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The House met at 2 p.M., MR, SPEAKER
[TeE Hon. Sir ALBerT F. PEriEs, K.B.E.]
in the Chair.
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MESSAGE FROM THE
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(Mr. Speaker)
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“ An Act to amend the Bribery Act.”.

““ An Aect to incorporate the Ceylon
Railway Daily-paid Workers’
Benevolent Association. .

6® B®mY,
@ace DHod i Om,
ARED. exsE ¢,
g e Hznd.
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Ordered to lie upon the Table.

(1) Sessional Paper XI of 1965. Annual
Report of the Rubber Research Institute
of Ceylon for the year 1963.

(2) Ten Food Control Orders, Nos. 205,
206, 207, 208, 209, 210, 211, 212, 213 and
214 made by the Minister of Agriculture,
Food and Co-operatives under Sections
4 (1), 4 (1) (i), 4 (1) (Gv) and 4 (1)
(vi) of the Food Control Act, No. 25 of
1950 —[ & 98, 8. e &)


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

3 Bewidn 5% eddcw 4

2Em 88nd
amedus 9 BFw GNud Bewo WS GE.
sur 9L B BamssCeuaQeler 2p G
0 e g
Ordered to lie upon the Table.
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ORAL ANSWERS TO QUESTIONS
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EASTERN PAPER MILLS CORPORATION :

SALES AND PERSONNEL & WELFARE
OFFICERS

2. e0Pemndu &, Swmwme (s
WEB Ge VY B)

(g8 sorfE o. rerure—mgpu
e EES Sl )

(Dr. A. Ratnapala—Appointed Member)
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asked the Minister of Industries and
Fisheries: (a) When were the
present Sales Officer and the Person-
nel and Welfare Officer of the Eastern
Paper Mills Corporation appointed
and what are their qualifications ?
(b) Were these posts advertised with-
in the service and outside before the
appointments were made ? If not,
why ? (c¢) On what salary scale were
they appointed and what are their
present salaries ?

o & 8. @d. 9B (DY 5
M (IS G OB)

(Qsorreas 2. 1. gy & U FET—N G S
Qarife, s pQmife gyeiwési)

(The Hon. D. P. R. Gunawardena—
Minister of Industries and Fisheries)

(a) The Sales Officer and the
Personnel & Welfare Officer of the
Fastern Paper Mills Corporation
were appointed on 1.2.64 and 11.5.64,
regpectively. The Sales Officer has
passed the B. A. (Ceylon) and the
Associate Membership Examination
of the Institute of Transport, London.
The Personnel and Welfare Officer is
a qualified Proctor of the Supreme
Court and a Notary Public.
(b) These posts were not advertised.
In the opinion of the Board of
Directors there were no suitable
employees within the corporation to
take on these responsible functions.
In pursuance of a Ministry directive
that priority be given to staff retren-
ched from Oil Companies in filling
existing vacancies, these two officers
were interviewed, found suitable and
appointed. (c) (i) The Sales Officer
—Salary scale Rs. 4,800—10 x 480—
Rs. 9,600. Present Salary—Rs. 520
(basic) on this scale. (ii) Personnel
and Welfare Officer—Salary scale
Rs. 4,800—10 x 480—Rs. 9,600. Present
Salary—Rs. 520 on this scale.
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EASTERN PAPER MILLS CORPORATION :
ACCOUNTANTS

3. 00Vemles Suf my¥enE
(daughu sarfe rierure)

(Dr. Ratnapala)
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asked the Minister of Industries and
Fisheries: (a) Will he state how
many Accountants are employed at
the Head Office and how many at the
Mills in the Eastern Paper Mills
Corporation ? (b) Were any of these
Officers trained in India in Cost
Accountancy ? If so, when? (c)
Where are they posted at present ?
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(The Hon. D. P. R. Gunawardena)
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EASTERN PAPER MILLS CORPORATION :
EXERCISE BOOK MAKING MACHINE

4 coRemhde SuY MG .

(daugHu sarpll rserure)

(Dr. Ratnapala)
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asked the Minister of Industries and
Fisheries : (a¢) When was the Exer-
cise Book Making Machine purchased
by the Eastern Paper Mills Corpora-
tion ? (b) By whom and at what
cost was it purchased ? (¢) Was the
Minister’s approval obtained prior to
the purchase of this machine te=(d)
Is the machine working to full capa-
city ? If not, why ? (e) Was it not
the intention of the corporation to
produce the entire country’s require-
ments of exercise books with this
machine and in addition export the
excess to other countries like
Burma ? (f) Is he aware that orders
are being given to private manufac-
turers of exercise books to make and
supply exercise books to the
corporation ?

aé 8. 8 @l @dEA»
(Qaorray 1o, 1. i, @ereui sar)
(The Hon. D. P. R. Gunawardena)

(e) In 1962. (b) By the corpora-
tion for Rs. 487,000 (inclusive of
spare parts). (e) Yes. (d) The
machine is not worked to full capa-
city. There are 13 other manufac-
turers of exercise books in the private
sector, and working this machine to
full capacity would have adversely
aﬁected them. (e) It was the inten-
tion of the corporation to produce
the entire requirements of exercise
books of the country through this
machine as well as through the
private manufacturers, so that the
excess produced could be exported
to foreign countries. But subse-
quently restriction on imports of
paper baving been imposed by the

28m EEnd

Government, the mill at Valaich-
chenai has been compelled to pro-
duce other varieties of paper, and so
no surplus for export will be avail-
able till self-sufficiency in paper Iis
reached. (f) Complaints were
received from time to time from
schools and other genuine users that
exercise books could not be obtained
from the approved manufacturers or
from dealers. The corporation there-
fore itself obtained supplies from the
manufacturers and issued to such
persons.
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PUBLIC TRUSTEE . ADMINISTRATION OF
VIHARES ETIC.
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(Mr. P. B. Wijesundara—XKiriella)
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asked the Parliamentary Secretary to
the Minister of Justice: (a) Will he
state the grounds on which a vihare
or a place of worship is brought under
the administration of the Public
Trustee ? (b) Is he aware that such
places of worship are brought under
the administration of the Public
Trustee on the basis of the income
they receive ? (¢) Will he state the
minimum monthly income a vihare
should have to bring it under the
administration of the Public Trustee ?

20. 90. 8. »AB» VSWmE e
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B85 syowasfer urrresnerps sriughs)

(Mr. M, H. M. Naina Marikkar—Par-
liamentary Secretary to the Minister of
Justice)

(a) (i) When the funds of the
vihare are mismanaged; (ii) When
the vihare itself is mismanaged ; or
(iii) When the temporalities belong-
ing to the vihare are mismanaged ;
(iv) When they are of religious or
national importance. (b) No. There
are vihares and temples which have
been brought under the Ordinances
although they receive little or
no income. (c) The Buddhist
Temporalities Ordinance does not
stipulate a minimum monthly income
which a temple should have for the
purpose of bringing it wunder
Section 4 (1) of the Ordinance.
There are at the present time under
the administration of the Public
Trustee temples whose incomes are
from Rs. 400 per annum upwards.
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JUSTICES OF THE PEACE FOR KIRIELLA
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asked the Parliamentary Secretary
to the Minister of Justice: (a) Is he
aware that not a single Justice of the
Peace has been appointed for Kiriella
electorate since July 1960 ? (b) Is he
aware that most of the Justices of
the Peace who have been appointed
for Kiriella have their permanent
residences in Colombo ? (c¢) Will he,
therefore, take steps to appoint as
Justices of the Peace those who have
been recommended by the Govern-
ment Agent, Ratnapura, for Kiriella
electorate ?

DAz D8N nE .

(2@ pdle whsari)

(Mr. Naina Marikar)

(a) Yes. No Justice of the Peace
was appointed for the Kiriella electo-
rate under the last Government.
(b) Of the four Justices of the
Peace of the Kiriella electorate, two
would appear to be resident for the
greater part of the time in Colombeo,
(c) If more Justices of the Peace are
found to be necessary for this area
a sufficient number of new appoint-
ments‘will be made, and when doing
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so the claims of those who have been
recommended by the Government
Agent will be given due we:ght.
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ALLEGATIONS OF CORRUPTION
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asked the Parliamentary Secretary to
the Minister of Local Government :
(a) Is he aware that a resolution was
passed by the Urban Council, Ratna-
pura, on 9th February 1963, requesi-
ing the Government to appoint a
commission to inquire into the alle-
gations of corruption made by the
public against the urban council ?
(b) Will he take early steps to
appoint a commission to inquire into
these allegations and to punish those
who are found guilty by the
commission ? (¢) Will he take steps
to have a clean administration in the
urban council in future ?
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(Mr. R. Premadasa—Parliamentary
Secretary to the Minister of Local
Government)
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asked the Parliamentary Secretary to
the Minister of Commerce and
Trade: (a) How many Committees
of Co-operative Unions have been dis.-
solved since the present Government
came into power ? (b) What were the
complaints against each of these
Unions ? (¢) Has the Commissioner
of Co-operative Development recom-
mended the dissolution of these com-
mittees after inquiries had been held
into these complaints ? (d) Will he
order the Department for Co-opera-
tive Development to convene the
general meetings of these unions to
enable them to elect the new
committees ? (e) If so, when, and, if
not, why ?
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(Mri B = AL Peeris—Parliamentary
Secretary to the Minister of Commerce
and Trade)

Mr. Speaker, the Answer is a long
one. May I have your permission to
table it ?
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(Mr. Speaker)

If it is a very long reply, it might
be tabled and it will be printed in
the HANSARD.
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Is that in Order ?

2D BN DD
(eurprwuat DUl &6 )
(Mr. Speaker)

Yes.
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(a) The Committees of three

M.P.C.S. Unions have been dissnlved
during the period 23.3.65 to 7.7.65.
They are as follows : '

(1) Denuwara Co-operative Stores and
M.P.C.S. Union Ltd.—Pilamatalawa.

(2) Galle M.P.C.S. Union Ltd.—Galle.

(3) Pasyodun XKorale West M.P.C.S.
Union Ltd.—Matugama.

(b) (1) According to the charge
sheet forwarded on 15.4.65 the Com-
mittee of Denuwara Co-operative
Stores and M.P.C.S. Union Ltd. is
guilty of the following :

(i) Failing to take disciplinary action
against the President and the
General Manager for utilizing
Rs. 2,137 of the Union’s funds on
the direction of the President,
Mr. T. B. Jayasundara, who was
himself a candidate at the Par-
liamentary elections, to purchase
a loud speaker obtainable on a

special permit by a candidate
only.

(ii) The decision of the committee to
maintain the aforesaid Iloud
speaker for the use of the Union
because of the failure of the
President, Mr. Jayasundara, to
honour his promise to the Gene-
ral Manager, namely that he will
purchase the loud speaker with
a profit to the Union.

(iii) The attempt made to hide the true
facts about the purchase of the
loud speaker by recording the

decision arrived at on 19.2.65 as
follows :

“The purchase and hire of a
loudhspeakelr ;dIt was decided to
purchase a loud speaker from the
C. W. E. and hire it.” 18
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(2) According to the charge sheet
forwarded on 17.4.65 the charges
against Galle M.P.C.S. Union were as
follows :

(i) The commitiee elected on 3.3.62
should have held Annual General
Meetings before the end of
March 1963, 1964, and 1965.
Although an Annual General
Meeting was held on 7.12.63 it
had been adjourned before all
business was disposed of but no
attempt had been made to hold
the General Meeting again. No
steps had been taken to hold the
next two Annual General Meet-
ings either. By-law 18 (2) had
thus been violated.

(ii) In terms of the same by-law ordi-
nary General Meetings have to
be held at least every six
months to consider any outstand-
ing matters. No such General
Meetings have been held, thus
violating this by-law again.

(iii) During the 9 months from May
1964 to January 1965, 10 commit-
tee meetings have had to be ad-
journed for the want of a
quorum. They were the meetings
due to be held on 29.5.64, 18.7.64,
15.8.64, 1.9.64, 7.9.64, 9.9.64, 18.9.64,
5.12.64, 31.12.64, 30.1.65. Since
these meetings had to be post-
poned on four occasions in Sep-
tember there were 28 items down
for discussion at the meeting
held on 10th October, but only
four of these had been taken up
for discussion at that meeting.

The committee had thus wvio-
lated by-law 23 of the Union and
it was also evident that it was
not taking sufficient interest in
the affairs and administration of
the Union.

(iv) In the appointment of employees
such as a watcher and a build-
ing overseer it had not followed
the accepted course of action but
had acied in an arbitrary
manner.

(v) At the Committee meeting held on
10.6.64 Committee Member H. K.
Edwin was appointed officer in
charge of the building contracts
section and it was decided to pay
him Res. 10 per each day on which
he was on duty and 59 cts. per
mile as travelling expenses and
this payment was made before
the A.C’s approval was oktained:

s BEad

(3) According to the charge sheet
forwarded on 17.2.65 the charges
against the Committee of Pasyodun
Korale West M.P.C.S. Union Ltd.
were as follows :

(i) Failing to exercise sufficient super-
vision over the building contracts
section and permitting Mr. V. W.
Gunaratna, the Administrative
Secretary, to purchase on his
own, without calling for tenders,
building material, timber, metal,
bricks, sand etc. valued at over
Rs. 130,000 required for contract
works.

(ii) Paying from time to time sums of
money ranging from Rs. 300 to
Rs. 2,000 as advances for the sup-
ply of timber, many months
before the required date, to one
and the same contractor named
Gurusinghe without laying down
any conditions whatsoever for
the supply of timber necessary
for contract works and thereby
causing the Union to pay an un-
necessary amount as interest on
%hik overdraft obtained from the

ank.

(iii) Contrary to co-operative principles,
directly or indirectly helping
private contractors by permitting
Mr. V. W. Gunaratne, the Admin-
istrative Secretary, to let out on
sub-contracts contracts obtained
by the Union for the construction
of roads.

(iv) Failing to take necessary steps for
the proper control of materials
purchased for contract works and
thereby causing a wanton waste
of money and materials from the
contracts section.

(v) Due to the lack of supervision by
the committee as regards con-
demned goods of the depots
under the control of the Union,
the practice adopted by the Ad-
ministrative Secretary of approv-
Ing lists of condemned goods sub-
mitted at the head office by the
storekeepers  without  himself
:r}isrltmg the depots and inspecting

em.

(vi) Retaining the services of certain
storekeepers from whom monies
had been due to the Union for
a considerable length of time on
account of shortage of goods and
failure to take necessary steps to
recover such monies.

(vii) The appointment of relatives of the
dm{nlstrative Secretary and
certain Counmittee Members as
employees of the Union, thereby
hindering the proper internal


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

25 19656 geadedzy 9

28w EEnS
administration and accounting
and failing to punish these em-
ployees when necessary.

(viii) Encouraging the irregular sale of
rationed rice by storekeepers of
wholesale depots of the Union by
permitting the sale of rationed
rice in stores unauthorized for the
purpose. Permitting the store-
keepers of depots to wilfully
make false entries in the regis-
ters and make false declarations
to the D. F. C., Kalutara as re-
gards weekly balances of
rationed rice thereby causing a
loss to the State.

(ix) Failing to investigate into the pay-
ment of excessive salaries to cer-
tain employees of the Union.

(x) Failure to exercise the prudence
and diligence of ordinary men of
business in the conduct of the
affairs of the Union and hence
causing a net loss of Rs. 24,045.92
to the Union as revealed in the
accounts of the Union during the
three months ending 3.3.64.

(¢) Yes. The Registrar of Co-
operative Societies has arrived at
these decisions after taking action
under Section 43 (1) of the Co-opera-
tive Societies Ordinance.

(d) Under Section 43 of the Co-
operative Societies Ordinance the
Registrar of Co-operative Societies
will in due course take action to
entrust the administration to their
respective committees.

(e) Once the affairs of the Unions
are restored to their proper degree of
efficiency, action wil be taken urder
Section 43 to convene General Meet-
ings and entrust the supervision etc.,
to their respective committees.
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asked the Minister of Finance: (a)
Is he aware that Customs Preventive
Officer, Mr. K. Vigneswararajah, was
suddenly called to Colombo from
Trincomalee by telegram on 27.1.65
for an inquiry and he was refused
permicsion to visit even his family at
Tringomalee ?  (b) Is he aware that
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his table was forced open on Ins-
tructinns from Colombo after having

~enforced an illegal detention order

“duty without fear or favour ?

on him ? (¢) Why was he subjected

to all these humiliations and
embarrassments for having done };11)3
(

Why has the inquiry that was promis-

‘ed to be held against this Preventive

Officer still not been held ? (e) When

- will he be sent back to Trincomalee ?

DY, S9cew » Qw. (e ¢@Bow

 ©&Be@ ) eCwe)

(B orar. diwaCoar—pG s@inssflear
LT T BT pE STl sha)
(Mr. N. Wimalasena—Parliamentary

" Secretary to the Minister of Finance)

(a) I am aware that Preventive
Officer, Mr, K. Vigneswararajah, was

~summoned to Colombo from Trinco-

F

malee by telegram on 27.1.65 for an

inquiry. He was allowed permission
to visit his family at Trincomalee at

~his reauest. (b) I am aware that his
“‘table was opened in Trincomalee on
. instructions.

No illegal detention

- order had been enforced on him. (c¢)

. The inquiry was necessary as a result
- of certain representations by the Cus-

toms Guards Union. He was not sub-

* jected ‘to any humiliation or em-
- barassment. (d) A preliminary in-

: gquiry was held. There was inade-

quate material for further inquiry.
(e) He will be sent back to Trinco-

~'malee, subject to the exigencies of
“the serviee, in accordance with the
“usual roster system.
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18. 9. 3¢. ¢Pe@ 9£D O

(BEL a. erev. o1me wedm)

(Mr. A. L. Abdul Majeed)

8eC qoSeory quy gdmw: (¢)
68y Bnéen gowed BT qec®sT

; e Seen Swed eenled gomwey B
- 05 e® qw BB SeHD WOWHAE
 CREeH) g6 OB VY zcGeniEey

Hewlldm V5I5 OeFACEK

28
28m EEnd
By O 99 O ey e ? (g) E
4 eceew &1® méwmcwzm @ A O
w5 58eaCH BDCNHEEY 88F qce®s3
b o eEd gewed WG
@0 erxnw® ALY @ e nedry DI
e enew®sY DOIDICO gHAC
Cled® AL D& cx¥me? (Q)
c®® gome DD WOL B Lo B
eneey OO0 I® Bewionmd
RQvee DD WOBPIOCO Gohd gxI
gwd 860D D@ LK WESe ?
A8 (=)
amsll u@BHler SO S&rulde, FLr.
FOul @

FowssrGw  QFoepsr

CallL ol :

gf-mmd‘{.r-smﬂrc%

G rir gLomer rrﬁa_suq_éﬁmga;aﬂéu

9 SOT  (LP@Lh
sorré@e Qarerenty 2.SHoWrasliLHLHD
o o wenflps @raRureristrs Osrenr
B&rQuirer pi@T QLTI 5 9t gy HarTr?
(25) @rey Lss @ablarm 98Y6EESEhS
@b logund Qe Cupuriena 2 55
Cursgsiser e sHCUTslILIpPOD 2oL
wenll f goui 5Grs Qarewm._ QERera@ R
srGueyb QedaGody Querusmguw, @&
Qeliens @&@%rider LaCagy pLeuy &S
SHTUh  pard @l GE PO FeTLIE Fuyh el
garrr 2 (@) G&é@%riler pLougsms
&ar FbLpFore) oferrenrulBespEHn, @&
Gorlonrfar pLaugdamsatr — ead@6l
Curmée er@lrrs pronysms a@liUsDH
@ o s Grid@earrr ?

asked the Minister of Finance: (a)
Is he aware that there is a Mufti
Gestapo Branch in the Preventive
Branch of Customs indulging in ille-
gal activities and enriching themsel-
ves thereby ? (b) Is he aware that
the supervising officers who visit
every office by night and day do not
pay any visits to the mufti branch
office and that this encourages the
various activities of this branch ? (¢)
Will he order an inquiry into the
activities of this branch and take
action against those who have been
encouraging their activities ?

30ce’ » .

(Dm. dlwaCser)

(Mr. Wimalasena)

(a) No. The Mufti Branch of the
Prevyeptive Service was set up to
provide a preventive section which
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would work in plain clothes and in
secrecy inside the wharf. This section
has done excellent work. About 75
per cent. of detections made by the
Preventive Service are to their
credit. (b) The officers attached to
the Mufti Branch are operating in
plain clothes in all parts of the wharf.
The nature of their duties does not
warrant regulav visits to this branch
office by supervising officers. (c)
Does not arise.
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MR. HEPPONSTALL, ASSISTANT COLLECTOR
OF CUSTOMS

14, <. ¢ . ¢®¢@ 28D .

(el . e, glige wela)

(Mr. A. L. Abdul Majeed)
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asked the Minister of Finance:
(a¢) What action will be taken against
Mr. Hepponstali, Assistant Collector
of Customs, for finding a person to be

a8m EEnd

guilty of smuggling and thieving be-
fore the Inquiring Officer, Mr. S.
Kanagasabai, completed the prelimi-
nary inquiries ? (b) Will officers WhO:.
have no respect for the laws and :
aspirations of our people be removed/
from the Public Service ?

Socew s @
(@@ oG s e )
(Mr. Wimalasena)

(a) It is difficult to identify the
particular case referred to on the
data furnished. It is presumed that
the question refers to the detection of
P. V. Sammy on 19th May 1965.
Mr, Hepponstall, Assistant Collector
of Customs, did not find this person
guilty of smuggling or thieving. The
order made by Mr. Hepponstall is
that Mr. P. V. Sammy should be
handed over to the police for action
in terms of Section 166 of the Customs:
Ordinance which refers to this. (b)
Does not arise.
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AUDIO-VISUAL AIDS IN CO-OPERATIVE
MOVEMENT : SELECTION OF DELEGATE TO
REGIONAL WORKSHOP
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(Dr. N. M. Perera—Yatiyantota)
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asked the Parliamentary Secretary to
the Minister of Commerce and
Trade: (a) Is he aware that the
International Co-operative Alliance
Education Centre, in collaboration
with the Institute for the develop-
ment of Agricultural Co-operation in
Asia, Tokyo, has organized a regional
workshop on Audio-Visual aids
between 1st and 14th June 1965, to
be held in Tokyo ? (b) Is he aware
that the aim of this workshop is to
bring together persons who are res-
ponsible for the production or use of
Audio-Visual aids in the co-operative
movement of different countries in -
the S. E. Asia region ? (c) Is he aware
that the invitation extended to
Ceylon stated that only persons who
were actually engaged in the task of
producing or using these aids, or per-
sons who are likely to be given this
responsibility in the near future,
should attend the workshop and that
if such persons are not available in
the co-operative movement, no dele-
gate be sent to the workshop ? (d)
Is he aware that notwithstanding the
protest of the Government Film
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Technicians Association, the Commis-
sioner for Co-operative Development
has selected to attend this regional
workshop, an ex-civil servant not do-
ing any work connected with audio-
visual aids ? (e) Why was this given
to a high administrative officer, when
techmcally equipped officers were
available and were anxious to parti-
cipate in the work of this regional
workshop ?

. &, 88ed e,
(8. eraw. ar. (Fiflaw)
(Mr. S. A. Peeris)

(¢) The workshop on audio-
visual aids to co-operative instruction
was held in Tokyo from 1st to 14th
June 1965. (b) The intention was to
gather together persons in charge of
co-operative education programmes
in the participating countries. (¢) As
there was no person in Ceylon with
the qualifications laid down by the
I.C.A. it was decided, with the con-
currence of the I.C.A., to nominate a
person at a high level as an observer
who could formulate a programme
for Ceylon. Accordingly the Deputy
Commissioner of the department was
nominated with the approval of the
I.C.A, the awarding agency. (d) The
cameramen of the department
designated Technical Assistant and
the person who projects films desig-
nated Cinema Operator were not
considered. Hence the Deputy
Commissioner of the department was
selected. (e) 1.C.A did not wish
participation by technicians at the
low level available in the department.
No participating country nominated
cameramen or projector operators to
this Seminar. Persons in responsible
positions were nominated by all
countries participating.

e O3y, 98, euedsh
(sarflg) erar. erb. QuCrar)
(Dr. N. M. Perera)

The hon. Parliamentary Secretary
will agree with me that that a person
who is purely a non-technical officer
could not possibly contribute any-
thing to what is really a Seminar.
Originally the Workshop with the
union concerned put forward the
name of someone with t

£8m EEnd

knowledge. Now, it is too late to do
anything. I hope incidents of this
nature will be okviated in the future.

of. &, 88 @cn.

(8. erew. a. (Fiflew)

(Mr. S. A. Peeris)

It was the most senior officer of the
department who was sent to attend
this Seminar.
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asked the Minister of Education and
Cultural Affairs: (a) What are the
countries to which students are sent
from Ceylon for higher studies ? (b)
Will he take immediate steps to see
that the degrees granted by the uni-
versities of such countries are recog-
nized for purposes of employ-
ment by the Government of Ceylon ?
(¢) Is there any reason why the de-
gree of a university to which the
Government of Ceylon sponsors stu-
dents or in any way sends them
should be rejected as degrees of non-
recogrized universities.

w@ef LS Owr (gRmssy on
83028’ 2R WOwD) S8EAC L@
eE DY)

(8. srwell gpu@ilu—sadl, sarésrr
dlaarr gendafer LrTr@Ehoerps sl
SMN&)

Mr. Gamani Jayasuriya—Parliamentary
Secretary to the Minister of Education
and Cultural Affairs)

(a) All countries which provide
facilities for higher education and
also all those countries which offer
scholarships to Ceylon, (b) Yes.
(c) No.
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MR. ARTHUR KIRIELLA, INQUIRER INTO SUDDEN

DEATHS, MEDAPATTUWA, KURUWITA KORALE
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asked the Parliamentary Secretary to
the Minister of Justice: (a) Is Mr.
Arthur Kiriella, Inquirer into Sudden
Deaths, Medapattuwa, in the Kuru-
wita Korale continuing to serve in
the same capacity ? (b) Will he state
his permanent residence ? (c¢) In view
of the fact that the people of
Medapattuwa are undergoing im-
mense hardship will he take steps to
appoint an Inquirer into Sudden
Deaths for Medapattuwa ?

BN 8 w8 Q.

(e puie whésri)

(Mr. Naina Marikkar)

(a¢) Mr. Arthur Kiriella holds the
post of Inquirer of Medapattuwa in
Kuruwita Korale. He has not held
any inquest since 22.6.1963. (b) It
is reportad that Mr. Kiriella is now

permanently resident at Gangabode
Road, Ratnapura. (c¢) Yes.

ScsegsY ed Deon.

(8- dCpessr)

(Mr. Wijesundara)

The question is whether Mr. Kiri-
ella has been available for inquests ;
if not, wnether the hon. Parliamen-
tary Secretary will take steps to
appoint another inquirer.

B5N N8 ®ca.
(2@ pulle) whssmi)
(Mr. Naina Marikkar)

My answer is “ Yes?”.

Reply (c)
answers that Question.
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BASNAGALA MAHA VIDYALAYA, DEHIOWITA
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(Dr. N. M. Perera—on behalf of
Mr. D. P. R. Weerasekera, Dehiowita)
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asked the Minister of Education and
Cultural Affairs: (a) Is he aware that
owing to the insufficiency of land for
the Basnagala Maha Vidyalaya in the
Dehiowita electorate steps have been
-taken to acquire the land lying oppo-
site this school where the present
Rural Development Society’s building
is and also the adjacent land to it ?
(b) What is the delay to acquire
them ? (¢) When will they be
acquired ?
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ViLLAGE COMMITTEE, VIJAYA RAJA
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(Mr. M. P. de Zoysa Siriwardena—
Minuwangoda—on behalf of Mr. M.
Tenneksnn, Nikaweratiya)
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asked the Parliamentary Secretary to
the Minister of Local Government :
(@) What are the roads maintained
by the Village Committee, Vijaya
Raja ? (b) What is the total mileage
of these roads? (c) What is the
annual income of this village com-
mittee ? (d) Is he aware that the in-
come of this village committee is not
sufficient to improve these roads for
vehicu'lar traffic ? (e) Will he, there-
fore, allocate an additional grant to
this village committee ? (f) If so,
when ; and, if not, why ?
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(Mr. Premadasa)
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DALUPATAGAMA-RAJANGANA ROAD !
BUS SERVICE
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asked the Minister of Nationalized
Services : (a) Is he aware that the
road from Dalupatagama to Rajan-
gana in the Nikaweratiya electorate
is the main road for the people of
the area ? (b) In view of the fact
that the people of the area are under-
going immense hardship due to the
lack of a bus service will he take
early steps to start a bus service on
this road ?

o 3, ¥, uwoman (SP6Y 0w
Q@oR)

(Qseorrey of. @ &sssre—CsRLLW
Crenay DYDLDESFIT )

(The Hon. V. A. Sugathadasa—Minister
of Nationalized Services)

(a) Yes. (b) It is not possible to
inaugurate a bus service on this road
in its present condition. Operating
a-service could be considered once
the Public Works Department repairs
the road.
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(Dr. N, M. Perera—on behalf of Mr. D.
P. R. Weerasekera)
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asked the Minister of Public Works,
Posts and Telecommunications : (a)
Is he aware that steps are being taken
to metal and tar the section of the
road from Basnagala to Dodawatta of
the Basnagala-Polgaswatta road in
the Dechiowita electorate ? (b) Will
he instruct the Public Works Depart-
ment to metal and tar the road from
Dodawaltta to Polgaswatta via Kande-
kade ? (c) If so, when ; and, if not,
why ?
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(Mr. Wijayapala Mendis—Parliamen-

tary Secretary to the Minister of Publie
Works, Posts and Telecommunications)
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DEHIOWITA ELECTORATE : MIDWIFE FOR
MAGALA WASAMA
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(Dr. N. M. Perera on behalf of Mr. D.
P. R. Weerasekera) -
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asked the Minister of Health: (a) Is
he aware that the total population of
Magala, Udaweliboda, Pothdenikanda
and Kosgahakanda Wasamas in the
Dehiowita electorate is-more than two
thousand five hundred ? (b) Is he
aware that there is only one midwife
for all these wasamas ? (c¢) Will he
take early steps to appoint one more
midwife for these wasamas ? (d) If
so, when ; and if not, why ?

ad 28, 8. 98, LwdiR® (ewm9an
@oS)

(Qserrey Grib, 0. Gré. QUIGUT FOT—& &I
BTT YDIEEFT)

(The Hon. M. D. H. Jayawardena—
Minister of Health)

(a) Yes. (b) Yes. (¢) and (d) The
number of additional midwives taken
each year depends on the financial
provision allowed by the Treasury.
The claims of this area will be con-
sidered along with other areas which
do not have enough midwives.

anda D5y, DO, eweld

(as:amr;ﬁ'&? erer. erib, QuUGTTT)

(Dr. N. M. Perera)

The problem is this : will the Hon.
Minister seriously consider varying
the rule about the total amount of
population required in the rural areas
particularly inaccessible areas ? The
same rule applies to the populated
areas and the unpopulated areas.

o& 90, 8. 99, ¥wdB3am
(Q@erray erib. 2. Gré. MUIGUT FaT )
(The Hon. M. D. H. Jayawardena)

We are doubling the intake of mid-
wives.

44
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(soorf erer. ertb, QUGTIT)

(Dr. N. M. Perera)

The rule must be changed ; that is
the important point.
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ExCISE (AMENDMENT) BILL

“to amend the Excise Ordinance.”
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Presented by the Hon. Dr. W. Daha-
nayake, Minister of Home Affairs; to be
read a Second time wupon Wednesday,
18th August 1965, and to be printed.
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CONTROL OF PRICES (AMENDMENT) BILL
“to amend the Control of Prices Act.”
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Presented by the Hon. M. D. Banda,

Minister of Agriculture and Food ; to be

read a Second time upon Wednesday, 18th
August 1965, and to be printed.
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Resolved.
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PrivaTE MEMBER’S BILL

METHODIST TRUST ASSOCIATION OF CEYLON
(AMENDMENT) BILL

DO, Sed BsY YenuYg Q. (6@089D)

(. arb. pws@ear Qui@yerGrr—
Quor pi” Bar)

~(Mr. M. Ruskin Fernando—Moratuwa)

I move,

“That leave be granted to introduce a
Bill to amend the Methodist Trust Asso-
ciation of Ceylon Ordinance,™

Buddm vy ewdum, 1965-66
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@ Hed es)
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s@eman )

(Mr. S. de S. Jayasinghe—Dehiwala-
Mt, Lavinia)
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Seconded.
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Question put, and agreed to.

Bill accordingly read the First time and
ordered to be printed.

The Bill stood referred, under Standing
Order No, 51 (4) to the Minister of Edu-
cation and Cultural Affairs for report.
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Order for Second Reading read.
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(The Hon, U. B. Wanninayake—Minister
of Finance)

I move,

“That the Appropriation Bill for
1965-66 be now read a Second time, ”
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Mr. Speaker it is my privilege to
present today the first Budget of the
National Government headed by Mr.
Dudley Senanayake and to move the
Second Reading of the Appropriation
Bill for 1965-66 for the consideration
of the House.

Mr. Speaker, we formed the
Government in the throes of an eco-
nomic crisis. Production was in-
creasing sluggishly at the average
annual rate of a little over 3 per cent.;
the per capita real product was in-
creasing at the rate of below one per
cent. ; registered unemployment was
increasing at the rate of over 10,000
per annum. Production in the vital
sectors of the economy had slowed
down as a result of scarcities of capi-
tal and intermediate goods ; the plan-
tation industry was experiencing diffi-
cnlties regarding supvlies of ferti-
lizers, agro-chemicals and engineering
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stores; the infant manufacturing in-
dustries were working under-capa-
city as they were not able to obtain
their full requirements of machinery,
spares and raw materials; the
country’s transport system was
virtually on the verge of breakdown
as a result of the ban on import of
lorries and trucks and the shortage
of tyres and motor spare parts; and
the country’s capital assets had
undergone a considerable deterio-
ration without adequate maintenance
and replacement. -

The economy was in the grip of
inflationary pressures created by
large-scale deficit financing and un-
restricted commercial bank credit ex-
pansion. The expansionary impact
of the Budget was on the average
about Rs. 162 million per year; bank
credit to the private sector was in-
creasing at about 18 per cent. per
annum and the money supply was
increasing at the rate of about 10 per
cent. The consequence of all these
was that the consumer prices too were
rising at about 3 per cent. per annum,
as a result of which the real incomes
of the majority of the population wege
falling. The country was living far
beyond its means; the Government
was getting deeper and deeper into
debt, and the foreign exchange re-
serves of the country were falling at
an alarming rate. Even essential im-
ports like rice and flour were being
bought on comrmercial credit for the
first time in the histary of the
country. Payments for some imports
were being postponed and short-
term pavment liabilities were being
accumulated. The liquid foreign ex-
change reserves of the country were
hardly adequate to finance the im-
ports of four or five days. Ships were
queueing outside the Colombo Har-
bour and the country was forced to
pay heavy demurrage while the
foreign shipping companies were
threatening to increase further the
surcharge on goods consigned to
Colombo.

There were conflicts of all kinds—
communal, religious and lineuistic—
which divided the nation and diverted

—ecOmes BHwd@®

the people from the urgent task of
economic development. The private
sector which could have made a large
contribution to the country’s econo-
mic development was living in an
atmosphere of uncertainty and doubt
with the threat of gradual emascu-
lation. This was hardly the environ-
ment conducive to rapid economic
growth. Further, the drought which
destroyed nearly one-third of the
paddy harvest, followed by the
cyclone and the tidal wave in 1964
had made the situation worse.

Thus, Mr. Speaker, you will see that
the National Government has a Her-
culean task before it. We have been
in power only for about four months
which, you will agree, is far too short
a period for us, particularly in the
context of the legacy we have in-
herited, to solve all the problems and
to lay the foundation of economic pro-
gress.

Mr. Speaker, instead of creating
roseate illusions among the hon. Mem-
bers here and the general public re-
garding the health of the economy, I
wish to state frankly and cate-
gorically that the economy is in a
bad way.

I propose, at the outset, Sir, to place
before the House the full facts con-
cerning the state of the economy,
before I proceed to outline the
National Government’s economic
policy and the Budget for 1965-66.

PARTS)

THE STATE OF THE EcoNOoMY
PRODUCTION

In 1964 production increased at a
higher rate than in 1963. The Gross
National Product in money terms in-
creased by 6.0 per cent. as compared
with 4.7 per cent. in 1963. The in-
crease of the Gross National Product
in real terms, that is, after making
adjustments for the increase in the
price level during this period, was 4.5
per cent. in 1964 as compared with
1.9 per cent. in 1963. Although pro-
duction increased in 1964 faster than
in 1963, the average rate of increase
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for both years 1963 and 1964 was 3.2
per cent. which is slightly lower thfm
the average rate of increase of 3.5
per cent. in the period 1960 to 1962
and far behind that achieved by some
of the developing countries in Asia.
It is also well below the target rate
wof growth of 5 per cent. set for the
United Nations Development Decade.
As the population increased by about
2.4 per cent. in 1964, the per capita
-real product which had declined by
0.6 per cent. in 1963 increased by 2.1
per cent. in 1964 or from Rs. 618 in
1963 to Rs. 631 in 1964. The higher
rate of growth in 1964 was a reflection
“partly of the relatively poor perfor-
mance in 1963 and partly of the more
" favourable weather conditions during

“that year.

-The increase in the Gross National
Product in 1964 was the result of ex-
_pansion in both the export and
~domestic sectors. Expansion in the
export sector-which was 5.4 per cent.
in 1964 was the highest achieved since
1959. This was mainly due to the
increased production of rubber and
coconut which had recovered from
the effects of adverse weather condi-
ytions in 1963. Coconut production
«which declined by 9 per cent. in 1963
- rose by 17.3 per cent. in 1964 to about
-2,999 million nuts, and rubber pro-
<duction which had increased only
slightly by 0.9 per cent. in 1963 in-
creased by 6.5 per cent. to 246 million
pounds in 1964. While the significant
increase in rubber and coconut pro-
duction was largely the result of
favourable weather conditions in
1964, the increase in rubber produc-
tion.was partly due to the greater
-use of fertilizers and more replanted
areas coming into maturity.

Paddy production increased by 2.6
per cent. to 50.5 million bushels in
1964 as compared with an increase of

" 2.3 per cent. in 1963 and 11.3 per cent.
in 1962. The average yield per acre
rose from 37.9 bushels in 1963 to 38.8

' bushels in 1964 largely as a result of

“the use of fertilizer and other im-
“proved methods of cultivation,

Bewldn 0538 O€VCH® 52
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While production of coconut,
rubber and paddy increased in 1964,
that of tea actually declined.
Production of tea which was 485
million pounds in 1963 declined by
0.6 per cent. to 482 million pounds
in 1964 mainly as a result of adverse
weather conditions. In 1963, tea
production increased by 3.9 per cent.
The year 1964 was, perhaps, the only
year in which tea production in
Ceylon declined.

Industrial production which had
increased by 19 per cent. in 1963 as
well as in 1962 showed a smaller
increase of 10 per cent. in 1964. This
was mainly the result of the restric-
tion of imports of raw materials for
manufacturing industries on account

of the tight foreign exchange
situation.
Fish  production which  had

increased by about 24 per cent. in
1963 showed an increase of only 9.6
per cent. in 1964. This was the lowest
rate of increase in any year in the
last five years.

The Gross Domestic Capital
formation declined by 1.7 per cent. in
1964 in contrast to a decline of 3 per
cent. in 1963. This decline in 1964 was
actually the result of the fall in
stocks of tea and rubber. Gross Fixed
Capital formation, on the other hand,
increased by 3.2 per cent. in 1964, in
contrast to a decline of 4 per cent. in
1963, reflecting rrincipally an in-
crease in investment in building and
construction, and plant and machi-
nery by the private sector which rose
by 26.3 per cent. and 14.7 per cent.
respectively. Investment in building
and construetion, it is important to
note, declined by 24 per cent. in 1963,
while investment in plant and machi-
nery increased by 36 per cent. in
1963. The Gross Capital formation in
Ceylon in 1964 was about 13.1 per
cent. of the Gross National Product
which - was far below that of the
developing countries which are
forging ahead. The Gross National
Expenditure in 1964 increased at a
faster rate than the Gross National
Product and the excess ‘was met
barity by drawing on the: country’s
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external reserves, partly by increas-
ing the country’s external liabilities
and partly by foreign gifts and
transfers.

As for the prospects for 1965,
adverse weather conditions, particu-
larly the drought, have already
exerted a serious effect on the coun-
try’s production. The partial drought
which prevailed in the Dry Zone in
the yala of 1964 was aggravated by
the failure of the North-East monsoon
rains in the maha of 1964-65. The
failure of the North-East monsoon
has not only adversely affected the
maha crop of 1964-65 but has also
affected the yala crop of 1965, as the
tanks which irrigate the paddy fields
for the yala crop in the Dry Zone
were not filled by the North-East
monsoon  rains. According to
estimates prepared by the Commis-
sioner of Agrarian Services, paddy
production in maha of 1964-65 is
expected to be 23 million bushels in
contrast to 32.1 million bushels in the
maha of 1963-64. Production of paddy
in the yale of 1965 is now estimated
at about 13 million bushels as com-
pared with 18.4 million bushels in the
yala of 1964. Thus, the total produc-
tion of paddy in 1964-65 is likely to
be about 36 million bushels as
compared with 50.5 million bushels in
1963-64. This decline in paddy produc-
tion which is about 29 per cent. is,
perhaps, the largest fall in production
of paddy in recent years. While the
main cause of the fall in paddy pro-
duction this year is the drought, it
should be pointed out that the
cyclone and the tidal wave of
December 1964 have also contributed
to this to some extent, particularly
in the Mannar, Vavuniya, Trinco-
malee, Jaffna and Anuradhapura
Districts. The drought would also
affect the production of coconut in
1965, perhaps not to the same extent
as that of paddy. Tea and rubber pro-
duction, on the other hand, are
expected to increase in 1965 ; tea pro-
duction is expected to increase by
about 8 million pounds to 490 million
pounds in 1965 and rubber produc-
tion by 12 million pounds to 258
million pounds in 1965.

—6cdmAE Hewd®

Industrial production, according to
the evidence available at the moment
and on the basis of exchange alloca-
tions made so far, is likely to show an
increase more or less similar to that
of 1964. A higher rate of increase,
however, could be achieved if more
foreign exchange is provided for raw
materials.

As in previous years, production in
1964 was adversely affected by laboug
problems. There were in 1964, 260
strikes in plantations and other
employments resulting in a loss of
768,467 man-days. This was less than
in 1963 when, on account of 232
strikes, the country lost 839,583 man-
days. It is hardly necessary to point
out that strikes are a luxury that an
under-developed country like Ceylon
can ill-afford in the present context
of economic development.

Registered unemployment rose
from 151,922 in December 1963 to
165,456 in December 1964 or by 8.9
per cent. There was a further
increase to 171,678 by the end of May
1965, The largest increase was in the
category “technical and clerical ”:
in other words, educated persons,
mainly those who got through the
G.C.E. The number of persons who
were placed in employment in 1964
was 4.1 per cent. of the total number
registered as unemployed. This shows
that employment opportunities were
not expanding fast enough in the
economy.

FOREIGN TRADE AND FINANCE

Export earnings in 1964 amounted
to Rs. 1,764 million or Rs. 56 million
higher than in 1963, while import
payments were Rs. 1,957 million or
Rs. 88 million higher than in 1963.
The trade deficit in 1964 was, thus,
Rs. 193 million as compared with
Rs. 161 million in 1963. The trade
deficit in 1964 was the biggest since
1960 when it was Rs. 210 million. In
the first half of 1965, the value of'
exports, according to Customs
Returns, was Rs. 948 million and of
imports Rs. 796 million resulting in
a trade surplus of Rs. 152 million,
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The increase in export earnings in
1964 was basically the result of an
increase of 7.2 per cent. in the volume
of exports, the average prices of
exports remaining unchanged at the
level of 1963. The volume of rubber
exports increased by 21 per cent. in
1964 and that of coconut products by
33 per cent. The volume of tea
exports, on the other hand, remained
at the same level as in 1963, partly
due to a short-fall in production in
the first three quarters of the year
and partly due to the loss of several
cargoes of tea in the Trincomalee
Harbour as a result of the cyclone in
December 1964. The volume of rubber
and coconut products exported in
1963, it must be noted, was less than
in 1962, while that of tea was slightly
higher than in 1962. Although the
average price of all Ceylon’s exports
remained unchanged at the previous
year’s level, there was a decline in
the price of rubber from Re. 1.22 per
pound in 1963 to Re. 1.15 per pound
in 1964. The export price of tea
increased slightly from Rs. 2.50 per
pound in 1963 to Rs. 2.51 in 1964. The
export price of coconut products in
general increased ; while the price of
copra and coconut oil increased, that
of desiccated coconut declined.
Export products other than tes,
rubber and coconut also benefited
from higher prices in 1964.

There is no evidence to believe that
there will be an improvement in the
prices of our principal exports in
1965. Cn the contrary, the available
evidence indicates that there would
be a fall in tea and rubber prices.
In the first half of 1965, the average
export price of a pound of tea was
5 cents lower than that in the first
half of 1964 and that of rubber was
3 cents lower. Coeconut products,
however, were substantially higher in
price—copra and coconut oil by 22
per cent. and desiccated coconut by
28 per cent. respectively. Average
export prices in the first half of 1965

were, as.a result, 1 per cent. higher
than in the first half of 1964.

56
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The outlook for the prices of
Ceylen’s main export commodities
depends to a considerable extent on -
rates of expansion in the industrial
world. The year 1964 on the whole
was cne of very substantial growth
in world industrial production and
the increase between the fourth quar-
ters of 1963 and 1964 was about 6.5
per cent. According to forecasts
of international organizations, the
expansion of world industry in the’
course of 1965 and early 1966 will be
somewhat slower than in 1964. The
present indications are, therefore,
that there will be a further weaken-
ing in export prices which would
cause either a fall in the export
earnings or an increase in export
earnings much more modest than in
1964.

This trend would, of course, be
aggravated by the increase in subs-
titution of synthetics for natural rub-
ber, which is taking place on a large
scale in industrial countries, and the
increase in production of tea in other
countries, combined with the competi-
tion to tea from other beverages.

Payments for imports in 1964
amounted to Rs. 1,957 million. This
was Rs. 88 million more than in 1963,
and it was the highest level since 1960.
An increase in import payments was
the result partly of an increase in
volume and partly of an increase in
price. Imports of rice, flour and sugar |,
rose in volume over 1963 by 7 per
cent., 9 per cent., and 5 per cent. res-
pectively. The volume of imports of
textiles also showad an increase.

The increase in the value of imports
was aiso caused by the increase in
import prices. Average import prices
which rose by 10 per cent. in 1963 rose
by a further 2 per cent. in 1964 to the
highest level since 1957. The increase
in imoort prices was particularly
marked in the case of food imports.
The average c. & f. prices of rice and
flour rose by 6 per cent. and 7 per
cent. respectively during 1964, while
that of sugar increased by 33 per
cent. in 1964. Had the food import
vrices remained at the level of 1963,
the value of rice, flour and sugar
imports would have been reduced by


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

57 1965 gewledny 9 58

Juwddy wensd ewE@uwm, 1965-66

Rs. 65 million in 1964. Apart from
food imports, other imported con-
sumer goods, other than textiles, aiso
increased in price by 2.4 per cent. in
1964. A slight decline in the prices of
Investment and intermediate goods
in 1964 could not compensate for the
Increase in the prices of foods and
consumer goods.

As far as 1965 is concerned, the
prospects appear to be more favour-
“able in respect of sugar and flour.
The import price of sugar which
rose from Rs. 627.70 per ton in 1963
to Rs. 836.21 in 1964 as a result of
the svgar shortage caused by the
severe winter of 1962-63 and the
hurricane “Flora” in Cuba has
declined considerably in 1965, the
average import price per ton in the
first six months of 1965 being
Rs. 412.50. In fact, the last consign-
ment of sugar was purchased at
Rs. 326.66 c. & f. at the beginning of
July, and the price is expected to
fall further.

There has also been a fall in the
price of flour imports from Rs. 442.57
per ton in 1964, to Rs. 430.00 in the
first five months of 1965. There is, on
the other hand, a small increase in
the price of imported rice in 1965—
from Rs. 517.48 per ton in 1964 to
Rs. 535 in the first five months of
1965. The prices of manufactured
goods in world trade which is deter-
mined mainly by the principal in-

dustrial countries has shown a
gradusl upward trend over the re-
cent yvears. According to world

economic surveys, these prices will
continue to edge up in 1965 and 1966.
In the first half of 1965, however,

_the average import prices of Ceylon

- were 2 per cent. lower than in the
first half of 1964. While the average
import price of food and drink fell
by 8 per cent., that of textiles rose by
4 per cent. and of other consumer
goods by 11 per cent.

Cevlon’s terms of trade suffered a
deterioration of 9 per cent. in 1963
as a result of the sharp increase in

~ import prices in that year. The year
1964 saw a further deterioration in
the terms of trade of 3 per cent.
mainly as a result of the continued
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increase in import prices. This dete-
rioration in the terms of trade was a
contributory factor to the balance of
payments difficulties in 1964. Cey-
lon’s experience in 1963 and 1964 in-
dicates that the terms of trade are
capable of nullifying the increased
efforts made by the country to bal-
ance its payments position through
measures directed towards an in-
crease in exports and a reduction in
imports by increased production and
quantitative restrictions respectively.

This is, indeed, a serious problem
for Ceylon as well as other primary
producing countries. Ceylon’s pro=
duction and the volume of exports
have shown a significant increase in
recent years. In the ten years 1954-
1964, Ceylon steadily increased the
volume of her major export crop—
tea—by 26 per cent. Further, as a
result of the increase in the produc-
tive capacity of the rubber and
coconut industries, through exten-
sive programmes of replanting and
rehabilitation, the volume of rubber
exports increased by 20 per cent.
during 1954-64 and that of coconut
bv 41 per cent. But, between 1954
and 1964 tea prices fell by 19 per
cent., rubber by 17 per cent. and
coconut by 7 per cent. Thus, the
foreign exchange earning capacity
of increased production was, to a
considerable extent, wiped out by
the fall in export prices ; in addition,
the import capacity of the exports
has been reduced by the increase in
import prices. It is most unfortunate
that this would happen in the United
Nations Development Decade. Un-
less international action is taken to
prevent the fall in prices of exports
of under-developed countries, as well
as to prevent the increase in prices
of their imports, whatever action
under-developed countries them-
seives might take to put their house
in order will not provide a perma-
nent and lasting solution.

In the first half of 1965, the terms
of trade improved by 2 per cent. over
the first half of 1964 mainly as a re-
sult of the fall in food prices.

The Invisibles Account in the Bal-
ance of Payments showed a surplus
of Rs. 45 million in 1964, in contrast
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to deficits in previous years. Thus,
the trade deficit of Rs. 193 million
combined with the surplus in the
Invisibles Account of Rs. 45 million
resulted in a current deficit in the
Balance of Payments of about Rs. 143
million as compared with Rs. 168
million in 1963. The surplus in the
Invisibles Account is explained by
two factors.

In the first place, as a result of the
moratorium on the transfer of divi-
dends, profits and capital instituted
in August 1964, there was a fall in
the investment income remitted out
of Ceylon from Rs. 68.2 million in
1963 to Rs. 46.3 million in 1964.

Secondly, there was an increase in
official grants received by Ceylon
from foreign governments from
Rs. 32.8 million in 1963 to Rs. 76.4
million in 1964 mainly reflecting as-
sistance in the form of goods from

Chma (Rs. 32.8 million), Canada
(Rs. 14 million) and U. S. A.
(Rs. 25 million). Net long-term

capital receipts, both government
and private, in 1964 were Rs. 66 mil-
lion compared with Rs. 80 million in
 the previous year. These long-term
receipls reduced the basic deficit in
the Balance of Payments to Rs. 82
million which was financed by an
increase in short-term liabilities of
Rs. 40 million and by a decline in
Ceylon’s external assets by Rs. 51
million. The incrsase in short-term
liabilities primarily comprised an
increase in Ceylon’s obligations un-
der the Payments Agreements with
China and the U. S. S. R. and a defer-
red payment agreement with Burma
for rice imports. In 1964, Ceylon’s
4 external assets financed 62 per cent.
of the basic deficit in the balance of
payments whereas in 1962 and 1963
external assets financed 28 per cent.

and 48 ver cent. of the basic deficit
respectively.

Gross long-term capital received
by the Government sector in 1964
amounted to Rs. 78.5 million in con-
trast to Rs. 81.7 million in 1963. These
were mainly the utilization of lon<7-
term loans granted by the World
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Bank, the U. S. S. R., China, West
Germany and the United Kingdom,
There was an inflow of private long-
term capital investment in 1964
amounting to Rs. 4.3 million as
compared with Rs. 8.7 million in
1663. But the gross outflow of private
capital amounted to Rs. 5.9 million
as compared with Rs. 3.5 million in
1963. The inflow of private capital
in 1964 continued to be mainly in
respect of approved industries in the
private sector. Government’s exter-
nal receipts both in the form of grants
and long-term loans in 1964 thus
amounted to Rs. 154.9 million in
contrast to Rs. 114.5 million in 1963.

Ceylon’s external reserves, exclud-
ing Sterling Loan Sinking Funds,
declined by about Rs. 54 million in
1964 as compared with Rs. 48 million
in 1963. Of the total external assets
of Rs. 305 million at the end of 1964,
the balance of the International
Reserve of the Central Bank which
constitutes the most liquid portion
of the country’s external assets
amounted to Rs. 136 million but the
liguid funds of the International
Reserve were Rs. 50 million, the
balance being in the form of holdings
of foreign securities. This was barely
adequate to finance the imports of
the country for two weeks.

In the first three months of 1965,
the foreign exchange position of
Ceylon deteriorated further as a
result of a deficit in the balance of
payments and by the end of March,
the International Reserve was Rs. 112
million of which the liquid compon-
ent was Rs. 25 million—an amount
equivalent to less than four days of
average import payments—in spite
of the fact that the International
Reserve had been credited with
Rs. 51 million obtained from foreign
commercial banks abroad by pled3-
ing securities. To make matters
worse, there were short-term liabili-
tiess due from Ceylon amounting to
Rs. 70 million on bilateral payments
agreements as well as a further
Rs. 40 million on deferred rice
payments due to Burma. There was
no cushion whatsoever in the Inter-
national Reserve to meet any
substantial foreign claims.
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The situation has not shown much
improvement in the second quarter
of 1965. At the end of June 1965, the
country’s net external assets
amounted to Rs. 303 million, of
which Rs. 110 million were working
balances of commercial banks and
Rs. 30 million were investments of
the Government and Government
agencies. The International Reserve
of the Central Bank amounted to
Rs. 163.2 million of which only
Rs. 20.2 million were liquid funds ;
Rs. 97.5 million was in the form of
securities which could only be realiz-
ed at a capital loss and Rs. 45.5
million was in the form of bilateral
balances due to Ceylon which are not
available ‘for multilateral settle-
ments. As against these external
assets of Rs. 303 million, the out-
standing short-term liabilities of
Ceylon payable in foreign exchange
amounted to Rs. 292 million at the
end of June 1965. These short-term
liabilities consisted of balances due
from Ceylon under bilateral pay-
ments agreements mainly to China
(Rs. 49 million), deferred payment
due to Burma in respect of rice
imports
short-term borrowing (Rs. 5 million)
liability on account of the borrow-
ings from the International Mione-
tary Fund (Rs. 128 million) and
liability in respect of P. L. 480 trans-
actions (Rs. 70 million). It should
also be mentioned that in May, the
Central Bank made arrangements
for credit up to about $ 11 million
from a group of foreign banks to
meet payments falling due under
import bills of exchange.

Ceylon’s external assets are now
at a precariously low level, and it
would not be possible to utilize them
as before for financing further
deficits in Ceylon’s external accounts
unless the reserves are augmented
by a substantial export surplus
(increases in exports combined with
a reduction in imports) or a sizable
amount of foreign assistance in the
‘form of convertible currencies is
received for the specific purpose of
“building up the external reserves. It
should also be pointed outthat limits

(Rs. 40 million), foreign
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have been reached to the short-term
debts that could be incurred by the
country to finance its external de-
ficits, partly in view of the low level
of external assets that could support
the obtaining of such facilities and
partly because it is not possible to
pestpone indefinitely the settlement
of our short-term debts to Burma
and China. Any further drawing
down of the external assets would
endanger the external stability of
the Ceylon rupee. In fact, it would
be necessary to build up a liquid
foreign exchange reserve to provide
a cushion of at least Rs. 100 million
for meeting any temporary excess of
bayments over receipts.

In a situation such as the present
where Ceylon’s external reserves
have fallent to an irreducible mini-
mum drawings at the International
Monetary Fund is one of the alter-
natives open to the country. In April,
1961 Ceylon’s quota at the Inter-
national Monetary Fund was increas-
ed from $45 million to $ 62 million
(Rs. 295.1 million) in accordance
with the scheme of compensatory
financing of export fluctuations. 25
per cent. of this increase or $4.25
million was paid in gold. - Of this
amount, Ceylon has drawn Rs. 107.6
million ($ 22.5 million) in two instal-
ments of Rs. 53.8 million each in
April 1961 and February, 1962. A
further sum of Rs. 38.1 million ($ 8
million) was drawn in April 1965, in
order to enable Ceylon to increase
her subseription at the Fund and to
repay a part of an earlier drawing.

As a result of the decline of the
country’s external assets to a critical
level, the Government has arranged
with the International Monetary
Fund a stand-by credit for a period
of one year in an amount equivalent
to $30 million or Rs. 142.4 million,
Of this sum, Rs. 71.4 million was
made available in June 1965 and
Rs. 35.7 million each would be made
available in the quarter, December
1965 to February 1966, and the quar-
ter, March to May 1966, respectively,
Further, Ceylon expects to have its
guotaaat. the International Monetary
Fund ‘increased to Rs. 371.92 million
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($78  million) consequent  on
approval of the general increase In
the International Monetary Fund
quotas this year. Ceylon would then
be eligible to borrow a further Rs. 4.8
million being the residual available
in the second credit tranche and
Rs. 92.8 million each in the third and
fourth credit tranches, provided
Ceylon is able to reach a further
agreement with the Fund in regard
to Ceylon’s fiscal and monetary
policies. It must, however, be noted
that the Fund’s stand-by assistance
is only of a short-term character and
the drawings are payable within
three to five years. It will only help
Ceylon to tide over her present diffi-
cult foreign exchange situation while
corrective measures are taking effect
and other foreign assistance is being
obtained.

FOREIGN EXCHANGE BUDGET

The Foreign Exchange Budget is
mainly concerned with the planned
allocation of limited foreign exchange
resources among alternative uses on
o basis of national priorities. With
the decline in Ceylon’s external assets
to precarious levels, the object of the
Foreign Exchange Budget in 1964 as
well as in 1965 has been to match the
import payments to the export earn-
ings. This objective could only be
achieved by extending the scope of
import control. There was, thus, a
considerable intensification of import
licence restrictions in 1963. These
restrictions were further intensified
in the latter part of 1964 when im-
port of subsidiary foodstuffs, includ-
ing dairy products, condiments, pulses
and drugs, were brought under im-
port control. Thus, by the end of
1964, the system of open general
licence had ceased to operate and all
imports other than those of the Food
Commissioner were subject to indi-
vidual import licensing restrictions.

The aim of the Foreign Exchange
Budget to match import payments to
exnort receipts could not, however. he
achieved for two reasons. In the first
place, as mentioned earlier, there
were speculative imnorfsias nant
of the imports remained ‘cutside im-
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port control till the latter part of
1964. Secondly, the unprecedented
increase in the price of sugar resulted
in payments for sugar imports ex-
ceeding the original estimate by over
Rs. 75 million. Thus, the actual
figure of import payments, excluding
those financed by foreign credits,
loans and grants in 1964, was nearly
Rs. 1,850 million or about Rs. 86
million higher than the export earn-
ings, which were Rs. 1,764 million.
In 1963, payments for untied imports,
that is, those not financed by foreign
credits, loans and grants, were about
Rs. 1,750 million or Rs. 37 million
higher than the export earnings
which were Rs. 1,708 million.

The Foreign Exchange Budget in
1965 originally envisaged the release
of foreign exchange amounting to
Rs. 1,750 million for untied imports.
This is, more or less, equal to the ex-
port earnings estimated for the year.
Further, this amount is also, more or
less, equal to the exchange released
for imports in 1963 and 1964. In mak-
ing the exchange allocations, it was
decided to meet the full requirements
of Government’s food imports, petro-
leum and drugs without much restric-
tion. Allocations for various cate-
gories of imports were, more or less,
on the same basis as in 1964. The im-
port quotas were released in two
stages—the first half-year quotas
were granted in December 1964, and
January 1965, to enable the goods to
arrive in the country before the Sin-
halese New Year; the second-half
year quotas were released in June.

The original estimates of the
Foreign Exchange Budget for 1965
had to be revised in the early part of
the year on account of the fall in
local paddy production resulting
from the drought, as a consequence
of which the country has to imvort
about 230,000 tons of rice ahove the
oricinal estimate of 520.000 tons.
Under normal circumstances, the
diversion of foreion exchandge to rice
would mean a drastic reduetion in
the exchanoe allocations for other
imports. This the Government
decided nnt to do, as it would cause
a further deterioration in the sunoly
situation with consequent shortages
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and increase in prices. Thus, the
exchange allocations for imports
other than the Food Commissioner’s
which had been originally planned for
in the Foreign Exchange Budget will
not be cut down. As the export
earnings of the country are clearly
inadequate to sustain the enhanced
imports of rice and the originally
planned volume of imports, the
Government has sought foreign assis-
tance to bridge this gap.

The following table shows the
approximate import quotas in 1963,
1964 and 1965. These figures are
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different from those of total import
payments and total imports accord-

ing to the Customs Returns. As
some of the imports were outside

import control in 1963, and the
greater part of 1964, figures in
respect of such imports, however,
represent the actual payments on
their behalf. The other figures
relate tc the value of actual licences
issued excluding, however, advance
quotas issued for subsequent years
and imports financed by foreign assis-
tance.

Foreign Exchange Budgets—1963, 1964 and 1965

1963

1964 1965 1965

' (original) (revised)
RBs. millwonn  Rs. million  Rs. million Es, mallion
Food Commissioner’s imports .. 471 . 513 500 625
Government departments and

non-industrial corporations . 100 170 150 150
Petroleum 120 102 130 115
Cement 18 15 25 20
Fertilizer 71 80 80 90
Drugs 25 27 25 25
Textiles 122 113 100 100
Manufacturing industries 210 229 200 235
Subsidiary foodstuffs 274 307 280 280
General Trade Quotas 290 180 225 9295
Direct user 43 32 35 40

1,750 1,768 1,750 1,905

The revised Foreign Exchange
Budget for 1965 is thus Rs. 1,905
million or Rs. 155 million more than
the original estimate. The principal
reason for this increase, as pointed out
earlier, is the increase in Government
rice imports. Allocations for direct
user imports have been increased by
Rs 5 million ; for fertilizers by Rs. 10
million; and for manufacturing
industries by Rs. 35 million as the
original allocations were considered
inadequate. Allocation for manufac-
turing industries was increased on
the understanding that the increased
imports will be financed by short-
term commercial credits. As a result
of this, the payment liability in
respect of manufacturing industries
will still remain at Rs. 200, million,

On the other hand, allocations for
petroleum and cement imports have |
been reduced slightly as the original |

estimates proved to be a Ilittle

exaggerated. "
Import licences and import

allocations to the value of about

Rs. 1,060 million have been issued in
the first half of 1965 already. The
palanpe Rs. 845 million has also been
1ssued in June for the second half of
the year.

The Foreign Exchange Budget has
allocated adequate foreign exéhange
to meet the full requirements of the
country in respect of Food Commis-
sioner’s, imports, ie., rice, flour
sugary ete., subsidiary foucistuﬂ.’s:
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petroleum, cement and drugs. Im-
ports of Government departments
and Government corporations for
which provision has been made in
the Budget Estimates are also per-
mitted without much restriction
except in the case of motor vehicles.
Certain Government departments
and corporations have, however,
been requested to make their large
purchases on credit instead of cash
payments. The items whose import
has been drastically reduced by the
Foreign Exchange Budget last year
and this year are really textiles and
general trade quotas. Imports of
textiles which were about Rs. 170
million in 1961 have been reduced to
about Rs. 100 million in 1965. Of
course, there has also been an in-
crease in local production. Imports
in the category “general ftrade
_quotas” amounted to about Rs, 400
million in 1961. These have been
reduced to about Rs. 265 million,
including direct user imports, in 1965.

A comparison of the quotas for
1964 and 1965 shows that the quota
for subsidiary foodstuffs for 1965 is
less than for 1964. This was done as
there were speculative imports in
1964, in anticipation of import con-
trol, and it does not represent a
reduction in the imports of subsi-
diary foodstuffs below the country’s
requirements. On the other hand,
general trade quotas have been
increased from Rs. 180 million in 1964

to Rs. 225 million in 1965. The
allocation for 1964 in respect of these
goods was clearly inadequate,

) particularly when compared with
1963, when Rs. 290 million was given
for such imports. Thus, the 1965
allocation was increased according to
the available _foreign exchange
resources, but it is still less than
_what was allowed in 1963. Although
general trade quotas have been
reduced considerably in recent years,
it must not be forgotten that there
has been a significant increase in the
local production of import substi-
tutes for which considerable foreign
exchange had been released last year
and this year. Thus, the ieduction
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in the general trade quotas is not by
itself a realistic index of the supply
situation of the country.

In the absence of a cushion of
external reserves 1o sustain the flow
of imperts and in the absence
of substantial foreign assistance,
Ceylon had to reduce her import
outlays to the level of her export
earnings ; this level of imports, of
course, was inadequate to provide
Ceylon with a growing volume of
supplies needed to accelerate the
tempo of economic development and
to meet the essential requirements
of a growing population.

Apart from the shortage of certain
consumer goods, productive activities
in some sectors have been greatly
slowed down by the shortage of
equipment or component parts. One
sector which has been adversely
affected by import control is that of
transport, particularly lorries and
trucks. In the last three or four
years, there has heen virtually no im-
port of motor vehicles. In addition,
import quotas for motor spare parts
and tyres have not been liberal. The
plantation sector has not been able
to obtain its full requirements of
fertilizer, agro-chemicals and engi-
neering stores and the manufactur-
ing industries were working below
capacity as their quotas for raw
materials also had been drastically
cut down. There was, in general, a
deterioration of the country’s capital
stock without replacement and main-
tenance not only in the private sector
but also in the public sector as
illustrated by the present state of
our, roads, railways and buildings.

MONEY AND BANKING

The money supply increased from
Rs. 1,506 million at the end of 1963
by Rs. 116 million or by 7.7 per cent.
to Rs. 1,622 million at the end of
1964. The increase in the money
supply in 1963 was Rs. 163 million or
12.2 per cent. In both 1963 and 1964,
the increase in the money supply ex-
ceeded 'the increase in the real gross
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national product. Unlike in 1963,
when the greater part of the increase
in money supply took the form of an
increase in currency notes of higher
denominations, the increase in the
money supply of 1964, was mainly due
to an increase in demand deposits.
Thus, the ratio of currency to money
supply declined from 55.0 per cent.
in 1963 to 52.6 per cent. in 1964.

From 1960, there was a considerable
increase in the issue of currency
notes of larger denominations as a
result of which currency notes of
Rs. 100 and Rs. 50 denominations to-
gether increased by Rs. 248 million
or 83 per cent. between December
1960 and May 1964, and the ratio of
currency to money supply rose from
46 to 58 per cent. From June 1964,
however, there was a change.
Currency notes of Rs. 100 denomina-
tion declined sharply by Rs. 130
million or by 43 per cent. between the
end of May and December 1964,
while nctes of Rs. 50 denomination
increased slightly by Rs. 12 million
or by about 4 per cent. and notes of
Rs. 10 denomination rose signifi-
cantly by Rs. 102 million or by about
46 per cent. This conversion of
currency notes of Rs. 100 denomina-
tion into those of Rs. 10 denomina-
tion took place mainly because of the
fear that Rs. 100 notes would be de-
monetized by the Government as a
measure against tax evasion and
hoarding of undeclared assets.

The increase in the money supply
in 1964 was caused by inflationary
financing of the Budget deficit and ex-
pansion of commercial bank credit,
which were, however, on a smaller
scale than in 1963. The expansionary
impact of the Budget in 1964 was
Rs. 102 million compared with Rs. 159
million in 1963 and Rs. 174 million in
1962. The volume of commercial bank
credit to the private sector (excluding
advances against exvort bills) which
had increased by Rs. 42 million in
1962 and Rs. 124 million in 1963 rose
by Rs. 112 million in 1964. The expan-
sionary imnact of the Budoet and
commercial bank credit on the money
supply was reduced to some extent
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by the contractionary impact of the
decline in external banking assets of
Rs. 36 million and the increase in
time and savings deposits by Rs. 53
million.

In the first four months of 1965,
however, the money supply showed
a slight decline of Rs. 21 million and
stood at Rs. 1,601 million at the end
of April. This was caused both by the
fall in external banking assets and the
decline of bank credit to the Govern-
ment sector. Commercial bank credit
to the private sector on the other
hand continued at an accelerated
pace in this period and showed an
increase of Rs. 30 million.

The number of banking offices
which was 83 in 1963 rose to 88 in
1964 and to 97 by the end of June
1965. The majority of these new bank
branches were opened in areas where
no banking facilities had existed pre-
viously. There is now a banking office .
for every 113,041 of the population
compared with 129,060 in 1963. The
increase in banking facilities is
mainly due to the expansion of the
People’s Bank which, in the four
years of its existence, has opened 46
branches.

Commercial bank ecredit to the
private sector (including export bills)
increased by Rs. 92 million compared
with Rs. 137 million in 1963. The
expansion of credit as in 1963 was
by Ceylonese banks. Their share of
the total bank advances rose from 54
per cent. in 1963 to 62.3 per cent. in
1964. The increase in bank ecredit in
1964 was largely for commercial, in-
dustrial and financial purposes. Tt is
significant that advances outstanding
to industry rose from Rs. 43 million
at the end of 1963 to Rs. 72 million at
the end of 1964 and as a ratio to total
bank advances from 6.3 per cent. to
9.2 per cent.

The total volume of loans granted
by long-term credit institutions—the
Development Finance Corporation,
Cevlon Savings Bank, Asricultural
and TIndustrial Credit Corporation,
State Mortgage Bank, Loan Board anc.
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the National Housing Department in
1964 was Rs. 25.5 million or Rs. 3.5
miliion higher than in 1963. The total
loans outstanding of all these insti-
tutions at the end of 1964 was Rs. 141

million.

The total volume of savings certi-
ficates, savings deposits with the Post
Office Savings Bank and the Ceylon
Savings Bank and time and savings
deposits ot commercial banks rose by
Rs. 75 million in 1964 or by 7.6 per
cent. ; in 1963 they had increased by
Rs. 89 million or 9.9 per cent. The
total collections received by the
Employees’ Provident Fund rose from
Rs. 59 million in 1963 to Rs. 61 million

in 1964.

Life insurance business completed
in 1964 amounted to Rs. 144 million
as against Rs. 162 million in 1963 and
Rs. 140 million in 1962. The estimate
for 1965 is Rs. 155 million. The pre-
mium income in respect of life poli-
cies of the Insurance Corporation in
1964 was Rs. 15.8 million compared
with Rs. 10.1 million in 1963 and
Rs. 3.9 million in 1962. The estimate
for 1965 is Rs. 20 million. Premium
income in respect of general business
was Rs. 43 million in 1964 ; it is esti-
mated at Rs. 45 million in 1966. The
Insurance Corporation of Ceylon has
become an important instrument of
mobilizing and channelling savings
for the economic development of the
country.

PRICES AND THE COST OF LIVING

The Colombo Consumers’ Price
Index which measures the cost of
| living of the Colombo town working
?lass rose from 108.8 in 1963 to 112.2
in 1964, or by 3.1 per cent. In the
first quarter of 1965, there was a
further slight increase and the index
reached 1127 at the end of March,
1965. Between March and June.
1965. however, there was a very
slight decline in the index to 112.5.

The increase in the Consumers’
Price Index between 1963 and 1964
reflected the general increase in

—ecDmR8 Huwde

prices all round, of food, clothing.
fuel and light and miscellaneous
items. Perhaps, the biggest increase
was in the price of ciothing which
rose by nearly 8 per cent. as a result
of import restrictions and the con-
sequent shortage. Food prices rose
by 3.3 per cent.; beverages, parti-
cularly condensed milk, condiments
and spices, particularly cummin seed,
dried ginger, rel and Bombay
onions, potatoes, coconuts, coconut
oil, butter, cheese: fish and eggs also
show an increase in prices. There
was a slight increase in fuel and
light with a rise in the price of
firewood. Miscellaneous items, in
particular hair-dressing and toilet
requisites, ~medicines,  household
goods and transport also registered
an increase in price.

A further increase in consumer
prices between December 1964 and
March 1965, was caused by the
cont'nuing increase in the price of
clothing and food, particularly
condensed milk and milk foods,
pulses, coconut oil, mutton, fish and
butter.

In the period March to June 1965,
the fall in the Consumer Price Index
reflected the decline in the prices of
clqthing and foodstuffs, e.g. tea, red
onions, cummin seed, chillies, and
other condiments, pulses. coconuts,
coconut oil, mutton and fish. It is
important to point out however,
that while the Consumer Price Index
as a whole declined in this period,
there was an increase in the price of
vegetables, firewood. betel and nuts,
condensed milk, milk foods, hair-
dressing and  toilet requisites.
medicines and household goods. The
prices of vegetables in varticular,
which had declined in 1964 and the
first quarter of 1965 increased by
about 24 per cent. between March
and June 1965. This is apparently
the result of excessive rainfall
followed bv droucht in the hill-
country. Milk foods increased in
price because of the restriction of
imnort of certain ponnlar brands in
order to ponularize the sales of the
not-so-po~ular branis of the Milk
Board. The price of eondensed milk
showed an increase from 95 cents
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per tin in December 1963 to Rs. 1.09
in March and to Rs. 1.11 in June
1965, reflecting mainly an increase
in the import price. Medicine
showed an increase in prices in 1964
mainly as a result of the increase in
import prices of patent medicines.
Tae subsequent increase in prices,
perhaps, was caused by import res-
trictions which were introduced
from the beginning of this year.

There was a slight increase in
prices in 1964 and in the first half of
1965 of goods not included in the
consumer price index ; for instance,
prices of motor spares and acces-
sories, building materials, oils and
paints and other consumer goods
have all increased during this period.

The high level of prices is partly
due to the increase in prices of
Ceylon’s imports by 10 per cent. in
1963 and 2 per cent. in 1964, partly
due to restrictions of imports caused
by the deterioration in the foreign
exchange situation and partly due to
inflationary  pressures emanating
from deficit budgeting and bank
credit creation.

The increase in the cost of living
meant naturally a fall in the real
wages of workers between 1963 and
1964. The index of real wage rates
of workers in asriculture declined
from 104.2 in 1963 to 1035 in 1964 ;
of workers in industry and com-
merce from 120.3 to 118.4 ; of Central
Government emvlovees from 116.5
to 112.9 ; and of Government school
teachers from 1079 to 104.6.

GOVERNMENT FINANCE

(a) Financial Year 1963-64

Government revenue in 1963-64
which was Rs. 1,757.6 million
exceeded the actual revenue collec-
tions in 1962-63 of Rs. 1,578.8 million
bv Rs. 178.8 million. This was the
largest annual increase of revenue
recorded since 1950-51. This increase
in revenue in 1963-64 reversed a fall
In revenue collections of 1962-63
as compared with 1981.62 . and
re-established the trend ofcinorezsing

T4
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revenue collections recorded since
1952-53. The increase of revenue

in 1963-64 was caused mainly
by a substantial increase of
Rs. 82.1 million in import duty
collections from textiles, sugar,

grain and flour and other imports
which recorded an increase 1n
volume, and of Rs. 64.1 million from
income tax. While the actual revenue
collections in 1963-64 exceeded those
of 1962-63, they were, nevertheless,
short of the original estimates of
Rs. 1,787.6 million by Rs. 30.0 million.
This was due to reduced collections
from export duties on tea and rubber
by Rs. 33.0 million and the shortfalls
in the collections from turnover tax,
foreign exchange tax and the
National Lottery. The actual collec-
tions from the turnover tax amounted
to Rs. 16 million compsared with the
original estimate of Rs. 45 million ;
the foreign exchange tax was expec-
ted to yield Rs. 10 million, but the
actual yield was only Rs. 3.7 million,
and the revenue from the National
Lottery amounted to Rs. 2.7 million
in contrast to the estimate of Rs. 15
million. The shortfall in revenue in
respect of these items could be ex-
plained partly by the delay in their
implementation, as a result of which,
collections were possible only in two
quarters of the financial year. In the
case of the foreign exchange tax, the
virtual ban on foreign travel also
contributed to the decline in the
collections. The original estimate of
Rs. 15 million from the National
Lottery, on the other hand, appears
to have been clearly over-estimated.

The actual total expenditure in
1963-64 at Rs. 2,288.9 million (exclud-
ing a book adjustment of Rs. 286.5
million) exceeded that of 1962-63 by
Rs. 2429 million. Recurrent expen-
diture of Rs. 1,888.8 million in 1963-64
exceeded that of the previous finan-
cial year by Rs. 244.8 million. Capital
expenditure of Ra 400 million, how-
ever, shows a slight decline of Rs. 2
million from the level of 1962-63.

The total expenditure in 1963-64
prepeded the original estimates by
Rer288 million. The actual recurrent
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expenditure exceeded the original
estimate by Rs. 143.1 million while
the actual capital expenditure fell
short of the estimate by Rs. 116.3
million. The under-expenditure in
respect of capital votes was thus 22.5
per cent. It is important to note that
the original estimate of Rs. 516.4
million for capital expenditure in
1963-64 was arrived at after allowing
for an under-expenditure of about 15
per cent. Thus, in all, the under-
expenditure on capital votes in 1963-
64 was about 37.5 per cent. The in-
crease in the recurrent expenditure
was the result of the increase in the
food subsidy bill by Rs. 102.5 million
to Rs. 375.4 million. This, in turn was
the result of the rise in import prices
of food imports, in particular sugar,
whose landed cost rose from Rs. 637
per long ton in 1962-63 to Rs. 1,135 in
1963-64. The landed cost of rice from
Burma increased by Rs. 29 per long
ton to Rs. 575 per ton in 1963-64, while
that of Australian flour rose from
Rs. 481 per long ton to Rs. 530 in 1963-
64. Apart from this increase in prices,
the reduction of five cents per pound
of flour announced in the Budget of
1963-64 led to a decline in the profits
on the sale of flour of Rs. 26 million.
The food subsidy bill, of course, was
also increased as a result of the higher
volume of imports and of purchases
of local rice. The expenditure on food
subsidies amounted to 19.9 per cent.
of the total current expenditure in
1963-64 compared with 13.8 per cent.
in 1962-63. The actual net cash
operating deficit in 1963-64 was_ thus,
Rs. 536.7 million or Rs. 62.2 million in
excess of the original estimate and
Rs. 69.7 million in excess of 1962-63.
The deficit was financed as follows :

Rs. million

Foreign Aid PO,
Local borrowing 2450
Administrative

borrowing 894
Treasury Bill

borrowing 1280,

5365
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Although the net cash operating
deficit in 1963-64 was larger, the ex-
pansionary impact of the deficit was
more or less the same as in 1962-63. It
was Rs. 162.9 million compared with
Rs. 162 million in 1862-63. The expan-
sionary impact of the Budget was
reduced largely by increasing the
scale of borrowing from domestic
non-bank sources, particularly
Government savings institutions and
the newly established Insurance
Corporation.

(b) Current Financial Year 1964-65

At the time the Budget for the
current financial year was passed, the
recurrent expenditure was estimated
at Rs. 1,879 million. With the provi-
sion of 2.5 per cent. under expendi-
ture, as in the case of previous years,
actual recurrent expenditure was
expected to be Rs. 1,832 million,
capital expenditure was estimated
at Rs. 558 million, thus making the
total expenditure Rs. 2,390 million.
As the estimated revenue was
Rs. 1.821 million, the Budget deficit
was expected to be Rs. 569 million.
This deficit was to be financed by :

Rs. million

Local borrowing 250 .
Foreign Aid 225 »

Administrative
borrowing e B30 i
Other measures aek 09 ”
569 5

These figures, however, have had to
be revised. The estimated revenue 1s
expected to exceed the original figure
as a result of enhanced receipts from
some export commodities, increased
income tax collections and the pay-
ment of arrears on account of the tax
on heavy oil motor vehicles by the
Ceylon Transport Board. This in-
crease is in spite of the fact that the
original estimate of revenue of Rs. 10
million from the Gemming Corpora-
tionnt not materialized and the
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collections from the export duty on
rubber have fallen below the original
estimate as a result of lower prices.

On the recurrent expenditure side,
a reduction of about Rs. 60 million is
expected mainly as a result of a
fortuitous factor—namely the loss of
a substantial portion of the maha and
the Yala harvest this year on account
of the prolonged drought. This has
had the effect of greatly improving
the Government’s budgetary position
by virtue of the reduced purchases of
paddy under the Guaranteed Price
Scheme and hence the smaller total
subsidy payable to local producers.
While it has eased the problem of
rupee finance to some extent, it has,
on the other hand, necessitated the
procurement of larger quantities of
rice from abroad than usual, thereby
aggravating the already acute prob-
lem of external finance. As far as
capital expenditure is concerned, it is
unlikely that it would exceed Rs. 475
million. The revised estimates of
revenue and expenditure are as
follows :

Rs. million

Recurrent expenditure .. 1,800 ,,
Capital expenditure 47
Total expenditure %15 .,
Revenue 1:852- 7.,

DEFICIT 423

The deficit is expected to be
financed as follows :

Rs. million
Local borrowing 250 i3
Foreign Aid 120 W
Administrative
borrowing i 10 -
Treasury Bills A 5
423 %

Although my predecessor implied
in his Budcet speech last year that
there would be no need to take re-
course to inflationary financing in the
current year, the revised figures pro-
vide for Treasury Bill financing to the
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extent of Rs. 43 million. This has
resulted from his over-stating the
Foreign Aid resources on thg one
hand, and the non-implementation of
the “ other measures ” he referred to
on the other.

This gap would have been consider-
ably larger if it had not been for the
fortuitous reduction in the food sub-
sidy loss resulting from smaller
amounts of local paddy being avail-
able for purchases under the Guaran-
teed Price Scheme.

PART II

The principal objective of the
National Government is to achieve a
higher rate of economic growth than
in the past, thereby raising the real
per capita income and the living
standards of the people, and creating
employment opportunities to absorb
the growing labour force of the
country. While the main emphasis
would be on economic development,
the National Government would also
take measures to replenish the
country’s external assets, to augment
the flow of essential supplies and to
stabilize prices and living costs, as
far as possible. In order to attain
these objectives, the National Gov-
ernment would implement the
following programme of action :

(a) Increase in the volume of

capital investment in the
public sector to achieve 3
higher rate of economic
growth.

(b) Reorganization of the Pian-
ning and Foreign Aid set up
So as to ensure the 2conomic
development of the country
on the basis of plans and
priorities, making maximum
use of external assistance.

(c) Replenishment of the country’s
foreign exchange resources
by means of external assist-
ance to augment the flow of
supplies of intermediate as
well as of capital goods,
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(d) Implementation of a vigorous
programme to increase the

production of rice, subsidiary
foodstuffs, milk and fish.

(e) Increase of the country’s
foreign exchange receipts
from exports, including the
new industrial exports.

(f) Creation of increasing employ-
ment opportunities and mea-
sures to promote workers’
welfare.

(g) Adoption of measures to res-
train the rise in the cost of
living.

(h) Pursuit of policies to achieve
monetary and fiscal stability.

(i) Reorganization of credit and
savings institutions with a
view to directing a greater
volume of credit to produc-
tive undertakings while, at
the same time, increasing
savings.

(j) Provision of the necessary in-
centives and concessions to
enable private enterprise to
make its contribution to the
country’s economic develop-
ment, in conformity with the
Government’s philosophy of
a mixed economy.

(k) Changes in the tax structure
to stimulate economic
growth.

You will agree, Mr. Speaker, that
it is only through the rapid develop-
ment of the Ceylon economy that we
could surmount the problems that
would otherwise increase in their
intensity, and eventually overwhelm
this country and its free institutions.
If we are to satisfy the popular
aspirations, aspirations for higher
incomes, better standards of living
and higher levels of employment, we
have no alternative but to direct all
our talents, all our resources and all
our energies to the objective of
economic growth. This is not a

Bewldmn 078 OeddC®

30

—edmds Bwde

matter about which there can be any
room for complacency. The strength-
ening of our institutions—cultural,
social and religious—themselves de-
pend on the provision of a strong and
widening economic base. If we were
to fail on the economic front, I could
hardly see how we could succeed on
any other. We cannot be happy with
a rate of growth of 3 or 4 per cent.
per annum. We should attain, as soon
as possible, a rate of economic growth
of about 6 per cent. per year if we
are to see the prospect of a significant
change in our economic situation.
Some of the more active developing
countries are already attaining rates
of growth of comparable magnitude
and we must set ourselves similar
targets and gear our efforts to achiev-
ing them. There is no reason why
this country should lag behind others
in economic progress as in many ways
we are possessed of advantages that
are denied to many others.

I do not wish to dwell at length on
the reasons for the slow rate of
growth of the Ceylon economy. I
should, however, mention that the
policies and attitudes of the last
Government resulted in discouraging
the private sector from contributing
its best to economic development.
The slowing down of the private
sector as a result of these policies
was not made up for by a significant
expansion in the investment and
production of the public sector. On
the contrary, the performance of the
public sector shows a poor record on
account of the neglect of planning,
pursuit of unsound monetary and
fiscal policies and the inefficient
management of public undertakings.
Another factor contributing to the

slow progress was the communal,
religious and linguistic conflicts
which divided the nation. With the
formation of the National Govern-
ment, it is hoped that there will be an
end to these conflicts and tensions
which impeded rapid economic
development.
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(a) Increase in Capital Investment

It is beyond dispute that a higher
rate of economic growth cannot be
achieved without increasing the
volume of capital investment in the
country. The present level of gross
capital investment, which is about
13 per cent. of the Gross National
Product, is clearly inadequate to
achieve a high rate of economic
development. As far as investment
in the public sector is concerned, the
actual expenditure has invariably
been far below the amounts provided.
Actual capital expenditure in 1962-63
and 1963-64 was Rs. 402 million and
Re. 400 million respectively, amount-
ing to 20 per cent. and 18 per cent.
of the total voted expenditure
respectively. While Rs. 558 million
has been provided in the current
year’s Estimate for capital expendi-
ture, it is now estimated that the
actual  expenditure would be
somewhere around Rs. 475 million.
It is the view of the Government
that capital investment of this order
is insufficient to attain a satisfactory
rate of economic development. The
Government has, therefore, increased
the capital expenditure for 1965-66
to Rs. 577 million which is about 23
per cent. of the total estimated
expenditure, with a firm determina-
tion to improve performance. I
should point out that this figure does
not represent the total capital
investment in the public sector next
year. To this must be added the
capital expenditure of State corpora-
tions out of their own funds or
borrowings from banks amounting
toc about Rs. 80 million and an
allocation of Rs. 97 million for
contributions to sinking funds and
repayment of loans. Further, the
Government intends to undertake a
number of new capital projects
referred to in Appendix 3 of the
Estimates after investigation and
appraisal by experts and negotiation
of external finance. Thus, capital
investment in the public sector in
1965-66 would be higher than what is

shown in the Estimates.

—6e25d8 Hawde

A significant feature of the capital
expenditure estimates for the next
financial year is the provision of
Rs. 120.9 million for the Ministry of
Industries and Fisheries, compared
with Rs. 101.5 million in the current
year. This provision will be utilized
for the expansion of existing under-
takings in the public sector. The
Paranthan Chemical Corporation will
commence work on a by-product
plant which will utilize its excess
chlorine and also expand the existing
capacity for the production of
chlorine, The Valaichchenai Paper
Factory will expand its production by
installing a mnew unit for the
manufacture of paper board. The
Hardware Corporation will commence
work on a cast iron foundry, and the
Cement Corporation will accelerate
work on the second factory at
Puttalam with a view to increasing
local production to about 450,000 tons
per year. Of the Rs. 120.9 million,
Rs 39 million is the provision for the
Fisheries Corporation to embark on
a speedy programme of development.

Capital estimates for the next year
also provide for the further develop-
ment of the Galle Harbour and
the Kankesanturai Harbour. The
provisicn for a loan to the National
Housing Fund has been increased
from Rs. 15 million to Rs. 25 million

for the construction of working class

and middle-class flats. A sum of
Rs. 23 million will be spent on
capital works of the Education
Ministry and a further Rs. 2 million
on technical education and University
education. It is estimated that nearly
600 additional schools will be cons-
tructed in the course of the next
year to accommodate about 72,000
additional pupils. Provision has also
been made for a teaching hospital
for the second medical college at
Peradeniya and for the purchase of
equipment for the Colleve of
Technology. The provision of equip-
ment for science laboratories has
becen increased from Rs. 1 million

for the current financial year to
Rs. 3 million in the next. In the field
of health services, the capital

investment of Rs. 12 million will be
mainly utilized for the purchase of
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equipment for water supply schemes
and for improvements to hospitals.
The Government also proposes to
develop the tourist industry into a
major foreign exchange earner of the
country.

The shortage of technical skills is
one of the biggest problems the
counfry is faced with. A survey
ccnducted by the Department of
National Planning and the Central
Bank has revealed that there is a
great shortage of skills in engineering,
technical, and technological fields. It
has be=n estimated, for instance, that
in 1970 the country will require, in
addition to the graduates passing out
from the universities, about 482
persons in the fields of ecivil,
mechanical and electrical engineer-
ing; 48 persons in the field of
chemical engineering, and 20
graduates in aeronautical engineering.
Besides these, there is likely to be a
shortage in other skills with the
acceleration of the country’s rate of
economic development.

The release of foreign exchange for
education abroad was progressively
restricted, both at the post-graduate
and undergraduate levels, with the
gradual deterioration of Ceylon’s ex-
ternal assets in recent years. The
position until now was that foreign
exchange for undergraduate studies
was allowed only for accountancy,
and that, too, only for the latter three
parts of the Cost and Works
Accountancy Examination, and for
post-graduate studies limited to the
fields of engineering, medicine, and
accountancy. In view of the setback
to economic development resulting
from any shortage of technical skill,
the Government proposes to release
foreign exchange for any course of
undergraduate studies abroad essen-
tial for the country’s development
and not adequately available in
Ceylon, and for any post-graduate
course in  scientific, technical,
technological, and professional fields
likewise essential for development
and not available in Ceylon. As the
expenditure of foreign exchange for

—-6{"@1{3?36 HEEE

education abroad is comparatively
small, the Government has decided,
in the larger interests of the
country’s future economic develop-
ment, to release exchange for studies
abroad on a more liberal basis.

In this connection, I should also
mention that the Government will
shortly examine the desirability of
setling up a National Research
Council to co-ordinate and to guide
research work in Ceylon, parti-
cularly in the context of the techno-
logical advances in affluent countries
and the need for a developing coun-
try like Ceylon to benefit by them.

(b) National Planning

There has been little attempt in the
past to direct the economic develop-
ment of the country on the basis of
national plans and priorities. A
number of plans were, in fact, pro-
duced, but they remained only on
paper. The targets of the Ten-Year
Plan, which was announced with
much fanfare, could not be achieved
either because they were set too high
or because the Government of the day
was unequal to the task. The plan
had, therefore, to be abandoned, per-
haps on account of both these factors.
The Three-Year Implementation
Programme, which was itself an
admission of the failure of the Ten-
Year Plan, was not implemented in
any one of the three years. Finally
the One-Year Implementation Pro-
gramme, too, remained on paper as
its sponsors were not there even for
one year to carry it out.

Our Government is resolved to
change this sorry state of affairs and
initiate a serious effort in the field of
planning and plan implementation. A
new Ministry of Planning and Econo-
mic Aftairs has been established with
the Prime Minister himself as
Minister in charge. Planning, how-
ever, is the concern of the entire
Cabinet and a Sub-Committee of the
Cabinet (comprising the Prime
Minister, the Minister of State and
myself) has been set up to be
in closer touch with problems con-
nected with planning. The new
Ministry will have under it, for
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the present, three key departments—
National Planning, Plan Implementa-
tion and Foreign Aid. The new
planning organization will soon
underlake the task of preparing
effective programmes of development
for the major sectors of the economy,
which could provide the basis for an
overali plan. For this task, we in-
tend to secure technical assistance
from international agencies and
initiate almost immediately a series
of reviews of such programmes as
now exist in the different Ministries
and agencies. The Government has
already taken the initiative in this
respect by requesting the World
Bank for technical assistance in four
fields, as follows :

(@) A review by a team of experts

comprising Management
Consultants, Cost Account-
ants;, ete., of ' the State

Industrial Corporations and
the Ceylon Transport Board,
with a view to improving
their management (account-
ing procedures, store-keep-
ing, costing, ete.) and their
general level of efficiency.
If T remember right, my
predecessor in office in his
Budget speech last year
pointed out that the accounts
of State corporations were
not only inadequate, but also
misleading, and that some of
them never had even a
semblance of budgeting.

(b) A review and appraisal of the
Government’s future pro-
gramme in the field of
agriculture, irrigation and
land development, with a
view to accelerating the
tempo of progress in this
field.

(c¢) A review of the Government’s
programme for the fisheries
sector in view of the high
priority that needs to be
given to this sector.

(d) A review of the constructional
capacity of the public and
private sectors in the light of

—ec@m8 Hwde

the demands that would be
made on the constructional
industry, by accelerated pro-
grammes of development,
The capacity of the construc-
tional industry is affected by
such factors as availability of
constructional materials,
labour skills, and equipment,
as well as by the organi-
zation of constructional
agencies. Under-spending
and slow progress on deve-
lopment projects in the pub-
lic sector have been notable
in the past and inadequate
construction capacity might
well prove a limiting factor
to increased capital invest-
ment in the future.

With the assistance of these experts,
we would be in a better position to
pnlan our future development work
with greater success. It is hardly
necessary to point out to you, Sir, that
the previous Government had under-
taken a number of projects whose
technical and economic aspects had
not been properly appraised. The
National Government, too, has in
view a number of new projects, but
we do not wish to commit the mis-
take of launching them before they
are subjected to a full review and
appraisal by competent technicians.

One of the reasons for the slow rate
of economic growth in the country
has been under-expenditure on the
part of Government departments and
State corporations. In some years,
under-expenditure in respect of cer-
tain capital items was of the order
of 40 per cent. of the voted expendi-
ture. It will be the responsibility of
the new Department of Plan Imple-
mentation to reduce this level of
under-expenditure by ensuring that
the planned targets of investment and
production are achieved within the
given time.

DN BNRDD D
(FurprusT oeuiser)
(Mr. Speaker)

Is it the wish of the House that
the Sifting be now suspended for
tea ?
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(Hon. Members)
Yes.

D BNGN S

(gursrust oyl S6iT )

(Mr. Speaker)

I suspend the Sitting till 4.30 p.Mm.

d€de 30 enacd mOmEn?d g &98»
cfsy g on 430 O OB @ @ CE&

@seuiyg.  SILoTe @enL bl gy $SUULG, g @b
). w. 4.30 8@ 2TbULTGID DI

Sitting accordingly suspended
4.30 p.M. and then resumed.

till

DS NGNS
(FuTprusi geui&or)
(Mr. Speaker)

The Hon. Minister of Finance will
continue his speech.

o DY B3NN

(Qserres auarallpruss)
(The Hon. Wanninayake)
I now come to External Assistance.

(¢) External Assistance

I would wish, on this occasion, to
make some comments on the subject
of external aid, since this has been in
the forefront of public discussion in
recent weeks. I should like to say,
first, that having recourse to external
resources for development is not a
sign of importunity on the part of a
developing country. It is natural that
countries in the process of rapid deve-
lopmenit should be net importers of
capital. Capital import and external
borrowing have been a feature in the
development of many countries that
have now transformed themselves
into advanced economies and are to-
day in a position to export capital. In
the past, these capital imports took
the form of an inflow of direct private
capital investment. Today, this inflow
is on a much smaller scale. The major
part of capital imports in developing
countries now takes the form of
movements of official capital by way
of Government to Government loans
and srants, and of assistance through
multilateral agencies. The flow of
external assistance from  countries
both in the East and thecWest 4o the

—ecdHB8 Hwd®

developing countries has increased in
recent years. This is indeed a good
sign. Where Ceylon is concerned, the
need to accelerate this flow still fur-
ther is imperative. We have not bene-
fited by this flow to the same extent
as some other developing countries
have done. I should also like to take
this opportunity of expressing our
appreciation and thanks to all those
countries which have assisted us in
numerous ways.

May I now say a few words on the
theme of “Trade or Aid”. I think
there can be little doubt that Ceylon’s
need for external assistance could
have been reduced had external com-
modity prices been more favourable
to us. The United Nations Conference
on Trade and Development stressed
the urgent need for radically new ap-
proaches to the trade and commodity
problems of the developing countries.
I need hardly say that our Govern-
ment, in common with other develop-
ing countries, fully endorses these
proposals and would endeavour to
give the fullest support to the work
of the nermanent organization that
has now been set up in this connection
and on whose Board Ceylon is a
member. It is truly unfortunate that,
despite much debate and discussion
throughout the entire post-war period,
little progress has been made towards
the initiation of schemes to stabilize
and improve the prices of primary
commodities. If, in the period ahead,
new arrangements could be devised
to strengthen the world trade in pri-
mary commodities or schemes of in-
ternational compensatory finance
could be evolved whereby developing
countries could be compensated when
their terms of trade decline, the need
for the more conventional kinds of
foreign aid would be much less. But
in. the interim, Ceylon will have
together with other developing coun-
tries, to pursue the possibility of secu-
ring external assistance in order to
meet the inevitable gap between
essential imvorts needed for growth
and possible export earnings.

Tt is in the background of these con-
siderations that the present Govern-
ment has taken some positive steps
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to widen and, in some cases, to re-
open external aid flows into this
country. I referred earlier to the fact
that Ceylon has up to now not fared
too well in respect of the aid she has
received. One of the reasons for this
has been the failure on the part of
Ceylon to formulate a serious and
effective plan of development which
could provide a framework for the
utilization of aid. Aid from some
potential donor countries had also
been shut out on account of disputes
and differences of one kind or
another. I am aware that the previous
Government had itself made endea-
vours to resolve these issues, though
without success. I am glad to be able
to say that the present Government
took prompt action after assuming
office to clear away the obstacles that
impeded the flow of aid. As this
House is aware, we succeeded in brin-
ging about a settlement of the dispute
relating to compensation of the pet-
roleum companies. This dispute had
directly rendered Ceylon ineligible
for assistance from the United States
and had adversely affected the general
climate relating to the provision of
larger flows of aid to Ceylon from
other important donor countries as
well. The House will have another
opportunity of discussing the agree-
ments which we have entered into
with the oil companies and I will not,
on this occasion, elaborate them. But
I am pleased to be able to say that as
a result of the settlement of this dis-
pute the Government of the United
States has now publicly announced
its intention of resuming aid to
Ceylon.

Another factor which stood in the
way of a substantial increase in aid
flows was the lack of confidence out-
side regarding the financial policies
Ceylon had been pursuing in recent
years. As long as excessive deficits
in the Government Budget were gene-
rating an inflationary situation caus-
ing loss of external reserves, scarcities
of goods and rising prices, Ceylon’s
capacity for strengthening her
balance of payments and for repaying
the external borrowings was natu-
rally reduced. In addition, financial

T——a0l8 7906 (65/8)

—edmBS Hwdd®

policies which placed an inadequate
emphasis on investment and develop-
ment and frittered away the country’s
resources on current consumption,
could hardly create a favourable im-~
pression outside. Our Government,
with a view to remedying this state
of affairs, entered info consultation
with the International Monetary Fund
and the World Bank, of which we are
a member, as a result of which we
have been able to remove these obs-
tacles which had impeded the flow of
external assistance.

The International Bank for Recon-
struction and Development, in fact,
organized a meeting of the represen-
tatives of the Governments of these
member countries who were in a
position to assist Ceylon. The meet-
ing took place under the auspices of
the World Bank in Washington on
the 28th and 29th July and was
attended by representatives from
Australia, Canada, Japan, the U. K,,
and the U. S. A. The Federal Re-
public of Germany and India were
represented as observers as was the
International Monetary Fund. I am
glad to be able to announce that,
arising out of this meeting, the Gov-
ernment of Ceylon has been informed
that the countries mentioned are
willing to participate in an aid pro-
gramme for Ceylon for the remainder
of 1965, to the extent of approxi-
mately $ 50 million or Rs. 250 mil-
lion. These countries have indicated
their interest in helping to meet
Ceylon’s exchange shortage and their
individual participation in the assis-
tance effort. The particular arrange-
ments for assistance to Ceylon by
individual countries will be worked
out shortly. I would like, at this
stage, to take this opportunity of
conveying the sincere apnreciation of
the Government of Ceylon to the
countries concerned, the Inter-
national Bank for Reconstruction and
Development and the International
Monetary Fund for the initiative they
have taken to provide assistance to
Ceylon.

It should be noted that this aid pro-
gramme does not exhaust the total of
external resources we hope to obtain
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from all sources. There are many
other donor countries both in the
East and the West, who have also
provided generous assistance to
Ceylon, and we hope that their exist-
ing aid programmes will not only
continue but will be further extended
in the years ahead. In this connec-
tion, I am happy to say that the Gov-
ernment of France has already indi-
cated its willingness to provide
assistance on a bilateral basis. We
welcome and appreciate aid from all

-sources, and we hope to negotiate
‘further bilateral agreements with

these countries to augment the flow
of external assistance to Ceylon.

In seeking assistance from foreign
gountries, I must stress the impor-
tance of the terms on which this
assistance is forthcoming. Although
Ceylon’s need for external capital is
great, it would not help in the long
run if, in the process of receiving
capital, the country is burdened with
service charges so heavy that the
long-term prospect for relief of the
balance of payments is thereby ad-
versely affected. There is fortunately
a growing awareness in the interna-
tional community that external lend-
ing to developing countries should be
on special terms, and I am parti-
cularly glad that this principle has
been embodied in some of the credits
we have negotiated.

An agreed programme for expand-
ing import allocations over the latter
half of 1965 has been drawn up
jointly with the World Bank. It was
‘mentioned earlier that the Govern-
ment, in anticipation of foreign aid,
«did not reduce the existing alloca-
tions for imports which had been
originally planned for in the Foreign
Exchange Budget, in spite of the fact
that a substantial amount of foreign
exchange had to be diverted to
finance rice imports as a result of the
drought. In drawing up the pro-
gramme for external assistance, we
had indicated that in addition to
bridging the gap caused by the need
for additional rice imports,
further external resources were
vitally necessary to increase allo-
cations for critical imports beyond

—ec@mDS Hwdd

the levels provided for in the original
Foreign Exchange Budget for 1965.
Now that external assistance is forth-
coming to meet both these require-
ments, the Government would revise
the Foreign Exchange Budget once
again to provide for increased alloca-
tions for such essential items as in-
dustrial machinery and raw
materials, fertilizers, motor vehicle
spare parts, commercial vehicles,
tractors, cement and  building
materials and engineering stores.

I might, in this connection, refer
briefly to the broad allocations that
would be made of the additional aid
received during the remainder of this
year. Of the total Rs. 250 million,
about Rs. 25 million would go to
finance the payments gap that would
emerge on Ceylon’s existing adjusted
import programme. Rs. 75 million
will serve to augment Ceylon’s much
depleted international reserve whilst
Rs. 150 million would be utilized for
an expanded programme of addi-
tional imports embracing a wide
range of commodities, essential to
rehabilitating the productive capacity
of the Ceylon economy.

The revised import programme
made possible through external assis-
tance will undoubtedly help to re-
move difficulties which have beset
the Ceylon economy in recent years.
It will make a significant contribu-
tion to rehabilitate our economy,
maintain and build up our capital
stock and bring about a fuller uti-
lization of our existing productive
capacities. It will thereby not only
increase employment, but also total
production which will, in turn, aug-
ment supplies of consumer and other
goods in the country. I must add that
the World Bank has in view a similar
programme of external assistance for
1326 on even a greater scale than for
1965.

I must point out, however, that on
account of the lags that are inevitable
in the implementation of an import
programme of this kind, it is to be
expected that there will be a delay
of a few months for a part of the
increased imports that have been
planned for to arrive in this country.
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I_might add that in the situation in
which we are placed, there is an
eéven greater need for the most care-
ful budgeting of our foreign exchange
resources and outlays. The Govern-
ment has, therefore, decided to estab-
lish a comprehensive system of
foreign exchange budgeting which
would enable more effective manage-
ment of our foreign exchange opera-
tions in the light of our export
receipts and the augmented pro-
gramme of external assistance. New
machinery for foreign exchange
budgeting will be established for the
purpose of preparing the Foreign Ex-
change Budget for approval and
adoption by the Cabinet, Procedures
would be introduced whereby the
import requirements of different
sectors of the economy could be re-
ported upon in a systematic way.

While the present circumstances in
Ceylon require the direction of ex-
ternal aid towards the financing of
strategic imports, it is not our wish
that this approach be continued in-
definitely. It is necessary at the
earliest opportunity, after the com-
pletion of the first phase, to move to
a greatly accelerated programme of
development in all the key sectors of
the economy and to direct external
aid to support such a programme. In
this second phase, we would be re-
turning to the more conventional use
of aid on an expanded scale. The
new development programme while
aiming at a higher rate of economic
growth and the creation of adequate
employment opportunities, will also
aim at strengthening our future
balance of payments. It is only if
we succeed in strengthening our pay-
ments position in the long run that
we could sustain the momentum of
development in the future and look
forward to a reduced dependence on
foreign aid.

Maha 1963-64
Yala 1964

—ecdmIE BHWE®
(d) Increase of Food Production:

It is the Government’s view that
the most effective way of relieving
our foreign exchange difficulties is by
a vigorous programme of import subs-
titution in the field of domestic agri--
culture. Nearly half of our import
payments are absorbed by the pur-
chases of food—rice, sugar, chillies,
oniong, potatoes, dhall, fish, milk
products and other subsidiary food-
stuffs—all of which are capable of
being produced locally. The local
production of these commodities
on a large scale will wun~
doubtedly help us to economize om
our foreign exchange resources. Fur-
ther, the success of industrialization
in Ceylon is crucially dependent on
the success of our efforts in domestic:
agriculture. In the period ahead,
therefore, the Government wilk
place the greatest emphasis on domes-
tic agriculture and our plans and
programmes will be substantially
oriented towards this end.

(i) Paddy : Ceylon imports over 4(
per cent. of her rice requirements at
an annual value of about Rs. 300
million. One of the principal objec-
tives of the National Government is
to increase the country’s rice produe-
tion so as to reduce the volume of
rice imports. While the policy of
alienating paddy lands under
colonization schemes will continue,
increased emphasis will be placed on
increasing rice production by
methods which do not involve heayy
capital investment. '

The total area available for paddy
cultivation in Ceylon in 1964 has been
estimated at 1,249,156 acres. The
actual extent cultivated, however,
was less than this as shown in the
following table :

Acreage cultivated  Acreage uncultivated

236,645
677,669

1,013,611
571,587

913,114

———

1,585,198
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These figures indicate that of the
total cultivable acreage, about 19 per
cent. was uncuwtivated in maeha and
-about 54 per cent. was uncultivated in
yala. 1t is during yala that the
greater part of the paddy lands are
left uncultivated. The main reasons
why a substantial part of the paddy
lands are left uncultivated in maha
and Yala are lack of water, particu-
larly in the dry zone ; floods, and ex-
cess water in the wet zone. The
Government has, after a careful
study, decided to undertake a pro-
_gramme of action which would
“bring under cultivation in the three
years 1965-66 to 1967-68 approxi-
mately 100,000 acres out of the total
extent of land which was unculti-
vated in 1964. The cost of bringing
under cultivation existing paddy
lands is bound to be less than that of
asweddumizing new paddy lands
and settling peasant colonists. Thus,
this programme will be undertaken
without straining the Government's
financial resources, and also in a
shorter time than thati required for
asweddumization. The reclaiming of
100,000 acres is expected to increase
paddy production by nearly 3.5
million bushels or 50,000 tons of rice
annually valued at Rs. 25 million in
foreign exchange. Paddy production
is expected to increase further as a
result of the additional foreign ex-
change allocations which will be
made for the import of fertilizers,
agro-chemicals and tractors.

egSLm,

With the object of increasing the
use of fertilizer in paddy cultivation,
the Government also proposes

Chillies

Onions

Potatoes

Gram, dhall, pe&s
Maize

Tamarind

Garlie

Bpices—(eorriander, curmmin seed fennel seed,
mathe seed, saffron and dried glnger)

Others

certain revisions of the Fertilizer
Subsidy Scheme for paddy
cultivation as follows :

(a¢) The grant cf a 50 per cent.

subsidy to  co-operative
societies and cultivation
committees which obtain

their fertilizer on payment
of the balance 50 per cent.
of the wvalue of fertilizer,
and to allow them to draw
such fertilizer from the
Agrarian Services Depart-
ment in advance, irrespec-
tive of whether individual
members have applied to the
society or committee for the
same quantity of fertilizer
or not ;

(b) To allow societies which avail
themselves of this concession
to sell the fertilizer so
obtained either on payment
of the balance 50 per cent. of
the value of the fertilizer, or
on credit, and to authorize
them to recover interest at
a rate not exceeding 10 per
cent. from members who
take such fertilizer on credit,
after amending their by-
laws where necessary.

(ii) Subsidiary Foodstuffs: The
country imports annually about
Rs. 185 million worth of subsidiary
foodstuffs. In 1964, we imported the
following commodities :

Culs. Rs. Ml 'on

425,383 46:5
1,354,828 268
1,471,458 255
1,738,421 805
79,731 16
44,560 1-2
54,433 27
183,863 .. 10:6
— o 19:7
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Most of these imported foods
could be grown in Ceylon and in the
present foreign exchange situation,
we have no alternative but to pro-
duce some of these commodities such
as chillies, onions and potatoes
within the country itself.

As hon. Members are aware, the
quernment offers a guaranteed
price which is much higher than the
import price to local producers of
these commodities—e.g., chillies,
Bombay and red onions, potatoes,
green gram, cow pea, sorghum, Toor
dhall, maize, mustard, pepper,
ground nuts, tamarind, turmeric, etec.
The response from the producers,
however, has been most disappoint-
ing except in the case of red onions.
For instance, in the year 1962-63,
produce  collected wunder the
Guaranteed Price Scheme was as
follows :

Cwts.
Chillies es 23
Potatoes 116
Maize 1,858
Cow pea S 31
Black pepper 241
Turmeric A 20

These figures indicate that the local
production is negligible and is a
fraction of the country’s require-
ments. Between 1955 and 1964, the
consumption of imported chillies
increased by 50 per cent. and of
Bombay onions by 70 per cent. In
the same period the imported price
of chillies rose by 17 per cent. of
Bombay onions by 47 per cent. and
of red onions by 82 per cent. These
figures indicate that at the present
rate of consumption and on the basis
of price trends, the country’s import
bill in respect of these items is
likely to increase further in the
future.

It has been estimated that at the
present guaranteed price offered by
the Government, while the net in-
come that could be obtained from
the cultivation of paddy is Rs. 329
per acre, that from the cultivation of
Bombay onions would be Rs. 696

—ce@®mDS Hwde

and of chillies Rs. 904 per acre res-
pectively. These figures indicate
that the present guaranteed prices
offered by the Government are quite
remunerative and that it is more
profitable for the producer to grow
chillies and Bombay onions than
paddy.

The country is already, more or
less, self-sufficient in red onions, buf
their import becomes necessary dur-
ing certain months of the year,
particularly in the period November
to January. The import of red
onions, however, can be completely
eliminated if multi-purpose co-
operative societies and unions are
given an incentive to store surpluses
from the September harvest and
farmers have an incentive to produce
onions during the off-seasons. The
Government has therefore decided
to increase the guaranteed price for
red onions in particular months ; the
new prices will he announced within
a few days.

The production of chillies and
Bombay onions and other subsidiary
foodstuffs on a large scale within a
short time cannot be undertaken in
home gardens and chenas as it is
done today. On the contrary, it has
to be undertaken in the dry zone
under irrigated conditions by indivi-
duals or enterprises with large
financial resources and technical
skill. In fact, the main reason why
there is little production of subsi-
diary foodstuffs in spite of an
attractive guaranteed price scheme
is that the Government has hitherto
depended on the peasant producers
and small-holders io produce these
commodities. The Government, on
the average, provides annually
20,000 new allotments under village
expansion schemes and 3,000 new
allotments under colonization
schemes for the settlement of land-
less peasants. The Government pro-
poses to supplement the present land
alienation to peasantry with mea-
sures to enable Crown land to be
leased for periods not exceeding 25
years to local private enterprises for
the cultivation of subsidiary food-
stuffs, on the strict understanding
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that such alienation will not affect
the present and future interests of
local villagers in particular, and the
requirements for land by the land-
less peasantrv in general. The
Government will, however, have the
option of renewal after 25 years or
of taking back the land on suitable
compensation terms. Jn pursuance
of this policy, the Government is
taking steps to lease a thousand
acres to a large commercial firm in
Colombo to produce chillies and
Bombay onions. Similar applica-
tions from other individuals and
groups would be favourably con-
sidered by the Government. A Land
Alienation Board will be set up to
consider the terms and conditions on
which the land will be made avail-
able to private companies and indivi-
duals and the particular tax incen-
tives that will be given in respect of
each proposed proiect. In addition,
such persons would be given special
concessions to import machinery and
equipment required for the efficient
cultivation of such crops.

While the Government unwaver-
ingly maintains the principle that in
the alienation of land the predomin-
ant consideration must always be
the interests cf the peasantry, it
believes that there is a case at the
present time for considering the
grant of Crown land under suitable
lease conditions to private indivi-
duals and companies which come
forward with capital and well-
formulated plans of agricultural
production. The efforts generated
by such private investment should
always be considered as a means of
supplementing the efforts that will
continue to be sustained in the
Peasant sector.

It is expected that lift irrigation
will play an important role in the
cultivation of subsidiary food crops
in the dry zone. The Government
has, therefore, taken steps to secure
the services of a number of foreign
specialists to make an investigation
of the exploitable under-ground
water resources in the country. The
preliminary  investigations have
already been made.

100
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The Government has also decided
to reduce the import dufty on
sprinkler irrigation equipment re-
quired for cultivation under irri-
gated conditions from the present
rate of 150-160 per cent. to the same
duty as for agricultural pumps, that
is 123 per cent.

It is further proposed that the
alienation of land under irirgation
should carry with it a condition
regarding cultivation of suitable
subsidiary crops.

I must also take this opportunity
of informing the House regarding
the Government’s plans for cadju
cultivation. Cadju is a crop which
could easily be grown in Ceylon and
which has vast potentialities in the
export market. The Government is,
therefore, taking steps to alienate
about 30,000 acres in the next finan-
cial year for the cultivation of cadju
in the Mannar, Jaffna, Vavuniya and
Batticaloa Districts. In addition, the
Government will also take steps to
start citrus cultivation in these areas
with the assistance of lift irrigation.

(iii) Animal Husbandry: In 1964,
Ceylon imported over Rs. 93 million
worth of milk products. The
National Government will take steps
for the immediate development of
animal husbandry, including poul-
try, not only for the purpose of im-
port substitution, but also to
encourage the coasumption of milk
and meat in order to create a
healthier nation. A condensed milk
factory will be in production by the
end of 1965-66. We require about
8,500 buffalo cows in milk in
addition to those available at
Tamankaduwa to achieve self-
sufficiency in condensed milk which
we imported to the value of Rs. 19
million in 1964. At the start, it is
our proposal to establish two units
of a thousand buffaloes each in the
next financial year. The Govern-
ment also proposes to establish a
full-cream milk powder plant at
Ambewala in the near future. In
order to build up the herds for this
purpose, the Government will im-
port one thousand neat cows in milk
and develop 5,000 acres in pasture in
the up-country during the next
{iriancial year.
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There are private groups interest-
ed in establishing buffalo herd units
in Tamankaduwa and undertaking
the production of pouliry and rear-
Ing of sheep on coconut estates. The
Government will take steps. to
release the foreign exchange required
for this purpose to these parties.

(iv) Fisheries: In 1964, Ceylon
imported fish and fish products to the
value of about Rs. 68 million as
follows ;

Cwts. Rs. Million
Dried fish 671,135 51.3
Tinned fish .. 103,515 o 8.5
Maldive fish .. 55,813 .. 8.2
The main reason why Ceylon

imports such a large amount of fish
is because the fishing industry has
been neglected in the past in respect
of both capital and organization.
The Government proposes to remedy
this situation in the next few years.,
It has already allocated Rs. 39
million in the Budget for investment
by the Fisheries Corporation. In
addition to this, the Department of
Fisheries has been allocated Rs. 7
million for capital works and another
Rs. 7 million on Advance Account.
There is also money in the Port
Commission Votes relating to the
construction of certain fisheries
harbours which they have started.
In all, therefore, the Government
proposes to spend nearly Rs. 60
million on fisheries this financial
year.

This money would be spent on the
purchase of boats, the investigation
and construction of harbours and
anchorages, the provision of shore
facilities, repair facilities and work-
shops at these harbours, the develop-
ment of internal marketing, mecha-
nization of traditional craft, the
provision of adequate supplies of
fishing gear, the provision of naviga-
tional aids and safety devices to
fishermen, the development of
brackish water fisheries, establish-
ment of a Fishery Training Institute
and a Fishing Gear Factory. Once
the basis for fishery developmentis

1065 gewledzy 9
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laid on these lines, it would be
possible to invest even greater
amounts of capital in the future in
the fishing industry and make up
over a period of years the past
neglect of this industry. With this
large capital investment and the re-
organization of the industry, it is
expected to increase appreciably the
country’s production of fish which is
around 90,000 tons at present.

(e) Promotion of Exports

The search for new markets abroad
is a sine qua non for industrialization
in Ceylon, particularly as the small
size of the local market itself limits
rapid industrial development,
Further, with the deterioration of
the foreign exchange situation and
with our traditional agricultural
exports fetching low prices, there is
an urgent need to produce and
export new varieties of goods. I am
happy to say that there are a few
industries in Ceylon which are capa-~
ble of producing goods of quality
which can find new markets abroad.
Industries which produce export
goods enjoy a number of concessions
and incentives already as follows :

(a) Liberal grant of foreign
exchange and ready issue of
import licences for raw

materials required to execute
export orders ;

(b) Refund of import duty payable
on raw materials consumed
for carrying out the export
orders ;

(c) Tax holiday for three years on
export profits ir respect of
articles approved by the
Government;

(d) Treatment as deductible allow-
ances for tax purposes of the
costs of advertising outside
Ceylon incurred solely in
connection with the export
of industrial goods approved
by the Government.,

These concessions and incentives
have not proved adequate to stimu-
late a significant volume of industrial
exporizormainly because prices of
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Ceylon products have not been
competitive. The Government will,

therefore, take the following

measures to stimulate industrial

exports further :

(a) A rebate will be given from
the income tax payable for
any year of assessment of an
amount equal to d per
cent. of the wvalue of
exports on goods exported
in the preceding year to
manufacturers provided such
exports have resulted in a
minimum net earning in
foreign exchange of 25 per
cent. of the f.0.k. value of the
commodity.

(b) The present requirement that
industrial firms which manu-
facture for exports have to
pay the import duty on their
raw materials even if it is
returned to them when the
exports take place causes
much inconvenience. The
Principal Collector of Cus-
toms will, hereafter, release
raw materials imported to
produce export goods on
bank guarantees without
recovering import duties. The
bank guarantees would be
enforced if the exports do not
materialize within six
months.

(c) Waiver of excise duties and
turnover tax would also be
granted for industrial goods
exported.

(d) Bilateral trade pacts between
Ceylon and other countries
would be exploited further to
increase the export of indus-
trial products to other
countries.

While the Government would be
taking the steps propcsed above to
stimulate exports of the newly
established manufacturing industries,
it would also make every effort to
maximize the export earnings from
the traditional agricultural exports.
In this connection, the question of
future market possibiiities of tea in

Hewldm Oz HOCW
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Britain is causing some anxiety to the
Government. Britain is Ceylon’s
largest single tea market which con-
sumes as much as 35 per cent. of
Ceylon’s total tea exports.
Of the total amount of tea consumed
in Britain, Ceylon tea constitutes
about 30 per cent. From 1957 on-
wards, there has been a continuous
decline in the per capita consump-
tion of tea in Britain of the order of
about one tenth of a pound annually
reflecting a loss of about five million
pounds per year. The tea drinking
habit is losing ground among the
youth population in Britain and in
the “ out of home market ”.

The Government is convinced that
the situation demands immediate
corrective action in the form of a
large-scale tea promotion campaign
in which tea will be boosted as a
beverage without reference to the
country of origin, but without inter-
fering with the existing independent
campaigns of each producing coun-
try. Accordingly, plans have been
formulated for a campaign of three
years’ duration starting this autumn
and costing about £1 million per
year. The funds for this campaign
would have to be raised both from
producers and distributors; it is
expected that about 75 per cent. of
the funds would be forthcoming
from the distributing trade and the
balance 25 per cent. from the pro-
ducing countries including Ceylon,
India and East Africa. The Govern-
ment has decided to subscribe as its
share Rs. 1.5 million per year out of
the reserves of the Tea Propaganda
Board to meet a part of the cost of
this campaign. The Government is
taking this step as the tea market in
Britain is so vital to the Ceylon
economy.

(f) Increase in Employment
Opportunities

The question of creating employ-
ment opportunities to absorb the
large number of unemployed and
under-employed persons in the
country is one which has been given
top priority by the National
Government. The population of


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

105
Suddm wery emydwum, 1965-66

Ceylon is at present 11 million,
increasing at the rate of 2.8 per cent.
per annum. The total work-force
is approximately 3.5 million, of
which 2.8 million or 80 per cent. are
in agricultural occupations in the
rural sector. Of this work-force,
the total number unemployed, as
assessed by the Central Bank’s
Consumer Finance Survey of 1963,
was about 450,000 in 1963. The
largest single category among the
unemployed consists of those belong-
ing to the age group 18-25 years,
with G. C. E. or S. S. C. educational
qualification, numbering about 78,900
at the end of 1963.

One of the first tasks of the
National Government was to appoint
in May 1965, a special sub-committee
of eight Cabinet Ministers to ex-
amine and recommend measures to
deal with the problem of unemploy-
ment. This sub-committee has al-
ready issued its first interim report
for the consideration of the Cabinet.
In accordance with the recommend-
ations made by this sub-committee,
the Government has formulated a
number of measures which will be
implemented in the next financial
year, to create employment opportu-
nities to absorb the unemployed and
under-employed as follows :

(@) There are about 1,000 vacancies
for clerks in Government
departments at present. Al-

though monetary provision
exists for these posts, they
remain unfilled as a result
of the tardiness of the pre-
sent procedures for recruit-
ment. The Treasury has
been directed to work out
immediately speedy proce-
dures for recruitment to
these vacancies.

(b) It is expected that about 2,000
would be given new employ-
ment in State industrial
corporations under  the
planned  expansion pro-
gramme in the next financial
year.
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(¢) The Government is considering
replacing the existing prac-
tice of ad hoc overtime by
a scheme of double and
treble-shift employment in
Government  departments,
corporations and workshops.
This would provide addi-
tional employment to a fair
number of manual and cleri-
cal workers. ]

(d) Steps are being taken to re-
cruit between 2,000 and 3,000
teachers before the end of
this financial year. The
Government will, in addi-
tion, recruit 3,000 new
teachers in the next financial
year.

8. 3 3. com@ Ow. (O emne®
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(Mr. P. G. B. Keuneman—Third
Colombo Central)
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The Government will
3,000 new teachers.

(e) It is proposed to recruit about
150 nurses for Government
hospitals before the end of
this financial year and a
further 350 nurses in the
next financial year,

(f) Local authorities would be
given as much financial
assistance as possible to en-
courage them to provide
employment in projects such
as road construction, filling
of marshes making of sur-
face drains, ete, in their
respective areas.

recruit
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(g) The Ministry of Planning and
Economi. Affairs is examin-
ing a scheme for the setting
up of about 1,000 handloom
centres, partly financed from
foreign aid. This scheme, if
implemented, would provide
employment to a fair num-
ber of people, particularly,
in the rural sector.

(h) It is planned to settle 3,000
families in paddy coloniza-
tion schemes and 2,000
families in highland coloni-
zation schemes and to grant
15,000 allotments wunder
village expansion schemes in
the next financial year.

* Additional employment op-
portunities in dry zone
agriculture would be created
by the private sector under
the Government’s new policy
of leasing land to the private
sector for the cultivation of
subsidiary food crops.

(i) Any employment programme
must take into account the
largest category of un-
employed, which is the age
group 18-25 with the G. C. E.
and S. S. C. qualifications.
Thus, programmes for the
settlement of these youths
on lands under minor tank
irrigation schemes, lift irri-
gation schemes and highland
colonization schemes have
been drawn up by the
Ministry of Lands and the
Ministry of Agriculture, who
will work together in close
collaboration. @ The  total
programme consists of 150
projects to be launched in
the next three years. The
pattern of development and
colonist  participation is
different from those in the
present colonization schemes,
special features being:

(i) the wuse of Ilift irrigation
- where possible ;

(ii) maximum use of ‘shrama-
dana’ or volunteer colonist
participation :

(iii) the oreanization of the
settlers in effective com-
munity settlements, with
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sponsorship where possible
by suitable private or
Government organizations ;
and

(iv) support from the Food and
Agricultural Organization

and the World Food
Programme at the initial
stages.

It is proposed to settle about
7,500 unemployed youths
under these projects in the
next three years. In the
next financial year, however,
25 projects will be started
to settle about 1,250 youths.

(7) The Government has also
planned to create a special
National Service Pioneer
Corps to engage in produc-
tive work of a pioneer

capital formation, preferably

of an agricultural nature;
e.g. opening up of undeve-
loped lands. The recruits
would also be given Dbasic
training in  semi-skilled
trades and occupations

according to their aptitudes -

so that they could find better
employment later on.

(k) It is expected that private -

industries would absorb a
large number of those un-
employed once additional
foreign exchange which the
country hopes to obtain
under external assistance, is
granted to them for addi-
tional imports of machinery
- and raw materials.

These measures will no doubt
provide . employment to a large
number of persons unemployed or
under-employed at present. Besides
these, the increased capital invest-
ment programme of the Government,
together with the expansion ex-
pected in the private sector as a
result of the confidence and incen-
tives provided by the Government,
will also absorb a large number of
persons into employment from year
to year. Employment Exchanges
are also being reorganized so that
they may prove more effective than
at present in enabling unemployed
persons registered at these exchanges
to secure suitable employment.

m,—r- e TE e
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While creating avenues of employ-
ment, the Government would ~also
take the necessary steps to ensure
better employer-employee relations.
With this in view, the Government
would amend the Trade Union
Ordinance and the Industrial Dis-
putes Act, expedite the disposal of
cases referred to Industrial Courts
and Labour Tribunals and clear the
accumulated arrears of such cases so
that employees who have a grievance
against employers may obtain quick
relief. It is also proposed to start a
vigorous programme of worker edu-
cation so that office-bearers of trade
unions as well as the general mem-
bership may become less dependent
on outsiders in reaching decisions
which affect the national economy.
rther, in order to obtain the fullest
cproperation of employees in the
velopment of the national eco-
my, the Government will intro-
ce legislation to ensure worker
rticipation in the management and
fits of all undertakings in the
ivate sector and in public corpora-
ns. The Government has, in fact,
cided to appoint a committee to
and means

en in the Throne Speech, legisla-
tipn will shortly be placed before the
use for the revision of the present
rates of compensation under the
Workmen’s Compensation Ordinance
and for the widening of the definition
of a “workman” by the raising of
the wage limit from Rs, 400 per
month to Rs. 500 per month. The
Government has further decided that
the present outmoded system of
Workmen’s Compensation based on
individual liability and litigation be
replaced by a system of Compulsory
Employment Injury Insurance in
keeping with the practice in all
advanced countries. This will ensure
the protection of workers against
interruption of earnings and loss of
earning capacity due to industrial
injury or occupational diseases. It

will provide a measure of social
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security for the worker, and will form
the nucleus of a general Social
Insurance Scheme.

A committee will be immediately
appointed to work out the details of
the Scheme of Compulsory Insurance
and to prepare a draft of a new
National Insurance (Employment
Injuries) Act which will replace the
Workmen’s Compensation Ordinance.

(g) Measures to reduce Cost
of Living

The rising cost of living is a pro-
blem which has caused much concern
to the National Government from the
time it came into power. One of the
first things the Government did was
to establish a Ministerial Sub-Com-
mittee consisting of the Minister of
Commerce and Trade (Chairman),
the Minister of Agriculture and Food,
the Minister of Nationalized Services
and the Minister of Communications
to investigate and formulate appro-
priate policies and measures to
prevent a further increase in the cost
of living. This committee has studied
this question in all its aspects and
made a number of proposals to be
implemented by the Government,
Some of them, in fact, have already
been implemented.

The main causes of the increase in
the price level, as pointed out earlier,
are the shortage of goods in the
country as a result of the lack of
adequate foreign exchange to pur-
chase imports, on the one hand, and
the inflationary effects of Govern-
ment’s deficit financing and expan-
sion of commercial bank credit, on
the other. While the Government is
not in a position in the immediate
context to liberalize imports in view
of the crisis in our balance of pay-
ments and the consequent shortage
of foreign exchange, it would, how-
ever, be in a better position to
release more foreign exchange for
essential imports once the negotia-
tions for external assistance are
concluded. As to the inflationary
effects of deficit financing, the Gov-
ernment is determined, as pointed out
earlier, to create monetary and fiscs]
stability so as to prevent undue
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monetary expansion in the future.
In addition, the Government is taking
‘the following short-term measures to
stabilize prices and provide immedi-
ate relief :

(a) The spasmodic scarcities and
resultant high prices of com-
modities, especially consumer
durables and building mate-
rials, such as bicycle tyres,
tubes, cement etc., have
arisen partly from the erratic
movements in imports conse-
quent upon leads and lags in
the issue of licences and the
allocation of foreign ex-
change. The Government,
therefore, proposes to stream-
line and improve foreign
exchange budgeting and
licensing procedures, with a
view to smoother operation
and minimizing of fluctua-
tions in supplies :

(b) One of the reasons for the in-
crease in the price of imports
is the surcharges and high
freight charges on goods
consigned to Colombo im-
posed by - foreign shipping
companies. These surcharges
and higher freight charges
together with demurrage
paid to ships as a result of
delay in loading and un-
loading also constitute a loss
of foreign exchange for the
country. It is estimated that
the cost of cargo handling of
a pound of consumer goods
in Ceylon is about twice the
comparable cost at Indian
ports. With a view to bring-
ing down living costs, there-
fore, the Government will
spare no efforts to improve
the port and harbour facili-
ties in Colombo. The Port of

. Colombo occupies a strategic
position not only in relation
to the domestic economy but
also serves as a barometer of
the economic climate of
Cevlon to foreign mnations.
The Government, therefore,

—ecDmBs M

will make a thorough investi-
gation of port conditions with
a view to improving the out-
turn of ships through the
provision of better harbour
services, such as warehous-
ing, bunkering, stevedoring,
lighterage, transport and
other measures.

It is gratifying to note
that within a few months of
the formation of the National
Government, we have bheen
able to get some of the
freight surcharges reduced.
The U. K. and Continent
Conference Lines which
raised their surcharge from
20 per cent. to 30 per cent. on
1st of April 1965, brought it
down to 20 per cent. again on
the 1st of June 1965 ; freight
surcharge on goods from the
U. S. A. was reduced from 50
per cent. to 30 per cent. on
the 15th of July 1965, and
that on goods consigned from
Australia from 30 per cent. to
20 per cent. on lst August
1965. These reductions in the
freight surcharges have, no
doubt, reduced the prices of
our imports to some extent.
We are also expecting a
reduction of the freight sur-
charge of the Japanese Ship-
ping Lines in the near
future. “It . is -our aim,
through increasing the effi-
ciency of the Colombo Port,
to eliminate these surcharges
altogether, thereby not only
conserving foreign exchange,
but also reducing the prices
of imported goods.

(¢) It was mentioned earlier that

one of the principal reasons
for the increase in the cost of
living is the high price of
vegetables. With the objec-
tive of increasing the produc-
tion of vegetables and bring-
ing their prices down, the
Government has launched an
Island-wide propaganda cam-
paign to step up the
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production of vegetables and
fruits. The Government is
also examining the prospects
of increased vegetable culti-
vation in home gardens,
school gardens, and Govern-
ment property. The possibi-
lity of cultivating vegetables
in new areas in order to off-
set seasonal shortages is also
being carefully examined.
Steps are also being taken to
ensure the satisfactory sup-
ply and distribution of
vegetable fertilizer and seed.
The Government has also
decided to establish a whole-
sale market in vegetables in
Kirillapone. The Ceylon Co-
operative Agricultural Pro-
ducers’ Union has already
established about fifty distri-
bution points for the sale of
vegetables at reasonable
prices to the consumer. The
number of such distribution
points will be further ex-
panded, both in the city and
in provincial areas. The
degree of co-ordination be-
tween the Marketing Depart-
ment and the co-operative
movement, both in the mat-
ter of increasing purchases
directly from the producer
as well as in the matter of
distribution, is being im-
proved.

(d)y The Government has already

taken steps to organize a
People’s Committee for the
City of Colombo. Similar
organizations are also being
established in different dis-
tricts. Consumer resistance
to trade malpractices and
high prices must form an
integral part of our cam-
paign to bring down the cost
of living, and the National
Government expects the
tullest co-operation from the
public in this connection.

(e) The problem of the cost of

living has also bheen acora-
vated by the various bhottle-
necks in the field of trans-
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port. Higher transport
charges, breakdown delays,
damage in transit, ete, all
combine to increase the final
price of goods to the con-
sumer. It is estimated that a
large number of lorries have
gone off the roads, mainly
because of the lack of spare
parts. The situation with
regard to the supply of lorry
tyres is also not satisfactory.
The Government proposes, as
mentioned earlier, to allocate
an additional amount of
foreign exchange in the near
future for the import of
lorries and lorry spare parts
as part of its efforts to
expand the country’s trans-
port capacity. The Govern-
ment has already, in fact,
negotiated to purchase fifty
additional lorries for the
Food Commissioner on credit,
in order to improve the dis-
tribution of essential goods
as well as to ease the con-
gestion in the Colombo
warehouses.

(f) The price of butter, which is

now consumed by high in-
come groups as well as by
low income groups, has in-
creased as a result of a fifty
per cent. reduction in the
import of butter made last
year in order to encourage
the consumption of marga-
rine. There has, however,
been a good deal of consumer
resistance to the consump-
tion of margarine. As the
consumer must be weaned
away gradually, the Govern-
ment has decided to reduce
the import cut in butter from
50 per cent. to 25 per cent.
while producers of marga-
rine, in the meantime, have
heen requested to launch a
provacsanda  camoaion  to
popularize the consumption
of margarine.

(9) The Weights and Measures

Ordinance is being amended
in order to ensure a fair deal
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to the consumer by eliminat-
ing trade malpractices con-
nected with the weighing and
measuring of commodities.

{h) It is the policy of the National

Government to expand the
scope of price control and
increase the severity of pun-
ishment for violation of price
control regulations, The ques-
tion of compelling producers
and traders to attach price
tags to all articles sold in the
market is under considera-
tion. In the meantime, maxi-
mum prices have been fixed
by the Government in res-
pect of a number of articles
like flashlight and transistor
radio Dbatteries, boxes of
matches, exercise books,
bicycle tyres and tubes, man-
tles, mammoties, building
materials (iron and steel),
all milk foods including con-
densed milk, and electric
bulbs. The Government will
not show any hesitation to
extend the list of price con-
- “trolled articles if profiteering
continues to take place in the
private trade.

.{i) The high price of fish is a prob-

lem that has caused much
. concern to the National Gov-
ernment. While increased
production of fish is the long-
term answer to this problem,
it is possible to regulate
prices by a more efficient and
rational system of marketing.
In formulating such a mar-
. keting scheme, the Govern-
ment has decided that the
Fisheries Corporation and the
private trader in fish should
work in partnership. On this
basis, it is possible to regulate
fish prices without eliminat-
ing anyone currently engaged
in the fish trade. The fish
trade will continue to be han-
dled by private traders both
at the producing end and at
the retail sale end. The cor-
‘poration would only act as a
wholesaler and regulate the
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fluctuations in prices. Since
the price of fish is a matter
which is of concern both to
the producer and the con-
sumer and since these inter-
ests conflict it is essential
that an institution which is
under the direct control of
Government should perform
this regulatory function. On
this basis, the Fisheries Cor-
poration has entered the
market. The ability of the
corporation to perform these
functions would be dependent
on the volume of fish which
passes through its hands. It
is the endeavour of the Gov-
ernment to ensure that an
adequate volume of fish will
pass through the Fisheries
Corporation on a voluntary
basis so as to enable it to per-
form its functions.

(j) There has been constant agita-

tion for the abolition of levy-
ing import duty on the basis
of wholesale market value.
Criticism of the present sys-
tem of wholesale market
value has chiefly been on two
grounds. First, that the
assessment of wholesale
market value is carried out
arbitrarily by Customs offi-
cials with inadequate data
and that this system vests
them with an wundesirable
degree of discretion leading
to allegations of corrupt prac-
tice in the fixing of wholesale
market value. Secondly, the
concept of wholesale market
value is criticized as being
impossible to determine accu-
rately when goods are scarce
because of import control. In
a scarce market, wholesale
market values tend to be un-
duly high and have the fur-
ther disadvantage of chang-
ing rapidly. This leads to un-
certainty among importers of
what duty they would even-
tually be called upon to pay
and, in turn, has the effect of
raising prices. This criticism
against wholesale market
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value has been directed
chiefly against three major
commodities, namely, tex-
tiles, iron and steel and to a
less degree against (the
various qualities of paper
that are imported. There is
considerable substance in this
criticism, and it has been
decided, therefore, that in
respect of these commodities
—textiles, iron and steel and
paper—import duties should
be changed from ad valorem
duties on wholesale market
value to specific duties per
square yard in the case of
textiles; per pound in the
case of paper; and per hun-
dred weight in the case of
iron and steel. In the case of
textiles, the specific rates of
duty per square yard are
being fixed for all the prin-
cipal varieties which form the
bulk of today’s imports in
accordance with the import
policy of the Government.
There are, however, a large
number of sub-items under
main  group “ Textiles”
which will remain under ad
valorem rates of duty since

thev cannot be classified for
purposes of a specific rate of

duty. The imports of these
special varieties are however

almost negligible today. An-
other importanit change that
has been made in the textile
group is that synthetic fibres
which were at the high rates
of duty 125/135 per cent. have
been abolished as a separate
group and have been merged
with the group Artificial Silk
including Rayon, Cellulose,
etc., at ithe lower rate appli-
cable to this group. This will
enable such materials as the
cheaper nylons which today
are no longer a luxury com-
modity to be imported at
reasonable rates of duty and
should help to reduce the cost
of living.
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These proposals, I hope,
will completely eliminate the
possibility of arbitrary assess-
ment by Customs officials and
will give the trade a stable
set of duties without the pos-
sibility of any fluctuation. It
will also eliminate the delays
which are now said to occur
in the process of attempting
to determine what should be
the correct wholesale market.
value for any of these com-
modities.

(k) The Government proposes te

abolish the heavy oil motor
vehicles tax with effect from

Ist January 1966. This tax
is causing much hardship to
lorry owners as it is levied

irrespective of the income
earned by a lorry. Further,
some lorry owners avoid the
payment of this tax by ob-

taining non-user certificates
in respect of lorries which,
however, continue to be used
for transportation. It is be--
lieved that this tax is one of"
the causes of the increase in
lorry hire charges. The re-

venue lost by this measure
will be recouped by an ap-
propriate increase in the im-
port duty on automotive

diesel from the beginning of
next year.

(1) Another measure I propose is

to totally abolish import
duties on kerosene oil, chil-
lies, potatoes, Bombay and
red onions, dhall gram and
peas, small agricultural im-
plements such as mammoties,
alavangoes, etc., and sports
goods. In addition, import
duties on cotton textiles in
common use will be reduced
by 10 to 12 cents per yard.’
The loss to revenue as a re-
sult of these measures is ex-
pected to be about Rs. 18
million,

(h) Monetary and Fiscal Stability

The monetary expansion in 1963
and 1964 reflected the inflationary
pressures that were felt during those:


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

119
SmBum s eo0®om, 1965-66
[eb 85 Broem]

years. In previous years, relative
stability in the domestic price level,
money supply and bank credit had
been achieved by a liberal import
policy—at the expense of the con-
tinuing drawing down of our external
assets. With that cushion no longer
available to us, the only way we can
mitigate pressures on the price level
is by restraining monetary expan-
sion to more legitimate levels and, of
course, in the long run, by increasing
local production. Hence, the early
abatement of the inflationary pres-
sures to balance the economy has
become an important objective of our
Government’s economic policy. The
basic problem now is to contain the
growth of the money supply to a
level more in consonance with the
expected growth of real output.

The increase of real output is un-
likely to exceed 5 to 6 per cent. in
the next 12 months. Allowing for
some increase in prices, the maxi-
mum permissible rate of increase in
the money supply would not be more
than 8 per cent. To limit the increase
in the money supply to around this
level, it is deemed necessary to limit
the expansion of the Central Bank’s
net domestic assets to about Rs. 105
million over the level outstanding on
May 17, 1965, during the next
12 months. This ceiling would per-
mit a 7.5 per cent. expansion in the
net domestic assets of the Central

Bank compared with an expansion of

9.2 per cent. in 1963 and an annual
average of 18 per cent. over the years
1961-64. To achieve this target, it
would be necessary to control exces-
sive expansion of bank credit to both
1 the Government and private sectors.

One of the principal causes of
monetary expansion, as pointed out
earlier, was the large-scale deficit
financing on the part of the Govern-
ment. The Government has, there-
fore, decided to limit the inflationary
gap in the next year’s budget to a
modest figure—lower than that in
1962-63 or 1963-64.

-1 am aware that in recent years,
there have been some underlying
long-term trends in the  budgetary
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situation that are a cause for concern.
In the context of the economic prob-
lems which have faced this country
there is, as I have repeatedly empha-
sized, an overriding need to direct
resources to productive investment.
Hitherto, the pattern of Government
finance in Ceylon has not adequately
reflected this need. Current expen- °
ditures have increased disproportion-
ately whilst capital outlays have
been relatively static. It is one of
the policy objectives of the present
Government to restrain future in-
creases in current expenditures in
order to expand the resources
available for development.

I also intend to review, as I have
earlier indicated, the pricing policies,
operational efficiency and cost struc-
tures of public sector enterprises, in
order to ensure that they contribute
effectively to the resources base for

development.

As for private bank credit which
has also expanded in recent years, it
has been decided to impose a ceiling
(except for financing of export bills
purchased and goods receipt advances
for financing rice purchases under
the G. P. S.) of about Rs. 55 million
or approximately 6 per cent. over the
existing level of outstanding and
undrawn facilities during the next
12 months.

The Central Bank will continue the
existing special marginal reserves re-
quirement of 38 per cent. against any
increase in demand deposits in excess
of the level outstanding on Feb-
ruary 1, 1961, in addition to the basic
reserve requirement of 12 per cent.
against demand deposits and 5 per
cent. against time deposits. The
special marginal reserve requirement
has been extended to the People’s
Bank, which has hitherto been ex-
empt from this requirement in order
not to hinder the expansion of an
infant banking institution. The time
has, however, come to bring the
People’s Bank into line with the
other banks. However, the marginal
reserve requirement for the People’s
Bank is 28 per cent. as against 38 per
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cent. available to all other banks.
While these measures are designed to
limit the expansion of the volume of
bank credit, the Government has also
_ taken steps to increase the cost of
bank credit by increasing the bank
rate from 4 to 5 per cent. at the end
of May 1965.

These measures affecting the
volume, availability and cost of bank
credit are expected to be sufficient to
reduce the probable monetary in-
crease to a level that would not jeo-
pardize monetary, price and exchange
stability. However, should this pro-
posed limit on bank credit prove to
be unduly restrictive at any stage,
the Government will review the posi-
tion. In regulating the expansion of
bank credit, the Government will en-
sure that the restrictions are effected
as smoothly as possible with the
minimum of dislocation to existing
credit arrangements and  the
country’s trade, commerce and in-
dustrial activity. It has been
emphasized to commercial banks that
they must in all circumstances con-
tinue to finance the flow of essential
supplies without restriction, so as to
ensure that the life of the community
is not disrupted in any way. The axe
is really intended to fall on non-
essential rather than essential types
of credit.

With the progressive intensifica-
tion of exchange restriction in recent
years, there has been considerable re-
sort to wvarious foreign exchange
abuses by unscrupulous persons and
certain business houses. Many of the
malpractices and frauds arose out of
commodity export and import tran-
sactions, and in connection with the
tourist trade. In certain cases, diffi-
culties in the way of prosecutions
have been caused by defects in the
Exchange Control law. Amendments
to the Exchange Control Act, with a
view to remedying these defects, will,
therefore, be placed before Parlia-
ment as early as possible. I have
also in view the appointment of a
Committee to examine the problem
of foreign exchange malpractices.

1965 geaddz 9
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(i) Reorganization of Credit and
Savings Institutions

While achieving monetary and
fiscal stability, it is also the Govern-
ment’s aim to direct and channel
bank credit to productive purposes
and to sectors that deserve priority.

(i) Foreign Banks

I intend to have early discussions
with the major foreign banks
operating in Ceylon, on the question
of the role they could play in Ceylon’s
economic development. The issues I
wish to resolve in this connection
include the contribution these banks
could make towards strengthening
Ceylon’s external payments in the
current situation, the more effective
participation of these banks in the
financing of economic activities, the
training and employment of local
personnel at various levels, and the
institutional framework within which
these banks might function as useful
elements of our financial system. I
believe that there is scope for a
greater degree of adaptation of the
banking system to changing condi-
tions and when a suitable arrange-
ment has been made, I intend to re-
peal the restrictions imposed on
foreign banks by the 1961 Finance
Act since these restrictions prevent
these banks from playing a more
effective role in economic develop-
ment,

(i1) Bank Debits Tax

Another matter for consideration
is the Bank Debits Tax which hasg
proved to be an incentive to the use
of currency in business trans-
actions and, therefore, a disincentive
to the development of the banking
habit. The imposition of the Bank
Debits Tax gives a legitimate excuse
for many business men to keep
considerable sums of cash with-
out banking it. This makes it
difficult to check both the correctness
of gross receipts in a business as well
as disbursements made in cash. The
existence of the tax makes it difficult
to insist that business firms should
deposit all their receipts in the bank.
It has also led lto a considerable
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amount of currency notes being
hoarded, both for the purpose of
avoiding income tax as well as for
other purposes of unlawful trade.
The Bank Debits Tax is borne only
by those who are unable to avoid it
and to that extent its incidence is
not fair or equitable. As the Debits
Tax is deducted as an expense in
| computing income from agriculture,
'\ trade and professions, its abolition
| would mean that this expense would
. cease to be deducted and there
would be an additional income tax
revenue of more than half the amount
gathered as Debits Tax. I, there-
fore, propose to repeal the Bank
Debits Tax as from 1st October,
1965. The net loss to revenue as a
result of this would be about Rs. 6.6
million per year. The loss would be
even less if account is taken of the
reduction of tax evasion and increase
in bank deposits resulting from this
measure.

(iti) Debt Redemption

The debt redemption scheme
operated by the People’s Bank at
present covers only those debts in-
curred after 1st of January 1956.
The Government proposes to amend
the legislation so as to include debts
incurred from the beginning of 1952
also under this scheme. One of the
biggest complaints against this
scheme has been that it is not
applicable to debts incurred before
1956. The Land Redemption Ordi-
nance, No. 61 of 1942, administered
by the Land Commissioner offered
relief to persons by the redemption
of their agricultural properties sold
j or transferred after 1.1.1929 until
1952 when the Ordinance was re-
pealed, As the People’s Bank debt
redemption scheme applies to the re-
~ demption of agricultural business or
residential premises sold or trans-
ferred after 1.1.1956, there is a gap
between 1952 and 1956. This gap
?as to be bridged if reasonable relief
1s to be offered to a large number
of applicants who had their land or
property sold or transferred for their
debts between 1952 and 1956.
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The Government will also make a
number of further amendments to
the Finance Act, No. 11 of 1963,
Part VI, in order to close the exist-
ing loopholes in the debt redemption
scheme and  provide greater
flexibility.

(iv) Amalgamation of Savings
Institutions

It is one of the main objectives of
the National Government to en-
courage and increase national
savings. With the object of pro-
viding greater co-ordination of cam-
paigns to increase national savings,
action will be taken to amalgamate
the Post Office Savings Bank, Ceylon
Savings Bank, the Ceylon Savings
Certificates Branch and the National
Savings Movement into one National
Savings Corporation. This is consi-
dered necessary particularly as a
result of the poor performance of the
Ceylon Savings Bank and the
National Savings Movement in re-
cent years. The savings deposits of
the Ceylon Savings Bank and the
savings  certificates  outstanding
appear to have been more or less con-
stant in the last four or five years,
while those of the Post Office Savings
Bank showed a steady increase. The
new corporation is expected to mobi-
lize a Jarger volume of savings than
before. With the establishment of
the proposed National Savings Cor-
poration, the Government will con-
sider a number of questions pertain-
ing to national savings, particularly
the increase in the interest rate paid
to depositors, the issue of more
attractive savings certificates carry-
ing a higher rate of interest, a new
scheme of time deposits with differen-
tial rates of interest and the removal
of the severe limitation of withdrawal
fpflclilities of the Post Office Savings

ank.

(v) Development Finance Corporation

It is proposed to remove certain
restrictions on the Development
Finance Corporation with a view to
extending the scope of its activities
for the further development of the
national economy. The guarantee
provision, -in - fthe Development
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Finance Corporation Act is to be
amended so as to enable the Deve-
lopment Finance Corporation to
guarantee the advances made by the
State-owned banks. It is also pro-
posed to increase its capital so as to
enable it to obtain equity participa-
tion from foreign banks and financial
institutions. Prevision is also to be
made for the Government to guaran-
tee loans obtained by the Develop-
ment Finance Corporation from
foreign financial institutions apart
from that already provided for in the
case of borrowings from the World

Bank.

(vi) Other measures

The National Government pro-
poses to take certain steps to ensure
that the banking and financial insti-
tutions, including the Central Bank,
make their full contribution to
national economic development, par-
ticularly in fields which have been
hitherto neglected, such as rural
credit, development finance, housing
finance, credit and title insurance,
debt refinancing, national savings
and investments and legal problems
relating to credit operations.

THE PRIVATE SECTOR AND FOREIGN
CAPITAL

- The objective of the National
Government in the economic field, as
I stated earlier, is to achieve an ade-
quate increase in the national product
so as to secure full employment and
an improvement in the living stand-
ards of the low income groups, and,
at the same time, to reduce inequality
of opvortunity. These have to be
achieved within the political frame-
work of democracy, to which we are
bledged. We believe that the well-
known democratic freedoms cannot
be ensured without a healthy, con-
trolled private sector functioning
according to a national plan. I must,
therefore, make it clear that the
National Government believes in a
mixed economy, in which both the
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public and the private sectors parti-
cipate in the nation’s development
effort. The Government’s plans and
policies will, accordingly, seek to
bring forth this participation. The
Government believes that an atmos-
phere of uncertainty and doubt is
hardly conducive to mobilizing the
private sector for economic develop-
ment. We intend to substitute in its
place a more co-operative relationship
whereby the two sectors would col-
laborate jointly in a manner deter-
mined by national interest. The pri-
vate sector, I must emphasize, will
develop in conformity with the
Government’s plans and priorities
and subject to the Government’s
overall policy.

It is also the Government’s policy
to welcome foreign private capital
which could make a contribution to
the country’s economic development.
We recognize that a developing
country like Ceylon needs financial
as well as technical assistance from
both Government and private sources
in advanced countries in order to
accelerate the rate of economic
growth. The measures that the
Government has taken should vastly
improve the climate which has
hitherto been unfavourable for pri-
vate foreign investment in Ceylon.
We have already removed some of
the impediments that stood in the
way of the flow of private foreign
capital to Ceylon. I am aware of the
need for a detailed and authoritative
statement on the several aspects of
Government policy towards™ private
foreign investment. The Government
will, therefore, shortly issue such a
statement as a guide to foreign in-
vestors. In the meantime, I propose
to take the following steps:

(1) Moratorium

A moratorium on the remittance of
dividends, interest and profits was
introduced last year as a temporary
measure, for one year in the first ins-
tance, on account of Ceylon’s acute
foreign exchange situation. There
can be little doubt that the morato-
rium is a hindrance to Ceylon’s
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attempts to attract private foreign
investment, an objective which was
proclaimed by the previous Govern-
ment as well. The moratorium is bad
in principle and distinguishes Ceylon
from the vast majority of other de-
velopirg countries. Moreover, the
moratorium results in an unsound
accumulation of liabilities which can
impose severe burdens in the future.
Accordingly, it is the aim of Govern-
ment policy to avoid the accumula-
tion of these liabilities by relaxing
the moratorium as our foreign ex-
change situation improves. With the
mobilization of additional external
resources from abroad, I anticipate
an improvement in our foreign pay-
ments situation and I have, conse-
quently, decided to allow, as an ini-
tial step, remittances in August 1965
up to Rs. 2 million or roughly 10 per
cent. of the funds that had accumu-
lated up to June this year. This
situation will be kept under continu-
ous review with a view to making
further relaxations, depending on the
course of Ceylon’s external payments
situation.

(2) Foreign Exchange Tax

1 propose to abolish the Foreign
Exchange Tax introduced by the last
Government. This tax has been a
cause of much personal hardship to
many people without substantial
benefits to Government revenue.

(3) Visa Tax

Another tax which has caused
much irritation to foreign personnel
residing in Ceylon is the Visa Tax.
The Government proposes to abolish
this tax also.

The principal concessions the
Government will grant to the private
sector, however, are in the field of
taxation with which subject I will
deal next.

CHANGES IN THE TAX STRUCTURE

In conformity with the policy of
the Government to achieve rapid
economic growth in the country, in
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collaboration with the private sector,
and in the context of the need to sti-
mulate saving and investment, and
to provide incentives within the
framework of taxation so as to direct
the flow of capital into the most de-
sirable and essential fields of econo-
mic development, the Government
proposes to make certain changes in
the present tax structure. These pro-
posals are also intended partly to
rectify the serious situation arising
from the multiplicity and the high
incidence of the present taxes which
have had severe adverse effects on
the country’s economic development.

The multiplicity of taxes and the
high incidence of taxation in Ceylon
have resulted in a reduction in per-
sonal and corporate savings. The re-
duction in personal savings is indi-
cated in a report on a survey of con-
sumer finances carried out by the
Central Bank in 1963. The position
today is more serious as the taxes for
the years of assessment of 1963-64 and
1964-65 have been still higher and the
cost of living has increased further
since 1963.

These taxes have also resulted in
the growth of tax evasion to a subs-
tantial degree, and the increase in the
arrears of tax collectible by the
Inland Revenue Department, as well
as the appeals which are outstanding.
Our proposals are intended to put
right this situation, and to enable the
taxpayers to have their tax position
brought up to date. Suffice it to say
that the total arrears of tax up to
30th September 1964, is Rs. 203
million.

The magnitude of the evasion is
reflected by the investigation work
done during the year ending 31st
March 1965. The Inland Revenue
Department has reported to me that
during the year additional income of
Rs. 30.6 million has been assessed by
discoveries made by the Special
Branch and tax recovered on this was
Rs. 143 million. Tn addition an in-
come of Rs. 21 million was declared
in terms of the amnesty provided in
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Income Tax (Evasion and Non-
disclosure of profits and income)
Act, No. 13 of 1964, and the tax
collected under this head was Rs. 7
million. Thus, the total of evaded
income brought to account during
the year 1964-656 is over Rs. 350
million, and the tax revenue from it

is Rs. 21 million.

It is, thus, seen that high rates of
tax result in such large-scale evasion
and non-payment of taxes that the
proper amount of revenue is no
longer collected. When the rates
increase unduly, even the total yield
of revenue begins to fall below the
yield at reasonable rates unless
sustained and strenuous efforts are
made to prevent tax evasion. On the
other hand, if the proper amount of
tax was assessed and collected, there
would have been a real shrinkage of
the private sector. Thus, high rates
of tax not only become ineffective in
achieving the objective of higher
revenue yield, but also become
. positively harmful. A scheme of
taxation which leaves in the hands
of the private sector funds for the
purposes of development and ensures
that such funds are, in fact, used for
development is, thus, an essential

requirement.

In view of the existence, on such
a vast scale, of tax evasion, I propose
" to grant an amnesty on the same
lines as in the previous year, and to
reintroduce the provisions of Act,
No. 13 of 1964 for the period 1st
October to 30th November 1965. The
main purpose of this amnesty is to
enable the taxpayers to clear their
arrears of taxes and to make their
position acceptable to the administra-
tion, and thereby to eliminate the
work of further inquiry and revision
of previous assessments. It neces-
sarily follows that in respect of those
taxpayers who fail to accept  this
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opportunity which is made available
tc them for the second time, very
severe action will be taken not only
to recover the correct tax but also to
impose penalties for the offence they
have committed under the law.

In the early years of income tax
when the rates of tax were very low,
there was no need to consider to an
exact degree the most appropriate
form of allowances, special incentives,
and the rate schedule of tax deter-
mining the progressive increase with
income. Income tax is essentially a
tax which ought to be within the
capacity of each taxpayer to pay.
This requires differentiation in the
weight of taxation as between earned
and unearned income, and must take
into account family responsibilities
and the actual cost of living with
which the community is faced. Hav-
ing regard to these factors and to the
taxation proposals made by Mr.
Nicholas Kaldor, which have since
been published in Sessional Paper
No. IV of 1960, as well as to the
experience gained in the administra-
tion of taxation in recent years, the
Government proposes to adopt a
scheme based on the following
principles :

(1) Differentiation for family res-
ponsibility would be provided
by the existing allowance
being supplemented by two
variable slabs of taxable
income. At present, the first
slab taxable at 15 per cent.
varies in accordance with
the size of the family. I
propose, in its place, to
introduce two slabs taxable
at 10 per cent. and 15 per
cent. respectively. These
initial slabs will be Rs. 3,000
each for single persons and
will be increased by Rs. 1,000
for the wife and Rs. 500 for
each child or dependant up
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to a maximum of four, as at
present. This, combined with
the tax-free allowance for
wife, child or dependant,
provides substantial relief for
family responsibility on a
more equitable basis as
between the higher and lower
income groups than was
available under the original

allowance which was in force
from 1932 to 1958.

(2) The highest marginal rate of
income tax for individuals
will be 45 per cent. supple-
mented in the case of the
higher income groups by a
surtax. This surtax will be
at 20 per cent. and 35 per
cent., so that the two surtax
rates, together with the
income tax, brings the
highest rate of tax payable
to 80 per cent. This surtax,
together with a scheme of
rebates for savings, will meet
the objectives of an expendi-
ture tax similar to that which
was in force in 1960-61, that
is, to discourage personal
consumption and promote
savings and investment.

(3) The earned income allowance
of Rs. 500 will be retained in
order to provide a sufficient
~differentiation in the burden
of tax in respect of unearned
income where wealth is
below the present exemption
limit of Rs. 100,000.

(4) The schedule of income tax
rates up to 40 per cent. will
be so adjusted as to reduce
the tax burden in the lower
income groups by Rs. 5
million, According to the
latest information, of the
total number in this class,
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more than two-thirds are
taxpayers whose income is
from employment, The pro-
posed reduction is, therefore,
to grant relief where it is
most desirable. I propose in
their case also to provide a
further scheme of rebates in
tax for savings so that a part
of this reduction of 5 million
rupees will also be saved
and made available for
development.

The savings of an individual are
the residue of his income after
meeting his consumption expenditure.
The objective in imposing an expen-
diture tax to prevent a high level of
consumption expenditure is also
achieved by a scheme providing
appropriate inducements for saving.
I have applied this principle,
differentiating between those whose
incomes are below or above a level
of approximately Rs. 40,000 per
annum. The figure of Rs. 40,000 is
selected, as under the new proposals
the tax payable thereon is an average
of about 25 per cent. leaving an
expendable  balance of about
Rs. 30,000. It is the Government’s
intention to penalize severely a
person whose consumption expendi-
ture exceeds Rs. 30,000 per annum.

Relief in respect of savings is
already aveilable to all taxpayers
on the following basis :

(a) Relief for life insurance premia
paid : The tax payable is
reduced by an amount
equivalent to the effective
rate on the premia (that is,
the average rate of tax
payable by a taxpayer)
subject to a maximum of 25
per cent. of the premia. The
relief is limited to premia of
Rs. 4,000 for life insurance,
premia of Rs. 8,000 for
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annuities, or one sixth of the
assessable income whichever
is less.

(b) Relief for contributions to
provident and pension funds :
The tax payable is reduced
by an amount equivalent to
the effective rate on the
contribution subject to a
maximum of 15 per cent. of
his contribution. The total
amount for which relief is
granted under the heads of
life insurance premia and
contributions to provident
and pension funds by an
employee is also not to
exceed one-sixth of the
assessable income or Rs. 4,000
whichever is higher.
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The Government now proposes to
give additional rebates for savings by
these persons, namely, those whose
income is below Rs. 40,000. The
savings should be in a specified form,
which I shall indicate presently. In

respect of all such savings as well as
of provident fund contributions a

rebate will be granted equivalent to
the tax payable at the effective rate
of tax on the total amount saved or
25 per cent. of the amount saved
whichever is less. The limit of one-
sixth of the assessable income will
also be increased to one-fourth of the
assessable income subject to a
maximum of Rs. 10,000 for all savings
under this scheme—Rs. 10,000 being
one-fourth of the figure of Rs. 40,000
stated above.

Income Tax

Having regard to the foregoing, the raies of income tax for the year
of assessment 1965-66 would be as follows :

Single Husbanc. Husband Husband Husband Husband

Person  ana Wife ana Wife and Wife and Wife and Wife

and 1 and 2 and 3 and 4

snember members  members members
Family allowance 3,000 .. 3,500 .. 3,750 . 4,000 .. 4,250 .. 4,500
Earned Income £00 .. 500 .. 500 .. 500 ., 500 . 500
Total Tax-free allowance SR SHO0N S U000 o 4,250 . 4,500 .. 4,750 .. 5,000
Taxable Incume Slab at 1094 3,000 .. 4,000 .. 4,600 .. 5,000 .. 5500 .. 6,000
Next - wowoa W8% o0 3000 .. 4000 .. 4,500 .. 5,000 .. 5,500 . 6,000
Next = o Dasi e 2005 LT SB.000 . 3,000, 38000 .. 3000 .. 3,000 .. 3,000
Next 5 B - 28900030060 T 3000 . 3,000 .. 3,000 .. 3,000 .. 3,000
Next A w on »309% .. 5,000 .. 5,000 .. 5,000 .. 5,000 .. 5,000 .. 5,000
Next - T v (VL T 5,000 .. 5,000 .. 5,000 .. 5,000 . 5,000
Total 25,500 28,000 29,250 39,600 31,750 33,000

Balance at 45 per cent.

At present, in the case of those whose assessable income is below
Rs. 15,000 the tax on the first Rs. 1,000 of the taxable income is at 5 per
cent. Under the new tax rates, this concession is required only in respect
of those whose taxable income is below Rs. 2,000, that is, in their case,
the first Rs. 1,000 of the taxable income will be taxed at 5 ber cent. and
the balance at the rate of 10 per cent.
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The new surtax in respect of pe
for income tax a

Pirst Rs. 10,000 of that taxable income
Next Rs. 15,000 of that taxable income

Balance of taxable income
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rsons with taxable income chargeable
t the marginal rate of 45 per cent. would be :

Nil
20 per cent.
35 per cent.

When this additional levy is added to the tax set 'o_ut above the income
tax schedule will be further amended by the addition of the following

slabs after the 40 per cent. slab :

Noxt Rs. 10.000 at 45 per cent.
Next Rs. 15,000 at 65 per cent.

Balance at 80 per cenb.

In respect of savings which should
be in the specified form, it is pro-
posed to grant from the amount of
tax chargeable at 65 per cent. and
80 per cent. a rebate equal to 50 per
cent. of the amount saved out of the
income which is liable to tax at 80
per cent. and if the savings are in
excess of the income taxed at 80 per
cent. a rebate of 33 1/3 per cent. in
respect of the amount taxable at 65
per cent. In respect of a taxpayer
who is only liable to income tax at
65 per cent. and not at 80 per cent.
the relief will be one-third of the
amount saved out of the income
liable to tax at 65 per cent. The rates
of 65 per cent. and 80 per cent.
include the surtax rate which is in
lieu of expenditure tax. The rebate
for saving should have the effect of
removing the burden of this
additional tax when the income is
not spent. It is in view of this that
the rebate of 50 per cent. is given in
respect of the amounts saved out of
income taxed at 80 per cent. and the
rebate of 33 1/3 per cent. for the
amounts saved out of income taxed
at 65 per cent. In respect of those ‘tax-
payers whose rates of tax are below
45 per cent. I have already provided
for relief at the effective rate or 25
per cent. whichever is less. This same
rebate would apply in addition ito the
above rebates for taxpayers in the
higher income group.

The specified form in which the
income saved has to be invested is as

follows:

(1) Deposit in a Special Account or
Accounts to be created in the
Central Bank or other appro-
priate agencies.

(2) Investment in Government
securities.
(3) Premia paid far life and

annuity insurances in excess
of the limits now fixed for
relief.

(4) The amount of wealth tax
payable in respect of that
year of assessment.

(5) Amounts utilized during the
preceding year for repay-
ment of any loan which had
been raised for the purpose
of creating an asset or has
been secured by an asset.

Apart from this, the amount
realized by the sale or disposal of
any investment during the year will
be deducted in determining the
amount saved. Relief in respect of
investment in approved undertakings,
which is new available to the tax-
payer, will continue to apply, and the
amount of such investment will also
be taken as part of the amount saved
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for purposes of this scheme. As
regards the Special Account or
Accounts proposed to be created, it is
the Government’s intention to estab-
lish a scheme to provide for the use
of this fund both by the depositors
themselves and others over a range of
permissible investments.

For the purposes of the above
reliefs, all savings and investments
made would be as at the end of the

~year preceding the year of assess-
ment, and any investment or saving
made immediately thereafter, if
shown to the satisfaction of the As-
sessor as having been made out of
the profits of the preceding year,
would, for the purposes of this relief,
be considered as having been made at
the end of the preceding year, that is,
given retrospective effect. An invest-
ment which has been given such
retrospective effect shall not be
granted relief when the assessment
for the subsequent year is made. I
propose to extend the same treatment
to investments that will be made
consequent to this proposal so that
during the current year a taxpayer
may make investments which are
certified by him as having been made
out of the profits of the preceding
year, namely, the profits on which he
will be assessed for income tax for
the year of assessment 1965-66. The
other investments made during the
current year will qualify for relief
for the year of assessment 1966-67.

Wealth Tax

Wealth tax is levied in addition to
income tax and is not deductible in
determining the income for purposes
of income tax. A rate of tax of 1
per cent. on wealth which yields an
estimated return of 10 per cent. is the
equivalent of a 10 per cent. rate of
income tax. Generally, the yield
from wealth is less than 10 per cent ;
when, for example, it is 5 per cent.,
the corresponding rate  of . .income
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tax would be 20 per cent. of income,
The wealth tax rates that were
applicable for the year of assessment
1964-65 went up to a maximum of
o per cent. This maximum rate is
really a penal rate as this is equiva-
lent to the rate of income tax of 50
per cent. or even more, which when
added to the highest marginal rate of
income tax, namely, 80 per cent.,
results in raising this rate to 130 per
cent. of income at that level. This
is not the concept underlying the
wealth tax. Wealth tax provides
for a measure of differentiation in
the burden of tax between earned
and unearned income. It is in effect
an additional income tax payable
out of income. I propose to retain
this principle which has been aban-
doned last year. I propose the
following new schedule of rates of
wealth tax which are appropriate to
the income tax rates already pro-
posed by me:

The first Rs. 100,000 of assessable
wealth to be exempt.

On the next Rs. 200,000 of taxable
wealth 1 per cent.

On the next Rs. 500,000 of taxable
wealth § per cent.

On the next Rs. 1,000,000 of taxa-
ble wealth 1 per cent,

On the balance of taxable wealth
2 per cent.

Income Tax on Companies

The present rates of income tax
applicable to resident companies
consist of a non-refundable tax,
which is the equivalent of a corpor-
ation tax, at the rate of 57 per cent.,
and a refundable tax of 33 1/3 per
cent. on dividends. In the case of non-
resident companies, the 33 1/3 per
cent. tax applies to remittances and
there is a further tax of 6 per cent. in
lieu of estate duty, i.e. in addition to
the 57 per cent. Where a non-resident
company owns immovable property
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in Ceylon, an additional rate of 10
per cent. is added to the 63 per cent,,
being a levy in lieu of wealth tax.
There is no doubt that these tax rates
are very high and discourage capital
formation, and has made the climate
for private investment very unfavour-
able. I, therefore, propouse to reduce
57 per cent. to 50 per cent. In the
rate of income tax of 80 per cent.
case of non-resident companies there
will be a further tax c¢f 6 per cent.
in lieu of estate duty and 5 per cent.
in lieu of wealth tax. I must here
stress, however, that the tax holiday
and other incentives available to new
companies will continue to apply.
The reduction of tax payable by com-
panies should enable them to retain
profits and promote development.
This is a much needed reform in our
structure.

Rates of Income Tax in other
cases

Consequent to the revision of the
rates schedule applicable to resident
individuals and companies, the rates
of tax applicable to certain other
revised cases will be as follows :

(a) Non-Resident Individuals :

Rs. 15,000 @ 20 per cent.
Rs. 5,000 @ 25 per cent.
Rs. 5,000 @ 35 per cent.
Rs. 5,000 @ 40 per cent.
Rs. 10,000 @ 45 per cent.
Rs. 10,000 @ 65 per cent.
Balance @ 80 per cent.

The rates of 65 per cent. and 80
per cent. are comparable to the
same rates applicable to a resident
individual. These are fixed on the
same basis, viz., as surtax in lieu
of an expenditure tax, and, there
fore, the relief for savings will also
be on the same basis as in the case
of resident individuals.

(b) Mutual Life Assurance Com-
panies 24 per cent.

(c) quernments (as at present
liable) 56 per cent.

(d) Capital Gains:
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At present capital gains are in-
cluded as income and assessed to
tax subject to the maximum rate
of 45 per cent. as against the highest
rate of income tax of 80 per cent.
which applies to resident indivi-
duals. The rate of 45 per cent. is
an ex'raordinary high rate without
parallei. Such a high rate without
differentiation  for inflationary
values or for short-term and long-
term gains makes it unrealistic. I
propose to reduce this rate to 25
per cent.

Special Incentives

Immediate action is required to
bring down the cost of living and to
eliminate the scarcity of essential
articles, and to alleviate the existing
housing shortage. The Government
has already prepared legislation
which would provide sufficient incen-
tives for putting up houses at lower
rentals for the majority of the people
who are today in difficult circum-
stances due to lack of suitable housing
accommodation. The exemption of
income from new houses is dealt with
by special amending legislation. I
have already referred to the measures
the Government proposes to take for
the extensive cultivation of sub-
sidiary foodstuffs. The expansion
of agricultural output not only
involves intensification of produc-
tion on existing cultivable lands, but
also the clearing and cultivation of
jungle land. Industry, including the
manufacture of tea or other agricul-
tural products, has the benefit of
lump sum depreciation and develop-
ment rebates for buildings and
machinery. As against this, the
actual expenditure on the opening
and cultivation of new lands has no
such rebates or allowances. As this
is a matter of great urgency, I now
propose to allow, as from the year
of assessment 1965-66, a deduction
for income tax purposes in respect
of agriculture and animal husbandry
all capital expenditure in the open-
ing and clearing of land and the
planting of the product other than
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expenditure incurred in the pur-
chase of machinery and in the cons-
truction of buildings for which the

present rebates are more than
adequate.

The Government will take the
necessary steps to make a further
review of the provisions relating to
the determination of income and tax
incentives for the purpose of pro-
viding an even more comprehensive
and co-ordinated scheme in respect
of these.

PART III
REVENUE AND EXPENDITURE FOR 1965-66
Government’s revenue for the

financial year 1965-66 is estimated at
Rs. 1,883.8 million or Rs. 31.4 million
higher than the revised revenue
estates for 1964-65, which is
Rs. 1,852.4 million. The increase in
revenue in the next financial year is
mainly from Customs duties and
excise—the former increases by
Rs. 94 million and the latter by
Rs. 23 million. The increase in the
revenue from Customs duty is in res-
pect of import duties, while the in-
crease in revenue from excise duties
is from profits on the increased sale of
arrack. There is, however, a decline
in revenue from income tax, estate
duty, and stamps by Rs. 5.2 million
and licences and internal revenue by
Rs. 16.6 miliion between the current
year and next year. The fall in
income tax revenue is the result of
the fall in prices of Ceylon’s principal
exports, tea and rubber. Collections
from licences show a smaller figure
for 1965-66 as the figure for the
current year has been boosted up by
the payment of arrears by the C. T. B.
on account of the heavy oil motor
vehicles tax.

The total expenditure for 1965-66 is
estimated at Rs. 2,500 million or
Rs. 225 million higher than the revis-
ed estimate of expenditure’ \of
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Rs. 2,275 million for the current year.
Recurrent expenditure for 1965-66 is
estimated at Rs. 1,923.5 million as
compared with the revised estimate
of Rs. 1,800 million for the current
year. This figure, however, includes
a provision of Rs. 97 million in res-
pect of payment of loans, contri-

butions to public debt sinking funds,
and amortization payments. Follow-
ing the practice of my predecessor, I
should like to exclude these from re-
current expenditure and include them
in capital expenditure. Further, as in -
previous years, a reduction of 23 per
cent. has been made for under-
expenditure under recurrent votes.
Provision for recurrent expenditure,
allowing for the 2} per cent. under-
expenditure and excluding repayment
of loans and contributions to sinking
funds would, therefore, be Rs. 1,780
million. This is less than the esti-
mated revenue by Rs. 104 million.
Thus, we have a surplus of Rs. 104
million in the current account in the
next financial year.

One of the measures referred to by
the then Minister of Finance in the
Budget speech last year, was the re-

duction of the interest rate payable
on Central Bank holdings of Trea-

sury Bills from 2.8 per cent. to the
nominal rate of 0.75 per cent. This
measure was expected to reduce the
interest payments on Treasury Bills
ifrom Rs. 32 million to Rs. 8 million,
resulting in a saving of Rs. 24 million.
The Central Bank has now requested
that the rate be increased to at least
1 per cent. so that their balance
sheet may not disclose a loss this
year. I have agreed to this and this
rate will be payable in respect of
future purchases of Treasury Bills
by the"Central Bank.
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Next year’s Estimates provide for
Rs. 577 million for capital expendi-
ture. With the inclusion of loan
repayments and sinking fund contri-

Bewddm I8 DELACH
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butions, total capital expenditure
would be Rs. 674 million. As a part
of this is met by the surplus of the
current account, we are left with a
Budget deficit of Rs. 570 million. To

summarize:

Bupcer ESTIMATES FOR 1965-66

Expenditure :

Recurrent expenditure

Less Sinking Pund contributions and Amortization paymeats

Less 2} per cent. under-expenditure

Revenus :

Surplus in current account
Capital expenditure
Sinking fund contributions, &c.

As in previous years, local borrow-
ing and foreign aid will fill a
substantial part of the gap. Funds
to be obtained from local borrowing
next year are expected to be Rs. 275
million as compared with about
Rs. 250 million in the previous and
current years. Foreign aid receipts
in connection with projects included
in the Budget will be around Rs. 175
million. Administrative borrowing

i (1) Individuals :

Rs.
Million

1,823
87

1,826
46

1,780

1,884

104
o717

97
674

570

Deficit

is expected to yield Rs. 25 million
next year compared with Rs. 59
million in 1963-64 and Rs. 10 million
in 1964-65. Thus, the total amount
of funds to be raised by borrowing
and foreign aid add up to Rs. 475
million, leaving an unfinanced gap
of Rs. 95 million.

Iet me now summarize the
revenue implications of my propo-
sals. T shall start with income tax.

Rs. Rs.
Million Million

Net loss of revenue in the case of resident individuals including the loss arising

from the reduction in the rate of tax applicable to capital gains
Loss of revenue in respect of the reduction in the rate schedule for wealth

tax
Total loss in respeet of individuals'

(2) Companies :

Loss of revenue in respect of resident companies
Loss of revenue in respect of non-resident companies

Total loss in respect cf companies

Totalloss of revenue in respect; of both individuals and companies

17-36

1-76

—

19:11

7-66
9:72

17-28

36:4
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I propose to make good this loss in the following manner:
Yo,

S Million
(@) From effective assessment and speedier collection of tax o 20
(¢) From Amnesty e 15

(¢) From the Philatelic Bureau proposed last year, but to be established next

financial year 1-4

36-4

Thus, you will see, Mr. Speaker, that result of the proposed changes in the
there is no net loss to revenue as a tax structure.

The net loss to revenue arising out of concessions in the form of abolition
or reduction of import duty and abolition of certain taxes is as follows:

(@) Removal of Bank Debits Tax o .. Rs. 6.6 million
(b) Removal of Visa Tax e 7} .. Rs. 3.0 million
(¢) Removal of Foreign Exchange Tax o .. Rs. 5.0 million

(d) Total removal of import duties on kerosene oil, chillies,
potatoes, Bombay and red onions, dhall, gramand peas,
small agricultural implements, such ag mammoties,
alavangoes, ete. and sports goods and the reduction of
import duty on cotton textiles - .. Rs. 18.4 million

Rs. 33.0 million

The new measures I propose to take to raise additional revenue are the
following :

(1) A 10 per cent. surcharge on the existing rate of import duty
with the exception of food items, drugs and medicines,
fertilizer, petroleum products including kerosene oil,
textiles, motor spare parts, cement, agricultural machinery
and implements and items used by the export industries
for which special rates of duty have already been fixed.. Rs. 22 million

(2) Increase in revenue from import duties as a result of addi-
tional imports following the negotiation of external
assistance - ok .. Rs. 25 million

Total additional revenue from import duties .. .. Rs. 47 million

As the increase in revenue from the above measures is Rs. 47 million,
as compared with the net loss of Rs. 33 million from the concessions,
there is a net gain to revenue of Rs. 14 million. The final position may
be summarized as follows:

(a) Proposals to Increase Revenue—

Rs. Millon
1. Increase in import duties and increase in import duty collections 47
2. Effective assessment and speedier collection of tax % 20
3. Amnesty e o o ™ 15
4. Philatelic Bureau 0 vie o 1'4

——

834
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(b) Proposals that Result in Loss of Revenue—

1. Reduction and removal of import duties on certain essential goods

o

Removal of Bank Debits Tax

Removal of Visa Tax

oo W

duals and companies

Bewldm 853% ©edBC®

Removal of Foreign Exchange Tax

Reduction in taxes on income, wealth and capital gains of indivi-

148
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Rs. Million
184
66
30
50

364

69-4

Net gain to revenue 83'4 — 69'4 = Rs. 14°0 million.

The net increase of Rs. 14 million in revenue as a result of the new
proposals reduces the unfinanced budgetary gap from Rs. 95 million to
Rs. 81 million. It is proposed to cover this gap by borrowings from the
banking system. This amount, I must point out, is well within the amount
of expansionary finance that is consistent with the improvement in total
supplies that we shall have over the next financial year, together with
restraints on commercial bank credit to the private sector.

Mr. Speaker, as I said at the
beginning of my speech, it is not
possible for me on this occasion to
unfold all the policies which this
Government will formulate in rela-
tion to economic and social problems.
This much, however, I wish to say.
In the months ahead, we shall devote
all our energies and our efforts to the
challenging tasks of speeding up eco-
nomic development of this country,
and of relieving the pressing
problems of increasing unemploy-
ment and rising prices. In dealing
with these problems, there are
several choices that are open to us.
If we choose to fritter away our
resources on immediate and purely
temporary increases in consumption,
we will be unable to speed up deve-
lopment and improve opportunities
for employment. This is the lesson
that we have to learn from the
country’s experience of the recent
past. In future, the emphasis of
Government policy will unmis-
takably be on development. The
Budget which I am presenting is
only the beginning. There are major
tasks that lie before us in the period
ahead. T wish to assure you, Sir, that
this Government will undertake
thege tasks with vigour and determi-
nation. May 1, therefore, appeal to'all

sections of the community to give us
their wholehearted co-operation and

unstinted support to carry out these
tasks ?

Before I conclude, Sir, I should
also like to take this opportunity of
making a special appeal to all
sections of the Public Service with-
out whose co-operation no Govern-
ment can implement its policies
effectively and successfully. I am
aware that certain sections of the
Public Service have grievances of
one type or another. I hope to go into
these grievances with a view to
redressing them as far as possible.

A country progresses to the extent
that its people work. Let us, there-
fore, do our very best in whatever
field of useful activity each one of us
is engaged.

One word more, Mr. Speaker, I
shall be failing in my duty if I do
not thank all those who assisted me
in one way or another to prepare this
Budget.. I thank them all most
sincerely.
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afl@ 108 SlwbunQubpa.

Question proposed.

o& 8 8. ¢ 8BC (928, :w8&Ba
o™ 8¢ Acw 88ac ®wOB o tew
59632 )

(Qaorrey 8. (9. 13 Qdar—srenf, Bre
urser, ereens IYUDESF(HLD FDLI (1P S6D
QUTHLL)

(The Hon. C. P. de Silva—Minister of

Land, Irrigation and Power and Leader
of the House)

I move,
“That the Debate be now adjourned 7,

g’ e B0um Y, wwmu®em Sa,
sil@ oIS B arh gy Qamereniin.e &,

Question put, and agreed to.

Oz 8O Bdew 1965 gl 18 8
AOH TOW D ied.

dlairgw, 1965 gysens 18, yseBpemina 1Barg
Q@ s@n.

Debate to be resumed on Wednesday,
18th August 1965.

W BN EDNSs

(FuTprLST Sjeuiser)

(Mr. Speaker)

1965-66 Bwd%m emQPus smens
Ml esen ¢ Hedd 988wuny 265
CAD t3ocxafm, 1965 geafe’n 18 Ox
AP0 enf S0 yoo Bewldm A
Vel Dced e@m® edm Od®m sEw
057%) 9 ACwO 5705 T em®.

I wish to anncunce to the House
that all amendments to be moved
during the Committee staga of the
Appropriation Bill, 1965-66, should
be sent to the Clerk of the House of
Representatives by Wednesday, 18th
August 1965.

1966 gewiwipy 9

150
eHOE 4O Ww@rne@rm el

oG 8 8 ¢ 8>
(Qzorres &. (F. 19 Qvaur)
(The Hon., C. P. de Silva)

Before we adjourn, I would like to
take up items 3, 4, 5 and 6 appearing
on the Order Paper. These are non-
controversial matters, and the
Opposition have agreed to take them
up now.

& CwGtn HODERy .

(B g Qerdsr 8o ser)
(Mr. de Zoysa Siriwardena)
We have agreed.

SEE® S@EE o gomas od
e IYT Y ey ORI
@pevellis Lierefleur#e S pdsamss
Qe & g1, VDG udL|E FLL ) 19rreRTh
MusLiv MosQUES AND CHARITABLE

TrRUSTS OR WAKFS AcCT :
REcuLaTION

Y Sgdm owldmd swmufon Ja:
Aenaumn NCrodwr arh gyéQsnerariusL g :
Resolved :

“That the Regulation made by the
Minister of Home Affairs with the advice
of the Mosques and Muslim Charitable
Trusts or Wakfs Board under Section 54
of the Muslim Mosques and Charitable
Trusts or Wakfs Act, No. 51 of 19586,
which was presented on July 27, 1965, be
approved. ” —[o& @&Se 2389, comnm.]

RIS SO VR SHEIS
Cur L midh Curd@or g1t ©Qrinremsser
MoToR TRAFFIC REGULATIONS

) VEI® Cwi¥End wwmuddm B

Setraimin NCrolem erh miéQamereriurL g
Resolved :

“That the Regulation relating to the
declaration of the portion of the Kadi-
yanlena Bazaar, situated in the Pasbage
Korale Village Council area, in the Kandy
District in the Central Province as Urban
area for the purposes of the Motor Traffic
Act (Chapter 203) made by the Minister
of- Communications under Sections 228
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and 237 of the Motor Traffic Act (Chap-
ter 203), which was presented on July 29,
1965, be approved.”’—[a& 8 9d. &
aadec]

0 wEPm CIEND uannd®dm Sa:
Nareugs o 98z appébarerariuiLg :

Resolved :

“That the Regulations relating to the
declaration of a ‘one-way’ flow of
traffic on the highways known as Bodi-
raja Mawatha and Kumaratunga
Mawatha, within the Kurunegala Muni-
cipality, made by the Minister of Commu-
nications under Sections 143 (1) and 237
of the Motor Traffic Act (Chapter 203),
which were presented on July 29, 1965,
be approved. ’—[o& &, o¢. 8. ad&dec]

0y wEed®» owWdsnd wwmndd®m Ba:
Oestaumib Crremr arm mié@smereriuLLgl

Resolved :

“That the Re ulations relating to
parking of Motor Vehicles on a portion
of Badulla-Batticaloa Road passing
through Passara Town, within the limits
of the Passara Town Council, made by
the Minister of Communications under
Sections 166 (2) and 237 of the Motor
Traffic Act (Chapter 203), which were
presented on July 29, 1965, be approved. ”

—[o& & 8F. 3. y&dec.]

DE e
DC OO
osHoaLL
ADJOURNMENT

0 wedm» ewldrnd wwmxuddD 8¢ :

“@sYH @ dce ¢ o ouBe @Re—
[0 B 8 ¢ BTD.]
& QUGIUTEp B!

sl 95 B@asaiuBLons,” . —

[Qaerras €. 5. 1§ Gdvan]

eraus  0r02%r  PeapCaifug.

Resolved :
“That the House do now adjourn”.—
[Hon. C. P. de Silva.]
exd ©OgFace I8 gHWCED
g o 640 O, gg §» swm=leda
gm®, 1965 goxdelmy 18 o2» Bgg
@t 10 2 e »¢ o w.

s sy Fau 6.40 @, Qerenpw
sgerg Biworensgsbowy 1965
el 18 gb GsH Lse@ioenio

. u. 10 welwer ggfbaadsi
QuUH DG

Adjourned accordingly at
6.40 p.m. until 10 AM. on

Wednesday, 18th August 1965,
pursuant to the Resolution of
the House this Day.

o
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