I.

Introduction

1. This is the second Annual Report of the Monetary Board of the Central
Bank of Ceylon. It is issued in accordance with Section 35 of the Monetary Law
Act, No. 58 of 1949, which provides that within three months after the end of each
•financial year—that is, by March 31—the Monetary Board shaH submit to the
Minister of Finance and shall publish an Annual Report on the condition of the
Central Bank, a review of the policies and measures adopted by the Monetary Board
during the financial year, and an analysis of the economic and financial circumstances
that prompted those policies and measures.
2. The Bank's financial year is the calendar year.
concerned primarily with the year 1951.

JJ.

The following report is

Foreign Trade

3. Foreign trade plays a dominant role in determining the economic condition
of Ceylon. Exports have recently contributed directly over one-third of gross
national income and indirectly much more, since many industries and occupations
not producing directly for export are largely sustained by export income. On the
expenditure side, nearly three-tenths of gross national expenditure was on imports.
4. Value-of-Export^s rose markedly, from an index of 558 in 1950 to 679 in
1951,* or by 22 per cent. The physical quantity of exports, however, showed
only a slight increase. The large rise in export value was therefore due almost
entirely to a steep rise in prices. They reached an all time high in March and
April, when the price index was 607, and thereafter fell away almost steadily to
473 by the end of the year.
5. Value-of-Imports also rose greatly between 1950 and 1951, from an index
of 514 to 686, or by 33 per cent. The rise in average import prices was much less
than that in average export prices, and so the terms of trade improved from 101
for 1950 to 104 for 1951. The high export income enabled the country to bear
the rising cost of imports, to increase decidedly the physical volume of imports,
and yet. have a substantial export surplus not much smaller than that for 1950.
The merchandise surplus was Rs. 346 million for 1951 as against Rs. 396 million
for 1950.f Including invisibles, the total current account surplus was Rs. 116 million
in 1951 as compared with Rs. 137 million in 1950.J
6. These figures show that foreign trade in 1951 as a whole was decidedly
favourable to Ceylon. But the average and total figures for 1951 conceal a serious
deterioration during the year. The deterioration is shown most plainly in the
terms of trade, which is simply the export price index expressed as a per cent of
the import price index. On a 1934-1938 base of 100, the terms of trade were 113
in January, 1951, and rose to a peak of 123 in March.. Thereafter they worsened
rapidly and nearly continuously. The figure of 79 reached in December was almost
• For all foreign trade indexes used in this section, 1934-1938=100
t Ceylon Customs Returns.
X Exchange Control data.

