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.

n.

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-Expor^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.
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the same as that for 1949, before the Korean War. In sympathy with this adverse
movement, the monthly export surplus also declined and at one stage even became
negative. For an export-import economy this persistent fall in the terms of trade
is a very disquieting development. The boom enjoyed tby Ceylon as a result of the
outbreak of the Korean War has ended. Already by December, 1951, a given
physical volume of expbrts bought only seven-tenths as much physical volume of'
imports as it had in the previous January. If the present trend in the terms of
trade persists, there will be a strong downward pressure on domestic real income.
7. The fall in export prices that took place after April did not affect all commoditiesequally. Comparing the peak prices with the lowest near the end of the year,
tea fell by 20 per cent (in part for seasonal causes), rubber by 31 per cent and
coconut products by 22 per cent. Thus rubber prices declined most.
8. The decline in rubber earnings was especially serious for Ceylon. Rubber
is normally Ceylon's best dollar earner. But accompanying the general'fall in price,
there was also a.sharp decline in the physical volume of American imports of Ceylon
rubber. The value of Ceylon's rubber sales to .the United States -was Rs. 29-4
million in December, 1950, and Rs. 28 - 3 million in January, 1951 ; but it fell to
Rs. 5-9 million by April, and reached a low of Rs. 2-5 million in September. This
fall in earnings from rubber followed the action taken on 28 December, 1950,
by the United States Government when it made an officia^ purchasing agency, the'
General Services Administration, the sole importer of natural rubber into that
country. The result was to eliminate competitive bidding in world markets by'
private American importers. The Administration immediately reduced the total
volume of American buying of natural rubber below the high level that had existed
in the last half of 1950. Prices fell steadily in Singapore and Colombo from March
through July. Whatever the reason may be, the Administration reduced its
buying in Ceylon .by a much larger proportion than it reduced its total buying.
The physical volume of Ceylon rubber purchased by the United States in the second
and third quarters of 1951 was 80 per cent below that purchased in the third and
fourth quarters of 1950. For Ceylon the reversion to private American trading
in rubber, announced in December, 1951, was obviously most welcome, but the
restrictions on the use of natural rubber still in force in the United States Continue to handicap natural rubber in its competition with synthetic.
:

9. The reduction in American buying of rubber, followed by an even greater
reduction with respect to tin, another sterling area commodity, affected Ceylon as
a member of that Area. The large fall in. Sterling Area dollar earnings during
1951'contributed importantly to the sterling crisis of late 1951 and" early 1952.
10. As for imports, prices rose markedly, by 18 per cent compared with 1950.
But this understates the steepness of the rising trend. The index moved during the
year from'474 td 602, or by 27 per cent. A disquieting feature was that the price
of rice rose more than other prices. Supplies of imports were generally scarcer and,
in the case of manufactured goods, delivery dates later, because of the diversion of
production in exporting countries to defence needs.

