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BALANCE OF PAYMENTS !

Ong to a substantial 1mprovement m the terms of tra.de in 1977 which has,
been recounted earlier, the current account of the balance of payments recorded a
surplus for the first time since 1965. In fact, even the 1965 surplus was a smgle
isolated exception in a long series of deficits commencing in 1957. Equally note-
worthy was the magnitude of the change in 1977. Following the deficit of Rs. 772
million in 1975, the balance of payments recovered strongly in 1976, reducing the
current account deficit to Rs. 50 million. In 1977, this deficit has turned to an un-
precedented surplus of Rs. 1,259 million. Furthermore, net long-term capital inflows-
rose by Rs. 39 million and led to an improvement in the basic balance to a surplus
of Rs. 2,013 million. These developments are illustrated in Table 12 below. -

‘TABLE 12
Balance of Payments - 1968-1976 . .
Rs. Million.
: © ¢t Gurrent Net
Trade Net Transfer Account | - Long-term - Basic
Year Balance Invisibles Payments |  Balance " Capital Balance
1968 - 38 -+ 10 + 15 - 355 + 224 - 131
1969 - 746 - 90| + 39 -~ 797 + 275 - 522
1970 - 315 - 104 + 69 - 350 + 184 | - 163
1971 ~ 287 - 14 -+ 85 - 216 4+ 404 | -+ 188
1972 .= 255 - 15| + 74| -~ 196 + 202 | + g6
1973 - 299 { 4+ 53 + 85 - 161 + 190 + 29 ..
1974 - 1,263" + 26| 4+ 280 - 9oy |~ 4 ‘208" - 6og
1975 - 1,421 + 89 + 560} - 772 4 613 =~ 159
1976 - 709 + 2| + 547 - 50 + 715 | + 665
1977* + 4901 + =219 + 55| + 1259 |+ 754 | + 2013
* Provisional ) Squrcg: lCentral,Biank of Ceylon.

The principal factor responsible for the improvement in the currént account.
was a surplus in the trade balapce of Rs. 490 million, which contrasted with a deficit
of Rs. 709 million in the previous year. This is the first time the trade balance has
been in surplus since 1956, The trade surplus was the result of export earnings of
Rs. 6,640 million and import payments of Rs. 6,150 million. The services account:
(invisibles), which reflects transactions in respect of port, transport and insurance
services, travel and profit, interest and dividends etc., showed receipts of Rs. 822
million and payments of Rs. 603 million, resulting in a surplus of Rs. 219 million,
compared to a surplus of Rs. 112 million in 1976. The services account has been
in surplus since 1973, largely on account of a growth in earnings from tourism and
bunkering, which more than offset a rise in interest payments and freight. In sum,
the total merchandise and services account recorded a surplus of Rs. 709 million
in 1977, in contrast to a deficit of Rs. 597 million in the previous year. The transfer
payments, which represent official grants and private remittances mainly, resulted in a

1, The trade data used in balance of payments are actual receipts and payments during the year..
They differ from the external trade data given earlier, which reflect the physical movement
of exports and imports. The difference is due to the time lag between receipts and payments on
one side and the physical movement of goods, on the other. To the extent that external trade
looms large in the balance of payments (which also includes services and transfers), trends in.
external trade are the underlying reasons for the performance in the balance of payments.
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surplus of Rs. 550 million, of about the same magnitude as in the previous year.
Official grants amounted to Rs. 490 million; and net receipts of private transfers
amounted to Rs. 60 million on account of larger inflows of remittances from Sri
Lankans abroad.

Net long-term capital flows in 1977 (loans less repayments) were Rs. 754 million,
compared to Rs. 715 million in the previous year. These flows enhanced the basic
balance to Rs. 2,013 million as against Rs. 665 million in 1976. This favourable
position led to a substantial augmentation of the external assets of the country in 1977.

The rupee -value of export earnings rose from Rs. 4,707 million in 1976
to Rs. 6,640 million in 1977, reflecting an increase of 41 per cent. In terms of SDRs,
the increase amounted to 34 per cent. As mentioned earlier, export prices rose by
60 per cent and export volume dropped by 8 per cent in 1977. Hence the improve-
ment in export earnings was due almost eutirely to more favourable international
prices in the year. In the case of the plantation sector the increment was entirely
due to a price improvement. By and large, other export earnings increased owing
to price and quantity increases. Tea exports alone contributed 73 per cent of the
total increasc in export earnings.

The rupee value of import payments increased from Rs. 5,417 million in 1976
to Rs. 6,150 million in 1977 or by 14 per cent. 'When converted to SDRs, the increase
was only 10 per cent. A 23 per cent rise in import prices and a 29 per cent rise in
import volume accounted for this change. - The major items responsible for this
increase were food imports, mainly, rice, flour and sugar, The import cost of these
three food imports rose by 44 per cent in 1977, largely as a result of a 61 per cent
increase in quantity, partly offset by a 17 per cent decrease in prices. Import
outlays on petroleum indicated an increase of 25 per cent over 1976, while those on
textiles and vehicles increased by 59 per cent and 33 per cent, respectively.

The surplus on service transactions and transfer payments rose from Rs. 660
million in 1976 to Rs. 769 million in 1977, or by 17 per cent. Following past trends,
the gross foreign earnings of the tourist industry increased by 35 per cent, from Rs. 198
million in 1976 to Rs, 267 million in 1977. Gross earnings from the port, transport
and insurance rose from Rs. 215 million in 1976 to Rs. 238 million in 1977, mainly on
account of increased bunkering. Interest earnings rose from Rs. 33 million in 1976
to Rs. 102 million in 1977, on account of an increase in investments, arising from
the growth in external assets. On the other hand, interest payments on foreign
debt rose from Rs. 190 million to Rs. 235 million, or by 24 per cent.

The net inflow of long-term capital intensified during the year. The gross
inflow consisted of project loans of Rs. 379 million, commodity loans of Rs. 342
million, food aid of Rs. 269 million and other aid of Rs. 194 million, aggregating to
a total of Rs. 1,184 million. Repayments amounted to Rs. 430 million and the net
inflow amounted to Rs. 754 million.
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In the light of the improved payments position, recourse to short-term loans
and suppliers’ credits declined from Rs. 1,266 million in 1976 to Rs. 360 million in
1977. An up-trend in long-term debt inflows relative to short-term credits has been
evident since 1975 and as a result, the maturity structure of foreign debt has tended to
lengthen in recent years. '

Transactions with the. International Monetary Fund resulted in a net resource
inflow of Rs. 718 million in 1977. Gross drawings amounted to Rs. 937 million
while repurchases totalled to Rs. 219 million. A standby arrangement with the
I.M.F. of SDR 93 million was negotiated in late 1977. Of this, an 1n1t1a1 drawmg
of SDR 55 million was made in December.

On account of the favourable outturn of the balance of payments and the
changes in valuation necessitated by the depreciation of the Rupee, the gross external
assets of Sri Lanka indicated a four-fold increase at the end of 1977. Specifically, the
value of the assets rose by Rs. 4,171 million to Rs. 5,574 million. However, in terms
of the more stable SDR, the gross assets rose from SDR 137 million at the end of 1976
to SDR 306 million in 1977, a more than two-fold increase. The net foreign assets
position showed a corresponding improvement. Generally speaking, the gross
external assets at end of 1976 were sufficient to finance 2§ month’s imports of 1977.
The assets at the end of 1977 were adequate to finance 4 months’ -estimated
imports for 1978. :

The frequent changes in the exchange rate of the Sri Lanka Rupee and the equally.
frequent variations of the value of all major international currencies in 1977 introduced
a serious problem of evaluation of payments data in relation to the previous years.
In the absence of a stable monetary unit, the time Welghted average value of the
relatively more stable SDR has been used in the following table which analyses the
overall balance of payments situation during the last three years.

In view of the improvement in terms of trade, the external resource gap
declined sharply from SDR 252 million. in 1976 to SDR 92 million in 1977. In
financing this deficit, a total foreign resources of SDR 261 million was raised in
1977, as shown in the table, and this led to an augmentation of external assets by
SDR 169 million. Long-term loans and grants showed an increase of SDR 14
million, while short-term borrowings dropped sharply by SDR 96 million, indicating
a greater recourse to longterm borrowing in 1977. The estimated valuation adjust-
ment of Rs. 1,680 million indicates that about 30 per cent of the increase in external
assets, was due to changes in currency values.

.The outstanding amount of total foreign debt increased more than two-fold from
Rs. 6,826 million in 1976 to Rs. 13,321 million in 1977, This unprecedented increase
was mainly due to éxchange rate changes. In terms of SDRs, the foreign debt rose
from SDR 666 million to SDR 705 million, an increase of only 6 per cent. The
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"TABLE 13
Financlng of the External Resource Gap — 1975-1977

Rs. Million ' " SDR Million 1~
1975 1976 1977 1975 1976 | 1977
1. Foreign earnings | : ‘4,538 . 5,459 . 7,582 . 538 561 . 742
1.1 Exports : 1 3913 4707 6,640 464 | 484 651
. 1.2 Services _ S 565 643 822 67 66 79
" 1.3 Private transfers ~ 6o 109 120 7 1 12
2. Fdrcign 'Paymehfs 7,599 V7,9!5 8,441 . 899 813 834
2.1 Goods and Services 5,851 6,001 6,813 693 617 678
2.2 Capital Repayments 1,748 1,014 1,628 206 196 156
3. External Resource Gap | -3061 | -2,456 | - 859| -361| —a52 | - ga
4 Financing of the Deficit + 3,06 | 4+ 2,456 . + 859] +36x| +a5a | + g2
4.1 Long-term loans 2 886 943 1,184 105 . g6 114
4.2 Grants© : 541 492 490 64| 51 47
4.3 Trade Credits 3 . 1,091 1,266 360 129 130 34
4-4 Bank Borrowings 36 1 222 4 — —
4. g Bilateral balances - 87 L e— —_ 10 — —
I.M.F. Drawings ¢ 369 273 935 43 28 55
4 7 Other & 28 59 119 T4 7 11
4.8 External Assets 55 ~ 568 417§ 71 - %9 - 168
5. Valuation adjustments 9 —_ —_ 1,680 —_ —_ C—
6. Errors and omissions - 32 - 10 40| - 5} - 1 - 1
Soum Central Bank of Ceylon.
L. Time weighted average rates of Rs. 8.44 per SDR in 1975, Rs.9.73 in 1976 and Rs. 10.42 in 1977.
8. Project, commodxty, food and other aid,
3 Suppliers’ Credits and short-term trade crcdm
4. Includes oil facility drawings.
8. Includes private capital, .
8. Estimated increased value of external assets consequent on the changes in the exchange rate,

external debt sérvice ratio — i.e. the ratio of debt repayments (inclﬁsivé of intérest)
to total foreign earnings ~ declined from 20.1 per cent in 1976 to 18.5 per cent in 1977
This was largely due to the 1mproved export earnmgs in 1977

The exchange rate of the Sri Lanka Rupee underwent constant change during
1977. At the beginning of 1977, the Rupee was linked to a basket of international
currencies, and in early March, the rate was Rs. 8.72 to the U.S. Dollar. On
March 12, the Rupee was revalued by approximately 20 per cent to Rs. 7.28 to the
U. S. Dollar, although there was no indication of a fundamental long-term improve-
ment in the balance of payments to warrant this revision. By August, the new
government decided to rectify this position and the Rupee was allowed to depre-
ciate gradually, until 15th November. On that day, the basic rate and the premium
(FEEC) rate were unified, initially at Rs. 16 =1 US $ and the Rupee was
allowed to float. The spot buying and selling rates of commercial banks are fixed
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at a daily meeting of bankers. At the outset, the buying and selling rates for the
U.S. Dollar were Rs. 15.97 and Rs. 16.03. - By end of December, these rates have
changed to Rs. 15.33 and Rs. 15.59 for the dollar.

THE GOVERNMENT FiscAL OPERATIONS

The Government ﬁsca.l operations for 1977 exerted a contractionary impact
of Rs. 716 million on the economy. In the wake of two successive years of infla-

" tionary financing — Rs. 605 million in 1976 and Rs. 184 million in 1975 - this

undoubtedly would have dampened the pressure on the price levels. While apprecia-
ting the salutory effect this accrual of unspent resources mobilised by the Government
bad on cushioning inflation, one cannot overlook the disappointing performance in
capital expenditure which made this possible.

Provisional data on Government expenditure reveal a marginal increase of 4
per cent over the previous year, compared to an annual average increase of over
16 per cent in the period after 1970. The decline in 1977 was confined to capital
expenditure. The recurrent expenditure rose by 11 per cent but its ratio to the Gross
National Product showed a decline from 24 per cent in 1976 to 21 per cent in 1977.
On the other hand, the capital expenditure in 1977 dropped by 19 per cent, and as a
ratio of the Gross National Product, there was a decline from 12 per cent in 1976 to
- 8 per cent in 1977.

The lower capital expenditure in 1977 could be attributed to an absence of the
" usual vigilance over performance in an election year and the temporary administra-
tive dislocation that occurs with changes of governments. Under-utilisation of
capital funds which ranged between 19 to 25 per cent in the recent past was reduced
to 9 per cent in 1976, but reached 27 per cent in 1977.

Government revenue improved in 1977. This was mainly due to a rise in export
taxation arising from the continued improvement in the prices fetched by tea and
rubber. The ratio of revenue to Gross National Product was 23 per cent, reflecting

~a marginal decline from the previous year.

The overall performance in the current account (the difference between the
Government revenue and recurrent expenditure) in 1977 revealed a surplus of Rs. 188
million, after recording deficits in the two preceding years.

A summary of fiscal operations for 1977 and the approved estimates for 1978
is shown in Table 15. The net cash deficit of the Government, defined to exciude the
effects of sinking funds and amortization payments with respect to borrowings, is
presented in Table 9 in Appendix III.

Expendlture

Accordlng to provisional ﬁgures, total Govcrnment expendlture in 1977
amounted-to .Rs. 9,708 million. This was made up of Rs. 6148 million under
recurrent programmes, a net capital expenditure of Rs. 2263 million, a contribution
of Rs. 947 million towards sinking funds and amortization payments, and a net out-
payment of Rs, -350. million under. advance accounts. :



