mzr. Towers: Or it would be referred to the bank.

Hon. Mr. Evrer: What is the limit on banks.

Mr. Towers: For benevolent remittances, $100.

Hon. Mr. Haypen: As I understand it there is no question of delay because
there is direct telephone communications between the banks and the board. An
answer could be secured the same day.

Mr. Towers: That is correct.

An Hon. SexaTor: But the bank could refuse it?

Mr. Towers: The bank would refer it to the board if it was over $100.

Hon. Mr. CampBeLL: And the board could refuse it.

Mr. Towers: The board could refuse it if the amount involved seemed out
of proportion.

Hon. Mr. Crerar: Mr. Towers, while the amount is $100 now, the board
could issue new instructions to the banks that the limit be $50. It has power
to do so?

Mr. Towers: That is true.

Hon. Mr. Crerar: And it has the power to prohibit payment altogether,
if it desires to do so.

Mr. Towers: That is true of course but the board has never taken -any
action of that kind without governmental approval.

Hon. Mr. Crerar: That may be true, but my criticism of this bill is because
of the power it places in the hands of the board. It is given extraordinary
authority over transactions of the ordinary individual, in order to prevent some-
one taking five, ten or fifteen million dollars out of the country. Surely there is
some way of bridging that gap.

Mr. Towers: I wish I knew what it was, Senator Crerar. I am sure I feel
as strongly as you, because the administration involves responsibility and work.
If it were possible to cull out all the multitude of smaller transactions and still
achieve our objective it would be acceptable but I do not think it can be done.
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Hon. Mr. Haypen: How can you control without some person having the
right to say no? .

Mr. Towers: That is a question we cannot answer; we do not know.

Hon. Mr. CamprBeLL: How serious is the problem of individuals requiring
foreign exchange for the purpose of travelling, sending benevolent remittances
or maintaining themselves in the United States in the case of illness? How
serious is that problem in connection with your whole plan?

Mr. Towers: While the amounts involved are substantial I believe we can
afford them; in fact we are affording them at the present time. It may be that
the limit which has been mentioned so far as benevolent remittances are con-
cerned can be raised, because certainly the objective is to develop a situation
where a number of references to the board will be cut down to the absolute mini-
mum; and of course they have been tremendously cut down during the last year.
The number of people who find that their applications are not immediately dealt

“with by the bank or post office is very small; we may be able to make them

even smaller.

Hon. Mr. EvLer: When an individual does go to the board over the refusal
of the postmaster, does someone on the board give the decision or does it go
before the whole board?

Mr. Towers: The board tries to lay down certain principles so-that it can
manageably deal with the particular cases.

Hon. Mr. EvLer: The board does not pass every case.

Mr. Towers: It cannot pass on the individual cases, but tries to lay down
certain principles.
Hon. Mr. EvLer: And some official makes the decision.

Mr. Towers: In the light of the principle; but if that decision causes objec-
tion the case would certainly be referred to the board. I can think of only one
Tefusal in connection with travel. The government states its policy regarding
travel and indicates the funds which will be provided for all reasonable travel
needs; the board then has to appraise that very liberally to make sure that
the.y are not being too officious. We have refused only one application which
asked for $100,000 to spend the winter in the United States. We thought that
was high.

Hon. Mr. LamBert: Mr. Chairman, before we proceed further may I say
that there are two aspects to our problem; one relates to the field in which Mr.
Towers is an expert, the other having regard to questions of policy which involve
the minister. In order to serve the witness’ convenience as well as the interest
of the senators, I think there should be some regard for the two phases of the
organization, and that each senator be allowed to ask his questions before going
on to another.

Hon. Mr. Crerar: There are a few more questions I would like to ask
Mr. Towers, what would be the effect of this control on the investment of
American capital in business enterprises in Canada? I will cite an instance.
About fifteen years ago an American concern invested about $35,000,000 in the
development of the Hudson Bay Mining and Smelting Company’s property
at Flin Flon. As a result a great deal of employment was given to Canadian
labour—an industry has been developed which is now employing more than
2,000 people steadily—and of course it has meant the purchase of a vast
amount of Canadian materials. Obviously the capital requires a return, and
the company has been paying a dividend of $2 a share, practically all of which
goes to the United States, so T am told. Under this measure the board could
refuse to let the return on the capital go out of the country. I know of two
other large possible developments in Canada; one of them would probably =

71534—2
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require as much capital as was put into the Hudson Bay Mining and Smelting
Company, and the investment in the other would run into several millions.

If this measure goes through might it not have an adverse effect on the willing- -‘

ness of Americans to put their capital into permanent enterprises in Canada,
because of the uncertainty of getting out a return on their money?

Mr. Towers: No, I do not think that will be the case. Certainly our
experience during the war would not indicate any apprehension, and money
is coming in for capital development right now. I think that those who are
considering developments of that kind pay attention first of all to the merits
of the particular thing and whether it will be profitable; and that they have
regard also for the degree of political and economic stability of the country
in which they are putting their money, and its past performance in respect
of allowing funds to be remitted home. I believe that the policy pursued by
Canada in that respect during the war, even during the stages which were
most difficult from a foreign exchange point of view, proved to be extra-
ordinarily reassuring to investors in other countries, particularly the United
States, with the result that far from there being any indication of fear of our
exchange control between September 1939 and today, the embarrassing thing,
if any, has been the degree of their confidence in Canada and their desire to
purchase our securities.

Hon. Mr. Crerar: You do not think legislation of this kind would
adversely affect that opinion in the United States?

Mr. Towers: I do not. ;

Hon. Mr. CrerAr: I do not agree that the experience during the war is
necessarily a criterion of what would happen in peacetime. I am afraid the
bill would have a very definite bad effect once it became known.

Mr. Towers: Of course, various developments are now taking place, and
on a very substantial scale, in the expectation that control is to be continued.

Hon. Mr. Crerar: I wonder if that assumption is correct. What reason
would an American investor have for thinking that we were planning to control
foreign exchange permanently? 3

Mr. Towers: Not necessarily permanently, but for an uncertain period of
time. One reason for his thinking so would be statements by ministers and
discussions in another place. .

Hon. Mr. Crerar: Which of course the American investor would know
nothing at all about. -

Mr. Towers: Those individuals that I speak of, Senator, know very well.

Hon Mr. Crerar: I doubt that. I should think that when they come to
make investments they would inquire of Senator Hayden or Senator Campbell
or some other solicitor in Canada, “What are your laws in regard to this?”

Mr, Towers: I am thinking of recent cases where I myself had discussions
with the people concerned.

Hon. Mr. Crerar: And you were able to persuade them?

Mr. Towrrs: No. They of course have as yet no right to expect that this
measure will be passed, but their attitude is that whether or not it is passed they
will go ahead.

Hon. Mr. Crerar: My complaint against the bill is that it gives very sweep-
ing and complete powers to the Foreign Exchange Control Board, and that it
does not appear to be necessary to have all those powers in order to guard
against what you emphasized in your opening remarks, the movement back to
the United States of American capital that had come to Canada. Suppose an
American has invested, say, $5,000.000 in Canadian Government bonds. Iq a
year or two years from now if he disired to sell those bonds, you could deprive
him of the right to do so?
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Mr. Towers: To sell them in Canada?

Hon. Mr. Crerar: To sell them anywhere.

Mr. Towers: Oh no, he could sell them in the United States or anywhere
else if he wanted to. And between September 16, 1939, and January 1946 there
were certain purchases registered with the board, and although no formal commit-
ment was made there was nevertheless a certain moral obligation to permit the
resale of the securities in Canada, and if they were resold here the seller would
get Canadian dollars; but he could not ask us to convert those Canadian dollars
into U.S. dollars. Therefore there is no threat in respect of our foreign exchange

7

-holdings. I can say that when certain purchases were taking place in 1943 or

1944—1 am thinking particularly of Canadian dollar securities of the Dominion
Government—I on more than one occasion spoke to the presidents of one or more
of the very large institutions which were making these purchases for their
American accounts—because it had nothing to do with their Canadian business

—and I said, “Do you realize that you are buying in connection with your

American business a Canadian dollar domestic security which you may be able
to resell in Canada but for which you may not be able to get United States
dollars? Do you realize that difficulties after the war may necessitate the
continuance of foreign exchange control, if that is the government policy at that
time?” The answer was: “Yes, we realize what we are doing. If you want us
to cut down on this particular order at the time of the Victory Loan, if you say
that you are not wanting to sell thesé€ securities in the United States, we will cut
down our order.” And that is what they did, in a very co-operative way, but
they subsequently bought bonds in the open market. The only reply of the
investment committee of the great institutions I am thinking of is,” “This is a
most extradordinary experience, that a foreigner should come to an American
company and say he does not want their money.” I did not accomplish anything.
In fact, the result was a set-back because the feeling that their money was not
wanted just increased their appetite.

Hon. Mr. Crerar: They would of course naturally have a desire to help
Canada during the war.

Mr. Towers: Oh, excuse me, I pointed out that it did not help Canada at
all. It was purely a matter of their desire for an investment, nothing else. They"
said they were not concerned about temporary conditions, that it was an invest-
ment for a generation. Now, that is very flattering.

Hon. Mr. Crerar: There is no danger of the flight of that capital back to
the United States then?

Mr. Towers: On the contrary, I can think of a case where the holdings of
Canadian government domestic bonds acquired during the war now aggregate
$100,000,000 in one block. In other words, a different president, a different
investment committee, a different international picture and exchange outlook
for Canada could cause those people to say one day: ‘“Well, we have a decent
profit on this $100,000,000. It is time for it to come home.” Without control, one
man could set in train a demand for $100,000,000 U.S. dollars in one block.

Hon. Mr. Crerar: And you want power to prevent him from doing that?
Hon. Mr. Havypen: To regulate.

Mr. Towers: The proposal is, of course, not power to regulate, but power
to say it just cannot happen at all until further notice.

Hon. Mr. Crerar: Do you think there is any danger, say over the next five
years, of Canadians, apart from Americans, desiring to seck refuge in the United
States for their capital?

. Mr. TowEgs: All T can say is that it has never happened before in any
volume, and that is not what I would particularly fear. I think that without
71534—23% )
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control of export of capital they naturally would want to buy certain securities
on the New York market. They have not been able to do so now for nearly
seven years, and there is a great variety of investments there. What the volume
of those purchases would be, no one can guess, but at times in the past it has
been very substantial. I do not know whether that would involve a drain on our
cash reserves of foreign exchange of $100,000,000 or $200,000,000.

Hon. Mr. Crerar: Do you anticipate that danger might arise through
excessive purchases of goods outside of Canada? :

Mr. Towers: That is just what the objective of preventing export of capital
is, to make sure as far as possible that there are no restrictions on trade.

Hon. Mr. Crerar: You are asking for these powers to protect the external
value of the Canadian dollar. I think that is the phrase used in the preamble
of the bill. How would that danger arise? Do you anticipate it might arise from,
say, people in Canada wanting to buy United States goods to a very large extent?

Mr. Towers: The objective is that they should be able to buy any United
States goods that they want to, but that neither the non-resident should be able
to get U.S. dollars through the sale of his Canadian securities nor that our funds
should be used for the purchase of U.S. securities.

Hon. Mr. Crerar: Let me put it this way. Supposing Eaton’s, which is a
large retailing establishment in Canada, wanted to buy half a million dollars’
worth of goods in the United States for sale through its stores, there might
come a time in your judgment when the Foreign Exchange Control Board
would say to Eaton’s, “No, you cannot do-that.”

Mr. Towers: God forbid! sir. We have never done that, and I hope we
never shall under this proposed legislation.

Hon. Mr. KiNnLEY: But you control price, and that is the basis of all
business.

Mr. Towers: There is that fair value provision.

The CuaRMAN: Order! The witness belongs to Senator Crerar for the
time being. .

Hon. Mr. CrerAR: It seems to me there is no question that what Mr. Towers
asks for in the bill gives the Foreign Exchange Control Board the power to
say to Eaton’s, “You must cut that down to $200,000.”

Mr. Towers: No, there is no such power at all.

Hon. Mr. Crerar: Well, say $500,000.

Mr. Towers: Noj; or $10,000,000. They have the right at all times to make
import contracts.

Mr. Crerar: Why not make that clear in the bill?

Mr. Towkrs: I thought it was clear. There is a provision in the bill that
an import eontract cannot be refused by the Board. i

Hon. Mr. Crerar: There is the question of fair value.

Mr. Towers: Yes. If the parties to the transaction are at arms length—as
they would be, we will say, in the case of Eaton’s—we would have no basis for
questioning values. It is only when we know that the transactions are between
two parties who are related to each other that the practical question of fair
value arises.

The CuARMAN: Senator Howard, have you any questions?

Hon. Mr. Howarp: Has the ratio of United States capital investment in
Canada in the last six months increased or decreased over the previous six
months?

Mr. Towers: The amount?

Hon. Mr. HowaArp: Yes.
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Mr. Towers: There are really two compartments to that question. Are you
referring to direct investment in business here or to the purchase of securities?

Hon. Mr. Howarp: Both; they are almost the same thing.
Mr. Towers: I shall have to get those figures for you, Senator.
Hon. Mr. Howarbp: You do not know off-hand.

Mr. Towers: No, they are not in my memory.

Hon. Mr. Howarp: They are running very high?

Mr. Towers: All I can say at the moment is that since the change in the
exchange rate on July 6, naturally the purchase of ordinary market bonds has
dwindled. On the other hand, it has not had any effect on certain direct
investment projects.

Hon. Mr. Howarp: My next question relates to administration. Recently
‘a company in the United States called its preferred stock and issued new
preferred at a rate of interest lower than the current rate. At the same time it
issued rights to the stockholders. I was surprised to learn that a resident of
Sherbrooke who wanted to take up ten shares of the new rights had been told
by the Foreign Exchange Control Board, “Nothing doing. Sell your rights.”

Mr. Towers: That was true during the war; and up to the present time
there is no authority either to purchase new securities or to reinvest when a
call takes place.

Hon. Mr. Howarp: I thought that was a pretty drastic ruling when the
amount involved was within $200. That is all I have to say.

Mr. Towers: Excuse me, I find T have made a mistake. Reinvestment in
securities which have been called has been allowed all through the exchange
control. The point I went astray on was as to getting the cash to exercise the
right.

Hon. Mr. HowArp: There is no question that the securiites were exchanged
for new securities; but she could not take up her rights.

The CHAIRMAN: Senator Bench.

Hon. Mr. BexcH: Since I am not a member of this committee perhaps I
should defer my questions until those who are members have had an opportunity
to secure whatever information they desire from Mr. Towers.

The CramrmaN: That is all right. Go ahead. ¥

Hon. Mr. RoBerTtsoN: I extended to all members of the Senate an invitation
to attend and participate in the proceedings of the committee. Certainly there
1s no question at all that senators, whether members of this committee or not,
have a perfect right to ask questions.

: The CHAIR.MANZ I think the witness will be questioned with greater clarity
if we proceed in the order of the senators sitting around the table. I know
Senator Bench is not a member of the committee.

Hon. Mr. Bencu: Thank you, Mr. Chairman. The fundamental question

I have in mind I think should be dealt with by the minister. Perhaps I might

ask Mr. Towers this question about a feature of the bill which seems to me to
stand out in connection with seetion 3. The section reads:—

His Majesty is bound by this Act and, for the purposes of this Act,

~ 18 deemed to be a resident when acting in right of Canada or in right of

any province of Canada and a non-resident when acting in any other right.

I assume that as a result of that section the province of Ontario could not

refinance a hydro issue, say, in New York without a permit from the Foreign
Exchange Control Board?

Mr. Towrrs: That is true.
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Hon. Mr. Bencu: I would point, out that section 92 of the British North ;
America Act reads as follows:— 2

In each province the legislature may exclusively make laws in relation
to matters coming within the classes of subjects next hereinafter enum-
erated that is to say,—

. The borrowing of money on the sole credit of the province.

With that preliminary statement of what appears to be clearly the law in the
British North America Act, I would like to ask whether or not the Foreign
Exchange Control Board or the government, so far as you know, has given
consideration to that matter of the exelusive jurisdiction of the provinces?

Mr. Towers: I think, Mr. Chairman, that is a constltutlonal point which
should be dealt with by the minister. Should it not?

The CuamrMAN: Yes. Have you any other questions, Senator Bench?

Hon. Mr. Benca: No, not to Mr. Towers. I have a question to ask the
minister later.

The CuHAlRMAN: Senator Lambert.

Hon Mr. LamBerr: You emphasized, Mr. Towers, very graphically the
flight of capital. Would it be possible for you to indicate briefly the form in
which capital might take its flight? You cited the purchase of securities in
the United States. I would judge that that would represent the main threat
in your mind as to the flight of capital, but what other forms might that take?

Mr. Towers: Without control over export of capital, anyone who had a
Canadian dollar bank balance could ask for United States dollars in exchange.
That has never happened in Canada on any substantial scale, and I would not
want to dress up and bogey in suggesting that control over export of capital is
necessary. Therefore I assume that Canadians in the future, as in the past, would
not in any circumstances get sufficiently frightened by Canada’s finanecial position
as to try to convert their bank balances into U.S. dollars. I dismiss that as
highly improbable and say that the main risk is, (a) utilization of substantial
amounts of U.S. dollars for purchases of American securities, not through fear
but as a desirable investment; and (b) the risk which overhangs us that non-
Canadians may decide that it would be better to take their money home rather
than retain all their Canadian investments.

Hon. Mr. LamBerT: Suppose Americans who hold large amounts of our
securities sold them and withdrew the proceeds, would you consider that as a
flight of capital too? =

Mr. Towers: Yes.

Hon. Mr. LamBerT: If investors in the United States who had bought
Dominion Government bonds or, say, those of the recent Shawinigan power
flotation, wanted to sell those bonds on their side and take their money out, you
would prevent their doing so just now?

Mr. TowEers: - Yes.

Hon. Mr. LamBerr: That naturally leads to the question, whether or not
this country will continue to benefit by the investment of American capital
either in the form of buying securities or direct investment in securities for
the development of Canadian enterprises?

Mr. Towers: . Under conditions as we look some years ahead, it may very
well be that the purchase of securities in the market, what I call purely financial
transactions, will be lower than they are to-day. I do not think, however, that
that will have an effect on another category of foreign investment, that is, direct
investment in the development of Canadian enterprises.
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~ Hon, Mr. Assorr: Mr. Chairman, I must ask you to excuse me. I am
advised that debate has just commenced in the House of Commons on third
reading of the Income Tax Bill. T hope I shall be available this afternoon.

(Hon. Mr. Abbott withdrew.)

Hon. Mr. Lamsert: T should think that any practice of control which
would block the investment of their capital or interfere with its return to the

" United States would discourage enterprising investors there from putting their

capital in the development of the natural resources of this country.
Mr. Towers: No.

Hon. Mr. LamBerr: I submit that that is a  fair conclusion to draw
from the wide control which is sought by this bill.

Mr. Towers: I would think the two things are in rather different com-

- partments.  When an American investor buys a million dollars worth of gov-

ernment bonds here he buys them because he earns a little more on the invest-
ment than he could make in his own country. He is not developing any business
here, it is purely a financial transaction. That is quite different from a case
where American interests feel that there is an opportunity to develop, say,
a pulp mill in Canada or any other kind of manufacturing enterprise, in which
they become either the sole owners or operators, which is the normal practice,
or in some cases come in as a partnership. That is a very common type of
investment.

Hon. Mr. LamBerT: 1 quite appreciate that. A man comes in to establish
an industry. But I recall very distinctly meeting a most interesting person
from the United States who had a large portfolio filled with some $12,000,000
worth of Dominion government bonds. He represented a very large family trust
and paid periodical visits to this country. He also would have a certain
percentage of his investments in what he considered good industrial or power
utilities. It seems to me that those investments represented a pretty close

second factor at any rate in the development of our country by maintaining

in the United States this financial interest in Canada. I do not think there
should be any tendency to prevent that person from at any time negotiating
his holdings here into some other form of investment which he might consider
more advantageous to himself. We cannot very well interfere with such an
investor, particularly when he has got to distinguish between sound investments
and securities of a very speculative nature. 2

Mr. Towers: Of course, we do not in fact interfere with Americans making
investments in Canada. I think what you have in mind is that the continuance
of foreign exchange control would discourage them from doing so by refusing to
give them back United States dollars when they sell their securities here in
other words, refusing to allow them to withdraw their capital. I do 'not
think anyone would argue that foreign exchange control is a desirable thing in
itself; certainly not; but the problem is the alternative. I would say this: if
there were no control over the export of capital, and if that produced a situation
where foreign exchange resources were going down and it looked as if they were
going to be insufficient, then with the worry you have a complete freeze-up in
regard to any new investments, because the foreigner who contemplates invest-
ing in a new enterprise will feel after looking around the world that the various
countries have got out on the end of the limb in foreign exchange resources.

When they have, one of the things they are forced to do is to embark on
a qualitative control of imperts, but in some cases before they do so they refuse
to permit interest on dividends to be sent outside the country. That is what
the foreign investor is concerned with, particularly the one who is investing
in a plant. He wants to know if he can get hig profits back home. In countries
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where they got into a poor foreign exchange position they have, in many cases
I may say, taken it out on the foreign investor. First of all they have frozen
his profits, they have not allowed him to remit them home. If export of capital
threatened to produce that situation in Canada, you would not have any more
direct investments.

Hon. Mr. LamBerT: The disturbing factors in the situation which make it
necessary to have a certain measure of exchange control at the present time are
not the factors that exist between Canada and the United States; they are
due, if anything, to the factors that have developed between this country
and Great Britain and the continent of Europe. Am I not correct in saying
that the policy of the Foreign Exchange Control Board at the present time,

judging from Mr. Rasminsky’s evidence before the Banking and Commerce

Committee of the House of Commons, as set out in No. 2 of the Minutes and
Proceedings of Evidence of that committee, is that there is no necessity what-
soever for any formalities in connection with transactions with the United
Kingdom simply because we have a great surplus on our side of the ledger
now, due very largely, I suppose, to the loans of upwards of $3,000,000,000?

Mr. Towers: We have not got any sterling, but our current receipts from
the United Kingdom are very substantial; therefore we can readily afford to buy.

Hon. Mr. LamBerT: Let me read from this Mr. Rasminsky’s evidence:—

The reason for that of course is that-the United Kingdom and the
rest of the sterling area has an adverse balance with Canada. . They tend
to be short of Canadian dollars. Nothing gives us greater pleasure than
to see transfers of Canadian dollars to the sterling area or purchases of
sterling, which comes to the same thing. There is therefore no point in
any formalities or in our asking what the money is to be used for, whether
it is a current account transaction or whether it is a capital transaction.
So far as the United States is concerned it is the United States which is
the large owner of Canadian securities. If there were any attempt on
the part of Canadians to export their capital from Canada—which there
is not at the present time—it would, as things stand now, in all probability
by towards the United States rather than towards any other part of he
world that they would attempt to export their capital. It is therefore
particularly with the United States that it would be inappropriate for us
to attempt to operate a pure exchange stabilization fund which did not
look to the underlying transaction giving rise to the demand for foreign
exchange.

I quote that simply to bring out the contrast in the policy of the Foreign
Exchange Control Board towards the exchange rate of the pound sterling and
that of United States.

Mr. Towers: To put it another way, as the result of the war and the loss
of foreign exchange reserves of the United Kingdom in Western Europe, many
of our best customers have no United States dollars with which to pay us in
full for surplus imports.

Hon. Mr. LamBert: There again you eome back to the old technique prior
to the war, when our imports from the United States greatly exceeded our
exports to that country, and balances were cleared periodically by virtue of the
excess of exports from Great Britain to other parts of the world. Great Britain
is trying to regain her export business, and at the present time it is, I understand,
equal to or in excess of what it was in 1939. If our excess of imports from
the United States in the ordinary course of trade now as before the war continues,
our surplus holdings of American dollars in this country will tend to diminish?

Mr. Towers: Yes.
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Hon. Mr. Lamserr: Then is there not very good reason for thinking that
before long British exports will again be a factor in this triangular clearing of
accounts between Great Britain, Canada and the United States?

Mr. Towers: Yes. In other words to be really successful not only in re-
establishing but in greatly improving her export position all around the world
the United Kingdom will in a few years time when the transition period credits
are exhausted, have to get on her own feet from successfully exporting in volume
double that of pre-war years. In those circumstances the volume of our sales
to the United Kingdom and to certain European countries will then give us
ample United States dollars with which to meet our debt to the United States.
That is the hope, but one cannot forget that the process is one of normally
expanding business.

Hon. Mr. Lamserr: I have drawn my own conclusions from the evidence
given to the Commons Banking and Commerce Committee and the discussion

 which took place in that House. It seems to me that one feature of our

financial policy today should be to help Great Britain by means, might I say,
of limiting to a cértain amount our own imports from United States and at
the same time encouraging the development of our imports from Great Britain

—something which could be influenced by the control of foreign exchange.

Mr. Towers: The Foreign Exchange Control Board has no influence, no
power, nothing which has any bearing on that situation at all. The only excep-
tion is this: if someone wanted to remit money to London for any purpose,
as matters now stand that is allowed; but in fact very few people want to,
so that the contribution to trade arising from capital remittances is something
you could put into a hat.

Hon. Mr. Lamerr: Then may I ask this concluding question? It relates
to what Senator Crerar was dealing with, the possibility of interfering with
the ordinary flow of trade between the United States and Canada. In discussing
three methods of foreign exchange control Mr. Rasminsky said:—

The third method, and the method which the government in intro-
ducing this measure has decided to follow, is the method of exchange
control. That is a method under which the government takes power
to fix the rate of exchange and stands ready to buy and sell foreign
exchange at those fixed prices provided that, through its mechanism,
the Foreign Exchange Control Board approves the t‘» pe of transaction
giving rise to the exchange transaction itself.

In that preliminary statement which Mr. Rasminsky made before the
committee of the other House I think he expressed the very essence of control
more thoroughly than he did in the discussion later on. In other words, in
order to have a surplus of exchange, control must extend to the trade trans-
action, which is the basic factor in determining our international relations.

Mr. Towers: No.

Hon. Mr. LamBerRT: But with the depletion of the surplus of foreign
exchange, as a result of the historical fact that we import more goods from the
United States than we export, it would lead to the point where permits would
have to be very carefully scrutinized.

Mr. Towers: That would require a change in this proposed legislation,
because, by the legislation it was established that the Foreign Exchange Con-
trol Board has no power to withhold a permit in respeet to imports or exports
of goods involving—perhaps T should not say fraud.

Hon. Mr. Howarp: Undervaluation.

Mr. Towers: Yes, undervaluation. It will be recalled that during the war
there was a time when certain imports from hard currency countries, mainly
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the United States, were prohibited and certain others were cut down. That
was not by power exercised by the Foreign Exchange Control Board.

Hon. Mr. LamBerT: In connection with the question of permits sections
25 and 26 are quite definite about permission to import or export in and out
of Canada in accordance with a permit. I presume that the permit is issued
on instructions of the Foreign Exchange Control Board?

Mr. Towers: It is automatic because section 25(2) reads:—

The board shall not withhold a permit for the export of goods
from Canada—

Section 26(2) reads:

The board shall not withhold a permit for the import of goods
into Canada—

The design there is to make sure that the board has absolutely no power
over trade in goods.

Hon. Mr. Lameerr: It is thus limited by the words “the fair wvalue
thereof”.

‘Mr. Towsgs: Yes, the fair value clause is an exception.
Hon. Mr. LamBert: Does that bring in the National Revenue Department?
Mr. Towers: The National Revenue would have an interest in it.

Hon. Mr. LamBerT: Would this involve anything approaching the arbitrary
valuation by customs authorities which were imposed under the old tariff
system? :

Mr. Towers: No.

Hon. Mr. Lamsert: On the question of the establishment of fair value I
am a little confused as to what is actually involved.

Mr, Towers: The number of cases which occurred during the war is not
very large, but the amounts have a certain interest. Of course we find these
things out after the event has taken place; in other words, a permit has never
been, to my knowledge, refused at the border in such cases. But if, upon
investigation we come to the conclusion that a subsidiary company here is
selling to its parent at too low a price, we then enter into discussions with
the company, and have the power to refuse future permits for exportation
unless we come to an agreement in regard to fair value put upon the goods.
Admittedly that is the exercise of power; but, there is an appeal to the
Exchequer Court should we seem to be arbitrary or unreasonable. In the
past we have been able to come to an agreement in all cases, and naturally
under those circumstances we do not argue over small things. The cases I am
thinking of were instances where we believed the degree of undervaluation to
be very substantial. When we finally came to an agreement with those eon-
cerned, the Department of National Revenue was naturally interested in the
picture.

Hon. Mr. Lamserr: I should think that conditions might arise in this
country, under the administration of this control, where it would be very
necessary to restrict the quantity of imports.

Mr. Towers: Do you mean to impose regulations on imports?

Hon. Mr. LamBerT: Yes, by the permit system.

Mr. Towrrs: The board is not allowing those.

Hon. Mr. LamBerr: But the board can advise, and whatever authority
controls this permit system seems to me to exercise power found in this bill.

Mr. Towers: There is no power under this legislation to restrict this
importation of goods.
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Hon. Mr. Bexcu: It withholds permits subject only to the qualifications
in the exception provisions.

Mr. Towers: The exception of fair value, which could not possibly be
exercised as a concealed method for restricting imports.

Hon. Mr. LamBerT: 1 am not so sure but I will accept your assurance for
that. May I ask you this hypothetical question? Assuming that the relations
between Canada and the United States were to conform to the expressed aims
of every lend-lease agreement and the Atlantic Charter—that there should be
complete and free access to the natural resources and raw materials of this
continent—would you eare to state whether or not this measure would be to
the advantage of Canada from an economic and financial point of view.

Mr. Towers: You are referring to complete freedom of trade?

Hon. Mr. LamBerT: Yes.

- Mr. Towers: I think it would not be my place to express an opinion in
that regard.

Hon. Mr. LamBert: I do not wish to ask an embarrassing question, but

- would you relate that subject very definitely to the idealistic undertakings

that were expressed at least in a diplomatic way during the war?

The CraRMAN: Senator Campbell, have you any questions?

Hon. Mr. CameBers: Mr. Chairman, this is a very technical subject and
I do not consider myself qualified to ask any intelligent questions of Mr. Towers.
However after having heard some of the questions already asked I am bold
enough to ask a few.

Hon. Mr. Hatg: I warn the witness not to fall for that statement.

Hon. Mr. CampBELL: The purpose of the bill, Mr. Towers, is to enable
Canada to maintain a favourable United States credit and gold reserve?

Mr. Towers: It is to enable us to use our present holdings for the purpose
of meeting a deficit in our current account arising from trade; to fulfil any
commitments regarding bond maturity payable in U.S. dollars; and, in this
difficult transitional period, to avoid losing so much of our capital account that
we are unable to retain sufficient for the other purposes I have mentioned.

Hon. Mr. CampBELL: The fear that you have is the loss of capital account?

Mr. Towers: Yes. ;

Hon. Mr. CampBELL: Which might interfere with the ordinary trade relations
between the two countries? 3

. Mr. Towers: Yes.

Hon. Mr. CameBeLL: It is a fact that today we have an unfavourable trade
balance with the United States, is it not?

Mr. Towers: It is.

Hon. Mr. CampBeELL: And that situation is likely to continue?

Mr. Towers: As I have already said, it is very dangerous to make predic-
tions, but a loss of $600,000,000 in that respect over the next two years is by no
means impossible.

Hon. Mr. CampBeLL: Is it not true that we have always had an unfavour-
able trade balance with the United States?

_ Mr. Towers: Yes. In times of depression it gets almost into a balance but
in good times it is substantially unfavourable.

Hon. Mr. CampBELL: How has that situation been met in the past before

. the institution of foreign exchange control?

Mr. Towers: Sometimes by borrowings, sometimes by reason of the fact
that in our dealings with other countries—for instance the Commonwealth and
Europe—we have had a surplus fund available to meet the American deficit.
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Hon. Mr. CampBeLL: That is the surplus U.S. funds would come from trade
with the United Kingdom?

Mr. Towers: Or the continent.

Hon. Mr. CameseLL: Is it not probable that those ordinary channels of trade
will reopen on the same basis after the transitional period has passed?

Mr. Towers: That is the $64 question. I do not know.

Hon. Mr. CampserL: That return could be assumed, could it not?

Mr. Towers: I think in view of the present state of world affairs that any
assumption that we will revert to the prewar situation is awfully dangerous to
~make. Our hope is that we will.

Hon. Mr. CampBeLL: What is our situation today insofar as the United
Kingdom is concerned? We do not benefit in U.S. dollars from our trade with
the U.K. today.

Mr. Towers: We do not at the moment; but I would not care to say that
we will not benefit to some extent within the next couple of years. But having
in mind their scarcity of U.S. dollars it would be unwise to count on benefitting
to a substantial extent.

Hon. Mr. CampBeLL: Your feeling today is that we must at all times be
prepared to meet the unfavourable balances that will develop by reason of the
trade between Canada and the United States, and that you are almost certain
that we will have to use the present reserve to meet the demands?

Mr. Towers: Quite substantially, yes.

Hon. Mr. CampBeLL: It is your opinion, and I take it the opinion of your *
board, that on that account, if on no other, some form of foreign exchange control
is necessary?

Mr. Towers: Yes.

Hon. Mr. CampBeELL: What was the balance prior to 1939? I think you said
something about $400,000,000.

Mr. Towers: Do you mean our holdings of gold and U.S. dollars? :

Hon. Mr. CampBeELL: Yes. You have roughly $1,100,000,000 more today
than when we entered the war?

Mr. Towers: Yes.

Hon. Mr. CampBeLL: If it were not for the fear of the loss of these favour-
able balances by withdrawal of capital there would not be the same necessity for
continuing foreign exchange control.

Mr. Towers: There would not; in other words, if we had no foreign debts
at all the picture would be a very different one.

Hon. Mr. CampBeLn: Could you define for the committee exactly what you
mean “withdrawal of capital”’?

Mr. Towers: I mean the case of a non-resident owner of Canadian bonds
may decide to sell them in Canada, obtain Canadian dollars and then go to the
bank and exchange the Canadian for U.S. dollars, which he can do if there is no
control.

Hon. Mr. CampBeLL: That is what I understand to be the meaning of with-
drawal of capital. What is our indebtedness as to non-residents today? That
is, what'is the extent of non-residents’ investments in Canada today?

Mr. Towers: I remember an estimate of U.S. investments in Canada, that
is both direct and in the form of negotiable securities, in the neighbourhood of
five billion dollars.

Hon. Mr. CampBeLL: Do you know, roughly speaking, what it was prior to
19397 .
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Mr. Towers: In 1939 I think it was estimated as four billion and some
dollars. Of course it increased during the war. May I say there that I am
speaking from memory only, but I think I am close enough. \

Hon. Mr. CampBeLL: With respect to that situation there is more or less of
an understanding that those who have invested since 1939 will be permitted to
withdraw their funds?

Mr. Towers: Oh no. For those who registered their purchases of securities
there is a more or less understanding, although not an absolute firm commitment.
If they wished to sell them in Canada they will get a permit to do so; then having
got the Canadian dollars they cannot ask us for U.S. dollars.

Hon. Mr. CampBeLL: No, I understand that. So there is no commitment?

Mr. Towgers: There is no foreign exchange commitment at all. In fact,
the contrary. :

Hon. Mr. CampBELL: Is it not true that with the Canadian dollar balances,
we will say, in the Canadian banks, those Canadian dollars can be used in the
United States? Those balances can be transferred from one holder to another?

Mr. Towers: In the open market in New York, yes, they can be, provided
that there is someone in the United States who wants to buy Canadian dollars
from his colleagues. He knows that if he buys them he can use them for a
tourist trip to Canada, or to buy a house or something else here, but he cannot
use them to pay for exports from Canada.

Hon. Mr. CampseLL: In other words, the capital must remain here?

Mr. Towers: Yes. It can shift between one non-resident and another, but
it cannot go out.

Hon. Mr. CampBELL: Prior to the war, prior to the foreign exchange control
regulations, a person who sold securities under similar circumstances and received
Canadian dollars, would then as of right be able to go to the bank and obtain
United States dollars?

Mr. Towers: Yes.

Hon. Mr. CampBELL: At whatever rate of exchange was in effect at that
time. :

Mr. Towrrs: At the market.

Hon. Mr. CampBELL: And in that way, having obtained United States dollars,
he would be able to export the capital from the country?

Mr. Towers: In obtaining the U.S. dollars he has exported it.

Hon. Mr. CampBeLL: And that situation, you say, is one which must be

watched very carefully during this tramsitional period and maybe for some
years afterwards?

Mr. Towers: Yes. I did mention, as you will recall, that in the period
between the two wars, as the exchange rate was allowed to fluctuate in accordance

with demand and supply, that provided in that period a break on the export, of
Canada.

. Hon. Mr. CampBELL: That of course would happen again if there was no
foreign exchange control?

Mr. Towers: Yes, and no commitment in regard to stabilization rate.

Hon. Mr. CampseLL: With respect to the control of the rate of exchange—
I do not know whether you will care to answer this question—why is it that the
rate of exchange was dropped so quickly just about a month ago?

Mr. Towers: That is very much in the field of government policy, but if
the question were not so much as to the propriety of a certain degree of change
in the rate as to the advantage of doing it in steps, I would think that the
_ advantage lay in doing it once and for all, and that a series of changes in rates—
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2 per cent in July, say; 3 per cent in September, 2 per cent in January—would
have caused far more upset and continuous apprehension than getting it over
once and for all. But that is only a personal opinion. , :
~ Hon. Mr. CampseLL: It is a fact, though, is it not, that so long as there
is some form of foreign exchange control the board will have control over the
rate? That is, it can fix it at 10 per cent or 5 per cent?

Mr. Towers: Not the board, but the government. ;

Hon. Mr. CampBeLL: The governor in council, on the advice of the board?

Mr. Towers: There are only two alternatives: to let it swing in the market
wherever it wants to go, or else some body has got to stand behind a certain
rate, if they have the resources.

Hon. Mr. CampBeLL: You have defined to the committee the withdrawal of
capital. The other fear that you have expressed is the export of capital. Will
you now define that?

Mr. Towers: That is, by Canadians?
Hon. Mr. CamMPBELL: Yes.

Mr. Towers: That can take two forms. One form, which is not now
permitted, is the purchase of U.S. securities; and the other is the export of
capital for the development of certain enterprises outside the country. The latter
form of export of capital is permitted under certain circumstances, not all of
which I can recite from memory. But, for example, if any enterprise in Canada
feels that it should acquire a foreign one because it will assist Canadian exponts
or assure a source of supply for imports, or that it being in the same line of
business in Canada has excellent opportunities to expand that business in the
United States, exports of capital of that kind are agreed upon. I have not
covered the whole field, but that indicates some of the principles.

Hon. Mr. CampBeLL: The point I have in mind is this. Assuming that you
would permit Canadians to invest in foreign securities or to use their own
judgment as to what capital they should risk in a new venture in the United
States or to extend their present business over there, would the board not be in
as favourable a position if it required a report on each transaction and retained
the right to take over those securities at any time, instead of requiring the
Canadian citizen to obtain a permit before entering that field?

Mr. Towrrs: With regard to the purchase of ordinary securities in the
market, as distinet from direct investment in plant or whatnot, as matters stand
that is not permitted at all. If it were permitted I think it would involve over
a period of time a pretty substantial amount of U.S. dollars. I think it would
be wrong to rely too much on those U.S. dollars being available again in case
of need by vesting of the securities, that is by the government taking them over.
Theoretically that could be done. I might very well be that they were taken
over and sold at a time when market conditions were bad and when it would be
a very painful process for the Canadian investor. Perhaps the wartime situation
is something of an illustration of that. There was a time during the war when
it looked as if we might have to do that very thing, that is, requisition the United
States security holdings of our investors and sell them in the United States, as
the United Kingdom was forced to do. If we had got to the bottom of the barrel
and had had to ask for lend-lease we would have had to go through that wringer.
Fortunately we survived sufficiently long so that the Hyde Park agreement came
into effect, and once that was fixed we knew that we would not have to requisition
those securities. But suppose we had had to requisition them—and we easily
might have had to do that—then the process would have been a painful one for
Canadian investors because the securities would have been sold at prices which
bear no relation to present prices, in fact at prices which in many cases are one-
half of the present prices. I may be unduly pessimistic, because my business
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'experience goes back only twenty-seven years, and there have been many ups

and downs in that period, but I have usually found that when you have to make
a sale because you are in a fix it usually turns out that it is a very painful sale.
The conditions under which we might be in this foreign exchange fix, and faced
with an export of capital would probably be ones where the international and
political and financial situation was looking rather dark, and might very well
be one where security prices in the United States were very painful.

Hon. Mr. CampBeLL: The value of the United States securities held by
Canadians is taken into consideration in determining United States credit?

Mr. Towers: Oh, no, we have not taken that into consideration.

Hon. Mr. CampBeLL: That is a favourable situation, though, in connection
with the United States credit and ‘the gold reserve?

Mr. Towers: That is, if one counts in the possibility of requisitioning them
from our residents.

Hon. Mr. CameserLL: Would it not be a sort of offset as against the foreign
investments in Canada? For instance, our commitments to the United States
residents would be to some extent offset by Canadian investments in “the
United States?

Mr. Towers: Yes. You are.thinking particularly of marketable invest-
ments?

Mr. CampBELL: Yes.

Mr. Towers: An inventory of those was taken at the beginning of the
war. I do not know whether the figure has ever been mentioned—if it is
mentioned at all it should be by the minister—and of course we do not know
today’s value. Since 1939 up to the end of 1945 some 230 odd million dollars
of sales have taken place, but at prices much higher than those of 1939. What
the present value of those holdings is I could not say, but it is not a large one.

Hon. Mr. McGeer: Mr. Chairman, before we adjourn may I ask if Mr.
Towers could get certain information supplemental to the annual report of the
board? Have you the annual report there, Mr. Towers?

Mr. Towers: Yes.

Hon. Mr. McGeer: On page 7 there is a table headed, “Foreign invest-
ment in Canada, 1939.” 1 wonder if we could get that for, say, 1920, 1925,
1929—1I understand the figures before 1925 are not complete, and if they are

not complete then 1925 and 1929 will do.

Hon. Mr. RoeBuck: Why not get the figures after 193\9?

Hon. Mr. McGeer: Yes, from 1939 to 1945 inclusive. And on page 8 there

is a chart headed “Canadian dollar and pound sterling in New York:

1919-45.” That shows the relation of the Canadian dollar to the pound sterling
in the New York market, I take it?

Mr. Towers: Yes.

Hon. Mr. MeGeer: Could we have a similar chart made showing the rela-
tion of the Canadian and the American dollar exchange?

Mr. Towers: Well, this is the Canadian dollar in New York and the pound
sterling in New York.

Hon. Mr. McGerr: How is it related to the American dollar?

Mr. Towers: This chart shows the value of the Canadian dollar in terms
of the American dollar.

Hon. Mr. McGeer: And the value of the pound sterling?
Mr. Towers: In terms of the American dollar.

Hon. Mr. McGeer: Could we get a chart showing the variation of the
American dollar in Canada? Would that be any different?

Mr. Towers: No, it is the same thing.
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Hon. Mr. McGeer: Then on page 8 there is a chart headed “Canadian
Dollar and Pound Sterling in New York: 1919-45.” That, I take it, shows the
relation of the Canadian dollar to the pound sterling in the New York market?

Mr. Towers: Yes.

Hon. Mr. McGeer: Could we have a similar chart made showing the
relation of Canadian and American dollar exchange?

Mr. Towrrs: This is the Canadian dollar in New York and the pound
sterling in New York.

Hon. Mr. McGeer: I see. Is ours related to the American dollar?

Mr. Towers: This chart shows the value of the Canadian dollar in terms
of the American dollar. ;

Hon. Mr. McGeer: And the value of the pound sterling?

Mr. Towers: In terms of the American dollar.

Hon. Mr. McGeer: Could we get a chart showing the variation of the

American dollar to the Canadian? Would that be any different?
Mr. Towers: No, it is the same thing.
Hon. Mr. McGeer: On page 20 there is a table of Canada’s holdings

of gold and U.S. dollars from September, 1939, to December, 1945. Could we

have that from 1920 to 1939? -
Mr. Towers: There are no comparable figures. We could get the Dominion
government’s or later the Bank of Canada’s holdings of gold during that

period—
Hon. Mr. McGeer: And an estimate of United States dollars?
Mr. Towers: —but we could not make any estimate of the private hold-

ings during that time.

Hon. Mr. McGeer: Are not the returns from the banks filed with the
government ?

Mr. Towers: Yes, the bank holdings. By private I mean—

Hon. Mr. McGeer: If we get the bank holdings we can leave out the
private holdings. :

Mr. Towers: In respect of the banks we can get the gold holdings, but
not the net United States dollar holdings. However, I think the best thing is
for us to bring what we can. ]

Hon. Mr. McGeer: I would ask you to get as close as you can com- .

parable figures, if they are available. Then advances by the Dominion govern-
ment; could we get the rates of interest that were charged on those various
advances, and the cost to the government of the moneys loaned to the Foreign
Exchange Control Board? That is, what did the government pay for the
money, the $300,000,000 that it advanced?

Mr. Towers: I think the rates of interest are mentioned in the report.
In any event they are readily available. As to the cost to the government,
I think the Finance Department would have to give you that, because it
depends whether you take the short-time rate, the average rate, or what—

Hon: Mr. McGerr: I do not care whether it is short or long.

Hon. Mr. KinLey: Before we adjourn, I wonder whether Mr. Towers would
amplify his statement with regard to Canada’s rather extraordinary external
debt, which he said is the largest in the world.

Hon. Mr. Hatc: I move that the Committee adjourn until 4.30 this
afternoon.

Hon. Mr. Haypex: Or until the Senate rises, which ever first occurs

Hon. Mr. Crerar: Why not make it four o’clock?

At one o’clock the Committee adjourned until four o’clock.

2 sery
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The committee resumed at 5 p.m.

The CHAIRMAN: Are you through, Senator Campbell?

Hon. Mr. CampBeLL: Mr. Towers, you were speaking of the restrictions on
Canadians investing abroad. I think you suggested a figure around $350,000,000
of foreign investments now held by Canadians in marketable securities.

Mr. Towrrs: I suggested that there might be something to that order, but
I did so with some diffidence because of the lack of accurate information.

Hon. Mr. CampBeLL: Is that one matter which should seriously concern you
with respect to foreign exchange balances?

Mr. Towers: Incidentally, if I may go back: I do not recall that I used the

~ figure $350,000,000, and if I did it was a tremendously rough estimate; I think it

would be somewhat less than that. I should think in marketable investments,
and again I am guessing, it would be $250,000,000 to $300,000,000.

Hon. Mr. CampBeLL: Irrespective of what it is, so long as the board had
“control to take over those investments it would not be a serious matter with
respect to our foreign balances?

Mr. Towers: I do not quite follow that question.

Hon. Mr. CampBeLL:  You have said that one of the reasons for -your fears
was that our foreign credits might diminish upon the export of capital.

Mr. Towers: Yes.

Hon. Mr. CampBeLL: By having Canadians invest in foreign securities.
Mr. Towers: In adding to their holdings.

Hon. Mr. CampBerL: Or adding to their holdings abroad.

Mr. Towers: Yes.

Hon. Mr. CameBenL: [ suggest that so long as the board has control that
at any time they can take over those investments, and that anyone investing
abroad does so subject to that provision, that it should not seriously affect our
United States credits.

Mr. Towers: My comment there in fact was that if at a later date our
foreign cash resources were diminished to the extent that the requisitioning of
those securities was necessary it might very well prove to be a painful process
in the sense that the holder might very well incur a substantial loss.

Hon. Mr. CampBELL: I remember that that was your explanation; but it
would be a painful process so far as the holders were concerned, and might not
be pleasant as far as the administration was concerned to take the securities
over and realize upon them when the market was low.

Mr. Towers: And of course if they did lose it would mean a loss in U.S.
dollars so far as the country is concerned.

Hon. Mr. CampBeLL: But that is really not a very serious situation in the
light of past experience with foreign investments.

Mr. TowEers: There is no information in regard to exchange of Canadians
on balances over the last thirty years in the New York stock market; and of
course this is a feature which does not have any bearing on the policy we are
talking about; it is sort of on the side. I would not be of the impression that
Canada had beaten the American market over the course of the last twenty-
five years.

Hon. Mr. Hatc: You could make your statement much stronger than that.
Hon. Mr. CampBeLL: Senator Lambert has suggested that so long as foreign

. securities are held by Canadians and you have the privilege of taking them

over, you would be on the assets side.
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Mr. Towers: A potential foreign asset, that is correct.

Hon. Mr. CampBeLL: And the practice today is not to permlt Canadians
to invest or extend their foreign holdings.

Mr. Towers: That is the case.

Hon. Mr. CampBeLL: And it is proposed under this legislation to continue
that power.

Mr. Towers: In other words the proposal is to keep the present exchange
resources in an absolutely liquid form where they are instantly available, and
where they are not exposed to any diminution to the falling of price.

Hon. Mr. CampBeELL: That in effect I suppose forces Canadians who have
money to invest, to invest it in Canadian securities? Is that part and parcel
of the proposal?

Mr. Towers: It is not the objective, but it is a by-product of the policy.

Hon. Mr. CampBeLL: It is a result of the blocking of Canadian investments.

Mr. Towers: It is a question of this: If a man cannot buy certain
securities on the New York stock market, will he leave those funds uninvested
or will he buy Canadian securities? That is his own decision.

Hon. Mr. CampBELL: You also spoke of adverse trade balances; that is,
so long as we can keep our trade balances in fair balance then there will not
be any serious drain on our foreign exchange reserve.

Mr. Towers: So long as we can keep our trade balances for which we
receive payment in balance, there would not be a drain on our U.S. holdings.

Hon. Mr. CampBeLL: You are speaking of U.S. cash credits.

Mr. Towers: Yes; but, in fact, as I indicated I believe that there will be
a substantial drain on our U.S. dollar holdings over the next two years.

Hon. Mr. CampBeLL: Is it the source from which there will be the greatest
drain over the next two years?

Mr. Towers: It is the only form of drain which we experience; because the
cash reserves of the country are carriéd in terms of gold and U.S. dollars, and
- any net deficit in our accounts is settled in that form.

Hon. Mr. CampBeLL: I should like to ask one more question. Assuming
we had no controls, would the fact that there is a deficit financing in the country
have any effect on our exchange position, or would it be likely to have any
effect?

Mr. Towers: I think that question relates in part to confidence, does it not?

Hon. Mr. CampBeELL: I suppose so.

Mr. Towers: Or it is strictly on the economic side in assuming that no
alteration of confidence is felt in Canada by Canadians or non-residents?

Hon. Mr. CampBerLL: [ was thinking really on the economic side, but I
suppose it is both. It is natural to assume that if there was continued deficit
financing over many years there might be a loss of confidence by foreign
investors; but, on the economic side is there anything in your opinion that
influences that effect? :

Mr. Towers: It would depend on the general economic situation in the
country.

Hon. Mr. CampBELL: Internal?

Mr. Towers: Internal. What bearing deficit financing had on our internal
economic situation is another subject, but the internal economic situation is
what would count. For instance, if the United States had a serious dépression
and Canada did not; i.e., if the level of employment and national income in
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Canada was relatively quite bad, then we would have a drain on our foreign
exchange resources and would have to make up our minds as to what course
of action should be followed:

Hon. Mr. CampBELL: It seems to me that one of the principal items which
you fear might adversely affect our United States dollar credit position is the
withdrawal of capital, over which you have effective control now and over which
you would have effective control without legislation of this kind, so long as you
could refuse to permit the withdrawal of capital in United States dollars.

Mr. Towers: But of course that refusal would not be possible, as I under-

~ stand it, without legislation of this kind.

Hon. Mr. CamPBELL: Not necessarily legislation of this kind; but supposing
that a person was required to give, say, 60 days’ notice before he withdrew his

funds, and having given that notice would be required to withdraw his funds
- within a definite period, do you not think that would be sufficient control?

Mr. Towers: From our past experience, in so far as we can anticipate the

' future, an orderly withdrawal, if there was one, which—

Hon. Mr. CampBeLL: Which the country could easily stand.

Mr. Towers: I cannot quite follow how that would work. You mean that
there would be no control, but that people—that is non-residents as well as
residents—would be asked to give notice?

Hon. Mr. CampBeLL: There would be control. They would be required to
give, say, 60 days’ notice. For instance, power could be granted to the governor
in council to make by order in council regulations fixing the terms upon which
those funds could be withdrawn.

Mr. Towers: The terms upon which the board or the government would
sell U.S. dollars?

Hon. Mr. CampBELL: That is right.

Mr. Towers: To the non-resident who desired to take.out his capital or
the resident who desired to purchase securities abroad?

Hon. Mr. CampBeLL: I was léaving it at the non-resident who desired to
withdraw his funds. :

Mr. Towers: I would say that as everyone should be treated in the same
way, that arrangement would mean that any non-resident who wished to
withdraw his capital would be allowed to do so until further notice.

Hon. Mr. CampBELL: Yes, until some sort of crisis arose.- In the light of the
experience of the past and in view of our economic position today, do you think
there would be any great danger of a withdrawal of large sums of money from
Canada? : -

Mr. Towers: That requires a prediction in regard to the attitude of non-
residents over the next few years. I would not care to make any prediction in
that respect, but I did suggest this morning that non-residents will see that our
foreign exchange resources are going down substantially during the time by—
again I am just suggesting an order of magnitude, rather than making a definite
prediction—$600,000,000 or more. Is there any risk of that causing the slightest
disturbance, or is the international situation likely to be so stable during the
next few years that there will not be a slight impairment of confidence? After
all, it requires only a very slight worry to make them desire to withdraw those
funds in a substantial amount.

Hon. Mr. CampBELL: You are again speaking of the next few years. I agree
that there should be some form of exchange control in the next few years.

Mr. Towers: Incidentally, I should add this, that I have mentioned a
two-year period because it was as long ahead as one even dared to make a guess
on the current account deficit. We will assume that the existing credits to two
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other countries have been practically used up-in two years, and what happens |
after that remains to be seen—I mean the extent to which those countries can
then buy from us and the extent to which we can receive settlements in TU.S.
dollars.

Hon. Mr. CampBELL: Is it true that non-residents are no longer permitted
to bring in United States funds for investment in Canada?

Mr. Towers: Oh, indeed they are permitted, yes.

Hon. Mr. CampBELL: I mean as registered funds, so that they can sell them
in the Canadian market.

Mr. Towers: So far as bonds are concerned, no. We are no longer registering
those purchases with a view to subsequent resale. So far as purchases of stocks
are concerned, preferred or common, those are still being registered.

Hon. Mr. CamPBELL: Suppose a Canadian subsidiary of an American com-.
pany desires to obtain long-term credits in the United States for capital account,
i1s it permitted to make borrowings from the parent company in the United
States today? :

Mr. Towers: In terms of Canadian dollars, yes. In terms of U.S. dollars,
no, not as matters stand.

Hon. Mr. CampBELL: It can obtain U.S. dollars for trade credits?

Mr. Towrrs: Oh, yes.

The CrARMAN: Are you through, Senator Campbell?

Hon. Mr. CAMPBELL: Yes.

The CuamrMan: I will call on Senator Bench, who, I understand, deferred
a question that he wished to ask the minister.

Hon. Mr. BencH: Just a point or two, if you please, Mr. Abbott. The
first one has to do with section 3 of the bill, which reads as follows:—

His Majesty is bound by this Act and, for the purposes of this
Act, is deemed to be a resident when aecting in right of Canada or in right
of any province of Canada and a non-resident when acting in any other
right. _

It occurs to me that that raises a constitutional question as to whether
or not the enactment of that section is intra wvires of this parliament, having
regard to the provisions of section 92 of the British North America Act, particu-
larly subsection 3. As you will recall, that reads:—

92. In each province the legislature may exclusively make laws in
relation to matters coming within the classes of subjects next hereinafter
enumerated; that is to say,—

3. The borrowing of money on the sole credit of the province.
And then you will recall that subsection 16 of that section, the catch-all
subsection, says:—

16. Generally all matters of a merely local or private nature in the

province.

With particular reference to subsection 3 of section 92, I was asking Mr.
Towers this morning what the position would be if, say, the Ontario Hydro-
Electric Commission wanted to refinance a borrowing in New York. Apparently
under section 3 of the bill the Commission would require to have a permit
from your board to do so.

Hon. Mr. Assorr: I should think that is right. The intention of the section
is, of course, to subject the Dominion Government and Provincial Governments
to the same control with respect to exchange as any citizen of the country.

Hon. Mr. Bexca: What I am wondering is about the constitutional aspect,
having regard to subsection 3 of section 92 of the British North America Act.
Has that been given any consideration? b
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Hon. Mr. AsBorT: As I recall, that question was raised in the Banking and
Commerce Committee of the Commons by Mr. Hazen—I do not know whether
it was on this section; I think it was in connection with another section—and
at the time I advised him that the bill had of course been approved by the
Department of Justice and that it had also received the personal consideration
of the Minister of Justice, but that I thought we had better get Mr. Varcoe’s
opinion on the point raised. It was left at that, the commitee having risen
without its being called to my attention or the attention of the chairman that
Mr. Varcoe's opinion has not been obtained. Since the question has been
raised here, I think it would be desirable for this committee to have Mr. Varcoe’s
opinion. I do not think it would be appropriate for me to express a legal
opinion on a matter of that kind . . . Oh, excuse me, Mr. Cleaver, the Chairman
of the Commons Banking and Commerce Committee, has just told me that that
opinion was obtained by the committee. I was not able to attend all the sittings
of the committee, so I was not aware of this. I have in my hand the report of
the committee’s meeting on July 25, 1946, at which Mr. Varcoe’s letter was read
into the record. Would the committee care to have me read it now?

Hon. Mr. Bexcu: I would like to have it.

Hon. Mr. AssorT: The letter is dated Ottawa, July 23, 1946. It is addressed
to Mr. Cleaver, the Chairman of the Banking and Commerce Committee of
the Commons, and reads as follows:—

J.R. 11-450-45

Re: Bill 195 to enact the Foreign
Exchange Control Act

Drear MR. CLEAVER:

The proposals contained in Bill 195 are designed to maintain the
value of Canadian currency in terms of the currencies of other countries,
particularly those with which Canadians enjoy commercial relations.
The objects of the measure are to be attained by fixing exchange rates,
regulating transactions in foreign currency and in Canadian currency
dealt in by non-residents and regulating exports and imports and trans-
actions in securities between residents and non-residents. A Control
Board operating under the direction of the Minister of Finance is to
administer the Act. Persons engaged in business are required to furnish
full information. Persons engaging in transactions in foreign exchange
are required to keep records of such transactions and to furnish informa-
tion. Enforcement provisions enable the Board to exercise control over
the property of any person where this is necessary to insure observance
of the Act and define as criminal offences acts or omissions which are
breaches or evasions of the statute punishable by fine or imprisonment.

Such a legislative proposal appears to me to be clearly beyond the
power of a provincial legislature. In any case, the exclusive authority
of parliament to legislate in relation to currency, legal tender, banking,
bills of exchange, regulation of trade and commerce and criminal law
would seem to me to be quite adequate to support the bill from a con-
stitutional point of view.

Such a system of control as is envisaged requires various ancillary
provisions for the purpose of preventing the scheme of the Act from being
defeated. I refer to the measures to regulate and prohibit transactions
in property and securities between residents and non-resid