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75. The Colombo share market showed considerable activity during the year. It
is a small market b y 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 commercial 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 corresponding
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. As indicated 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. B y 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 o f 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 deposit liabilities, to Rs. 453 • 9* million, or 57 per cent. On the other
hand, investments, bills, overdrafts and loans expanded significantly, the principal
increases in order of importance being in bills, overdrafts and loans.
VIII.

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 rates are shown in the Bank circulars in Appendix I
of the report.
79. Statement 7 shows the Central Bank's monthly purchases and sales of foreign
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. 22-4 million-spot and
Rs. 530-9 million forward ; sales totalled Rs. 60-6 million, all of which were spot trans.actions.
80. When it commenced business, the 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 Canadian dollar and permit it to find its level in
the market,-the rates fixed earlier for the: Canadian:'dollar were withdrawn as from October
* Totals of columns 14 and 15 of Statement 3.
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2, 1950. Parities were also established, with respect to the Ceylon rupee, of foreign
currencies ordinarily required for the international transactions of Ceylon. The parity
established for the Canadian dollar was, however, withdrawn as from October 2, 1950.
Appendix I contains full particulars of the minimum buying and maximum selling rates
for business transacted by commercial banks and of the parities of the Ceylon rupee for
certain foreign currencies.
81. The Central Bank's rate of interest on advances secured by pledge of Govern
ment securities was fixed at 2 | per cent, per annum under Section 82 of the Monetary Law
Act, effective from August 28, 1950. There has been no occasion to grant advances
during the year under this provision.
82. Section 97 (i) of the Monetary Law Act requires the Central Bank to provide
facilities for clearance transactions among commercial banks operating in Ceylon.
Accordingly it took over from the Colombo branch of the Imperial Bank of India, which
had hitherto functioned as the clearing bank, the management of the clearing house as
from August 29,1950. Data on bank clearings are given in Statement 5 in Appendix II.
83. The financial accounts of the Central Bank for the period ending December 31,
1950, appear in Statement 6A. The monthly movements of the accounts of the Bank are
described in Statement 6B.
84. The capital and surplus of the Bank were fixed under the Monetary Law Act
at Rs. 15 and Rs. 10 million respectively. The funds were provided by transfers from
the excess of assets over liabilities of the Board of Commissioners of Currency as of
August 28, when the Central Bank commenced business and the Currency Board ceased
operations.
85. Notes and coins issued by the Currency Board and in circulation on August 28,
became liabilities of the Central Bank after that date. The Bank also took over from the
Board its unissued stock of notes and coins. Statements 1A showing the composition of
the money supply describes the movements of the gross and active circulation of currency.
The sharp drop of Rs. 80 million recorded in the gross circulation at the end of August,
1950, is explained by the fact that before there was a central bank the commercial banks
held their reserves in the form of currency, most of which was concentrated with the
clearing bank, the Imperial Bank of India. When the Central Bank commenced business,
the commercial banks deposited a good portion of this cash with the Central Bank in order
to meet their reserve requirements. Accordingly, their holdings of currency fell from
Rs. 117'8 million at the end of July to Rs. 25 million at the end of August.
86. Deposits with the Central Bank at the end of the year totalled Rs. 191' 4 million.
Of this sum, Government deposits amounted to only Rs. 12" 4 million, as the majority of
Government deposits were still held with the commercial banks.
87. Deposits of commercial banks amounted to Rs. 165 • 2 million while the amount
required to be held as reserves was only Rs. 77 • 3 million. According to Statement 4 in
the appendix, which sets out the reserve position of commercial banks, excess reserves
of commercial banks at the end of the year amounted to Rs. 85' 9 million. Excess reserves
fell to Rs. 57" 5 million when the increased reserve requirements became effective as from
January 5, 1951.
88. The value of the International Reserve of the Central Bank-at the close of the
year was Rs. 565• 1 million. The International Reserve at the end of the,year»amounted
to 101 per cent, of the total of the demand liabilities of the Bank *nd to 62 per cent; of
the money supply.
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89. As will be seen from the statement of accounts, (see Statement 6A), the net
profit of the Bank for the period from August 28 to December 31, 1950, after making
provisions in terms of Section 38 of the Monetary Law Act, amounted to Rs. 313,674.38.
In terms of Section 39, this profit has been used, after consultation with the Minister of
Finance, to reduce the special loan amounting to Rs. 14,285,700 granted to Government
b y the Bank under the Bretton Woods Agreements Act.
Central Bank of Ceylon,
Colombo, March 3 1 , 1 9 5 1 .

