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(F) BANKING AND CREDIT

Central Bank :

Although the balance of payments situation in 1962 improved relatively to the
position in the years prior to 1960, the internatiohal reserve of the Central Bank conti-
nued to fall during the first nine months of the year. In 1962 the international reserve
fell by Rs. 32.6 million or 17.7 per cent as compared to a fall of Rs. 5.5 million or
2.9 per cent in the previous year. During the period of the dispute between the
commercial banks and their employees the international reserve tended to go up
because of the accumulation of import bills which had not been paid. This increase
corresponds in many respects to the statistical inflation of the money supply during
the same period. By June 1962, the international reserve of the Central Bank began
to show its true magnitude. From a level of Rs. 171.1 million the international reserve
declined to Rs. 123.7 million in September which was the lowest level on record.
In the previous year the lowest level reached by the international reserve was Rs. 175.8
million in February 1961. From October 1962 onwards the international reserve
of the Central Bank increased fairly steadily to Rs. 152.1 million at the end of the
year. The increase in the international reserve during the last 3 months of 1962
reflects a slight improvement in the balance of payments situation during this period
resulting mainly from the curtailment of a very large number of imported commodities
by means of an extensive system of import licensing. The average level of the
international reserve in 1962 was Rs. 167.4 million as against a monthly average
of Rs. 203.7 million in 1961.

Total domestic assets of the Central Bank rose by Rs. 157.7 million from Rs. 942.5
million at the end of 1961 to Rs. 1100.2 million in December 1962. Central Bank
advanoces to government rose by Rs. 3 million from Rs. 193.2 million to Rs. 196.2
million. From June 1962 onwards Central Bank advances declined from Rs. 196.0
nillion to Rs. 175.2 million in October 1962, but thereafter, rose to Rs. 196.2 million
at the end of the year. Along with the increase in Central Bank’s direct advances to
government, the Central Bank’s holdings of government and government-guaranteed
securities increased substantially by Rs. 175.9 million from Rs. 709.5 million to
Rs. 885.4 million. Of this total the Central Bank’s holdings of Treasury bills increased
during the same period by Rs. 177.5 million from Rs. 688.9 million to Rs. 866.4 million.
The increase in the Bank’s holdings of government and government-guaranteed
securities was considerably more than in 1961 which was Rs. 140.8 million.

The reserve position of the commercial banks during 1962 did not show much
change over the position during the previous year, except during the period of the
dispute between the commercial banks and their employees. Total excess reserves in
the banking system did not exeeed Rs. 1.5 million except in September and December
1962. The low level of reserves in the banking system as a whole induced many banks
to seek accommodation from the Central Bank. At the same time, the unequal distri-
bution of reserves as between different banks resulted in an increase in the level of
inter-bank borrowing. '

The increase in the currency component of the money supply which has taken
place during the last few years, reference to which was made in the earlier section of
this report, was less marked in 1962 than in the previous years. In 1962 the increase
- in currency notes and coins was Rs. 26 million as against an increase of Rs. 119 million
during 1961. The increase in currency was less marked during the year because the
increase in deposits has been much larger. The latter trend is due to the
rapid expansion of the People’s Bank mainly in areas where previously no
banking facilities have existed. After a sharp increase in the currency issue during
the first three months of the year which was mainly caused by the disorganisation of
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normal banking operations the currency issue declined to the level of Rs. 765.6 million
in November 1962. In December, the currency issue rose to Rs. 789.4 million due to
the seasonal increase in the demand for currency and increased consumer expenditure
during the month. The trend during 1962 tends to show that the tendency for the
currency issue to increase relatively to demand deposits has been somewhat arrested
and with the expansion of banking facilities in the country it is very likely to improve
the position. Commercial bank deposits with the Central Bank rose by Rs. 20.1
million from Rs. 86.6 million to Rs. 106.7 million. The increase in these deposits was
largely due to an overall increase in deposits in the banking system during the year
with the result that banks had to maintain additional reserves against them. Deposits
of international organisations and of foreign governments and foreign banking institu-
tions rose sharply by Rs. 59.5 million from Rs. 128.4 million to Rs. 187.9 million.
These deposits increased sharply from Rs. 126.5 million in January to Rs. 179.8
million in February and again from Rs. 179.0 million in November to Rs. 187.9
million in December. The increase in these deposits was largely the result of the
purchase of Rs. 53.8 million of foreign exchange from the International Monetary
Fund in February 1962, With the increase in the total currency issue and other
demand liabilities and the fall in the international reserve the ratio of the internatio-
nal reserve to currency and liabilities fell sharply from 18-7 per cent to 139 per cent.
In any of the previous years the ratio of the international reserve to currency and
demand liabilities had not fallen to this level.

Credit Policy:

During the year under review, the Central Bank maintained the credit measures
it had introduced in the three preceding years which were designed mainly to
restrain the rapid fall in the country’s foreign exchange holdings. The Central Bank
continued to keep these credit control measures operative and thereby helped to
reinforce the extensive scheme of quantitative import controls which were introduced
by government. In December 1962, the Central Bank revised the restrictions on
credit by commercial banks for the financing of the purchase of estates and properties
in Ceylon owned by non-nationals. The Monetary Board of the Central Bank directed
that commercial bank credit to residents in Ceylon or companies registered in Ceylon
for the purchase of estates whether foreign owned or not, should not exceed 33 1/39%,
of the purchase price of the estate. This restriction was also made applicable to bank
credit to residents in Ceylon or companies registered in Ceylon for the purchase of
other immovable property (other than estates) belonging to a person resident outside
Ceylon or a company incorporated outside Ceylon.

As commercial bank credit continued to be at a moderate level during the year
no further restraints were introduced to curtail commercial bank lending. With thé
restrictions onimports, the volume of eredit given by the commercial banks for financing
imports tended to automatically fall during the year. At the same time the increase
in time and savings deposits was an indication that there wasa tendency among the
public to increase their cash balances. This may have been partly due to the limited
avenues of expenditure which may have resulted from import and other indirect
controls on consumer spending. ’

.Commercial Banks:

The People’s Bank which commenced business in July 1961, continued its policy
of rapid expansion during 1962. At the end of 1961 the bank had opened seven
branches outside Colombo and during 1962 it increased its number of outstation
branches to a total of 24. Of these, 15 branches were established in towns where no
banking facilities had existed previously. The Bank of Ceylon did not open any
branches during the year and its total number of offices remained at 27. The total
number of banking offices at the end of 1962 was 72, of which 20 were in Colombo.
The table below shows the distribution of banking offices and deposits between local
and foreign banks as at the end of 1962.
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TABLE II F-1

Distribution of Bank Offices and Deposits

Total Ceylonese Banks British Banks g?ﬁ;ﬁ%:ﬁis
No. of _efﬂ‘“‘_ No. of Di(m_t.s__ No. of ML No. of _D?_I.)O_s“ts_
offices | Amount offices | Amount| offices | Amount| . offices | Amount
In Rs. mn| % In Rs. mn| % In Rs. mnf % In Rs. mn, %
72 ‘1182 100 55 683 58 12 428 36 5 70 6

Source : Central Bank of Ceylon.

The distribution of commercial banks assets and liabilities is set out in detail in
Table 4 of the Appendix and the following table contains the summary of those details.

TABLE 1I F-2

Distribution of Assets and Liabilities of Commercial Banks
(Average of monthly figures)

Rupees Million

1952 | 1953 1954 | 1955 | 1956 1957 | 1958 | 1959 | 1960' 1961 | 1962

Cash on hand and depo-

sits at Central Bank

(inclusive of statutory

reserve requirements) | 177 | 128 | 106 | 149 | 148 | 139 | 119 | 116 | 132 | 148 | 186
Foreign balances 97 44 55| 112 | 116 72 50 52 58 54 55
Treasury bills 39 55 60 51 39 34 16 24 28 51 89
Bills discounted 64 65 73 94 931 100 | 116 | 119 115 | 122 | 136
Total liquid assets 377 | 292 | 294 | 406 | 396 | 345 | 301 | 311 | 333 | 375 | 466
Total investments (1)..1 235 | 235 | 221 | 245 | 291 | 308 | 296 | 285 | 284 | 290 | 303
Total loans & overdrafts | 176 | 182 | 208 | 244 | 273 | 340 | 363 | 395 | 430 | 435 | 478
Demand deposits (2) .. | 653 | 573 | 562 | 675 | 731 | 721 | 661 ) 655 657 | 677 | 826
Time and savings depo- '

sits 95 | 102 | 126 | 190 | 206 | 240 | 263 | 300 | 340 | 359 | 380
Total deposits 754 | 677 | 689 | 869 | 941 | 965 | 926 | 955 | 998 1036 | 1210
Ratio of:— % | %l % | % %] %| %| %] %| %] %
Cash to demand deposits | 27-1| 22-3| 18-9{ 22-1}20-2| 19-3| 18-0| 17-7| 20-1 | 21-9| 22-5
Cash to total deposits .. | 23-5| 18-9| 15-4( 17-1| 15-7| 14-4| 12-9| 12-11 13-2| 14-3| 15-4
Foreign balances to total

deposits 12-9| 6-5| 8-0(12-9|12-3( 7-5| 5-4| 5-4| 5-8| 5-2| 4-5
Treasury bills to total

deposits 5-2f 81| 87| 59| 41| 3-5} 1-7| 25| 2-8} 4-9| 7-3
Commercial bills dxscoun-

ted to total deposits 85| 9-6|10-6| 10-8| 9-9|10-4(12-5( 12-5] 11-5| 11-8| 11-2
Liquid assets to demand

deposits 57-7150-9)52-3160-1|54-2|47-9| 45-5| 47-5| 50-7| 55-4| 56-4
Liquid assets to tota.l

deposits £0-0|43-1(42-7|46-7|42-1| 35-8| 32-5| 32-6| 33-4 36-2| 38-5
Investments to total

deposits 31-2|34-7(32-1{28-2] 30-9|31-9(32-0]29-8|28-5|28-0| 25-0
Loans and overdrafts to

total deposits 23-3| 26-9| 30-2| 28-1( 29-0| 35-2| 39-2} 41-4| 43-1142-0 | 39-5

Source: Central Bank of Ceylon.
(1) Government and government guaranteed securities and Central Bank issues.
(2) Excludes domestic inter-bank deposits.
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During 1961 total deposits of the commercial banks increased substantially. Both
demand deposits and time and savings deposits increased in equal proportions. Total
deposits increased by Rs. 161.5 million from Rs. 1,021.0 million to Rs. 1,182.5 million.
Demand deposits increased by Rs. 98.8 million from Rs. 657.3 million to Rs. 756.1
million and time and savings deposits by Rs. 62.6 million from Rs. 363.8 million to
Rs. 426.4 million. The monthly average of total deposit liabilities during 1962 was
Rs. 1210 million as against a figure of Rs. 1036 million in the previous year. The
increase in deposits was in part due to the expansion in the money supply and also
the tendency for the public to keep an increasing proportion of their earnings in the
form of bank deposits, whereas in the previous years the tendency had been to retain
their money incomes increasingly in the form of cash with themselves. Yet another
reason for the increase in both demand and time and savings deposits has been the
rapid expansion of banking facilities particularly through the opening of new
branches.

The overall increase in time and savings deposits as against a corresponding
decrease in the previous year has been largely due to the restrictions on the availability
of a large variety of consumer and durable goods resulting from import controls and
the tendency among investors to shift from Treasury bills to timé and savings depo-
sits. The monies that would otherwise have been spent on such commodities are now
being held as cash balances. The increase in time and savings deposits, no doubt, has
had a salutary effect because an increasing proportion of incomes is being saved which
has to some extent helped to contain the upward pressure on domestic prices. The
increase in time and savings deposits oceurred without changes during the year
in the fixed deposit rates of the commercial banks and savings institutions. The
only exception was the increase in the rate payable on deposits by the Ceylon
Savings Bank by 1 per cent in January 1962,

The following table shows the ownership of deposits (excluding government and
inter-bank) at the end of September 1961, December 1961 and June 1962. The data
for this table is obtained from the half-yearly survey of bank loans, advances and
- ownership of deposits conducted by the Central Bank. From 1962 onwards the survey
is being conducted as at the end of June and December and not as previously as at
the end of March and September in each year,
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TABLE II F-3

Rupees Million

Demand Time Savings Total
Owner
Amt, % Amt. % Amt. % Amt. %

Financial Institutions:

September 1961 46-5 7-8 55-0 26-6 3.7 29| 105-2 11-3

December 1961 571 99 50-0 23-2 4-4 3-4| 1115 12-1

June 1962 53-7 9-3 56-7 25-3 4.2 3-2) 114-6 12-3
Plantations:

September 1961 101-4 17-1 44-4 21-4 0-1 cee ! 14640 15-7

December 1961 102-1 17-6 46-3 21-5 0-9 071 149-2 16-2

June 1962 82-8 14-3 36-1 16-1 1:0 0:-81 119-9 12-8
Trading:

September 1961 91.2 15-4 13-3 6-4 11 0-9 105-6 11-4

December 1961 82-7 14-3 | 13-1 6.1 0-7 0-5 96-5 10-5

June 1962 1135 19-6 12-3 55 2.9 2.2 1288 13-8
Other Business:

September 1961 68-9 11-6 17-5 85 1-8 1-4 88-1 9.5

December 1961 69:0 119 23-2 10-8 2-2 1-7 094-3 10-2

June 1962 71-1 12-3 289 12-9 31 2:4| 103-1 11-0
Local Authorities:

September 1961 21-0 3-5 19-0 9-2 0-2 0-2 40-2 4-3

December 1961 15-1 2:6 26-1 12-1 0-2 0-2 41-5 45

June 1962 10-1 1-7 26-7 11-9 0-6 0.5 37-4 40
Non Business

Institutions:

September 1961 33-8 5-7 7-3 35 2-3 1-8 43-4 4-7

December 1961 351 61 5-8 2.7 3.3 2-6 442 4-8

June 1962 33-6 5-8 15-7 7.0 10-7 8-2 600 6-4
Individuals:

September 1961 230-0 38-8 50-3 24-4 | 118-2 92:9 | 398-6 43-0

December 1961 218-0 37-6 50-7 23-6 | 117-2 90-9 | 385-9 41-8

June 1962 213-7 36-9 47-5 21-2 | 108-0 82.71 369-3 39-6
Total:

September 1961 592-8 | 100-0 | 207-0 | 100-0 | 127-3 | 100-0 | 927-2 | 100-0

December 1961 579-1 | 100-0 | 215-1 | 100-0 | 129-0 | 100-0 | 923-1 | 1000

June 1962 5786 | 100-0 | 224-0 | 100-0 | 130-6 | 100-0 | 933-2 | 100-0

Source : Central Bank of Ceylon,

The data from the above table shows that between December 1961 and June 1962
total deposits had increased by Rs. 9.9 million. The increase in deposits was largely
in respect of time deposits which increased by Rs. 8.9 million; savings deposits
increased by Rs. 1.6 million but demand deposits fell by Rs. 0.5 million. The increase
in time deposits which is the most noteworthy change during this period was mainly in
respect of time deposits of financial institutions and ‘“other business” concerns. The
time deposits of plantations and individuals have fallen substantially. The fall in
the demand deposits were those mainly helonging to financial institutions, planta-
tions, “non-business” institutions and individuals, while those of trading concerns
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and “other business” have increased. Savings deposits, on the other hand, changed
little during the period and the increase in the time deposits on the average, has
been due to the transfer of funds from demand accounts to time deposits.

The credit operations of the commerecial banks during the year reflect the reduc-
tion in the volume of import business resulting from import controls and to some
extent the increased financing of local business enterprise. Import bills fell by Rs. 17.7
million from Rs. 67.3 million to Rs. 49.6 million. Export bills increased slightly by
Rs. 2.2 million from Rs. 58.6 million to Rs. 60.8 million. Overdrafts fell by Rs. 20.7
million from Rs. 300.4 million to Rs. 279.7 million. Loans increased substantially by
Rs. 31.6 million from Rs. 136.1 million to Rs. 167.7 million. Due to the cessation of
normal banking business during the period of the bank dispute, overdrafts and
import bills rose substantially. The most marked increase occurred in overdrafts
which rose from Rs. 300.4 million to Rs. 415.4 million in February 1962 and increased
further to Rs. 445.9 million in April; thereafter, overdrafts declined steadily to the
present level. The increase in overdrafts during the first 5 months of the year was
largely due to the extension of credit by the commercial banks to individuals and
firms mainly on the basis of uncleared cheques and other assets in their possession.
Loans, on the other hand, decreased during this period because the banks provided
credit facilities to their customers mainly in the form of overdrafts. Export bills rose
during this period because bills could not be paid due to the temporary suspension
of normal banking operations. The fall in overdrafts during the year is principally due
to the reduced volume of credit being provided for imports on account of a lower level
of imports of consumer goods. Loans, on the other hand, have increased partly because
a few banks are now lending to their customers for substantially longer periods for

purposes such as housing construction and the financing of newly established industrial
undertakings in the country.

The overall improvement in the commercial banks’ liquidity position during
1962 partly took the form of an increase in the amount of cash on hand and other
>liquid balances. Cash on hand increased by Rs. 9.5 million from Rs. 57.3 million to
Rs. 66.8 million. Commercial banks’ balances at the Central Bank also inereased by
Rs. 21.1 million from Rs. 83.4 million to Rs. 104.5 million. The average level of
cash, and deposits at the Central Bank was Rs. 186 million in 1962 as against
" Rs. 148 million in the previous year. During the first 5 months of the year on account of
the temporary suspension of inter-bank clearing operations, the commercial banks’
balances with the Central Bank increased. Once clearing operations returned to normal
by June 1962, these balances reflected their true levels. Commercial banks’ holdings of
foreign currency fell by Rs. 5.6 million from Rs. 46.3 million to Rs. 40.7 million.
The average level of these balances during 1962 was Rs. 55 million as against Rs. 54
million in 1961. The overall reduction in the level of these balances during the
first nine months of the year shows the deficit in the balance of payments.

With the gradual movement in the Treasury bill rate from 2.68 per cent to
2.80 per cent the commercial banks increased their holdings of Treasury bills from
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Rs. 63.6 million to Rs. 111.4 million. On the average the commercial banks’
holdings of Treasury bills were much higher than in the previous year; holdings of
these bills increased in June and July and in the last quarter of 1962. Commercial
banks’ holdings of Iong-term government securities increased by Rs. 23.6 million
from Rs. 293.2 million to Rs. 316.8 million. This increase occurred with a general
increase in the outstahding public debt of Rs. 125.8 million during the year.
With the increase in cash on hand, balances at the Central Bank, and holdings
of foreign currency and Treasury bills, total quﬁid assets rose from an average of
Rs. 375 million in 1961 to Rs. 466 million in 1962. Accordingly the ratio of liquid
assets to demand deposits increased from 55.4 per cent to 56.4 per cent.

 If the increase in these reserves during the period of the bank dispute is not
t{aken into account commercial banks’ excess reserves in 1962 were not much higher
than they were on the average in 1961. The only exception was in December 1962
when excess reserves increased from Rs. 1.3 million to Rs. 9.6 million. During the
first five months of the year excess reserves increased principally due to the increase
in commercial bank deposits with the Central Bank, which has been explained earlier
in this section. During the year the commercial banks increasingly used the provision
whereby they could set apart, a part of their till cash as required reserves. In the
second half of the year, on the average, the amount of till cash utilised as reserves
was around Rs. 15 million. From September the Table showing required reserves in the
Central Bank bulletin and the Annual Report has been revised to show the reserve
position of the commercial banks more accurately. Since the statutory reserves
are computed weekly every Friday on the basis of deposit liabilities as on the
previous Wednesday, the series of figures of required reserves now carried in Table
9 of this report have been revised to show the computation on this basis.

The low level of excess reserves has increased the level of inter-bank borrowing
and commercial bank borrowing from the Central Bank. Most banks have been
borrowing in the inter-bank call loan market, with the result that the maximum and
the minimum inter-bank call loan rate which remained at 2 per cent moved up to
23 per cent in June. In July, the maximum rate rose to 3 per cent and thereafter the
minimum and maximum rates remained at 2§ per cent. In December once again, the
maximum inter-bank call loan rate moved from 22 to 3 per cent while the minimum
rate remained at 2§ per cent. These rates reflect not only the level of activity in the
inter-bank call loan market but also the non-availability of substantial free reserves
in the banking system as a whole. The Table below shows that commercial bank
borrowings from the Central Bank were highest in the months of June, July and
August when there was considerable borrowing between banks themselves. The
absence of commercial bank borrowings from the Central Bank in December 1962
partly shows the improvement in the excess reserves position of the commercial
banks,
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TABLE II F-4

Commercial Bank borrowings from Central Bank—1961-1962
Rupees Million

End of month* 1961 1962
January 21-0 —
February 20-0 —
March .. .. 279 —
April . .. 16-0 —
May .. .. 17-8 —
June .. . 26-4 20-9
July .. .. 38-9 28-5
August .. . 21-0 15-3
September . .. 15-5 —
Qctober . .. 1-0 1-6
November .. .. 1-0 4-h
December .. .. 206 —

Source: Central Bank of Ceylon.
*Amount outstanding.

The analysis in this section deals with the data from the half-yearly survey
of loans and advances conducted as at the end of June 1962,
The table below classifies the loans and advances made by the commercial
banks according to purpose and maturity.
_ TABLE II F-5
*Advances classified by purpose and according to maturity
Rupees Million

Short-Term Medium-Term Long-Term
(below (6 months - (over Total
6 months) 30 months) 30 months)
Purpose
(1) as (3) as (5) as 1(7) as 9,
My |%of (M (3) [%of(T) (3) |%of(7) (7) of Total
(2) (4) (6) (8)
A. Commercial
September 1961 ..| 143-0 36-4 210.0 535 39-7 10-1 392-7 70-3
December 1961 L 13744 36-2 200-9 53-0 41-0 10-8 3749-2 69-1
June 1962 .. 144-3 36-9 207-2 53-0 39-7 10-1 391-2 68-0
B. Financial
September 1961 .. 23-0 26-0 39-8 45-0 256 29-0 88-4 15-8
December 1961 L 22-4 25-3 41-0 46-2 253 285 88-7 16-2
June 1962 .. 21-7| 256 42-8 | 50-5 20-4 24-1 84-8 14-7
C. Agricultural
September 1961 35| 32-4 3-7] 34-3 3.6 33-3 10-8 1-9
December 1961 3-8 358 31 29-2 3-7 34-9 10-6 19
June 1962 2.7 22-5 39 32-5 53 44.2 12:0 20
D. Industrial
September 1961 2-9) 10-1 14-5| 50-5 11-3 39-4 28-7 5.1
December 1961 3 13-3 13-6 | 56-7 7-2 30-0 24-0 4-4
June 1962 2.9 9:2 14-2 451 14-4 45-7 315 5-3
E. Consumption
September 1961 .. 81 268 13-4 | 44-4 87 28-8 30-2 5.4
December 1961 .| 10-6| 32-4 13-2} 40-4 8:9 27-2 32.7 6:0
June 1962 .. 11:5] 30-1 14-3 | 37-4 12-4 32-5 38-2 6.6
F. Other Loans
September 1961 .. 0-9] 11:5 4-5 | 57-7 2.4 308 7-8 1-4
December 1961 .. 48 358 56 41-8 3-1 23-1 13-4 2:-4
June 1962 .. 9-5 556 59 345 1.7 99 17-1 30
Total: .
September 1961 .. 181-4| 32-5 | 285-9| 31-2 91-3 16-3 | 5586 | 100-0
December 1961 ..| 182-2 1| 33-2 | 277-3 ] 50'5 89-1 16-2 | 548-6 | 100-0
June 1962 ..| 192-6 | 33-5 | 288:-2 | 50-1 940 16-4 | 574-9 | 100-0

) Source: Central Bank of Ceylon.
*Advances include loans, overdrafts and bills discounted.
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During the half year ending June 1962 total advances rose by Rs. 26.3 million
from Rs. 548.6 million to Rs. 574.9 million. Advances to industry rcse by Rs. 7.5
million from Rs. 24.0 million to Rs. 31.5 million, advances for consumption rose by
Rs. 5.5 million from Rs. 32.7 million to Rs. 38.2 million, while “other loans” rose by
Rs.3.7 million from Rs. 13.4 million to Rs.17.1 million. Commercial advances rose by
Rs. 12.0 million from Rs.379. 2 million to Rs. 391 .2 million, financial advances fell by
Rs. 3.9 million from Rs. 88.7 million in December 1961 to Rs. 84 .8 millionin June 1962;
advances for agriculture also rose by Rs. 1.4 million from Rs. 10.6 million to Rs. 12.0
million. The increase in commereial finance has been largely due to the increasing de-
mands made by the export trade for finance from the banks. The fall in financial
advances reflects the overall reduction in the level of bank credit for financing hire
purchase transactions either directly or through other hire purchase companies. The
increase in consumption loans to Rs. 38.2 million, which is Rs. 8 million ahove the
figure for September 1961 is significant because these loans have increased despite the
fall in the imports of a large variety of durable consumption goods. It is probable
that since personal loans are also classified under this category the increase in this
total may be due to a rise in the latter item. As between September 1961 and June 1962,
the percentage of credit given for commercial purposes has fallen from 70.3 to 68.0
per cent showing that the banks have to some extent diverted credit away from their
customary fields. Agricultural advances have increased from 1.9 per cent of the total
volume of bank advances to 2 per cent while advances for industrial purposes have
increased from 5.1 to 5.5 per cent during the same period. The above data show
that the total amount of credit made available by commercial banks to new domestic
and agricultural enterprises has not increased significantly and the total volume of
credit available for these purposes from the commercial banks continues to remain at
a very low level.

The table below classifies advances by type of security based on the half yearly

survey.

TABLE II F-6

Advances by type of security

Sept. 30th 1961 Dec. 31st 1961 June 30th 1962
Type of Security Amount| 9% of | Amount| 9 of | Amount| 9 of
Rs.mn.| Total | Rs. mn.| Total | Rs. mn.| Total
Documentary bills .. .. 1485 26-6 140-2 |. 25-6 147-2 25-6
Government Securities .. 11-6 2-1 11-7 2-1 12-6 2-2
Shares of joint stock companies . . 28-8 5:-2 28-5 5:2 28-6 50
Time and Savings deposits and
other cash deposits including
cash value of life policies .. 20-4 3-7 23-3 4-2 264 4-6
Stock in Trade .. .. 169-9 30-4 168-3 30-7 160-9 28-1
Immovable property .. . 48-5 8-7 44-7 8-1 49-0 8-5
Others .. .. .. 62-0 11-1 76:0 13-9 88-4 15-4
Unsecured .. .. .. 68-9 12-3 55-8 10-2 60-0 10-5
Total .. | 558-6 | 100-0 | 548-6 | 100-0 | 573-1 | 100-0

Source; Central Bank of Ceylon,

8103—F
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" Advances given by commercial banks on the basis of different type of security

have not shown marked changes between September 1961 and June 1962, The
percentage  of advances given on documentary bills has fallen from 26.6 to
25.6 per cent. Those given against government securities and shares of joint stock
companies have changed very little, but advances given on the security of cash
deposits including life insurance policies have increased from 3.7 to 4.6 per cent
during the year. Advances made on stock-in-trade have falleni more than in proportion
to the others from 30.4 to 28.1 per cent during the same period reflecting in part a
reduction mostly in stocks of certain types of imported commodities., Unsecured
advances have also fallen from 12.3 to 10.5 per cent while advances given on “‘other
type” of security have increased sharply from 11.1 per cent to 15.4 per cent.

“Advances classified by rate of interest are given in the Table below.

TABLE I1 F-7

Advances by Rate of Interest*

Sept. 30th 1961 | Dec. 31st 1961 \ June 30th 1962

Rate of Interest %, Amount| 9 of | Amount! 9 of | Amount] 9% of
7 Rs. mn.| Total | Rs. mn.| Total | Rs. mn.|{ Total
“Below 2§ .. e .. 3:0 0-6 4-0 0-8 4-4 0-8
3 .. .. .. 1-8 0-4 2-0 0-4 18 0-3
3% .. .. .. 11-0 2:3 5-6 1-2 4-4 0-8

4 .. .. .. 84 1-7 9-5 2-0 13-8 2.7
4% .. .. .. 16-5 3-4 17-8 3-7 15-6 3-0

5 .. .. .. 19-7 4.1 19-7 4.1 19-9 3-8
5% .. .. .. 6-1 1-3 56 1-2 12-8 2.5

6 .. .. . 244-7 50-8 234-1 485 259-6 H0-2
63 .. .. .. 339 7-0 78-2 16-2 49-1 9-5

7 .. .. .. 86-5 18-0 87-7 18-2 112-6 - 21-8

7% .. .. NS 417 8-7 5-0 1-0 10-6 2-0

8 and above .. 8:3 1-8 13-7 2-8 12-6 2-4
Total .. 481-8 100-0 482-9 100-0 517-2 100-0

Source : Central Bank of Ceylon.
*Execluding export bills purchased at current rates of exchange.

A comparison of the classification of advances by rate of interest as at the end
of September 1961 and June 1962 shows that the commercial banks have tended
to give loans at slightly higher rates. As in the previous years the representative
rate for commercial bank loans and advances was 6 per cent and 50.2 per cent of
the total loans and advances were available at this rate. As against the position in
December 1961 fewer loans were given at 61 per cent; this category of loans has
been falling from 16.2 per cent to 9.5 per cent while those given at 7 per cent have
increased from 18.2 to 21.8 per cent and those at 7% per cent from 1.0to 2 per cent.
The interest rate charged by the commercial banks on loans and overdrafts on the
“security of immovable property has increased. The maximum rate on-loans on the
security of immovable property increased from 8 per cent to 9 per cent in June 1962.

. There were no changes in the other rates charged by commercial banks on loans and
advances.
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Bank Clearings

Bank clearings during 1962 decreased from a monthly average of Rs. 742.8
million in 1961 to Rs. 711.6 million in 1962. During the first three months of the
year bank clearings were at a very low level due to the suspension of normal
commerclal bank operations. In April 1962 the figure rose to 1673.6 million because
durmg this month the backlog of uncleared cheques was presented for clearing.
The overall fall in the volume of cheques being cleared has been largely due to the
use of cash to a greater extent than cheques during the period of the bank dispute.

Other Financial Institutions

Total savings deposits in the Post Office Savings Bank, Ceylon Savings Bank;
commercial banks and Savings Certificates increased by Rs. 64.5 million from
Rs. 823.7 million in 1961 to Rs. 888.2 million. The largest increase was in time
and savings deposits of the commercial banks which rose by Rs. 62.6 million from
Rs. 363.8 million to Rs. 426.4 million. Deposits at the Post Office Savings Bank
rose by Rs. 3.7 million from Rs. 351.9 to Rs. 355.6 million. In the previous year
deposits at the Post Office Savings Bank rose by Rs. 8.5 million. With regard to
the Ceylon Savings Bank there was a fall in the total volume of savings deposits by
Rs. 2 million following the fall of Rs. 0.2 million in the previous year. The deposits
in the Ceylon Savings Bank have fallen despite an increase in the rate payable by
the bank on deposits from 21 to 3 per cent in January 1962. Time and savings deposits
in the commercial banks have shown a steady increase from June 1962. The largest
increase occurred between October and December 1962 when these deposits rose by
Rs. 24.9 million. Of this increase in time and savings deposits of the commercial
banks a fair percentage belonged to financial institutions and the rest consisted of
deposits of various firms and institutions.

TABLE II F-8
Savings Deposists and Savings Certificates

Rupees Million

At the end At the end

of 1961 of 1962 Chango

Post Office Savings Bank . . .. 351-9 355 6* + 37
Ceylon Savings Bank .. 75-3 73-3* - 2-0
Commercial Banks (Time and Savmgs deposms) . 363-8 426-4 +62-6
Savings Certificates outstanding . .. 32-7 32-9 + 0-2
Total .. 823-7 888-2* +64-5

*Provisional Source : Central Bank of Ceylon.

Total collections at the Employees’ Provident Fund during 1962 was Rs. 58.2
million as against Rs, 57.0 million in the previous year. The increase during 1962
therefore was Rs. 1.2 million over the previous year. The total collection
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in the Fund had not increased very markedly because the Fund has already given
a wide coverage to all the principal types of employments in the country and very
few now remain outside its scope.

The financial operations of the Development Finance Corporation during 1962
showed a net increase in loans and equities outstanding of Rs. 1.9 million from
Rs. 20.9 million to Rs. 22.8 million. This increase in loans and equities during the yecar
is however less than the increase of Rs. 3 million in 1961. The slow rate of increase of
the loans given by the Corporation during 1962 shows that the Corporation has
had very little new resources for lending. Total loans granted by the Corporation
during the 12 month period were Rs. 2.9 million as against Rs. 4.3 million in the
previous year. The total net increase in loans during the year and the number of
loans granted shows that a large percentage of the loans given by the Corporation
has been used to finance small size business enterprises and industries.

The most significant feature of the loan operations of the Agricultural and
Industrial Credit Corporation has been a steady fall in the total value of loans
outstanding. Whereas in the previous year total loans decreased by Rs. 0.8 million
in the year under review the fall was Rs. 1.0 million. As in the previous year the
Corporation has made new loans entirely out of capital repayments because the
resources available to the Corporation have not increased. The total value of loans
granted for agricultural purposes during the year was Rs. 2.0 million as against
Rs. 2.6 million in 1961. Loans granted for industrial purposes decreased by Rs. 0.3
million from Rs. 0.6 million in 1961 to Rs. 0.3 million in 1962. These figures show
that the Corporation has continued its previous policy of financing agriculture and
industry even with the limited resources at its disposal. The total loans outstanding
of the State Mortgage Bank also show a trend similar to that of the Agricultural and
Industrial Credit Corporation. In 1961 the total loans of the State Mortgage Bank
increased by Rs. 0.2 million but in 1962 the total fell by Rs. 0.4 million from
Rs. 56.3 million to Rs. 55.9 million. As the State Mortgage Bank has also not had
access to new loan funds, loans given by the institution have been financed out of
capital repayments. Unlike in the previous year the Bank did not issue any deben-
tures, the latter accounted for the decrease in loans in the current year as against
an increase in the previous year.




