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Basic Data

Area Total: 16.2 million acres (25,332 sq. miles)
Cultivated: 3.2 million acres

Population (at end of 1953): 8.3 million

Rate of growth (1942-1952): 2.8% per annum
Density of population (1953): 325 per sq. mile of land

1670 per so. mile of cultivated land

National Income

Income per capita in 1952: US$ 120

Gross national product (1951; Rs. million, Gross national expenditure (1951
at factor cost) Rs. million, at market price)

Tea 800 Consumption:
Rubber 571 Irmorted goods 1524
Coconut & products 539 Local goods 1595
Rice 200 Services 8034
Other agricultural Remittances abroad 231

products 1/ 590 Gross capital
Industry 549 formation 665
TradA nnd trnnsnnrt Q66
Services 804 Total 4819

Total 4619 Excise duties and
Q11h.QidieM -200

/ Including forestry and fisheries.
)/Incl-uding cor.str-uctilona,Lf A.LMUAJ.A V.U~L U. JU~

/ Including Government.

Composition of Foreign Trade (1952-1953 average) percentage of total value)

Exports Imports

Tea 53 Rice and wheat 30
R ubblv- -e -r vwr Other- .vufs.LuL 20
Coconut Textiles 12

products 18 O1hEr
Other 4 es & fuels 38



Basic Data - 2.

Balance of Payments, 1953 (exchange control data; Rs. million)

Credit Debit

Merchandise 1502 1658
Remittances & dividends 31 126
Services 203 177

Deficit on current account -225
Private capital, errors & omis-

sions I 27

Total deficit -198

Government Finance, 1952-53 (second revised estimate)

(Rs. Mi Li on)

Revenues Exnenditures

nrAinD8rv hiieloiqt (tqrl. wih_
sidies) 871 691

1~'flnc~ ood s Abi (InetA) 111Id

Railway and electricity 85 96
Loar. Budgt. - a20

JS4-N a.] x,~n h ,^,4^ yw ^+ r, A a-1

- -V CfFfflV Clf.'J Ofl . J.h.a. U'J. -6 F.tJ **S LA . *7,.f. v

Ins. 7f141 ior)

1V14'&G w.L All A. "Li 1AVW vv

Long'term sterling debt* 131
mLeas-dU.y bile AA4)

Central Bank Advances -
Loans from Savings Banks and other

agencies 57

Total public debt 935

Government cash balances 4 V

*Net of capital accumulated in Sinking Fund and
excluding War Loan reient to the UK.

/ Including the whole amount of the 65 million floated in 1954.'
i/ Provisional.

Net Official Foreign bxchange Reserves, April 30, 1.954

Total Rs. 602 million

AJ/ Excluding Sterling Loan Sin Ing Frund.
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Summary and Conclusions

1. ±ILe salierLIt ±fe aLL*ti o U.e Ce-ylony lull uLIy are -e Vvely gved. L

dependence on foreign trade and the rapid rate of growth of the popula-
tions which has been 2.8 over the last 10 -years. Ninej -prcent of
Ceylonts foreirn earnings are from exports of tea, rubber, and coconut
products. On tne other hand, the country has to import a substantial
part of its food requirements and most manufactured goods it needs. Con-
sequently, movements in the terms of trade, vrnich are quite outside the
control of the Government, exercise a g..reat influence on every part of
the economy. Except while the Korean boom lasted, the terms of trade
have been consistently vworse than before the wArar.

2. During the war Ceylon accumulated sterling balances rhich amounted
to Rs. 1,260 iallion at the end of 1945. Replenishment of stocks run down
during the war and relaxation of import controls caused a sharp decrease
in 1946 and 1947. Thereafter the rate of reduction wvas small until June
1950 .rhen external assets amounted to Rs. 882 million. In the next 18
months the Korean boom brought great (but short-lived) prosperity to Ceylon
and external assets rose to As. 1,209 million by January 1952. Between
1949 and 1951 national income in money terms increased enormously. Govern-
ment revenue rose substantially but government expenditures rose evJen more.
In part the rise in government expenditures was due to increased investment
under the six year program on which Ceylon embarked in 1948 vith the object
of increasing production of food and manufactured goods; in part the rise
was due to enormously increased food subsidies. '.1ith the collapse of the
Korean boom and the sharp deterioration in the terms of trade, the position
grew rapidly wvorse. Betvween February 1952 and August 1953 external assets
fell rapidly (i.e., to Rs. 669 million) to a level below that of June 1950
and the overall cash deficit of the Government reached nearly Rs. 500 million.

3. Before the war, adjustments in the balance of pay'rments were more
or less automatic with a time lag. A reduction in exports induced a reduction
in income and, consequently, in the demand for imports. Ho-sever, in 1952 and
1953 this relationship betmeen exports, national income, and imports was not
kept. Government revenLes fell but government expenditures vwere maintained,
the deficit being met to a large extent by inf lationary borrowingl Bank
credit was expanded -to meet about tiree ouarters of the deficit. bf which the
Central Bank provided directly about Rs. 250 million. This deficit financing
almost vzhollv offset the reduction in income indueed by fallAno eaxort
earnings.

4. The first step taken by the Government to remedy this state of
affairs w1as the announcement of an- austeritv nrogram in Sentember: 1952
These measures were quite inadequate and early in 1953 it became generally
reeognized that morA drastic st.eps unulr hnvA +7hA b AkQn n t.hat. inn..tAn.

ary policies would have to be stopped. Therefore, in the first instance,



food subsidies were sharply cut in July 1953, a move which was expected to
_ J ~~~~~~~.-. - _L-- A z_ . L- ~_ ___. ._ J. . .Lv Xt ,- I_ i_ s_ _redUceW nIot only uVU-UItU1 expUendtUr- UUt Wthe UdiemnU lor imQrteu conbumer

goods by the public. Even so, the 1953-5L budget envisages an overall
UdfcJ.t.LU Uof R.* V7 FIL.Uln.

5. This reversai oi previous policies coinciaea witn tne end. o0 tne
Six-Year Plan. Between 1947-48 and 1952-53 the Government had spent
Rs. L,240 million on development and social investment, but the increase in
output resulting from the Six,-Year Plan was not significant. In fact, the
increases achieved outside the program have been greater. The most important
increase in these six years appears to have been in the production of rice.

6. The latest budget marks a turning point in the development of
Ceylon's economy. Apart from the sharp reductions in the food subsidies,
work on most industrial projects started under the first six-year plan was
suspended, and the Government decided not to introduce a second six-year
plane Instead, the Government has set itself a target of expenditure on
development totalling Rs. 1s500 million, but this will be spent only as re-
sources are seen to be available. P. Planning Secretariat has been estab-
lished, which will have the task'of determining the priorities between
various projects for the use of such resources as are available from time to
time.

7. The change in fiscal and maonetary policies has already begun to
show results. Ceylon has had a trade surplus since January 1954 and a surplus
in its balance of payments since December 1953, although this favorable turn
has to some extent been due to an imrrovement in the terms of trade. Official
external assets rose from a low of Rs. 480 million in December 1953 to
Rs. 602 million in April 195L. Tn March 195L a Lg million sterling issue was
successfully made on-the London market. Nevertheless, no relaxation of pre-
sent polieiAs will be possihbl for some timA ton onmp- and, in ndditinvi. mil_h
more attention will have to be paid in the future than has been paid in the
nast to davoting sueh resournes as are availablA for develonmAent to anunr
projects assigned to increase food production and other consumer goods. If
nresent nolinies are followed. and nrovidad that the terms oif trade do not
worsen, Ceylon whose total foreign debt, all in sterling, is' only about
$28 million, should be able to proivie ann1!all7r oiut nf forei4n exchange earn-
ings a moderate auount for the service of new foreign debt.



introduction

1. Basically, Ceylonls economy is agricultural, specializing
in the production of commodities for export. Tea, rubber and coconut
products account for 90% of the value of Ceylont s exports. On the
other hand, nearly two thirds of the country's requirements of rice,
flour, sugar, and other foods and almost all its requirements of fuel
and manufactured goods (of which textiles are the most important) have
to be imported. Export income in recent years has directly amounted to
over one third of the national income. The economy is peculiarly de-
pendent on movements in the terms of trade vwhich, as will be seen, have
fluctuated violently since the end ofl Vorld War II.

2. Before the war, Ceylon had in almost every year foreign trade
surpluses which were large enough to meet its deficits on invisible ac-
count (arising from payments on foreign investment, remittances, etc.).
During 71orld'Jfar II. exports increased while imports were reduced, and
large current balance of payments surpluses were achieved despite an ad-
verse move in the terms of trade.

3. Between 1939 and l9h5 foreign assets rose from Rs. 275 million
to Rs. 1,260 million; currency in circulation from Rs. 45 million to
Rs. h19 million End net nublie debt from Rs. 1L2 million to Rs. 319 million.

).. The postwar historv of GPvlnls eonnormv falls into tfhree fwirlv
clearly defined periods:

(i) From the end of 1945 to the outbreak of the Korean
ITTar 4tn Jima 190.0

(ii) From June 190f to% t-he beginning of February 1952.

(iiil Fryom +the heginning of Feh'mlrv 192 to the ,r,A1t._

5. Thie -reonr-+t 'hrrn hry -rnYiinn, the events in teehraa perios

The adverse terms of trade which obtained throughout the war have not, ex-
cep+I for~ +>ea short+ p erio of +lia YnWen. boom ~AMt 4 V,.¶e,d ir,yv ficantltr sne~9

1945. This fact combined with the need for replenishing stocks rnm down

that Ceylon had little room for over-optimistic policies. The failure to
_A A_% 7 A |; 4 a*ts At I\ -A 4-_ 40 - - - - - - -4 +_> 

I U~~~isU 4.ti. "u ken41Lqd.2L W.aU. AU 1 . 1~ UJJL1Z .LVA UVJ UAA0 k~J .SIJ ,% I0,VtUW.L CWIU

fi4nancial difficulties, However, it is felt that these difficulties
shi cd ncu obsc e d he cosiddwei-Dle ptaenmial st.engaO. o e-;lon? econouv
which could be developed with good management,



- 2 -

I. The Situation before the XNorean Wlar (1945-50)

6. The strong financial position in wvhich Ceylon found itself at
the end of the war was not long maintained. Foreign assets (including
the assets of commercial banks) declined from Rs. 1,260 million at the
end of 1945 to Rs. 947 million at the end of 1947--a fall of Rs. 313 mil-
lion. In the next 2-1/2 years foreign assets fell only by Rs. 65 million
to Rs. 882 million at the end of June 1950. The rapid fall in the imme-
diate postwar years can largely be attributed to the need for restocking
and the relaxation of import controls. The comparative stability there-
after was due to the fact that the volume of exports rose faster than the
volume of imports, both being higher than before the war. The fact that
despite this there continued to be some decline is because the terms of
trade which had turned against Ceylon during the war showed little improve-
ment; in 1948 the index stood at 69 and in 1949 at 77 (1934-38 X 100).
The reason for these adverse terms of trade is easy to see. 'rhereas the
price of rice rose to about six times the prewar level, the price of tea
(which accounts for more than half of Ceylon's export earnings) was only
three times and that of rubber only 60% above the prewar averaee.

7. Internally develonments were on similar lines as can be seen
from the budgets for the three years beginning in 1947, the first year of
Cevlonts indenendenee In each of the years from 1907-L8 to 19h9-50 the
budgets were in overall deficit; the aggregate deficit during this period
amounted to nenrly Rs. 350 nilli-on ThAse defici-ts vwere met partly by
drawing down government cash balances and partly by borrowring. Cash bal-
ances amounted to Re 218 million at the beginning of 19h1-J8 arA.we
reduced by about Rs. 160 million in the three years thereafter. In the
same period the Gover.-ment borroed nearly Rs. 170 ^ lio, oft rhich about+
Rs. 110 million was obtained by expanding bank credit to the Government,
i.e. , atu a Ja a ra -- te .ORs. _'6 m l'ion. -Beturn 3ep'e'br ------ 1 *6i nd S r
ber 1950 net rupee debt rose from Rs. 309 million to Rs. h45 million, but
more Uh+n hal,f of -his inicrease repre-en+ted borro^-rn.g 4n t.e fo,m of

Treasury bills (they reached the amount of Rs. 78.6 million at the end of
fiscal 19491=50). Dur ng these three -eas tf.oer p,.iZ A4 +-III4-A
Rs. 350 million, an amount approximately equal to the entire budget deficit
fJor IA'Ae period.

8. ThCe udgetary JU.LJUyL dUJ.Lg thisb per-iod. Vw L onhe VVIUlu Con-

servative. In general the deficits were not excessive although that

.E [Luughg-.y spea.iiing, b-y *±gua± i,Penu1t-ur- 1 is manr capiTCa expenditure,

met from the proceeds of Government long-term borrowings on development
projects; but, in Iact, not all -,loan" expenditures have been on develop-
ment projects, and a considerable amount of capital expenditure on develop-
ment projects has been met from current revenues.



of 1949-50 was larger than those earlier. The overall cash deficit was
Rs.153 million as compared to Rs. 156 million of Loan Expenditure. To
meet this deficit cash balances were drawn down by Rs. 75 million. The
value of Treasury bills outstanding increased by Rs. 62.4 million and
Rs. 35 million were raised by floating loans. In spite of the expanding
money volume, external assets in 1949-50 were relatively stable. This
stability was undoubtedly dae in part to the improvement in the terms of
trade that occurred after the devaluation of the Rupee in September 1949.
In the absence of this improvement it is probable either that imports for
consumption could not have continued at the same level or that resources
for development could not have been provided except by drawing down for-
eign assets.

II. The Korean Boom

9. As it turned out. the tenrs of trade scored a further sharp im-
provement with the outbreak of the Korean War. The boom that followed caused
a marked but only temoorarv imorovement in Cevldn's nosition. the effedts
of which lasted until approximately January 1952. The prices of almost all
exnort eommndities rnse sn much that t-l, valuie nf exrnorts in thR vear nfter
July 1950 wJas nearly double the level of the preceding year. The volu,me of
exPorts inteardAti onlyv slivhtTvTr. The P1nhns in tynort nnrd iimnrt nriees
can be seen from the following table of price indices:

(1934-38 = 100)

Exports 1949 1950 1951

Tea 303 351 364
Rubber 162 393 650
Coconut products 641 857 1006
All products 324 439 534

ImDorts

All nrodacts L23 h3h 51L
Terms of trade 77 101 104

10. National income (GNP) increased enormously to Rs. 4,620 million
in 195!; 0 an1 * ey,A e , rtrang+. 4irYm-.p f%-,m.A 1a Rs.-AT 623 ill4fw 4in 1949-50c~

to Rs. 875 mlllion in 1951-52. The effect of this boom on the balance of
4.... An i,,.a an, .1 1,. n....b' A

(In Rs. 4illion)

Foreign Trade 1949 1950 1951

Exports 1063 1563 1904
Imnorts 1029 1167 1'59
Surplus 314 396 345

)/ Customs figures.



11. Ceylon also began to run a,balance of payments surplus, which
was estimated at Rse 146 million in 1950 and RE. 116 million in 1951, and
external assets rose as is shown in the following table:

Total External Assets (In Rs. MLillion)

End December 1949 93L.O
" June 1950 882.4
It December 1950 1076.6
" March 1951 1240.2
" June 1951 1184.7
i December 1951 1185.3
" January 1952 1208.6

12. The effect on the budget is shown in the following table:

Government Budgets - Actuals

(Rs. Million)

1949-5c 1950-51 1051-52

(including deficits of Railway and 563.2 730.7 944.3

Of which: net food subsidies 41.2 138.5 252.4

Ordinary Revenue 623.3 835.9 875.3

Of which: customs 355.9 527.7 487.2

ourplus or cieiicit (-) on
ordinary account 60.1 105.2 -69.0

Loan Expenditure 155.6 146,7 202.9

Overall deficit 95.5 41.5 271.9

Fiscal year October 1 - September 30.

i3. It is significant that, although annual government revenue in-
creased by Rs., 252 million in this period, ordinary expenditures rose by
Rs. 360 million. Much of the revenue increase resulted from the higher
customs receipts which was due to a large extent to an increase in export
duties. The increase in the expenditure on food subsidies, which accounted
for Rs. 211 million of the increase in ordinary expenditure of Rs. 360
million, was also due to government action. In October 1950, to counter
the rising cost of living,&he Governmlent reduced the rationed price of rice
from 36 cents per me sure;t' to 30 cents and in December 1950 made a further

1/ A measure of rice is approximately 2.3 lbs.



reduction to 25 cents. The price of rationed rice was reduced and kept
at this level until July 1953 despite a substantial increase in price of
the imported rice. The substantial rise in the price of imported rice
increased not only the value of imports but also the budgetary outlay on
food subsidies.

14. From 1949 to 1951 the Colombo cost of living index rose by about
lo0 whereas it is estimated that the average real per capita income rose by
about 20,'O; and the index of real wages of estate labor increased from 121
to 157, or by nearly 3C% during this period. The relatively small increase
in the cost of living index and its stability over a period of more than
two years was due to the low price of rationed rice and to greatly enlarged
imiports of consumer goods in general, made possible by liberal import
policies.

16. The increase in national income provided a good opportunity for
floating government loans. In the second half of 1950 and in 1951 the Govern-
ment raised Rs. 150 million of a Second National Development Loan, the areater
part off which was obtained from non-banking sources. These funds and higher
revenues enabled the Treasury to strengthen its position considerably. The
government cash balances rose from Rs. 56 million in September 1950 to Rs. 140
million in Ilovember 1950 and were maintained at this level until January 1952.
At the same time, Treasury bills rhich had nearly reached the legal maximum
of Rs. 100 million outstanding by November 1950 were almost all retired in
the eleven months following.

17. Ceylon rhich benefited greatlv from the high export Drices was
in a particularly vulnerable position if the terms of trade should suddenly
change adversely. For any such change would mean that real income and t,overn-
ment revenue wvould suffer. Nor could it be expected that by the time the
tnsrmsq of tradA v4 nnd inciraspd n t-diinrn vrnitlrl norinpmnqat to anyr zinnifi-

cant extent.

18. In fact, in an economy like Ceylon's a rapid rise in the national
income resulting from increased exoort earnings (in the absenee of coiunter-
vailing action by the Governnent) inevitably stimulates the demand for im-
nortnd goods, and this demnand ontinuies for a time evrn, aff+tr nationa1 in-omn

declines .



.6.

"'b Balance of Payments and
Budgetery Difficulties

18. The financial and economic situation changed sharoly for the
vrorse from FebruaryI9 52 onwards; and the effect of this change on Ceylon's
oxternrl financial position is shown in the following table:

(In Rs. Million)
19-2

Exports 1502 )
Imports 1705 ) Trade deficit - Rs. 203 million

Balance of payments deficit on current account - 446

Reduction in external assets (including commer-
cial banks) from Rs. 1185 million to Rs. 837
million - 348

The value of exports declined by 21% although the volume increased by 4;2%.
Import prices rose by 10% and import volume by 1%.

19. The fall in export earnings due to individual export items was
as follows:

Fall in
1951 1952 Earnings

(Rs. IAillion)
Rubber 5B2 363 Z19
Coconut products 320 231 C9
Tea 800 723 77
Others 202 185 17

190h 1~-50 OP

Rubber suffered the sharnesit arno in it.q nrines= ThR nverre nripe of th.e
best quality ruobber in 1952 was Rs. 1.38 per pound in the Colombo market
as compared with Rs 2.15 per pounld in 1951 .

20. The inrease Aof imnprt al.ue hv Rs. l)J mnllion in 1952 wnas
mainly due to the' increase in import prices. At the end of 1952 the terms
of trade were 75 as compared w+it 1OQ at +he end of 1951. The following
table shows the principal import items in 1952 and their increase over
I Q1.



(In Rs. Million)

Foodstuffs 791 (U95)
(of which. riAe! (329) (f

Petroleum products 132 ($18)
Machinery, electrical

goods, metals 189 ($15)
TextUiee 219 (- 4A)

The uinit vale of rice rose by 38% (from Rs C97 metric tor. in 1951 to
Rs. 823 in 1953).

21. Internally, too, the government financial position deteriorated.
A rter J&.uary -i19452, --. the cas defci 4ear to- mo-w. - -3 d -- A year% 1951-5

closed with a deficit of Rs. 272 million. Loan expenditures rose to Rs. 203
million. an-,d food subsidies to Rs 252 million. Avt the end of September 1952
the cash balances were reduced to Rs. 66 million, the amount of Treasury bills
outstand-rig r-tahl r bl-s, 9) millLon, and in a-dditon the Government Dorrowed
Rs. 72 million from the Central Bank. The fiscal position changed from a com-
fortable to a very tight one.

22. Tne budget deficit continued in fiscal 1952-53, amounting to Rs.
195 million; but the cash deficit was Rs. 232 million. The Government made
various cuts in proposed expenditures, with the result that the budget expendi-
tures chargeable to revenue were reduced to Rs. 8b7 million. The Government
found it increasingly difficult to finance the deficit. In February 1953
authority was obtained to increase the limit for Treasury bills outstanding from
Rs. 100 million to Rs. 200 million; by the end of September 1953 the amount out-
standing was Rs. 184 million, Furthermore, between September 1951 and September
1953 the Central Bank' s holdings of Government and Government guaranteed securities
had increased by Rs. 142 million to Rs. 146 million. By September 1953, the
Governmentts net rupee debt amounted to Rs. 843 million, Which is Rs. 341 million
more than in September 1951. But this borrowing only to a small extent represented
real savings, Central Bank and commercial bank credit being expanded by about
Rs. 300 million.

23. The decline in foreign assets continued at a somewhat slower rate
in 1953. In the first six months the balance of payments on current account
had a deficit of Rs. i83 million as compared vith Rs. 247 million in the first
half of 1952; the trade deficit was Rs. 131 million and Rs. 195 million re-
spectively. Durine this period export prices increased by less than 1%. and
export volume declined by 6% as compared wvith the corresponding period of 1952;
on the import side, over the same period prices fell by 11% vrith an increase
in volume of 3/%. Ceylon's terms of trade improved in the first half of 1953
as compared with the first half of 1952.

24. External assets declined bv Rs. 152 million from the end of
December 1952 to *the end of June 1953, and to Rs. 669 million at the end of
August 1953. The official foreign exchange holdings (excluding the holdines
of commercial banks) were about Rs. 611 million. From this amount, Rs. 58
million of sinking fund on sterling loans has to be deducted; leaving a total
of Rs. 553 million. In the 19 months, end of January 1952-August 1953, ex-
tArnal a5ssts of CGvlon were reduced from Rs. 1240 million to Rs; 669 million,
or by Rs. 571 million ($120 million). During the same peried money supply
aonnnd f-rom P-.s i00A m.illionto Re . tS. ..na114.n, o'..tr oy only tA 156 1 4



IV_ NiAnmirp.. to Overcoevp thep Financtal Gricsls

95. T'he continuous subs+ithi- budgetary deficits and the a-pid de-
cline in external assets made it clear to the Government that some remedial
m.easi-ves wro,l be necessa J. Ln eight p i4 n+ v'i r°r.m i=S hro r 

by the Government in September 1952, but this was quite inadequate to change
the fiscal -A 1-d b 'ance of ,-p,-s 4 +4p t Sr,, on en tures and
additional revenues resulting from this program did little more than to com-
pensat'e fo'Vr increases in ozhIet;A.rLlI hind ofL e dtL e.

26. B~~y eLVJ m-d ,L o f .1953 it A. -ct by the UV. U I UL±. L. JillICL

more drastic measures would have to be taken. By this time the authorities
bega to edize tae thr 'wa a 1 l-' o'.eetn o,?ihbd,Ttdfct

re "i1I.'. £~S± L -t~ IL U UI~ IV1i WdCLZ a. .L±ULLU U)W 1t UIU AL.ti1ll UV tV'JLLL(;1± OUUUgt"L U U1J.LI.UJ_

could be financed through inflationary expansion of credit, and the inter-
relation between such inflationary financing and the decline of external assets
became clear. In other words a country like Ceylon, which is so dependent on
foreign trade cannot substitute newly created purchasing pover for reduced
export earnings, cannot live beyond its means for any length of time.

27. These facts were all stressed in the Finance Mlinister's Budget
Speech on july 23, 1953. He said "ITe worsening of the terms of trade which
was due to the continued high price of rice and falling export prices could
not by itself have created a balance of payments deficit and caused such a
drain on our external assets. ... We must therefore look for other causes,
also for the deficit in our balance of payments, .he drain on our external
assets persists because the internal cause of the drain has not been rectified.
The internal cause is that large amounts of money have been released into the
economy in order to finance the Government's large cverall cash deficits. The
drain on our external assets will persist until the deficit is reduced to a
level at which it can be financed vwithout creating new money. ... The stabi-
lization of our balance of payments and the prev-ention of further drains on
our external assets must become one of the fundamental objectives of budgretary
policy in the new era, ... Government have therefore decided that in the
new -financial year it v:ould not be safe for us to have an overall cash deficit
of such proportions as wmuld cause any further drain on our external assets by
affecting our balance of payments adversely."

28. In other vzords, government expenditure would have to be reduced to
avoid additional inflationary financing. The first and the most important
step in this direction was the reduction in food subsidies. On July 20, 1953,
the price of rationed rice was increased from 25 cents to 70 cents per measure.
This reduction Aeliminated any direct budget contribution to food sub-
sidies. Hovever, some subsidy of rationed rice and flour was to continue.
The Government expected a profit of about Rs. 89 million from sugar sales of
which Rs. 54.5 million vere to be used as subsidy on estimated impprts of

L40.000 tons of rice (11 cents per measure) and Rs. 30 million on exPected
imports of 180,000 tons of flour (71 cents per lb*). To alleviate the impact
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of this measure on the consumer, rice rations were increased by approximately
35% and flour and sugar were made available without restriction and w-ith no
increase in price. Moreover, it was expected that the price of unrationed rice
(country rice) would decline so that the average price of rice to the consumer
would be less than indicated by the price increase of the rationed rice,

29. It was assumed that reduction of the rice subsidy would result in a
substantial net budget saving and a fall in income which in turn would reduce
imports.

30. The drastic increase in the price of rationed rice caused widespread
discontent and serious disturbances all over the island. The wages of labor on
the tea and rubber estates were increased in proportion to the rise in the cost
of living index caused by the higher price of rice; wages in other occupations
and salaries, too. had to be adjusted. The only exception was that of govern-
ment employees whose wages were frozen at the July, 1953 level. The cost of
living index in Colombo. which had been stable for the two previous vears,. rose
from 1U in July, 1953 to 114 in September (1948-100).

31. In order to help consumers, the government decided to pass on to them
%A. redutior ir. the priice oi im,portwed r ice whicha -Light ube V1J&QA obta4ned. ^.codi.L16lYV-

when the agreements negotiated with Burma and China brought a reduction in the

of rationed rice to 55 cents a measure from October 19, 1953.

32. The principal objective of the new financial policy is at least to
reduce the overall deficit to an amount which could be financed from real savings.

Following are the f-igures for 1953-54 budget as compared with the
1952-53 budget: t

/ Only the net deficit or surp us-r the Food Commissioner, Railways, and
Electrical Undertakings are included.
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rnen IT Da T4114--

Total revenue 871.i 850.9
Of.L Wucic. customs 44).U 429.2

Orud.uary eApenuditoue UL4V.5 V)'V*.1

Of which: food subsidies 144 6.o

Balance A24.9 154.8
Loan expenditure 220.1 243.7

Overall deficit -195.2 -88.9

34. Various measures were introduced to increase revenue. They in-
cluded an increase of import duties, a rise in the railway fares, postal,
telegraph, and electricity rates, and higher rates of direct taxation, Tt
should be noted however that on balance the reduction in ordinary expenditure
amounts only to about the sum budgeted for food subsidies in the previous year.

35. The Government also proposed heavy cuts in development expenditure.
It was decided not to start any new development scl!eemes ex:tept for two small
irrigation prciects, and to stop or suspend work on a number of projects
already started. However, the estimates of ordinary expenditure were 33%
higher than in 1949-50 and 45% more than in 1948-L9, in all cases excluding
the food subsidies.

36. The effect of the new policies on the internal and external finan-
cial position is already notieeable. In the first six months of 1953/5h the
Government had a cash surplus of Rs. 43.2 million. To a great extent the im-
provement in the Government's cash pos,-tion has been due to a decrease of govern-
ment food stoeks which were reduced by Rs. 67.1 million during this period.
Had there been no chanees in aovernment food stocks the surplus would have
been converted into a deficit of Rs. 23.9 million as compared with a deficit
of Rs. 68.6 million in 1952/53 established on the same basis.

t9 a result of the improved nash position tha GanvrnmAnt wma able
to reduce its short-term debt. in the seven months of the fiscal year the
omtsRtandinng TrvAsury bills werA reicedri frnm R8. 184 million to Rs. i)I mil-

lion and the debt to the Central Bank from Rs. 70.5 million to Rs. 0.1 million.

Money supply within this period fell from Rs. 824 million 'to
'Da i Rnl' 4.11 ;'I UI S S -- cb ^P I 4.. r * m 4-A .a.e* ; 'ila. --r A *.l * A 4.6^mI 11I, 4rw

September to 111 in October and 108 in Ppril 1954 which is the same figure as
4 .L IJ il jJJ.LL _LJ
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37. The balannc of trade has nlso imnprnved. Gylon hnad traAa slur-
plus of Rs. 87 million for the period, October 1953 - Miarch 1954, as compared
T.v4+-h n AnfW4r-i+ Afb Pe I'l mS4lli^ri -tr +.ho #nte%o- vca%nAinc Y-ov-4A nf ^- fho ?%-ra4f%nn

fiscal year. In the first three months of 1954 the trade surplus amounted
+O RG. 09 n4 11r 4 " . MT- 4 .-m-fm--.----- 4, 4.1, k...b 4nra o +uade wsne 4i l1 par+

WJ JI.V*P ZJ AUA-.L-&'J6&O LAL A A 4k iVA UV A 4UJ& W.MIV W~AA%' W./J W ii r VVL W- &L ~-& 6 V PjJ

due to an improvement in the terms of trade; the index standing at 92 in April
1954. as agi.t 83 AN-, March1953 This i-rm,ermert resulted from bi8heraL, .1" CL 5SC.LUAQ% V. LJ JJL rL±E.L4 UL~J JO 1 LLSL J.Ukjj.iJ VIIV'U IDI U V 46.J. JV%A J.L .AU~ ~LA.L& 1VA

prices of tea and also from a reduction in prices of varioue imported commodi-
ties, A lAA J.LII r:ceI..A. But .1IUA uS L v t ha .Le as Lj.LoLLj deL±r Ve.L;thV ol-e i Uef

imports was 139 in the first three months of 1954, Qr ten points below the
.UU1VWA 4.LA 14LiV CC411V jJUJ.J.IVU VJ.J *7.72.?o

38. OffIcial exterrnal assets of Ceylon reaeked the lowest level in
December 1953 when they dropped to Rs. 480 million (excluding t.e $teirli.ng
Sinking Fund'. Official external assets began to increase in January 195u4 and
reached Rs. 602 million at the end of April 1954. On March 25, 1954 the
Government successfully issued a b5 million loan in London, at 4 per cent,
maturing in 1973-75 with an issue price of 97. Not taking into account'an
amount of about Rs. 28 million received from the initial subscription to this
loan, there was an increase of nearly Rs. 100 million during this period.
These developments have once more illustrated the close relation which exists
in Ceylon between inflationary financing and balance of trade. Once the
inflationary financing of the Government deficit was stopped, the drain on
external assets was arrested with only a short time lag.
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V. Ceylon's Development Programme

39. In his budget speech in 1948 the Finance Minister announced
the intention of the Government to embark on a "Six Year Plan" covering
the period 1947-53. The object of the Plan was to reduce Ceylon's de-
pendence on imports for its supplies of essential foods and manufactures;
but the "Plan" was no plan in the ordinary sense of the term for it con-
sisted of little more than a nunber of unrelated projects some of which
were not properly prepared.

40. Government expenditure on development between 1947 and 1953 is
estimated at Rs. 1,240 million, including expenditure on many small Droi-
ects not included in the Plan. It is certain that this represents a level
of investment below that forecast at the beginning of the Plan. Apart from
the fact that inadequate planning would have mede it difficult to reach the
original targets. more recentlv the growing financial crisis made it neces-
sary to curtail or abandon a number of the projects originally included.
The most imnortant of the nroiects which have been comnleted are o 'nmihrn
of colonization schemes, the first stage of the Laksopana hydroelectric
proiect. and a cement facnttr_ rond proges has alson hbn m.rip with the
large multi-purpose Gal Oya project, the improvement of the Dort of Colombo,
and1 thp monHrnJ7.1otJnn of the railway.r

41. Th.ereh has en e-onei-rlf 1 t e-ti - ty in the private sector, es-
pecially in agriculture. About 120,000 acres of waste land in the villages
havA hbeen rerI imed and irrigated for padd, anr d at least as great an a.rea
of unirrigated land has been reclaimed. Although production of manufactured
goos4 h.as in.crensed, onlya 0r0 h,a o been b 4 lt

L42. TheA rW t L e r.LV VLVee.visaged by & -e1V Avelo,, VLoUrj,.JU L

was necessarily on agriculture, since tlhe most obvious and practical way
0.1. LUUUJJ~ VAjVL1U.IdULV Ui± .L.IL JJU1IJA UA. ~U.1OLULWJ.L tJVVUZ. WaLO IA) LA Vc~VUUI

put of foodgrains in Ceylon. Despite a population increase of 168 between
19J47 and 1952 and a slight increase in co-.swrcp4Vior.Vpe ca.p-ta, vLLILV. of
imports oi foodgrains and flour increased very little. Thus, it appears
wlat the increased req-".rerment'S wfere1 MleQ iot enir ly.froir., AJncr_eCDs

in domestic production. According to recent information supplied by the
Government of Ceylon, the area under paddy (including double-cropping)
increased from 926,683 acres to 1,161,869 acres between 1947 and 1952, or
by about 25%. Tne estimates of production of rice vary. As late a8
September 1953 in a report presented to the Consultative Committee on
Economic Development in South and South-East Asia the Government of Ceylon
reported that prodaction of rice was at present 270,0O0 tons per annum.
The recent figures of the Department qf census and Statistics give1 the rice
production in 1951 as 310,000 tons. Y For 1952 the Department of Census
and Statistics puts production at 367,000 tons. One of the important tasks
before the Government of Ceylon is to obtain dependable data on the local
production of rice.

1/ F.A.0. published th& same estimates in terms of paddy.



43. Howvever, the smal.ler: part of this increase has been due to schemes
in the Plan designed to bring more land under cultivation. The largest of
these schemes is the Gal Oya project -.;ihich consists of a dam providing unater
for irrigation and the production of power. The people settled on it get con-
siderable assistance from the Government in the form of cash grants and houses.
The aim is ultimately to irrig_ate 100,000 acres of land and in adlition to re-
claim 150,000 acres for rainfed cultivation. It was expected that by September
1953 about 15,000 acres of irrigated land and 10,000 acres of hiah land would
be reclaimed and settled, and that the whole area would be settled by about
1961. The total cost of the project is estimated at Rs. 420 million, and, of
the Rs. 212 million spent on agricultural development by the end of i952,
Rs. 1h7 million vwas on the Gal Cya proJect.

44. The other irrigation schemes in the Plan are on a smaller scale.
consisting chiefly of the rehabilitation of old irrigation "tanks". Con-
siderable progress has been made with then and, as was to be expected, the
return for the amount of capital invested is of a much higher order than

.could be expected from a scheme like the Gal Oya project. Under these
schemes, by September 1952, 41l,OOO acres of paddy land and 20,000 acres of
high land had been brought under cultivation. The extension of the aereage
.under cultivation around existing villages was made possible by the sale of
Iarrre areas of r7vo.vernment rwaste 12nd and wras stLmulafed hby the hit7h nrit-e
obtainable for country rice. In addition, the tea and rubber estates have
imrder an ordinnree of 19)il t.hen c'- Tipebt...rpnn grovr-ng foodr nrnns, ,nnd pnwinr

a cess; thlis ordinance increases the incentive to put land under food crops
or graqs as fond pnrics.q riq6_ BPehtrnr. 1951 andr 199 t.hh area on P..qt.ntPcz il"Apr
food or grass increased by about 20,000 acres to ab-out 105,000 acres.

45. Apart from the extension of acreage, the Government has made
spseial efforts to increase the yield of paddy per acre by enclyrainrg better
methods of cultivation. It has been subsidizing the sale of fertilizers and

-,a--icl +al ; Mleyen+s o has been~v~ mainF;lr4 v70~ In ne, 41', itrs l1 s olA 4--

provements through agricultural cooperative societies. Howvever, in areas
Ulm I1de thL. puJJc;- , t1he l11ni LU.LVt UV JlIhe uI;LL± 1jVC L. toJ LJIiiLUproVe h1is dLanU

and methods is consiVerably reduced b:r the land tenure system, of ,hich share-
croptJ J is r-so pro-minent-, Ca fea4ure.

"Lwe J1 Ahough .st UnS4aSnU Lono uJeyhseen devU.J to ncreasing food

production, it has become urgent that the cash crops wshich form the basis of
the econor.r must not be neglec^td. The ,Yorear. boo:m dela-yed the replantluLng of
rubber estates which was decided on in 1949. In 1953, the Government started
.lev-,y.Lug n .a cess on rb LAd 'JhnJ.1ic andJ f romii the LUILUi no c.llteCdua

will grant subsidies of Rs. 700 to Rs. 1,000 per acre for the replanting of
rubl:;,er estates V- ..i" iXroe .-areis .-est f eed--a,eso± J.~'~± ~ U~. I4 'I Ul IMp .1~J U v U% V al l ti e .. e a o ... U' sL eU. c bad V~rriti. U-S.O

coconut seedling is also subsidized. However, greater efforts will have to
be ma le ± Vvt corVU v. o ifthese i-1(1u5tries. i.ni acreage under tea
increased from 55h,072 to 572,008 between 19h7 and 19q2' or by about 3-1/2%,
and tea produc ^LWS r- n y.uv auou, oup auring Thnis.perloda. Tea proRucTiotn In-
creased under the stimulus of w.!ar and post-war shortages and is now more than
40/° above tfhe pre-iwar average.



Other Development

47. The Plan included proposals for establishing a number of manu-
facting-; industries, pt+i sv to Qvt-hang and partly +ro
vide additional employment opportunities for the growing population. It
,s lr ope ors,enA 4. 1-41A --

4
n -- r4 nq r.m,, + to AnA 4.,, ,.afl_fflp._ 2 7A C.fI

of the factories which had been built as emergency measures during the war.
TM.I UV J. - LU- ..3 ~ 4AJ U ~ UU .4 ., n- P4'J'.J L.L.IJA nJI-. - --- IU41he bioval cost wvas ex-~pecCed to Lie ablout P-0. 260% UL-L'o.L~.LU Or.ly aL s'l par

of these proposals has been fulfilled. The only project which had gone into
production Uy the end of the plan period Wdas a ctiueWLt factory. lthiS planLt
cost Rs. 22 million and has a rated annual capucity of 95,000 tons and in
additi'on generates enough paoier tio riieeCL it.S o-rviiL needs andU 4±oe 4-ft

of Jaffna; full production has never been reached; in 1951 and 1952 the annual
output 'as outut 65, 0tons. The onl y Ieorgan izati ons SO tar completed hav-e
been of the plywood and shoe factories at a total cost of Rs. 2 million. In
addition, it is reported that t'he paper and ceramics factories are nearing
completion; it is estimated that the total cost of these two factories vill
be adbout Rs. 25 million.

48. Canadian aid has stimulated progress in tne fisning industry by
providing both equipment and personnel for research and for training local
fishermen. As imports of dried, salted fish, amounting to Rs. 48 million in
1952, was nearly doubled in volume compared to prelrar, development of the fish-
ing industry is one means of reducing imports substantially in the near future.

49. A satisfactory achievement in the public sector during this period
tzas the completion of Stage I of the Laksapana Hydroelectric Scheme. Between
1947-48 and 1952-53 total not output of po.rer stations run by the Electricity
Undertakings Department rose from 50 million kvrh to 112 million kwrh. The
Laksapana plant has an installed capacity of 25,000 kw and its completion
enabled the EUD easily to meet the growth in load, and even to put more ex-
pensive thermal plants on a stand-by basis. It may be expected that the avail-
ability of cheap hydroelectric power wrill encourage industrial expansion.

50. The Government's activity in the field of industry has been
severely handicapped by the fact that Government operates these undertak-
ings as part of various government departments through the bureaucratic
machinery.

51. In addition, the Government has spent substantial sums, on trans-
port and communications. Betwseen 1947 and 1953 over Rs. 50 million was
spent on the modernization of the-railways and good progress has been made
with the improvement and enlargement of the port of Colombo which dill be
completed by 1955. The total cost of these works is expected to be Rs. 80
million, of wihich more than half has already been spent. Considerable ex-
tension of the telegraph and telephone system has also been made.

52. Fiurthermore, the Government has spent substantial amounts on social
capital. such as hospitals. schools. houses. government buildinps. etc.

Plans for the FihtrA

53 The rpel ts oqf the Si-r Year P1an were on the whole Aisinni nj
As already stated, the object was to lessen the dependence of Ceylon on
imnort- hotfh of forodarains: nnrl of mtnufacbd7rd goods. Such increase as



there has been in industrial production has so far had no significant
effect on import requirements. There has been quite a considerable in-
crease in the production of rice; but it is important to note that this
did little more than keep pace with the growvvth of population. Export
earnings during this period fluctuated considerably on account of the
rapid rise and fall in vworld prices of the three main export crops. Out-
put of these three commodities, of course, is highly dependent on market
conditions abroad; and the Government and producers can do little more
than to ensure that the plantations are kept in good condition and that
methods of production are efficient. The balance of trade during the Plan
period was greatly affected by the Korean boom and by government policies
which stimulated consumer demand. However, if it is assumed that prices
over the next few years will be more "normal" and that sound internal
policies will be pursued, it can perhaps be said that Ceylon's position
at the end of the Plan was on the whole no worse than at the beginning.

54. The extraordinary change in Ceylon's position between 1951,
when the Bank Survey Mission visited it, and 1953 has necessitated a
revision of previous thinking about the possibilities and scope of de-
velopment. The Government decided not to formulate a second six year
plan as was originally intended. In addition, work on most industrial
Drolects included in the first plan but not yet completed has been either
abandoned or deferred, partly as a result of the Bank Survey Mission
recommendations, However, work must continue on some proieets which were
started in the preceding years, such as the continuation of the Gal Oya
seheme; some minor eolonizatlon schemes. Colombo nort. and the rehabili-
tation of the rubber plantations. The 1953-54 budget provided for a
total outlay on develonpment of Rs- 321 mnllion but nrn'hhlv lpSs will be
spent than was estimated. Instead of a new plan the Government has set
itself a target of expenditure on develop.ment totalltng Rs. 1500 millon,
but this will be spent only as resources are seen to be available. A
Plnnnin? SnretPt-bri-. has hpen established. whirh will have thA task of

examining any development projects proposed in the future and of determin-
ing the priorities betwree-n various prnianet- for the use of such resources

as are available from time to time. It is difficult to forecast to what
eA ,4 CeWy .lon v..J. Uw uv .cz U 4vv uaJa, .L-v, 0" w vJt;4 « .L.v& * v.AIJ& 'J

velopment projects; but it is worth noting that hitherto it has received
ort.. heow 4- :llio ir. ----i. ad -A,ans er 4the Glmopln.Or y LL LJV;UU .+,; JLLL.L±.4US .LIS .LVU .Lr,1L C.L%AU X -,IJ. LLAU LU~L" 1JA& - LWUVUd * . A

The Finance Minister in his Budget Speech estimated that aid under the
Colombouu o'P.A i.. 9L7,J)L3-54 ,O0'.. aMo-4. 4) Uo abou R.20 li.,11J&



-i6-

55. Ine LGovernment wras weil aware oI thiS. In its assessment
of the position to the Consultative Committee of the Colombo Plan in
October 1953, it stated '"the size of the development program in the
years ahead will depend largely on the extent to which the current
revenue can be increased, expenditure uncer otner neads reduced, and a
surplus arrived at on current account."l/

VI. Balance of Payments Prospects

56, Ceylon's foreign trade pattern is relatively simple. Exports
of tea, rubber, and coconut products provide most of the country's export
earuings. Tea is the mllost important of Ceylon's exports, accounting usually
for more than 50; of total export earnings. Rubber and coconut products
nave eacn represented about 15-20% oI export earnings in Tne postwar years.
Of the other exports, cinnamon, citronella oil, graphite, and cocoa should
be mentioned. Since 1947 the volume oI exports has been higher than in tne
prewrar period; the index rose to 151 in 1952 (193I4-38 100). Tea prices
maintain a reasonable degree of stability, tneir trend being approximately
in line with general world price movements. HoI-lrever, rubber and coconut
prices fluctuate much more. Imports of consumer goods represented about two
thirds of the total value of imports before the war and around 70%, in the
postwar period. They have been very stable in the period 1920-1950 (except
for vwar years), being very close to Rs. 100 per caDita in 1950 prices.
However, during the period of the Korean boom and even in 1953, imports of
consumer goods were at least 20% hieher than this average as a result of
greatly increased national income. As mentioned in a previous chapter Ceylon
usually has an export surplus which is needed to meet the deficit on in-
visibles. Ceylon is a member of the sterling area. With regard to dollar
earnings, according to the information received from the Ceylonese authori-
ties, the recent practice has been to keep the net dollar proceeds of exports
invoiced in dollars while dollar proceeds of exports invoiced in s;erling
accrue to the central reserves of the Sterling Area.

1/ Chapter IV, paragraph 19, Second Annual Rleport of the Consultative
Committee.
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57, With regard to the balance of trade, it is not ex-
pected that exports of the three main export commodities will increase as
rapidly as population. As mentioned previously, there has been a substantial
increase in the production and export of tea, and the general outlook seems
to offer a fairly stable basis for tea cultivation. Additional exports
are expected of cacao, coir manufacture. tannins, and vegetable oils, but
it is unlikely that such an addition to exports will affect Ceylon's ex-
ternal earnines to any maior degree.

t8. ThA Bank Sturvey Mission. though well aware of the difficulties
of predicting price trends, attempted to forecast the balance of trade
prosnects. Export A1rnings wArA Astimated at an annuia rate of Rs. l.OO
million for the period 1953-58, on the assumption of about the same
volsvt.e of exortw of tea f and rubiber,- j4Dl Apoine i*n ^e.rt of coconuts ad
Rs. 150 million for other exports. Total exports in 1993 (excluding re-

+ werw near t M;11404wt e mete

Rubber - ^7 million lbs. 338
%jocor.ut prou'u-Cts 25
Other products 73

Total 1480

The following are the volvoie and price assumptions made by the Bank' s
Mission:

Rs. Million
Tea - 300million lbs, at Rs. 2.50 (us ots. 52.5)..... 750

In September 1953 the price was US cts'. 49.

Rubber - 215 million lbs. at Rs. 1.35 (US cts. 28.3)..... 300
In Sept. 1953 the price was Rs. 1.36 (cts. 29)
for Grade I rubber as compared to 21 cts. in
Malaya. The higher price was due to the China
deal. Beginning Dac. 20, the price will be
reduced to Rs. 1,20.

Coconut products - 750 million nuts concentrated in more
valuable products. ... ................. 200
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59.. The fnrAion trade positinn has taken a fvnorablA tmrn in the last
year. Trade deficit in 1953 was reduced to Rs. 4O million as against Rs. 200 mil,-
lonn deficit in 1952 ,xnports inCreaSed f9rovm RB , 1502 Ym4llioe in 1952 to
Rs. 1568 million in 1953. (the volume rose by about 3 per cent) and imports
Adecl 4edAfro. IR8. 1- 170 ., 4 " + ior V-Rs 1608 -4114- 'i-r 4but -hol.-- of41 -CO tsW0 1 M E.1.1. II 14%e .1 & .. . VW 1.I J A .WWW MS.b.JJA IAU WWLAI V A1J.U W.L~ "1 .&SIL WL U

reached a new high with an index of 158 compared with 119 in 1949. A sub-
sar%.ta.l4 par- ti UoLfh .WLj.r-VVmente ', tnade WI- ue to the LLUULJbe
deal with Communist China. This provided for a purchase of 270,000 tons of
rice at about b54 per metric ton (Ceylon paid abouT i6O for the Burmese
rice) and for a sale of 50,000 tons of sheet rubber at a price of Rs. 1.75
per lb. for Grade I. The gain in the Ceylonese baiance oI trade from this
deal may be estimated .at about Rs. 60 million for 1953e The agreement was
concluded for five years but prices I)ave to be negotiated for each year.

6O. The price of rice reached probably its peak In 1952-53 and now
shows a downward trend. Ceylon concluded an agreement with Burma for the
period 1954-57 providing for a minimum rice purchase of 200,000 tons per
annum at a price of i,50 metric ton in 1954 which declines i2 every year,
reaching i44 in 1957. The price of rice from China was also reduced to 147
but the price of rubber sold to China was reduced proportionately.

61. Ps mentioned previously in the first three months of 1954 Ceylon
had a trade surplus of Rs. 93 million; exports being Rs. 30 million more
and imports Rse 33 million less than in the corresponding period of 1953.

62. For the period beyond 1954, there is no reason at present to ex-
pect an adverse change in the terms of trade. Perhaps some small improvement
may materialize; this will depend mainly on the relative movements of rice
and rubber prices, but Ceylon might also benefit from lower prices of sigar,
flour. and textiles. Some increase in exports may also be realized, although
there is no basis for expecting any substantial expansion in export earnings.
The main consideration regarding balance of pavments prospects is, therefore,
the future trend of imports. In view of the greatly increased imports of
various goods in recent years -- in 1953 they were 60% higher in volume than
before the war - there is scope for a decline without reducing real per
canitta imports of eonsumption goods heTl, lnng-term average levels in the

past, In the longer run, however, on account of the rapid increase inlpopu-
lation, ipnorts would have to incrAase at a rate of about RS. 25 millinn a
year at present prices;if past levels of per capita imports of consumer goods
were to be *.mair.C4aA Tn the ao"^nc of nnfl…rnjastic V1S….. cnc*

a future significant expansion in exports and improvement in the terms of
trade, sc^h a r+ "+xf e% n Irn iwr^ts+c v.T^iio1 ne+. ho encaia+tn+ w.T;i+1 h Inorl_"iney-_ _d.- a rate __ _*-P - -r * f&eY 9<e - - -^-Y_-~"1-
balance of payments stability. Therefore, to preserve long-term balance of
twoessen l cond ,y witio vus aready ,a+ 4ne the stan:ra,rdf 1 I¶T1V
two essential conditions are neces5ary.
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63, The first is that internal financial stability be maintained
through sound fiscal and monetary policies in order to avoid an inflation-
ary stimulation of import demand.

64. In the prewar period there had been some automatic stabiliza-
tion of the trade balance because of the close relation between exDorts,
income and imports. Ceylon had a monetary system providing for 100% coverage
of the currency with sterling and therefore the mtonev volume automatically
followed movements in the balance of payments. As the Report of the Bank
Mission statest "The record of Cevlonts balnce of navments is thus one of
fair stability and only occasional difficulty." (This applies to the period
pri4r ton 1092) Becausme Ceylon's mronetn r ryt.Tm ashnnaeit is n'ot
possible to rely on the previous automatic adjustment of imports to the
level of exort' ear.ninrgs.

A5. *I is therefore of the utmost import-wce that +he count_y p-sue
a sound financial and monetary policy. The M4ission Report emphasizes cor-
5. Na %. .o.i. Uht fnnAt Y n.ceU' is o.. of the m i,5or+w. conz =

tions for the maintenance of a balance of payments equilibrium. The experi-
ence of. 1,52 .dU 1953J proviLt.w at-, p. Vf IkJJL_ extent to wVthi IL 4n-

flationary finance combined with adverse terms of trade can upset the

balance of payMi- A j qance.u'ripy. ir, a yet short ti.m.4
66. The seconu conditior of contin-ued va.Lanc of payuL Lken stabili.y

is that Ceylon do its utmost to increase production in order to supply an
increas2ing proportion oI the requirements of its growing population from
domestic resources. The Survey Mission concluded that the econonmic potenti-
alities of the country, if effectively exploited, are suificient to maintain
the per-capita consumption standards of the rising population. An average
annual rate of increase in the nationai income of about 2.>% would be re-
quired. An assumption of growth in national income at about this rate does
not appear unrealistic in view of levels of total investment and rates of
increase in real output in the past few years and in view of the potentiali-
ties of the country for further increases in production. The Mission pointed
out the substantial projects resulting in saving of imports especially in
the large amount of agricultural resources as yet unutilized and also, to
some extent, in other fields such as industry and power. In recent years
there has been a considerable expansion in output, chiefly in the p:rivate
agricultural sector, which has been estimated at around 20% in real' terms
over a six year period. It has been noted, however, that so far th'a results
of government projects to develop the country's economic potentialilties have
been disappointing. If Ceylon is to make'the'most of its,real possiibilities
for expanding domestic production through public as well as privateiinvest-
ment, it will be necessary to organize the selection, planning and execution
of public investment projects on a more efficient and productive basis; to
allocate public resources with greater attention to the means for a6hieving
the maximum possible expansion in domestic output; and moreover to foster
and encourage a continued increase in private production.



67. Assuming that the Government (a) maintains a sound fiscal
ar.d MUrnVe w -Y pJlij.y \VU/ Udoe t1h U. WJJ IJ :,res prod-u i I.. e-

pecially of food and other consumer goods, it is thought that Ceylon
should be able To provide annually a moderate amount from "its Loreign
exchange earnings for servicin,g new foreign debt. As Ceylon has been
and, as far as can be foreseen, Is llKely to continue tO De a net
earner in trade wcith the dollar area, this debt could be incurred in
dollars or non-dollar currency.



STATISTICAL APPENDIX

1. Gross National Product

1947* 1948 19149 1953 1951* 1952*
(R-W. Iiillion)-

Agricultural production for exportl/ 815 911 982 1377 1779 1381
Agricultural proc,uction for local

consumptiorY/ 1482 513 554 579 873 1031
Industrial productIon) construction,

and fisheries 1/ 281 243 3Y5 347 597 625
Services 917 1095 1126 1198 1370 11439

Total 21495 2762 2967 3501 4619 14h76

Of wW)ch:

ConsumptAoln of imported
goods ' 1)13 1069 1128 1209 12L 1L26

Consumotion of. bot-al Leorfs
and serv:ces,Y7 1563 1635 1768 1992 2630 2848

Gross capital formatio1r/ 9 199 246 452 665 261

Excise duties and subsidies
(nnet) -i90 C1t _X..1 .17 9 -02 _.-_ o

At factor cost.
q / A+ 4w -- 4 1-- { 4- .: I - - 0

i Ineluding changes in foreign assets.
!cS OU Lnt CEsT vDeprtment o-L Crsnus ar.d 04 ta* cs.

2. Principal Crops

1947 1948 1949 1950 1951 1952*

Rice (thousand tons)j/ 244 270 323 308 310 367-
Tea '(million lbs,0) 297 299 299 306 326 317
Rubber (thousand tons) 89 95 90 113 105 96
Coconut (million nuts) -- IWV ---- '677 21.29 2343
Manioc (million cwt) 4.0 21 n-,a. -2.8 3.6 4.4 n.a.

* Provisional estimate.
2/Refers to clean rice and excludes seed paddy. The

estimate has been revised according to a recent
sampling survey on paddy yields, which suggests that
former official estimates wer one third short of
actual production. However other recent official
estimates give lowmer figv ,i*

2/1945-1950 average.
e/19e o sS-145.

SOLut.ALJi JJ De&-w,,er of Ce'. J s a,-d ~SDJhPIQIJOa.IAc
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3. Suply of ru±uud urai-ns*
. ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ -.1 e. .1 0 I^.v - 1 I

19713 v yL4 f -L74U 949 195°0 91 g

Local productiu n 220 eoi4 9yu0 3 45 3308 346 '07
I!Urorts 577 636 6i3 g88 700 660 653

Total supply (tons '000) 797 900 903 933 1038 1006 1060

Population (million) 5.78 6.88 7.09 7.30 7.54 7.74 7.96
Supply per capita (tons) .138 .131 .127 .128 .136 .130 .133
Percentage covered by
local production 28 29 32 37 33 34 38

*Including pulses and wheat flour.
SOURCE: Department of Census and Statistics.

4. Wiages and Prices

1947 1948 1949 1950 1951 1952 1953 gLk /

(Annual fiverages)
Cost of T 4vir.g (CI - -

town, 1938-39 - 100) 252 260 258 272 283 281 286 282

Estate Labor Wages (min-
imnum wage rate, 1939
100) 293 315 320 373 463 468 475 472

g/ First four months.
SOURiCE: Department of Census and Statistics, and

Department of Labor.

5. Money Supply.

1947 1948 1949 1950 1951 1952 1953 19541/

(Rs. illlion -- end of year)

Notes in active cir_
c- '-tir. 238 2 .1 244' 326 377 35 .J '23

Demand deposits 324 366 405 585 629 537 492 479

Total money supply
wi-thth public 5t 607A 6-49 911 V 1006 89 -87 80

I/ Er.d of April

SOURCE: Central Bank of Ceylon
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6. Government -t-inance.'

(Rs. 1'.illion)

1.947-48 l943-49 1949-50 1950-51 1951-Q2 1952-53 1953-54

Total Revenue 540.6 576.1 623,3 835.9 875.3 871.4 85D,9
Of vhich: Customs (314.1) (329.3) (355.9) (527.7) (487.2) (443,8) (429.2)

Ord-inary expenditures 622.0 547.9 563.2 730.7 ?44.3 846,5 696a1
Of which:

(1) Food Commissioner
(net) (176.6) ( 60.4) ( 41.2) (138.5) (252.4) (1j4.0) ( 6.C)

(2) Capital expenditure
included in Ordi-
nary Budget ( 33.7) ( 37.3) ( hL.0) ( 63.0) ( 63.0) ( 78.0) ( 55.0)

Loan expenditure 70.3 122.5 155.6 146.7 202.9 220e1 243.7

Total expenditure 692.3 670.4 718.8 877.4 1,47.2 io66.6 939.8

expenditures (104.0) (159.8) (199.6) (209.7) (265.9) (298.0) (298.7)

~ ~,,, ~, 44 , 4 4

current expenditures -47,7 65.5 104.1 168.2 -6.0 102.8 209.6

Overall deficit 151.7 94.3 95.5 41.5 271.9 195.2 88.9

1XX nl-y thIe n1etfure VI uihe 1:0Ud, Ral iay an
Electricity Departments are included.
Ex-ra budgetary resources (Colomvlbo Lllan assistance
rubber cess, etc.) are excluded.

SOURCE: General Treasury. 1947-5 , final accounts;

1953-54, budget estimate.
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7. Internal Public Debt
2/

19h7 1948 19h9 1950 1951 1952 1953 195h-
(Rs. Mll-on1 End ofe Detember)

Net+. frncd ipht 309 320 46h 366 L72 q6i 613 603
Treasury bills - 24 16 79 30 93 184 145

GRevn1rn1 Bn a d V 2 --n 7C 71 -

Loans from semi-govern-
ment a,--nC-e' 3 59 57

TOta 309 3414 380 145 502 729O 097 R05

1/Ile 0,aP+1 'Nte.m411 -C d- i Si1k;-g6 WIUn

and excluding Viar Loan relent to the UK.
1 J En4 -P A--;1.

8. Foreign Exchange Reserves

1947 1948 1949 1950 1951 1952 1953 19514
(RS. MiliOn; end of year)

Net oIficiea
reserves 787 797 792 853 986 726 480 602

Sterling sinking
fund 39 43 46 50 52 54 60 63

Commercial banks 121 1149 96 174 147 57 67 59

o ta 9147 989 9314 1077 1185 837 607 7214

Y' End of April; provisional Iigures.

SOURCE: Central Bank oI Ceylon

9. Foreign Trade

1947 1948 1949 1950 1951 1952 1953 19514
kits. Million)

Exports, fob, in-
cluding reexports 889 1011 1063 1563 1904 1502 1568 429

Tmports, cif. 963 994 1029 1167 1559 1702 1608 336

Trade surplus or
deficit -74 17 34 396 345 -200 -40 93

1/ First three months

SOURCE: Customs Administration
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1^. Balslee of Pa-menQs ~ ~ ~ ~ ai±ofl.. y . - . ~~(Rs. million)
- ,,d.O -1948 ~ lE9 1950 1951 1952% l *I

.LYL.U. A.7.4U &.747 .7~U L72J. . J).

Merchandise (net) -418 44 -16 289 289 -225 -155
Services (net) . 32 52 44 -69 -96 .76 ,11
Remittances (net) p 25- .68 -58 -73 -76 -104 -59

Surplus or deficit
on current account -.475 28 -30 147 117 -405 _225

Private capital,
errors and omisa
sions -88 14 -25 -8 .9 38 27

Overall sur=lus or
deficitlJ -263 42 -55- 139 108 -367 -198

/ Representing a net accumulation or depletion of official foreign
assets and liabilities.

* Preliminary.
SOUR CEG rentral gank of Geyvlon.

11,- Comrqition and diqtri-h-tion of foreizn trade

(Rs. Million)

(a) Exports (fob, exel. reexport)

Tea 650 752 800 723 825
Rubber 123. 401 572 373 338
Coconut -roducts 188 275 329 255 250
Other 40 61 122 57 73

Total 1001 2.1489 1823 1408 1486 408

Of which: *to the
sterling area 595 706 989 739
to the dollar area 167 1413 288 236 209 62

(b) Imports (cif)

Grains and flour 317 287 387 486 521
Other fnnttuffn 250 AR8 388 393 275
Textiles 142 169 223 219 176
Oth.er .ma ,nufa ctures
and -fuels. 320 423 561 602 636

Total 1029 1167 1559 1702 1608 336

Of which: 'from
za U^98 828 108 L.o7g .60J'0

from dollar area 98 62 101 189 69 12
*fi.-sto S4 Ul` U'JP.CE: ..JLD IyVULQ ,UIU.A S-aiJ.LJ[A
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12. Principal Exports o the Dollar Area

(Rs. Million)
Tea 170 118 132 131 49
Rubber 229 138 79 29 5
Other 44 32 25 49 8

Source: Customs Administration.

*First quarter

13. Volume of Trade

1947 1948 1949 1950 1951 1952 1953 195h

F.YnnrtA 118 129 128 1L2 11h l'1 55 153
Imports 108 110 119 132 149 152 158 14o

Source: Department of Census and Statistics.

*First quarter.

14. Terms of Trade

1947 1948 1949 1950 1951 1952 1953 1954

Unit Value of Ex- (1934-38 1 100)
ports 300 30 5 324 43 53k4 415 k24 k4
Unit Value of
Imports k13 443 423 434 514 554 505 512

Terms of Trade 73 69 77 101 104 75 84 86

*First quarter.

Source: Central Bank of Ceylon.

N.B. The Survey Mission considered that price increases of imports were
overstated compared with the base period, and adjusting the official
import price index, arrived at terms of trade about 10% higher.
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Changes in the Quantity of Imports

Imports of various consumer goods in 1952 and average imports in 193L-38

193L-38 1952

Beer (gallons) 311.3hq 723.1R6
Biscuits (lbs.) 636,311 1,119,507
Rutter_ frnozen (lh- 6kg;237 1-40n),J68
Cheese (cwt.) 1,973 3,344
ConfePtionery (lbs.) 916,801 1,863,723
Kish, dried and salted (cwt.) 366,176 682,293
Prii4t.- 1rn.t+-) 91 (O20r l.1,js 77
Milk, preserved (lbs.) 3,383,053 10,969,672

lik foo L (bIs. 6A^9,23 o c:A1 Ar8A
Potatoes (cwt.) 242,092 856,480
PEgg o (no. '79l', An a 31,0,Ann5r, @1&~ 1 7'4j2JwJ

Sugar refined (cwt.) 1,380,842 2,417,118
Toba inmanulfta % I tw1- ed (lb.) 1,181,102.Vr 43V47y628

Cotton piece goods, dyed (yds.)29,345,261 37,253,111

Blankets (nos.) 8,041 125,520

Sugar, unrefined (cwt.) 18,785 129,124
r%Shvtine (cwt.) 1N95 45,220r' 1 
Jellies, marmelades (cwt.) 3,238 12,780
Tobacco, manufactur-ed (lbs.) lO9,9ii 1,684,565
Watches (nos.) 29,042 151,578

osmeticsL - cwt.) - Vr ,. .


