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The House met at 2 p.M., MR. SPEAKER
EEHE Hon. STANLEY TILLERERATNE] in the
air.
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ORAL ANSWERS TO QUESTIONS
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MRIS. S. J. DAYANANDA, WELLAMPITIYA :
WIDOW’S PENSION
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(Dr. W. Dahanayake—Galle)
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Q) 6T LD Lienfl i ?

asked the Minister of Public Adminis-
tration, Local Government and Home
Affairs: (a) Is he aware that Mrs. S.
J. Dayananda, of Brendiyawatte,
Wellampitiya, whose husband, Mr. S.
J. Dayananda, died on 26th February,-
1967, after about 30 years of service
as a teacher, has not yet received her
widow’s pension and other dues ? (b)
Will he order the payment of an
interim pension and also the finali-
sation of the claims? (c) Will he
also order that teachers’ pension
claims should not be unduly delayed ?

o f8CTed qz:?.’ﬁ. 8. Do NG
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(Qazorrey (Fellowd gyi. 1o, L@TLIT
prvss—Curg  piars, o 6T ean T,

o 6 (B Y ANNEGT 9DEFFI)

(The Hon. Felix R. D. Bandaranaike—
Minister of Public Administration, Local
Government and Home Affairs)

(a) Yes. (b) The widow has not
furnished the required particulars to
award even an interim pension. (c)
Action has been taken to expedite
the payment of teachers’ pensions.
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MRS. G. K. CORANALIA, TALPE : WIDOW’S
PENSION

2. @ndw DED. NG
(soorflE 196 sonpriss)
(Dr. W. Dahanayake)
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asked the Minister of Public

Administration, Local Government
and Home Affairs: (a) Why is Mrs.
G. K. Coranelia, of Dodampehena,
Talpe North, the widow of the late
Mr. K. V. M. Marthenis, pensioner

Bewldm @538 OeHRVC®
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sensy em®usy BEmsISe

No. 15608/P, not paid a W. & O. pen-

sion, or a monthly allowance as paid

to dependants of deceased public ser-

vants ? (b) Will he see that this long

delayed claim is satisfied ?

aé f88TE @l 8. A Ndrnew
(Qzorrey  (Feflden i, 9. LewLTT
BTG )

(Thz Hon. Felix R. D. Bandaranaike)

(a) Mrs. G. K. Cornelia is not en-
titled to a W. & O. Pension as her
husband was not a contributor to the
W. & O. P. Scheme. Charitable grants
to dependents of public servants are
paid only to the absolutely destitute.
(b) Inquiries will be made from the
G. A., Galle, regarding Mrs. G. K.
Cornelia’s circumstances in order to
decide whether she can be paid a

charitable grant.
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FOOD CONTROL (AMENDMENT) BILL
“to amend the Food Control Act.”
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Spdmrude i’ gy.

Presented by the Hon. Maithripala
Senanayeke, Minister of Industries, Power
and Highways, on behalf of the Minister
of Foreign and Internal Trade ; to be read
a Second time upon Monday, 26th October,
1970, and to be printed.
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(The Hon. Maithripala Senanayeke—

Minister of Irrigation, Power and High-
ways and Leader of the House)
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Question put, and agreed to.
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(The Hon. Maithripala Senanayeke)
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Question put, and agreed to.
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(The Hon. Dr. N. M. Perera—Minister
of Finance)
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If you do not mind, I would like an
adjournment for ten minutes before
I start the new proposals.
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(Furprusi yeuiser)

(Mr. Spzaker)

The Sitting is suspended for ten
minutes.
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(The Hon. Sirimavo R. D. Bandara-
naike—Prime Minister and Minister of

Defence & External Affairs and Minister
of Planning & Employment)

That is not all. There is some more
to come.
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By what amount ?
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By how much ?
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What about tractors and buil-
dozers ?
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(The Hon. Dr. N. M. Perera)

This will come before you, and I
shall leave it to you to decide.
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I stated that I would read out, or
at least mention, my proposals in
English. I could save myself the
trouble if the House agrees, and if
you agree, Sir, to allow the whole
speech to go into HANSARD in English
also in addition to Sinhala.

DD 5N G NS
(FUrprusT ojeui&er)
(Mr. Speaker)

Does the House agree ?

ab O BIG
(Qsorrar 9msssaser)
(Hon. Members)

Aye!

DSIBN G DN Sy
(& Um BriusT el Eer)
(Mr. Speaker)

It will be done as suggested by the
Hon. Minister.

od el 53, 2O, ezeld

(Osorre sorflE erer. erth. QuiGram)

(The Hon. Dr. N. M. Perera)

I am very anxious that, particu-
larly, the anti-hoarding section
should be understood by all. I want
to state quite clearly that my inten-
tion is not to attack or make things
difficult for the poor villager who has
laid by a few hundred rupees or even
a couple of thousand rupees because
he or she is not accustomed to go to
the bank. I am not thinking of those
people. I am thinking of those others
who have amassed a tremendous
amount of wealth, lakhs and lakhs of
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rupees, and not paid the taxes that
they should normally have paid as
reasonable and law-abiding human
beings. I am concerned with them.

Therefore, it is my appeal to them
that they should respond, now that
we have decided to take firm action,
and come to a reasonable settlement
and pay up their dues instead of
waiting until the rigours of the law
overtake them:.

oé O3 FHlewxy
(Qs6er ey g)f@&ﬁ%_;ﬁﬁuﬁ' @@@ﬂi}
(An hon. Member)

Why not include the Tamil version
also ?

o @l 3. 8. cweld
(Osorrey soTHB erer. erth. QuGrom)
(The Hon. Dr. N. M. Perera)

I am incapable of reading the
translation in Tamil.

Before I conclude, may I also
mention that it will be very neces-
sary for me to get a special Bill
passed in all its stages tomorrow in
order to make my anti-hoarding
measures effective. I would like to
appeal for the co-operation of hon.
Members of the Opposition from the
hon. Leader of the Opposition down-
wards, hon. Members on both sides
of the House, because they must be
anxious and eager to get at these
anti-social hoarders who have been
creating so much difficulty for us in
this country. And I am sure they will
join me in getting this legislation
through so that we can have the
legislation ready for the 27th when
the banks open. I do make this appeal
to them.

e, @l Swu28Rm dw.
(8w Co. i egweur ger)
(Mr. J. R. Jayewardene)
Can we see the Bill ?

Bewldm 535 SeBACW

456
—ecdm 88 Hwd®

ad el D53, 8. euedd

(Qsarray sTHS orer. erib. QuGrrm)

(The Hon. Dr. N. M. Perera)

Yes. The Bill has been just got
ready. I shall send it to the hon.

Leader of the Opposition so that he
can show it to his colleagues.

I also wish to appeal to my good
Friend across to use his good offices
to see that the Senate also passes it
in double quick time.

o @Di8we ommE 3y 8 ¢ KED
(2.8C & ™ @18 4 ol O
e WOV HEB)

(Qzerray  sorfG Garoder i &
Aoar—Cgri g Garifler  yerwssmbd
9T RWNDIDLIL] I QIUNSET IYLDE & (T5LD)

(The Hon. Dr. Colvin R, de Silva—
Minister of Plantation Industry and
Minister of Constitutional Affairs)

Only, let it not happen as it did the
last time.

od mdel D53, O8. csedd
(Qaorres sarfll erer. erin. QuGrrmr)
(The Hon. Dr. N. M. Perera)

I would like to mention another
Bill which we are tabling tomorrow.

o, @, LwudRm D,

(8w Ceg. oy sgueur o)

(Mr. J. R. Jayewardene)

Are you taking it up tomorrow ?

& erdeh d53. 8. cweld

(Gsorras sorps erer. erb. QuUGTTm)

(The Hon. Dr. N. M. Perera)

That is only being tabled—the
Business Undertakings (Acquisition)
Bill.

o, ;. LwdiR® Ow.

(87 G i guaigar)

(Mr. J. R, Jayewardene)

We have agreed to finish the
Debate on the Ceylon Constitution
(Amendment) Bill tomorrow and we
have been allotted a certain number
of hours. I do not like to eat into that
arrangement.
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adt q.‘a@m&ﬁ Duy., 99, el
(Qaorra sorflg erer. er. QuGrrr)
(The Hon. Dr. N. M. Perera)

The other Bill is urgent.

8. @d8. LD .

(8w Ceg. oy spwaui ger)

(Mr. J. R. Jayewardene)

The anti-hoarding Bill ? Let us see
that.

@b @8 e 3y @8 ¢ B8

(Osorray  soT 55 Qarovefler gyf. 1.
Heovaur )

(The Hon. Dr. Colvin R. de Silva)

The anti-hoarding Bill should be
put through in 15 minutes.

ad @l 57, DO, eveld

(Qserrear sor B s erer. erb- QuCGrrr)
(The Hon. Dr. N. M. Perera)

I do not know whether there is any
clarification wanted on the anti-
hoarding measures, but I intend to
get on the radio tonight and explain
as plainly as possible the purpose of
the Bill and what the implications of
it are so that people will not have
any misunderstanding about 1it;
otherwise people might unnecessarily
get panicky about it. The measure is
entirely directed against big hoarders
and nobody else. There is no
difficulty about people getting their
money. An adequate amount of notes
has been printed and they are all
ready. I have closed the banks only
to enable me to do the distribution
of the new notes throughout the
Island. There are ninety branches of
the People’s Bank alone throughout
the country. Every bank will have
the necessary currency ready.

Sy » 6 @8w ot ™MZNwD Ow. (DO
u@wenm o dRBNw ¢@Bes &G
ey e )

(8@ rger CsapQflu Creypriss—
S 1B e,
ur rrenteeT pdé srfushR )

(Mr. Ratna Deshapriya Senanavake—
Parliamentary Secretary to the Minister
of Planning and Employment)

ob @eC G1OBReesy e emEB S
D @) Héenn B2,

Gau&usumﬁ;d:_{

QYD L& &Fif 6T
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oS @ch Y. 98, eueld

(Qserrer sevrgls erar. erib. QuGTTT)
(The Hon. Dr. N. M. Perera)

I have also to ensure that there
will be no untoward incidents. The
police and the military have been
asked to be available to see that
there is good order and nobody is
robbed. Order will be maintained at
The banks so that every person will
be quite safe and he can take his
money and get the new notes. I do
not know whether it is possible for
me to explain it at length.

O3, e BE 815y ¢ Qwn. (BwPD)

(B ui@p g—pi
GlasmpLory)

(Mr. N. Denzil Fernando—Negombo)

Up to Rs. 1,000 only ?

erer. Gi_er@H®

a& @kl D53, 8. cueld
(Qsorray sorflG erer. erb. QuGrrT)
(The Hon. Dr. N. M. Perera)

No, the position is like this. Let
us assume for a moment that a
person takes Rs. 10,000 in notes. He
will get Rs. 1,000 back immediately.
If he has an account in the bank the
balance Rs. 9,000 will go into his
account. If he has no account and he
declares so, then it will be held in
deposit until the 3rd when he can get
back the whole amount if he wants
to.

e B8C WsNY g .
(8. Qar@er Lii@nps)
(Mr. Denzil Fernando)

After paying a tax ?

od @ d53. 8. cuweld
(Qsorres sarpe erer. erib. GuCTrm)

(The Hon. Dr. N. M. Perera)

Yes. If he has to pay a tax, that
will be attended to by the Income
Tax Department. He would not have
to pay a tax immediately and that
will be taken care of by the Income
Tax Department.—[Interruption].


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/

459
Sesddm sy em@uwm, 4970-71
CABY BE BN ¢g .
(5@ Qrer&e wienpa)
(Mr. Denzil Fernando)

I only wanted a clarification and
nothing more.

S e @B ot sNBNwD .
(8w, rgar Cgap@filu Ceeypruss)
(Mr. Ratna Deshapriya Senanayake)

O DNENWHRNE), @0 W wmlen
we Bomwmlenw 6 oy mO Bea
B, Corned 6T6HE G B 3D
Edrmey gy 6® G 8wE senedy
e Buoed 65700 emhg BEAm D
g8 YD O® e5WOg emng ©®
Goznbewsy g2Cow g &y YO B
DB gemy HTVSe o8 @0
RNy 0 ReanYesny. OBed, By
S ecnBd, BxferIB8w ;B B W
eDetsr) emdum €® GEwE LHLD
65O ZRemw Dw B, YO
D® exieey demm T Db
B2 5O 8¢ 60, Bl ecnd BED
5 NoWD 6NEHN® 8B, wOHESD
dm®m sCE pdsy @B &hee'®
8ReeS 626wy ewndewm & tcHm
DHHMIEO ¢ B, OE® gl Om
8¢ R0 2@ geG g»éE€HD
2. w 8B ccewy & Ememmsy
By geny axy @ Beasy mD
2309 %3,

DS BN D) S

(FUrBTUST @l &6rT)

(Mr. Speaker)

odh CHP@T e sF e 6nd
O W 2O BREm. §¢ Vs Y& B
@88y »E&® ob 8¢ nOBR®
co¥ b e¢sfmHO don.

od pde O, 8. cwedl

(Querres sewrfl erer. erb. QuGrrm)
(The Hon. Dr. N. M. Perera)
We cannot have a Debate now,

Bewldm ©x5I%) VeHDE®H

460

—ecd® 6 Hwde

S5 o w8 oW meNw .

(B rger Cpaplilu Ceepruss)

(Mr. Ratna Deshapriya Senanayake)

€0 umEE W6 BV ;M3
200 WETery. 68 Bw ewdSxsy
gmé el qBedmS OB
e @& W6 asFMWO ewem (O}
RO ¢ ?

ad e Y. 00, cweldb
(Qaorrey sovrplE erer. erib. QUGrrT)
(The Hon. Dr. N. M. Perera)

Up to Rs. 1,000 you can change.

O& DNNEDRTSE), a8 O mlen
oY Bom GR&E. ;B wemnsy
R ST 50 68O @ € g&&
DOICO Gmen eI mO el Ba
8. detd B 6@ ed WwoxF
50 . 6® B8RO g8 @O ecrnd
M® e ® qglufe =Y
@ DO €@ J|dD WO O Aen.
Oetd @l @WET WO S 80 ¢@
64 HHOB =@ wBYesy. ™G
Ded sy gl WET O 8BC
c®I& sy i D @B

e, @d8. LwdR® Ow.

(Bm. Cg. gy guaiger)

(Mr. J. R. Jayewardene)

I am objecting to that. Why is he
pointing at us ?—[Interruption].

0d el OsY. 98, cweld
(Osorrey Sovm bl G erer. orp. QuUGrTm)
(The Hon. Dr. N. M. Perera)

That is a natural gesture.

DS BNED DS
(FUTBTLST Seuil&er)
(Mr. Speaker)
Order, please!

od mdeh OsY. 98, cwels

(Osorrar awrfls erer. ertb. QuGrmm)

(The Hon. Dr. N. M. Perera)

There is bound to be a little diffi~
culty. I will try to do my best to:
avoid as much hardship and difficul-
ties as possible. Most of these things
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can be done administratively by me
without going into all these questions
here and ncw. Obviously, we can
have a long discussion, but I will at-
tend to that. I will see to it that no-
body is inconvenienced if I can pos-
sibly help it. But there may be a
little sudering. I am not denying
that. There may be a little inconve-
nience, and you cannot avoid that, for
all of us are interested in something
much more than that.

o, @, LwdiAm .

(B O i gueiger)

(Mr. J. R. Jayewardene)

Can you give us a gist of that Bill ?
Are you furnishing us copies of the
Anti-Hoarding Bill ?

oé @Dl 3. 8. cueld

(Osorreu sorfls erer. erb. QuGrrr)
(The Hon. Dr. N. M. Perera)

We will send you copies of it to-
night.

I want to inform you about the
Business Undertakings (Acquisition)
Bill. I am tabling that. That is not
going to be taken up in all the stages
tomorrow. It provides for the acqui-
sition by the Government whether by
agreement or compulsorily of any
business undertaking, or any property
necessary for the purposes of that
undertalting and for matters connec-
ted therewith or incidental thereto.

e&. . LD .
(85 Co. . guairger)
(Mr. J. R. Jayewardene)
That Debate will be later ?

od el D57, DO, cvedd
(Oserra sorflS erar. erib. QuCrar)
Tae Hon. Dr. N. M. Perera)

I would like to appeal on behalf of
the Government to all the newspapers
to help us in this matter and not to
create panic. We are trying to avoid,
shall I say eliminate, a social cancer
that we have had. Now, all the people
who are interested in the welfare of
this country must join wus in
getting this Bill through and
minimize any inconvenience caused.
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I hope they will not spread panic. We
are quite ready and prepared for it.
The Government is determined to
carry this proposal through and all
steps have been taken. So I do not
want anybody to think that we have
lizhtly undertaken this matter. We
do want to minimize whatever incon-
venience that may be caused to any-
body.

I thank the House once again for
the very patient hearing given to me.

[ENGLISH TEXT OF THE SPEECH OF THE FION.
MINISTER OF I'INANCE]

Mr. Speaker, It is a great privilege
to have the honour of presenting the
first Budget of the United JI'ront
Government of the Sri Lanka Free-
dom Party, the Lanka Sama Samaja
Party and the Courmmunist Party
under the distinguished leadership of
Mrs. Sirimavo Bandaranaike.

On the 27th of May 1970 the people
of this country endorsed the pro-
gramme of the United Front placed
before them and gave the Front an
overwhelming majority with a man-
date to carry through this programme.
In the process, the country has re-
jected the policies hitherto followed
by the United National-cum-Federal
Party during the period 1965-1970. It
behoves us, therefore, to have a pro-
per understanding of the policies and
actions which the country refused to
endorse in May 1970. What was the
basic philosophy underlying the
activities of the previous Govern-
ment ?

It could not, and indeed dared not,
repudiate and jettison tne
nationalized ventures commenced by
the late Mr. S. W. R. D. Bandara-
naike and continued by Mrs. Sirimavo
Bandaranaike. It did not hand these
over to private companies or indivi-
duals but it did not hesitate to asso-
ciate the private sector with the pub-
lic ventures and in the process
emasculate the strength of the publie
sector. A good example of this is the
introduction of Salu Sala and Con-
solexpo. A similar attitude was dis-
closed in the setting up of hotel
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[0& ¢nda Oz, 8. emedk)
complexes. In the field of textiles,
more and more private establish-
ments were encouraged and brought
into existence. The specific weight of
govecnmental activity shifted from
the public to the priyate sector. Even
in the field of assistance from abroad,
preference was given to negotiations
with private banks and establish-
ments in preference to Government-
to-Government contracts. The Deve-
lopment Finance Corporation became
the instrument for a steady flow of
resources to private establishments.
On the basis of financial help provided
by private banking sources in the
West, the Development Finance Ccr-
poration itself was groomed as an
institution outside the control of
Government and its activities. It
was well cushioned against any in-
terference even by the Minister of
Finance. Yet the Government
guaranteed the loans the corporation
received from private banks abroad.

We bear the losses and they enjoy
the profits.

This philosophy penetrated the
agricultural sector as well. Large
extents of land were made available
to big companies and rich individuals.
Capitalist farming overshadowed
peasant cultivation, and the previous
Prime Minister gaily talked about
breeding a new stratum of gentle-
men farmers earning over Rs. 1000 a
month. Foreign exchange was freely
made available to obtain vehicles
rather than machinery.

Bewldn @x3%) @eFC®
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This philosophy naturally led to
the cut in the rice ration and the im-
position of stiff burdens on the con-
sumers. Devaluation as urged by the
I. M. F. was a logical concomitant of
this policy. Since the Government
was not disposed fo devalue the
rupee to the extent desired by the
International Monetary Fund, the sys-
tem of Foreign Exchange Entitlement
Certificates was devised to achieve
the same object sectoral-wise. Eco-
nomic life cannot be compartmenta-
lized. The incidence of FEECs was
felt  throughout the economy
and the price level rose as if there
had been a 55 per cent devaluation
of the rupee.

This was the strategy adopted by
the previous Government to fill the
widening gap in the balance of pay-
ments consequent on the fall in our
export income. A consortium of
foreign Governments was to bridge
the gap by adequate aid until Ceylon
was able to balance her own pay-
ments position. The import bill was
to be reduced by achieving agricul-
tural self-sufficiency and a large-scale
import substitution of manufactured
goods. This strategy failed! And
the measure of its failure was its
overwhelming repudiation by the
people of the country in May 1970.

Let us analyse the extent of this
failure.

Imports of goods and non-factor services in private consumption expenditure

1965
1,719.2

1964
1,861.4

1966
1,876.5

1967
1,518.0

1968
1,637.1

1969
1,987.8

During this same period, the value of locally produced goods in private

consumption expenditure is as follows:
1964 1965 1966 1967 1968 1969
2,928.2 3,049 3,275.9 3,996.9 4,673 5,322.7

All these are at current market
prices. It is clear, therefore, that the
Government did not succeed in re-
ducing substantially the imports into
the country. Indeed, if we look at

the imports of rice, flour and sugar
in private consumpiion expenditure,
there has been no reduction in the
total commitment of these imports
notwithstanding the reduction in the
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rice ration. In 1964, rice, flour and
sugar cost Rs. 516.7 million. In 1965,
the cost was Rs. 598 million. In 19@6,
the cost was Rs. 600.8 million. In
1967, the cost was Rs. 586.1 m;ll;on.
In 1968, the cost was Rs. 607.6 million.
In 1969, the cost was Rs. 578.5 million.
When we consider the locally pro-
duced goods and we make the neces-
sary adjustments for the increase in
price that had been brought about as
a result of devaluation and FEECs,
one would hesitate to say that there
has been any appreciable increase in
the total quantity of goods produced.
This becomes clear when we consider
the percentage devoted to private
consumption of the total gross
national product. In 1964, this per-
centage was 74.2. In 1965, it was
72.01 ; in 1966, 75.6 ; in 1967, 74.5; in

1968, 736 ; in_ 1969, -75. So  the
strategy of restricting consumption by
devaluation and FEECs did not
succeed.

This great strategy was aimed at
righting the balance of payments. The
figures are disheartening. In 1964
the adverse balance was Rs. 160
million. In 1965, it was Rs. 59 mil-
lion ; in 1966, Rs. 290 million ; in 1967,
Rs. 288 million ; in 1968, Rs. 355 mil-
lion ; in 1969, Rs. 762 million. When
we take this togethcr with the net
cash deficit, we shsall realize how
hopelessly the previous Government
failed. In 1964-65, the deficit was
Rs. 430.4 million ; in 1965-66, Rs. 566
million ; in 1966-67, Rs. 606.8 million ;
in 1967-68, Rs. 715.7 million ; in 1968-
69, Rs. 787.6 million. In 1969-70 it
has reached over the Rs. 1,000 millior
mark. This is not surprising in view
of the large budgetary deficits that
the previous Government continued
to sponsor. In 1964-65, the deficit was
Rs. 544 million ; in 1965-66, Rs. 665
million ; in 1966-67, Rs. 732 million ;
in 1967-68, Rs. 987 million ; in 1968-
69 Rs. 947 million. The revised esti-
mate for 1969-70 has brought the
figure to Rs. 1,144 million.

In the light of these figures, we can
only remark that this whole strategy
built up to develop the economy and
place our finances on a sound and
stable footing has terminated i a
massive collapse.
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In repudiating and rejecting the
policies followed by the U. N. P.-F. P.
Government, the country has en-
dorsed the programme of the United
Front of the Sri Lanka Freedocm
Party, the Lanka Sama Samaja Party
and the Communist Party. That pro-
gramme lays the foundation for the
building up of a socialist society. It
assumes as its thesis that a develop-
ing country cannot leave develop-
ment at the mercy of the interplay
of forces which are motivated sclely
by the profit instinct. It recognizes
at this juncture that private enter-
prise has a part to play in building
up and exploiting the resources of
the country, but the leading part
must be in the hands of the public
sector.

The transformatior. from private
ownership to public ownership has to
be carried out with judiciousness,
with circumspection and careful
consideration as to the efficient
functioning of these institutions. The
overwhelming desirs expressed by the
people that the commanding heights
of the economy should be in the
hands of the State must be reccg-
nized by the capitalist class. Those
who try to thwart the declared will
of the people will be sternly dealt
with by the Government. In carry-
ing out the wishes of the people,
however, it is incumbent on ‘*he
Government to see that the transfor-
mation takes place withh the minimum
dislocation of the economy of the
country. It will be disastrous to go
too slow. It will be equally disas-
trous to run too fast. It is a para-
mount duty of the Government to
raise the level of consciousness of »ur
people to have a full realization of the
obligations that davolve wupon all
people in the difficult task of build:ng
socialism.

We have embarked upon a unique
task. We are endeavouring to acaieve
a socialist transformation through the
strength of the ballot. A mass up-
heaval such as we witnessed in many
East European countries, in China
and in North Korea would have in a
sense simplified the task of socialist
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reconstruction. A revolutionary mass
upheaval teaches lessons to the mass-
es in the very process of that up-
heaval. It awakens people to a high
degree of social consciousness.  W¢,
on the other hand, are conditioned by
an environment charged with all the
old prejudices, old inhibitions and old
traditions. This Government is
therefore faced with the problem of
developing the mass consciousness in
relation to the full implications of the
task before us.

We must learn the lessons of
history. When Lenin ordered the re-
treat to the New Economic Policy in
the 1920’s in the Soviet Union, there
was a profound thought behind this
move. Lenin recognized that even
in the setting of a revolutionary up-
heaval the prejudices inherent in the
backward society of old Russia could
not be changed overnight. If in a vast
country like Soviet Russia after mass
upheaval such as we witnessed in
1917-1919 ups and downs in the pro-
cess of transforming of society occur,
then how much more careful have we
to be in Ceylon where such an up-
heaval has not taken place ? It is in
this background that we must under-
stand the problems we are faced with
and find solutions for them.

This Government has, in that area
of public policy which usually pro-
vides the framework for a Budget,
three major commitments. It is com-
mitted to lay the foundation for an

irrevocable transition oi the economy
to a socialist one while preserving
the democratic traditions to which we
as a people have pledged ourselves. It
is committed to maintain those social
welfare measures which are an
integral part of our cocial fabric and
to take all such steps as the situation
demands, to provide the necessities of
life at reasonable prices to the mass
of our people. It is committed to a
programme of rapid economic growth
of sufficient magnitude to absorb a
sizeable proportion of the unemplov-
ed and to bring the solution of this
problem within sight during its, term

Bewidm 0535 ©eSVC®
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of office. In this connection, the pre-
sent rate of growth of our population
has to be borne in mind.

Ceylon’s populatien is 12 1/4
millions. It is likely if the present
projections prove correct that we
should have over 14 millions by 1975.
If you make allowances for those who
are over 60 and those below the age
of 18, we have a rough and ready
figure of about 5 million people form-
ing the effective working population
of Ceylon. Of these, we have to also
take into account the fact that about
30 per cent are occupied as house-
wives or in self-emnloyment. This
gives a balance of 3 1/2 million pecple
who are gainfully cccupied or for
whom gainful occupation has to be
found. It is being roughly estimated
that the number of unemployed
people in Ceylon, at the moment, adds
up to 700,000. We would not be far
wrong if we, therefore, conclude that
by 1975 we shall have a total unem-
ployment problem of 1 million per-
sons unless schemes for employ:inerit
get into proper gear to absorb all
these coming into the labour market.

Agriculture can only absorb a frac-
tion of these people. No doubt some
impression can be made by a better

utilization of land and a better
scheme of diversification of cultiva-
tion of marginal tea lands. A con-
centrated drive to expand our subsi-
diary food crops would also help.
Horticulture with a view to partici-
pation in the highly profitable export
of cut flowers will contribute to make
some dent in the problem of unem-
ployment. It is also necessary to draw
attention to the employment pros-
pects under the Indo-Ceylon Agree-
ment. Action is being taken already
to repatriate 50,000 persons of Indian
origin in the coming year. We must,
however, seek a lasting solution to
unemployment in the field of indus-
try, that term being interpreted
broadly and comprehensively. As
Professor Dumont has neatly
stressed, “progress in agriculture
should not be considered as a preli-
minary to industralization, but an in-
dispensable corollary "— (“False Start
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in Africa”). One major considera-
tion we are up against has been the
foreign exchange resources requisite
for the rapid expansion of this com-

rehensive industrial sector. At the
end of the last war we had a positive
external reserve of Rs. 1,260 million
in 1945. It went down to Rs. 964
million in 1949 and went up to
Rs. 1,133 million in 1950. Actually, we
should have had much more sterling
assets at the end of the war. The first
Prime Minister to be was very gene-
rous to England. His contribution on
behalf of Ceylon to the war effort was
to sell our tea, rubber and coconut
products at nominal prices when we
could have commanded a very much
better figure in the market. In 1951,
our external assets went up slightly
to Rs. 1,217 million. Then it started
dropping in 1952 to Rs. 874 million. In
1953, it has dropped to Rs. 640 million.
That year saw the first Minister of
Finance relinquishing his post follow-
ing the change of government brought
about by the ¢ Hartal ’ of August 1953.
This was the end of the first 6-year
plan. Notwithstanding every effort
to stimulate private enterprise, there
was little or no response from the
indigenous capitalists. = Nor was
there any serious effort on the part
of foreign capitalists to invest in
Ceylon. The then Minister of Finance
cajoled and pleaded with the private

entrepreneur. He promised various
inducements ; but all this availed
nothing.

Mr. M. D. H. Jayawardena took
over in 1954. He was more concerned
about building up resources than eco-
nomic development. The external
assets rose by the end of 1956 to
Rs. 1,275.7 million. Then Mr. Stanley
de Zoysa took over and the external
assets dropped steadily to Rs. 532
million. They were literally frittered
away by short-sighted consumption
expenditure. There was little deve-
lopment. The position was rendered
more difficult by the steady drop in
export prices since 1956. Broadlv, up
to 1956 our export earnings sufficed
to meet our import bill of essential
commodities and left a little margin
for the modicum of development we
undertook. This steady deterioration
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of our export income has continued
unchecked. The terms of trade, with
1958 as the base year, had dropped by
1964 to 86. The situation became so
difficult that the Government was
compelled to go to the I. M. F. and
obtain the first gold tranche in 1961,
and another in February 1962, making
a total of Rs. 107.6 million.

From 1965 we began our depen-
dence on the International Monetary
Fund in a big way. We had to fall
back upon credit tranches. In 1965,
we borrowed Rs. 109.5 million ; in
1966, Rs. 144 million ; in 1967, Rs. 122.6
million ; in 1968, Rs. 213.2 million,
in 1969, Rs. 77.5 million; and this
year we have borrowed to date
Rs. 56.6 million, making in all a total
of Rs. 723.4 million. Every time we
had to resort to the International
Monetary Fund we had to provide
them with Letters of Intent—a very
euphemistic term—for subjecting
ourselves to the conditions laid down
by the International Monetary Fund,
no doubt with good intentions and the
laudable desire of compelling us to
put our own house into order accord-
ing to its lights. These Letters of
Intent are very revealing documents,
and I therefore propose to read them
into HANSARD as perpetual reminders
of the degree to which a hapless
country can be subjected. The first
Letter of Intent was in July 1965. It
will be noticed that already in July
1965 the previous Government had
given a categorical undertaking to
the I. M. F. to reduce expenditure on
consumption by emasculating the
rice ration. They prepared the ground
for over a year, and then, under a
miasma of false propaganda that
there was a world shortage of rice,
cut the ration by one measure in
November 1966.

In its first Letter of Intent when
the Government of Ceylon entered
into a Standby Agreement with the
International Monetary Fund in July
1965, it expressed the intention inter
alia :

(1) to review the full subsidy
scheme with a view to the
progressive reduction of its
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burden on the Budget,
cushioning, at the same time,

its impact on the low income
groups ;

to make a serious effort to res-
train the growth of welfare
expenditures until the basic
budgetary  situation was
strengthened substantially ;

(2)

to review the whole structure
of import duties (other than
those on foodstuffs, fertili-
zers, low cost textiles, drugs
and kerosene) ;

(3)

(4) to reduce the inflationary gap
in the next financial year to
not more than Rs. 80-100

million ;

to raise forthwith the bank
rate from 4-5 per cent;

(9)

to limit the expansion of com-
mercial bank credit to the
private sector up to Rs. 55
million during the period of
the Standby Agreement ;

(6)

to continue the reserve re-
quirements including the 38
per cent special margin re-
serve requirement and to
extend the special reserve
requirement at a rate of not
less than 25 per cent to the
People’s Bank ;

(7)

to limit the increase in the
Central Bank’s net domestic
assets to not more than
Rs. 105 million over the level
as at 17th May 1965
(Rs. 1,388.9 million) ;

to review the moratorium on
remittances and take steps to
improve the climate for the
inflow of foreign official and
private capital into Ceylon.

(8)

(9)

These terms of the International
Monetary Fund were treated by many
as harsh. Apparently, there was
little that the previous Government
could do once it decided to subject
itself to the conditions of the Fund
in order to find accommodation to
meet the difficulties on the foreign
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exchange front. Quite naturally
therefore, people were inclined to ask
whether the lnternational Monetary
Fund was more interested in the eco-
nomic stability of Ceylon than the
Ceylonese themselves. Surely, we
were as concerned as any internatio-
nal institution about the stability of
our currency, of the need to avoid
inflation and of the importance of
steady economic progress. Admit-
tedly, mistakes have been made in
the past. Admittedly, also, the pre-
sent unfavourable situation was to
some extent engendered by causes
beyond our control. The return to a
saner and safer position could not be
achieved in a dictatorial fashion with
a complete disregard for the suffer-
ings of the people. The transition,
therefore, had to be gradually
smoothened out in a manner that
would evoke the willing co-opera-
tion of the masses. It was the beset-
ting sin of the previous Government
that it accepted the terms and condi-
tions of the I. M. F. without due con-
cideration for the sufferings and pri-
vations that these terms heaped upon
the people. It is this policy of almost
docile acceptance of the advice of an
external institution that the people
repudiated with an almost unanimous
voice on the 27th of May 1970.

On the 15th of July 1966, Ceylon
entered into a second Standby Agree-
ment with the Fund in a sum of 25
million  dollars.  This standby
arrangement was accompanied by a
Letter of Intent in which the Govern-
ment expressed inter alia :

(1) to contain the net food subsidy
expenditures within the level
of net expenditure for 1965-
66 and to announce the steps
to be taken to implement the
new policy as early as POsSi-
ble before the end of 1966 ;

(2) to consider introducing charges
for higher education for the
children of parents in the
upper income group ;

(3) pending the review as a transi-
tional measure to impose a
surcharge of 10 per cent on
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the current prices of goods of
those  corporations  that
operated at a loss;

(4) to take measures in the next
Budget in the tax field which
will include increased taxa-
tion of imports and possibly
a selective increase in the
turnover taxes. Considera-
tion would also be given to
increasing the rate of private
employees’ contributions to
the Employees’ Provident
Fund ;

(5) to limit the inflationary gap in
the Budget in the next finan-
cial year to Rs. 50-75 million
as compared with Rs. 80-
100 million in the current
fiscal year,

(6) to continue the marginal re-
serve requirement to 38 per
cent (28 per cent in the case
of People’s Bank) against the
demand deposits in addition
to the basic reserve require-
ment of 12 per cent against
the demand deposits and 5
per cent against time and
savings deposits ;

(7) not to allow the Central Bank
net domestic assets, which
were Rs. 1,342.4 million on
2nd May 1966, to be exceeded
by more than Rs. 150 million
at any time during the period
of the requested Standby
Agreement.

Seasonal advances of the Central
Bank for financing G. P. S. purchases
of rice were excluded from the ceil-
ing of the Central Bank’s net domes-
tic assets.

The third Standby Agreement in a
sum of Rs. 19.5 million dollars was
entered into with the Fund in May
1968. This was accompanied by a
Letter of Intent in which the Govern-
ment expressed inter alia :

(1) to contain the net monetary
impact of the current year’s
budoet at about Rs. 85
million ;
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(2) to increase the bank rate of
5% per cent, effective 6th
May 1968 ;

continue the existing
arrangement with regard to
reserve requirements ;

(3) to

not to allow the Central
Bank’s net domestic assets,
which were Rs. 1,795.7
million on 27th April 1968, to
exceed this amount by more
than Rs. 150 million ;

(5) to make no changes in the
multiple exchange rate sys-
tem outlined in the Letter of

(4)

Intent ;

(6) not to enter into any new
bilateral payments agree-
ments.

In addition, a reform in the ex-
change system was introduced by the
Foreign Exchange Entitlement Certi-
ficates scheme. On this, the position
of the Fund was as follows :

“Ceylon and the Fund will remain in
close consultation during the period in
which this multiple currency practice is
in effect. This consultation may take the
form of correspondence and visits of offi-
cials of the Fund to Ceylon or of represen-
tatives of Ceylon to Washington D.C. In
addition, Ceylon will not grant certificates
to additional categories of exports, nor
abrogate the requirements of the surren-
der of Certificates for any payments pro-
posed to be included in the Certificate
market (para. 3 of the attached letter)
without prior consultation and approval
of the Fund.

The Fund does not object, on a tempo-
rary basis, to the introduction of this
multiple currency practice.”

The fourth Standby Agreement was
entered into with the Fund in a sum
of $ 19.5 million for a period of one
year on the 12th of August 1969. In
the Letter of Intent, the Government
expressed the intention inter alia :

(1) to set up a unit in the Treasury
to examine continuously the
finarcial results of the corpo-
rations and to recommend a
return on investment which
the corporation would try to
achieve ;
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(2) not to allow the Central Bank’s
net domestic assets, which
were Rs. 1,893.7 million on
the 27th of December 1968,
to exceed Rs. 2,055 million at

any time up to the end of
1969 ;

(3) to continue the limits of com-
mercial bank credit to the
private sector ;

(4) not to lower the bank rate of
5% per cent.;

(5) to continue the arrangement
relating to reserve require-

raents ;
(6) to raise interest rates on
savings deposits of the

Ceylon Savings Bank and the
Post Office Savings Bank.

Further, this measure was to be
announced at the time of the Budget :

(7) to subject to FEECs payments
of most imports of govern-
ment departments and pay-
rments for official invisibles
which are presently exempt-
ed from the requirement,
offective 1st October 1969 ;

(8) to increase the price of certifi-
cates from Rs. 44 to Rs. 395,
effective 18th June 1969 ;

(9) not to enter into any new con-
iractual obligations with an
ocriginal maturity of between
1 & 5 years of a total amount
exceeding 3 million dollars up
to the end of December 1969.

The position with regard to this
Standby Agreement was reviewed in
December 1969. This review concern-
ed the ceiling on net domestic assets
and the ceiling on new external con-
tractual vbligations and a supplemen-
tary Letter of Intent fixed this ceiling
as follows:

On net domestic assets Rs. 2,115
million up to the end of 30th April
1970 and thereafter Rs. 2.150 mil-
lion. These were to be reduced to
the extent of food import bills of
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the Government held by the Bank

of Ceylon in excess of Rs. 124.6 mil-
lion.

Today we must recognize the situa-
tion to which we are heir. However
much we might deplore and decry the
actions of the previous Government
that has pushed this country to this
sorry pass, we have to recognize the
stark, naked reality that we cannot
brush aside and completely ignore
these international institutions. We
can repudiate and reject their advice
and their terms and conditions. We
can only do so if we are prepared to
face the far-reaching dislocations that
would be attendant upon such defi-
ance.

At the moment, the short-term
debts to the International Monetary
Fund are as follows:

In 1965 Rs. 109.5 million.
In 1966 Rs. 144 million
In 1967 Rs. 122.6 million
In 1968 Rs. 213.2 million
In 1969 Rs. 77.5 million
In 1970 Rs. 56.6 million

This makes a total of Rs. 723.4 million.
By repurchases we have paid back
Rs. 301.7 million up to the 20th of May
1970. Tt still leaves a balance of
nearly Rs. 421.7 million due to the
ILM.F.

This is apart from the temporary
borrowings from various financial ins-
titutions and banks in Europe and
America to meet the day to day obli-
gations arising from the maturing
bills. At the moment, this stands at
Rs. 350 million. It will be noticed,
therefore, that the country has, at the
same time, an enormous short-term
unfunded debt of Rs. 772 million
which has been made available to us
through the good graces of the
ILM.F.

Can we repudiate these debts? If
we do, the banks throughout the
world will ostracize us. We shall find
ourselves in the position of refusing
to honour the bills that come up for
payment from day to day. We shall
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then be treated as a bankrupt nation
in the cyes of the world. We shall
thereafter be unable ‘to raise any
moneys or obtain any loans from any
country whatsoever except perhaps
the countries of the socialist bloc
whose resources are limited. We shall
also be compelled to abandon some of
our industrial projects and slow down
the whole industrial mechanism in-
ternally. We shall also be greatly pre-
judiced in the sale of our three export
commodities to the western world.
Therefore, such a course of action is
not one to be lightly contemplated.

What then is the alternative ? There
is no reason to be pessimistic. There
is a third way—a via media—between
the undiluted acceptance of the terms
and conditions of foreign institutions
and the foolhardy rejection of all aid.
We have te discipline ourselves to
concentrate on productive effort. We
must be prepared to do without pre-
sent pleasures for future welfare. The
magnitude of our development effort,
the rapidity with which we can in-
crease the production of those goods
and services upon which our general
welfare” depends, and the speed at
which we can effect the transforma-
tion to socialistic forms are determin-
ed by the extent to which we are
willing to make a sacrifice now and
by the extent to which we are willing
to increase our productive work.
Austerity, Mr. Speaker, must be the
keynote of our social thinking during
the next few years.

It is only to be expected that in the
multifaced thrust which the Govern-
ment is making in the desired social
direction, constraints and contradic-
tions of a temporary nature have to
be resolved. In so far as they im-
pinge on the management of public
finance, they have made my task a
very complicated one. With our
limited domestic and foreign resour-
ces, many adjustments and hard deci-
sions have to be taken. The demands
on social welfare expenditure have a
direct bearing upon the total resour-
ces available for capital investment.
If we are t¢ maintain both at the
levels dictated, on the one hand, by
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considerations of mass political ex-
pectation, and by the economics of
growth on the other, we have to seek
a reconciliation of these conflicting
social imperatives. As I said at the
outset, we are committed to maintain~
ing the living standards of our people
and in order to do so a system of
rationing and price control of essen-
tial commodities is in the process of
being introduced. In so far as it is
necessary to seek resources for deve-
lopment through taxation and
schemes cf forced and voluntary sav-
ings, the full burden of providing
those resources will fall upon those
who are able to bear it. It is not
enough that we impose taxes to find
the necessary funds: it is important
that a climate of austerity should be
firmly established. This cannot be
done if the affluent classes live osten-
tatiously, as they now do.

Mr. Speaker, I do not wish to place
too great an emphasis in my speech
on these constraints within which I
have been compelled to frame this
Budget. Shortly after I took office I
made a full disclosure to the country
of the true state of affairs of our
finances. I believe this is the first
occasion on which a Finance Minister
has done so. If we do not take ‘the
people into our confidence we cannot
expect a positive response from them.
I have made reference to the despe-
rate condition of our external resour-
ces and to the restraints imposed up-
on us by the International Monetary
Fund as a condition for its continued
support of our economy. I stated at
Copenhagen that we deplore a deve-
lopment policy which concerns itself
with G.D.P. growth rate to the exclu-
sion of redistributive social justice,
We have witnessed some of the more
glaring distcrtions in our economy
and our social life as a consequence of
such policies. But it is my duty to
draw attention to one inhibiting fac-
tor. This is the institutional factor.
Our execcise in Government-directed
social change at a relatively rapid
pace must depend for success upon
the abilitv of our administrative an-
paratus o adapt and mould itself in-
to.new forms for new administrative
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ends. The emphasis which we desire
to place on the public sector demands
a greater degree of efficiency and
financial responsibility from govern-
ment corporations. The Government,
in keeping with the common pro-
gramme and manifesto of the three
parties which constitute it, has al-
ready set the formation of Workers’
Advisory Councils and People’s Com-
mittees in motion, with a view fto
bringing about the desired changes
in the administrative structure. This
is a novel social experiment. We are
placing upon the people themselves
some measure of responsibility for
the formulation of plans and their im-
plementation ; for efficiency in man-
agement ; for the curbing of profiteer-
ing and the suppression of corruption.
If these mass organizations play their
part, as T have reason to believe they
will, I am confident that we shall be
able to reach the goals we have set
for ourselves. I am happy to acknow-
ledge that I have received valuable
suggestions for my budgetary propo-
sals from the Advisory Council of one
of my revenue departments.

These mass organizations have been
devised in the context of a socialist
perspective and are based on a desire
to draw upon the experience else-
where of werkers’ management of in-
dustry. Our existing forms of bure-
sucratic management in the public
sector must give way to socialist
forms of management. The Workers’
Councils wi!l be the training ground
for the future worker-managers of a

socialist economy.

Undoubtedly, we must get foreign
aid. We should endeavour to obtain
suitable long-term loans from coun-
tries whether they are within the
aid consortium OF without. These aid
arrangements must be concluded on
terms consistent with our self-res-
pect, our independence and our
sovereignty. We would welcome all
2id and assistance from all quarters
from the socialist as well as the non-
socialist bloc. But they must be on
terms and conditions which would
not impinge on oOur independence:
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We recognize that no developing
country can develop its resources
without the capital goods and the
technical know-how that advanced
countries can provide. We must for a
number of years be dependent on aid
in both respects from the developed
countries. To obtain this assistance
on terms acceptable to us we must
however adopt certain remedial
measures which would inspire confi-
dence abroad about our determination
to put our own house in order. We
must demonstrate that we are capable
of mobilizing and utilizing our re-
sources to the fullest extent at the
highest possible level of efficiency.

The first and most important of
these remedial measures is the
balancing of the Budget. At least so
far as recurrent expenditure is con-
cerned, we must raise adequate
revenue to meet recurrent expenses.
We should endeavour also to have
some reasonable surplus for capital
expenditure as well. One does not
need to emphasize that imbalanced
budgets lead to inflation with all the
evils attendant thereto.

The second remedial measure,
therefore, is to contain the inflatio-
nary gap. This can be done only by
large-scale savings by all sections of
the people. We must make every
individual, every villager and every
worker save, however small this
amount may be for the purpose of
nation building. There is no royal
road to economic develcpment except
through hard work, sacrifice and a
measure of austerity. A small con-
tribution by a large number is more
valuable than a large contribution
by a few because the large number
is an earnest manifestation of all of
us to be participants in this task. I
intend in my taxation proposals to
indicate the manner in which all of
us will participate in this great
adventure of revitalizing the eco-
nomy of the country.

The third remedial measure lies in
our efforts to diversify our exports.
The continued dependence on the
three major products, tea, rubber and
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coconut, is fraught with danger, as we
have already seen. These prpducts no
longer command the premium poOSi-
tion that they held prior to the war.
All these products are experiencing
the adversity of keen competition
from substitutes. In addition, tea
which provides over 60 per cent of
our foreign exchange earnings suffers
from over-production in the world.
The restriction of production arrang-
ed through the F.A.O. is no more
than a palliative. A serious effort
must therefore be made to increase
our export income by widening the
area of non-traditional exports.
Recent efforts have produced some
satisfactory results. Biscuits, shirts,
tobacco, cut flowers and tinned fruits
have shown what prospects are open
to the enterprising and resourceful
establishments. I have not mentioned
the gem trade because I hope to
refer to this later on in my Budget.
It is, however, not out of place to
emphasize the need to garner the
foreign exchange potential which the
export of gems offers. Would it be a
waste of energy to appeal to the
patriotism of those in the gem trade
to play their part in developing this
country by earning the maximum
foreign exchange that this industry
can ensure ?

If we succeed in fulfilling these
objectives, we would have gone a
long way to provide the economic
stability and ensure the steady pro-
gress of our country. Then our depen-
dence on foreign developed countries
can be reduced to a minimum and
foreign aid can be regulated to suit
our requirements without being sub-
jected to disadvantageous terms. We
can then choose the best and the
cheapest. We can obtain the most
advanced and technically perfect
machinery, not necessarily the dere-
lict and the discarded of yesteryear.

THE STATE OF THE ECONOMY

1. National Product.
The year 1969 witnessed a decline

in the pace of economic growth com-
pared to the previous year 1968. In
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absolute terms, G.N.P. at constant
prices was Rs. 9,370 million in 1969
and was Rs. 509 million over the
1968 figure. The growth rate in per
capita terms in 1969 was estimated at
4 per cent compared with an estimat-
ed increase of 6 per cent in the pre-
vious year.

The lower rate of growth in 1969
was due to a fall in the rate of growth
both in the export and domestic agri-
cultural sectors. In the export
agricultural sector, production of tea
in 1969, estimated at 484 million
pounds, declined by over 2 per cent
as compared with the previous year.
Total production of rubber in 1969,
estimated at 333 million pounds, in-
creased by 5 million pounds over the
previous year. Coconut production in
1969 is estimated to have remained
at the 1968 level of 2,600 million nuts.
The growth rate achieved in the
domestic agricultural sector also
declined in 1969. Paddy production,
estimated at 66 million bushels, was
an increase of only 2 per cent over
the previous year as compared with

an increase of 17 per cent attained in
1968.

In the manufacturing sector, a
growth rate of 7 per cent. was esti-
mated to have been achieved in 1969
as compared with an estimated 10
per cent in the previous year. The fall
in the growth rate is explained by
the fuller utilization of industrial
capacity in 1968. Although industrial
production increased during the past
few years the pattern of industrial
development achieved during the
term of office of the last Government
leaves much to be desired. A large
number of industrial units establish-
ed during this period were largely
dependent on imported raw mate-
rials for production, and this consti—
tuted a major source of strain on our
foreign exchange reserves. Many
other units, which could aptly be
described as ‘ assembly units’, which
imported all the requirements of the
product in a semi-assembled form
and gave only the finishing touches
in Ceylon, were also established. The
encouragement of such industries,
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which obtain a high proportion of
their raw materials and components
from abroad at the expense ot indus-
tries using local raw materials, has
resulted in the industrial sector being
dependent on the vagaries of our
foreign exchange situation. Steps
are now being taken to refashion the
industrial policy of this country to
give an impetus to the development
of industries based on local raw
materials.

Seddm ©m5y WAL,

Although the economy experienced
an expansion in production during
the past few years, it is doubtful
whether such increase in production
had in actual fact improved the liv-
ing conditions of the majority of the
people. The bare statement that the
per capita income increased by 4 per
cent would not by itself carry much
significance unless it is proved that
the additional wealth created by the
increased production was shared
equitably by the population. Adop-
tion of economic policy designed
merely to increase the rate of growth
of the G.N.P. without accompanying
measures to ensure a fair and equit-
able distribution of the wealth so
created, will only result in income
being taken away from the masses
and concentrated in the hands of 2
few. The policies followed by the last
Government have brought about this
same situation in Ceylon. The failure
of the previous Government to in-
troduce price control, which resulted
in the prices of many of the essential
consumer goods and food items spir-
alling, added to the already heavy
burden.

It is estimated that G.N.P. at
constant prices would increase at
approximately 6 per cent in 1970. In
1970, in the export agricultural
sector, production of tea is estimated
to be 505 million pounds, as compar-
ed with the production of 434 milllion
pounds in 1969. Rubber production in
1970 is estimated at 355 million
pounds, which is an increase of 22
million pounds over 1969. Production
of coconut, estimated at 3,000, million
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nuts, is an increase of 400 million
nuts over 1969. The domestic agricul-
tural sector is also expected to main-
tain a high rate of growth in 1970.
Paddy production in Maha 1969-70 is
provisionally estimated at 49 million
bushels, as compared with 47 million
bushels in Maha 1968-69. Production
of subsidiary foodstuffs is also ex-
pected to be at a high level this year.

The performance of the manufac-
turing and construction sectors of the
economy in 1970 would, to a very
great extent, depend on the availa-
bility of imported inputs which in
turn is largely dependent on foreign
exchange availability. The foreign
exchange allocations for the second
half of 1970 have been scaled down
considerably due to the shortfall in
our foreign exchange earnings. If
aid is not adequately available, a
corresponding reduction may have to
be made in the foreign exchange
allocations of 1971.

It may not be possible to make any
realistic forecast about the rate of
growth of G.N.P. in 1971 at such
an early stage. I must emphasize,
however, that the major constraint
on the rapid expansion of the
economy is likely to be the adverse
balance of payments. Provisional
estimates in respect of the balance
of payments position in 1971 reveal

that our import capacity will be
reduced by about Rs. 500 million. A
reduction of such magnitude in our
import capacity will, no doubt, exert
a considerable contractionary impact
on our economy. It is necessary in
these circumstances to cover the
shortfall through increased aid. It
would also be necessary to curtail
substantially non-essential imports.
Still, every possible step must and
will be taken to generate greater
production both in the agricultural
and industrial sectors and a growth
rate of 5 per cent could reasonably
be assumed.
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9. External Trade and Payments

Mr. Speaker, Ceylon’s balance of
payments in 1969, as in past years,
continued to be the most vulnerable
sector of our economy. Adverse
trends in the world economy, in
terms of both commodity prices and
the cost and availability of financing
facilities, were aggrevated by short-
falls in the volume of some of our
exports. The consequential drastic
restriction of our imports programime
was averted only by recourse to
short-term borrowings, which in turn
is the major causative factor of the
current balance of payment crisis.

In 1969, the value of exports was
Rs. 1,909 million, a decline of Rs. 67
million over the previous year. It also
reflected a shortfall of Rs. 122 million
as compared with the Foreign
Exchange Budget forecast for that
year. The value of merchandise im-
ports in 1969, on an exchange recor-
ded basis, on the other hand, was
Rs. 2,653 million. This is as much as
Rs. 297 million or 13 per cent more
than the value in 1968. As a conse-
quence the trade deficit in 1969
amounted to Rs. 744 million. When a
deficit of Rs. 64 million in Services
Account is added to this figure, the
ensuing deficit in the current account
of the balance of payments is Rs. 803
million—the highest ever recorded.
The Capital Accouat of our external

transactions indicated a net out-
payment of Rs. 390 million. Hence
the total external resource gap in

both our Current and Capital
Accounts amounted to Rs. 1,198 mil-
lion in 1969. This compares with a
figure of Rs. 649 million in 1968.

The overall resource gap of
Rs. 1,198 million in our balance of
payments was financed primarily
through aid and suppliers’ credit
totalling Rs. 583 million. Our own
reserves, which were already at a
low level, were also drawn down by
a further Rs. 86 million. The balance
was financed largely by recourse to
additional borrowing from foreion
commercial banks (Rs. 227 million),
increasing short-term credits (Rs. 185
million) and drawings from the I.M.
F. (Rs. 77 million). A noteworthy
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feature in the financing picture was
that while in 1968 the resources (i.e.,
drawings less repurchases) available
from the LM.F. totalled Rs. 165 mil-
lion, in 1969 there was an actual re-
payment of Rs. 10 million.

Income from merchandise exports
totalled Rs. 1,909 million in 1969 ; a
decline of Rs. 67 million as compared
with the previous year. The volume
of tea exported in 1969, at 445 million
pounds represented a decrease of 15
million pounds over the previous
year. This decrease can be attributed
partly to the lower level of produc-
tion during the year. The value of
tea exports at Rs. 1,062 million in
1969 recorded a decline of Rs. 100
million over 1968 ; the average net
price of all teas at the Colombo Auc-
tions registered a short-fall of 22 cts.
per pound or 13 per cent when com-
pared with 1968. The average price
of all teas sold at the London Auc-
tions also declined by 3 1/2 d. per
pound compared to 1968 prices ; and
almost by 6 d. per pound compared
to prices in 1967.

The volume of rubber exports
decreased by 13 million pounds to
315 million pounds in 1969. Exports
of sheet rubber and crepe (all
varieties) decreased by 10 million
pounds and 3 million pounds respec-
tively. Nevertheless, the value of
rubber exports in 1969 increased by
Rs. 100 million to Rs. 431 miliicn.
This was on account of the average
annual price of R.S.S. No. 1 in 1969
increasing by 16 cts. per pound, and
that of latex crepe by 5 cts. per pound
compared to 1968 prices.

The aggregate volume of exports
of the three major coconut products
declined by 18 per cent in 1969. In
terms of their nut equivalent the
total volume of exports amounted to
896 million nuts as compared with
1,096 million nuts in 1968. The total
value of exports declined by Rs. 110
million to Rs. 221 million in 1969.

The total value of other domestic
exports at Rs. 161 million in 1969
represented an increase of Rs. 9 mil-
lion or 6 per cent over the values
attained in 1968.
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T'he value of merchandise imports
in 1969 at Rs. 2,653 million, represen-
ted an increase of Rs. 297 million
over 1968. Of this, Rs. 2,072 million
was financed from our own resour-
ces ; the increase in the value of im-
ports has been concentrated in the
‘consumer’ and ‘investment’ goods
categories.

The Services Account showed a
deficit of Rs. 64 million in 1969 as
compared with a deficit of Rs. 3 mil-
lion in 1968. This fact has bheen one
of the important contributory causes
of the deterioration of the balance of
payments in 1969. The deficit in in-
vestment income account which
amounted to Rs. 53 million in 1968
increased to Rs. 104 million in" 1569.
Remittance of profits and dividends
rose from Rs. 24 million in 1968 to
Rs. 62 million reflecting largely
releases of blocked moratorium
funds.

The Capital Account indicated a
net out-payment of Rs. 390 million in
1969 as'compared with Rs. 266 million
in 1968. This deficit was chiefly due
to the repayment of foreign debt;
the more significant items being
settlement of short-term credits (Rs.
147 million), repayment of foreign
loans (Rs. 77 million), repayment of
suppliers’ credits (Rs. 50 million)
and I.M.F. repurchases (Rs. 87 mil-
lion).

The large resources gap of Rs. 1,198
million was financed by aid, suppliers’
credits, short-term borrowings, use
of ILM.F. drawings and the drawing
down of our external assets. Short-
term borrowings from foreign banks
outstanding at the end of 1969 amoun-
ted to Rs. 256 million while Ceylon’s
external assets had been drawn by
Rs. 86 million. Drawings from the
International Monetary Fund amoun-
ted to Rs. 77 million as compared
with Rs. 213 million in 1968.

In this context, it is rather signi-
ficant to note that an increasing vro-
portion of resources mobilized in
196y was utilized to meet payments
on services and capital account rather
than to finance merchandise imports.
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Thus the share of merchandise im-
ports in total resource utilization
declined from 81 per cent in 1963 to
78 per cent in 1969, while the share
of the service payments increased
from 9 per cent 1n 1968 to 10 per cent
in 1969 and the share of capital
amortization payments also increased
from 9 per cent to 11 per cent over
the same period.

Mr. Speaker, the deterioration in
the balance of payments witnessed
in 1969 has continued in 1970. The
value of exports in 1970 estimated at
Rs. 2,008 million represents only a
slight improvement of Rs. 9 million
over 1969. However, when compared
to the original foreign exchange
budget forecast of Rs. 2,100 million,
it represents a decline of Rs. 92 mil-
lion. The total value of merchandise
imports is estimated to be in the
region of Rs. 2,607 million. This is
Rs. 46 million less than the value of
imports in 1969. The trade deficit gs
a consequence is expected to be
Rs. 599 million as compared with a
deficit of Rs. 744 million in 1968.
When the deficit in the Services
Account of Rs. 99 million and the net
payments on Capital Account of
Rs. 579 million are added, the tetal
resource gap will be approximately
Rs. 1,277 million. The major sources
expected to finance this gap are aid
receipts (Rs. 461 million), short-term
credits (Rs. 401 million), IM.F.
(Rs. 57 million), borrowings from
foreign commercial banks (Rs. 88
million), S.D.RR. (Rs. 78 million)
and suppliers’ credits (Rs. 156 mil-
lion.)

Export earnings in 1970 are estima-
ted to yield about Rs. 2,008 million.
Exports of tea are anticipated to reach
the level of 473 million pounds in
1970. At an average f.o.b. price of
Rs. 2.35 per pound, the value of tea
exports is expected to be Rs. 1,112
million in 1970. Rubber exnorts are
expected to yield Rs. 431 million, and
a total of Rs. 288 million is envisaged
as earnings from coconut exports.

The original estimate of merchan-
dise imports in the Foreion Evchanode
Budget envisaged an import pro-
gramme of Rs. 2,882 million. In view
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of the deteriorating balance of pay-
ments position, this figure has now
been scaled down to Rs. 2,607 million,

Transactions on the Service
Account anticipate a net payment of
Rs. 99 million mainly on account of
payment of interest (Rs. 89 million),
remittance of profits and dividends
(Rs. 66 million) and miscellaneous
expenditure (Rs. 109 million).

Mr. Speaker, provisional estimates
prepared by the Ministry of Planning
and Employment envisage the value
of merchandise exports to be
Rs. 2,000 million in 1971. This is based
on the assumption that the perfor-
mance of our export products would
not improve in 1971

The value of merchandise imports
is estimated to be Rs. 2,084 millioa
compared with an estimate of Rs.
2,607 million for 1970 and Rs. 2,653
million in 1969. The estimate for 1971
represents a 20 per cent decline com-
pared with 1970.

The trade deficit as a consequence
is expected to be Rs. 84 million in
1971 as compared with Rs. 744 million
in 1969 and an estimated deficit of
Rs. 599 million in 1970.

Transactions on current invisibles
envisage a net payment of Rs. 130
million ; the major items being pay-
ment of interest (Rs. 110 million),
remittance of profits and dividends,
and miscellaneous  expenditure
(Rs. 109 million).

The total repayments on Capital
Account in 1971 are estimated at
Rs. 963 million as compared to
Rs. 390 million in 1969 and an estimat-
ed figure of Rs. 599 million in 1970.
The significant increase in the re-
payments is accounted for by the
repavments of short-term credits of
Rs. 446 mill'on, of bank borrowings
amounting to Rs. 100 mill'on and
IM.F. repurchases to the value of
Rs. 246 million. A further sum of
Rs. 103 million is repayable on
account of aid.
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The total estimated resource gap of
Rs. 1,177 million in 1971 is expected
to be financed by short-term cred:ts
(Rs. 422 million), aid resources
(Rs. 461 million), drawings from the
I.M.F. (Rs. 146 million), suppliers’
credits (Rs. 77 million) and by utiliz-
ing an S.D.R. allocation of Rs. 66
million.

3. Monetary Trends

Monetary policy in recent times.
was directed towards curbing infla-
tionary tendencies on the one hand
and encouraging credit facilities for
productive investments on the other.
Towards this end, the Central Bank
continued with the ceilings placed
on selected types of bank advances
to the private sector while making
available refinance facilities to re-
lieve the pressure on bank liquidity
stemming from medium and long-
term loans extended to agriculture
and industry. It was felt, however,
that the ceiling on bank advances
was unduly restrictive on economic
activity and consequently, in June
1969, banks were allowed a 7 per
cent increase in loans and advances
over the level prevailing on a selec-
ted base date. There was in addition
a further 7 per cent increase on ex-
port credits and loans for tourist
promotion, Loans for tea production
were adled to this privileged list in
July 1969. Advances to State Corpora-~
tions hitherto not subject to credit
control were, on the contrary, plac-
ed under the ceiling with effect
from June 1969. The Central Bank
itself, throughout this period. main-
tained a ceiling on its net domestic
ascets.

Arrangements to extend institutio-
nal credit to the rural sector were also
an important feature of monetary
policy. Under the extended rural
credit scheme inaugurated in June
1963, the People’s Bank continued to
provide loan facilities through
selected co-operative societies for a
variety of purnoses incluling aoricul-
tural production, animal hushandry,
housing, eleetrifization and deht re-
demption. On the other hand, the
new agricultural eredit <~heme in-
augurated in Sevntembear 1967, di-ent-
ed mainly towards providing paddy
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production loans, continues to face
considerable  ditficulties In the
absence of proper financial discipline
in the rural sector.

Money supply, which had increas-
ed progressively in previous years,
declined in absolute terms by Rs. 30
million or approximately 2 per cent
in 1969 in relation to the level of the
previous year. This decline was
achieved despite the fact that credit
to private " and semi-Government
sectors increased by Rs. 226 million;
to Government by Rs. 118 million in
addition to a running down of Gov-
ernment’s cash balances of Rs. 12
million. The major contractionary
factor as in previous years was the
substantial decline of net external
banking assets by as much as Rs. 300
million, which together with an in-
crease in time and savings deposits
of the private and semi-Government
sector of Rs. 158 million mopped up
the liquidity created by the expan-
sion of bank credit to the domestic
sectors «f the economy.

In 1969, the excess liquid assets of
the non-bank private sector rose by
5 per cent; the increase being held
largely in the form of time and
savings deposits. It 1s significant,
however, that the public has not
shown an increased preference to
hold the excess liquidity In their
hands in the form of Government
securities. This is perhaps due to the
relatively low returns from invest-
ments in Governments securities.

As against the overall monetary
contraction of 1969. money supply in
the first half of 1970 expanded con-
siderably. Money supply increased by
Rs. 107 million compared to an in-
orease of only Rs. 5 million during
the corresponding period of the
previous vear. Bank credit extended
to private and semi Govern-
ment sectors increased by Rs. 176
million, the bulk of which financed
the purchase of paddy by co-overative
societies under the G. P. S.; and
another Rs. 61 million of which was
used to finance the activities of
State corporations. Loans and ad-
vances to other private sector cons-
tituents declined by Rs. 15 million.
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Bank borrowing of the Government
increased by Rs. 63 million and cash
balances of the Government were
drawn down by a further Rs. 39 mil-
lion. For the first time in many years,
the aggregate of non-Government
time and savings deposits declined by
Rs. 4 million. This was caused by
the use of time deposits of State
corporations ~ to  finance  their
developruent programmes.

Once again a contraction of Rs. 102
million in net external banking
assets was a major factor in siphon-
ing off a substantial portion of the
liquidity created by bank lending to
the domestic sector of the economy
including the Government. These
trends indicate an increase in money
supply of 5—6 per cent in 1970.

The predominant feature of mone-
tary behaviour in recent years has
been the doubtful advantage of the
contractionary pressure exerted by
a regular decline in net external
banking assets. In 1966 net external
banking assets fell by Rs. 196 million.
This trend continued in the following
years culminating in a record level
of Rs. 300 million in 1969. This, un-
fortunately, was a consequence of
financing import programmes wholly
disproportionate to our export re-
sources. In an attempt to cure this
position, substantial cuts in the
current year’s import programme
have been effected. Nevertheless, a
decline in net external banking
assets is likely to exert some con-
tractionary pressure on money sup-
ply in 1970 as well.

This contraction of money supply
through a decline in external banking
assets though satisfactory in relation
to the current period carries with it
all the problems associated with the
postponement of foreign debt servic-
ing. The pressures are already
beginning to be felt.

4. Fiscal Trends

In the financial year 19638-69 reve-
nue of Government was Rs. 2,536
million. reoresenting an increase of
Rs. 334 million over the previous
yvear. The source that accounted for
the largest increase was the sale of
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Foreign Exchange Entitlement Certi-
ficaces (Ks. Z2U8 muiilion). ’l'l_ms was
supplemented by increase of Rs. 44
muton trom Customs, Rs. 74 million
from excise duties and Rs. 34 million
from 1ncome tax. The increases, how-
ever, were offset in part by a decline
of Rs. 57 mullion in licence fees on
imports.

The original estimate of recurrent
expenditure was Rs. 2,397 muillion
and during the course of the year
supplementary estimates for Rs. 77
million were passed, making a total
provision of Rs. 2,434 million under
recurrent votes. An allocation of
Rs. 19 million for the expansion of
the tea export duty rebate scheme,
Rs. 12 million to meet the interest
cost of Treasury Bills, Rs. 7 million
to the Railway, Rs. 7 million for the
Anti-Malaria Campaign and Rs. 9
million to meet the additional cost
of pensions were among the more
important supplementary provisions.
However, actual expenditure was
only Rs. 2,384 million, resulting in an
under-expenditure of Rs. 50 million
or 2 per cent.

The original estimate for capital
expenditure, excluding a provision of

Borrowings from domestic non-bank sources
Foreign project loans and grants

Use of counterpart funds
Borrowings from the banking system
Administrative borrowing

Use of Government’s cash balances

1970 @' emid 25

494
—6cdm B8 Hwd®

Rs. 161 million for Sinking Fund
contributions and amortization pay-
ments was Rs. 873 mullion. Lrogcuner
with a provision of Rs. 123 miluon in
supplementary estimates, tne total
aliocation for capital expenditure
was Rs. 996 million. The principal
supplemencary provisions in respect
ot capital votes constituted Rs. 39
millicn for the Tulhiriya Textile
Mill, Rs. 15 million for the P.W.D.,
and Rs. 10 million for the construc-
tion of food stores. In the outcome,
capital expenditure in 1968-69 was
Rs. 855 m.llion, the under-expendi-
ture being in this instance Rs. 141
million or 14 per cent.

Contributions to Sinking Funds and
amortization payments amounted to
Rs. 158 million in that year. Actual
voted expenditure in 1968-69 was,
therefore, Rs. 3,397 million. Since
operztions on Advance Accounts re-
sulted in a net outpayment of Rs. 85
million the total Government expen-
diture in this year was Rs. 3,482 mil-
lion. The excess of expenditure over
revenue or the budget deficit in 1968-
69 was, therefore, Rs. 946 million.
The budget deficit of Rs. 946 million
was financed from the following
sources: —

Rs. milliona
295

96
367
65

The original estimates of the budget for the financial year 1969-70
presented by my predecessor envisaged a budget deficit of Rs. 961

million on the following basis : —

Recurrent expenditure (allowing 249, under-expenditure)
Capital expenditure (allowing for 159, under-expenditure)

Sinking Fund contributions and amortization payments

Total estimated expenditure
Estimated revenue

Budget deficit

Rs. millions
2.818

790
187

3.795
2.834

961
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Resources to finance this deficit
sources: —

Borrowings from domestic non-bank gources
Commodity aid counterpart funds

Net project aid (loans and grants)

B rrowings from the banking system

The revised estimate for 1969-70
indicates an overall budget deficit of
Rs. 1,144 million made up of a short-
fall of Rs. 101 million in revenue and
an increase of Rs. 82 million in total
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were to be raised from the following

Rs. millions
375
325
177
84

961

e —

net expenditure. The revised esti-
mate of revenue and expenditure
for the financial year 1969-70 is as
follows: —

Change over the original
estimuates

Rs. million

Recurrent expenditure (allowing ‘439, under-expen-

diture) 5 ;

Capital expenditure—Votes 3, 5§ & 7 (allowing 173%

} under-expenditure)

Sinking Fund contributions and amortisation pay-

ments .- .
Net out-payments on Advance Accounts

Total éxpenditure (net)
Estimated revenue

Revised Budget deficit

The estimated decrease in recur-
rent expenditure is largely the
result of an estimated saving of
Rs. 72 million from the formation of
the Ceylon Electricity Board in place
of the Department of Government
Electrical Undertakings in November
1969 and Rs. 16 million from the al-
location for the Food Commissioner’s
Department. On the other hand,
these savings are expected to be
more than offset by a record level
of Rs. 100 million passed by way of
Supplementary Estimates. A sum of
Rs. 23 million was passed to meet
the additional cost of Government
pensions and another Rs. 19 million
was allowed to meet the increased in-
terest cost of Treasury Bills. The
cost of distress relief allowed to
areas affected bv droughts and floods
was Rs. 16 million and work con-
connected with the Anti-Malaria
Campaion needed another Rs. 7 mil-

lion. The increase in salaries to the’

Army was Rs. 10 million and the
cost of the National Exhibition orga-
nized by the previous Government to

w2078 A decrease of Rs. 40 million
751 .. A decrease of Rs. 39 million
187 .. No change
161 .. An increase of Rs. 161 million
e An increase of Rs. 82 million
o 23S A decrease of Rs. 101 million
1,144 An increase of Rs. 183 million

the taxpayer was Rs. 3 million. Since
an allowance of 4 per cent or Rs. 116
million has been allowed for under-
expenditure, I expect a net decrease
of Rs. 40 million in expenditure under
these votes.

It is estimated that a saving of
Rs. 54 million in capital expenditure

- will be realized by the formation of

the Ceylon Electricity Board. This
saving will, however, be offset in
part by Rs. 34 million in Supplemen-
tary Estimates. Among the more im-

portant supplementary provisions is
an additional grant of Rs. 16 million
to the R.V.D.B., Rs. 5 million to the
Department of Health and Rs. 11 mil-
lion to the National Housing Fund.
After allowing for an under-expendi-
ture of 173 per cent or Rs. 159
million—as against 15 per cent
allowed in the original Budget—a
net saving of Rs. 39 million is anti-
cipated on capital expenditure.
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Apart from the decline in revenue
which is very substantial, it will be
seen that the bulk of the increase in
the Budget deficit has been brought
about by an increase of Rs. 161 mil-

lion in net out-payments from
Government Advance Accounts.
When this Government assumed

office in May 1970, there was Rs. 124
million of unsettled food bills held
by the banking system. Of this sum,
Rs. 96 million represented such food
bills on account of the previous
financial year. In this situation, it is
the practice of Government to debit
the appropriate Head of Expenditure
and credit the value of such imports
financed by banks to an advance
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account maintained in the Treasury.
We have regularized this position by
a full settlement of these outstanding
bills and the additional extra-
budgetary expenditure incurred in
this respect was Rs. 96 million. This
payment, together with an advance
of Rs. 55 million to the C.T.B. and
an estimated payment of Rs. 10 mil-

lion to meet the activities of other
advance accounts, has resulted in a
total out-payment of Rs. 161 million:
on this account.

The principal factors accounting
for the net decrease of Rs. 101 mil-
lion in revenue are as follows:—

Revenue from Electrical Undertakings—decrease of Rs. 98 million

FEEC revenue—decrease of Rs.

93 million

Business Turnover Tax—decrease of Rs. 40 million
Import Duty—decrease of Rs. 24 million

Income Tax—increase of Rs. 117 million

Export Duty—increase of Rs. 33 million

Port and Harbour revenue—increase of Rs. 10 million

The estimated shortfall of Rs. 101
million from revenue and the overall
increase in expenditure by Rs. 82
million has enhanced the original
Budget dehcit of Rs. 961 million to
Rs. 1,144 million.

Domestic borrowings from non-bank sources
Commodity aid counterpart funds

Project aid e

Borrowings from the banking system

Accordingly, a further sum of
Rs. 409 million had to be found to
finance this revised budget deficit.
This has been done not by resorting
to further taxation but by raising the
required resources through rupee
loans and the issue of Treasury Bills
wholly from the banking system.

In sum, therefore, resources esti-
mated at Rs. 493 million have been
raised from the banking system in
the course of this financial year.
Rs. 96 million of such resources rais-
ed, howgver, went towards settling
outstanding food bills incurred in
previous financial years. The net

The resources envisaged to bridge
the original deficit of Rs. 961 million
has yielded an estimated Rs. 735 mil-
lion as given below :

Rs. millions§
322
269
60
84

735

amount of bank financing solely om
account of the operations of the 1969-
70 financial year is, therefore Rs. 397
million. I expect Government’s cash
balances to improve somewhat from
the figure at the beginning of the
financial year. The expansionary im-
pact of fiscal operations in respect
of the financial year 1969-70 along
would therefore be around Rs. 375
million.

Financiar. Povricties oF THE UNITED
FRONT GOVERNMENT

I have already drawn attention to
the urgency of the problem of
unemployment. Along with the
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problem of the high cost of living,
unemployment demands an urgent
solution to fulfil the aspiration of
thousands of young men and women
for whom life will lose all meaning
unless they can find a useful place
in our society. Unfortunately, we
have no proper figures as to the
extent of unemployment. Nor is
there a proper analysis of the struc-
ture of unemployment. How many
of those without work are un-
employable ; how many are not
employed ? What is the age group
of the unemployed ? How long
have they actually been without
work ? How many have been
obtaining intermittent or casual
work ? What is the quality of the
unemployed ? How many are edu-
cated ? What skills do they pos-
sess ? What aptitudes do they
show ? What is the nature of the
employment they seek ? How many
are prepared to take to agriculture ?
Such detailed information must be
made available if a proper and satis-
factory solution is to be found to
this difficult and complex problem.
The Government - has, therefore,
without endeavouring to centralize
and establish labour exchanges in
big towns, decided to provide small
information bureaux in each electo-
rate. These bureaux will collate all
this information including the eco-
nomic position of the family. Where
necessary they will actually wvisit
the viliage and gather the informa-
tion on the spot.

This task will go on side by side
with the implementation of the
short-term programme directed to
meet the immediate pressure of the

unemployed. This short-term pro-
gramme which has been included in
the Budget for 1970-71 is the first
phase in the strategy designed to
deal effectively both with the serious
backlog in employment as well as
the increasing number of new
persons who enter the work force
annually in search of employment.
The proposals that have been out-
lined seek to create approximately
100,000 additional jobs for different
categories of unemployed including
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graduates. This diversified employ-
ment programme will create a range
of jobs including new administra-
tive and managerial cadres, appren-
ticeships in industry and trade and
an extensive and nation-wide pro-
gramme of village development and
selected projects in agriculture. The
employment opportunities thus
created will be in addition to the
normal absorption into employment
of about 100,000 per year.

The employment programme pre-
sented could be considered under
two broad categories. One part of
the programme seeks to revitalize
the rural economy, set up the neces-
sary institutions and initiate pro-
grammes which will expand the
resource base in the village, provide
for better use of existing resources,
and generate new employment. The
complex of new institutions in the
village which will mount this
programme will consist of a
new Government Administrative
Centre for the local authority area,
a Local Development Council drawn
from personnel in the elected insti-
tutions in the viliage, a Rural Bank
probably attached to the multi-
purpose co-operatives, the cultiva-
tion committees, a Cultural Centre,
and a Productive and Management
Extension centre. The second part
of the programme consists of pro-
jécts which would have to be
organized and administered at the
national level and they cover
apprenticeship schemes, develop-
ment projects in selected crops, in
construction, fisheries, etc. For the
implementation of these projects, it
would be necessary to set up a
number of organizations which
operate as development enterprises,
each being regarded as a specific
project with a given objective.
Some of these projects such as the
Coconut Development Project, the
Horticulture Project, etc., will reach
out to the village, and in selected
areas form part of the local pro-
gramme. The major portion of the
programme is in the productive
sectors. It will have, on the one
hand, selected activities with a high
potential for import substitution,
and will, on the other, establish new
export sectors.
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The employment programme itself
is the first phase in a comprehensive
development plan. The Ministry of
Planning and Employment has
begun work on a medium-term plan
which will define the national deve-
lopment goals over the next five
years and set out the targets for all
sectors of the economy. The Gov-
ernnment expects to have the first
draft of this plan ready by the end
of this year.

Apart from the substantive task
of planning, the Government has
had to re-examine the entire orga-
nization for planning. An entirely
new structure for planning is being
established which will bring people
into much closer participation in
the process of formulating the social
goals, preparing the national and
local development plans and co-
ordinating their implementation.
Under this new set-up each local
authority area will be the focus for
development planning and plan im-
plementation. Popular participation
will be secured through Divisional
Development Councils in which the
elected organs of the village, the
co-operative society, the cultivation
committees, the village council, will
have a planning and co-ordinating
role in the overall development of
their areas.

Action is being taken at the same
time to strengthen the procedure
for plan implementation, to main-
tain regular review of progress on
all Government expenditures and
ensure that each implementing
agency has translated the allocation
in the Government Budget to well-
defined annual implementation pro-
grammes with quarterly targets of
performance. The system for review
of performance is being reorganized
to ensure continuing surveillance
from the village level upwards to
the national organs responsible for
plan implementation. At the apex
will be the Cabinet Committee on
Planning and Economic Affairs.

It is not my intention to deal at
length with the various proposals
each Minister will undertake in the
course of the coming vesr. Al
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Ministers will no doubt in the
course of this Second Reading
Debate set out as comprehensively
as possible the plan rcﬁ’pwor]:: they
intend to undertake in the next
year and perhaps in the next three
or four years. I would, however,
like to touch on a few important
activities which are relevant to my
Budget.

In the field of public administra-
tion, steps are being taken to reorga-
nize the administrative machine
in accordance with the promise
made in the manifesto of the United
Front. In keeping with the under-
taking, elected Employees Councils
and Advisory Committees in Gov-
ernment offices have already been
established or are in the process of
being established. The setting up
of People’s Committees on a terri-
torial basis with a view to making
the administration “ more respon-
sive to the needs of the country and
wishes of the people” and also to
help “ associate the people with the
work of formulating and imple-
menting national economic plans”
is now the subject of active consi-
deration by the three parties of the
United Front. A White Paper em-
bodying these proposals has been

published and any suggestions
received from the public in this
regard will be welcome. The neces-

sary legislation to establish these
committees will be presented to
Parliament during the early part of
1971. A complete reorientation of
the kachcheries and D. R. Os’ offices
to quicken and expeditiously dispose
of government business at district
and divisional levels and making
these better instruments in develop-
ment will be undertaken.

The confusion left behind by the
educational policies of the previous

Government is being cleaned up. A
Bill for the creation of a University
Grants Commission and the estab-
lishment of three new universities
has already received the sanction of
the Cabinet. This will abolish the
National Council of Higher Educa-
tion and concede to the universities
full academic freedom while ensur-
ing student participation at all
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levels. Technical bias in education
and the conversion of Junicr Univer-
sities to better conceived poly-
technics will provide a much needed
fillip to technical education in
‘Ceylon.

Steps are being taken by the
Ministry of Health to see that all
hospitals and medical institutions
are adequately staffed by qualified
men. A White Paper will be issued
on the expansion of the Ayurvedic
Medical Service, on the study of
Ayurveda, and the regulation of
production of Ayurvedic drugs.

A comprehensive Charter of
Workers’ Rights is being hammered
out by a committee appointed by
the Minister of Labour. This charter
will ensure, above ail, security of
service to all employees against
arbitrary dismissals by unscrupulous
employers.

The  implementation of the
Language of the Courts Act is being
actively pursued. It is proposed to
introduce Sinhala into as many
courts as possible. All legal work

of publie corporations and state-
sponsored banks will be in the
hands of a special division in the
Attorney-Generali’s Department.

A major innovation has been
introduced by concentrating irriga-
tion, power and highways in one
Ministry. It is hoped in this way
to co-ordinate the engineering activi-
ties of the Government. This
Ministry will deal with the most
important engineering tasks except
building construction. It brings
within one unified service the con-
struction and planning of major
engineering works, including re-
search in specialized departments.
These specialized departments that
will be relieved of the routine engi-
neering works will concentrate on
investigations, planning and design-
ing and construction of multipurpose
and major engineering works,
drama}ge and flood control schemes,
planning of national highways,
construction and blue-printing of
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every major engineering work
hitherto mostly done by outside
consultants.

The three World Bank loans
negotiated by the previous Govern-
ment to finance the Mahaweli
Project, the Maskeli Oya Stage II
Power Project and the Highways
Project have been the subject of
negotiations with the World Bank.
These negotiations are being con-
ducted on a friendly basis and are
likely to be concluded before the end
of this year in a manner consistent
with our selft-respect, our dignity
ani the independence of this coun-
try. The decision of the Government
not to proceed with the construction
of the gas turbine of 25 MW as the
power the country needs can be met
satisfactorily by hydro-electricity met
with no difficulties with the World
Bank.

The displacement of the age-old
overseer system by state-controlled
labour units will be one of the
major changes undertaken by this
Ministry. The integrated relation-
ship that should exist between all
types of transport facilities in a
developing country and their rela-
tionship to other developments in
the economy are Dbeing {fully
examined.

A Commission of Inquiry is look-
ing into certain aspects of adminis-
tration of the Ceylon Government
Railway and it is hoped, following
this, to have a complete re-planning
of the operational pattern of the rail-
way with a view to affording an
efficient service and to commercia-
lize the venture.

The Ceylon Transport Board has
been greatly handicapped by the
gross mismanagement of the previous
administration. It would take nearly
a year before anything like an effi-
cient service can be provided after
the sorry neglect for 5 years has
been overcome.

A new radio, telephone and tele-
graphic service to serve the Eastern
and Southern Provinces is being
pushed along. This scheme will pro-
vide trunk dialling facilities to
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subscribers. A new telex service
exchange is being installed which
will expedite the handling of tele-
grams and provide 100 additional
lines for subscribers.

The agricultural implementation
programme for 1970-71 envisages
inter alia a production of approxi-
mately 80 million bushels of paddy.
Towards this end, the following
measures will be adopted:

(a¢) Farmers who pledged to sur-
render their rice ration
books in the event of non-
payment of cultivation loans
will hereafter be required to
undertake the sale of suffi-
cient paddy under the Gua-
ranteed Price Scheme to
cover these repayments.

(b) The G.P.S. itself is being re-
organized to ensure that the
guaranteed price reaches the
actual producer, to maxi-
mize the quantity of paddy
purchased by Government,
to improve the quality of
locally milled rice that is
given under the rice ration
scheme and to reduce appre-
ciable waste that now occurs
in storage, milling and
transport.

(¢) The organization to achieve
these objectives will be the
Paddy Marketing Board
vested with the monocpoly
of purchasing paddy. It will
also have wide powers with
regard to milling, processing
and storage.

(d) Steps are now being taken to
make the Ceylon Fertilizer
Corporation the sole impor-
ter of the majcr ingredients
of fertilizer—a  measure
which will enable Ceylon to
obtain more favcurable f.o.b.
prices, arrange for freight at
a lower cost, and climinate
Insurance paymcents and
commission charges abroad,
thereby effecting consider-

able savings in foreign
exchange.
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(e) The Government will make
the promise of security of
tenure held out by the Paddy
Lands Act a reality by
making an all-out effort to
restore tenancy expeditious-
ly to ejected tenant culti-
vators. The Government also
proposes to take steps to
put the 4,500 Cultivation
Committees already estab-
lished under the provisions
of the Paddy Lands Act on
a more viable footing, giving
them greater powers and
facilities which would enable
them to fulfil the role for
which they were intended.

A policy of purposeful interven-
tion by the Government in the
plantation sector, which is today
preponderantly an area of private
enterprise, will be adopted. This
intervention will be in the light of a
conspectus of the whole plantation
sector of our economy which is vitally
important in relation to our export
earnings. The problem of prices is an
important area in which Govern-
ment intervention must take a posi-
tive form. Where possible, in associa-
tion with other producing countries,
steps will be taken to protect and
improve prices paid by importers.
The proposal for a long-term tea
agreement, the tea auction system
in Ceylon and London, the activities,
commissions and charges of agency
establishments, the differential
freight charges on all Ceylon pro-
ducts are all aspects in regard to the
problem of prices which may call
for Government intervention. The
policy in regard to subsidies and
taxes may have to be redesigned to
stimulate investment.

The tea replanting subsidy scheme,
which was in operation for the last
10 years on a voluntary basis, has
not made any substantial contribu-

tion towards the replanting of seed-
ling areas with vegetatively propa-
gated clones. To ensure a speedier
expanded programme of replanting,
all tea estates will be required to
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formulate and notify the Govern-
ment of their programmes of re-
planting for the next 5 years. Neces-
sary legislation empowering the
Government to compel tea estates
wherever necessary to undertake the
development of their holdings will
be enacted in the course of the next
year. Tea estates which do not evince
any interest in developing their
holdings will be liable to be taken
over by the State. The Government
will also direct and guide the tea
estates in the selection of areas for
replanting to ensure that only those
lands possessing the desired agro-
ecological conditions for the culti-
vation of tea are selected for replant-
ing so that the future tea acreage
of Ceylon will be in areas which
possess the maximum yield poten-
tial.

In order to ensure that tea factories
maintain their machinery and equip-
ment at the required level of effici-
ency, the Government, in future,
proposes to enforce strictly, the pro-
visions of the Tea Control Act and
cancel the registration of any factory
whose buildings or equipment or
manner of operation is not of
standard conducive to the manufac-
ture of made tea of good quality.
The target for investment in tea
factory development during 1970-71
is Rs. 14 million and the outlay of
Government by way of subsidies on
these projects is estimated at Rs. 4
million for 1970-71.

It is estimated to pay out a sum
of Rs. 3.2 million to smallholders as
subsidies for fertilizer under the
Fertilizer Subsidy Scheme during
1970-71. A total of 60,000 acres of tea
smallholdings will be fertilized under
this scheme.

This Government has introduced a
subsidy scheme under which subsi-
dies will be paid for the cultivation
of alternative crops on marginal tea
lands. It is proposed that during the
course of the next year 5,000 acres
would be brought under this scheme
and crops such as coconut, cinnamon,
cocoa, spices, fruit, timber, etc., will
replace tea on such lands!
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Natural rubber will remain an
important foreign exchange earner
for Ceylon. The need for Ceylon to
pursue a sustained and well defined
plan for replanting her rubber acre-
age with high yielding clones must,
therefore, be considered to be a
matter of importance. The increase
in crops as a result of the replanting
areas coming into bearing demands
increased factory capacity. It is pro-
posed that new factory construction
should take into account the recent
advances made by natural rubber
producers to present a product in
an acceptable and standardized form
to the consumer, taking into account
the changing trend in rubber manu-
facturing requirements. These objec-
tives will be achieved by following
a planned programme which in-
volves—

(i) replanting of low-yielding
areas with high-yielding
clones with special emphasis
on suitability of soil and
climatic conditions ;

(ii) observing improved standards
of maintenance by the in-
creased use of fertilizer in
particular, and by improved
extension services ;

(iii) conversion of rubber areas to
alternative crops considered
more suitable in relation to
soil and climatic conditions ;

(iv) establishment of modern fac-
tories for the production of
rubber according to technical
specifications and presented
to the consumer in forms
similar to that of synthetic
rubber.

More than half the cultivated
rubber area in Ceylon has now been
replanted under the Rubber Re-
planting Subsidy Scheme which was
inaugurated 15 years ago. It is
planned to step up the replanting
target to 15,000 acres during 1971.
It is also proposed to establish close
co-ordination between the extension
and advisory activities of the Rubber
Research Institute and the Rubber
Control Department so that estate
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owners and smallholders could be
given the necessary assistance by
these two agencies to draw up and
execute a planned programme of re-
planting their entire seedling areas
within the replanting cycle of 33
years.

In order to increase the produc-
tivity of rubber smallholdings and
small rubber estates less than 100
acres in extent, this Government pro-
poses to introduce a Rubber Fertilizer
Subsidy Scheme on the same lines
as the Tea Fertilizer Subsidy Scheme.
Under this scheme, fertilizer will be
issued at half the cost to owners of
rubber smallholdings and small
rubber estates.

There will be greater State inter-
vention to ensure that long-term
planning is carried out both in the
estate sector and in the smallholding
sector at levels of productivity which
at present show considerable room
for improvement.

The target for fertilizer distribu-
tion under the coconut fertilizer sub-
\sidy scheme for 1970 is 75,000 tons.
It is also hoped to distribute 1.5
million seedlings to replant about
23,000 acres in 1970.

The reorganization of the existing
industrial set-up in Ceylon is based
on the premise that the State should
adopt a socialist oriented approach
both to the development and regula-
tion of industry. In more precise
terms this would mean that heavy,
basic and essential industry shall be
under State management, if not
under direct State ownership. That
sector of industry which for reasons
of scale, technology and policy does
not make state ownership vital in
the national interest will be left for
private enterprise but will be subject
to regulation by the State.

For implementing this broad policy
objective and for securing the neces-
sary co-ordination, both between and
within the different sectors of indus-
try, it is proposed to set up a
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number of industrial development
corporations, each responsible for a
particular sector. In broad terms
each such development corporation
will be responsible for—

(i) the planning of all develop-
ment in that particular sector
of industry, and the co-
ordination of its production
programmes ;

(ii) the allocation of resources to
various units in the sector ;

(iii) the organization and en-
couragement of research
devoted particularly towards
the utilization of local raw
materials ;

of public

(iv) the management
the

owned industries in
sector ;

(v) investment in and direction of
selected private sector units ;

(vi) the regulation of private sector

units.
The sectoral development cor-
porations will be the principal

instrument through which the State
will direct the course and regulate
the activities of that industrial sector.
They will participate, where neces-

sary, in the capital structure of
private sector industries through
their directors on the respective

boards to regulate their activities in
regard to production, quality control
and pricing. All existing public
sector corporations will vest in the
appropriate sectoral development cor-
porations which will then manage
each factory unit through a board of
directors appointed by it at the
factory level. These corporations will
also promote and co-ordinate indus-
trial research activity within their
respective areas and projects under
their control.

Public sector industry will also be
revitalized and expanded to provide
an effective infra-structure for
co-operative, private and small-scale
industry in Ceylon. In particular,
public sector industry will be re-
quired not only to engage itself in the
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production of essential consumer
goods but also to undertake full res-
ponsibility for the development of
heavy and basic industries.

The development and promotion of
small industries, based primarily on
local raw materials and established
under a regional development pro-
gramme to solve the problems of
unemployment and underemployment
in rural areas, will receive the high-
est possible priority in the industrial
sector. The Industrial Development
Board and the Department of Small
Industries will be reconstituted for
this purpose. Special attention will
be paid, in the establishment of
small industries, to labour intensive
technologies, the immediate resusci-
tation of the handloom textile
industry, and the promotion and
encouragement of handicrafts de-
signed with a .view to export
possibilities.

Considering the recurring adverse
balance of payments and the need for
an expeditious programme of regional
development, both for the purpose of
easing the employment problem and
the utilization of local rather than
imported raw materials for industry,
priority will be given during the
coming year to new investments in
the private sector that are:

(i) industries based wholly on the
use of local raw materials or
where at least a fixed per-
centage (in value) of the
raw materials used are of
local origin provided the
goods produced are of an
essential consumer nature ;

(ii) industries which produce goods
primarily for export;

(iii) industries which are to be
located in under-developed or
non-industrialized parts of
the country, provided the
location costs are not unduly
unfavourable ;

Aewnldn 05375 DeFAC® 512

—edm 94 BDwud

(iv) small industries which are
labour intensive and located
outside the Colombo region ;

(v) industries where performance
quality, price output or
marketing arrangements of
existing units warrant the
establishment of additional
competing units, provided
the goods are of an essential
consumer nature as distinct
from semi-essential consumer
goods.

It is also proposed to expore the
possibility, wherever feasible, of the
State importing industrial raw mate-
rials in bulk for supply to local manu-
facturers. This would have the
advantages of reducing production
costs by bulk buying, standardization
of quality and prevention of exchange
malpractices which under the current
system of imports by individual
manufacturers go largely undetected.
Simultaneously, all locally manufac-
tured commodities which  are
essential to the life of the com-
munity will be brought under price
and quality control. State import of
raw materials needed for such com-
modities will ensure a base for
standardization of quality. The
existing law will be amended to pro-
vide for deterrent punishment of
offenders and to empower the State,
where necessary, to take over such
concerns in the public interest where
other remedies prove ineffective.

The CISIR. will be reorganized
and expanded to participate more
purposefully in the industrialization
process. Research on the utilization

of indigenous raw materials and
industrial waste and by-products,
development of appropriate techno-
logies and assistance, particularly to
small-scale industry, will be given
special emphasis in the reorganiza-
tion and expansion of this institution.
The Ceylon Bureau of Standards will
be strengthened to lay down stand-
ards and to be in a position to
undertake a system of certification
marking and providing a quality
control advisory service.
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The previous Government had to its
credit a record of maladministration
and incompetence that is hard to
beat. Of all these, the worst was the
mess in the Fisheries Corporation.
Political favouritsm and the corrupt
appointment of political buddies have
brought about a terribie drain on the
finances of the Government. When
the new Government took over, the
corporation was losing at the rate of
Rs. 4 lakhs a month. The cleaning
up process will take iime and would
involve millions of rupees of good
public money thrown overboard. This
Government has realized the impor-
tance of the fishing industry in the
economy of the country and has,
therefore, entrusted the reorganisa-
tion of this industry to a competent
Minister who will undoubtedly pro-
duce the fish at cheap prices in
adequate quantities. The new Min-
istry proposes to set up district
fisheries development committees in
all the 12 coastal district kachcheries
with a view to implementing a stable
programme of work. The Govern-
ment Agents will be the ex-officio
chairmen of these committees, and
Members of Parliament, local heads
of departments connected with
fisheries work and cthers interested
in fisheries development would be
members of these committees.

A good part of the Trincomalee and
Galle fisheries harbours are expected
to be completed before the end of the
year. The Fisheries Corporation will
reorganize its marketing activities
with a view to ensuring a better price
for the producer and eliminating the
middleman.

The new Ministry of Housing and
Construction has got going tackling
the question of housing needs. Cons-
truction work on 17,000 flats continues
satisfactorily. A slum clearance pro-
ject for 12.5 million rupees to cons-
truct 25,000 houses with an employ-
ment potential for 3,000 will he
launched in the course of the coming
year. The main policy change in
regard to building will be the gradu-
al elimination of the P.W.D. overseer
and confractors. All new work in
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future as far as possible will be con-
fined to direct labour system and
work will be contracted to co-opera-
tive societies.

The designs and construction
programme for the Bandaranaike
Memorial International Conference
Hall which is a gift from the People’s
Republic of China to the people of
Ceylon is in an advanced stage of
planning, and the construction of this
project will commence before the end
of this year. Several research projects
to study the development of low cost
building materials are also in progress
at the State Engineering Corporation.

One of the most significant measures
to be adopted in regard to trade is
the establishment of the State
Trading Corporation. = A draft Bill
for this purpose is being prepared. It
will enable the Government to
acquire the import and export trade
of the country. The activities of the
existing public sector trading estah-
lishments will be widened and there
will, in addition, be established a
number of other trading corporations
under the sponsorship of Government
to import certain specified commedi-
ties. It is also propecsed to exercise
closer supervision on the trading
activities of the private sector, and
with this end in view consideration
will be given to drafting a Bill on
private business firms

Action has already been taken by
the Department of Marketing Deve-
lopment to set up a Central Whole-
sale Department for the wholesale
trade on vegetables.

A comprehensive price control
system will be evolved to combat the
cost of living.

Legislation to set up a unified port
authority will be introduced shortly.
This body will elimirate duplication
of certain services in the present port
administration and ensure greater
efficiency in cargo output. The svs-
tem of contract labour in the Port
(Cargo) Corporation will be
gradually abolished.
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A new Merchant Shipping Act
covering the administration of ship-
ping, registration ot Ceylon ships,
recruitment of Masters and Seamen,
legislation related to carriage of cargo
by sea, and amendments to the
Ceylon Courts of Admiralty (Amend-
ment) Act, will be introduced in
Parliament to replace the existing
legislation in this field.

The Ceylon Shipving Corporation,
which is presently a limited liability
company, will shoitly be made a
statutory corporation wholly owned
by the Government. The corpora-
tion expects to operate four cargo
ships by the end of this financial year.
This service is expecied to conserve a
considerable sum of foreign excaange
now incurred on the carriage of our
goods. The proposed construction of
a new oil tanker berthing facility to
accommodate ships with 60,000 net
tonnage by the Pori Commission is
also expected to inake substantial
savings in foreign exchange.

The Government will play a more
active role in all sphers of tourist
development than before, in view of
the tremendous foreign exchange
potential of this industry. It will not
only strengthen existing foreign tour-
ist markets but will also attempt to
develop new tourist markets, parti-
cularly in Australia, Japan and Kast
Europe. Towards this end, 933 hotel
rooms will be availakle in selected
tourist resorts throughout the Island
and every encouragement will be
given for foreign private investment
in hotel construction. The training
programme of the Hotel School and
+the School of Tourism has been ex-
anded with a view to a large intake
f students. This facility will satisfy
ertain basic ancillary services to the
1dustry as a whole.

The Ceylon Hotels Corporation

411 be more closely associated than
before in all aspects of the tourist
industry. In addition to its hotel
construction programme it will enter
into the travel agency business and
expand its domestic tour opnerations.
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ESTIMATES OF REVENUE AnD EXPEN-

DITURE FOR THE FINANcIAL YEAR
1970-71

Mr. Speaker, before I proceed to
present the new revenue and expen-
diture proposals tor the current
financial year, I would like to pre-
face them with an analysis of the
broad magnitudes of the Revenue and
Expenditure Estimates for 1970-71
already tabled before this House.

Revenue at existing rates of taxa-
tion is estimated at Rs. 2,520 million.
This is Rs. 314 million less than the
original estimate and Rs. 213 million
less than the revised estimate for
1969-70. The significant decreases, as
compared with the revised estimate
tor the previous financial year, are in
respect of FEEC revenue (Rs. 77
million) import duties (Rs. 60 mil-
lion) and income tax (Rs. 115
million). The decreases in revenue in
all these three items reflect, either
directly or indirectly, the budgetary
consequences of a reduction in the
anticipated import programme for
1970.

Total Government expenditure for
1970-71 inclusive of Sinking Fund
contributions and amortization pay-
ments, estimated at Rs. 4,202 miilion,
consists of Rs. 2,823 million on re-
current votes and Rs. 1,379 million on
capital votes. By way of comparison,
the revised estimates for the
financial year just ended provides
for a total expenditure of Rs. 4,152
million, consisting of Rs. 2,894 miliion
on recurrent votes, Rs. 1,097 million
on capital votes and Rs. 161 million
on advance account cperations.

Net recurrent expenditure for
1970-71, after making the usual provi-
sion of 2 1/2 per cent for wunder-
expenditure, estimated at Rs. 2.7152
million, compares with a revised esti-
mate of Rs. 2,778 miilion for 1969-70.
Capital expenditure net of Sinking
Fund contributions and amortization
payments (Rs. 249 million) is esti-
mated at Rs. 1,130 million. When an
allowance is made for an under-
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expenditure of 15 per cent, capital
expenditure is estimated at Rs. 961
million.

The estimated  net capital
expenditure of the Government of
Rs. 961 million includes a provision
of Rs. 69 million on account of FEEC
payments and Rs. 170 million as the
net provision for the employment
prosramme. If these items are de-
ducted, the capital budget is Rs. 722
million. This compares with a revised
provision of Rs. 751 million for 1969-
70, and an actual expenditure of
Rs. 855 million for 1968-69. The
capital budget for 1970-71 excluding
the employment programme is there-
fore less than the budgets for 1968-
69 and 1969-70. Inclusive of the
employment programme, however,
there is an increase of approximately
5 per cent over the level of capital
expenditure in 1968-69 and 20 per
cent over the provision for 1969-70.

Mr. Speaker, the Government’s
cavital budget or 1970-71 can be con-
sidered in two parts. The first part
relates to the outlayvs on committed
work and new investments, all of
which comprise the regular Govern-
ment investment programme in re-
gard to the needs and production
goals of the warious sectors. The
second part is designed for invest-
ment on an accelerated emnloyment
programme, consisting of 16 projects
and village development procrammes
to create new inb ovportunities for
approximately 100,000 persons.

Allocations for investments in 1970-
71 have been generally guided by the
following criteria :

(a) Priority has been given to
provision for committed pro-
jects with a view to speedy
comvletion of those projects
In terms of realistic time
schedules.

(b) Canital intensive projects with
lom:lr periods of sestation. and
proiects where the outout of
goods and =ervices is Tow and
not urgentlyv needed hv the
economy, have been deferred

6——od 17744 (70/10)
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or phased over a longer
period even where commit-
ments have been made.

(c) Allocations of imports of vehi-
cles and equipment have
been kept at minimum
levels, with a view to redu-
cing the demand on foreign
exchange resources which
will reach critical levels in

1971.

(d) New investments of non-pro-
ductive character, which
have to be financed with our
own resources such as large
administrative buildings,
secretariats. etc., have not
been admitted to the Budget.

(e) In the regular capital budget,
the less essential elements
have been eliminated to ac-
commodate the sizeable in-
vestment procrairme for
additional employment.

(f) As far as possible investments
that have been admitted in-
to the Budget have been
examined in relation to the
investment needs of each
sector and their contribution
to outout. For example, the
criteria adopted in regard to
investment in class-room
space have been the net
addition of school-going
poonlation, exvansion of
facilities for science teaching,
teacher training, technical
institutes, etc.

(g9) In the choice of investments in
- the emplovment programme,
‘an effort has been made to

fill saps in the existing sec-
toral programmes. Accord-
incly., substantial allocations
have been made for live-
stoek. hortienlture and
svhsidiarv food ecrovns: part
of the investment seeks to
create new export sectors
sieh as eashew and natural
silk, and revitalize existing
minor ewvnort crops: the
other js directed at intensi-
fying the development acti-
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vity in the traditional rural
sector within a new institu-
tional framework.
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A broad sectoral analysis of the
gross capital budget, excluding Sink-
ing Funds (Rs. 249 million) and
FEEC payments (Rs. 69 million), i
given below—

Pars . I “Part" 1T
Employmeni
Programme
(Bs. Million)
1. Agriculture 381]
2. Industries moludmg Fisheries o . 134 150 0
3. Economic Overheads (Transport, Ports, Telecommunications, Broad.-
casting ete.) 176 50 0
4. Social Services, Overheads (Health, Educatlon Houamg, Water Supply) 124
5. Other Administrative Overheads—(Defence, Justzce, Administrative
Buildings, ete.) : 46
861 200 0
Investments in the productive sec- would be possible to derive the
tors total Rs. 515 million or overall cost/benefit effects of the
approximately 60 per cent. In the total outlay in the Government
employment programme approxi- capital budget for 1970-71, its contri-
mately Rs. 150 million would be bution to national income, and the

invested in the productive sectors,
the bulk of which would go into
agriculture. Therefore, out of a
total capital outlay of Rs. 1,061
million, approximately Rs. 665 mil-
lion, i.e., nearly 63 per cent, would
be invested in programmes and
projects in the agricultural and in-
dustrial sectors. Almost all the
industrial and agricultural projects
included in the 1970-71 Budget will
yield benefits before the end of
1973.

While the benefits of the major
projects have been evaluated
geparately, an analysis of the entire
range of investments contained in the
public sector budget is being under-
taken. Out of such an analysis it

Recurrent Expenditure s
Less : 2% per cent under-expenditure

Revenue 3
Deficit on Current Aoccount o
Gross Capital Expenditure

Less : Sinking Fund contributions and amortization payments

Less : 15 per cent under-expenditure

Add back Sinking Fund contributions and amortization payments

Overall Budget deficit ..

average capital/output ratios that

have been maintained over the
whole range of investments. The
analysis will also provide, in more

specific terms than hitherto availa-
ble, a forecast of the stream of
benefits that will flow from the Gov-
ernment investment, year by year,
till the committed programme is
completed, as well as the proportion
of investment that will be in gesta-
tion and the proportion that will be-
gin to yield benefits in each year
during that period.

Mr. Speaker, for the convenience
of the hon. Members of this House, I
give below a summary of the broad
magnitudes of the Estimates of Reve-

nue and Expenditur:z that are
already before you:
(Rs. million)
P 2,823
71
2.752
o e 2,620
.is - 232
s e 1,379
249
1,130
169
061
249
1,210
1,442
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Towards financing this overall
Budget deficit of Rs. 1,442 million,
the Government expects to borrow

Rs. 275 million from domestic
non-bank sources. This is Rs-. 47
million less than the revised

estimate of borrowing from this
source in the financial year just
ended. The decrease of resources
from this source is accounted for by
the necessity to float conversion
loans to repay Government Stock
that would mature in the course of
the financial year, and also due to
the fact that, in the previous finan-
cial year, tax reserve certificates
amounting to Rs. 40 million were
made available after this Govern-
ment assumed office in May this
year.

Government will also utilize the
full amount of Commodity Aid
Counterpart Funds which is expect-
ed to be built up by approximately
Rs. 450 million in the forthcoming
financial year. This consists mainly
of aid funds generated by the com-
modity aid available under
Agreements already signed with the
Ail Group of countries, counterpart
funds generated as a consequence of
the rice agreement with the People’s
Republic of China and sdditional
commodity assistance that is likely
to be obtained from the Socialist
Group of countries.

In the Estimates tabled before this
House, the total foreign project aid is
shown as Rs. 133 million. Allowing
for a 15 per cent under-utilization in
total project aid as a concomitant of
a 15 per cent under-expenditure
allowed in respect of Capital Votes,
the amount of project aid available
towards financing the Budget may be
estimated at Rs. 113 million.

Mr. Speaker, these three non-ex-
pansionary sources of finance would
provide a total of Rs. 838 million to-
wards financing the overall Budget
deficit of Rs. 1,442 million. This
leaves an unfinanced gap of Rs. 604
million, consisting of a deficit on
current account of Rs. 232 million
and a residuary capital account
deficit of Rs. 372 million.
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PRroPOSALS

Mr. Speaker, when we adjourned
for tea, I was referring to the emerg-
ing budgetary situation and the con-
siderable budget deficit that had to
be bridged in terms of the existing
rates of taxation. I like to recall that
the deficit on the current account is
Rs. 232 million and the overall deficit
is Rs. 604 million. I have already
urged earlier that it is wrong in
principle and bad for the stability of
our economy that we should leave
such large deficits without ex-
deavouring to cover at least a portion
by a reasonable quantum of taxes. I
have urged in particular that we
should finance the current expendi-
ture budget by taxes. If possible, we
should have a small margin to carry
over for the capital budget. I propose
to do precisely this.

FISCAL POLICY

Tax Evasion

Mr. Speaker, clearly the main
burden of new taxation must fall
upon those who are most able to bear
this burden. I propose, therefore, to
tackle the anti-social elements first.
It is common knowledge that there is
a considerable amount of hoarding of
currency in this country. Both
traders and industrialists and other
enterprising people have amassed a
considerable amount of wealth which
they have not disclosed. Various
efforts that have been made to dis-
gorge these ill-gotten gains have not
been successful. I have, therefore,
decidzd to take the only measure that
will bring all this hoarded money to
the surface. I have decided that the
Rs. 100.00 and Rs. 50.00 notes shall
cease to be legal tender with effect
from the 3rd of November, 1970.

Between the 27th of October and
the 2nd of November, 1970, inclusive,
every person who has these denomi-
nations of currency can present them
to a Bank, and obtain new currency
of the same denomination as has been
surrendered up to a maximum of
Rs. 1,000. Every such person will
declare his name and address and
sign a form before he receives the
new currency.
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Currencies surrendered above
Rs. 1,000 will be credited to an
account in a bank of the choice of
the individual. He can surrender the
currency to the Bank or to a branch
where he has his account. If he has
no such account, he can surrender to
any bank of his choice, but he will
have to make a solemn affirmation
that he has no other account to his
credit. All deposits thus made will
be noted by the bank. After the 2nd
of November, it will be possible for
any owner of these denominations of
currency to deposit the same to his
credit with an agent bank nominated
by the Central Bank. This would be
possible up to the 25th of November
1970, inclusive.

The legislation necessary to make
it obligatory on the Banks and all
Government and semi-Government
institutions to provide information to
the Income Tax Department regard-
ing these deposits will be introduced
tomorrow, and I hope the House will
strengthen me in my anti-hoarding
exercise by passing this legislation
tomorrow itself. Opportunity will be
taken in this legislation to provide
for penal punishment for all those
who try to evade the tax obligations
by farming out the money they have
hoarded it: distributing it to be
surrendered among a number of
people. Equally deterrent punish-
ment will be imposed on all those
who make false declarations or give
false addresses. Two years’ imprison-
ment will be the minimum punish-
ment combined with the confiscation
of the money thus deposited. The
Income Tax authorities will be ins-
tructed to negotiate with the larger
hoarders to permit a lump sum de-
duction of the hoarded amount in
lieu of paying six years’ arrears.

I should like to appeal to all those
who have amassed currency in this
way to agree to this form of negotia-
ted settlement as it would definitely

Next Rs. 200,000
Next Rs. 200,000
Next Rs. 200,000
Next Rg. 200,000

L8 M e
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be in their interest. The deduction
for past arrears would leave them
very little by way of balance. I esti-
mate that this anti-hoarding measure
will produce a minimum of Rs. 100
million as additional tax collections.
1 would like to emphasize in this
connection that these proposals are
not directed against persons who may
have put by a little savings in cash
in these denominations to meet emer-
gency expenditures or pressing social
obligations, but are primarily aimed
at tax evaders and anti-social ele-
ments who have not contributed their
fair share to Revenue.

Capital Levy

My next tax proposal is the Capital
Levy which will fall on the high
income brackets. I do not intend to
interfere with the present wealth tax.
I propose to impose a once-for-all
Capital Levy on the aggregated net
wealth of a family and on the net
wealth of a single individual. Such
net wealth will be computed on the
same basis as for wealth tax under
the provisions of the Inland Revenue
Act. The levy will operate on net
wealth of over Rs. 200,000. Where the
family or an individual owns a resi-
dence, a further sum of Rs. 50,000
will be added to the exemption limit.
I am raising the exemption limit
somewhat high in order to exclude
those owning fairly small extents of
developed land and relatively small
dwelling houses. Otherwise, owing
to the present inflated value of pro-
perties these people will be drawn
into the Capital Levy. I wish also
to keep the number of persons
affected within manageable limits in
order not to place too heavy an
administrative burden on the Inland
Revenue Department. The wealth
tax payable for the year will also be
deducted in order to arrive at the
leviable capital for the purpose of
this Capital Levy. The levy will be
charged on a progressive rate
schedule as follows:

3 per cent
b per cent
10 per cent
15 per cent
25 per cent


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/

525
Besddm umsy emQ®wm, 1970-71

The values that will be placed on
capital assets will be values that are
determined for wealth tax purposes
for the year of assessment 1970-71.
The valuation date for this year is
31st March, 1970. Adjustments should
be made for property acquired or
disposed of since that date.

The Capital Levy will be adminis-
tered partly by the Commissioner of
Inland Revenue and partly by a
Board of Adjudicators whom I shall
appoint. The Inland Revenue Depart-
ment will make and issue the assess-
ments and any appeals from these
assessments will be determined in the
first instance by the Commissioner
under the provisions of the Inland
Revenue Act. A person who is dis-
satisfied with the Commissioner’s
decision will have the right to appeal
to the Board of Adjudicators consist-
ing of three adjudicators. This Board
will function in the same manner as
the present Board of Revenue under
the Inland Revenue Act, as regards
the disposal of appeals. In addition to
the disposals of appeals, the adjudi-
cated will be entrusted with the task
of negotiating and laying down the
terms of payment in all cases where
immediate payment in cash is not
forthcoming. I shall appoint a suffi-
cient number of adjudicators so as
to enable a number of boards to
function simultaneously.

It is possible that the wealth tax
payers will not be in a position to dis-
charge their liability in cash. The
adjudicators will, therefore, be em-
powered not only to negotiate the
payment of levy by instalments in
cash but also to arrange for the dis-
charge of liability in property. Where
there is default we shall have re-
course to the provisions of recovery
in the Inland Revenue Act. It is not
my intention to take over properties
which are in good production and in
efficient condition.

Z.[ have adopted once and for all,
this levy as part of an emergency
package together with the compul-
80ry savings scheme to which I
would now like to refer. This savings
scheme has an effect of placing a
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ceiling of 12 per cent. on all company
dividends. It also places a ceiling on
all individual incomes. This has been
fixed at Rs. 3,500.

Compulsory Savings Scheme

This scheme wil] apply to all per-
sons wit hannual incomes in excess of
Rs. 6,000, except those employees in
the income range Rs. 6,000 to
Rs. 12,000 who will be paying an
additional 2 per cent to the Em-
ployees’ Provident Fund as provided
elsewhere in these proposals. Govern-
ment corporations, charitable insti-
tutions and similar associations of
persons will also be left out of the
scheme, The scheme will be in ope-
ration for one year only and deposits
with the Government will carry
interest at the rate of 5 per cent.

The amount of the compulsory
saving in respect of each person will
be determined by reference to his
total income, calculated as far as
possible in the same manner as for
income tax. I wish to have as simple
a scheme as possible and collection
of each person’s contribution will be
on a self-assessment basis, the annual
payment due being made in four
equal instalments. The compulsory
savings of employees will be for the
calendar year 1971 and can be
deducted by the employers from their
salaries, as is done for income tax.

For the purposes of payment tax
payers will be grouped into four
principal classes :(—

(a) persons who are in employment
during the year 1971, whose
income from other sources is
Rs. 1,200 or less per annum ;

(b) persons who are in employ-
ment during the year 1971
and whose income from other
sources exceeds Rs. 1,200
per annum ;

(c¢) all other individuals who are
taxpayers and who do not
fall into the above two cate-
gories ;

(d) companies other than Govern-
ment corporations.
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savings will be recov.ered are as

(1) Taxpayers whose total income is between Rs, 6,000 and

Rs. 12,000 (except employees who contribute to the E.P.F.)
(2) Taxpayers whose total income is between Rs. 12,000 and

Rs. 25,000

(3) Taxpayers whose total income is between

Rs. 60,000

(4) Taxpayers whose total income is between Rs. 60,000 and

Rs. 140,000

(6) Taxpayers whose total income is in excess of Rs. 140,000

Rs. 25,000 and

2 per cent of total income
b per cent of total income
10 per cent of total incoms

15 per cent of total income
20 per cent of total income

(6) Companies as regards profits available after payment of income

tax and dividends

If a company declares a dividend
in excess of 12 per cent the whole of
such excess will be payable as a
compulsory saving.

In the case of the profits of com-
panies and in the case of incomes of
individuals other than from employ-
ment, the accounting year the inoeme
of which is subjected to the proposed
compulsory saving is the accounting
year ending in 1971. Thus, in the case
of an accounting year ending on 31st
March, it is the year ending on 3lst
March 1971, and in the case of a year
ending c¢n 30th June, or 30th
September, it will be ' ‘the
year ending on that date in 1971,
and in respect of all accounts closing
on 31st December, it will be the cal-
endar year. Every person who pays
quarterly on the basis of such
accounts will be required to com-
plete his payment of any shortfall
within four months before the 30th
April of 1972.

This scheme is to come into opera-
tion on 1st January 1971 and will
provide for penalties for non-
payment of 5 per cent in the first
instance and 1 per cent per month
for continuing default thereafter.

I am aware that certain wealth tax
payers may be in difficulties with
regard to their wealth tax payments.
I am therefore providing, as a mea-
sure of relief, that the liability to
wealth tax for the year of assess-
ment 1971-72 may be met out of com-
pulsory savings.

Provision will also be made, in the
case of unincorporated tax payers
for marginal relief. This will ensure

50 per cent of total income

that at any point where the rate
changes, problems of equity are
adjusted.

I also propose that the rates of in.
come tax on individuals be modified
to ensure a steady rate of progression
over the range of taxable income to
about Rs. 50,000 above which the
maximum rate of 65 per cent applies.
It will be achieved by reducing the
two existing slabs of Rs. 3,600 at
17 1/2 per cent and at 20 per cent
to two slabs of Rs. 2,400 at these two
respective rates.

Another modification will be the -
increase in the slabs taxable at 40
per cent; I propose to introduce a
slab of Rs. 7,200 to be taxed at 40 per
cent and two slabs of Rs. 8,000 each
to be taxed at 50 per cent and 60 per
cent respectively.

This modification is also a necessary
step to give effect to the effective
ceiling of incomes under the compul-
sory savings scheme.

Business Turnover Tax

Mr. Speaker, I intend making the
following changes in regard to the
business turnover tax in respect of
manufacturing industries :—

(1) to levy a rate of 37 per cent
instead of the existing rate
of 32 per cent on super and
regular petrol;

(ii) to levy a rate of 25 per cent
in respect of cosmetics, air
conditioners, stainless steel
ware including cutlery anr
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kitchen and table ware,
refrigerators, radios and

paints and varnishes, which
bear a rate of 20 per cent at
present ;

(iii) to increase the present rate
to 20 per cent in respect of
confectionery, jewellery in-
cluding costume jewellery,
precious and semi-precious
stones, ready made garments
and other apparel made out
of textiles other than pure
cotton textiles manufac-
tured by the person making
the ready made garments,
and aluminium, brass and
enamel hollow-ware inclu-
ding kitchen and table ware.

(iv) to increase to 15 per cent the

rate on the following

articles : —

Chocolate and cocoa
powder ;

Brandy, Gin, Rum, Whis-
key, Wine and rectified
spirits ;

Biscuits other than those
produced exclusively
by manual labour ;

Aerated water ;
Asbestos products ;

and ready made garments
and other apparel made
out of pure cotton textiles
manufactured by the per-
son making the ready
made garments;

(v) to increase to 10 per cent the
rate in respect of the
following articles : —

Canned, preserved or
otherwise processed fruits,
vegetables, food and drink ;

Coal gas;

Cigars ;

Wooden furniture  in-
cluding cabinets, safes

and office furniture :
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Electrical machinery,
apparatus, appliances
and other electrical goods
not elsewhere specified ;

and Brief cases, suit cases,
travelling bags and other
bags ;

(vi) to reduce the rate on the
business of assembling or
manufacturing motor lorries
from 25 per cent to 5 per
cent ;

(vii) to reduce the rate in respect
of aluminium, brass and
enamel ware manufactured
exclusively by manual labour
from 15 per cent to 3 per
cent ;

(viii) to reduce the rate in respect of
handloom textiles manufac-
tured by businesses other
than co-operative societies
from 5 per cent to 1 per cent.

Mr. Speaker, the increased rate of
turnover tax on super and regular
petrol manufactured by the Pet-
roleum Corporation will be passed on
by the Corporation to the consumer
in the form of an increase of 25 cents
per gallon on each grade of petrol.
The prices of other products of the
Corporation, including kerosene,
diesel oil and lubricating oils would
remain unchanged, since they will not
be affected by this tax.

At present, the rate for cotton tex-
tiles is 5 per cent, other textiles
20 per cent and ready-made garments
10 per cent. There are a few manu-
facturers whose business consists of
manufacturing both textiles and
ready-made garments. These manu-
facturers escape the manufacturers’
tax on textiles and are therefore at an
advantage over other manufacturers.
The proposed increase in tax in res-
pect of these manufacturers is to
rectify this anomaly.

The objective of reducing the rate
on handloom textiles is to avoid the
charge of discrimination which exists
at present on account of the fact that
handloom textiles manufactured by
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co-operative societies are taxed at 1
per cent while other manufacturers
pay tax at 5§ per cent.

Mr. Speaker, I also propose to re-
move the exemption on certain types
of financial transactions so as to tax
them at a rate of 5 per cent.

Excise Duties

Mr. Speaker, I propose to increase
the excise duty on tobacco by Rs. 5
per lb. “rom the existing duty of
Rs. 37.50 per Ib. to Rs. 42.50 per lb.
Since approximately 500 cigarettes
are manufactured from one pound of
tobacco, this would have the effect of
increasing the retail price of a ciga-
rette by one cent. The excise duty
on beer has remained unchanged for
almost 10 years. I propose to increase
the excise duty on beer by Rs. 2.50
per gallon, which would involve an
increase of approximately 42 cents in
the retail price of a bottle. I also
propose to increase the excise duty
on bottled toddy by 10 cents per bot-
tle. Revenue Protection Orders
under the appropriate provisions  of
the Excise Ordinance will be gazetted
tonight giving effect to these propo-
sals of mine.

Customs
(a) Revision of import tariff.

Mr. Speaker, ‘the existing import
tariff as has evolved in the past has
been found to be extremely unwieldy
and anomalous consequent on
changes being made to the tariff on
an ad hoc basis. The need to rational-
ize and simplify the tariff has there-
fore become an urgent one. Ideally, an
import tariff structure should be de-
signed as an integral part of the over-
all framework of taxes and levies,
and should be simple in form by be-
ing grouped into a small number of
easily identifiable duty rate bands. It
should also foster economic growth
by permitting the import of basic raw
materials and other essential inter-
mediate and capital goods required
for development at low rates of duty
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while providing adequate protection
to domestic industry and agriculture,
while also helping in the progressive
substiturion of imports. While cost
of living considerations should also
have an important bearing in the de-
termination of duty rates of essential
basic consumer imports, non-essential
and luxury articles should carry rela-
tively high rates of duty.

I have considered the above objec-
tives along with revenue considera-
tions in modifying the existing tariff
structure that would be gazetted in
the form of a Revenue Protection
Order tonight. The proposed tariff
envisages the simplification of the ta-
riff into six basic duty rate bands.
It provides free or nominal rates of
duty for basic consumer items that
enter into the cost of living and for
basic industrial raw materials as well
as most important items of machinery
for agriculture and industry. Above
these rate bands would be fixed the
“ standard ” rate of 60 per cent. This
rate has been determined taking into
consideration the availability of fo-
reign exchange, revenue requirements
and the fact that a licence fee is no
longer levieble on imports under
normal iicensing procedure. The rate
bands above this standard rate are
designed to provide protection to do-
mestic production and to induce the
progressive manufacture of compo-
nents locally and also to promote new
ventures in fields with potential for
future development ; while the high-
est rate bands would include the re-
sidual group of commodities consist-
ing almost wholly of non-essential
and luxury items.

(b)) Export duties.

With the introduction of the FEEC
Scheme in May, 1968, exports of gra-
phite (plumbago) from Ceylon earn-
ed a premium of 44 per cent of the
f.0.b. value, which increased to 55 per
cent in July 1969. An export duty
of 25 per cent was imposed in August

1969, so that the net premium on
plumbago exports was reduced to 30
per cent of the f.o.b. value.
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The substantial improvement in ‘the
competitive position of our plumbago
exports since May 1963, as a conse-
quence of earning this premium, has
not been matched by a corresponding
increase in either the volume or value
of our plumbago exports. Further-
more, the graphite market is quite
strong at present and the three local
producers have no difficulty in dis-
posing of their output at economic
prices. The existing premium merely
serves to provide unduly large pro-
fit margins to these producers at the
expense of revenue.

I, therefore, propose to raise the
export duty on graphite to 50 per
cent leaving a net premium of 5 per
cent to local producers. A Revenue
Protection Order giving effect to this
proposal will be gazetted tonight.

(¢) Revision of Customs Ordinance.

The existing Customs Ordinance
dates back to over 100 years—January
1870 to be precise. Since then, there
have been a large number of ad hoc
amending Ordinances and Acts. My
predecessor mentioned that he pro-
posed to present to Parliament a new
Customs Bill which would bring the
Customs law up-to-date to meet the
requirements of modern trading con-
ditions. I have examined the draft
of the new Customs Bill and, in my
view, it would not be prudent to go
ahead with this Bill which is funda-
mentally different from the existing
Ordinance. The existing Ordinance,
despite several defects, is basically a
sound viece of legislation which has
proved the test of time. To venture
into an entirely new Act would create
unsettled conditions in the Customs
Department over a period of several
years until case law is built up and
all the defects of the new Act have
been detected and remedied Rather
than presenting an entirely new Bill,
I propose to improve the existing
Ordinance which would overcome all
its defects and also satisfy all the re-
quirements of a new Customs Act.
The proposed amendments while aim-
ing at simplification and laying down
recognized judicial »nrocedures for
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dealing with Customs offences, will
also provide for increased penalties
for smugglers and offenders against
exchange and import control regula-
tions.

These amendments would be pre--
sented to this House before the end.
of 1970.

PAYE Scheme and tax reliefs.

Mr. Speaker, I propose to introduce
a Pay-as-you-earn scheme for income
tax with effect from 1st October 1971.
I had earlier intended to introduce
this scheme on a date prior to this.
In view of the fact that the number
of employees who are yet to be regis-
tered for tax purposes as well as those
who are not yet assessed are substan-
tial, I have decided on 1lst October
1971 as a convenient date for the
initiation of this scheme. The neces-
sary legislation to terminate the exist-
ing scheme and to introduce the new
scheme will take the form of an
amendment to the Inland Revenue
Act. The existing provisions will con-
tinue to govern the assessment and
recovery of taxes in respect of 1970-
71 and the earlier years.

To implement this scheme, it is
necessary to register all taxpayers
liable for tax deduction. This would
involve the registration and assess-
ment of at least 25,000 new cases in
addition to those taxpayers who have
already been registered. In order to
reduce this large number of new cases
being assessed, I proposs to exempt
from tax all persons whose assessable
income is below Rs. 6,000 for the years
of assessment 1969-70 and 1970-71.

I propose to make provision to en-
able the Department to accept the tax
deducted under the PAYE Scheme as
a final settlement of tax. This would
be in respect of those persons whose
assessable income is below Rs. 12,000.
I also propose to make provision to
deduct the full amount paid by em-
ployees in respect of their Provident
Fund and W. & O.P. Fund contribu-
tions, as well as the insurance pre-
mia, so that the PAYE tax will be
calculated on the salary after these
deductions. A further allowance of
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Rs. 300 per annum in respect of em-
ployment income will be granted.
This allowance will be taken into ac-
count when preparing the tax tables
for the PAYE Scheme so as to elimi-
nate claims for interest paid up to
Rs. 300 per annum. This would ob-
viate the need to revise a large num-
ber of assessments on account of such
claims.

In this legislation provision to
assess income from all sources on a
current year basis will be included.
This will be made applicable from
the year of assessment 1972/73, when
all persons who derive income from
sources other than from employment
will pay tax calculated in advance
on a basis of estimated self-assess-
ment.

Regulations governing the PAYE
Scheme as well as other amendments
which I have mentioned here will
be brought before this House in the
form of an amendment to the Inland
Revenue Act.

Rice Subsidy Tax

Mr. Speaker, according to the
current regulations under the appro-
priate provisions of the Rice Subsidy
Tax Act, No. 13 of 1967, a tax of
Rs. 1.25 is payable by each ration
book holder for each unit of 4 lbs.
of rice or 8 lbs. of paddy per week
as the case may be, on his ration.
This tax is levied on persons whose
assessable income is Rs. 12,000 and
over per annum.

I have made inquiries about the
operation of this tax and have come
to the conclusion that it is unduly
burdensome both to the tax payer
and to the Inland Revenue Depart-
ment, and also that the collections
from this tax are not commensurate
with the administrative difficulties
and inconveniences involved. I now
propose to abolish this tax with
effect from 1st October, 1970.
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Pioneering status

The question of pioneering status
as provided for in the Inland Revenue
Act, has been the subject of careful
examination by the Honourable
Minister of Industries and Scientific
Affairs and myself, in the context of
the re-orientation of industrial policy
to conform with the United Front’s
policy in this field. The grant of
this status would require, inter alia,
broadbased ownership of an enter-
prise, the restriction of its distribu-
table profits and the publication in
its annual statement of accounts of
all benefits accruing to Directors and
their nominees. It would also be
necessary that an enterprise satisfies
any one of the following criteria
before this status can be granted :

(1) export-oriented up to say 50
percent of turnover ;

(2) located in undeveloped or non-
industrialized parts of the
country ;

(3) produces any commodity which
had not in a substantial
sense been produced hither-
to and is considered an
essential consumer commo-
dity ; or

(4) any other activity which is
strictly considered to be of
a pioneering nature and is
approved as such as deserv-
ing of encouragement.

I must emphasize that an enter-
prise which seeks the * pioneering
status ” concession on the basis of
having satisfied any one of these
criteria cannot at a later stage switch
its eligibility to yet another, to the
exclusion of the original condition.

I will be presenting before the
House a suitable amendment to the
Inland Revenue Act for the imple-
mentation of this policy after further
discussions with my Ministerial
colleagues.
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Secrecy provisions

Mr. Speaker, I would also like to
take the opportunity to alter the
secrecy provisions of the Inland
Revenue Act to provide for the
mutual exchange of information be-
tween Exchange Control, Inland
Revenue, the Customs Department
and certain officers nominated by the
Inspector-General of Police. The
secrecy provisions as applying to
the Inland Revenue and Exchange
Control Departments in their present
form seriously inhibit investigations
by either of these Departments into
matters on which the other has
information. There is also no secrecy
provision vis-a-vis the Customs
Department, so that information
available with the other two Depart-
ments cannot, under the existing
provisions of the law, be passed on to
Customs officers in the performance
of their duties. You will appreciate,
Mr. Speaker, that the operations and
supervision of these Departments
overlap to a considerable extent and
the free flow of information within
the framework I have proposed
would unfetter the Departments con-
cerned in their investigations and
lead to a greater collation of infor-
mation between them. This would in
turn provide a very desirable check
against exchange control or income
tax evasion and malpractices. I am
equally conscious of the fact that the
information so exchanged should not
be passed beyond certain senior
officers of the Departments concerned
or outside the purposes for which it
may be found necessary. The appro-
priate amendment to the Inland
Revenue Act to implement this pro-
posal will, therefore, ensure that this
exchange of information will be con-
fined strictly to the scope of the
investigations in hand.

Exemption of rewards

Mr. Speaker, the existing provi-
sions of the Inland Revenue Act do
not exempt rewards received by
informers. If such rewards are ex-
empted from income tax, it would
act as a further incentive to inform-
ers to divulge information which can
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be invaluable to the Customs, Police,
Excise and other Government
Departments. I therefore propose, by
an appropriate amendment to the
Inland Revenue Act, to exempt from
income tax rewards paid to inform-
ers other than public servants.

Exchange Control Amendments

The administration of Ceylon’s
foreign exchange transactions is
regulated by the Exchange Control
Act, No. 24 of 1953, amended as far
back as 1956 and 1957. This frame- .
work of rules formulated more than
a decade ago has been found to be
inadequate to cope with foreign
transactions which today have in-
creased in magnitude and cover a
wider field than at the time the Acts
were passed. It is my belief that
exchange malpractices have not only
continued to be committed but have
also increased considerably in recent
years, causing alarming losses of
foreign exchange to the country. It
is imperative, therefore, that the
present provisions of the Exchange
Control Act be amended to give
wider powers to the authorities con-
cerned and to minimize exchange
malpractices.

The proposed amendments to the
Exchange Control Act would cover,
inter alia, under-invoicing of exports
and over-invoicing of imports, the
control of assets held by Ceylonese
abroad, the control of foreign com-
panies, firms or pratnerships opera-
ting in Ceylon, the control of tourist
business, possession and acceptance
of foreign currency and its receipts
by residents of Ceylon, the imposi-
tion of administrative penalties, the
enhancement of Courts’ powers to
impose very severe penalties and the
payment of rewards to persons whose
information makes possible the suc-
cessful completion of exchange con-
trol cases, as in cases relating to

Customs evasion.

Mr. Speaker, draft legislation for

these purposes is being prepared and
a Bill will shortly be presented before

SLOLL
o
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Mr. Speaker, I would like to say
a word about foreign Companies
operating in Ceylon, especially the
Sterling Companies in the plantation
sector. I propose to negotiate with
the U.K. Government, in consultation
with the Minister of Plantation
Industry to have these Sterling Com-
panies registered in Ceylon. I under-
stand that there may be certain legal
difficulties in imposing such a

requirement upon these Companies
unilaterally.

I need hardly explain to this
House why this step should be
taken. As long as these Companies
are managed abroad, the Government
of Ceylon will be in no position to
have an effective control over the
Plantation Industry. This Govern-
ment is committed to effect such
control.

Foreign Exchange Amnesty

I also propose to grant a foreign
exchange/income tax amnesty, under
which the repatriation of funds held
abroad by Ceylonese without the
permission of the Exchange Con-
troller will, during a prescribed
period, be free of both income tax
and exchange control inquiries as
io the manner or circumstances in
which such monies were accumulated
and retained abroad. These monies,
however, will not be paid the FEEC
rate on conversion.

This amnesty will expire at the
end of January 1971. The amnesty
will not of course apply to any per-
sons who have been held to be
guilty of committing fraud in respect
of exchange transactions under laws
of this or any other country. It will
also not be available to any person
whose activities in respect of ex-
change dealings are under investi-
gation. By January 1971, I will have
the amendments to the Exchange
Control Act which I mentioned
earlier, fully implemented. Any per-
son or institution guilty of an ex-
change control malpractice thereafter

must expect to face dire consequ-
ences.
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A special fund—remittances from
Ceylonese employed abroad. I have
for some time contemplated appeal-
ing to all Ceylonese living abroad to
help their mother country at this
moment, when Ceylon is gravely in
need of foreign exchange. This is, of
course, not a new thing. A large
number of countries benefit by the
patriotism of their citizens in employ-
ment outside their country. Yugos-
lavia draws a considerable amount of
foreign exchange by the repatriation
of funds by Yugoslavians employed
in various countries in Europe,
especially in Germany. This is true
also of small countries like Cyprus
and Malta. There are many thou-
sands of Ceylonese employed in the
United Kingdom, Canada, in the
United States, Australia and else-
where. I would like to appeal to all
these Ceylonese to help their home-
land at this hour of need. Without
an undue burden on themselves, it
would be possible for each one of
them to send to Ceylon a minimum
of £ 10 a month. The response was
good when I spoke to some Ceylonese
both in England and in Australia.

What is proposed is that they send
Sterling, Dollars and Deutsche Marks
or any other foreign -currency
through a Bank to Ceylon. These
amounts will be credited to a special
account in the name of the sender.
These monies will accumulate here
at FEEC rate and they also will be
exempt from income tax. They will
be available for them to be used
when they come back to Ceylon.
The rate of interest that these monies
will carry will be comparable with
the commercial bank rate for fixed
deposits. There will, however, be no
right of repatriation of such monies.

Gemming Corporation

The country has hitherto been
deprived of the foreign exchange
benefits of a vast source of natural
wealth latent in the rich gem-bearing
gravels spread throughout the Island.
At a conservative assessment, this
loss has been estimated to be well
over Rs. 100 million annually. To tap
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this source of wealth from which the
country has still not benefited, legis-
lation has been prepared to establish
a statutory body in the form of a
Gemming Corporation, whose func-
tions will cover all aspects of the
gem industry.

The proposed Gemming Corpora-
tion has been so designed to provide
opportunities for the poor man to
mine for gems so that a very wide
section of the people would not only
benefit themselves but also contri-
bute to increasing the wealth of the
country. It will also provide training
facilities in modern methods of cut-
ting and polishing gems. These faci-
lities provided by the Corporation
will enable a much larger section of
the community than at present to
acquire these skills.

Facilities will also be provided for
anyone to have gems tested and
valued. This will be a great relief to
the village gem miner since at pre-
sent he is compelled to accept the
valuation of the first dealer to whom
he offers his gems for sale.

The draft legislation will also pro-
vide for the regulation of the internal
and foreign trade in gems. Incentives
will be provided for the channelling
of the export of gems through this
statutory body. At the same time,
severe deterrent punishment will be
provided for those who attempt to
deprive the country of revenue by
resorting to smuggling and any other
activity which would undermine the
working of the Corporation.

Foreign Exchange Entitlement Cer-
tificates

These Certificates have caused me
a great deal of concern. The Election
Manifesto of the Government states
that the FEECs system will be re-
examined as far as imports are con-
cerned. There can be no gainsaying
that the FEEC system can benefit to
some extent in the sphere of exports.
The position is quite different when
FEECs are applied to imports., They
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must necessarily increase prices of
all commodities to which FEECs
apply. In any economy such as ours
it is not possible to compartmentalize
the effect of rise in prices. There is
a tendency for price rises to perm-
eate throughout the economy. Much
as I should like to remove all
FEECESs it is not possible at the pre-
sent moment for two reasons. For
one thing, it would seriously reduce
the credit side of the Budget. Alter-
native sources of revenue will have
to be found to make good this deficit.
For another, it is part of the under-
standing with the I. M. F. that the
FEECEs system should be improved
leading to a further devaluation of
our currency to what that institution
considers is a reasonable level in
keeping with international prices.
The I. M. F. is firmly of opinion that
the present imbalance of payments
can only be set right by a further
devaluation. The Government has
not accepted this proposition. We
are still in the process of negotia-
tions and I hope to convince the
L M. F. that a further devaluation is
not the solution to our problem.

Meanwhile, we have endeavoured
to make certain adjustments within
the limits permitted to us. Certain
changes have been made where I
think the FEECs scheme has its most
adverse incidence.

The following items will be exempt
from FEECs:

1. Books and Periodicals 2

2. 2-Wheel tractors,
and spares ;

3. Cotton Yarn, Raw Cotton.

implements

At the same time, in order not to
lose the revenue from FEECSs the fol-
lowing which are now exempt from

FEECs will be subject to the
surrender of FEECs :
(a) Sugar

(b) Imports of Sri Lanka Sugar
Corporation

(e) Mgize
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(d) Imports of the Ceylon Trans-
port Board and the Ceylon
Electricity Board.

I am also making some adjustments
in regard to invisible receipts and
payments.

MONETARY POLICY
Savings Institutions

The reorganization of savings ins-
titutions has been a long-felt need in
Ceylon. Mr. Speaker, you will recall
that in the Budget Speech for 1964-65,
I had directed my mind to this very
same problem. The existing public
sector savings institutions, namely
the Ceylon Savings Bank, the Post
Office Savings Bank and the National
Savings Movement have not been able
to adapt themselves to changing con-
ditions. More specifically, their pro-
cedures are hopelessly inadequate to
cope with the tremendous task of
savings mobilization ; in consequence
they have fallen far short of the stan-
dards of modern savings banking. In
an attempt to correct this position, it
is not sufficient merely to change the
personnel of these institutions or to
introduce ad hoc administrative
reforms. What are required are more
fundamental changes.

Savings banks abroad are, today,
competitors with commercial banks.
In Ceylon, savings banks have not
embarked on any aggressive policies
of savings mobilization, with the re-
sult that they have not been able to
offer any competition to commercial
banks. Apart from this deficiency, the
banks have not even realized the im-
portance of simplification of with-
drawal procedures with a view to
attracting more customers.

In this background, and in view
particularly of the importance of
savings in the development effort of
the country, I propose to create a new
institutional framework in the form
of a National Savings Bank, within
which new ideas can be nurtured for
the maximum mobilization of the
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savings of the community for financ-
ing economic development. A draft
Bill for the establishment of this
Bank has already been prepared and
will be presented to you shortly. Its
purpose is to amalgamate the func-
tions of the three savings institutions
now in existence into an improved
institutional framework. The new
Bank will carry a high standard of
management skill and will provide
variety in the savings facilities
offered to the public so that the pre-
ferences of different classes of depo-
sitors, particularly those in the rural
sector, could be effectively exploited.
It will also co-ordinate the function of
management of savings with actual
promotional work to ensure better
planning of savings promotion pro-
grammes.

Mr. Speaker, I am confident that the
establishment of this new Bank with
its more aggresive savings promotion
programme, will assist in siphoning
away part of the currency holdings of
the people which constitute a poten-
tial sources of spending, which in the
context of the persistent shortage of
consumer goods would cause infla-
tionary pressures. While this may not
be regarded as a primary objective of
the proposed Bank, it will certainly
be an attendant benefit of its
activities.

I also envisage that the new Bapk
will open branches and agencies
throughout the country. These bran-
ches will provide a greater variety in
the types of accounts; some of the
more important being ordinary
accounts, fixed accounts, school
savings group accounts and housing
accounts.

Credit Institutions

Mr. Speaker, the rationalization of
the long-term credit institutions of
the public sector is also a pressing
requirement. Today we have the State
Mortgage Bank and the Agricultural
and Industrial Credit Corporation
concentrating mainly on the provision
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of finances for agricultural develop-
ment. The totality of these opera-
tions lacks co-ordination and purpose;
a consequence of which is a con31der-
able amount of duplication, particu-
larly in the form of an under-utiliza-
tion of a type of expertise which is
scarce in Ceylon. In making overall
changes to the public sector credit
operations, I propose to maximize the
uses to which the existing institutions
will be put. With this end in view, it
is my intention to amalgamate the
State Mortgage Bank and the
Agricultural and Industrial Credit
Corporation into what would be
known as the Agricultural Develop-
ment Bank, to provide credit for
agricultural purposes only.

Mr. Speaker, there will also be
established a National Development
Bank the chief function of which will
be to provide medium and long-term
credit for industrial, agricultural and
commercial development in the
public sector. This Bank will
embrace the whole field of public
sector development and will provide
a variety of services such as lending,
pioneering and promoting, under-
writing, management and interme-
diary loans and technological exper-
tise. It would, therefore, follow that
the National Development Bank will
pay regard to national interests and
priorities, notwithstanding the high
risk component. The need for a
strategy of this type is all the more
pronounced by reason of the fact that
emphasis has been laid by the
United Front on the importance of
the Public sector in the economic
development of the country. The
establishment of this Bank will have
the added advantage of eliminating
the pressure hitherto placed on Gov-
ernment finances. The new Bank will

be a wholly owned subsidiary of the
Central Bank.

The Development Finance Cor-
poration of Ceylon as presently
constituted, is a private sector insti-
tution, motivated primarily by
prospects of commerecial profitability
and for this reason cannot be
expected to undertake the role of
pioneer and promoter on a seale that
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national interests require. Never-
theless, as I have indicated earlier,
the provisions of the D.F.C.C. Act
have thrust upon the Government
the heavy  responsibility of
guaranteeing its loans from foreign
institutions without providing Gov-
ernment a corresponding degree of
control over its activities. This is a
very unsatisfactory position for the
Government to find itself in, particu-
larly in view of the fact that Govern-
ment’s commitment in its capacity as
guarantor of D.F.C.C. loans is
currently as much as Rs. 72 million.
For this reason I am at present
negotiating with the World Bank
authorities to rectify this anomaly. In
the alternative it is my intention to
unfetter the Government from this
responsibility through a suitable
amendment to the D.F.C.C. Act. The
area of private sector industrial
development will in this event be left

open for the D.F.C.Cs lending
operations.
The rationalization of credit

institutions would also necessitate
the establishment of an Export-
Import Bank. Its functions will be
primarily to service the export of

non-traditional goods and to provide
services for persons who do not nor-
mally have access to the commerecial
banks. These functions will be
directed not so much towards the
development programme in agricul-
ture, industry or commerce but to the
facilitation of the movement of goods,
such as export credit guarantees not
handled by the larger institutions. I
also envisage the possibility of this
Bank engaging itself in the search for
new export outlets and market re-
reach both in Ceylon and abroad on
behalf of its clientele. It is my view
that this Bank, in course of time, will
be able to offer expertise which would
stand our export diversification pro-
gramme in good stead. It has the
obvious social benefit of being able
to lend itself to accommodating
entrepreneurs of somewhat smaller
stature than that of those who nor-
mally constitute the clientele of the
better-known commercial banks.
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The predominance of the Bank of
Ceylon and the People’s Bank in the
development of the banking sector of
the economy will continue to be
preserved. I propose to provide
these two Banks with more powers
than they have hitherto enjoyed, so
That they could play a wider and
more effective role in financing
economic activity as state institutions.
The proposal changes that will take
place in these two institutions will be,
briefly, the enlargement of their
capital structures, an increase in the
limit of loans granted without
security, the ability to lend on the
basis of Government guarantees
where the usual criteria for credit-
worthiness cannot be satisfied and the
elimination of the very strict criteria
hitherto adopted by these Banks in
relation to security for loans granted.
These changes are broadly consistent
with the recommendations of the res-
pective Royal Commissions which
examined these two institutions. In
so far as the Bank of Ceylon is con-
cerned, certain provisions which have
become redundant by reason of the
nationalization of this Bank will be
removed and the relevant provisions
of the Finance Act of 1961 specifically
incorporated. It would perhaps be
pertinent to mention here that the
commercial banks will, apart from
their normal activities, also lend
themselves to credit activities where
the specialized agencies mentioned
earlier cannot for some reason or
other meet a particular demand. In
other words, the Bank will carry a
residuary obligation towards agricul-
tural, industrial and commercial
development, whether it be through
the public sector or the private sector.

Control of Hire Purchase Companies

In addition to the adoption of the
policy outlined earlier, it is also pro-
posed, as a necessary concomitant, to
control the activities of hire purchase
and finance companies in Ceylon.
Deposits with finance companies rose
from a figure of Rs. 11.5 million in
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September 1967, to Rs. 41 million at
the end of September 1969. The
continuance of this trend is likely to
enhance the importance of finance
companies in the financial system of
the country. I therefore propose to
introduce legislation necessary to
control the activities of these insti-
tutions, particularly to ensure the
efficacy of general monetary policy
provide for regulatory equity in the
treatment of competing groups of
financial institutions and to ensure
the liquidity and solvency of such
institutions to protect the interest of
depositors.

Amendments to the Monetary Law
Act

Amendments to the Monetary Law
Act in this financial year will include
provision for a Deposit Insurance
Scheme. This scheme is intended to
induce depositor confidence in banks,
a need that is particularly important
to rural banks which are not full-
fledged banking institutions and the
great majority of whose depositors
would be peasants living in remote
areas. In so far as established com-
mercial banks are concerned, partici-
pation in the scheme would be
optional. The salient features of the
Deposit Insurance Scheme are that it
will be concerned only with private
deposits, will be open at all commer-
cial and rural banks and other insti-
tutions accepting deposits from the
public, and will be administered by

the Central Bank of Ceylon.

The Monetary Law Act will also
be amended to co-ordinate policy on
the location and establishment of
new branches of commercial banks.
This is necessitated by the fact that
competition between branches of
banks to an excessive degree is not
necessarily in the national interest.
The establishment of bank branches
in the future will, through this
amendment, be with the approval of
the Monetary Board.
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Employees’ Provident Fund

I also propose certain widespread
changes in the implementation of
the Employees’ Provident Fund Act.
There will be a change in the rates
of contribution both by the em-
ployee and the employer and the
present coverage of the E.P.F. Act
will be extended by lowering the
present limit to include establish-
ments with single employees ; and
all casual employees. The revised
rates of contribution will be 6 per
cent by the employee and 9 per
cent by the employer as against the
existing rate of 4 per cent and 6 per
cent respectively. This change will
be implemented by suitable amend-
ments to Sections 10 (1) and 10 (2)
of the E.P.F. Act. The extended
coverage will be implemented by a
Regulation under Section 10 (3) of
the Employees’ Provident Fund Act,
whilst there will be an amendment
to Section 47 of the Act to bring in
casual employees within the frame-
work of the law.

Apart from these principal
changes, I also propose to- facilitate
the collection of arrears by the
Labour Department and the Central
Bank. At present there is approxi-
mately Rs. 12 million in arrears. I
propose to introduce a suitable
amendment to Sections 37 and 38 of
the Employees’ Provident Fund Act
to give the Commissioner of Labour
powers comparable to those enjoyed
by the Commissioner of Inland
Revenue under Section 111 of the
Inland Revenue Act.

It is also proposed to introduce a
graduated rate of surcharges on
arrears to replace the flat rate that
is now in existence. The revised
zchgeme will be on the following
asis: —

Arrears in respect of one month

will carry a surcharge of 10 per
cent ;

Arrears in respect of 2-3 months,
a surcharge of 15 per cent ;

Arrears in respect of 3-6 months,
a surcharge of 20 per cent :

and Arrears beyond 6 months, a
surcharge of 25 per cent:
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This measure, I am confident, will
be an adequate deterrent against
the non-remittance to the Central
Bank of the contributions due to
employees from employers.

Interest rates

Mr. Speaker, the compulsory
savings schemes applicable to tax-
payers, which I have described
earlier, would not affect the wvast
majority of people in the rural
areas. It is therefore necessary to
devise some measure which would
attract savings from this sector. The
establishment of the National Sav-
ings Bank cannot be accomplished
forthwith.

As an interim measure, therefore,
I propose to double the rate of
interest on savings deposits with
the Post Office Savings Bank from
the present level of 3.6 per cent to 7.2
per cent per annum. In view of the
large volume of work involved in
computing the interest due on indi-
vidual accounts, the new rate of
interest will be applied with effect
from 1st January 1971, when the
new accounting year of the P.O.S.B.
commences. A gazette notification
under Section 7 of the P.O.S.B.
Ordinance will be issued shortly to
this effect. I also propose to in-
crease the rate of interest payable on
5 to 7T year Government securities
from the present level of 6 per cent
to 9 per cent. I expect that with
the increases in the savings deposit
rate and the 5 to 7 year bond rate,
interest rates in the rest of the
economy would move up.

Motor Vehicle licence fees

Mr. Speaker, the fees currently
levied by the Motor Traffic Depart-
ment appear to me too small in
return for the services that are
provided by the State. Accordingly,
I propose to revise the following:—

(i) Transfer fees on cars, lerries
and motor coaches

(ii) Driving licence fees
(iii) Extension of driving licences

(iv) Annual licences on motor
vehicles.

Regulations giving effect to these

proposals under the appropriate

authority will be gazetted shortly.
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Revision of Postal & Telecommuni-
cation Charges

Mr. Speaker, certain categories of
postal and telecommunication rates
have been revised ad hoc from time
to time. There has, however, been
no comprehensive review under-
taken, taking into account the over-
all revenue and expenditure position
of the Postal and Telecommunica-
tion Department. Estimates of the
operational expenditure and revenue
of the Postal and Telecommunication
Department reveal that while opera-
tional expenditure in 1970-71 would
be approximately Rs. 70 million,
revenue, including hypothetical
revenue for work done for Govern-
ment Departments is Rs. 50 million,
resulting in a deficit of approxi-
mately Rs. 20 million between the
“ operational expenses” and esti-
mated cash revenue. If hypothetical
revenue from other Government
Departments is excluded, the deficit
is estimated to increase by another
Rs. 14 million.

A committee of officials appointed
by the Honourable Minister of Posts
and Telecommunications has exa-
mined and reported on the revision
of postal rates. This report has
taken into consideration the various
factors that have contributed to the
increase in the cost of operating
postal services since the last revision
was made.

Having considered the report of
that Committee, I propose, with the
concurrence of the Honourable
Minister of Posts and Telecommuni-
cations, to take steps to eliminate as
far as possible the deficit between
the operational expenses of this
Government enterprise and the
estimated cash revenue.

In the revision of the postal and
telecommunication rates, I do not
propose to alter the current postal
rate on inland letters and postcards.
I do, however, intend raising the
inland postal rate on newspapers,
parcels, registration, insurance and
express letters. I am taking this
opportunity to increase the postal
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charges of foreign mail, inland
telegrams, telephone charges, both
local and trunk calls and rentals.
As an indicator of these increases. I
would like to mention that the
revision of foreign postal rates is
within the limits of rates prescribed
by the Universal Postal Union. The
first ten words of inland telegrams
would cost 75 cents as at present but
each extra word thereafter would
cost 10 cents instead of the current
rate of 5 cents. The cost of local
telephone calls would increase by
9 cents both in Colombo and in the
outstations, and the cost of trunk
calls calculated on the basis of 14
steps in the rate structure would be
reduced to 5 steps and the special
night rate confined to calls between
9 pm. and 6 am. The rental on
business telephones in the Colombo
Area, which was last revised in 1961
and was excluded from the tele-
phone rental revision of last year,
would be increased by Rs. 100 per
annum, while the rental on private
telephones would be increased by
Rs. 50 per annum.

Contributions from State Corpora-
tions

There has been a phenomsznal
growth both in the number of and in
the activities covered by State cor-
porations and statutory boards since
the first few industrial corporations
were set up in 1957. According to
the published Accounts of the
Government for the financial year
1968-69, there were no less than 50

corporations, boards and joint stock
companies to which the Government
had made capital contributions and/
or loans amounting to some Rs. 2,318
million. Of this sum, about Rs. 871
million has been invested in the River
Valleys Development Board, Rs. 175
million in the Ceylon Transport
Board, Rs. 53 million in the Port
(Cargo) Corporation, Rs. 35 miliicn
in the State Plantations Corporaticn
and Rs. 86 million in the Ceylon
Fisheries Corporation while a little
more than Rs. 1,000 million has been
invested in 21 industrial corporations.
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Even though it would not be
reasonable to expect a direct return
on capital from develepment corpora-
tions like the R. V. D. B., the returns
from most trading and industrial cor-
porations and boards have been
extremely disappointing. There are
numerous reasons for this state of
affairs, the most important being that
there has hitherto been no business-
like approach to the management of
most corporations.

With the increasing emphasis which
the United Front Government is
placing on the participation of the
public sector in the development of
the economy and the progressively
larger resources which will be
diverted to the public sector for
capital formation, this state of affairs
can no longer be allowed to continue.
State corporations and statutory
boards must be efficiently managed
with a view to ensuring adequate re-
turns to the State on the investments
which are being made at such great
sacrifice by the people of this country.
These returns could in turn
supplement the Government’s resour-
ces for further investment
and so contribute to the goal
of self-sustained growth in the
country. The present basis of allow-
ing Boards of Directors of Govern-
ment corporations to determine the
manner in which profits may be dis-
posed of to General or Specific Re-
serves of the corporations and then
to pay the balance, if any, of such pro-
fits to the credit of the Consolidated
Fund is clearly wunsatisfactory both
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trol and general revenue. I, there-
fore, propose making provision in the
Finance Bill for the net annual pro-
fits of these corporations, after
charging depreciation and providing
for tax liabilities to be applied for
the following purposes in that
order : —

(i) for the payment to the Consoli-
dated Fund of such sum as
may be determined by the
Minister of Finance in consul-
tation with the Minister con-
cerned ;

(ii) for such other purposes

including the payment of a

bonus to employees oi the

Institution as may be

determined by the Board with

the approval of the Minister
concerned ;

and (iii) the balance of such annual
profits for payment to General
and Special Reserves.

In respect of the current year, I
have, with the ascistance of my
Ministerial colleagues, set down a tar-
get of not less than Rs. 60 million as
contributions to the Consolidated
Fund from boards and corporations in
which capital has been invested by
the Government. The surpluses
after tax which I expect to collect
as revenue to the Consolidated Fund
from the various institutions are set
out below :

Rs. Million

C. W.E. -5 15
Insurance Corporation 5
Electricity Board 5
National Textile Corporation 2
Cement Corporation .. 10
Petroleum Corporation 10
Ceramics Corporation 3
Salt Corporation 0.5
Plywoods Corporation 0.3
Steel Corporation o 2
Eastern Paper Mills Corporation 2
Tyre Corporation : 4 P 2
Mineral Sands and Paranthan Chemical Corporations 0.3
Sri Lanka Sugar Corporation 1
Fertilizer Corporation 0.5
Banks and Joint Stock Companies 0.75

Total (Approximately)  ..60.00
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A sum of Rs. 15 million has already
been taken into account in preparing
the Revenue Estimates for 1970-71.
The additional Rs. 45 million will

therefore be available to finance the
deficit.

The corporations concerned will be
required to pay the contributions
expected of them in cash to the
Treasury in four equal instalments at
the end of December 1970, March,
June and September 1971.

Revision of Port Charges

When the rupee was devalued in
1968, the existing port charges were
not revised and as a consequence we
continue to incur a loss of foreign
exchange. It is therefore proposed to
raise port charges by approximately
25 per cent so as to bring the foreign
exchange earnings from this source
to the pre-devaluation level. At the
same time, action will be taken to
rationalize the operation of certain
other services provided by the Port

by introducing more realistic
charges.

Broadly speaking, these charges
will include a revision of the entering
dues, over-hour dues. Pilotage
charges, tonnage dues, alongside
berth charges, dock charges, tug

charges and buoy rent charges. The
details of the new rates will be
announced in a Gazette Notification
that will be published shortly.

Bank Debits Tax

Mr. Speaker, the Bank Debits tax
which was originally introduced in
the financial year 1957-58, and
brought into force by the Bank
Debits Tax Act, No. 42 of 1957, was
repealed in 1965. I propose to re-
introduce this tax, and legislation to
this effect has already been passed
by this House. The removal of the
tax in 1965 has had no effect on the
quantum of cheques in use. There is
no reason to fear that the introduc-
tion of this tax will have any adverse
effects on the cheque habit. As you
are aware, the provisions of the new
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Bill call for a levy on the total
amount of withdrawals made in each
calendar month against each current
account maintained in commercial
banks. Provision has, however, been
made for particular classes of debits
to be exempt from this tax.

Transport

I have given considerable thought
to the Ceylon Government Railway.
This institution has become an
intolerable burden on the taxpayer.
Excess of expenditure over revenue
in the present year would be in the
neighbourhood of Rs. 40 million. I do
not think this should be allowed to
continue. My Colleague, the Minister
of Communications, proposes to
effect radical improvements and
changes both in the organization and
administration as well as in the
operational patterns and practices of
the Ceylon Transport Board and the
Ceylon Government Railway. In
doing this, the participation of the
workers of both these concerns will
be enlisted through their elected
Employees’ Councils. It is expected
that these improvements will result
in making both the C. T. B. and
C. G. R. self-financing concerns. In
the C. T. B. in particular, an unpre-
cedented improvement is expected in
the bus services. In order to help him
carry out these far-reaching propo-
sals, I have with the sanction of the
Cabinet proposed to cancel all prior
obligations with regard to debt
payments, the payment of annuities,
ete.

It will be noted that I have not
included the railway or bus transport
in the contributions they have to
make like the other corporations to
the revenue of the Island. I propose
to discuss with the Minister of Com-
munications and arrive at an
arrangement by which these two
institutions will also contribute their
share towards the revenue of the
Island.
Amendments to the
Ordinance

Stamps

There is no provision in the Stamps
Ordinance for the issue of a formal
notice to a party requiring him to pay
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stamp duty and penalty by a specific
date. There is also no provision for
an appeal and for the disposal of
such an appeal. Furthermore, the
only means to recovery provided is
through the filing of a plaint in the
magistrate’s court. It has also been
found in practice that where recovery
action fails against one party through
an instrument, the existing provi-
sions do not make it possible to resort
to recovery from other parties to the
instrument.

In view of the foregoing, I propose
that the Stamps Ordinance be

amended to provide for—

(i) the issue of a formal notice to
pay by a due date;

(ii) appeal on such a notice and

the disposal thereof as
provided in the Inland
Revenue Act and the

Finance Act ;

(iii) a similar process for recovery
as provided in the Inland
Revenue Act;

(iv) the inclusion of the duty to be
recovered from any person

who is a party to an
instrument.
I would 1like to take this

opportunity to also increase the
stamp duty payable on a Sight Bill
of Exchange from 6 cents to 15 cents
and the stamp duty payable on
Usance Bills from 50 cents to Re. 1
per Rs. 1000 or part thereof. These
rates have remained unchanged for
over 25 years and these revisions
would, in addition to bringing in
revenue to the Consolidated Fund,
bring in foreign exchange.

Temporary Residence Tax

It is also proposed to re-introduce
the provisions of the Temporary Resi-
dence Tax Act, No. 36 of 1961, which
was repealed under the previous re-
gime. The rationale for the imposition
of this tax is twofold : firstly, there is
the need for every non-citizen profi-
tably employed or having a business
in Ceylon to pay a tax for the social
benefits that he receives in ‘the form
of the rice subsidy, free schooling for
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children and free medical aid; and
secondly, as an incentive for as many
visa holders as possible to leave
Ceylon on their own. There is, in
addition, an advantage from the
revenue angle in the revival of these
provisions. There will, however, be
provision for the exemption of certain
categories, including those covered by
the Indo-Ceylon Agreement of 1964,
who have been issued with residence
permits under the Indo-Ceylon Agree-
ment (Implementation) Act. The
levy under the new provisions will be
Rs. 500 per annum.

A Bill for this purpose will be
presented to you shortly.

Uniform Accounting Period for the
Public Sector

Mr. Speaker, at present public cor-
porations and statutory boards in the
public sector have different account-
ing years, while the Government it-
self has its own financial year ending
on 30th September, and the foreign
exchange budget works to the
calendar year. The use of different
accounting periods creates, on the one
hand, difficulties in the comparison of
results, and problems in relation to
apportionment of figures to satisfy
different requirements in the other,
leading to unnecessary clerical work
and errors and inconsistencies.

The Government has, therefore,
decided to adopt the calendar year as
the standard accounting year for the
whole public sector in the future. The
change would be made effective from
1st January, 1972, so that the Govern-
ment as well as public corporations
and statutory boards would have time
to adjust their accounting systems.

In the transitional period, where the
accounting year of a corporation or
statutory board ended on a date prior
to 30th September, all such corpora-
tions or statutory boards would pre-
pare a set of accounts for the period
ended 31st December 1971. In the
case of Government and where a cor-
poration or statutory board ended its
financial year on a date on or after
30th September, separate accounts
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need not be prepared for the period
ended 31st December 1971, but the
accounts for this period should
be submitted along with the
accounts for the calendar year 1972.

These changes will be made effec-
tive through the Finance Bill for
1970-71 which I shall be tabling
shortly.

Tax collections arising from demonetization

Business turnover tax

Excise duties (cigarettes, beer and bottle toddy)

Rationalization of the import duty structure

Capital levy

Licence fee on motor vehicles
Bank debits tax

Temporary Residence Permit tax

Revision of postal, telegraph and telephone charges

Increase in Port charges
Special levy on Corporations

Increased export duty on Graphite

Mr. Speaker, this figure, I might
explain, does not reckon with a num-
ber of tax reliefs and exemptions
which I have provided, as the revenue
consequences of these are insignifi-
cant. Accordingly, the above propo-
sals are the ones which would affect
the current account deficit of Rs. 232
million at pre-Budget rates of taxa-
tion. I am conscious of the fact that
most of these revenue proposals
would be in operation for only three-
fourths of the financial year and, as
such, in bringing the current account
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SUMMARY

Mr. Speaker, Before I conclude
may I, for the information of honz
Members of this House and yourself
summarize the revenue implications:
of the various proposals that I have
placed before you.

Rs. Million
100

29

25

60

5
7
20
4
15
7
45
1

328

deficit I prepose to allow for a loss
of one-fourth of this revenue, except
in the case of tax arrears arising from
the proposed demonetization. Accord-
ingly, the receipts from these propo-
sals over the rest of the financial year
would approximate Rs. 271 million,
leaving a surplus of Rs. 39 million on
the current account.

Mr. Speaker, let me now summarize
the non-tax proposals which would
be used for financing the overall bud-
get deficit.

Rs. Million

E. P. F.—Increase in rates, extension of coverage and

collection of arears

70

Increase in holding of Government securities consequent

on the special levy on Companies and surtax on

individuals )

Increase in holding of Government securities consequent

on revision of interest rates

I anticipate that in the case of the
increased collections from the E.P.F.
only half year’s collection would ac-
crue towards financing the overall

105

30

budget deficit in the current financial
year. Hence, a net sum of Rs. 170
million would be available for this
purpose. -
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In sum, therefore, the overall bud-

get deficit of Rs. 604 million at pre-
budget rates of taxation which I men-

Overall budget deficit (at pre-budget rates of taxation)
Less : revenue from tax proposals in the finanecial year

Less : non-tax financing proposals

Mr. Speaker, you may recall that
earlier in my speech I mentioned that
a sum of Rs. 450 million would be
available through the generation of
counterpart funds towards financing
the overall budget deficit. I propose
during the course of the financial year
to obtain a further sum of Rs. 75 mil-
lion from socialist countries by way
of commodity aid. The rupee funds
generated from these aid imports
would also be utilized towards financ-
ing the overall budget deficit, which
would ultimately leave a net deficit
of Rs. 88 million. This amount I pro-
pose to finarce through the issue of
Treasury Bills to the banking sector.
I am also confident that this figure is
consistent with the emerging magni-
tudes for the overall monetary and
foreign exchange stability of the
economy.

Conclusion

I apologize to the House for so
sorely trying the patience of the Hon.
Members. I was conscious of the
length of this speech but I thought
it better to give you as comprehen-
sive an account as possible rather
than curtail it at the expense of
clarity.

I have endeavoured to place before
the House the true financial and
economic situation in the country. I
have not tried to conceal our difficul-
tles or minimize them. I have
indicated broadly the manner in
which we can tide over the present
stresses. I have urged that this is not
an exercise which one section of the
people can accomplish. It is our joint
endeavour that would enable us to
overcome the ills that beset us.
Some of these ills are of our own
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tioned earlier, would be reduced as

follows : —

Rs. Million

604
271

333
170

163

making, others have been imposed on
us by circumstances beyond our
control.

Whatever the obstacles and hur-
dles and howsoever they may have
arisen, we shall by our common and
co-operative endeavour overcome
them. We must be equal participants.
I have therefore spread the burdens
as thinly as possible on those less
favourably placed and a little more
thickly on those more favourably
placed. We cannot shirk our
responsibility.

We made a solemn pact with the
people of Sri Lanka on the 27th May,
1970. We pledged to carry forward the
progressive advance towards the
establishment of a socialist demo-

cracy that was begun in 1956 under
the leadership of the late Mr. S. W.
R. D. Bandaranaike. This socialist
democracy was “to inspire, organize
and unite all sections of the people
so that they may attain individual
and collective well-being and happi-
ness by continuously raising the
level of industrial production, and
by distributing what society pro-
duces in the most just and equitable

way ”. It is my earnest hope that
this budget would be the summons
to fulfil that solemn pledge.

A word of thanks to everyone who
helped me in preparing this budget.
From the smallest to the highest.
From the peons to the typists and
translators who spent innumerable
night working incessantly to com-

plete this work.
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(The Hon. K. B. Ratnayake
I move,
“That the Debate be now adjourned.”
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Question put, and agreed to.
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The Debate stood adjourned accordingly.

Debate to be resumed on Sunday,
1st November, 1970.
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(Mr. Speaker)

1970-71 8sdk» emYPurf ey
1 80 96 ex¥dn &B® wleny s
e gl Hed & @Eluny WHSOO A
cebhy ) D BwEO® tcxils 1970
6252 EAE @ 4 B A exd LD
cd Bewddm ¥ eFaced
e ¢d» CeRsT®I it s ¢
ATy @R B8® wdery @Edury WO
el Dm 1970 508 B 8§ dB
@8 Gl 80 eBd e ®O Cie
8w wm D csYdp My emd.

Bewidm @538 VeHDC®

564
¢ B

I wish to announce to the House
that all amendments to be moved
during the Committee stage of the
Appropriation Bill, 1970-71, in respect
of Heads 1 to 96 should be sent to the
Clerk of the House of Representatives
by Wednesday, 4th November 1970.
Amendments in respect of the
remaining Heads should be sent to
him by Sunday, 8th November 1970.
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ADJOURNMENT

o Y. 8. ¥ NG

(Qaorras Cs. 19. 15pTWES)
(The Hon. K. B. Ratnayake)
I move,
“That the House do now adjourn.”
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Question put, and agreed to.
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Adjourned accordingly at

8.12 p.m. until 2 p.Mm. on Mon-
day, 26th October, 1970.
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