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Sittings of the Senate
SENATE
Wednesday, Tth December, 1960

1148

The Senate met at 2.30 p.m., Mg.
PresipENT [SENaTOR THE HON. SIR
CyriL DE Zoysa, Kr.] in the Chair.

SITTINGS OF THE SENATE

SeEnaTorR THE Hon. A. P. JAYA-
SURIYA (MINISTER OF HEALTH AND
Leaper Or THE SENATE) : I move,

(a) That the proceedings this day be
exempted from the provisions of Standing
Order 7 ;

(b) that at 8 p.m. the House shall be
adjourned without question put; and

(¢) that at 7.30 p.m. paragraphs (3)
and (4) of Standing Order 7 sghall
operate,

On ?uestion, Motion agreed to.

SeENgTOR THE HoNn. JAYASURIYA :
I move,

Tha_t at its rising this day the House
do adjourn until 2.30 p.m. on Thursday,
December 8, 1960.

On Question, Motion agreed to.

THe PRESIDENT : Hon. Senators,
there are 28 motions to be moved by
the Hon. Leader. With your permis-
sion and consent I propose to ask
the Hon. Leader to move all the 28
motions together and thereafter I
will put them to the House. Before
I do so, I would like to ask hon.
Senators whether they would wish to
comment on any of these motions, in
which case I will take the particular
motion out of the group and put it
to the House independently of the
others.

Hon. Senators will remember that
when notice of these motions was
given I had copies of them distributed
to each hon. Senator, so hon. Sena-
tors know what is being moved today.
The motions are also on the Order
Paper, If that suits the House, in-
stead bt taT{ing these motions one by
one, I would suggest that all the 28
motions be taken up together.

2—J. K. R 14347—717 (12/60)

[T DECEMBER 1960]

Local Govt. By-laws 1144

STREET COLLECTIONS
REGULATIONS

Resolved :

That the Regulations made by the
Minister of Local Government and Hous-
ing under Section 2 of the Street Collec-
tions Regulation Ordinance (Cap. 335)
in respect of the area within the admin-
istrative limits of the Municipal Council
of Kurunegala, which were presented on
November 29, 1960, be confirmed —
[Senator the Hon. Jayasuriya.]

LOCAL GOVERNMENT
BY-LAWS

Resolved :

That the by-laws relating to tax on
vehicles and animals made by the Urban
Council, Batticaloa, under Sections 166
and 170 of Urban Councils Ordinance,
No. 61 of 1939, approved by the Minis-
ter of Local Government and Housing
ublished in the Government Gazette
No. 11,841 of 28.8.1959, which were pre-
sented on November 29, 1960, be not
disallowed.—[Senator the Hon. Jayasu-
riya.]

and

Resolved :

That the by-law relating to pensions
and gratuities made by the Urban Coun=
cil, Kegalla, under Sections 166 and 170
of Urban Councils Ordinance, No. 61 of
1939¢ approved by the Minister of Loeal
Government and Housing and published
in the Government Gazette No. 11,852 of
11.9.1959, which was presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Jayasuriya.]

SPECIAL COMMISSIONERS
BY-LAW

Resolved :

That the by-law relating to sale of
meat made by the Special Commissioner,
Weligama, under Sections 166 and 170 of
Urban Councils Ordinance, No. 61 of
1939, approved by the Minister of Local
Government and Housing and published
in the Government Gazette No. 11.914 of
23.10.59, which was presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Jayasuriya.]

LOCAL GOVERNMENT
BY-LAWS

Resolved ;

That the by-laws relating to markets
made by the Urban Council, Hatton-Dick~
oya, under Sections 166 and 170 of Urban
Councils Ordinance, No. 61 of 1939, ap-
proved by the Minister of Local Govern-
ment and Housing and published in the
Government Gazette No, 11,862 of 25.9.59
which were presented on November 29,
1960, be not disallowed.—[Senator the
Hon. Jayasuriya.]
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Resolved :

That the by-law relating to offensive
and dangerous trades made by the Urban
Council Ratnapura, under Sections 166
and 170 of Urban Councils Ordinance,
No. 61 of 1939, approved by the Minister
of Local Government and Housing and
gTubhshed in the Government Gazetie

0. 12,207 of 30.9.1960, which was pre-
sented on November 29, 1960, be not dis-
allowed.—[Senator the Hon. Jayasuriya.)

Resolved :

That the by-law relating to markets
made by the Urban Council, Balangoda,
under Sections 166 and 170 of Urban
Councils Ordinance, No. 61 of 1939
approved by the Minister of Local
Government and Housing and published
in the Government Gazette No. 12,205
of 23.9.60, which was presented on
. November 29, 1960, be not disallowed.—
[Senator the Hon. Jayasuriya.]

Resolved :

That the by-law relating to offensive
and dangerous trades made by the
Urban Council, Kadugannawa, under
Sections 166 and 170 of Urban Councils
Ordinance, No. 61 of 1939, approved by
the Minister of Local Government and
Housing and published in the Govern-
ment Gazette No. 12,215 of 21.10.60,
which was presented on November 29,
1960, be not disallowed.—[Senator the
Hon. Jayasuriya.]

Resolved :

. That the by-laws relating to sale of
meat made by the Urban Council,
Horana, under Sections 166 and 170 of
Urban Councils Ordinance, No. 61 of
1939, approved by the Minister of Local
Government and Housing and published
in the Government Gazette No. 11,836 of
21.8.59, which were presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Jayasuriya.]

. Resolved :

That the by-law relating to water
service made by the Urban Council,
Bandarawela, under Sections™66 and 170
of Urban Councils Ordinance, No. 61 of
1939, approved by the Minister of Local

. Government and Housing and published
in the Government Gazette No, 11,862 of
25.9.59, which was presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Jayasuriya.]

Resolved :

That the by-law relating to the Ratna-
pura Fair made by the Urban Council
Ratnapura, under Sections 166 and 170 of
Urban Councils Ordinance, No. 61 of 1939,
approved by the Minister of Loeal
Government and Housing and published
in the Government Gazette No. 11,832 of
14.8.59, which was presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Jayasuriya.]

[SENATE]

Local Gouvt. By-laws 1146

Resolved : : :

That the by-law relating to libraries
made by the Urban Council, Matale,
under Sections 166 and 170 of Urban
Councils Ordinance, No. 61" of 1939,
approved by the Minister of Local
Government and Housing and published
in the Government Gazette No. 11,841 of
28.8.59, which was presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Joyasuriya.]

STREET COLLECTIONS
REGULATIONS

Resolved :

That the Regulations for the Matale
Urban Council area, made by the Minis-
ter of Local Government and Cultural
Affairs under Section 2 of the Street

. Collections Regulation Ordinance (Chap-

ter 2335), which were presented on
November 29, 1960, be approved.—[Sena-
tor the Hon. Jayasuriya.]

Resolved :

That the Regulations for thegPana-
dura Urban Council area, made Ey the
Minister of Local Government and
Housing under Section 2 of the Street
Collections Regulation Ordinance
(Chapter 335), which were presented on
November 29, 1960, be approved.—
[Senator the Hon. Jayasuriya.l

LOCAL GOVERNMENT BY-LAWS

Resolved :

That the by-law relating to loitering
in streets and pavements made by the
Urban Council, Horana, under Sections
166 and 170 of Urban Councils Ordin-
ance, No. 61 of 1939, approved by the
Minister of Local Government and
Housing and published in the Govern-
ment Gazette No. 11,832 of 14.8.59,
which was presented on November 29,
1960, be not disallowed.—[ Senator the
Hon. Jayasuriyd.]

Resolved :

That the by-laws relating to the public
library made by the Urban Council,
Kegalla, under Sections 166 and 170 of
Urban Councils Ordinance, No. 61 of
1939, approved by the Minister of Local
Government and Housing and published
in the Government Gazette No. 11,836 of
21.8.59, which were presented on Novem-
ber 29, 1960, be not disallowed.—[Sena-
tor the Hon. Jayasuriya.]

Resolved :

That the by-laws relating to telg)orary
structures made by the Urban Council,
Talawakelle-Lindula, under Sections 166
and 170 of Urban Councils Ordinance,
No. 61 of 1939, approved by the Minister
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of Local Government and Housing and
published in the Government Gazette
No. 11,841 of 28.8.59, which were presented
on November 29, 1960, be not disallowed.
—[Senator the Hon. .fayasuréym.]

SPECIAL COMMISSIONERS
BY-LAWS

Resolved :

That the by-laws relating to the ayur- |

vedic dispensary made by the Special
Commissioner, Weligama, under Sections
166 and 170 (read with Section 196) of
Urban Councils Ordinance, No. 61 of 1939,
approved by ' the Minister of Local
Government and Housing and published in
the Government Gazette No. 11,862 of
25.9.59, which were presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon, Jayasuriya,]

LOCAL GOVERNMENT BY-LAWS

Resolved :

That the by-law relating to meetings
made ‘by the Urban Council, Dehiwala-
Mount Lavinia, under Sections 166 and
170 of Urban Councils Ordinance, No. 61
of 1939, approved by the Minister of Local
Government and Housing and published
in the Government Gazette No. 11,980 of

| - 27.11.59, which was presented on Novem-

ber 29, 1960, be not disallowed.—[Senaton
the Hon. Jayasuriya.]

SPECIAL COMMISSIONERS
BY-LAW

Resolved :

That the by-laws relating to public
markets made by the Special Commis~
sioner, Weligama, under Sections 166 and
170 of Urban Councils Ordinance, No, 61
of 1939, approved by the Minister of Local
Government and Housing and published
in the Government Gazette No. 11,994 of
4.12.59, which were presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Jayasuriya.)] :

LOCAL GOVERNMENT BY-LAWS

Resolved :

That the by-law relating to water
supply made by the Urban Council,
Nawalapitiva, under Sections 166 and 170
of Urban Councils Ordinance, No, 61 of
1939, approved by the Minister of Local
Government and Housing and published
in the Government Gazette No, 12,119 of
29.4.1960, which was presented on Novem-
ber 29, 1960, be not disallowed.—[Senator
the Hon. Jayasuriya.]

[T DECEMBER 1960]

Local Goot. By-laws 1148

. Resolved :

That the by-law relating to pensions and
gratuities made by the Urban Council,
Horana, under Sections 166 and 170 of
Urban Councils Ordinance, No. 61 of 1939,
approved by the Minister. of Local
Government and Hofising and published
in the Government Gazette No. 12,027 of
1.1.60, which was presented on November
29, 1960, be not disallowed.—[Senator the
Hon. Jayasuriya.]

VILLAGE COMMUNITIES
" ORDER -

Besolved :

That the Order made by the Minister
of Local Government and Housing under
Section 6 of the Village Communities
Ordinance (Cap. 198), that the limits of
the Kanuwana Village area in Ragam
Pattu of Alut Kuru Korale South in the
Colombo District of the Western Province,
are altered and redefined by the exclu-
sion from that village area of the area
specified in the Schedule thereof, with
effect from February 1, 1961, which was
presented on November 29, 1960, be con-
firmed.—[Senator the Hon. Jayasuriya.]

TELECOMMUNICATIONS
REGULATIONS

Resolved :

That the Regulation made by the Min-
ister of Transport and Works under Sec-
tion 12 of the Telecornmunications Ordin-
ance, No. 50 of 1944, as modified by the
Proclamation published in Gazette Extra-
ordinary No. 9,773 of September 24, 1947,
and presented on November 29, 1960, be
approved—[Senator the Hon. Jayasuriya.]

Resolved :

That the Regulation made by the Min-
ister of Transport and Works, under
Section 12 of the Telecommunications
Ordirance, No. 50 of 1944, as modified by
the Proclamation published in Gazette
Extraordinary No. 9,773 of September 24,
1947, and presented on November 29,
1960, be approved.—[Senator the Hon.
Jayasuriya. ]

NATIONAL HOUSING
REGULATION

Resolved :

That the Regulation made by the Min-
ister of Local Government and Housing
under Sections 2 (f), 44 (1) and 69 of
the National Housing Act, No. 37 of 1954,
and presented on November 29, 1960, be
approved.—[Senator the Hon. Jayasuriya,]
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LOCAL GOVERNMENT
BY-LAWS
Resolved :

That the by-law relating to offensive
and dangerous trades made by the Town
Council, Samanthurai, under Sections 166
and 170 of Town Councils Ordinance,
No. 3 of 1946, approved by the Minister
of Local Government and Housing and

ublished in the Government Gazette

o. 11,828 of 7.8.59, which was presented
on November 29, 1960, be not disallowed.
[Senator The Hon. Jayasuriya.]

Resolved :

That the by-law relating to price of
meat made by the Town Council, Vavu-
niya, under Sections 166 and 170 of Town
Councils Ordinance, No. 3 of 1946, ap-
proved by the Minister of Local Govern-
ment and Housing and published in the
Government Gazette No. 11,862 of 25.9.59,
which was presented on November 29,
1960, be not disallowed. [Senator The Hon.
Jayasuriya.] :

APPROPRIATION BILL, 1960-61

Order read for resuming adjourned
debate on Question—[29th Novem-
ber] :

“That the Bill be now read a Second

time. "—[Senator The Hon. C. Wije-
singhe.]

Question again proposed.

SenaTorR A. D. JAYASEKERA:
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Tue PRESIDENT : The Sitting is
suspended for two minutes. On
resumption the Deputy-President
will take the Chair,

Whereupon MRr. PrRESIDENT left the
Chair and MapAM DEPUTY-PRESIDENT
[SEnaTOR LADY MoOLAMURE] took the
Chair.

SeExaTor T, P. pE ZOYSA : Madam
Deputy President, first of all I would
like to say a few words on one of
the points raised by Senator Dr.
Peiris yesterday. He lamented that
our external assets which sfood at
Rs. 1177 million at the beginning of
1556 had fallen to Rs. 674 million at
the end of March 1960, when the
U. N. P. Government took over.

3

[7 DECEMBER 1960]
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I find that when they handed over
the reins of office in July 1960 to this
Government this figure had come
down still further to Rs. 567 million,
that is, a fall of Rs. 107 million within
three months, I wonder what ex-
planation my good Friend could give
for this. I wonder whether he wants
this House to believe that the
Bandaranaike Government frittered
away these external assets on useless
expenditure. We all know that
sterling balances increase and de-
crease, and this happens when the
terms of trade change from time to
time, according to the prices our
commodities fetch in world markets.

When the U. N. P. was in power in
1951 the external assets were
Rs. 1185 million and they came down
to Rs. 607 million at the end of
1953. In the same way that he finds
fault with the Bandaranaike Gov-
ernment, is it not right to also find
fault with the then Dudley Sena-
nayake Government ? These are the
vagaries of international trade. I do
not think we should blame anybody.
We should not blame the U. N. P.
Government nor should the U, N, P.
Government blame the S. L. F. P. for
this.

"In this budget we provide for a
total expenditure of Rs. 1973 million,
and within this sum a capital expen-
diture of Rs. 411 million is en-
visaged, The principal object of our
economic policy’ is to achieve a
socialist pattern of society. Accord-
ingly, the basic criterion in deter-
mining social policies and the lines of
economic advancement should not be
private profit or the interests of a -
few but the good of the community as
a whole.

In the absence of large industrial
ventures, emphasis should be on in-
crease in production of agricultural
products and employment in that
sphere. In particular, the benefits of
economic development shouid be
more for the worker and the peasant
than for the privileged classes of
society.

Development of agriculture ecalls
for extension of irrigation on a large
scale. It is gratifying to note that
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the foundation has been laid for the
development of the river basins in
this Island to obtain the necessary
water and hydro-power both for
irrigation purposes and for the
generation of hydro-electricity to
supply cheap power for the establish-
ment of industries. This is what His
Excellency the Governor-General
said when he addressed the Fourth
Regional Technical Conference on
Water Resources Development orga-

nised by the Economic Commission,

for Asia and the Far East on 5th
December, 1960. Speaking of self-
sufficiency in regard to our own
country His Excellency said :

“May I place before you in broad out-
line the Ceylon picture? The living
standard of the people of Ceylon and the
economic stability of our country depend
to a large extent on self-sufficiency in
our food supply. In this respect, we face
a dual problem arising from meeting the
present shortage on the one hand, and the
demands of an increasing population, on
the other.

As rice is the staple diet of this coun-
try, paddy cultivation occupies a vital
position in its economy. The local pro-
‘duction of rice meets only about 45 per
cent. of our total requirements. In
order to make this country self-support-
ng in rice we must expand our cultivated
acreage and raise the yield per acre of
existing acreages. Of the two methods,
the latter is more advantageous. It is in
Ceylon a less expensive and a quicker
way of obtaining an added output than
the opening up of new land.”

To meet these requirements the
Minister of Agriculture, Land, Irriga-
tion and Power is taking steps to have
multi-purpose projects built in the
river bagins of this island. I quote
again from the same speech of His
Excellency :

* Bamanalawewa-—this  reservoir s
located in the upper reaches of the main
river and is a combined irrigation and
power project for irrigation of 40,000
acres of new land for rice cultivation and
generation of about 40,000 kilowatts of
firm power. The investigations so far
made indicate that a reservoir with a
storage capacity of 345,600 acre feet with
an earth filled dam 235 feet high and 1,665
ieet long is possible,”

That iz not the only mu]ti-pui'pose
project that this Government con-
templates in the near future. There

[SENATE |
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are also the Uda Walawe and Chan-
drikawewa projects. Once these
schemes have been completed I have
no doubt that this country will be
self-sufficient in food and at the same
time find the necessary hydro-
electric power, cheap power, for our
big industrial undertakings.

I now wish to show what had been
done by the Bandaranaike Gowvern-
ment from 1956 to the end of 1959 in
the form of land development as
compared with previous governments.
For a period of 25 years up to the end
of 1955, lands alienated by the pre-
vious Governments are: major
colonization schemes in the dry zone,
19,279 allotments comprising 115,018
acres; village expansion schemes,
225,282 allotments comprising 320,451
acres ; acquired estates, 12,988 allot-
ments comprising 18,185 acres ; high-
land colonization s:hemes, 100 allot-
ments comprising 500 acres; middle
class schemes, 4,799 allotments
comprising 65,482 acres.

From 1956 to 1959, within the four
years of the Bandaranaike Govern-
ment, that Government has alienated

‘under major colonization schemes in

the dry zone, 14,920 allotments -com-
prising 62,015 acres; under village
expansion, 81,634 allotments com-
prising 116,379 acres; acquired
estates, 12,619 allotments comprising
6,162 acres; highland colonization
schemes, 4,225 allotments comprising
14,317 acres; middle class schemes,
3,774 allotments comprising 47,246
acres, These comparative statistics
will, no doubt, give the lie direct to
our crities.

Madam Deputy-President, I would
now switch on to the fishing industry
which my friend, Senator Jayasun-
dera, referred to yvesterdav.
Provision has been made in the
budget for this year for a sum of
Rs. 83 million to provide 500 mecha-
nized boats to fishermen and also for
a sum sufficient to put up 200 fisher-
men’s cottages. These 500 mecha-
nized boats would give employment
to about 2,000 persons a day. A boat
would normally bring in a catch
worth ahout Rs. 300 a day. Once this
industry is developed in this manner,

o
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we have no doubt that fish and fish
products imported into this country
‘would stop and we would thus retain
in this country roughly about Rs 60
million.

I know that there is a Fishermen
Training Centre at Modera. I think
it is taking in quite a number of men
for training in mechanized fishing.
I think it is the intention of the
Government to improve this school
to take in more pupils. I would here
point out that although the U. N. P,
Government was speaking so much
about the fishing industry in Ceylon,
not one fishing boat was provided to
the fishermen during the U. N. P,
regime,

There is also the question of pro-
viding houses for the homeless in
this country. This Government has
provided funds to establish three big
saw mills at Medawachchiya, Pimbul-
katuwa and Minneriya to make use
of the timber that is being felled for
clearing land for development pur-
poses by converting them into
housing material. I think one mill
is now working and I have no doubt
that before another six months
elapse all three mills will be working
at full speed. That will help the
people in the house-building industry
to get cheap timber for housing
purposes.

There is one big obstacle in
implementing a democratic socialist
policy in the country. This obstacle
is mostly due to the inefficiency of

the administrative system. It is not
possible to accelerate economic
development with the existing

kachcheri system of administration.
This outdated system, established in
this country by the colonial admin-
istrators, has to be pulled out root
and branch before any progress in
development " could be made. I
would compare this administrative
machinery to a stream-lined bus
fitted with a rickety old engine. If
we are to do some useful work, this
whole engine must be replaced by a
new one. Unless this is done we will
be left on the road without reachmg
our declared destination.

We all heard last evening from my
hon. Friend, Senator. Jayasundera,
Do amasﬁcassgccs . Bopswwy  over
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the new taxation proposals. At
the same time I agree with my hon.
Friend, Senator Barton, that Govern-
ment should not kill the goose that
lays the golden egg. It is the duty
of the Government, I agree, to pro-
vide incentives to the private sector
to work in unison with the public
sector for the economic development
of this country. Until major indus-
tries are established we must pro-
vide employment in agriculture.

On the subject of these taxes there
is one matter which should be looked
into by the Hon. Minister of Finance.
You know, Madam Deputy President,
that after attainment of independ-
ence in 1947, when the Government
adopted the policy of Ceylonising
trade, a large number of Ceylonese
with limited capital resources formed
themselves into limited liability
companies with the object of estab-
lishing themselves particularly in the
import and export trade, which was
then practically the monopoly of
foreigners. WMost of these companies
were registered with wvery large
nominal share capital which bore no
relation whatsoever to the issued or
paid-up capital. This was done
because the maximum fee payable on
registration was Rs. 250, whatever
the amount of the nominal capital.
Registering with a larger nominal
capital than was really required

-immediately obviated the necessity

of having to alter the memorandum
of association in the event of the
company having subsequently to
increase its issued capital.

The Hon. Minister of Finance
stated in his budget. speech as
follows :

“ An annual fee of Rs. 50 will be levi-
able on every Rs. 10,000 of nominal share
capital of companies registered under the
Companies Ordinance as at 15th Septem-
ber, 1960, and thereafter. This fee will
not be payable by industrial or manu-
facturing corporations approved by
Government. The estimated revenue
from this measure is Rs. 10 million.”’—
[Orriciat. REPoRT, Representatives, 15th
September, 1860 ; Vol. 39, c. 1660- 1661]

If this fee is levied as proposed,
most of these eompanies would have
to go into liquidation. By way of
illustration, let us consider the case
of a company floated with a nominal
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share capital of Rs. 1,000,000, issued
capital of Rs. 100,000 and paid-up
capital Rs. 50,000. This company
made a profit of Rs. 5,000 in 1959, that
is 10 per cent on the paid-up capital,
which was the actual sum used in
the business. The income tax of 45
per cent now levied on companies,
together with the proposed surcharge
of 15 per cent, would amount to
Rs. 2,587.50, leaving only Rs. 2,412.50
available for distribution among the
shareholders. The proposed annual
fee on the nominal share capital
would amount to Rs. 5,000, which
would mean that although the com-

pany made a profit of as much as 10

per cent, it would still have to find a
sum of Rs. 2,587.50—that is Rs. 5,000
fee less the Rs. 2,41250 available
from profits after payment of income
tax—from its capital to meet the fee.
The company will be forced
into voluntary liquidation in order to
prevent the investments of its
subscribers from being swallowed up
by this fee.

If the fee is levied only on paid-up
capital, it would amount to Rs. 250,
leaving a sum of Rs. 2,162.50 avail-
able for distribution among share-
holders ; that is to say, a company
earning 10 per cent on its investments
would be able to pay only a small
fraction over 2 per cent-as dividends,
without putting anything
reserve.

This annual fee will deal a death
blow o nthe policy of Ceylonising
trade and will no doubt help limited
liability companies registered abroad
and doing business here and the
Indian merchants whose businesses
are largely run on a partnership
basis, both of which are not subject
to this fee.

Now, you will remember that
when we wanfed to Ceylonise the
trade in 1947, some of our educated
young men with limited resources
joined hands and started small com-
panies. Today they are .on the
streets. I think we should look into
this guestion, because the same tax-
ation will not affect the companies
registered abroad and the partner-
ship companies mostly run by the
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foreigners in this country. Ulti-
mately, what will happen is that
Ceyionese business in this country
entirely collapse.—[Interrup-
tion.]-I am glad that Senator Amara-
suriya agrees with my analysis.

Sexator E. J. COORAY: The
Government does not.

SenaTor T. P. oE ZOYSA : I hope
the Government will look into this:
matter, if it had not carefully looked
into it at that time.

SenaTOR NADESAN : Did you not.
take this point up at the Government
party meeting ?

SEnaTOR T. P. pE ZOYSA : I think
I will draw the attention of the Hon.
Minister of Finance to this matter,
because he may not have gone into
it very carefully at that time.

SEnaTOR S. NADESAN :
very important point.

It is &

SENATOR T. P. pE ZOYSA : I do not
wish to take up any more of the time
of the House as there are a number
of hon. Senators who intend to
speak. I thank you all for having
given me a ‘patient hearing,

SENATOR G. NALLIAH :
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SExaTorR N. U. JAYAWARDENA : -
Mr. President, I had not decided to
speak on the budget debate today,
but in the absence of other speakers,
I am afraid I have no alternative but
to do so. I thought there were
many other hon. Senators who were
going to follow the last speaker and
I am rather in a bit of a quandary
because I am myself half prepared.

Permit me to offer my congratula-
tions to the Hon., Finance Minister
for the commendable way he has
acquitted himself in dealing with the
very complex task of preparing and
presenting this first budget of the
present Government. To one ex-
perienced in the financial operations
of the Government, the preparation
of the budget is difficult enough ; to
one- not so experienced either in
years or in knowledge as the present
Finance Minister is, the task is much
more difficult. Perhaps, his very
youthfulness and lack of long
experience——

SeEnaATorR NADESAN : Lack of any
experience ! '

SENATOR JAYAWARDENA: In
spite of his inexperience he has pre-
sented a budget which in many ways
is complex and contains novel fea-
tures. He has not hesitated to make
drastic changes in taxation measures
and radical departures in the format.

I have done a little delving into
financial history elsewhere. I find
that he is only a little older than the
Younger Pitt who became Chancellor
of the Exchequer at the age of 22
years, at a time when England was
facing one of the gravest political
and financial crises in her history.
The present Finance Minister is
similarly placed. As of the Younger
Pitt, I could well say that never in
history has so much youth been
vested with so much power and so
much responsibility. I do hope and
pray that he continues to show
sobriety and understanding in the
exercise of such power and respon-
sibility.
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The budget as presented by the
Hon. Minister of Finance in the
House of Representatives—I shall
cease to call it the other place—on
15th September, 1960, provided, on
the one hand, for an aggregate
expenditure of Rs. 1,9734 million
composed of Rs. 1,562.1 million on
recurrent expenditure and Rs. 411.3
million on capital expenditure, and
on the other hand, for an estimated
revenue of Rs. 1,603.7 million inclu-
sive of an additional revenue of
Rs. 130 million from the new taxes
he announced on that day. The
budget, thus framed, resulted in a
deficit of Rs. 340 million, which he
hoped to finance to the extent of
Rs. 240 million from domestic bor-
rowing, presumably through non-
bank sources, to the extent of Rs. 150
million representing the foreign
exchange component in the Estimates
—I shall have occasion to refer to
this component later—from overseas
loans through the World Bank and
lines of credit already negotiated or
to be negotiated, and to the extent of
Rs. 60 million from Foreign Aid
already negotiated or to be nego-
tiated. These sources of finance, as
contemplated by the Hon. Minister,
yield a total of Rs. 450 million, and if
his expectations are realised—and
herein lies the nub—the ensuing
financial year should end up, accord-
ing to his forecast, with a cash
surplus, in the sense of cash receipts
over cash outlay, amounting to
Rs. 110 million. This admirable
result would, indeed, then be an
operation which not a single Govern-
ment, since we became independent,
has so far succeeded in achieving. I
wish the Hon. Minister of Finance
well and I wish him success. I do
pray that his calculations are right,
his anticipations are true and his
forecasts are correct. A cash surplus
of this magnitude should help him
considerably to contain the inflation-

ary tendencies inherent in the
economy, as I shall presently
demonstrate.

But what, Mr. President, is the
budgetary situation in terms of the
budget now presented to this House
and in terms of events which have
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succeeded since the budget was pre-
sented by the Hon. Minister nearly
three months ago? The budgeied
expenditure has risen to Rs. 1,996.2
million, an increase of Rs. 224
million which is, no doubt, due to the
revisions made during the Committee
stage of the budget, when it was con-
sidered by the House of Representa-
tives. This is not the only change
relevant to the budget. Government
has found it necessary to reduce the
export duty on rubber by 10 cents a
pound owing to the sharp fall in the
price of rubber. This will entail a
revenue loss in the remaining months
of the present financial year, which I
estimate at Rs. 15 million. The
result is ‘that in the course of the
passage of the budget from the House
of Representatives to this honourable
House, the budget deficit has
worsened by Rs. 37.4 million. The
Minister planned for a deficit of
Rs. 340 million ; it has since worsened
to Rs. 377 million. I do not know
what further revenue reductions the
Government will suffer if prices of
produets continue to be as low as
they are. A reduction in export
duties and a fall in revenue will then
become inevitable. I do not mention
these matters to belittle the Hon.
Minister’s remarkable achievement,
My anxiety is to draw attention to
some of the elements that can upset
even the most careful budgetary
calculations,

This is not all. The budget deficit
as anticipated by the Hon. Minister
does not take into account several
other elements. There is, in the first
place, the sequence of customary
supplementary estimates. One of
the unsatistactory features of our
national finances in recent years has
been the bad but growing habit of
inflating the annual budget by sup-
plementary estimates. I have some
figures for recent years. I shall pre-
sently state the current expenditure
in a sort of tabular form as provided.
for in the original estimates as
passed by Parliament and on the
basis of which the Hon. Minister of
Finance has framed his revenue pro-
posals, the supplementary estimates
authorised by the House of Represen-
tatives in the relevant years, the
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total expenditure authorised, the
actual expenditure, the actual expen-
diture expressed as a percentage of
the authorised expenditure and the
supplementary estimates expressed
as a percentage of the provision in
the budget estimates. I know that
supplementary estimates do not
come to this House. I raised the
question some time ago to which the
Hon. Leader of the House promised
to give me a reply. I am still wait-
ing for that reply. I do not-want to
go through the whole table. Had 1
not been called upon so suddenly to
speak tonight I would have had the
temerity to pass round to hon.
Senators six statistical tables which
would have enabled them to follow
my arguments better. I will there-
fore give the expenditure figures
beginning with 1952-53 and ending
with 1958-59. This is necessary
because I am rather anxious fto
demonstrate—not because I want to
be clever but because I am prepared,
and am foolish enough, to make a
forecast and live up to it—what, in
my view, is going to be the ultimate

outcome of this budget.

In 1952-53 the budgeted expendi-
" ture was Rs. 948 million; supple-
mentary estimates, 'Rs. 70 million ;
total provision Rs. 1018 million. The
actual expenditure was Rs. 927
million. The percentage of actual
expenditure to total provision was 91.
The supplementary estimates
amounted to 7 per cent. of the provi-
sion in the budget.

In 1953-54 the budget estimate was
Rs. 951 million ; supplementary esti-
mates, Rs. 57 million, making a total
provision of Rs. 1008 million. The
‘actual expenditure was Rs. 795
million. Proportion actually spent
in relation to total provision was 79
per cent. In other words, in that
year, the actual expenditure was 79
per cent. of what was passed by
Parliament both in the budget and
by way of supplementary estimates.
Supplementary estimates repre-
sented 6 per cent. of what was
provided in the budget.
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In 1954-55, the budget provision
was. Rs. 816 million ; supplementary
estimates, Rs. 110 million. The total
provision was Rs. 926 million. The
actual - expenditure was Rs. 873
million which was 94 per cent, of the
budget provision as well as supple-
mentaries. Supplementary estimates
represented 13 per cent. of the budget
provision. '

In 1955-56, budget Estimate was
Rs. 950 million; supplementary
estimates, Rs. 232 million making a
total of Rs. 1,182 million. Actual
expenditure was Rs. 1,103 million,
This represented 93 per cent. of the
budget provision as well as supple-
mentary provision. Supplementary
estimates were 24 per cent. of the
budget estimates.

In 1956-57, which corresponds to
the year that our late revered Prime
Minister assumed office, the budget
FEstimate was Rs. 1,097 million;
supplementary estimates Rs. 1 mil-
lion, making a total provision of
Rs. 1,098 million. The actual expen-
diture was Rs. 1,136 million. In fact,
the actual expenditure was 103 per
cent. of the total provision. Pro-
bably, the Finance Minister of that
particular Government was a bit
behind in estimating. Since the
supplementaries amounted to only"
Rs. 1 million, one might as well say
that there were no supplementaries
that year.

In 1957-58, the budget estimate of
expenditure was Rs. 1,163 million ;
supplementary estimates, Rs. 400
million ; total provision, Rs. 1,563
million. The actual expenditure was
Rs. 1,433 million. The proportion of
actual expenditure to total provision
was 92 per cent, and supplementaries

represented 34 per cent. of the budge

estimates. :

In 1958-59, the budget estimate was
Rs. 1,380 million; supplementary
estimates, Rs. 363 million, making a
total provision of Rs. 1,743 million.
The actual expenditure was Rs. 1,662.
Actual expenditure was 95 per cent.
of the total provision. Supplemen-
tary estimates were equal to 26 per
cent, of the budget provision.
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I want to make it clear—I see the
Minister in charge of finance in this
House has arrived—that the supple-
mentary estimates to which I referred
really included now money provisions
and not what I would call accounting
jugglery, because under the loan fund
procedure, which the Hon. Minister
of Finance has decided to do away
with, one has to provide supplemen-
tary estimates for large sums of
money in any given year in order to
give sanction to expenditure incurred
in earlier years. If one includes that,
this figure gets inflated. I have
excluded that because it is purely
an accounting fiction. There you
merely give legislative authority for
expenditure incurred in earlier years
and do not make any new cash pro-
vision because the money has been
spent earlier. I have referred only
to provisions which represent new
cash provisions by way of supple-
mentary estimates.

In the financial year 1959-60, just
concluded, the supplementary esti-
mates for the eight months up to May
1960 totalled Rs. 50 million. I do not
know what the actual provision now
is. I am sure that the Hon. Minister
of Labour and Nationalised Services
will be able to enlighten us. Unless
the Hon. Minister of Finance is going
to exercise the strictest check on the
now fashionable habit of bedevilling
the budget estimates by a plethora of
supplementary estimates, he may
find it necessary to make provision
for supplementary estimates reach-
ing the magnitude of the actual
budget deficit. It is, of course, open
to him to say that he will not tolerate
supplementary estimates in 1960-61,
but then he would be a remarkable
person.

If I assume, for the purpose of my
argument, that supplementary provi-
sion will reach the modest level of
10 per cent. of the budget estimates,
against a customary figure ranging
from 24 per cent. to 34 per cent. in
more recent years—I am rather con-
servative and I give the benefit to the
Hon. Minister of Finance in the hope
that he would have the courage to
tell the other Ministers that they
must not in fact make a mess of the

8
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budget—and that actual expenditure
will be short of authorized provision,
including supplementaries, by only 5
per cent because you will see in all
the figures I gave the actual expendi-
ture represented 95 per cent. of the
authorized provision, then a further
expenditure of Rs. 70 million will
be called for. I think my arithmetic
is correct.

The Hon. Minister, however, indi-
cated in his budget speech that
Government was anxious—very
rightly so—to ensure that expendi-
ture plans were fulfilled to the limit,
in which case he will end up with
100 per cent. actual expenditure. But
I am definitely more conservative in
assuming that the actual expenditure
will be only 95 per cent. of the
budgetary provision including su%ple-
mentaries. On the calculation I have
made so far I indicated, when the
Minister responsible for the budget
in this House was absent, that in the
passage of the Appropriation Bill
from the House of Representatives to
this House the budget deficit has
already increased by Rs. 37 million.
The eventual budget deficit for
1960-61 will be more by Rs. 107
million.

However, that is not the end of
this part of the story. The Hon.
Minister of Finance has very wisely
imposed a cut of 25 per cent. on the
budget provision for capital expendi-
tures in order to arrive at the prob-
able actual expenditure which is the
only total relevant to an assessment
of the budget deficit. I must con-
gratulate him on that because other-
wise one would find that in 1960-61
the provision was for a potential
expenditure on capital account com-
pletely unrelated to the realities of
actual expenditure. So, if one com-
pares these two years, 1960-61 with
1959-60, one comes to the horrifying
conclusion that in 1960-61, when
the Government proposes to spend
so much more money on capital
expenditure, the budgeted expendi-
ture is less than in 1959-60. In
order to get the right total one has
got to subtract from the 1959-60
figure 25 per cent. That is a mental
gymnastic one has to indulge in to
understand this sort of operation.



1205 Appropriation Bill, 1960-61

[Senator Jayawardena]
. The Hon. Minister of Finance has
imposed a cut of 25 per cent. on
1960-61 capital provision on the
valid ground that in the past loan
fund expenditures have been consis-
tently below budgeted provision by
this figure. He gives these figures in
his budget speech, but I do not pro-
pose to quote them. Although this
device of a percentage cut is evidence
of bad estimating in relation to per-
formance by all Government depart-
ments for which the Hon. Minister
cannot at all be blamed, it is better
than an inflated and unreal estimate,
1 do sincerely hope that the Hon.
Minister will ensure in the years to
come that this practice is abandoned
and - budget details conform to
anticipated performance.

Be that as it may, capital expendi-
ture appearing in the Estimates as
presented to this House have been
revised to Rs. 429.1 million—as
against a total of Rs. 411.3 million at
the time when the Hon. Minister
presented the budget in the House of
Representatives—but the potential
expenditure on this account is more
by Rs. 143 million as the Hon. Minis-
ter verily remarks in his Budget
speech : .

. % A percentage cut on the total of a
Vote_does not prevent departments from
sanctioning expenditure up to the provi-
sion allowed against each sub-head. .”

. Again, in the same column of
Hansarp lower down, he remarks:

“There should be no curtailing of
capital expenditure, since the provision
made even after the percentage cuts is
considerably more than the average Loan
Fund Expenditure in the last six years.”
—[OrrFrciaA. ~ REPORT, REPRESENTATIVES,
15th September, 1960 ; Vol. 39, c. 1657.]

The Hon. Minister recognizes that
the Estimates do not make provision
for four new measures disclosed as
part of Government’s policy in the
Throne Speech. Of these, I agree
that the capital for the proposed life
4nsurance corporation and .the take-
over of the’two groups of newspapers
will not involve a cash outlay, but to
the extent, and only to the extent—
that is my important qualification—
‘that in respect of the life insurance
corporation the capital takes the

[SENATE]

© —8econd Reading 1206
form of an exchange of-cash for
Government securities held as an
investment backing the capital of the
corporation, and in respect of the
press take-over to the extent that
payment of compensation for the
take-over is in the form of Govern-
ment securities and is held in that
form by the recipients of compensa-
tion. Then there will be no cash
outlay ; otherwise, there will be, even
despite what the Hon. Minister of
Finance says. How much of the
capital outlay will be held in this
manner it is difficult to estimate and.
I do not propose to do so. But they
belong to the second order of magni-
tude when we are dealing with totals.
I am only making a point of some
significance because it is basically
wrong to say that it is not necessary
to provide cash for the press take-
over or for the capital for the life
insurance corporation. Nothing has
to be provided for if the operation
takes ~place immediately as an
exchange of Government securities
for the cash. If otherwise, then it is
necessary to provide cash to the.
extent that the exchange does not
take place.

. However, the inauguration of the
National Youth Service will certainly
involve a substantial capital and
current outlay before. it gets' under
way and before those engaged in this
Service can begin to earn receipts
towards meeting that outlay. We
have already seen in the press some
estimate of what this outlay would be
in the sense of the numbers involved.
No provision has to be made for this
outlay. My own view is that it
will take anything up to two years
before the National Youth Service
scheme ceases to be a liability and
begins to make a positive contribution
towards the resources of the Govern-
ment. Ido not think that the scheme
is going to be self-financing in the
first two years. In the first year, in
any event, there will be a substantial

- outlay of funds.

T ignore the cost of the schools
take-over because there are so many
conflicting views expressed on it
ranging from a substantial saving to
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Government, by reason of certain
educational establishments becoming
private institutions, to a considerable
finarcial liability on Government.

SENaTOR NADESAN : Now they are
going to give that by way of railway
warrants and rent allowances to
teachers, :

SENATOR JAYAWARDENA : All in
all, in my view, having regard to the
tempo of Government development
programmes as announced and
canvassed by Government, and the
urge and genuine enthusiasm dis-
played by Ministers of Government
towards development projects, I
estimate that the actual capital
expenditure by Government will be

around 73 per cent more than the

budgeted provision after allowing for
the 25 per cent cut. In other words,
I think the effectual cut will be 17%
per cent——

SexaTor B. H. DUNUWILLE : Will
it be like that for 1956-57 ? The hon.
Senator said there was 103 per cent
expenditure. Will it be that for
1956-57 ?

SenaTorR JAYAWARDENA: If one
allows for actual expenditure on
capital account, it will be 7% per cent
more than the budgeted provision
which takes into account a cut of 25
per cent. Then you would require a
further expenditure of Rs. 30 million.

"On this assessment, the likely out-
come of the financial operations of
Government will be a budget deficit
of Rs. 470 million, instead of Rs. 340
million envisaged by the Hon, Minis-
ter—a worsening of the deficit by
.Rs. 130 million, but I shall give the
.Hon. Minister the benefit that
. capital expenditure will not exceed
his estimate. This will reduce my
estimate of the deficit to the figure
“of Rs. 100 million more than that
reckoned by the Hon. Minister.

This estimate, however, does not
take into account the likely increase
.in emoluments arising from the
-report on salaries and cadre which is

expected shortly. Judging from
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comments by Ministers, as reported
in the press—I do not think the press
reports are correct; but they may
be—the Government is committed to
implementing the recommendations
in regard to salaries even before the
report is published and considered by
Government. These, if correct, will
correspondingly worsen the budget
deficit.

This is not all. What is relevant
to a consideration of the impact of the
financial operations of the Govern-
ment is what is technically called the
net cash operating deficit or surplus,
a concept for the definition of
which I must bear a measure of
responsibility.

The budget proper, you will appre-
ciate, deals with only a segment, no
doubt a very important segment, of
the financial operations for which
Government is responsible in the
course of a single accounting year.
But there are other operations outside
of the budget proper for which
Government assumes financial res-
ponsibility., These constitute the
operations financed out of advanced
accounts, also the operations of all
Government commercial activities
undertaken by statutory corporations,
for the finance of which Government
is the ultimate provider of funds. If
it were true that Government
commercial enterprises were run at
a profit, the strain on Government
finances from these commercial
activities would certainly' be much
less. But the facts are otherwise. It
is one of the tragedies of our political
life that every Government seems to
make a success of running almost
every Government commereial enter-
prise at a loss and these continuing
losses add to the financial burden of
the Government. When account is

-taken of these factors, I estimate that

the out-turn of the financial opera-
tions of the Government for the year
1960—61 will entail an overall deficit
of Rs. 470 million. But to arrive at
the net cash operating deficit, one
must exclude from this figure the
repayments of borrowings amounting
to Rs. 30 million wia rupee .sinking
funds which are a meaningless exer-
cise as I shall presently demonstrate.
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The net cash operating deficit for the
financial year 1960-61 I estimate at
Rs. 440 million provided, of course,
Government succeeds in getting the

additional revenue budgeted for.

How does this compare with
Government’s performance in the
previous years. The following table
sets out the position for the last six
years :

Net cash  Percentage
operating of
-deficit Revenue
Rs. million .
1955-56 W 12 1
1956-57 .. 1964 15.6
1857-58 . 2223 17.4
1958-59 .. 4134 3.1
1959-60 (Estimated) . 450.0 326
1960-61 (Estimated) . 4400 278

These deficits are eloquent enough ;
they are continuing to grow persis-
tently and steadily. It is true that,
thanks to the heavy dose of taxation
which the Hon. Minister of Finance
has had the courage to impose
recently,-and on which I shall offer
some comments later, the deficit in
the current financial year of Rs. 440
million—which is my own estimate—
represents a reduced fraction of 27.8
per cent of the revenue as against an
estimated deficit of Rs. 450 million,
equivalent to 32 .6 per cent revenue
in th last financial year.

How have these large and mounting
deficits been brought about? To
budget for a deficit equivalent to 30
per cent of the revenue is ruinous for
@ny national economy and can be
Justified only in circumstances of
extremity and national disaster. If
we are faced with a war or a revolu-
tion, if we are faced with the threat
of sacrifice of freedom and liberty,
then it is justified. In order to explain
how these deficits have been brought
about, one must clearly turn to an
analysis of the expenditure. The
Central Bank undertakes an admir-
able classification of Government
receipts and payments which is very
meaningful. Here again I must take
some little credit for it because I was
responsible for that classification. I
have got a long table with me, copies
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of which I could have given hon.
Senators if I was not taken unawares
today. Expenditure can be divided
into three categories: (1) Purchases
of Goods and Services ; (2) Transfer
Payments ; (3) Capital Expenditure.

“ Purchases of goods and services ”
very roughly corresponds to what is
called recurrent expenditure. That
again can be divided into three cate-
gories: (1) Administration: (2)
Social Services, and (3) Economic
Service. The “ Transfer Payments”
are a bit of a hotchpotch, In fact,
they are payments of a character
where the beneficiaries are always
at the receiving end in the sense
that no services are performed by
them. They are a transfer from one
section of this community to another.
Pensions are a fransfer payment.
They also include food subsidies on
which I shall presently have to say
quite a lot. “Capital Expenditure”
includes capital maintenance. That,
too, can be divided into Administra-
tion, Social Services and Economic
Services.

I have got a Table running from
1955-56 to 1960-61. I do not propose
to read the whole thing. I will
concentrate on the years 1955-56,
1959-60 and 1960-61.

In 1955-56, Government spent
Rs. 630 million on “Purchases of
goods and services,” made up of
Rs. 149 million on Administration,
Rs. 257 million on Social Services
and Rs. 133 million on Economic
Services.

SeEnaTorR LAYARD JAYASUN-
DERA : What about 1956-57 ?

SENATOR JAYAWARDENA : If you
are interested in the other years I
might give the figures straightway.
The expenditure on “Purchases of
Goods and Services” in 1956-57 was
Rs. 689 million ; in 1957-58, Rs. 772
million ; in 1958-59, Rs. 886 million,

In 1959-60, expenditure on “Pur-
chases of Goods and Services” was
Rs. 935 million composed of Adminis-
tration Rs. 229 million ; Social Ser-
vices Rs. 392 million and Economic
Services Rs. 190 million.
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In 1960-61, “purchases of goods
and services,” Rs. 995 million com-
posed of Administration Rs. 243
million ; Soeial Services Rs. 422
million ; Economic Services Rs. 206
million.

Now I come to Transfer Payments,
In 1955-56, the expenditure was
Rs. 233 million ; in 1959-60, Rs. 336
million ; in -1960-61, Rs. 464 million.
Of this amount, the food subsidies
are as follows—I will give the figures
for all the years from 1955-56 to
1960-61 because I am going to con-
centrate for the next 40 minutes on
this matter.

The expenditure on food subsidies
in 1955-56 was Rs. 80 million; in
1956-57, Rs. 106 million ; in 1957-58,
Rs. 112 million ; in 1958-59, Rs. 147
million ; in 1959-60, Rs. 108 million.
I have queried this figure and I will
deal with it presently. In 1960-61
the expenditure is Rs. 200 million.

With regard to Capital Expen-
diture, the  figures are: 1955-56,
Rs. 431 million; 1959-60, Rs. 546
million ; 1960-61, Rs. 505 million. You
will see the significance of my earlier
remarks. The budget provision for
1960-61 are given on a net basis after
deflating them by a 25 per cent. cut,
while the provision of Rs. 546 million
in 1959-60 was on a gross basis, with-
out a 25 per cent. cut. Hon. Senators
‘must bear in mind the need to
indulge in a bit of mental gymnastics
in order to get at the true figures.

Capital expenditure includes, as I
mentioned earlier, expenditure on
capital maintenance. I will give the
set of figures regarding expenditure
on capital maintenance for the whole
period because they are significant,
They are significant because we our-
selves as members of the public are
being affected. In 1955-56, it was

Rs. 49 million; 1956-57, Rs. 51
million ; 1957-58, Rs. 76 million;
1958-59, Rs. 73 million; 1959-60,

Rs. 70 million; in 1960-61, Rs. 66
million.

Capital expenditure again can be
divided into Administration, Social
BServices and Economiec Services. In
1955-56, the expenditure of Rs. 431
million was composed of: Capital
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maintenance, Rs. 49 million;
Administration Rs. 24 million ; Social
Services Rs. 100 million ; Economic
Services Rs. 256 million.

In 1959-60, Administration was
Rs. 49 million ; Social Services Rs. 121
million ; Economic Services Rs. 376
million.

In 1960-61, Administration Rs. 39
million ; Social Services, Rs. 99
million ; Economic Services, Rs. 347
million.

I should explain, though I repeat
myself, that the figures for 1959-60
and 1960-61 are based on the original
estimates, while the figures for the
earlier period from 1955-56 to 1958-59
are actual expenditures. Capital ex-
penditure figures for 1959-60 are
given on a gross basis, that is with-
out the 25 per cent. cut, while those
for 1960-61 are on a net basis after
deflating them by a 25 per cent. cut.
One should not run away with the
thought that the capital expenditure
for 1960-61 at Rs. 594 million is
actually lower than in the previous
year in respect of which the capital

expenditure allocable is Rs. 546
million. If a cut of 25 per
cent. is applied to this figure

to allow for estimated savings,
following the current year’s example,
it will be easily seen that
the provision for capital expenditure
in 1960-61 is about Rs. 95 million
more or nearly 25 per cent. more
than last year. This is all very com-
mendable, but the remarkable and
alarming feature of our public
finances-is that expenditure on Social
Services should be so disproportion-
ate to expenditure on FEconomic
Services. We propose to devote in
the current year only Rs. 347 million
as capital expenditure towards ex-
panding our economic services, while
we are happily content to spend
Rs. 422 million on maintaining our
existing social services and in addi-
tion incur a further sum of Rs. 200
million on a net basis on food subsi-
dies- I shall refer to this shortly.

It is important to observe that we
propose to spend less on capital main-
tenance than before: Rs. 66 million
in 1960-61, Rs. 70 million in 1959-60,
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and Rs. 76 million in 1957-58. It is no
wonder—as I am sure the Hon. Min-
ister of Social Services will agree—
our roads and public buildings are in

such a bad state of repair.

SenaTOR A. T. A. bE SOUZA : Who
is the Minister of Social Services ?

SenaTOR JAYAWARDENA : Imean
the Hon. Minister whom you and I
mentally know.

Stinting on maintenance is false
economy. Bad roads take a terrific
toll of vehicular traffic which, in turn,
calls for greater expenditure on main-
tenance of transport and involves
needless expenditure on maintenance
of road vehicles of all kinds, raises
the cost of transport and inhibits
development all round.

If one were to assign reasons in a
practical and realistic way to the
mounting budget deficits we have
experienced in recent years, one can
positively say it is due to the misallo-
cation of Government outlay. We
have been curbing our expenditure on
maintaining and expanding our eco-
nomic services which alone can sus-
tain, in the short and the medium,
term, a growing budget deficit with-
out simultaneously inviting financial
bankruptcy, while we have shown no
little alacrity in increasing our
current expenditure on social services
and on food subsidies. Our expendi-
ture in respect of economic services
has risen from Rs. 389 million in
1956-57 to an estimated Rs. 554
million in 1960-61—an increase of
only Rs. 165 million. On the other
hand, our outlay on social services
and food subsidies has risen from
Rs. 438 million to Rs. 721 million—
an increase of Rs. 283 million.

To sum up, our growing budget
deficits must be attributed to two
factors: not only are the levels of
expenditure on social services and
food subsidies disproportionately high
in comparison with levels of expen-
diture on economic services, but also
the former have been increasing
since 1955-56 at a disproportionately
faster rate than the latter.
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I should like to draw the attention
of this House to the impact of food
subsidies on Government expendi-
ture. Since 1955-56, the net food sub-
sidy has risen from Rs. 79.5 million
to an estimated total of Rs. 200
million in 1960-61. Over the period,
the total outlay on food subsidies
amounted to around Rs. 776 million,
after allowing for an increase of
Rs. 25 million on the ‘estimate of
Rs. 108 million for 1959-60, because
of the reduction in the price of
rationed rice to 25 cents per measure,
—for which my good Friends on this:
side, as Members of the last Govern-
ment, I think were responsible. The:
above figure of Rs. 776 million, I may
mention, is a npet total, net after
deducting the profit on sugar.

For the year 1960-61, the profit on:
sugar and the profit that you make on
wheat—which is .a small item—is
taken at Rs. 110 million. From a
strictly financial and economic point
of view, it is basically wrong to show
these profits as an offset against ex-
penditure. This is a bad financial
practice inherited from the past.
These profits are a tax on the com-~
munity in every sense of the term ;
they are not normal ordinary trading
profits. Government, as sole importer
of sugar, earns a monopoly profit
which is truly in the nature of a tax.
It is arguable with no little force that
if this profit was not earned, Govern-
ment could well earn an equivalent
amount of revenue by taxing mass
consumption in other ways.

The Hon. Minister of Finance, who
has shown that he is not averse to
departing from financial orthodoxy
and established procedure, will win
praise from every one who can claim
to have some little knowledge and
understanding of Government finance
if he would ensure that the profit on
sugar is credited to revenue and the
gross amount of the subsidies is
shown under estimated expenditure.
Then we can get the whole thing in a
true sense of proportion.

I reckon ‘that the sugar. profit
accruing over the six-year period
averaged Rs. 75 million, or totalled
Rs. 450 million. I am trying to com-
pare the cost of the food subsidy from

1214 °
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1955-56 up to 1960-61. So, the gross
cost of the food subsidies in this
period can be taken at, say, Rs. 1,225
million, while capital expenditure on
economic services—taking 1959-60 on
the-net basis by deflating the figure
by 25 per cent—in the same period
totals Rs. 1,766 million. In other
words, we have spent on financing
food subsidies an amount equal to
two-thirds of the capital expenditure
on economic investments made by the
Government.

SENATOR THE Hon. WIJESINGHE :
To prevent them from starvation.

SeENATOR JAYAWARDENA : No. I
will come to that in due time.

"To make the point differently, with
immediate reference to the budget
for 1960-61, one could legitimately say
that with the gross food subsidy at
Rs. 310 million and the estimated
capital expenditure on economic ser-
vices at Rs. 347 million, the govern-
ments of this country and their
supporters, whether of the hue green,
blue or red, have reduced the finances
of the country to such farcical situa-
tion that the Government is now
obliged to spend on food subsidies
an amount equal to 90 per cent of
what it spends on economic develop-
ment proper.

If that is going to be justified by,
shall I say, the specious plea that but
for the food subsidies the people of
this country would' starve it is one
of the most irresponsible statements
I have heard.

I can well understand the attrac-
tions of the food subsidy from a
political point of view but I submit
that it is a very short-sighted point
of view indeed.

SEnATOR THE How. WIJ ESINGHE :
That was proved at the last general
election.

SenaTor DUNUWILLE : Do I un-
derstand the hon. Senator to say that
the expenditure on the food subsidies
is almost equal to the amount set
apart for economic development ?
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SENnaTOR JAYAWARDENA: Al-

most equivalent—that is a short but

eﬁective_ way of putting the point. :

If one were to 'lean back and
reflect one can truly say that the
mounting food subsidy bill is the poli-
tical price which this country has been
forced to pay and the economic cast
we have been obliged to bear for the
failure on the part of those respon-
sible for our governance, since we
became independent, to carry out
appropriate policies in order to ex-
pand the base of our economy in such
a way that the country can support
the burden of a growing population.
We have failed to do so and we,
therefore, .proceed to increase in

,some small measure the real incomes

of the people by subsidising their
food, but foolishly in a manner, and
at a cost which prevents Govern-
ment from taking enduring measures
that will increase their real incomes
permanently through rapid economic
development.

I must confess the present situation
offers . admirable opportunities to
certain political groups to exploit the
situation to their great advantage.
These political groups know too well
that the mounting food subsidy bill
is a canker eating into the vitals of
the economic and financial body of
the country. They also know tob
well that so long as these subsidies
continue to grow, as they undoubt-
edly will, Government will be forced
to slow down the rate of economic
development and to impose tax
measures of a kind that will denude
the private sector of savings and
retard expansion of the private sec-
tor itself. I shall return to this
aspect presently. They are only too
fully conscious that if food subsidies
are eliminated, the present Govern-
ment will be offered a golden oppor-
tunity to accelerate development
both in the public and in the private
sector and it will, thus, be in a
position to establish on an enduring
basis a truly social democratic
society. But they are equally
conscious that should Government

succeed in this aim and in this task,
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their objective of establishing revo-
Jutionary socialism in this country
will be lost for ever, Of course, they
know too well that if and when they
‘come to power, one of the first acts
they do will be to eliminate the food
'subsidy, but they will argue on
their terms. Their quid pro quo for
eliminating food subsidies is national-
jzation of the means of production.
“Truly, Mr. President, I have rarely
come across a neater and more con-
wincing political argument than this.
I must warn the Government in all

» thumility and with all the emphasis

at my command that until and unless
the Government grasps this very
awkward nettle of the food subsidy
bill and destroys it, it must become an
unwitting victim to revolutionary
socialism, which is as different from
the democratic socialism of the late
Prime Minister, if I understand it
aright as chalk is from cheese.

SeENATOR DE SOUZA : Is there any
other solution ?

SenATOR JAYAWARDENA : If the
hon. Senator will wait a little longer,
he will get the solution.

SENATOR DE SOUZA : Wait for a
dirachcha lanuwa !

SenaToR JAYAWARDENA: 1
would, therefore, invite the Govern-
ment to strive to take this incubus of
a food subsidy out of the forum of
polities and solve it in the only terms
it can be satisfactorily solved. Why
not call a round-table conference of
the political parties that matter and
evolve an agreed programme for
eliminating the food subsidy over
time—a programme which envisages
an increase in economic investment
more than corresponding to the
saving on food subsidy ; a programme
which, offers a subsidy on paddy
production, if a subsidy is at all
necessary, which is geared to pro-
_ ductivity, a programme which im-
poses a reduction in the consumer
subsidy corresponding to an increase
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in real employment and income.
There are many ways of solving the
burden of the producer of paddy.
One way would be to make the sub-
sidy payment geared to produc-
tivity, not in cash but in savings cer-
tificates encashable ten years hence.
This will entail a measure of forced
saving. Whatever be the chosen
programme, it must be carried out in
stages, leading eventually to the
elimination of all food subsidies,
consumer and producer. It must,
however, be a programme carried
out in concert with political matters
so that they are not enabled to make
political capital out of this issue.

I hope you will forgive me if I
detain this honourable House a
moment or two more on this very
vital issue.

Thanks to the Hon. Minister of
Finance, we know for the first time
how the food subsidies are composed
of, namely :

Rs. million
Subsidy to consumer 179.9
Subsidy to producer 129.0
Subsidy on local red
onions i 1.2
310.1
Less profit on sugar,
wheat &c. 110.1
Net subsidy 200.0

SeExaTOR THE Hon. WIJESINGHE :
What about dhal and maldive fish ?

SENATOR JAYAWARDENA : How
much doesthat come to ?

SexnaTor THE Hon. WIJESINGHE :
Rs. 3.4 million,

SENATOR JAYAWARDENA : Then
it will increase the deficit a little
more.

SenaTor TrE Hon. WIJESINGHE :
Because you do not see it.

SEnaATOR JAYAWARDENA :
it quite well.

I see
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With the guaranteed price of paddy
:at Rs. 12 per bushel, the delivered cost
of a measure of domestically grown
rice works out to 93 cents per
measure, The delivered cost of im-
imported rice works out to 38 or 42
cents per measure. Government sells
both at 25 cents,

SENATOR DE SOUZA : In one case it
is foreign exchange, but it is not so
in the case of the other. I think

there is some jugglery with figures. ¥

SenaToR JAYAWARDENA : I will
meet that argument in a moment, I
shall explain the position. It is the
tragedy of our economic policy that
we should have fastened on this
country a subsidy scheme which
brings about the most strange and
weird results. It is recognized by all
—and this recognition is cenfirmed
by the provision in the Estimates—
that agricultural development must
assume a leading role in our economic
expansion. By and large, all expen-
diture on agricultural development—
including provision of irrigation and
land utilization—had the end result
of increasing the output of rice by
intensive and extensive cultivation.
How many of us have paused to con-
sider that every time money is devo-
ted to agricultural development, it
imposes a financial liability through
an increase in the food subsidy ?

May I generalise, Mr. President, to
add point to my argument ? Ceylon
is, indeed, unique in its contemporary
economic policy. Since our develop-
ment policy must necessarily continue
to have for years to come an agricul-
tural bias—I do not for a moment
ignore industrial development as I
shall presently show—and since agri-
cultural development must continue
to be oriented towards expanding rise
production, Ceylon happens to be the
one solitary country. in this wide
world where development policy, in-
stead of easing materially the finan-
cial burden, aggravates it by imposing
a financial liability which continues to
mount as development itself proceeds,
thanks to our scheme of food subsi-
dies and thanks, indeed to our
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far-sighted politicians who had been
responsible for our governments in
the past !

I can understand the need for food
subsidies in certain societies of the
contemporary world. An affluent
society can enjoy the luxury of food
subsidies ; indeed, circumstances are
conceivable where the continuance of
food subsidies on a large scale is a
pre-condition of the society remaining
affluent. In a stagnant society, food
subsidies have no rightful place. In a
stagnant society striving to seek self-
sustaining growth, as it must, in order
to escape revolution, chaos and
misery, food subsidies are, indeed, a
snare and a delusion. It speaks
volumes for the political statesman-
ship of our past and present Govern-
ments, of our past and present
leaders ; it is a sad reflection on the
financial acumen—or may I say
wizardry—of our Finance Ministers -
that we should have so contrived to
fasten the burden of a mounting food
subsidy bill on a stagnant economy
like ours, which only an affluent
society like the United States of
America can truly afford to bear.

I shall now deal with the interrup-
tion of my hon. Friend Senator de
Souza. The point was made—if I un-
derstood him aright—that if we
import food there would be loss of
foreign exchange, that if we subsidise
and grow domestic food there wouid
be no loss of foreign exchange.

SENATOR DE SOUZA : That is not
the point. I was only asking whether
it is not financial jugglery to compare
the 42 cents you pay on the foreign
exchange with the 95 cents you pay
locally.

SENATOR JAYAWARDENA : There
is no financial jugglery involved. I
cannot understand how it can arise
although I understand what my hon.
Friend means.

SENATOR DE SOUZA : In a little time
you will see the point. -
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SeENaTOR JAYAWARDENA : I see
the point perfectly. Forty-two cents
is spent on the foreign exchange and
95 cents locally. The difference is
because we pay for high cost rice and
we pay it for domestic production. If
we want high cost rice we must pay
in order to get it. We pay that price
knowing that it is for high cost rice,
but we do not tax ourselves. We have
a series of budget deficits of the mag-
nitude that I have been pointing out.
I shall presently show that our ex-
ternal financial crisis is due to the
mounting deficits. One reason for the
mounting deficits is the food subsidies
and the food subsidies are being ad-
ministered in a way that does not
in the least increase production. The
farmer who is indifferent gets the
same subsidy per measure as the
farmer wheo is efficient. The good, bad
and indifferent farmers are all treated
alike. I can understand the use of a
food subsidy in the relevant and sen-
sible meaning of the term if it is
geared to production. If we do want
for certain reasons to have high cost
food, we must address ourselves to
the question, “Is that the most effi-
cient way of utilizing our limited re-
sources ?” There are many ways of
providing food.

SeExaToR DE SOUZA: My hon.
Friend has missed my point. He has
not yet followed the point I made.

SENATOR JAYAWARDENA : If I
have not followed it, I hope my hon.
Friend will develop it.

It is far better for us to dig holes
in the ground and fill them up and
employ people in the task of filling
them—economically it is the most

“wasteful way of spending money—
rather than continue to have rice
production at this high cost. I do not
think we need pay this high price for
our rice. There is no necessity. In
fact, it could well be reduced to some-
thing within reasonable limits.

SeEnaTorR JAYASUNDERA :
are saving on foreign exchange.

We

SENaToR JAYAWARDENA: The
saving of foreign exchange has noth-
ing to do with it. '
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SeENATOR DE SOUZA : The 95 cents
paid locally cannot be compared with
the 45 cents paid on the foreign ex-
change.

SENATOR JAYAWARDENA : The
38 or 45 cents on foreign exchange
can be directly compared with the 95
cents paid in Ceylon rupees for
domestic rice. There is no difference
between the {wo prices and there
is, in fact, no economic point
in the statement that we must

- prefer high cost rice, domestically

grown, to cheap foreign rice, unless
and until we are prepared to
say that we are willing to pay that
price, either by getting back the full
cost of the rice from the con-
sumer or by taxing ourselves in some
way and seeing that the full cost is
paid from revenue. I think it is one
of the most foolish things to grow
high cost rice unless we are told that
there is no other way of using our
resources, which I refuse to believe,
In fact it is far better for us, in every
economic sense I know of, to have in
every village half an acre of land and
to employ people in relays so that one
set may dig holes in the ground and
the other set may fill it up. You can
continue to employ them in this
useless task of digging holes and
filling them knowing fully well that
it is utter economic waste.

AN Hon. SENATOR : What about
the consumer subsidy ?

SENATOR JAYAWARDENA: I do
not see any reason why the consumer
should be subsidised at all. Why sub-
sidise him on rice alone ? Why not
on anything else!

SENaToR DUNUWILLE: People
must live.

SENATOR JAYAWARDENA : . They
can well live if they can get employ-
ment, You cannot get employment
without development, and you cannot
have development without funds, and
you cannot have funds so long as you
have this subsidy. I know my hon.
Friends have got the answer—“ Na-
tionalise”, and abdacadabra, over-
night you get funds in plenty,
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SENaTorR JAYAWARDENA: True,
this advice was given. All I say is
that if, along with that advice,
corresponding action was really
taken, the consumer subsidies would
not have been what they were.

However, there is one thing about
which I am convinced. I say in all
humility that there is mno financial
device I can think of—I wish others
can think of one—in a social demo-
cratic society, not a society of revolu-
tionary socialism, which can afford
to finance the food subsidy on this
mounting scale and yet carry out a
development programme. You can-
not have both. One or the other
must be sacrificed, and what we have
sacrificed now is the development
programme. Today we have mount-
ing unemployment, and that is
because Government cannot carry on
a development programme ; because
by an accident of events which has
become an accident of policy we have
fastened on us the responsibility of
carrying on a food subsidy scheme
which is politically most unsound, as
I shall presently show. It pays today
for certain members of a certain
political group—if I belong to that
political group I would do the same—
to use every conceivable argument to
ensure that the food subsidy stays,
because the only hope they have of
bringing about a revolution in this
country within our generation in the
next five years is by seeing to it that
the food subsidy is not removed.
That is the best way they have—
nothing else—of bringing about a

revolution.

I wish to bring to the notice of the
House and this Government that the
food subsidy has concealed within
it dynamite, and that this dynamite
will destroy the Government if it
has not the courage to accept the
challenge. I make bold ‘to say that
if there is one Government that can
do so and accomplish this task—I am
not saying this merely to flatter any
Member of this Government—I can
think of no Government up to now
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other than the Sirimavo Bandara-
naike Government which is political-
1y in a position to carry home to the
people the unpalatable message that
the only salvation this country has to
preserve democratic -socialism is by
removing the food subsidy.

I wish this Government well, but I

"for one will continue to despair of

any rational and sound economic -
policy and self-sustaining economic
development in the concept of a
social democratic society—I do not
mean in a society of revolutionary
socialism—so long as the present in-
cubus of food subsidies continues to
be with us. I would indeed prefer
to equate the Government's develop-
ment programme inversely with the
size of the food subsidy bill—and the
size of the food subsidy bill on gross
terms alone.

After all, what the people of this
country are interested in is not arti-
ficially cheap food ; they want income
whereby they may be able to buy
food at the right price, at the given
price. But when the people do not
have employment, they cannot have
an adequate income. And they can-
not have employment, because there
is no development—which is obvious-
ly due to the failure on the part of
those who were responsible for our
Governments, previous and present,
to provide a programme of economic
development on a scale adequate to
take care of our rising population.
They have not been able to do it be-
cause the food subsidy is eating into
the vitals of the finances of this coun-
iry.

One of the fortunate things in the
life of this countiry is that we have
not fastened ourselves with a subsidy
on clothing. You will remember that
just after the last war we had food
control and textile control. It is the
greatest of good fortunes that the
Government or the Minister respon-
sible at the time did not take into its
or his head to peg down the price of
textiles also, as in the case of food,

- housing and so on. I do not want to

go into the economics of it, but the
same argument could have been used
for a subsidy on textiles as on food
in respect of which the Government
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[Senator Jayawardena] :
of the day very foolishly indeed
decided to give a guarantee for
five years pegging the price
of a bushel of rice at Rs. 12
when that was the price then
obtaining in the world market—and

that guaranteed price .has come
to stay. If, for instance, we.
had at one time controlled
the price of textiles, today

we would have been having in our
estimates a subsidy for textiles as
well. At that rate, we can use the
entire revenue of the country to
subsidize everything from the cradle
to the grave !

I have endeavoured to show how
the burden of a mounting food
subsidy bill is crippling Government’s
ability to finance much needed
economic development. But there are
other repercussions of an equally
grave kind. I computed earlier, if
you will recall, from the Hon. Finance
Minister’s estimate of a budget deficit
of Rs. 340 million, that the actual
cash operating deficit for the current
financial year is more likely to be of
the order of Rs. 440 million, without

making any allowance for the
increased outlay on personal emolu-
ments iIn consequence of the
inevitable implementation of the

Salaries Commission’s report which
is expected soon. Even if we take the
Hon. Finance Minister’s figure of
Rs. 340 million as the deficit, one
need only consider what the state of
our publie finances would be if there
was no food subsidy at all. Govern-
ment would have saved Rs. 310
million at one remove, and the deficit
would have been reduced to a mere
Rs. 30 million assuming, of course,
that there was no increase in expen-
diture on development. But that is
an unreal assumption. The point at
issue is that the nature of the deficit
would have assumed a different
complexion altogether. I am not
concerned with the size of the
deficit. I am concerned with the
nature of the deficit that would have
been incurred. The deficit would
have been incurred to finance deve-
lopment instead of to finance
consumption or even to finance
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production in a manner completely
unrelated to productivity. At present
the good, bad and indifferent paddy
farmer gets the same rate of subsidy,
but bad farming is not penalized and
good farming is not encouraged.
How have the budget deficits in
the past, to which the food subsidy
bill has made a substantial contribu-
tion, been financed and how does the

‘Minister propose to finance it in the

current year ? He expects to raise
Rs. 240 million from domestic bor-
rowing and Rs. 150 million from ex-
ternal loans. I have the gravest
doubts about our ability to raise
Rs. 240 million in the domestic
market from non-inflationary
sources, that is, from sources other
than the banking system. I am .even
prepared to take a sporting wager
with the Hon. Minister that he will
not succeed in getting anywhere
near this figsure. It is true that the
Employees Provident Fund provides
a ready source of finance for Govern-
ment. Subscriptions to loans from
this source are unlikely to exceed
Rs. 60 million a year. There is a
widespread belief that nationalisa-
tion of life insurance would result in
a large amount of additional funds
towards Government loans. Nothing
could be further from truth. In the
last three years, insurance companies
have invested in Government securi-
ties an amount ranging from Rs. 7
million to Rs. 12 million. Since
foreign life insurance companies in-
vest althost the entirety of their sur-
plus funds in Government securities
and Ceylonese companies invest
around one sixth of their accruals in -
such securities—the balance being in-
vested in the private sector and as
loans to policy-holders—it is unlikely
that Government will obtain on
nationalisation of life insurance any-
thing more than Rs. 15 million by way
of subscriptions to Government loan
as against an average of Rs. 10 million
in the past. From thess two sources,
Government is likely to receive Rs. 75
million in all.

Government has at its disposal an-
other source of funds which can take
up Government securities. This
source consists of sinking fund contri-
butions to rupee loans, which are now
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around Rs. 30 million. I do wish the
Hon, Minister of Finance does look
The
present exercise of providing sinking
funds for rupee loans is a heritage
from colonial finance, when it was the
practice to raise external loans for
which a sinking fund is an indispen-
sible requirement ; otherwise,
foreigners would not lend the money
to any government, whether it be
this Government or any other
government, in Ceylon or elsewhere.
But a sinking fund for rupee loans is
financial stupidity in excelsis. I must
confess that soon after the Central
Bank was established, Mr. Exter,
who was the then Governor, and I
managed to convince the Treasury
that there was no need to provide a
sinking fund for rupee loans, and a
series of loans were floated under the
borrowing powers then in force with-
out any sinking funds. :

Subsequently, when fresh borrow-
ing powers were required—I had by
then left the Central Bank—the
authorities then responsible for
affairs thought it essential to write
into the new Act conferring fresh
borrowing powers, provision that
there should be a sinking fund for
each rupee loan. .

What is the result now ? Because
Government is now enjoined to pro-
vide money for rupee sinking funds,
it has to budget in the estimates the
necessary provision which in the
current year amounts to around
Rs. 30 million. Because of this
needless provision, the budget deficit
is enlarged by precisely a correspond-
ing sum. And the Hon. Minister of
Finance goes to the market to raise
loans to cover this enhanced budget
deficit. It is no better than robbing
Peter to pay Paul.

One does not require much finan-
cial perspicacity to realise that the
only effective sinking fund for a
domestic loan is a budget surplus and
in the absenee of such a surplus the
only effective backing to domestic
loans is the police powers vested in
the State to tax the people ! I would,
therefore, appeal to the Hon. Minister

[7 DECEMBER 1960]

—8econd Reading 1298

of Finance, who has shown his readi-
ness to take a practical view of fin-
ance, to do away with the fiction of
sinking funds for rupee loans.

I must now return to my main
theme. Inclusive of contributions to
rupee loan sinking funds, the amounts
available for subscription to domestic
loans add up so far to Rs. 105 million.
The Hon. Minister confidently as-
sumes that “ in view of the measures
taken to reduce expenditure on non-
essential imports, it should be possible
to borrow more locally than hither-
to”. This is, indeed, a very naive as-
sumption. He has, unfortunately,
overlooked the fact that his taxation
proposals impose an additional
burden of Rs. 130 million on that
sector of the community which has
any savings capacity. The instifu-
tional savers such as the savings
banks and the provident funds and
trusts—exclusive of the Employees
Provident Fund already allowed for
—may well take up, say, Rs. 35 mil-
lion in Government securities. This
makes up a total of Rs. 140 million
on my reckoning, which is Rs. 100
million short of the Hon. Minister's
own optimistic estimate.

If this estimate includes borrowing
from bank sources, then I agree that
not even the sky is the limit to
Government borrowing, provided the
authorities are willing to pay the
grievous price of inflation. I am
doubtful, however, that the Minister
will collect Rs. 130 million from his
additional taxes. I shall refer to this
aspect later. But I shall assume for
the present that his anticipations are
correct. It is most unlikely that
foreign loans and aid will add up
to the contribution of Rs. 210 million
which the Hon. Minister has esti-
mated, but I take that figure, too, as
being correct.

If past performance is any guide in
this rather difficult field of estimat-
ing, the effective contributions from
these sources which can be reckoned
as available within the financial year
are unlikely to exceed Rs. 150 million.
It takes time to negotiate loans, to
negotiate aid ; it takes years to make
the necessary arrangements. I am
rather concerned with the position
within the next nine months as three
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months have already passed. Accord-
ingly, on my own calculation, one is
left with a total of Rs. 290 million
only as being available to finance a
budget deficit of Rs. 340 million.
There is a deficit of Rs. 50 million
instead of a surplus of Rs. 110 million
anticipated by the Hon. Minister.

That is the conclusion. 3

- However, if we take the net eash
operating deficit as computed by me
at Rs. 440 million for the year 1960-61,
and the non-inflationary sources of
finance at Rs. 290 million on the
estimates which I have just shown,

there is a gap of Rs. 150 million which

can only be
creation.

financed by credit

'To sum up, then, my thesis is that
the budgetary operations in the
current financial year will leave an
inflationary gap of Rs. 150 million
instead of a deflationary potential of
Rs. 110 million as envisaged by the
Hon. Minister because he quite
rightly took his deficit at Rs. 340
million, and his estimated sources of
finance added up to Rs. 450 million.
So, if his expectations are fulfilled—
I do hope and pray that they will be
fulfilled; I am not making these
statements out of sheer delight to
disprove somebody else’s calecula-
tion—nobody would be happier than
myself because then we would not
get into a mess, as I anticipate we
would, and I shall proceed to explain
‘why. But we would be fooling our-
selves as responsible Members of this
House if we did not say what in our
view was the more reasonable out-
_ come of the budget.

SENATOR DE SOUZA : What about
under-expenditure ?

SENATOR JAYAWARDENA : T took
under-expenditure into account and
said that there was a 5 per cent.
under-expenditure on current
account every year. I took into
account the fact that in the past
there has been an under-expendi-
ture of 25 per -cent. on capital
expenditure. I took into account
‘what the Hon. Minister of Finance
.did not take into account, namely,
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that there would be supplementary
provision on recurrent expenditure
amounting to about 10 per cent. of
the budget, whereas in the past this
has ranged from 25 to 35 per cent,
I took into account that because of
the anxious urge—a very desirable
urge—on the part of the Government
to expand development programmes,
actual expenditure on capital account
would be 7% per cent. more than
budgeted for.. So that, the actual cut
would be 17% per cent. and not 25 per
cent.

After taking all that into account
—I am repeating this for the benefit
of Senator de Souza who asked the
question——after allowing also for
the cash that the Government would
need to finance extra-budgetary
operations, including advance
accounts, financing losses in all the
very  unsuccessful . undertakings
operating in a commereial way
which every Government in the past
has had to do, I came to the conclu-
sion that the cash operating deficit,
which is the relevant figure, would
be Rs. 440 million and not Rs. 350
million. And I demonstrated that
the ultimate outcome on the basis of
my calculations would be that there
will be an inflationary gap of Rs. 150
instead of a deflationary
potential of Rs. 110 million,

I agree that figures can be made to

- prove anything. I have explained in

some detail the basis of my calcula-
tion. I have made estimates from
knowledge available outside, with the
little understanding I have of these
matters. No one would be happier
than myself if 'I am proved to be
wrong, and I do hope and pray that
the Hon, Minister of Finance would
be right. However, I shall be false
to my own understanding of these
matters if I do not emphasise that
on a realistic view of the budgetary
prospects for the current year the
likely outcome is an inflationary gap
of Rs. 150 million on Government
account alone.

Inflationary borrowing through
the banking system and running
down of cash balances must inevit-
ably have its impact on Ceylon’s
external assefs.. I shall recount the
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extent of the inflationary borrowing
in recent years. In the year 1957-58
inflationary borrowing to the extent
of Rs. 107.8 million was indulged in ;
in 1958-59, the figure was Rs. 241
million. These two figures are
taken from the Report of the Cen-
tral Bank., In 1959-60, I estimate
that inflationary .borrowing would
be Rs, 275 million. For 1960-61 I
estimate Rs. 150 million. I must say
—and I say it in all sincerity——
that the Finance Minister must be
congratulated on containing the in-
flationary gap within the lower limit
of what on my calculation, is around
Rs. 150 million in the current year
from the unmanageable totals of
Rs. 241 million and Rs. 275 million
respectively in the two preceding
years, because if we had gone on in
that fashion there would have been
nothing left of this country. My
hon. Friend says, “We ecan tax
more.” I agree with him that we
can tax more—up to the point that
we invite revolution of the kind that
he wants!

SENaTOR DE SOUZA : What is the
hon. Senator congratulating the Hon.
Minister on, except taxation ?

SenaToR JAYAWARDENA: I am
congratulating the Hon. Minister for
containing not only on the taxation

SENATOR DE SOUZA : He is contra-
dicting himself !

Toe PRESIDENT : Hon. Senator,
please carry on with the debate.

SenaToR JAYAWARDENA : The
Hon. Minister of Finance must be
congratulated on containing the in-
flationary gap within Rs, 150 million
from unmanageable totals of Rs. 241
million and Rs. 275 million in the
two preceding years.

A very useful exercise is to relate
this inflationary gap to the fall
in externa] assets in the years in
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question. In the year 1957-1958, exter-
nal assets fell by Rs. 113 million ; in
the year 1958-59 they fell by Rs. 128
million and in the year 1959-60, they
fell by Rs. 235 million. For the
year 1960-61 I have got a question
mark. i

SenaTorR THE Hon. WIJESINGHE :
Nought !

SENATOR JAYAWARDENA : What
is noteworthy in this list of losses of
external assets is the cumulative
impact of large budget deficits fin-
anced through bank credit on the
rate of decline of our external
assets.

In 1957-58, inflationary borrowing
was Rs. 108 million and external
assets fell by Rs. 113 .million. In
1958-59, inflationary borrowing was
Rs. 241 million and external assets
fell by Rs. 128 million, In 1959-60,
inflationary borrowing was Rs. 275
million and external assets fell by
Rs. 234 million. The reason for this
fall is this: there is what is called
the cumulative impact of this credit
creation on the assets, and when the
cumulative impact takes effect, then
the fall in assets takes place at a
very much faster rate than the
deficit. It requires a certain amount
of intricate reasoning of a character
which would not interest us. All I
want to point out is that these large
budget deficits financed through
bank credit go on increasing to a
point when you get a financial erisis

"almost overnight. These financial

crises do not come announced. They
come unannounced and take more
stable governments than ours by
surprise,

SenaToR DUNUWILLE :
thief in the night.

Like a

SENaToR JAYAWARDENA : Our
external assets as'at 30th September,
1960, stood at Rs. 530 million, as com-
pared with Rs. 1,005 million three
years ago. That is noteworthy. The
figure of Rs. 530 million includes
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[Senator Jayawardena]
Rs. 70 million held against sterling
sinking funds which are not usable
at all. Here again, I plead with the
Hon. Minister of Finance that he
might well get the Central Bank to
publish the net external assets figure
instead of the gross figure.

And it being 7.30 p.m., the debate
stood adjourned; debate to be
resumed tomorrow.
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ADJOURNMENT

Resolved, “ That the Senate do now
adjourn. "—[Senator The Hon. A. P.
Jayasuriya.]

Adjourned accordingly
at 7.30 p.m. until 2.30 p.m.
on Thursday, 8th Decem-
ber, 1960, pursuant to
Resolution of the House
this day.
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