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64. The emphasis of this report upon the problems of the riSing cost of living and
the expanding money supply should not divert attention from"’-.ph'?%; inherer reng
Ceylon’s present financial and economic situation. The country *é;{é':ﬁa, whole
both in terms of money income and real income, than it was a year:or
There would be less concern about the cost of living if income in Ceylon Were
tably distributed.” In particular, the increased prosperity in 1950 has notbee
shared. Those engaged in the principal export industries, and especially th
of the export commodities, have benefited enormously by the high export prices, while
those whose money incomes have not changed, or have not kept pace with rising living
costs, have suffered. Although this domestic problem of the more equitable distribution
of Ceylon’s higher national income remains, the overall financial condition of the country
has considerably improved.

65, An examination of the balance of payments table in Appendix II (Statement 10)
reveals that Ceylon had a surplus on merchandise account alone of Rs. 328°6 million in
1950 and a surplus, taking all current items into account, of Rs. 146° 7 million. Accord-
ingly, Ceylon’s external assets rose during the year by Rs. 1429 million. As a country
we are in the very sound position, therefore, of having added to our external resources at -
a time when our international income was high.

66. We have also taken major steps forward in improving the liquidity and converti-
bility of our external assets during the year 1950. As a result of negotiations conductd
in London by the Honourable J. R. Jayawardene, Minister of Finance, the United
" Kingdom Government and the Ceylon Government reached new understandings regarding’

Ceylon’s sterling assets and the question of an independent reserve of gold and dollars to
be held by the Central Bank. These understandings were embodied in an exchange of
letters dated the 2nd and the 6th of February, 1951. The United Kingdom Government
agreed to transfer an additional £21 million from the No. 2 to the No. 1* Account of the
Central Bank of Ceylon during the seven-year period beginning 1st July, 1950, provided
that such transfers would only be made as and when the total balances on No. 1 Account
fell below £12 million. Since Ceylon’s No. 1 'balances at that date were already approxi-
mately £19 million, £40 million out of total external assets of £66 million were unfrozen.
By the end of the year, No. 1 balances, even without the additional releases, had risen to
£37 million, so that with the additional releases Ceylon had available £58 million of No. 1
balances out of total sterling balances of £81 million. Since it would be the height of
financial imprudence for Ceylon to contemplate using a larger amount of its sterling assets
than this over the next seven years, the new agreement means, for all practical purposes,
that the problem of frozen sterling has been effectively removed as a barrier to economic
* policy. ' )

67. At the same time Ceylon reached an understanding with the United Kingdom
regarding an independent gold and dollar reserve to be held by the Central Bank. The
United Kingdom agreed to transfer immediately from the central gold and dollar reserves
the equivalent of £4 million. Furthermore, as from December 8, 1950, by arrangement
with the Bank of England, the Bank of England ceased to be responsible for providing
dollar cover for authorised dealers in Ceylon, and this responsibility was assumed by the
Central Bank. After experience has been gained under the new arrangements, the two
governments will, if necessary, consult further regarding the disposition of Ceylon’s surplus
of dollars on current account. :

68. It should be observed with reégaard to the sterling releases over the next seven
years that the long-term nature of the greement was prompted very largely by the
. arrangements envisaged in the Colombo Plan for Co-operative Economic Development
in South and South-East Asia. Ceylon, therefore, can look forward with confidence to
the external financing of her development programme during the next six years.

* Under the sterling assets agreements concluded with the U. K. Government two sets of accounts
designated No. 1 Acocounts and No. 2 Accounts were established. Blocked sterling is held in No. 2
Accounts and transferable sterling in No. 1 Accounts %.e. sterling earned on ourrent transactions and
agreed trangfers from No. 2 Accounts. ‘ .
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69. Ceylon has further strengthened its international position during the year 1950.
On August 29, the day after the opening of the Central Bank, Ceylon became & member
of.the International Monetary Fund and of the International Bank for Reconstruction
and Development. The Fund’s resources will thus be available to Ceylon for the alleviation
of short-term balance of payments difficulties; and Ceylon becomes eligible to use the
resources of the International Bank for financing its long-term development. The Central
Bank has been designated in terms of the Fund-and the Bank agreements as the fiscal
agency for transactions with the Fund and the Bank respectively, as well as the depository
for the holdings of Ceylon currency of the Fund and the Bank.

70. The general soundness of the Ceylon economy may be illustrated by reference
to some ratios which give a rough indication of the country’s relative financial strength.
For example, Ceylon’s external assets at the end of 1950 were equal to 92 per cent. of the

value of its 1950 imports. To be roughly in the same position an individual would have

to have enough money in the bank to buy his usual household needs for almost an entire
year. . When the Ceylon figure is'‘compared with the corresponding figures for other small
countries that are also highly dependent upon international trade, Ceylon shows up rather
well. For Belgium-the percentage is 39 per cent., for New Zealand 41 per cent. (1949),
and for Denmark only 12-per cent. (1949). ~ On the other hand, for Switzerland, a country
noped for its financial strength, the figure is.145 per cent. These ratios, of course, do not
tell the whole story. Factors such’as the extent to which external assets are held in gold

and convertible currencies and the extent to which they are readily avarlable to the.

monetary authority are also very important.

~71. Ceylon’s domestic financial posmon is'in many respects fully as sound -as -ils
international financial position. ‘The capital market is small and not so well organized

- as the capital markets in larger and more hrghly developed countries ; neverthelese

developments in the year ]930 glve considerable, cause for encouragement,

72. At the begrnnmg of the year the Government had on tap two Sri Lanka loans
one at 2} per cent. repayable between 1959 and 1964, and the other at 3 per cent. repayable

between 1969 and 1974. The issues opened in February, 1949, .and were fully subscribed -

on May 27, 1950. Subscriptions totalled Rs, 77,528,200, of which Rs. 11,920,900 .was

subscribed in 1950. The next issues-were not ﬂoated unt1l after the Central Bank assumed L

responsibility for management of the public debt. Subscrrptrons were opened onl Nov-
ember 1, for two new loans, the first borrowrng under the Natlonal ‘Development Loan
Act, No. 3 of 1950, which authorises the raising of a total of Rs. 400 million.” One was a

3 per cent. long-term loan of Rs. 50 million maturing 1966-71, and the other a 1§ per cent.,

two-year loan of Rs. 40 million. . There were no smklng fund provisions for either loan.

"Lists were declared open for the two- -year loan’ for one month' and for the long-term loan:

for three months. "The’ response of the’ market was extremely’ satisfactory ; the short-

term loan was fully subscribed in two weeks and the long-term loan in three Weeks, which.

was a Tecord for Ceylon.and quite in contrast.to the two previous loans which had been
on tap for more than a year. Also the short-térm loan was a new departure in Ceylon
. Government finance and found a ready acceptance in the market, especially by the banks

: .73, The treasury bill market demonstrated its absorptrve capacrty durmg the .year.
An the middle of the year the Treasury found itself short of funds, especially for financing
. exceptionally large food purchases, but it preferred to await the opening of the Central
Bank before floating new long-term loans. - Accotdingly, the Treasury increased its offers
of treasury bills, and the volume outstanding rose from Rs. 12 million in April to Rs. 100
million by November under the stimulus of a rise in the treasury bill rate from * 20 per
cent. to 1 per cent. Following the Idan flotations in November, offerings were reduced,
and the volume of treasury bills outstanding fell to Rs. 60 million by the end of the year.
. At-the same time the rate dropped gradually to 52 per cent. from 1 per cent.

© 74, The increase in.the net publlc debt durlng the financial year ending September

- 30, 1950, was Rs: 60 2. million, bringing the. total to Rs: 5203 million of which only 75°7
million was sterling debt. Although it would 'be'a mistake to judge the soundness of a
country’s finances solely by. thie size;of its publi¢ debt, 1t is nevertheless a good sign that

Ceylon’s debt burden is relatively small.
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75. The Colombo share market showed considerable activity during the year. It
is a small market by Indian or western standards. At the end of December, 1950, there
were 192 companies on the share list of the Colombo Brokers Association of which 62
were tea, 61 rubber, 30 tea-cum-rubber, 9 coconut, and 30 commereial companies. Interest

in shares has been growing steadily, and was especially keen in the latter half of 1950
following the outbreak of the Korean war and the marked rise in export prices, especially

for rubber. The index for rubber shares rose from 115 in the fourth quarter of 1949 to
241 in the fourth quarter of 1950, an increase of about 110 per cent. The correspondmg
indexes for te-cum-rubber were 165 and 253, an increase of 63 per cent. ; and for tea 193
and 238, an increase of 23 per cent. )

76. Asindicated by statement 8, there has been a marked rise in savings during the
year. Whereas in 1949 total savings had increased by only Rs. 6°4 million during the
entire year, in 1950 savings increased by Rs. 33 million, an average of approximately
Rs. 3 million a month. By the end of the year, in fact, the rate of. saving per month
had jumped to more than Rs. 5 million per month. This rate of saving is still low, of
course, but the increase of 1950 over 1949 is an encouraging indication that some members
of the public at least are finding that they have a small excess of income over expenditure
to put by each month for future needs.

77.  The banking system continued to maintain a high degree of liquidity during the
year, though the banks as a whole were not as liquid at the end of 1950 as they were at
the end of 1949, as will be seen from Statements 2 and 3. . The effect on the banking
system of the inflationary situation which developed during the year can be traced in
Statement 2. Deposits with the banks increased by 27 per cent. from Rs. 625° 4 million
at the end of December, 1949 to Rs. 796° 8 million at the end of December, 1950. Cash

""and short-term assets held in Ceylon and abroad decreased from Rs. 525°8* million, or
- 84 per cent. of total deposut liabilities, to Rs. 463° 9* million, or 57 per cent. On the other

' mcreases in order of 1mportance being in bills, overdrafts and loans.

" VIIL Operations and Accounts of the. Central Bank

78. When it commenced business, the Central Bank fixed the buying and selling
rates of foreign currencies in which it proposed to deal with commercial banks. Rates
were initially set for sterling and Indian rupees only. Subsequently, when the Bank
undertook to provide commercial banks with dollar cover, rates were fixed for U. S dollars
as from December 8, 1950. These ra,tes are shown in the Bank circulars in Appendlx I
of the report

79. Statement 7 shows the Central Bank’s monthly purchases and sales of forelgn

. exchange from August 28 up to the end of January, 1951. ~Purchases up to the end of

- December, 1950, amounted to Rs. 553° 3 million, consisting of Rs. 224 million-spot and.

. Rs, 5309 mxlhon forward ; sales totalled Rs. 606 million, all of which were spot trans-
~ actions. : . : - :

80. When 1t commenced business, 'che Central Bank also fixed the minimum buying
rates and the maximum selling rates at which. commercial banks may deal with the public

.in the currencies of most importance in Ceylon’s trade ; sterling, U.S. and ‘Canadian

dollars, Indian rupees, Australian pounds and Pakistan rupees. When the Canadian

monetary authorities decided to free the’ Canadlan dollar and permit it to find its level in

the market, the rates ﬁxed earher for the Canadlan dollar were withdrawn as from October

" * Totals of co_lumns M-and 15 of Statement 3.



