1. Introduction

1. This, the fifth Annual Report of the Monetary Board of the Central Bank
of Ceylon, is issued in accordance with section 35 of the Monetary Law Act, No. 58
of 1949. This section provides that within three months after the end of the ™
- financial year—that is, by March 31st—the Monetary Board shall submit to the
Minister of Finance and shall publish an Annual Report on the condition of the
Central Bank, a review of policies and measures adopted by the Monetary Board
during the financial year, and an analysis of the economic and ﬁnanclal circumstances
that prompted those policies and measures.

2. With effect from October 14th, 1954, Sir Arthur Ranasinha, Kt., C.M.G.,
C.B.E., was appointed Governor. In terms of section 8 of the Monetary Law Act
Mr. R. N. Bond took his place on the Monetary Board as Acting Permanent Secretary
to the Ministry of Finance, until relieved by Mr. L. J. de S. Seneviratne, who had
been permanently appointed to the post of Permanent Secretary.

3.- The Bank’s financial year is the calendar year. The following report is
concerned primarily with the year 1954. :

II. The Economic and Financial Situation

4. Inthe year, 1954, Ceyloi made a remarkable economic and financial recovery.
The preceding year had ended with Ceylon’s economy in an adverse disequilibrium
with the outside world. External assets had been lost in that year to the amount
of Rs. 230 million, and although an improvement in the terms of trade had occurred,
the year had closed with a trade deficit of Rs. 40 million. But in 1954, the record
was. different. The terms of trade, which in a large measure determine the level
of real income in Ceylon, were on the average 22 per cent higher than in 1953 ; also,
for the first time in many years, the Government had an overall budget surplus
in the financial year, 1953-54. These factors accounted in the main for a record
trade surplus in 1954 of Rs. 412 million and a rise in external assets of Rs. 288 million.

. 5. The value of exports rose by Rs. 241 million to Rs. 1,809 million in 1954,
and the value of imports fell by Rs. 211 million to Rs. 1,397 million.

6. The increase in export value was fortuitous, due mainly to a rise in tea
prices, It may ordinarily have been expected that a rise in export values resulting
in an increase in income may have led to an increase in expenditure, including .
expenditure in imports. But the circumstance that in the year under review Ceylon
spent less on imports would appear to need some explanatlon There is no doubt
that in part at least the decline in expenditure on imports was occasioned by a
general fall in the prices of imports, but there was also a decrease in the volume
of imports below that in the previous year.

" 7. The diminution in volume was the more remarkable since Government
by its budgetary operations had left in the hands of the private sector spendable
income virtually at the same level as in 1953. For it ran in the calendar year, 1954,



