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(F) BALANCE OF PAYMENTS AND EXTERNAL ASSETS

Detailed statistics of Ceylon’s balance of payments and external assets are
available in Tables 27 to 81 in Appendix. Balance of payments data are derived
from exchange control records of actual receipts and payments during the
year. This data will differ from the statistics used in the Foreign Trade Sector
which is based on Customs Returns,

Prihpipal Trends

The performance of the balance of payments of Ceylon in 1966 provided a
marked contrast in several respects to that of 1965. Whereas in 1965 the balance
of payments reflected an improved position on merchandise account and invisibles
account over 1964, in 1966, there was a marked deterioration. In 1965 the mer-
chandise account on commercial transactions reflected a surplus of Rs. 128 million
but in 1966 such transactions showed a deficit of almost Rs. 128 million. Like-
wise in 1965, Ceylon’s invisible transactions (excluding gifts in kind) showed a sur-
plus of approximately Rs. 8 million, but in contrast there was a’deficit of
Rs. 19 million in 1966. The substantial deficits recorded in the merchandise and
invisibles accounts of Ceylon’s balance of payments in 1966 resulted in a total
current account deficit of Rs. 142 million in transactions on commercial aecount,
as compared with a surplus of Rs. 186 million in 1965.

The adverse current account position in Ceylon’s balance of payments was
principally a result of a sharp fall of Rs. 156 million in export receipts below the
anticipated target when the foreign exchange budget was formulated at the beginn-
ing of 1966. As compared with 1965 the drop in export income has amounted to
approximately Rs. 285 million. Combined with the adverse change in export
income there has been an increase in import payments and larger outward transfers
on account of invisibles payments and particularly the repatriation of investment
income. Ceylon’s balance of payments difficulties on current account were
further aggravated in 1966 by a substantial increase in the amounts that were
needed in foreign exchange for the amortisation or repatriation of earlier foreign
capital inflows in the form of official loans or foreign private investment in
Ceylon ; these commitments amounted to almost Rs. 114 million in 1966, as
compared with only Rs. 75 million in 1965.

In these circumstances if Ceylon had made an attempt in 1966 to live within
her diminished export income, after setting off smoants for the settlement of private
and official contractual obligations, she would have been forced to curtail drastically
her import programme, even below the very low levels of 1965.  Since the volume
of consumption goods imports had already been cut down to very low levels by
the end of 1965, further curtailment of imports in 1966 would have entailed a
further curtailment of raw material and capital goods imports, with
resultant dimunition in the levels of domestic capital formation, under utilisation
of existing plant capacity and reduction in the rate of economic growth. The task
of internal price stabilization would also have been much more difficult. In the



TABLE II (F) 1
Ceylon Balance of Payments (a)

W) ) €) ) @) (©) 6 ®) ) (10) an 1z)
Balance on Current
Trade Balance Account
Net () (ii) Changes Asgets
(i) (ii) Invisibles . (of which |Net Long-{ Basic |NetShort-| Errors in Total | External |(excluding
Year Exports | Imports (of which | (includi balance term Balance term and External | Assets at | sterling
(Total) (Total) (Total) | Commer- ifts i;:g Total | ' irrent| Capital |(Netof5 (i)} Capital Omis- Assets} | end of loan
_ cial gkin d) (Nezzoz 8 [account on (c) and (6) (d) sions (increase) | period sinking
tran- ()& (4) |commercial funds)
sactions) tran-
(b) sactions)
1957 1,669 1,764 - 95 — 45 — 100 — 195 - 127 - 18 - 213 -~ 1 — - 214 1,062 973
1958 .| 1,624 1,718 - 89 - 11 64 153 — 119 + 8 — 145 + 32 - 16 - 129 933 838
1959 .. 1,773 1,958 ~ 185 —~ 49 - 23 — 208 - 66 + 382(e)| — 176 - =+ 1 - 175(e) 734 655
1960 1,796 2,006 — 210 - 127 - 10 220 - 63 + 22 — 198 — 24 + 29 — 193 541 458
1961 1,707 1,794 - 87 - 5 - 7 - 95 - 48 + 11 - 84 + 93 - 19 - 9 532 441
1962 1,763 1,906 - 143 — 47 4+ 3 - 140 - 81 + 39 - 101 + 42(f) + 31 - 28 504 407
1963 .. 1,708 1,869 — 161 14 - 7 — 168 - 78 + 80 - 88 + 42(f) + 4 - 42 462 359
1964 .. 1,767 1,960 - 193 -~ 389 + 33 - 160 - 82 | 4+ 69(e)| — 92 + 3838 - 8 —  51(e) 351 305
1965 .. 1,909 1,922 - 13 -+ 128 + 72 + 59 -+ 136 4+ 58(e) | + 117 +  3(f) - 6 -+ 114(e) T 440 408
1966(g) 1,674 2,023 - 349 - 123 + 44 - 305 — 142 -+ 113 - 192 + 75(6) — 5 - 122 318 282

{a) Based on exchange control data on foreign exchange receipts and payments.

(%)

Consists of the following (1) Commereial Banks® foreign exchange transactions ; (2) Commerecial Banks, non-resident accounts ; (3) Central Bank’s foreign exchange operations ;
{4) Paymeuts Agreement transactions and (5) Transactions conducted by firms enjoying special account facilities viz. Sterling plantation companies and Traders > Accounts,

(¢) Includes net movements cf private and official long-term. The credit figures are as follows : Rs. 23 million in 1957 ; Rs. 23 million in 1958 ; Rs. 42 million in 1959 ; Rs. 27 million:
in 1960 ; Rs. 24 million in 1961 ; Rs. 46 million in 19€2 ; Rs. 82 millicn in 1963 ; Rs. 79 million in 1964 ; Rs. 72 million in 1965 and Rs. 158 million in 1966.

(d) Consists of changes in liabilities under bilateral trade and payments agreements, PL 480 counterpart funds, commercial banks ’ liabilities to non-residents and net drawings
from the International Monetary Fund. The figures for 1964, 1965 and 1966 also include amounts due to Burma on account of import of rice.

(¢) Excludes sterling loan repayments, mainly out of available Sterling loans sinking funds, of Rs. 24 million in 1959 ; Rs. 60 million in 1964 ; and Rs. 25 million in 1965.

(/) Includes drawings from the International Monetary Fund of Rs. 53-8 million each in 1961 and 1962 ; Rs. 109-4 million in 1965 and Rs. 144-0 million in 1966 ; less repay-
ments of Rs. 35-7 million in 1965 and Rs. 536 million in 1966 on earlier drawings and gold contributions of Rs. 20-2 million in 1965 and Rs. 19-0 million in 1966 on acccunt
of inereases in Ceylon’s quota at the International Monetary Fund from $ 435 million (Rs. 214-2 million) to $ 62 million (Rs. 295-1 million) in 1935 and to § 78 million
(Rs. 371-3 million) in 1966.

(g) Provisional.
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event however, a substantial increase in aid inflows, consisting mainly of ** Consor-
tium aid’’ reduced the need to curtail imports to the diminished level of export
income, Gross long-term foreign capital inflows in 1966 amounted to Rs. 224’
million, as compared with Rs. 142 million in 1965. The net position on capital
account amounted to Rs. 118 million in 1966. The current account deficit of
Rs. 305 million (inclusive of all merchandise aid imports and gifts in kind) when
set off against the net capital account balance of Rs. 118 million showed a * basic
deficit * of Rs. 192 million* requiring financing in 1966, as compared with a surplus
of Rs. 117 million in 1965. :

The basic deficit was financed in 1966 by drawing down Ceylon’s external
assets by Rs. 122 million and by borrowing Rs. 71-4 million (net) *from
the International Monetary Fund ; thus the financing of the deficit required
the further use of Ceylon’s depleted foreign exchange reserves (net of
Sterling Loan Sinking Funds) which declined from Rs. 408 million at the end of
1965 to Rs. 282 million at the end of 1966, or to an amount sufficient to finance
less than two months average import payments. During 1966 Rs. 4 million was in
addition contributed to Sterling Loan Sinking Funds.

External Resources and their use

In 1966 the external resources available to Ceylon out of earned foreign ex-
change amounted to Rs. 1,880 million, as compared with Rs. 2,108 million in 1965,
Merchandise export earnings amounted to Rs. 1,674 million, as compared with
Rs. 1,909 million in the previous year while income from services amounted to
Rs. 206 willion, as compared with Rs. 199 million in 1965. During the year 19686,
however, Ceylon’s use of external resources at Rs. 2,407 million, was Rs 527 million,
(or 28 per cent) in excess of currently earned income. This was made possible by
(a) drawing down Ceylon’s external assets which had been built up to mo lerate
levels at the close of 1965, (b) obtaining long and medium-term foreign loans and
grants, (c) accumulating short-term liabilities in the form of deferred payments,
and (d) borrowing short-term from foreign sources, principally the International
Monetary Fund. In 1966, thcrefore, Ceylon was able to sustain a higher level of
external resource utilisation as compared with 1965, principally as a result of the
cushion of external assets which had been built up in the course of 1965 on the one
hand and the assistance she obtained from donor countries, other trading partners
and the International Monetary Fund, on the other.

As is indicated in Table II (F) 2 Ceylon’s earned income in foreign exchange
from merchandise exports and the sale of services totalling Rs..1,880 million in
1966 was supplemented by various borrowing arrangements and the receipt of
gifts in kind from abroad. Of the total resources so mobilised Rs. 224 million
consisted of aid in the forn of loans and grants. Of this, loans constituted Rs 178
million and grants amounted to Rs. 51 million. The relative share of Project Aid
and ‘“‘Consortivm Aid”’ amounted to Rs. 75 million and Rs, 132 million, respective-

* That is the net position in the balance of piyments after setting-off thé current and ecapital
account positions.

* This excludes an additional sum of Rs. 19 million borrowed from the International Monetary

;. Fund under a special arrangement to pay a gold subscription attendant on an increase in
Ceylon’s Quota at the Fund to Rs. 871 3 million. .
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ly inclusive of grants. These resources which were made available to Ceylon in the
course of 1966 had to be further supplemented by increasing Ceylon’s short-term
liabilitics to various foreign institutions and by drawing down Ceylon’s external
assets. Gross drawings at the International Monetary Fund amounted to Rs. 144
million* in foreign exchange, while Ceylon increased her liabilities under bilateral
payments agreements by approximately Rs. 30 million. In addition a further
sum of Rs. 80-6 million was owed to Burma at the end of 1966. In 1965 Ceylon
had as a result of a favourable balance of payments position built up her exter-
nal assets (net of Sterling Loan Sinking Funds) to Rs. 408 million. These were
drawn down by Rs. 122 million in the course of 1966 for financing a part of
Ceylon’s payments imbalance. In sum, therefore, of the resources available to
Ceylon in 1966 for meeting her various international payments, 79 per cent came
from currently earned foreign exchange, 9 percent came from various capital
inflows (of which 76 per cent consisted of loans and 28 per cent in the form of
grants), 7 per cent of resources were mobilised by incurring short-term liabilities
and 5 per cent was available from accumulated savings in foreign exchange.

The total external resources available to Ceylon in 1966 amounted to Rs, 2,407
million. Of this sum Rs. 2,028 million (or 84 per cent) was spent on merchandise
imports, Rs. 225 muilion (or 9 per cent) was utilized for payments for services,
while the amortization of foreign loans and the repatriation of foreign owned capi-
tal absorbed Rs. 114 million (or 5 per cent). Of the external resources
used for service payments, Rs. 80 million (13 per cent) was wused for
repatriation of investment income, Rs. 82 million (14 per cent) for migrants * trans-
fers and Rs. 21 million (9 per cent) constituted interest payments. Similarly, of
the sums devoted to capital repatriation and amortization of loans, repatriation
of private capital absorbed Rs. 11 million (10 per cent) and consisted predominantly
of compensation amounting to Rs. 9 million paid to Oil Companies. Repayment
of official loans to foreign governments absorbed Rs. 80 miilion (or 26 per cent)
of the resources devoted to capital amortization, while repurchases at the Inter-
national Monetary Fund amounting to Rs. 54 million, absorbed 64 per cent of such
Tesources.

Detailed Trends in 1966

(a) Merchandise Account

The balance on merchandise account in 1966 (inclusive of both commercial
transactions and aid financed imports) showed a deficit of Rs. 349 million as com-
pared with a deficit of only Rs 13 million in 1965. This is the largest deficit since
1960. Even if the aid financed imports are excluded the merchandise account
still showed a deficit of Rs. 123 million as compared” with a suplus of Rs. 128
million in the previous year. Again, this is the largest single merchandise deficit
on commercial transactions since 1960, in which year it amounted to Rs. 127
million,

# This includes the special drawing of Rs. 19 million from the I.M.F. to pay the gold subscription
consequent on the increase in Ceylon’s quota at the Fund to Rs, 371-8 million.
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TABLE II (F) 2
EXTERNAL RESOURCES AND THEIR USE 1965 AND 1966

Rupees Million,

Percentage Share

1965 1966 1965 1966
A. Resources
1. Merchandise— .
Exports f.0.b.. 1,909 1 674 81 70
2. Current invisibles 199 "206 8 9
3. Capital inflow 142 226 6 9
of which—
§a) Loans (1) - ki 178 55 76
.(b) Grants (1) 65 51 45 28
(c) Private capital — — 1
4. Short-term liabilities 109 175 5 7
of which— . .
(a) Gross Drawings from the Inter-
national Monetary Fund (2) 109 144 - 100 i
(b) Increase in bilateral payments .
agreement balances ... e — 81 — 18
5. Decline in external assets (net of
sterling loans sinking fund) . - — 126 — 5
Total ..| 2,359 2,407 100 - 100
B Use .
6. Merchandise— - .
Imports, c.1f. 1,922 | 2,023 81 84 -
of which aid | 142 224 7 11
7. Current Invisibles 199 225 8 -9
of which— - - - : :
(a) Investment income ... 4 80 2 18
(b) Migrants’ transfers .. 31 32 16 14
- (¢) Interest payments ... - 22 21 11 ‘9
8. Capital Amortisation or .
repatriation. 75 114 3 5.
(a) Private ... - -8 11 4 10
(b) Official . 16 80 21 26
(¢) Repurchases and gold subscnptlon
at the International Monetary
Fund 56 78 75 .84
9. Short-term liabilities (3) 69 53 3 2
10. Increase in external assets (net of : :
sterling loans linking fund) 103 —_ 5 —_
11. Balancm;z wem —0 —8 —_— —
Total ... 2,359 2,407 100 100
(1) . Includes assmtance received in the form of Project Aid and Commodity Aid.
(2) Includes specxal drawings from the International Monetary Fund of Rs. 20 million in 1965

(8)

quota from $ 45 million to § 62 million in 1965 and to $ 78 million in 1966.

Short-term liabilities consist of a decrease in bilateral payments agreement balances in 19865,
change in balances of firms enjoying special account facilities and deferred payments on

account of food imports by the Government.

_ and Rs. 19 million in 1966 to pay the gold subscription on account of the increasesin Ceylon’s
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Merchandise exports in 1966 at Rs. 1,674 million were Rs. 285 million lower
than in 1965." Merchandise imports (inclusive of aid finance imports) were Rs. 2,023
million or Rs, 101 million higher than in 1965. Accordingly, the trade deficit of
Rs. 849 million in 1966 contrasted with a trade deficit of Rs. 18 million in 1965.
The principal factors affecting the substantial decline in export receipts in 1966 were
a sharp decline in the volume of domestic exports wtih the exception of rubber and
an all round decline in average export price. One of the principal reasons for
the decline in export volume as compared with the previous year was a decline in
production, particularly in respect to tea and coconut. The sharp fall in tea ex-
ports in 1966 also reflected the fact that in 1965 a higher volume of exports was
made possible by running down stocks. In addition, the strike which supervened
in the last quarter of 1966 may have had some effect in slowing down the volume
of exports in the last few months of 1966. In contrast to the depressed
volume of exports of tea and coconut, however, the volime of rubber
exports showed a marked increase in 1966, as compared with the previous year,
reflecting primarily an increase in output with the coming into production
of some of the replanted areas.

. The poor performance in terms of export volume in 1966 was further aggra-
vated by an almost uniform decline in prices of all the major and minor commodities
exported in 1966. Thus as measured by a Central Bank index of prices (1958 =100)
the average export price of tea declined from 89 in 1965 to 85 in 1966, which is the
lowest recorded level for 14 years. The index of rubber prices declined from 91 in
1965 to 90 in continuation of a trend which had commenced in 1960. Increased
releases from the U.S. Stockpile of rubber and a resumption of exports on a larger
scale from some of the principal producer countries may have had some impact on
the total supply of rubber in 1966 and consequently depressed prices. In
1965, the average export price of minor products improved as compared with the
previous year, but in 1966, there was a further relapse which tended to wipe out
the guain's made in 1965.

The total value of merchandise imports in 1966 amounted to Rs. 2,023 million
. as compared with Rs. 1,922 million in 1965, Of this amount aid financed imports
at Rs. 224 million in 1966 were Rs. 83 million higher than aid imports received in
1965. The higher level of aid imports in 1966 reflected principally the greater
volume of aid made available to Ceylon as a result of the aid negotiations in
1965. TImports financed out of Ceylon’s own resources in 1966 amounted to
Rs. 1,799 million and were Rs. 18 mil.ion more than such imports in the previous
year, partly reflecting the fact that when the Foreign Exchange Budget was
formulated in early 1966, the estimated volume of export earnings in 1966 was
expected to be somewhat lower thanin 1965, In the event, however, actual
receipts from exports declined to a level much lower than the forecast that was
made at the time of formulation of the foreign exchange budget for 1966. Ceylon’s
ability to finance an import programme beyond her earned income in 1966, was,
therefore made possible by the increased aid inflow combined with an increase
in her short-term liabilities abroad and a reduction of external assets which
had been built up to moderate levels in 1965.
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Of the merchandise imports made in 1966 Government imports amounted to
approximately Rs. 679 million (or roughly 88 per cent) as compared with Rs. 757
-million (48 per cent) in 1965. Private sector imports and imports of State Corpora-
tions ‘totalled Rs. 1,820 million, as compared with Rs. 1,141 million in the previous
year. The payments for rice imports at Rs. 267 -9 million compared with Rs.290-8
million in 1985. The value of flour imports increased from Rs. 82-8 million in
1965 to Rs.187-5 million in 1966, partly reflecting the increase in the volume of
aid financed flour imports in 1966. Sugar imports declined in value from Rs.75-1
million in 1965 to Rs. 70-0 million in 1966, principally reflecting the lower level
of prices on the world sugar market, since the volume of sugar importsdid not
show a decline in 1966,

As stated earlier, the value of loan financed imports in 1966 amounted to
Rs. 178 million as compared with Rs. 77 million in the previous year. Of this
amount Project Aid (excluding grants) amounted to Rs. 55 million, while. Commo-
dity Aid consisted of Rs. 118 million (excluding grants). The total grant com-
ponent of aid received in 1966 amounted to Rs. 51 million and was principally in
_ the form of machinery and flour. Machinery imports consisted of grants to the
value of Rs. 167 million from Canada to finance the Katunayake Airport project
and of Rs. 2-5 million from China in the form of textile machinery. . Grants in the
form of flour were received mainly from U.S.A., Australia and Canada. Project Aid
imports consisted of disbursements amounting to Rs. 6 -8 million from the World
Bank, Rs. 9-2 million from the U.S.S.R., Rs 9-0 million from China, Rs. 16-7
million from the Federal Republic of Germany, Rs. 4-5 million from the United
Kingdom, Rs. 55 million from Canada, Rs. 1-7 million from Yugoslavia and vari-
ous other smaller amounts from other donor countries, including France and Poland.
These imports were utilized in the course of 1966 for the financing of current deve-
lopment projects.

TABLE II (F)3

Current Invisibles 1965 and 1966

Rupees Million

1966
1665 (Provisional)

Credit Debit - Net Credit Debit Net

Services .. 198.5 167-6 +30-9 200-2 193-2 + 70
Non-monetary gold )

movement (net) .. — 1-8 - 1-8 — 1-8 - 1-8
. Transportation 116-4 25-6 +90-8 116-6 26-4 | +90-2
Travel 5.7 12-6 - 69 6-5 15:9 — 9:4
- Investment income 13-4 288 | — 154 12-4 54-5 | — 421
Direct investment... 1-1 4-8 - 82 1-8 800 — 28-4
Other 12-3 24-5 - 12-2 10-8 24-5 - 187
Government : .
expenditure 29-7 25-8 - 44 26-6 21-3 . + 5-8
. Other Services 33-3 -78-5 - 40-2 38-1 78-8 —~ 85-2
Transfer Payments ... 72-0 31-3 +-40-7 69-1 321 +37-0
Private transfers ... 7-8 81-8 | - 28-7 - 6-2 82-1 - 25-9
. . Official transfers .. 64-4 _ +-64-4 62-9 — +62.9
- Total 270-5 198-9 -+71-6 269-3 225-3 +44-0
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( bi Current Invisibles

Ceylon’s net position on current invisibles (inclusive of gifts in kind) showed
a surplus of Rs. 44 -0 million in 1966, as compared with a surplus of Rs.71 -6 million
in1965.  The reduced surplus on invisibles account was primarily a result of a
larger deficit on investment income as compared with the previous year, consequent
on a substantial relaxation of the moratorium on investment income. The invest-
ment income deficit which amounted to Rs. 15 -4 million in 1965 rose to Rs. 42-1
million in 1966. Releases of blocked investment income amounted to Rs. 185
million in the first half of 1966 and thereafter releases were permitted at Rs.8-5
million per month making a total of Rs. 21 million in the second half of 1966. These
releases were made at a time when export earnings were declining sharply and the
Ibalance of payments was under severe pressure and it therefore represented a
determined effort on the part of Ceylon to discharge as far as possible all accumula-
ted liabilities. Of the blocked funds so released only Rs. 292 million was remit-
ted in 1966. Minor increases were also recorded in Ceylon’s outlay on travel and
private transfers in 1966, as compared with the previous year.. Another principal
factor accounting for the deterioration in the invisibles account in 1966 was the
decline in official transfers in the form of grants to Ceylon ; their value (in-
cluding U.S. PL 480 Rupee transfers) fell from Rs. 64 -4 million in 1965 to Rs. 629
million in 1966.

TABLE II (F) 4

Ceylon’s Gross Official External Liabilities (1)

Rupees Million

EX N T

Outstanding at end of
1965 1966 Change
1. Payments Agreement Balance due from
Ceylon 07 30-2 + 29-5
.  LM.F. Drawings ... 181-3 2717 + 90-4 (%)
Sterling Loans ... 83-8 83-8 —
Other Foreign Loans Drawn and Out-

standing (%) ... 8895 489-6 + 50-1
Consortium Aid (4) — 118-6 +118-6
Deferred Payments (Rice) ... 60-8 30-6 — 297
Total . ... 715-1 974-0 +4-258-9

(1) Liabilities payable in foreign exchahge: exclude balances of P.L. 480 counterpart funds
and non-resident balances with Commercial Banks. Such balances declined by Rs. 41-1
million from Rs. 97-8 million to Rs. 56-7 million in 1966.

(2) Consists of drawings of Rs. 144-0 million and repurchases totalling Rs. 53-6 million,
in respect of earlier drawings.

(8) Consists of drawings from Loans obtained from I1.B.R.D. U.S.A, U.S.S.R., China, Federal
Republic of Germany, Canada, Poland, France and Yugoslavia.

(4) Consists of Commodity Aid received under the 1965 and 1966 Programmes from the United
%tateza of America, the United Kingdom, Federal Republic of Germany, Japan, India and
anada.
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(¢) Official External Liabilities

Ceylon’s net position on official long-term capital showed a surplus of Rs. 169
million* in 1966 as compared with a surplus of Rs. 88 million in 1965. In 1965
a Sterling Loan amounting to Rs. 25 million was settled. Gross receipts of long-'
term capital in 1966 amounted to Rs. 199 million and consisted of Project Loans
totalling Rs. 80 million and Commodity Loans totalling Rs. 118 million.” Ceylon’s
gross external debt on long-term account now stands at Rs. 913 -2 million, of this
sum the amount owed to the International Monetary Fund (excluding service
charges payable in rupees) amounts to Rs. 271 -7 million. Long-term capital re-
ceived in 1966 was utilised both to finance current needs of consumption and invest-
ment and to continue work on development projects initiated in terms of project aid
negotiated earlier. Of the commodity loan imports received in 1966 almost all’
consisted of investment goods and raw materials required for maintenance
and fuller utilization of existing plant capacity . Project loans received in
1966 were utilised for the continuation of work on the Grandpass Thermal Project
(Rs. 68 million), the Maskeliya Oya Project (Rs. 5-5 million), the Kandy Water
Supply Scheme (Rs. 1+0 million), Railway modernization (Rs. 6-2 million) and
Port Development (Rs. 4-6 million). In addition project loans were also utilised
for purchasing machinery for the Cement and Hardware Corporations, for the
import of telephone equipment, trawlers, and other machinery for State enter-
prises such as the Steel Corporation, the Tyre Corporation and the Flour Milling
Corporation. C

As in 1965, Ceylon concluded a Standby Arrangement with the International
Monetary Fund in June 1966, effective for one year. Under the terms of the
second Standby Arrangement Ceylon was permitted to draw in instalments a
sum of Rs. 119 million ($25 million) during the Standby period in order to sup-
port the balance of payments in a period in which Ceylon was endeavouring to
ensure a higher rate of economic growth and a fuller mobilization of resources with
price stability. During the period under review Ceylon utilised the various borrow-
ing arrangements available to her under the Fund’s first and second Standby
Arrangements ; the last instalment of Rs. 85-7 million under the terms of the
First Standby was not utilized, due to the conclusion of a Second Standby authoriz-.
ing a further total drawing of Rs. 119 million. Gross borrowings from the Inter-
national Monetary Fund in 1966 amounted to Rs. 144 million. This consisted of
a sum of Rs. 85-7 million under the terms of the first Standby Arrangement. A
further sum totalling Rs. 89-8 million was borrowed under the terms of the second
Standby, in the course of the second half of 1966. This was a period in which the
balance of payments was being subject to increasing pressures and the LM.F. draw-
ings proved to be very useful, particularly in a period in which the general trend of
interest rates in the principal financial markets abroad was rising.

In addition to these borrowings a further sum of Rs.19-0 million was
obtained from the International Monetary Fund in March 1966, in order to pay

* Inclusive of Rupee releases from U.S. PL. 480 Counterpart funds,
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Ceylon’s gold subscription to the Fund consequent on the further increase in
Ceylon’s quota to Rs. 371-3 million ($78 million). In the course of 1966 Ceylon
repaid a sum of Rs. 53-6 million in foreign exchange to the International Mone-
tary Fund. Of this sum Rs. 17-9 million consisted of a repayment of the final
instalment of a sum of Rs. 58-8 million borrowed in April 1961, and two instal-
ments totalling Rs 85:7 million in respect of a sum of Rs. 53-8 million
borrowed in February 1962. Ceylon’s net borrowings from the Fund in 1966
including the special drawing of Rs. 190 million therefore amounted to Rs. 90-4
million as compared with Rs. 73-7 million in 1965. Ceylon’s outstanding
borrowings at the International Monetary Fund at the end of 1966 amounted
to Rs, 271-7 million. .

(d) Current Account by Currency Areas and Principal Regions

The traditional surplus on commercial transactions with the Dollar Area
declined from Rs. 160-9 million in 1965 to Rs. 182-5 million in 1966, principally
due to a fall of Rs. 24 -6 million in export receipts combined with a rise of Rs. 3-8
million in import payments. The surplus in transactions with the United King-
dom declined from Rs. 87-1 million in 1965 to Rs. 39-2 million in 1966. Similarly,
the surplus of Rs. 56-7 million in trade with China in 1965 was reduced to Rs. 6-9
million in 1966, mainly due to a rise of Rs. 41-8 million in import payments. The
surplus of Rs. 89-4 million with the Soviet bloc in 1965 was transformed into a
deficit of Rs. 18-2 million in 1966, principally due to a decline of Rs. 49 million in
export income.

The smaller trade surplus with the Dollar Areain 1966 was not compensated
by aid inflows, which only rose from Rs. 57-1 million in 1965 to Rs. 69-5
million in 1966. Similarly in the case of China the reduction in the current account
surplus from Rs. 567 million in 1965 to Rs. 6-9 million in 1966, was not matched
by compensatory inflows of aid which in fact declined from Rs. 24 -6 million in 1965
to Rs. 11-5 million in 1966, The same position held true for the Soviet bloc.
In contrast, however, the reduction in the current account surplus on commercial
transactions with the United Kingdom from Rs. 87-1 million in 1965 to Rs. 89-2
million in 1966 (a loss in foreign exchange of Rs. 47-9 million) was partly compen-
sated by an increase in aid inflows from Rs. 2-3 million in 1965 to Rs. 32-5 million
(or by Rs. 80-2 million). Similarly, an increase in the current account deficit with
India on commercial transactions was partly modified by an increase of Rs, 11-1
million in aid inflows.

(e) Eunternal Reserves

In 1965, as a result of the favourable balance of payments that had emerged
in that year Ceylon was able to build up her gross external assets (net of Sterling
Loan Sinking Funds) to the moderate level of Rs. 407-6 million (or to an amount
sufficient to finance two and-a-half months average import payments). In 1966,
however, the rapid decline in export carnings combined with an increase in
payments on current and capital account with a consequent deterioration in the



TABLE 11 (F) 5

CURRENT AGCOUNT POSITION BY CURRENCY AREAS AND PRINCIPAL REGIONS
Rupees Million

TOTAL Commercial Transactions
1965 1966—Provisional 1965 1966—Provisional
- Credit | Debit Net Credit | Debit Net Credit | Debit Net Credit | Debit’ Net

1. Dollar Area 282-0 133-5 | +148:5 1 267-1 149-7 |+117-4 | 2373 76-4 |4+160.-9 | 212.7 80-2 | +132-5
2. Sterling Area .J1,022-9 |11029-3 |— 6-4} 914-3 |1116-1 |—201-8 }1019-4 (1023-5 |— 4-1 | 909-3 {1067-9 | —158:6
(i) UK. 5672 | 482-4 + 84-8| 546-8| 5397 | +7-1] s67-2| 480-1 [+ 87.1| 546.4| 5072 | + 39.2

(ii) India . 54-1 161-5 |—107-4 25-8 164-8 |-—139-0 541 161-5 |—107-4 25-8 158-7 ;—127'9,
(iii) Other .. 401-6.| 985-4 |4 18-2 | 841-7 s11-6 | —69-9 | 398.1] ssiie + 16-2§ 387-1| 4070 — 69-9

3. Non-Dollar, Non-Sterling Area 875-0 953-2 — 832 761-8 | 982.0 —220'2 8588 876-5 — 20-7 | 758-3 8742 | —115-9
(i) Other O.E.C.D. Countries* . ©198-5 288-1-}— 94-6 166-7 296-5 1—129-8 198-5 2717 |— 78-2 166-7 | 242-6 | — 75-9

(ii) China ... 108-8 | 146-8.|+ 47-2 | 1727 | 174-8 |— 2.1 ]| 187 | 1220 [+ 56-7 | 170-2 | 1633 | + -9
(iii) Soviet Bloc 2-04-7' " 191:0 7{-"_18-7: 155-7. 188.7°|— 28-0 204-7 165-8 |+ 89-4 155-7 178-9 | — 18-2
(iv) cher . 288-0?‘ 882-5 |— 49-5 2}66-7> 827-0 {— 60-8 281-9 | -820-5 |— 88-6 265-7 294-4 | — 287
Total . ... 2,179-9- 2,izl-o + 589 1,943-2 2,247-8 |—304.6 |2,115-5 1,979-4 | +136-1 1,880-3 2,022-3| —142:0

* Consists of Austna, Belgium, Denmark, France, Federal Repubhc of Germany, Greece, Italy, Netherlands, Norway, Portugal, Spain, Sweden

and Switzerland,
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“* basic balance * on Ceylon’s external payments, necessitated a draw down of
‘Ceylon’s external assets by almost Rs, 122 million to Rs. 2819 million (or an
.amount sufficient to finance less than two months average import payments).
In addition, Ceylon increased her net short-term liabilities by Rs. 75 million.
In contrast, in 1965, Ceylon’s external assets (net of Sterling Loan Sinking Funds)
increased by Rs. 102-9 million while ber net short-term liabilities rose by only
Rs. 3-0 million.

In retrospect it would appear that the policy of building up Ceylon’s external
_assets in 1965 and reducing her short-term liabilities as far as possible was a sound
one. Payments developments in 1966 arising out of unforeseen declines in export
-earnings, sharp fluctuations between export receipts and payments over excceding-
ly short periods, and the disruption to economic activity caused by strikes in
the commercial and banking sectors, all made it imperative to mobilize a sum
well in excess of the increase in external assets that occurred in 1965. In fact
-during 1966, Ceylon was in addition forced to borrow at various times from foreign
banking sources in order to supplement the country’s external assets in order to
finance imbalances in Ceylon’s trade and payments., Such borrowings were
particularly-heﬁvy in the period August to December 1966, when the balance of
payments was subject to severc pressures arising out of the strike in the commercial
sector which prevented exports from flowing out. In addition, in the course of
1966, Ceylon increased her liabilities under Payments Agreements by approxi-
mately Rs. 30 million and this also proved to be useful in limiting the pressure on
the country’s external rescrves.

During 1966 Ceylon borrowed various sums in foreign exchange from the Inter-
national Monetary Fund under the terms of the First and Second Standby Arrange-
ments concluded in June 1965, and June 1966, respectively. A sum of Rs. 85-7
million was borrowed in January 1966, under the terms of the Fitst Standby
Arrangement. Subsequently, further sums totalling Rs 89-3 million were drawn
from the Fund under the terms of the Second Standby Arrangement. In addi-
tion a separate special drawing of Rs. 19 million was made in March, 1966, to pay
‘Ceylon’s gold subscription to the Fund as a result of the increase in Ceylon’s quota
‘to Rs. 871-8 million. During the period under review repayments to the Inter-
national Monetary Fund in terms of earlier drawings totalled Rs. 53-6 million, so
that the net amount borrowed from the Fund in 1966 amounted to Rs. 90-4
million. Fund assistance to Ceylon during 1966 was intended to enable the
successful pursuit of a Stabilization programme intended to ensure the fuller
mobilization of the country’s resources with price stability. In the face of the
-continuing external payments difficulties that beset the economy in the course of
1966, uhe assistance Ceylon received from the International Monetary Fund proved
to be most useful in aileviating its payments difficulties and in supporting its
-external reserves. ‘



