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In this volume, Ceylon is considered 
a typical example of the economic 
structure referred to as the export 
economy. Its economic development 
is examined as such. The main focus 
is on analyzing the structure of the 
export economy and studying its 
growth, especially with regard to the 
influence of structure upon growth. 

The economy of Ceylon is studied 
from the dawn of its economic his¬ 
tory—in the 1840’s—up to the pres¬ 
ent. All parts of the 120-year period, 
however, are not studied with equal 
intensity. The period from the 
1840’s fo World War II is of interest 
primarily as a “classical” back¬ 
ground. The economic changes with¬ 
in that period were typical of the 
type of economic systems found in 
a large number oi Asian, African, 
and Latin American economies dur¬ 
ing the late 19tb and early 20th 
centuries. 

The 1940’s are examined in in¬ 
creased detail as the period in which 
the forces that produced the “revolt” 
against the export economy began 
to gather force. The main span of 
interest, however, is the one which 
begins with independence in 1948. 
As a result of the “revolt” the econ¬ 
omy entered into a period of funda¬ 
mental transition. The nature of the 
attempt to make this transition a 
successful one in the sense of ac¬ 
celerating national economic de- 
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Preface 

Before asking the reader to plunge into a volume as large as 

this one, an author should make some attempt to explain what it 

is he thinks his book is trying to do and for whom it is written. 

The title of this volume, like most titles, is to some extent mis¬ 

leading. By referring to Ceylon, an export economy in transition, 

I intend to announce my goal of examining the economic develop¬ 

ment over a considerable stretch of time of one particular economy 

which I consider to be a fairly typical example of the type of eco¬ 

nomic structure which has already been identified and referred to 

as the export economy by Wallich, Levin, and others.1 The main 

area of interest of this book is to analyze the structure of the ex¬ 

port economy and study its growth, especially with regard to the 

influence of structure upon growth. This has involved studying 

the development of the economy from the dawn of its modern 

economic history, which is placed sometime in the 1840’s, up to the 

present day. Despite this lengthy period of interest, however, I did 

not intend to write an economic history of Ceylon. The approach 

used here has deliberately been selective in its choice of subject 

matter and limited in its methodology. The following points are 

called to the readers attention. 
All parts of the 120-year period just referred to are not studied 

with equal intensity. The long period from the 1840’s up to World 

War II is frankly regarded as being of interest primarily as a “clas¬ 

sical” background for the evolution of the economy in more recent 

times. This is not to imply that the early period is inherently un¬ 

interesting or to deny that the economy underwent important eco¬ 

nomic changes during this first century of its modern economic 

development. Some of the more relevant of these for economic 

growth and structure are in fact brought out in the text. What is 

contended is that all of these changes were quite consistent with 

the maintenance of the particular type of economic system referred 

to here as the classical export economy—“classical” because the 

main features of its enclave system of primary production were 

TIenry Christopher Wallich, Monetary Problems of an Export Economy 
(Cambridge: Harvard University Press, 1950) and Jonathan V. Levin, The 
Export Economies (Cambridge: Harvard University Press, 1960). 

vii 
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typical of those found in a large number of Asian, African, and 

Latin American economies during the Nineteenth and early Twen¬ 

tieth Centuries. As the text moves on to more recent times, the 

1940’s are examined in increased detail as the period in which the 

forces that produced what Levin has called “the revolt against the 

export economy” began to gather force. The main period of in¬ 

terest, however, is the one which begins with independence in 1948. 

As a result of the “revolt”—which can also be described as an at¬ 

tempt to reorient the economy towards comprehensive economic 

development—the economy entered into a period of fundamental 

transition, during which it moved ever farther away from the clas¬ 

sical pattern. The nature of the attempt to make this transition a 

successful one in the sense of accelerating national economic de¬ 

velopment, the advances made and the problems encountered, 

form the primary area of concern in this volume. The transition in 

Ceylon has not to date been a very successful one and during the 

early 1960’s it took on a somewhat different and grimmer tone. The 

account ends with some speculation about what future growth and 
structural transition is to be expected. 

In trying to analyze the evolution of Ceylon’s economy, certain 

types of explanatory forces have been singled out for emphasis, 

while others have been treated less thoroughly or ignored. The 

book generally limits itself to economics, bringing in political, social, 

psychological, and other influences only when they are most obvi¬ 

ously relevant to the economic analysis. Insofar as noneconomic 

forces are regarded as being important, this volume cannot claim 

to present a full explanation of Ceylonese economic development. 

Even within the general category of economic factors, there is some 

unevenness of treatment. The main emphasis has been placed on 

quantitative, macroeconomic materials, supplemented by more in¬ 

tensive study of key sectors and the main actions of the govern¬ 

ment. No attempt has been made to survey all types of economic 

activity. Short-run factors (e.g. problems of trade instability), 

monetary as opposed to “real” phenomena, and detailed considera¬ 

tion of policy questions have deliberately been eschewed. Instead, 

the efforts of the author have been concentrated on trying to anal¬ 

yze the main economic factors influencing the secular growth of 

Ceylon’s national output and the alteration of her economic 
structure. 

I hope that the foregoing volume will be of at least some value 

to three types of readers: those interested respectively in Ceylonese 

economic development, in the growth of export economies, and in 
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the development process in general. All three groups will presum¬ 

ably find something of significance for them in Chapter 1 of the 

book, which tries to bring out in explicit terms the main lessons of 

Ceylon’s economic experience for development economics. Their rel¬ 

ative interests in the remainder of the text and in the Statistical Ap¬ 

pendix, however, will probably vary. Ceylonese and others inter¬ 

ested in Ceylon per se will, I hope, find the entire work interesting 

and relevant, but others may not. The Statistical Appendix will be 

useful primarily to those who wish to have detailed quantitative 

information for use in further analysis of Ceylon’s economic de¬ 

velopment, individually or as part of a comparative study. How¬ 

ever, it is my hope that after going through Chapter 1 even readers 

who have no previous knowledge of Ceylon will see in it a fascinat¬ 

ing subject for a case study of the development of an export econ¬ 

omy and will want to read the entire volume. 

The debt which I owe to the many individuals and institutions 

who provided advice and assistance in the writing of this book is 

very great. It is with genuine pleasure that I single out the most 

important of these for special mention here. 

Without question my largest debt is to the Economic Center for 

affording me the rewarding experience of participating in its Coun¬ 

try Analysis Program. Particular thanks are due to Professors Lloyd 

G. Reynolds and Gustav Ranis for the unfailing helpfulness and 

confidence they have shown me. The Economic Growth Center is 

entirely responsible for the financing of this study, including the 

cost of a 13-month stay in Ceylon in 1962-63, as well as research 

and clerical expenses. 
Another institution which rendered especially valuable assistance 

was the Central Bank of Ceylon which, with its highly trained staff 

and fine library facilities, gave me an excellent informal base of 

operations during my period of field research. Other individuals and 

government departments in Ceylon whom I approached for assist¬ 

ance were invariably cooperative and helpful. The officers of the 

Department of Census and Statistics should be singled out for spe¬ 

cial mention in this regard. Finally, the Ford Foundation, my pres¬ 

ent employer, is to be thanked for providing typing services during 

the late stages of the work. 
A long series of research assistants and typists have helped in the 

mechanical aspects of assembling this volume. In the former cate¬ 

gory, Messrs. John McGowan, A.E.C. Fernando, James Neal and 

Andrew Pianim have assisted at various stages of the research. 

Many different people have typed parts of succeeding drafts of the 
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manuscript, but particular thanks are due for the large amount of 

work done by Mr. G.W. de Alwis, Mrs. Rosemary Ingham, Mrs. 

Margaret Oscanyan, and Mrs. Kim Symes. 

Finally, I must acknowledge the large intellectual debt that I 

owe to the friends and former colleagues who submitted to lengthy 

discussions of problems posed by various aspects of the study and 

read through all or part of the draft manuscript. Professors Gustav 

Ranis, Lloyd Reynolds, Richard Ruggles, and Gerald Helleiner of 

Yale, Professor Henry Oliver of Indiana University, Dr. Ponna 

Wignaraja of the World Rank, Dr. Ian vanden Driesen of the Uni¬ 

versity of Ceylon, and Mr. N.S. Karunatileke of the Central Bank 

of Ceylon read through all of an earlier draft and made a great 

number of useful comments. Other valuable discussions were pro¬ 

vided by Professors Donald Mead and Hugh Patrick of Yale. Mr. 

Etienne van de Walle of the Office of Population Research at Prince¬ 

ton University was kind enough to read over the demographic sec¬ 

tions and make a number of observations which have, I hope, 

improved them. To all of these persons I owe a profound debt of 

gratitude, as well as apologies if the ideas they expressed failed to 

find their way into the text or did so only in garbled form. In the 

final analysis, of course, the responsibility for all statements made 
in the book is fully my own. 

Kuala Lumpur, Malaysia 

August, 1966 

D.R.S. 
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Chapter 1 
4 

Economic Development 

and the Case of Ceylon 

The estate revolution that gripped Ceylon, a hitherto sleepy 

island colony which had been acquired by Great Britain from Hol¬ 

land some 50 years earlier, in the 1840’s was typical of the profound 

economic transformations wrought throughout the world by the 

rapid expansion of international trade during the nineteenth cen¬ 

tury. As it did in a host of other countries, the greatly increased 

flow of international commerce created in Ceylon for the first time 

on a substantial scale the chief characteristics of a modern economy: 

specialized, capital-using, wage labor-hiring production for a cash 

market, in this case a foreign market. In Ceylon the attentions of 

modern economic enterprise centered first on coffee, then on tea 

and, still later, rubber, all grown primarily within the confines of a 

plantation system. The particular nature of the product specializa¬ 

tion, however, is not the critical characteristic of Ceylon’s economy 

during this period. Rather, what is fundamental is the basic nature 

of the plantation system, which underwent relatively little modi¬ 

fication as it shifted its attentions from one crop to another. Viewed 

more broadly, plantation agriculture can be classed with the whole 

range of extractive industries which in various countries formed the 

basis of what can be called the classical export economy. As already 

noted in the Preface to this volume, colonial Ceylon formed an 

excellent example of this type of economic structure. The present 

chapter attempts to draw out the common characteristics of the 

export economy from the Ceylon case study presented in succeeding 

chapters and to highlight the main implications of the study for the 

analysis of development. 
For purposes of this examination of structural change and growth 

in the Ceylon economy, the economic history of the island since 

the 1840’s can usefully be divided into two or perhaps three periods 

of development (see Table 1-1). Like all attempts to divide history 

into unique stages, this one is liable to criticism on the grounds that 

there is substantial continuity between successive eras and that the 

1 
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4 Ceylon: An Export Economy in Transition 

break between them is not so sharp as is implied by the specifica¬ 

tion of distinct periods. However, like any useful identification of 

historical stages, the distinctions made here are based on the fact 

that fundamental, discontinuous changes did take place at certain 

times in the country’s development, with the new period in each 

case being basically different in some important ways from the old, 

however great the remaining similarity between them. 

This book takes little notice of the premodern period of Cey¬ 

lonese economic development. It begins with the establishment, 

from the 1840’s on, of the classical export economy. Like the later 

periods of development which followed it, the economic structure 

of this era is conveniently specified with reference to two types of 

criteria: the nature of the supply conditions of the factors of pro¬ 

duction and the pattern of economic flows among the sectors of the 

economy and between the economy and the rest of the world. 

As in so many other countries, the effect of international trade 

was to create a dual economy, that is, two broad sectors which dif¬ 

fered radically from each other in patterns of resource use and 

technology and which had relatively few economic interrelations 

between them. The modern sector, which centered around the 

estates but also included a variety of supporting commercial, finan¬ 

cial, transportation, communications, and other service activities 

undertaken by both the private sector and the government, de¬ 

pended mainly on foreign entrepreneurship, immigrant labor, and 

either imported or reinvested capital. It utilized just one important 

indigenous resource—extensive land suitable for the cultivation of 

tropical tree crops. This land and the cheap, plentiful immigrant 

labor were organized on modern commercial lines in a capitalized 

and technologically advanced but highly labor- and land-intensive 

system. The crops chosen had to satisfy two requirements: they had 

to be those for which there was a large and growing demand in the 

industrializing countries of the West and they had to be capable 

of being produced efficiently using large quantities of the easily 

obtained factors, land and labor. Once these two conditions were 

satisfied, the resulting returns to the relatively scarce factors, capital 

and entrepreneurship, were handsome indeed. How the modern 

sector of Ceylon’s economy, in its particular historical and geograph¬ 

ical context, obtained the factor supplies it required is described in 

Chapter 2. To summarize briefly, labor was available in virtually 

unlimited supply from impoverished South India, good land could 

at first be obtained at nominal cost and in practically limitless 

quantities from the colonial government (later, the supply of land 

worth cultivating at prevailing world prices for Ceylon’s crops was 
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exhausted), and capital as well was easily acquired, first from 

abroad, then increasingly through reinvestment of the large modern- 
sector profits. 

The impressive development of the modern sector which ensued 

had little immediate impact on Ceylon’s traditional sector, the eco¬ 

nomic life of the country which had existed prior to the coming of 

estate agriculture. The technology employed in traditional economic 

activity, which was overwhelmingly agricultural in nature, was 

ages-old and tradition-bound. The supplies of factors of production 

available to traditional-sector producers grew only very slowly. The 

labor force, held in a virtual balance of high birth rates and high 

death rates, increased at only about one percent a year. The supply 

of land was extended only very slowly and painfully. Capital accu¬ 

mulation took place mainly in its nonmonetized form and was slow 

in pace. As in so many other countries, the contrast between the two 

parts of the economy was striking and tended to persist stubbornly 

through time. The classical export economy was thus what has been 

called a dual economy. ■ 
Why did the rise of the estates in Ceylon create a dual economy 

and why did this condition persist through so long a period of the 

nation’s economic development? At one level of explanation, the 

answer is that there was scarcely any economic interrelationship 

between the two segments of the economy and hence the “spread 

effects” of modem-sector growth to the traditional sector were 

negligible. The products of the modern sector were of course sold 

abroad. The factors of production were similarly obtained from for¬ 

eign sources, except for estate land, most of which had been com¬ 

pletely unused or only lightly used by the traditional sector before 

the formation of the estates. Almost all the intermediate goods used 

by modern-sector producers and almost all the articles they con¬ 

sumed were imported. The forces of the market thus hardly came 

to play upon the traditional sector at all. There was little favorable 

“spread effect” of modern-sector development on the traditional 

sector, but neither was there much unfavorable “backwash effect.” 

The two sectors were virtually in different countries.1 

On a more fundamental plane, of course, one must ask why the 

economic dealings between the two sectors were minimal. The liter¬ 

ature of economic development offers two basic explanations of 

and" - 

1 

lrThe use of the terms spread ahd backwash to represent the external econ¬ 
omies and diseconomies respectively of the development of one sector of an 
economy on the rest of the economy or one economy on the rest of the world 
was originated by Gunnar Myrdal. See Economic Theory and Under-Developed 
Regions (London; Gerald Duckworth & Co., Ltd., 1957). 

J 
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dualism, the sociological and the technological. The leading expo¬ 

nent of social dualism, of course, is Boeke, whose essential thesis is 

that “Asians are different,” i.e., that their behavior is inherently 

incapable of being analyzed in terms of Western economic 

theory.2 The implication of immutable cultural differences present 

in Boeke’s thinking is rejected by most modern economists, who 

have criticized his work3 and provided a fundamental alternative 

to his main hypothesis. The alternative hypothesis, which has been 

referred to as technological dualism, is however less clearly ap¬ 

plicable to the case of estate versus traditional agriculture dualism 

than it is to a split between industry and agriculture in general.4 It 

states that factor proportions in the modern sector are either fixed 

by technical conditions at a highly capital-intensive position or 

are viewed as such by producers in the modem sector; traditional- 

sector factor proportions are variable; since labor is relatively plenti¬ 

ful, labor-intensive methods are used. Various writers5 6 have gen¬ 

eralized from this starting position and sketched out a process of 

economic development based upon capital accumulation in the 

modem sector, which progressively expands and gradually draws 

into its employment the labor surplus from the traditional sector, 

ending with the elimination of technological dualism itself. The way 

Ceylon and other economies in which the modern sector centers 

on plantation agriculture differ from this general picture is that 

even though labor is relatively more productive in the modem 

sector, the latter, too, is relatively labor-intensive, using from the 

start large numbers of unskilled laborers. The idea of a modern 

sector which does not require a large labor force is thus not ap¬ 

plicable here. The plantations did need a sizable labor force and 

we must ask ourselves why the indigenous traditional sector did not 

do more to satisfy the need. There appear to be two possible an¬ 

swers, between which it is difficult to choose (indeed, there is no 

reason to regard them as mutually incompatible): cultural factors 

and alternative economic opportunities. Ceylon in the mid-nine- 

2J. H. Boeke, Economics and Economic Policy of Dual Societies (New York: 
Institute of Pacific Relations, 1953). 

3E.g., Benjamin Higgins, “The Dualistic Theory of Underdeveloped Areas,” 
Economic Development and Cultural Change, January, 1956. 

4The notion of technological dualism has been developed by Benjamin Hig¬ 
gins, Economic Development (New York: W. W. Norton & Co., Inc., 1959), 
pp. 325-333. An earlier treatment was R. S. Eckaus, “The Factor Proportions 
Problem in Underdeveloped Areas,” American Economic Review, September, 
1055. 

6W. ^Arthur Lewis, “Economic Development with Unlimited Supplies of 
Labour,” The Manchester School, May, 1954; John C. H. Fei and Gustav 
Ranis, Development of the Labor Surplus Economy (Homewood Illinois: 
Richard D. Irwin, Inc., 1964). 
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teenth century was not a densely populated country. Moreover, it 

was favored by nature with a benevolent climate and advantageous 

conditions for the cultivation of the traditional peasant crops. Com¬ 

pared to the relatively easy life offered by nature to traditional-sec- 

tor producers, the wages paid by the early estates were probably not 

attractive. It was undoubtedly also true that there were elements 

in traditional Sinhalese culture, especially in the up-country, where 

it retained a purer form than it did in the low country, which had 

experienced long association with commercially minded Europeans, 

that created a dislike for wage labor. These attitudes were surely 

malleable, however; the essential reason why they did not change 

more rapidly is probably that, with a large supply of cheap Indian 

labor easily available, the estates never offered a wage which was 

high enough to attract large numbers of indigenous Ceylonese into 

the modern sector. This simple hypothesis about the relative returns 

to economic activity in the traditional and modern sectors appears 

to be a third possible explanation of dualism, since it rests on 

neither immutable cultural traditions nor on fixed capital-intensive 

technology in the modern sector. It can be applied, however, only 

to cases where ready access to immigrant labor held wages below 

levels which might have provided a bigger incentive for labor to 

move from the traditional to the modern sector. 

The growth potential of the classical export economy, as long as 

there is a foreign market for its modern-sector products and as long 

as its land and labor supplies hold up, is very great. This growth 

takes place primarily through the extension of plantation agriculture 

to ever-greater land areas, the immigration of a continuously grow¬ 

ing labor force, and the progressive reinvestment of sectoral profits. 

Since it takes place in response to world demand, economic growth 

is limited almost entirely to modern-sector production, which thus 

increases rapidly as a percentage of domestic output. To the extent 

that the proceeds of this increasing production are not remitted 

abroad, income levels within the modern sector rise correspond¬ 

ingly. The traditional sector, whose economic life has not been 

fundamentally transformed, shares little in the increase in national 

income (although the government may to a limited extent begin 

to serve as an instrument for broadening the distribution of the 

benefits from export production). Thus, it scarcely makes sense to 

talk about the growth of an export economy as such. Tire growth 

is virtually limited to the modem sector; it is really artificial to add 

the two sectors together and refer to the growth of the national 

economy, although somewhere along the line a long, slow process 

of transformation does begin in the traditional sector. 

The first check which the expansion of plantation agriculture re- 
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ceives is likely to be the gradual depletion of the supply of cheap 

land upon which it depends. The value of the land depends upon 

the price fetched by the end product in the world market, of 

course. During the twentieth century the growth of world demand 

for primary exports (with the notable exception of petroleum) has 

I tended to retard as time goes by. The demand for food products is 

income-inelastic and the demand for industrial raw materials, which 

was initially highly elastic, has become much less so as synthetic 

substitutes for the various natural products have been developed 

in the industrial countries. In consequence, the prices of primary 

products in international trade, while they have not necessarily 

moved adversely., relative to prices of industrial products as the 

Singer-Prebisch thesis suggests,6 * 8'" at least have generally ceased to 
rise.' This means that the supply of land which can profitably be 

planted with each crop is eventually exhausted and the pattern of 

k growth which has been known in the past must come to a halt. 

When export prices decline sharply, as they did in the 1930’s, the 

shock is of course severe. In any case, after the supply of good land 

is virtually used up further rises in output come to depend on the 

intensification of production through increased use of other factors 

relative to land and through improvements in technology. Plantation 

agriculture is by no means unamenable to technical change, as the 

experience of the estate industries of Ceylon and other export econ¬ 

omies shows, but the process of raising output by this means is still 

likely to be less dramatic than the production gains which were 

recorded in earlier times by the opening of vast tracts of land to 

estate enterprise. Thus, for both supply-side and demand-side rea¬ 

sons, the growth of export receipts has been much less rapid in the 
twentieth century than it was in the nineteenth. 

At approximately the same time as these changes in world market 

conditions and in the availability of factors of production at home 

took place, most export economies underwent some important non¬ 

economic changes which altered the whole direction of economic 

development and eventually created strong pressures for structural 

change. The main changes were political. The worldwide indepen¬ 

dence movement of the mid-twentieth century radically increased 

the demands made on the export economies by their citizens. As the 

governments of these countries passed into the hands of leaders 

6Among the many references are Hans Singer, “The Distribution of Gains 
between Investing and Borrowing Countries,” American Economic Review 
Papers and Proceedings, May, 1950 and Raoul Prebisch, “The Role of Com¬ 
mercial Policy in Underdeveloped Countries,” American Economic Review 
Papers and Proceedings, May, 1959. 
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with some sort of popular mandate, economic policy quickly de¬ 

veloped into what Levin has termed the revolt against the export 

economy.7 The failure of the classical export economy to provide 

sufficiently higher and more evenly distributed levels of income, its 

short-term instability, and even (irrationally) its mere association 

with colonialism came increasingly under attack. The pressures for 

faster economic growth and structural diversification grew. In Cey¬ 

lon as in many other export economies, demographic pressures were 

added to the political ones. Dramatic reductions in death rates with¬ 

out corresponding declines in birth rates brought rapidly acceler¬ 

ated population growth. This added urgency to the drive for faster 

income growth, which was invariably viewed as being impossible 

within the economic framework of the past. These political and 

demographic pressures so altered the environment for economic 

change that it is useful to identify a second major period of export- 

economy development, which begins with (though it was not 

primarily created by) World War II. About that time a new type 

of economic structure began to emerge; it might be called the de¬ 

velopment-oriented export economy, or, since it is still very much 

in a state of flux, the transitional export economy. 

The ways in which the transitional export economy differs from 

the classical form can conveniently be defined with reference to 

the Two criteria used earlier, the supply conditions of the factors 

of production and the pattern of intersectoral flows. Labor supply 

lost the flexibility it had possessed in earlier times, since national¬ 

ism led to the essential elimination of international migration; under 

the influence of rapid overall population growth, its rate of growth 

probably rose. The supply of land could, as in the recent past, be 

increased only with great difficulty and expense. Capital thus be¬ 

came a strategic factor in the growth process, as did technical 

change. The free private international capital flow of earlier days 

had largely died out and was only fractionally replaced by foreign 

economic aid. The export-sector surpluses which previously had 

furnished a principal source of investment finance remained, how¬ 

ever; capturing a large portion of these surpluses through taxation 

and using them to finance investment in other parts of the economy 

—peasant agriculture, industry, and overhead capital-came to be 

a fundamental principle of development strategy. Technical mod¬ 

ernization in both plantation and peasant agriculture began to be 

stressed. Invariably, the attempts to force the pace of economic 

’Jonathan V. Levin, The Export Economies (Cambridge, Massachusetts: 

Harvard University Press, 1960). 
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development and change its nature created pressures for the inte¬ 

gration of the economy, i.e., a breaking down of its dualism. 

Just what type of development strategy should be pursued in an 

export economy at this juncture and even whether a massive gov¬ 

ernmental effort need be launched at all are matters which have 

received extensive discussion in world economic literature and, of 

course, in the countries themselves. In part, the question is one of 

an apparent conflict between the neoclassical theory of international 

trade and more recent thought on the subject of economic growth. 

The neoclassical conclusion was that free international trade was 

invariably of benefit to all participating nations and, moveover, that 

it was an engine of economic growth. This nineteenth-century op¬ 

timism about the chances of a nation's enjoying simultaneously the 

maximum benefits of international trade and economic growth is 

jarringly inconsistent with the pessimism about the returns to de¬ 

veloping countries from international trade common in our own day 

and the emphasis in current development prescriptions on develop¬ 

ing production for the home market.8 This change in attitudes 

toward international trade is readily understood in the light of the 

two phases of development through which Ceylon and other export 

economies have passed. It is hardly surprising that conclusions 

based on the experience of the classical and the transitional periods 

respectively should be strikingly different. During the era of the 

classical export economy the advantages of international trade for 

both primary producing countries and the industrializing countries 

were evident; international trade theory based on static compara¬ 

tive advantage seemed to provide a suitable exposition of these 

gains. International trade was indeed an engine which produced 

the type of economic growth experienced by the export economies 

during their classical phase. As already noted, however, it was 

limited export-sector growth, not general growth of the entire econ¬ 

omy, which trade created. Around the middle of the present cen¬ 

tury, two things changed. As noted previously, one change was that 

on both the supply and the demand sides the income-increasing 

potential of primary production for export began to decline. More 

important, however, was the fact that the rate of economic growth 

8Chenery has stated succinctly the conditions required for a theoretical re¬ 
conciliation of trade and growth theory: ... it is necessary to discard 
[from neoclassical trade theory] the assumption of equilibrium in factor mar¬ 
kets, to allow for changes in the quantity and quality of factors of production 
over time, and to take account of internal and external economies of scale.” 
Hollis B. Chenery, “Comparative Advantage and Development Policy ” Ameri¬ 
can Economic Review, March, 1961, p. 46. 
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expected of the economy rose sharply. The revolt against the classi¬ 

cal export economy created a parallel revolt against neoclassical 

trade theory in its relation to economic growth. Diligent searching 

discovered shortcomings in the theory (see footnotes, above), which 

could be used as justification for intervention in international trade. 

Intellectual weaknesses of the neoclassical theory aside, increasing 

external imbalance resulting from the accelerated growth of aggre¬ 

gate demand (itself caused by imperfectly executed efforts to raise 

the growth rate of real output) forced many transitional economies 

into a position of increasing protectionism.8 9 The pressing question 

of the hour came to be that of development strategy: what economic 

policy would provide the greatest increase in the growth rate? In 

particular, since capital was the scarcest factor of production, what 

allocation of investment was optimal? A bewildering variety of in¬ 

vestment criteria were put forth in economic literature. Granted that 

the seeming conflict with international trade theory could be re¬ 

solved by following the nation’s dynamic comparative advantage 

(i.e., one based on true alternative costs to society of the various 

factors of production and on future factor endowments, taking ac¬ 

count of potential external and internal economies of scale), how 

was that to be discovered? 

In Ceylon, policy makers wrestled with this problem, but to no 

avail. At various times, attempts were made to justify the allegedly 

inherent superiority of industry over agriculture (or vice versa), 

of export production over production for home use (and the re¬ 

verse), and so on. No completely convincing answer to the dilemma 

was ever found, although it is clear from the discouraging failures 

encountered in Ceylon’s case that the policies actually followed were 

hardly optimal. Indeed, there is probably no simple, general solu¬ 

tion to the problem. The location of an export economy’s dynamic 

comparative advantage doubtless depends heavily on the nation’s 

particular present and likely future resource endowments. Country 

size also enters in. For large countries the possibility of exploiting! 

dynamic external economies through a policy of balanced growth 

may hold some appeal but for small countries such as Ceylon and 

most other export economies (small in terms of population and, in 

the immediate future at least, income) considerable specialization 

is necessarily a part of any sound long-term strategy. Like most of 

the other small countries which are seeking a viable alternative to 

the classical export economy, Ceylon cannot hope to expand all 

8Whether for adequate reasons or not, these countries generally rejected the 

neoclassical remedy for external imbalance, exchange rate devaluation. 
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kinds of production simultaneously without having to pay an enor¬ 

mous price in terms of efficiency. For this reason, countries of this 

type will inevitably continue to depend heavily on international 

trade, although the nature of the commodities traded will neces¬ 

sarily undergo fundamental changes. Kuznets states that the prin¬ 

cipal problems of small nations seeking to develop their economies 

are small area and population, limited natural resources, and greater 

difficulties in maintaining national security. He cites as a partially 

compensating advantage a political and social homogeneity which 

may permit small countries to recast their domestic institutions into 

a shape which will promote economic growth and international 

trade more readily and painlessly than might a larger country.10 

Unfortunately, Ceylon’s example shows that even small countries 

can be heterogeneous and that the social concensus required for 

an effective growth effort may still be hard to obtain. Indeed, the 

past operations of the classical export economy, which introduced 

foreign labor and entrepreneurship and established for them a 

dominant position in the economy and society, tended to create 

social heterogeneity and a serious potential cause of political fric¬ 
tion in the export economy. 

Aside from the question of which sectors investment should 

have been channeled into, it is clear that Ceylon failed to take full 

advantage of the opportunities open to it as a development-oriented 

export economy. .Fei and Fanis have concisely indicated how inter¬ 

national trade can be used as an engine of general, economy-wide 

growth in this economic structure. They cite four significant ad¬ 

vantages which the export economy derives from its contact with 

the international market. \(1) Most importantly, the export sector 

represents a highly efficient production function by which the econ¬ 

omy may transform the food and industrial consumer goods imports 

used mainly by workers in the export sector into imported capital 

,r goods and raw materials; the transformation is made much more 

efficiently through the export sector than by any other route. (2) 

The economy may choose from a wide range of technological alter¬ 

natives assembled by a process of trial and error over a considerable 

period of time in the industrial countries; it should thus be able to 

select capital goods for import which ap'Suited to its resource 

\endowment and development strategy. (3) It can obtain from 

- foreign sources providing grants and loans on easy terms capital 

which can be used to pursue whatever development strategy it de- 

10S. Kuznets, “Economic Growth of Small Nations,” in International Eco¬ 
nomic Association, Economic Consequences of the Size of Nations, ed. E. A. G 
Robinson (New York: St. Martins Press, 1960). 
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cides to embark upon; this capital will not possess the severe limita¬ 

tions in direction and impact possessed by the private capital inflows 

of the classical period, nor will it be so costly. (4) Through a gen¬ 

erally overvalued exchange rate, it can implicitly tax exporters and 

subsidize capital-goods importers, above and beyond any taxes 

and subsidies which are levied explicitly.11 

All of these advantages represent potentials which are available 

to be exploited by the development-oriented export economy. But 

they are certainly not guarantees of success, as the abortive attempts 

of Ceylon to take advantage of them demonstrate. While Ceylon’s 

general development strategy was essentially based upon an attempt 

to use these potentials, it fell short of success in several ways. (1) 

The transformation of receipts from the old export crops from pro¬ 

viders of consumer goods to providers of capital goods and mate¬ 

rials was for a long time undertaken far too half-heartedly; when a 

serious effort was made of necessity in the early sixties, the wrong 

policy instruments (direct controls rather than indirect measures) 

were probably used. (2) The application of borrowed technology 

to agriculture and industry in Ceylon, while responsible for much 

of the output growth of the period, fell far short of potentials. (3) 

Foreign loan and grant sources were not exploited to as full an 

extent as they might have been. (4) The overvalued exchange rate, 

when taken in the context of the failure to restructure imports, sim¬ 

ply worked as a subsidy on imported consumer goods. 

Another significant point of Ceylon’s postwar experience is the 

fundamental relationship it indicates among three factors: the social 

consensus referred to previously, short-term instability, and long¬ 

term economic growth. Because no adequate public commitment 

to make the sacrifices which would have been required if an ac¬ 

ceptable long-term growth rate were to be achieved (essentially, 

this would have meant a much higher domestic saving ratio) was 

ever extracted by a weak government, the success of the develop¬ 

ment policy was seriously jeopardized by external instability. If an 

export economy is to grow rapidly and still remain reasonably open 

to the import commodities which are essential to the satisfaction of 

both its consumption and its investment goods needs, then it must 

match whatever proportion of its domestic investment is not fi¬ 

nanced by capital inflows with domestic saving. Failure to do so 

results in excess aggregate demand. Excess demand, if allowed to 

persist, will eventually force a sealing off of the economy from past 

sources of imports. This will reduce living standards in the short 

uFei and Ranis, op. cit., pp. 298-99. 
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run and, more important, create supply-side obstacles to new invest¬ 

ment (shortages of investment and intermediate goods not pro¬ 

duced at home), as well as further tendencies towards the autarky 

which a small country can ill afford. It will also accelerate a desir¬ 

able restructuring of the economy through forced import substitu¬ 

tion, but with the high setup costs involved in creating an industrial 

sector virtually from scratch the economy will be slow to generate 

internal surpluses anywhere other than in the old export sector. 

Unless enormous sacrifices are extracted from the public (and to 

achieve these would require discipline of a very high order) the in¬ 

vestment rate may well fall and the pace of economic growth may 

decelerate. The inability of the country to finance the import bill to 

which it had previously become accustomed, in short, not only 

causes popular suffering but it deprives the government of some of 

the development alternatives which it had enjoyed before, since all 

policy proposals must now pass rigid balance of payments tests. The 

moral is that in developing export economies it is best to be cautious 

about the growth of aggregate demand, protecting the country 

from the kind of situation just described. Sacrifices are best made 

early, voluntarily, and piecemeal, rather than being forced upon the 

country wholesale later on. The unpredictability of export receipts 

often makes it hard to assess precisely the secular trend in the 

external balance, but it is probably better to be overly conservative 

than to suffer the consequences described above. Here again, the 

need for the creation of a national consensus favorable to growth 
is more than evident. 

In the case of Ceylon, the transitional stage of economic develop¬ 

ment was marked by a failure to hit upon an adequate growth 

strategy and by a seeming inability to maintain external stability 

in the face of public demands for immediate rises in consumption 

levels. The kind of blanket imposition of import prohibitions just 

mentioned was thus required. It took place in the early 1960’s and 

ushered in what is referred to in Table 1.1 as phase 2b of the de¬ 

velopment of the economy—2b because while most of the structural 

characteristics of period 2a (the development-oriented export econ¬ 

omy with essentially free access to imports) remained, one key factor 

had changed when import trade came under tight governmental 

control. During period 2a a fundamental problem of inducing pri¬ 

vate investment outside of export agriculture was that market forces 

(static, private comparative advantage) worked against it and the 

government was slow to provide measures which would produce 

the necessary redirection of market incentives. With the supply of 

imports abruptly and severely constrained, this problem disap- 
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peared. In its place were the even -greater problems mentioned in 

the preceding paragraph. Surely the ambiguities and other difficul¬ 

ties of period 2a are preferable to the mutually reinforcing anti¬ 

growth forces of period 2b. Fortunately, it is in regard to this 

progression from stage 2a to stage 2b that one may cease to think 

of Ceylon as typical of all export economies. There is nothing in¬ 

evitable about the transition; its prevention depends entirely on the 

astuteness of public policies.12 The world contains examples of ex¬ 

port economies in both stages, those which can still afford to remain 

essentially open to all kinds of imports and those which have had 

to restrict sharply the access of their nationals to imported goods. 

Surely the lesson of Ceylon is of great relevance to those countries 

which are still in stage 2a. If they can maintain their external bal¬ 

ance and convert their import bills from largely consumer goods 

to largely producer goods they need never enter stage 2b. For coun¬ 

tries already in stage 2b perhaps the greatest consolation which 

can be offered is that slow, painful growth is still possible and that 

regional cooperation in trade policy and investment allocation may 

yet permit them to gain many of the benefits of specialization and 

international trade as well. 

“Indeed, if import flows are controlled and restructured through the gradual 
but timely application of import duties and selective direct controls, most of 
the advantages of period 2b can be attained while minimizing its frustrations. 



Chapter 2 

Historical Background: The 

Rise of the Estates 

The “export economy,” an economic system in which productive 

activity is heavily oriented toward supplying a few primary com¬ 

modities to the world market and consumption is largely made up 

of imported goods, is often identified with colonialism. For most 

of the period studied here Ceylon was both an export economy and 

a colony. But the beginnings of the export economy in Ceylon did 

not coincide with the country’s colonization. The island had been 

a European fief for three and a quarter centuries before it emerged 

with dramatic suddenness in the 1840’s as a veritable model of the 

export economy. Portugal and Holland had each enjoyed a century 

and a half of rule of the island, but their effective sovereignty had 

always been limited to a narrow coastal belt. Their economic in¬ 

terests had been similarly circumscribed, consisting mainly of trade 

in native-grown cinnamon, pearls, ivory, and the other exotic com¬ 

modities for which Ceylon had been renowned since ancient times. 

The Portuguese had failed in efforts to subjugate the Kandyan 

kingdom of the hinterlands and the Dutch formulated a policy of 

leaving the feudal political, social, and economic structure un¬ 

touched to as great an extent as was consistent with their control 

of the prized cinnamon trade. The seizure of Holland’s coastal forts 

by the British in 1796 had no immediate effect on this situation. The 

British valued the island for strategic reasons—its proximity to India 

and the fine natural harbor at Trincomalee—and apparently gave 
little thought at first to its potential economic worth. 

COFFEE 

The economic side of British interests in the early years centered 

on the cinnamon trade1 and not even the extension of European 

rule to the whole island for the first time in 1815 had any profound 

1See Colvin R. de Silva, Ceylon under the British Occupation, 1795-1833 
(Colombo: The Colombo Apothecaries Co., Ltd., 1962), Vol. 2. 
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effect on its economic structure. Although Ceylon had throughout 

recorded time been a participant in international trade it was only 

with the revolutionary introduction of the coffee plantation in the 

1840’s that it became a classic example of the export economy. An 

export economy can be defined as one with not merely a high ratio 

of imports and exports to national income, but one in which all the 

important macroeconomic quantities—government revenues and ex¬ 

penditures, private investment, imports, and national income itself— 

possess a strong functional dependence upon the level of export 

receipts. This Ceylon veiy clearly became during the decade of the 

1840’s and remained, certainly throughout the rest of the colonial 

era, and in some respects to the present day. 

The effect of the coffee revolution on the economy was electric. 

In the words of its leading historian, 

Bringing with it new modes of economic behaviour and a host of con¬ 
cepts foreign to the prevailing economic system, it ate quickly into the 
foundations of the existing structure. Capitalism had arrived, and it is 
with its advent that the Island’s modern economic history takes its start. 
A virile commercial agriculture soon displaced in importance the old 
pursuits of the people and within the short space of a few years coffee 
had made itself responsible for almost a third of the Government’s 
income. The stake was large enough to render it the State’s most favoured 
child. In the years that followed the planters’ problems came to be 
regarded as synonymous with those of the country, and in the quest 
to solve them,—an undertaking to which the Government lent its ener¬ 
getic support—much that was new was introduced with startling rapidity. 
Thus did Ceylon dance to the coffee-growers’ tune for the greater part 
of the 19th century. In the process a new economic structure began 
slowly to evolve. The factors of production,—land, labour and capital, 
took on a new meaning; roads, railways and ports appeared where there 
had been none before, political affairs were invested with a novel sig¬ 
nificance, and class in the modern sense of the term began its slow 
growth. Along with these developments a money economy emerged, 
bringing with it a consciousness of prices, profit, wages, rent and 
credit . . .2 

The sudden rise of the coffee industry in the 1840’s is apparently 

attributable to the confluence at that time of a number of favorable 

factors. Britain had developed a taste for coffee during the eigh¬ 

teenth century as consumption of wine dropped, but previous sup¬ 

plies had come first from the East Indies and later increasingly 

from the West Indian colonies. In Ceylon, on the other hand, the 

*1. H. van den Driesen, The Economic History of Ceylon in the Nineteenth 
Century, Vol. 1, Plantations, Land and Capital (unpublished English manu¬ 
script of Sinhalese book; 1961). As will become evident in the following pages 
the section of this monograph which deals with the coffee industry depends 

heavily on van den Driesen’s work. 
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plant had long been grown by the peasants, but never as a cash 

crop. Sporadically, it had been Dutch policy to offer incentives to 

native producers and the British at first tried this, too, but in 1823 

the first coffee plantation was set up and in the following year Sir 

Edward Barnes, a man who had unbounded confidence in the 

future of coffee in Ceylon, became governor. Incentives were given 

to estate production in the form of abolition of an export duty, 

exemption of coffee land from the land tax, repeal of import duties 

on agricultural and manufacturing equipment, and exemption from 

feudal labor dues of those employed in coffee growing.3 Despite 

these powerful incentives production failed to respond very much 

until a good foreign market opened up. By the 1830’s all conditions 

were right: the early experimental plantations had begun to evolve 

a greatly improved technology, the discriminatory import duty in 

favor of West Indian coffee which Great Britain had previously 

maintained was equalized, and the plantation system in the West 

Indies was disrupted by the freeing of the slaves who had provided 
its labor force. 

Ceylon’s coffee output responded strongly to the more favorable 

environment. From 1834 to 1842 export volume rose fivefold,4 yet 

the latter year was only the threshold of the era when coffee was 

king. From that year up to 1849 a further rise to three times the 

1842 level was recorded (see Table 2-1). Ceylon ousted West In¬ 

dian coffee from the British market: in 1827 Ceylon had supplied 

only 1,800,000 pounds of coffee to Britain (versus 29,400,000 from 

the West Indies), but by 1847 it was supplying 19,500,000 (the 

West Indian contribution had fallen to 5,300,000 pounds).5 

In 1846 something happened which was unprecedented in the 

economic history of Ceylon up to that time: the island felt the effects 

of a world depression. Coffee prices fell from 41s. per hundred¬ 

weight in 1845 to 28s. in 1848. Considerable new planting had been 

done earlier, when prices were still high, so total output of coffee 

continued to rise rapidly, but sales of government land to planters 

fell off precipitously. Van den Driesen estimates that perhaps 10 

percent of the estates being farmed in 1847 had been abandoned by 

18496 and official data show a decline in planted acreage of nearly 

25 percent.7 Many planters were ruined and estates changed hands 

Tbid., pp. 47-48. 
4See Table 2-1. 
Van den Driesen, op. cit., p. 55. 
eIbid., p. 79. 
These acreage data were probably compiled on a “care and maintenance” 

basis. That is, acreage which had not been uprooted but had merely fallen 
into disuse was removed from the total. This explains why the recovery of 
acreage in the ensuing prosperity was so rapid. 
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at prices representing a fraction of what had been their value just 

two years before. Yet, as time proved, the frightening depression 

of 1847-49 was just the first of several such incidents in the history 

of Ceylon’s export economy. Even for the coffee industry, which 

itself proved to be only a transient feature of the longer-lived eco¬ 

nomic structure, two extremely prosperous decades lay ahead. 

The 1850’s and 1860’s were the years when King Coffee reigned 

supreme. Over that twenty-year span the area planted with the 

crop rose swiftly and the quantity exported more than tripled. Prices 

moved steadily upward during the fifties and then remained stable 

at favorable levels during the sixties. With the coming of the seven¬ 

ties, however, this golden era drew to a close. The fall of coffee, 

which began during that decade, was even more dramatic than its 

rise; within the span of just fifteen years the industry went from 

peak prosperity to utter ruin. The cause of coffee’s ultimate down¬ 

fall made its first appearance in 1869: Hemileia vastatrix, the coffee- 

leaf disease. This fungus, which ultimately destroyed the Ceylon 

industry, also struck the coffee industries of India and Java, but 

spared Brazil, thus going far to determine the future pattern of 

supply to the world market. The appearance of the disease coin¬ 

cided, as it happened, with a rapid rise in world prices, in which 

the unit value of Ceylon’s coffee exports more than doubled be¬ 

tween 1872 and 1876. Attempts were made to combat the fungus: 

for instance, Liberian plants were substituted for the Arabian 

variety in some cases, but they proved to be even more susceptible 

to the disease. Soaring prices, however, assured that for the time 

being coffee growing remained profitable. The area planted, which 

had been rising at a relatively modest pace, began to increase more 

rapidly. New parts of the island were introduced to coffee culti¬ 

vation. Meanwhile, the fungus had caused year-to-year instability 

(a pattern of alternating good and bad years emerged) and a steady 

downward trend in per acre yield. In this race between rising prices 

and acreage on the one hand and falling yields on the other, the 

revenue-increasing forces remained ahead throughout the seventies. 

Export volume hit its peak in 1870, but 1879, with its average price 

of 119s. per hundredweight and its total export proceeds of nearly 

£5,000,000, was in these respects one of the very best years in the 

industry’s history. 
Meanwhile, however, per acre yields were slipping fast as the 

fungus spread. During the I870’s, while prices soared, increasingly 

high-cost production areas, upon which nothing had ever been grown 

in the past, had been planted with coffee. Yields on these new 

lands were low but at the prices of the seventies even this low-yield 
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cultivation was remunerative. At the same time, the spread of the 

leaf disease had been reducing yields on the older coffee lands. 

After 1879 the world price fell as Brazilian coffee began to come 

onto the world market in increasing volume. This drop in price was 

not particularly sharp and prices were still far above the levels of 

the prosperous sixties, but the leaf disease had spread too far. Per 

acre yields were now so low that thousands of acres suddenly be¬ 

came unprofitable. The fall in price, when combined with the con¬ 

tinuing effects of the fungus, spelled disaster for the Ceylon in¬ 

dustry. Acreage declined rapidly in the early 1880’s, going from 

nearly 300,000 acres to just over 100,000 by 1886. Yields, too, 

TABLE 2-1 

The Ceylon Coffee Industry, 1834-86 

(Annual Figures and Annual Averages) 

* 

Export Export Unit Area 
Volume Valuef Plantedj Yield § 

Year (000 Cwts.) (s./Cwt.) (000 Acres) (Cwts./Acre) 

1834.... 26 30 
1835-39. 46 47 
1840-44. 97 49 23 4.2 
1845-49. 260 33 51 5.1 
1850-54. 344 40 59 5.9 
1855-59. 537 48 138 3.9 
1860-64. 615 51 199 3.1 
1865-69. 939 52 243 3.9 
1870-74. 881 66 276 3.2 
1875-79. 795 108 310 2.6 
1880-84. 433 89 259 1.7 
1885.. .. 316 78 139 2.3 
1886.. . . 179 89 110 1.6 

^Here, as elsewhere in this monograph where quantitative data are used and 
questions of statistical accuracy arise, the reader is urged to refer to the Appendix, 
where he will find more detailed statistics and an evaluation of their quality! 
Statistical detail has been held down in the text so as to lessen boredom. Also, 
every effort has been made to avoid misleading or overly concrete uses of data in 
the text, but many of the statistical materials used cannot be properly evaluated 
by the reader unless he refers to the Appendix essays on statistical quality, the 
relevant Appendix tables, and the footnotes attached to these tables. Ideally, this 
warning should be repeated at dozens of points throughout the text, but space con¬ 
siderations forbid it, so the reader must regard this single note as a blanket warning. 

fExport value in shillings divided by export volume in hundredweights; this 
is not to be interpreted literally as a measure of price, since a small part of the rise 
in the later years represents the displacement of lower-priced peasant coffee by 
estate coffee (see Table 2—3). Also, there seems to have been a conventional aspect 
to these^ price data: e.g., in 1873 a sudden upward adjustment was made in* the 
conventional price used in making customs estimates, to allow for the rise in the 
actual price which had been taking place over the previous several years 

JSee footnote # to Table A-37, Appendix. 
§ Exports in hundredweights divided by area planted; the measure is distorted 

by the inclusion of immature acreage in varying degrees at different times. 
Source: Department of Statistics and Office Systems, Ceylon Blue Books. 
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continued their downward trend. By 1886 the Ceylon coffee in¬ 

dustry was, for all practical purposes, dead. 

Although remote in time from the main interests of this study, 

the history of the coffee industry is worth examining in some detail 

because it set the pattern for the later development of the planta¬ 

tions (the fact that it was tea, rubber, or coconut that was planted 

in later years did not fundamentally alter the structure of the sys¬ 

tem) and the plantations in turn monopolized the center of the 

stage throughout the colonial period. All the characteristics which 

remained basic to the plantation system in Ceylon, at least up to 

independence in 1948, made their first appearance in the nine¬ 

teenth-century coffee industry: British ownership and management 

of most estates, including almost all the largest ones; provision of 

finance by British banks and “agency houses”; large-scale, factory- 

style operation of the estates using massive forces of Indian labor 

specially imported for the purpose; control of the import-export 

trade by the British; virtually complete reliance on imported sup¬ 

plies of capital equipment, estate supplies, and even food for the 

labor force; virtually complete reliance on foreign—especially Brit¬ 

ish—markets for the product. These key characteristics had impor¬ 

tant consequences for the working of the economy and its capacity 

for economic growth. 

The Ceylon peasant had grown coffee in a casual manner, only 

slightly different from the gathering of wild berries in the jungle 

which had preceded coffee’s organized cultivation. The peasant 

simply planted a few bushes in his garden and then allowed them 

to mature, not bothering either to weed or to fertilize them. Often 

he picked the berries before they had reached full ripeness so as 

to win his continuous competition with the birds, who might other¬ 

wise devour the ripe berries. Once picked the berries had to be 

dried, so as to aid the stripping of the outer pulp from the kernel 

(“coffee bean”) inside. Sometimes, to make the stripping of the 

pulp from the kernel easier, the peasant soaked the berries in water. 

This also increased the weight of the coffee and added to the peas¬ 

ant’s revenues, since he sold the coffee by weight to itinerant trades¬ 

men, who carried it to Colombo, but it did make for lower quality. 

The lack of care, the premature picking, and the wetting that the 

coffee often received all went together to reduce the quality of the 

end product. Clearly there was much room for improvement in this 

casual technology of coffee growing. 

The estate system of coffee cultivation was evolved gradually by 

the early British planters in Ceylon. They had little experience else¬ 

where to rely upon in devising their methods of production, because 
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they and their Dutch contemporaries in Java were the world’s 

pioneers in large-scale commercial coffee cultivation. The estate 

revolution consisted of growing the crop on a large scale (the 

average European estate was perhaps 100 acres in extent; see page 

23, below) and raising both average yields and quality levels by 

the application of scientific agriculture. As time went by, the precise 

methods of spacing the trees, shading, interplanting with other 

crops, pruning, weeding, and manuring that were best suited to 

Ceylon’s estate country were determined. The coffee bushes were 

“topped” to make them spread out and achieve a larger growth of 

berries. They were given constant attention throughout the year. 

The continuous maintenance that was required and the handpicking 

of the berries, which occurred at several times during the year but 

especially at the main three-month harvest season, created huge re¬ 

quirements for labor. The drying and pulping of the picked berries 

was done in a factory attached to the estate (or, in the case of the 

smaller estate, in the factory of a nearby large estate). The beans 

were then carefully graded and sent off to Colombo to be shipped 

abroad. Bringing together the capital required to build up one of 

these estates, the land needed for the planting of the trees, and the 

sizable labor force (about two workers to the acre) necessary to 

maintain, harvest, and process the crop called for prodigies of 

entrepreneurial effort. But adequate supplies of each factor of pro¬ 
duction were found somehow. 

Land for plantation development was purchased from the Crown. 

With the conquest of the Kandyan kingdom in 1815 all the land in 

the central part of the island which was not at that time occupied— 

and this meant vast stretches of forest land—was taken over by the 

Crown. As it happened, this was the land which later proved suit¬ 

able for coffee cultivation and it was the sale of Kandyan land 

by the Crown to planters that furnished the starting point for the 

estate cultivation of coffee. This land, for which there was little 

alternative use (but see pages 28-29), was at first sold to British 

investors at a nominal price of five shillings per acre; the govern¬ 

ment even defrayed the cost of surveying the plot that the investor 

selected. Beginning in 1833, when only 146 acres of Crown land 

were sold, the demand for this land rose very rapidly and in 1840 

an all-time record was set when 78,686 acres were sold.8 In just 

four years, 1840-43, some 230,000 acres of land were sold by the gov¬ 

ernment, mostly to developers of coffee estates.9 Not all sales were 

made to Europeans and not all were for use in the coffee industry. 

sIbid., p. 59. 
9Ibidp. 59. 
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but records show that between 1844 and 1860, while sales continued 

at a pace somewhat less hectic than that of the early forties, gov¬ 

ernment land sales of all types totaled some 150,000 acres and of 

these over 105,000 acres represented land in the coffee-producing 

areas sold to Europeans; of the remaining sales, to natives, most 

were also in the coffee country.10 The average sale to a European 

between 1833 and 1860 was 97 acres; this can be taken as a first 

approximation of the size of the average coffee plantation.* 11 

During the land rush of the early 1840’s speculation ran wild as 

investors bought up government land at the five-shilling price and 

resold it not long after at three or four times as much. The govern¬ 

ment lacked adequate personnel to do a good job of surveying land 

before selling it and the result was a wave of land litigation. In June 

1844 the speculative bubble was pricked by an edict declaring that 

in the future no land would be sold before being surveyed and that 

the price would be raised to 20s. These measures immediately struck 

down speculation. Coffee acreage continued to grow despite a much 

lower rate of government land sales by means of cultivation of 

previously purchased but unplanted acres. The growth of the in¬ 

dustry was thus not stifled but the era of virtually free land was 

over. This policy change, coupled with the effects of the 1847-49 

depression, which weeded out the less efficient producers, meant 

that the days when almost anyone could make money in coffee were 

also ended. 

From 1850 to 1857 the area under coffee tripled, rising at a much 

faster rate than can be explained by reference to government land 

sales. After about 1860 a new era of massive land sales began. The 

Surveyor-General’s Department had finally been organized in an 

efficient enough way to cope with requests to buy land as fast as 

they came in and the prosperity of the 1850’s and 1860’s created 

a brisk demand. During the sixties about 35,000 acres a year were 

sold, but it was not such good land as had been sold in earlier 

decades and prices were higher now. After Hemileia vastatrix 

struck in the seventies, the volume of land sales remained sizable 

but the makeup of the buyers changed. Less of the new land went 

into coffee (though total coffee acreage did continue to grow) and 

more was bought by peasants.12 
During its formative years, then, the coffee industry enjoyed easy 

10Ibid., pp. 122-23. 
11Ibid., p. 125. 
“By the 1880’s the government had accelerated the work of repairing old 

irrigation works and building new ones. Most of the land sold during that 
decade was located near such works and was used by its peasant purchasers 
for traditional agriculture-mostly rice cultivation. See van den Driesen, 

op. cit., p. 154. 
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access to cheap land. Later, the cost of land rose but extension of 

the area cultivated continued. Only in the early eighties did the 

spread of the fungus and the reversal of the rising price trend put 

a stop to the process of extending coffee cultivation to new land. 

When these two events occurred the Ceylon coffee industry melted 

away in the course of a very few years. 

Labor was one of the first problems encountered by the pioneer 

planters. The indigenous inhabitants of the plantation area, the 

Kandyan Sinhalese, had been under European domination for only 

about 20 years when the coffee industry began and their ac¬ 

quaintance with the money economy was slight. In 1833 the govern¬ 

ment attempted to create a supply of wage labor for the estates 

by abolishing the feudal Kandyan system of service tenure (raja- 

kariya). The expectation that this action would force large numbers 

of Kandyans into the labor market proved to be mistaken. The 

Kandyans continued to prefer their traditional village existence to 

the regimented life and work of the estates. Whether their refusal 

to work on the estates was purely a cultural matter or whether the 

wage income offered by estate labor was not better than the fairly 

good subsistence income which, thanks largely to nature, the tradi¬ 

tional system provided, one cannot say. Data on the point are in¬ 

conclusive. In any case, given the preferences of the Kandyans, 

the wage income offered was not sufficient to bring about their 

conversion into estate laborers. Yet coffee, perhaps more than any 

other estate crop, requires a large, disciplined labor force. An 

alternative source of labor had to be found if the industry was 
to grow. 

Large-scale Indian immigration to Ceylon, which began in earn¬ 

est around 1839, provided the answer. Two factors distinguished the 

South India of this time from neighboring Ceylon. One was the 

much more severe poverty of the mainland, arising out of the pres¬ 

sure of population (by establishing peace among a previously war¬ 

ring people the British accentuated this problem) on natural re¬ 

sources generally inferior to those of Ceylon. The other was the 

greater experience of South Indians with industrial routine (their 

extensive weaving industry had been ruined by British free trade).13 

By 1839 word had spread among the Tamils of South India that 

relatively well-paid employment was available in Ceylon and the 

exodus began. The journey to the coffee country was a rigorous 

one, involving a sea voyage to Colombo, or more often, Talaiman- 

13This is not to imply that any large number of immigrant plantation work¬ 
ers in Ceylon had personally been industrial workers, let alone weavers, in the 
past, but merely that South Indian society had had much more experience 
with wage labor than had Kandyan society. 
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nar, the port closest to the mainland, and then a walk of more than 

150 miles to the planting region. The earliest immigrants came of 

their own initiative, in gangs of 25 to 100 headed by a “kangany”, 

who negotiated for the gang and subsequently acted as their fore¬ 

man. They came with the idea of staying only long enough to 

amass some modest savings but many never saw India again. 

The trickle of 1839 soon became a flood. Arrivals swelled from 

about 3,000 in 1839 to 77,000 in 1844.14 Throughout the 1840’s and 

1850’s the inflow averaged over 50,000 persons a year, with the re¬ 

turn flow to India standing at about half that amount (see Table 

2-2). The new labor was cheap (its wages amounted to only 18s. 

per month15), but it had all the usual disadvantages of transient 

labor. At first (see Table 2-2), the men rarely brought their wives 

and children and the resulting separation from normal family life 

provided a motive for a quick return to India; later, as a Tamil 

community began to form in the estate country, more families came. 

Despite a remarkable expansion of immigration in the 1840’s, there 

continued to be a shortage of labor in Ceylon up to the end of the 

decade. Then, with the island’s first depression setting in, immigra¬ 

tion fell off precipitously and many of the workers who had taken 

up residence in Ceylon returned to their homeland. In 1848 ar¬ 

rivals totaled only 32,000.16 Besides the depression, another factor 

in the reduced immigration was the extreme difficulty of the trip 

the immigrants had to make and the exploitation to which they 

were prey. In the early fifties the Ceylon government, in an attempt 

to increase the supply of labor to the estates, began to take some 

responsibility for immigrant labor. Medical services and amenities 

at ports and major planting centers were set up and this, along with 

the revival of prosperity, again swelled the tide of immigrants. 

Arrivals rose to 58,000 by 1858 and in the last years of the coffee 

era the figure was about 100,000 a year. By the 1880’s the accumu¬ 

lation of Indian estate laborers and their families permanently 

settled in Ceylon amounted to about 200,000.17 

Because of the economic and cultural differences between the 

14I. H. van den Driesen, “The Need for Immigrant Labour,” (unpublished 

manuscript, 1963), p. 12. 
15Ibidp. 13. 
16I. H. van den Driesen, The Economic History of Ceylon in the Nineteenth 

Century, Vol. 1, p. 18. 
17Ibid., p. 19. This contemporary estimate refers to the number who stayed 

from year to year, not the number in Ceylon at harvest time. The 1871 census 
gave 537,800 as the total Tamil population of Ceylon, of which Ferguson 
(A. M. and J. Ferguson, The Ceylon Directory for 1874 [Colombo, 1874], p. 
414) estimated that only 115,000 were estate laborers and their families (the 
rest were “Ceylon Tamils”, a group of considerably longer residence in Ceylon, 
centered in the Northern and Eastern Provinces). 
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TABLE 2-2 

Migration of Indian Estate Laborers, 1839-72* 

(Annual Averages, Rounded to Nearest Hundred) 

-Arrivals— - -Departures!- -Net Inflow- 

Women Women Women 

and and and 

Period Men Children Total Men Children Total Men Children Total 

1839-42... .. 4,800 400 5,300 6,400 500 6,900 -1,500 -100 -1,600 

1843-49... .. 46,600 1,500 48,100 23,500 800 24,300 23,100 800 23,800 

1850-59... .. 48,600 7,500 56,100 36,300 2,700 39,000 12,200 4,900 17,100 

1860-72... . 52,400 17,300 69,700 54,700 12,400 67,100 -2,300 4,800 2,600 

*Source: A. M. and J. Ferguson, The Ceylon Directory for 1874 (Colombo, 1874). p. 244. Small 
discrepancies in totals are due to rounding. 

fThe official figures have been inflated by 25 percent here, as a rough allowance for unregistered 
departures, which were put at 25 percent of registered ones by a contemporary source. 

estates and the villages, the Tamil immigrants lived almost com¬ 

pletely apart from the Sinhalese natives of the island. They lived 

in barracks-like ‘lines” provided by the estates, had their own ba¬ 

zaars adjacent to the estate land, and followed Hinduism in a pre¬ 

dominantly Buddhist country. To as great an extent as the British, 

they represented a foreign enclave in Ceylon. 

Capital was self-generating, once the coffee industry had been 

established on a prosperous footing. The first investors were those 

most familiar with Ceylon’s potential, the civil and military officials 

stationed there. As interest in coffee rose to fever pitch under the 

stimulus of cheap land, however, a wave of small investors poured 

in from outside. In 1844 the minimum cost of setting up a planta¬ 

tion was perhaps £3,00018 and many of the small operators obtained 

part of this sum in the form of advances on future crops. British- 

owned banks in Ceylon and “agency houses” (which supervised the 

operation of the estate and shared in its returns until the owner had 

paid off his debt) came to invest large sums in coffee mortgages. 

Because the banks and agency houses were in British hands and 

were extremely reluctant to extend credit to Ceylonese (and lent 

only at high rates of interest when they did) estate ownership was 

at this time almost entirely European. Native coffee production, 

which also enjoyed a considerable boom, was strictly on a small¬ 
holding basis. 

Almost all of Ceylon’s coffee output went into the British market. 

Between 1868 and 1872, for example, 3,654,200 hundredweights, 

1SL H. van den Driesen, The Economic History of Ceylon in the Nine¬ 
teenth Century, p. 27. 
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94.7 percent of the total quantity exported, went to the United 

Kingdom. Most of the total was intended for consumption there, 

though a small proportion was re-exported.19 

Estate development falls into two periods, with the 1847-49 de¬ 

pression serving as the dividing line between them. In the early days 

credit was freely extended and with its aid an immense number of 

Englishmen in all walks of life poured into the industry. The de¬ 

pression bankrupted many of the smaller operators, sobered the 

banks and agency houses, and ushered in an era of calm rationality. 

During the postdepression period and right up to the disaster of the 

late seventies, a well-managed coffee estate must have been at least 

a tolerably profitable enterprise. A well-informed contemporary 

writer put profits at 25 percent of sales. However, the same authority 

states that by the time the coffee era was over not more than one- 

tenth of the estates had succeeded in making a fair return on their 

capital.20 Just how profitable the industry as a whole was is hard to 

say. In any case, it makes little sense to talk in terms of overall 

averages, since deviations between the most efficient estates and the 

least efficient were probably very great. 

One characteristic feature of the later estate industries, corporate 

ownership and management of estates, did not become dominant 

during the coffee era. Even in the 1870’s, after corporations had 

swallowed up many former partnerships and individual proprietor¬ 

ships, over two-thirds of the estates in operation were still owned 

by individuals. About a third of these individual owners lived on 

their property and managed it, while the rest left the management 

in the hands of an agency house.21 

When the coffee era ended there was remarkably little evidence 

of its former prosperity left. As Ferguson, a contemporary observer, 

laments, 

The accumulated profits made during the time of prosperity, which 

elsewhere, e.g., England, form a reserve fund of local wealth, to enable 

the sufferer from present adversity to benefit by past earnings, were so 

far as the planters were concerned, wanting in Ceylon. There was no 

reserve fund of past profits to fall back upon, no class of wealthy Euro¬ 

peans enriched by former times of prosperity . . . circulating the liqui¬ 

dated profits of former industry, when the period of adversity and de¬ 

pression arrived . . . Ceylon, in fact, in the best days, used to be a sort 

19A. M. and J. Ferguson, The Ceylon Directory for 1874 (Colombo, 1874), 

p. 243. ' _ 7 
“Ferguson, quoted in van den Driesen, The Economic History of Ceylon 

in the Nineteenth Century, Vol. 1, p. 197. This is a rough estimate, since, un¬ 
fortunately, there are no detailed statistics on rates of return on capital. 

21Ibid., p. 189. 
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of incubator, to which capitalists sent their eggs to be hatched, and 
whence a good many of them received from time to time an abundant 
brood, leaving sometimes but the shells for our local portion.22 

No doubt the benefits of the coffee era to the European com¬ 
mercial class (which Ferguson represented)—and still more to the 
Ceylonese—were transient. But time was to demonstrate that a val¬ 
uable national capital had been built up. The entrepreneurial ex¬ 
perience, physical capital, developed land, and trained labor which 
had resulted from the coffee experience proved in time to be 
transferable, in large measure, to the cultivation of other estate 
crops. 

During its days of supremacy, the plantation coffee industry 
completely dominated Ceylon’s economy. It was at this time that 
the outlines of the plantation-centered economic structure came to 
be defined. Other segments of the economy were profoundly af¬ 
fected by the rise of the estates. 

The traditional sector was influenced in two important ways. 
The estates sometimes took over lands to which the villagers felt 
they had traditional rights (even though the government designated 
them as “Crown lands”). At the same time, the peasants were 
offered a prospect of making a cash income through smallholder 
coffee production. 

The seriousness of the estate incursions on the peasants’ lands 
remains a major point of debate in Ceylonese economic history to 
this day. It is, on the one hand, certain that the lands taken by the 
planter were not those on which the Kandyan peasant depended 
most—his precious paddy (rice) lands, which were located in the 
wet up-country valleys and were not suited to coffee cultivation. On 
the other hand, the traditional agricultural system worked on a 
combination of these muddy lowlands with the highland, which 
performed important secondary functions—acting as grazing land 
and also as an area in which the peasant planted fruits and vege¬ 
tables and, in a system of shifting cultivation, supplementary food 
grains. The loss of vast areas of highland, even though most of it 
was not actually in cultivation, did no doubt reduce peasant wel¬ 
fare. In a few cases entire villages were moved to make room for 
estates, but on the whole such severe and immediate hardship seems 
to have been rare. The greatest losses suffered by the peasants were 
indirect ones, whose effects were not fully felt until the twentieth 
century. Then, when the acceleration of rural population growth 
caused people to press much more heavily on. the remaining land, 

“Quoted in ibid., p. 197. 
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there was less of a reserve of lightly cultivated land to fall back 

upon and the Kandyan peasantry came rapidly to a condition of 
severe land scarcity. 

The good market for coffee offered by the spread of marketing 

facilities, on the other hand, presented the villager with an attrac¬ 

tive profit-making opportunity. Even before estate development 

gained momentum, in the second through the fourth decades of the 

century, smallholder coffee production expanded by nearly ten¬ 

fold,23 encouraged by peace and good administration and reflecting 

an increasingly commercial outlook on the part of the villager. 

Later, estate output eclipsed that of the smallholders, whose product 

was generally inferior in quality and commanded a much lower 

price on the London market (see Table 2-3). Still, throughout the 

prosperous 1850’s and 1860’s the smallholders managed to account 

for about a quarter of the total output (although because they 

earned a lower price for their product they received only a bit more 

than 20 percent of the export proceeds) .24 At its peak the total area 

planted with smallholder coffee reached just over 50,000 acres.25 

This was not more than about five percent of the total cultivated 

area involved in peasant agriculture throughout Ceylon, but in the 

up-country (Kandyan) areas, to which the climatic requirements of 

coffee cultivation limited the crop, the percentage was considerably 

higher. Peasant plots were usually quite small, so perhaps 100,000 

or more Kandyan agriculturalists were involved in coffee cultivation 

at its height. In the seventies, however, peasant production was the 

least well equipped to withstand Hemileia vastatrix. It dropped off 

sooner and more rapidly than estate output and its share in the 

total market fell to less than ten percent. Thus, while coffee intro¬ 

duced the Ceylon peasant to the notion of producing for a cash 

market its ultimate debacle may have made him more reluctant 

to assume the risks involved in market production in the future. 

Other than these two impacts, the effects of the coffee estates 

on the traditional village economy were remarkably few. There 

was little trading in either end products or factors of production 

between the estates and the villages. Estate coffee, of course, was 

23Ibidp. 44. 
ulbid., p. 101. Some of the proceeds of peasant coffee were used to build 

up the capital stock of the industry: in the 1850’s some progressive peasant 
producers began to imitate the methods of production used on the European 
estates. Additional proportions of the newfound income went to buy land, 
build better houses, and send rural sons to the new government schools; the 
beginnings of a new local aristocracy, based on economic success, can be 

traced back to the coffee era. 
^See Table 2-10. 
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almost exclusively for export. The modem equipment, fertilizer, 

etc. needed to run an estate were all imported. Even the food to 

feed the estate labor force, which might conceivably have been 

bought from the peasant, was imported; Table 2-4 shows the rise 

in imports of the few simple items consumed by the coolies which 

resulted from the expansion of the coffee estates. In a fundamental 

sense the economic system of the village was left untransformed by 

the coffee experience. Some bitterness had been aroused over land 

rights, a certain number of peasants had made some money grow¬ 

ing coffee and a few others working on estates, more had been 

indirectly affected through the opening of their native districts to 

modern transportation and communications, but basically the im¬ 

pact of coffee on the peasant economy was slight. 

TABLE 2-3 

Estate and Smallholder Coffee Exports, 1849-86* 

(Annual Figures and Annual Averages) 

-Estate- -Smallholder- - Smallholder 
Volume Unit Value Volume Unit Value Volume share 

Year (000 Cwts.) (s.) (000 Cwts.) (s.) (%) 

1849. 210 33 127 18 38 
1850-54.... 237 44 118 33 33 
1855-59.... 360 50 162 39 31 
1860-64.... 450 - 54 132 40 23 
1865-69.... 747 54 192 40 20 
1870-74.... 749 82 135 55 15 
1875-79.... 720 105 75 77 9 
1880-84.... 405 91 27 58 6 
1885. 295 80 21 50 7 
1886. 169 90 10 70 6 

*Source: For years up to 1870: Ferguson, op. oil., p. 242; for 1870 on: van den Driesen, The 

Economic History of Ceylon in the Nineteenth Century, p. 107 (his source was the Department of 

Statistics and Office Systems, Ceylon Blue Books). The Ferguson figures relate to the twelve months 

ending on October 10 of each year. This fact, and differences between Ferguson and the Blue Books, 
explain the discrepancies which exist between this table and Table 2-1. 

Aside from the setting up of the estates themselves, the coffee 

boom also marked the beginnings (or at least the significant expan¬ 

sion) of the commercial wing of Ceylon’s economy. The British 

banks which opened branches in the island and the British commer¬ 

cial firms which were set up to service the estates have already 

been mentioned. The emergence of modern commerce can be 

closely identified with the growth of Colombo, which had gone 

from an insignificant town in pre-European days to a city of 120,000 

by the end of the coffee era. Although the British commercial firms 
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were heavily concentrated in the capital they were functionally 

mere appendages of the estates. 

To a considerable degree the government, too, came to be an 

appendage of the estates. In 1833 a Legislative Council was set up 

to govern the colony and by the forties the planters were an impor¬ 

tant force on the council, working for measures close to their 

own interests, particularly improved transportation to quicken and 

cheapen the process of moving estate supplies up to the planting 

areas and coffee down. At times transportation difficulties became 

intolerable as the inadequate roads disintegrated under the fury of 

the monsoons and a great urgency was imparted to the planters’ 

drive to gain more and more political power. Roads were built as 

fast as government revenues permitted (although still more slowly 

than the planters demanded), even to the extent of allocating 15 

percent of government expenditures to road building. Not until 

the completion of the Colombo-Kandy railroad in 1867, however, 

was the central part of the island really opened up. The railroad 

reportedly cut transportation costs for the coffee estates by as much 

as 60 to 75 percent.26 

TABLE 2-4 

Selected Imports, 1837-72* 

(Annual Averages) 

Cotton Goods -- Rice-Fish 
Period (£000) (Cwts.) (£000) (£000) 

1837-39. 162.5 798.2 166.9 6.6 
1840-49. 184.6 1,689.3 295.6 14.8 
1850-59. 313.8 2,727.8 323.1 42.1 
1860-69 .... 707.6 4,197.4 1,185.9 67.2 
1870-72 .... 883.7 4,793.9 1,558.0 81.5 

♦There is no way of knowing what part of these imports were consumed by 

estate laborers. Other segments of the population also received higher incomes 

as a consequence of estate prosperity and their consumption of these things may 

also have risen. The goods are, however, those which would be consumed in over¬ 

whelming proportions by the lower income groups. They are in any case indic¬ 

ative of the growing link between the estate and commercial sectors, on the one 

hand, and the world economy on the other. 

Source: Ferguson, op. oil., p. 243. 

In one sense, the planters might justifiably argue that the gov¬ 

ernment should devote a large proportion of its budget to expendi¬ 

tures on their behalf, for it was they who were providing the bulk 

of its revenue. Prior to the coming of coffee the Colonial Office had 

26I. H. van den Driesen, The Economic History of Ceylon in the Nineteenth 

Century, p. 23. 
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dreamed of placing the colony on a self-supporting basis, but the 

pearl fisheries and cinnamon crops they counted on to balance the 

budget often fell short of that goal. In 1843-45, however, the com¬ 

bination of export duties on coffee and land sales proceeds pro¬ 

duced a surplus of £133,000.2' Despite the depression which hit 

immediately thereafter the government tided to maintain its pre¬ 

vious level of expenditures on public works and other activities. 

Revenues fell sharply and large deficits resulted. The government 

reacted by trying to tax the peasants, who had hardly been touched 

by taxation up to this point. A number of irritating minor taxes, 

including a partial reinstatement of the feudal rajakariya, were 

levied. A rural insurrection was the consequence. By trimming 

expenditures and waiting for the recovery, the government finally 

weathered the depression. Surpluses accrued throughout the fifties 

and sixties and were used to finance extra-budgetary public works 

expenditures. By the 1870 s government revenues were running at 

about £1,500,000 a year, over three times what they had been in 

the forties.28 These unprecedented government receipts were used 

to continue the work of improving the island’s transportation sys¬ 

tem. In the two years 1871 and 1872, for instance, some £600,000 (26 

percent of total government expenditure) was spent on public 

works, mostly road and railroad construction and maintenance.29 

With the collapse of coffee in the 1880’s, total government revenues 

fell off by more than a third, but by that time the foundations of 

what were to be excellent road and railroad networks had been laid. 

TEA 

When coffee fell with such a resounding crash in the 1880’s the 

planters were left with land lying idle, a trained labor force avail¬ 

able (some of the Tamil laborers had by now settled in Ceylon and 

others could be recalled from South India), and an organizational 

system embodying the accumulated knowledge of half a century 
at their disposal. Quite naturally, they began casting about for an 

alternative crop to which these assets might be applied. Actually, 

some years before coffee collapsed its eventual demise had been 

foreseen by a few farsighted planters and officials and the search 

for a substitute had begun. Cinchona (quinine) was the first alter¬ 

native crop tried. From its beginnings in 1870 the cinchona industry 

expanded to an 1885 peak, at which 39,000 acres were cultivated 

and 12,000,000 pounds exported, at a value of over Rs. 4,000,000 

*Ibid., p. 85. 
wIbid., p. 112. 

Ferguson op. cit., p. 270. This excludes the regular expenditures of the 
government railroad, some of which went for maintenance. 
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(£387,000).30 Although some estimates of the world market for the 

crop had been glowing, the London market was soon glutted with 

exports from Ceylon. The price of quinine per ounce fell from 12s. 

to Is. 5d. during the decade of the eighties and the crop was aban¬ 

doned as a plantation endeavor.31 

Another crop tried as a substitute for coffee was cocoa. It had 

some past history in the island as a smallholder crop, but suitable 

land proved to be too limited in supply for cocoa to be widely 

adopted on an estate basis. It did, however, serve as an important 

crop in some of the middle-country areas which were later to be¬ 

come the domain of rubber and it has continued to the present 

day as an item of subsidiary cultivation for both estate and peasant 

producers. 
At first, then, tea was just one of several alternatives to coffee 

being considered by Ceylon’s planters. Early experiments with the 

crop in the 1840’s were not encouraging, but twenty years later 

varieties imported from Assam (where an expansion of estate pro¬ 

duction was already under way) were successfully cultivated on 

several estates in Ceylon. For the time being, however, coffee served 

as a complete distraction from serious efforts to grow tea com¬ 

mercially. The growth of the tea industry proceeded in close step 

with the decline of coffee (see Table 2-5). 
Once the failure of coffee was a clear and indisputable fact and 

the imperfection of such crops as cinchona and cocoa as replace¬ 

ments for it had been shown, interest came to center on tea. Early 

hindrances to the development of the industry were the generally 

bankrupt financial standing of the planters, their lack of tech¬ 

nical information on tea, and the shortage of tea planting materials 

in Ceylon. All of these were in time overcome and in 1886 the 

passing of an era was marked when for the first time acreage in 

tea exceeded acreage in coffee. Thereafter, the tea industry ex¬ 

panded rapidly. The area planted rose by some 20,000 acres a yeai 

for the remainder of the century and output underwent a tenfold 

increase. Then, in the late 1890’s, a decline in world prices set in as 

the expansion of demand, of which the United Kingdom furnished 

by far the largest component, was finally overtaken by the growth 

of world supply. Production costs had been running around 6d. a 

pound in the eighties (about Rs. 0.35)32 and as long as a pound of 

“S. Rajaratnam, “The Growth of Plantation Agriculture in Ceylon, 1886- 
1931,” Ceylon Journal of Historical and Social Studies, January-June, 1961, p. 3. 

*lIbid. 
32Ibid., p. 8. The Ceylon rupee (singular: Re.; plural: Rs.) had been worth 

about 2s. up to the early 1870’s but it then depreciated to about Is. 4hd. Its 

present official value is about. Is, 6d, or approximately U.S. $0.21. 
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tea continued to fetch Rs. 0.70 (Is.), as it did in the 1880’s, or even 

Rs. 0.50, as it did in the 1890’s, the estates remained highly profit¬ 

able. By the turn of the century Ceylon was producing about a 

quarter of the world’s tea,33 a proportion which has remained re¬ 

markably stable ever since, but many estates were in trouble. Even 

after prices began to rise again during the first decade of the 

twentieth century, profits for many operators were slim and many 

planters changed over to rubber when it appeared on the scene. 

In 1907 world demand began to rise after a period of stagnation 

as the threat of competition from Chinese green tea was finally 

quashed and British per capita consumption resumed its upward 

trend.34 At the same time, Ceylon planters adopted the policy of 

plucking more finely than before, sacrificing the very rapid growth 

of output which they had tried for in an earlier, stronger world 

market and concentrating on producing a tea of higher quality. 

World War I brought developments which were almost identical to 

those experienced later during World War II: strong demand, rising 

shipping costs and shortages of shipping space, short supplies of 

artificial fertilizers (before the war these had come mostly from Ger¬ 

many), and eventually replacement of the free market by a system 

of bulk purchases at contracted prices by the British government. 

Over the protests of the planters, the price for the bulk purchases 

was set at the average level for the three prewar years; 90 percent 

of Ceylon’s output was purchased at this price at the height of the 

war.35 With costs rising, the planters were totally unable to capi¬ 
talize on the war. 

After the war the industry was left with large stocks on hand in 

Ceylon. An output-restriction scheme was essayed by the planters’ 

associations in both India and Ceylon and it, along with the re¬ 

covery of demand, was responsible for the strong upward trend 

in prices which ensued in 1920-22. In the course of the decade, 

however, overproduction again developed (thanks in part to the 

emergence of the Netherlands East Indies upon the scene as a 

major producer) and prices slipped off. By this time Ceylon tea was 

enjoying a 10 to 30 percent premium over the prices of teas from 

other sources. The industry was thus able to remain profitable 

See V. D. Wickizer, Coffee, Tea and Cocoa: An Economic and Political 
Analysis (Stanford, California: Stanford University Press, 1951), p. 157 for 
estimates of world exports at various times. 

“Between 1907 and 1914 it rose by nearly one pound. S. Rajaratnam “The 
Ceylon Tea Industry, 1886-1931,” Ceylon Journal of Historical and ’Social 
Studies, July-December, 1961, p. 189. 

*5Ibid., p. 191. 
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TABLE 2-5 

The Ceylon Tea Industry, 1880-1939 
(Annual Averages) 

Year 

Estimated 
Output* 

(000,000 Lbs.) 

Area 
Plantedf 

(000 Acres) 

Export 
Unit Valued 
(Rs./Lb.) 

Yield Per 
Acre§ 
(Lbs.) 

1880-84... 1 23 0.79 52 

1885-89... 17 185 0.60 91 

1890-94... 71 281 0.49 252 

1895-99.. . 119 388 0.41 306 

1900-04... 151 425 0.36 355 

1905-09... 175 468 0.41 373 

1910-14... 193 493 0.46 391 

1915-19... 205 498 0.52 413 

1920-24... 187 418 0.81 447 

1925-29... 236 449 0.90 525 

1930-34... 243 558 0.59 435 

1935-39... 231 497 0.75 465 

*Exports (see Table A-52, Appendix) plus estimated local consumption, the latter 

taken as zero through 1899, with a smooth growth from zero to three pounds per capita 

in 1953 (the latter figure is from Central Bank of Ceylon, Survey of Ceylon s Consumer 

Finances, 1954). 
fSee footnote f to Table A-37, Appendix. 
{Export value divided by export volume. 
§Estimated output divided by area planted. In the 1920’s, it seems likely that an 

understatement of acreage led to an overstatement of yields. 

throughout the twenties (though its costs were also somewhat 

higher than those of producers in other countries). 
Ceylon’s favored position in the world market stood it in good 

stead when the depression of the 1930’s struck. Ceylon tea fell less 

in price than any other tea in the world market36 and export pro¬ 

ceeds from tea were more nearly maintained than those earned by 

the island’s other export crops (see Table A-52, Appendix). In 1933 

the International Tea Regulation Scheme,37 a model of its kind, 

went into effect and prices were restored to their predepression 

levels. 

[~bid p 195» 
37In the International Tea Regulation Scheme, the major pioducing 

countries (India, Ceylon, and the Netherlands East Indies) sought a 
solution to the problem of worldwide overproduction. An aggregate output 
figure was agreed upon each year and apportioned among the participating 

countries (the actual signatories of the International Tea Agreement, which 
created the scheme, were the various national producers’ associations, but 
in each country the government passed legislation to enforce the decisions 

of the associations). The scheme, which was one of the most soundly planned 
and successfully executed of all the international commodity control measures 
which proliferated during the thirties, lasted until the beginning of the war. 

For further details, see Wickizer, op. cit. 
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In terms of the organization of production, tea was—and still is 

—the classic example of the plantation crop. It followed quite 

closely the pattern of the estate system first set up in Ceylon to 

grow coffee, making only minor refinements in it. In many cases, the 

same land, capital, and labor were applied to tea as had been used 

in coffee. Most of the old coffee estates were in time converted to 

tea (although not always under the old ownership and manage¬ 

ment) and they formed the nucleus for the new industry. Even 

where new resources were drawn into the industry (and as early 

as 1894 the total acreage under tea surpassed the peak coffee acre¬ 

age) a similar organizational system prevailed. 

The Ceylon tea industry has always been one of large estates, 

European-run and European-owned in the main. One of the more 

substantial estates, with its hundreds of meticulously planted, care¬ 

fully drained, and flawlessly maintained acres is a thing of beauty 

as well as an extremely valuable capital asset. To keep it beautiful 

and valuable, the constant attentions of a trained and dedicated 

supervisory staff and the exertions of a small army of workers are 

required. (Tea is not so labor intensive as coffee was, however: 

where coffee required two workers per acre, tea has generally used 

a bit less than one.) A tea bush takes three or four years to come 

into bearing and, with all the facilities which must be provided, 

setting up a going estate may take six to ten years. Once planted, 

the bushes remain productive for a very long time (even today, 

with most bushes 50 years old or more, there has been little re¬ 

planting), but only with constant attention. The basic reason why 

continuous care is needed is that the tea “bush” is not naturally a 

bush at all, but a tree which must be continually pruned so as to in¬ 

duce it to grow out (and thus expose the greatest possible leaf area 

to the sun) and not up, as is its natural inclination. This, along with 

the need to fertilize, weed, drain, and so on, necessitates a large 

maintenance force. Plucking the bush remains an unmechanized 

process, also requiring hordes of laborers, because of the high de¬ 

gree of selectivity required. The only leaf that should be plucked is 

the “flush,” the young and tender leaves on the new shoots; the 

older, coarser leaves would be too strong and bitter to make a 

desirable beverage. This means that the pluckers, who are tra¬ 

ditionally women, must go over the bujshes with great frequency 

(it can be as often as every three days) to assure that the flush is 
plucked and not allowed to age. 

All of these technical characteristics go together to explain the 

short-term price inelasticity of tea output. To maintain the value of 

an estate as a capital asset over the long run, a fairly steady rate of 
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output is an absolute necessity. Roughly the same amount of flush 

must be plucked each year, regardless of the price tea is bringing 

in the market. Underplucking would mean a failure to keep the 

bush properly thinned; overplucking would strip it and endanger 

its future productive potential. Only extremely sharp price changes 

would alter short-run profit opportunities by a large enough amount 

to justify such deviations from the policies designed to maintain 

the value of the bush in the long run. Of course, if a sharp price 

change is expected to last over a number of years action either to 

plant new areas with tea or to allow some of the present acreage 

to go out of production might be indicated. But such sudden, sharp 

alterations in market conditions have been rare in the industry’s 

history. In their absence, the long-term rationality of keeping pro¬ 

duction on an even keel generally outweighs any temptation to raise 

or lower output much in the short run. 

The economies of scale in tea production are considerable. 

Wickizer puts the optimum estate size at 500 acres.38 Besides the 

economies realized in the field, there are also very considerable 

economies available to the large estate in the processing of the 

green leaf. While there has been little mechanization of the field 

work over the years, the factory work—drying, grading, rolling, and 

packing the tea—has long been a mechanized operation. This essen¬ 

tially industrial work is traditionally done on the estate and only 

a large estate can afford a factory. Small estates and peasant pro¬ 

ducers must sell their green leaf to estates possessing factories and, 

because of their weak market position, suffer considerably thereby. 

Despite the residual supplies of land, labor and capital remaining 

after the coffee era ended, the expansion of the tea industry soon 

created a need for more. After the old coffee lands had been 

planted with tea, new lands began to be opened up. This, fortu¬ 

nately, was easy to do because tea can be grown at a much wider 

range of altitudes than coffee (varying, in Ceylon, from near sea 

level to over 5,000 feet). A new boom in the sale of Crown lands 

developed. To meet rising demands for labor, more Tamil labor was 

imported. Official statistics, which are undoubtedly overstated, 

show the net inflow of Indian estate laborers rising to 334,000 in the 

1890’s, after a relatively small inflow of 122,000 in the eighties, then 

continuing at a pace of 316,000 in the first decade of the present 

century and 430,000 in the second.39 The 1921 census reported an 

Indian Tamil population of 602,700, perhaps three times as many 

3SWickizer, op. cit., p. 180. 
39See Table A-15, Appendix. The overstatement of net inflow results from 

an understatement of departures. See footnote t to Table 2-2, page 26. 
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Indian Tamils (who were almost all estate laborers) as there were 

in Ceylon at the height of the coffee days. Capital continued to 

come from British banks and agency houses, as well as from in¬ 

ternally generated funds, which were often substantial. One in¬ 

creasingly important development was a rise in the degree of 

corporate control over tea acreage. Companies replaced individual 

proprietorships and, in time, merged into larger corporations having 

control over several estates. By the time the first official data were 

gathered in the 1950’s, over 60 percent of the total industry acreage 

and about 75 percent of the estate acreage was held by corpora¬ 
tions.40 

Smallholders in tea held a position similar to that occupied by 

their predecessors in coffee. They developed in the wake of the 

more profitable estate industry, operating on small plots with less 

efficient methods and making relatively little use of hired labor. 

The fact that they had to rely on nearby estates to buy and process 

their green leaf put them in a disadvantageous market position and 

they thus had to settle for relatively low prices. Nevertheless, by 

1935 there were nearly 70,000 tea smallholdings, accounting for 

some 11.8 percent of the total area cultivated.41 Many of these hold¬ 

ings were only intermittently cultivated, however, and it is safe to 

say that they accounted for less than ten percent of total output. 

They can thus be dismissed as a minor force in the industry. Nor 

was smallholder tea cultivation more than a minor factor in opening 

the traditional sector to the influences of the market. At most about 

five percent of total peasant land was ever devoted to tea (see 

Table 2-10, page 49) and in only a few areas did smallholder tea 

production ever become an important economic activity. 

RUBBER 

As with tea, rubber’s beginnings as a plantation crop in Ceylon 

derived from the fact that the main crop of the time ran into diffi¬ 

culties. The weak prices for tea which prevailed in the early years 

of this century, up to 1907 (see Table 2-5), made some planters 

search for a more profitable crop. Rubber, which was just begin¬ 

ning to be demanded in large quantities by the industrial countries, 

was fetching attractive prices. From just 1,750 acres in 1900 the 
Ceylon acreage went to some 150,000 by 1907. 

The Ceylon rubber boom, though dramatic, was not so over¬ 

whelming as the contemporaneous upsurge of the Malayan rubber 

“See Table A-38, Appendix. 
41See Table A—39, Appendix. 
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industry. Two factors—the relative scarcity of good uncultivated rub¬ 

ber land (most suitable land was already under tea) and the re¬ 

vival of tea prices after 1907—limited the expansion of Ceylon’s 

industry. Nevertheless, growth was rapid. By 1913 rubber earned 

about three-fourths as much foreign exchange as tea. In 1917, with 

the industry enjoying war-inflated prices,42 it actually surpassed 

tea for the first time in export value. Because of rubber’s five- to 

seven-year gestation period, it was not until about 1917 that the full 

fruits of the first extensive plantings began to be realized. This new 

production would have corrected the general excess demand in the 

world market if the war had not intervened. Despite the difficulties 

of importing supplies and finding shipping space for the bulky 

export product, the volume of exports continued to grow during 

World War I. At the war’s end, however, demand fell off and prices 

plummeted to less than half their 1919 level by 1921. 

In 1922 the Stevenson Restriction Scheme came into effect and 

in the following year prices rallied.43 Despite the scheme, Ceylon’s 

acreage continued to rise (see Table 2-6). The limitation of the 

Stevenson Scheme to the British colonies (an attempt to enlist 

the Netherlands East Indies was unsuccessful) doomed it to ulti¬ 

mate failure, although for a time the growth of the automobile 

industry in the United Kingdom and especially the United States 

brought prosperity to the industry. Acreage, output, and exports 

all rose steadily throughout the decade of the twenties and by 1929 

Ceylon claimed about a tenth of the world’s acreage, ranking a poor 

third behind Malaya and the Netherlands East Indies. Prices, 

however, hit a peak in 1925 and then began to decline. This par¬ 

ticular fall in prices was indicative of the failure of the Stevenson 

Scheme to prevent world oversupply, but soon the world depression 

set in and demand dropped catastrophically. The bottom fell out 

of the world market. 
The sensitivity of the Ceylon rubber industry to the depression 

of the thirties was extreme. Prices sank. Ceylon’s rubber proved to 
be in an especially poor competitive position. Much of the country’s 

“As an industrial raw material, whose production had to be encouraged, 
rubber was allowed to benefit more from the war-inflated world demand 

conditions than was tea. See page 34. 
“The Stevenson Restriction Scheme was an early attempt at international 

commodity control. It allocated production quotas and controlled planting 
within the British empire, notably in Ceylon and Malaya, but was never 
extended to a large enough percentage of world production to be completely 
successful. It was allowed to lapse in 1928. See P. T. Bauer, The Rubber 
Industry (Cambridge, Massachusetts: Harvard University Press, 1948), for 

further details. 
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acreage was already getting old (40 percent of it had been planted 

before 1911). Some of it had been planted at altitudes which were 

too high and on ground which was too hilly. In many cases 

cultivation techniques that were inappropriate to the industry had 

been transferred intact from tea cultivation (e.g., clean weeding, 

which resulted in extensive erosion in the hilly rubber country).44 

Furthermore, legal minimum wages remained under the influence 

of the relatively prosperous tea industry and declined very little. 

There are references in official documents to considerable reduc¬ 

tions of output in the early thirties; according to the director of 

agriculture some 40 percent of the tappable area was left untapped 

in 1932 and about half of the Indian laborers who had been em¬ 

ployed in 1929 had by then been laid off.45 The quantity exported 

declined, though perhaps by less than might be expected. Prices fell 

toward the vanishing point. In 1932, with prices at one-quarter of 

their 1929 level, output was down 39 percent. By 1934 a new inter¬ 

national output restriction scheme (this time including the Dutch 

and all other important producers) went into effect and prices 

began to recover. Soon after, a partial recovery of demand, based 

partly on German rearmament and partly on the subsequent limited 

revival of civilian demand and upsurge of military needs elsewhere, 

set in and the market improved further. By 1939 the rubber indus¬ 

try was back on the road to good health and in the following year 
it felt the beginnings of a new boom. 

With the shift to rubber, the estate sector in Ceylon moved away 

from the classic model which had been initiated in coffee cultiva¬ 

tion and later transferred virtually intact to tea. Like tea and coffee, 

rubber is a tree crop, but unlike them it requires very little mainte¬ 

nance to continue to thrive, nor is constant harvesting required. A 

rubber tree is easily planted, takes approximately 5 to 7 years to 

come into full bearing, and may be tapped at varying rates there¬ 

after for the 25-30 years of its productive life. Even if conscien¬ 

tiously maintained, it uses less than half as much labor per acre as 

tea. Moreover, if left untapped for a year or two its future pro¬ 
ductivity will actually be enhanced: 

Some bark removal is . . . inevitable [in tapping a rubber tree] and 
this naturally varies not only with the skill of the tapper but also with 
the frequency of tapping and with the tapping system adopted. If a tree 
is left untapped bark reserve will be greater, with the possibility of 
higher yields later; where bark removal exceeds bark renewal it will 

uIbicL, p. 51. 
lslhicl., p. 54. 
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eventually be necessary to suspend or slow down tapping, or else to tap 
on imperfectly renewed bark . . .46 

This relationship between present and future output is diametri¬ 

cally opposed to the relationship in tea cultivation, where present 

plucking enhances future output. Rubber output is thus more easily 

varied than that of tea, the range of possibilities running all the 

way from letting the tree stand idle to “slaughter tapping” it, that 

is, tapping so fast that proper bark renewal is impossible and the 

tree is permanently damaged. The level of current output depends 

in large part on the level of prices. More precisely, it depends on the 

relationship of present prices to expected future prices; output fore¬ 

gone this year raises potential future output and if the level of ex¬ 

pected prices relative to present ones justifies it, present output 

will be sacrificed so as to raise future yields. 

TABLE 2-6 

The Ceylon Rubber Industry, 1900-19 

(Annual Averages) 

Estimated Area Export Yield Per 
Output* Plantedf Unit ValueJ Acre§ 

Year (000,000 Lbs.) (000 Acres) (Rs./Lb.) (Lbs.) 

1900-04. 7 
1905-09. 98 
1910-14. 199 
1915-19. 65 244 1.60 265 
1920-24. 84 390 0.76 214 
1925-29. 133 494 0.99 269 
1930-34. 148 ... 0.20 
1935-39. 128 611 0.42 209 

*Through 1936, equals exports; thereafter, actual output data from the Adminis¬ 

tration Report (henceforth abbreviated: A.R.) of the Rubber Controller have been used. 

fSee footnote 1 to Table A—37, Appendix. 

(Export price divided by export volume. 
§ Estimated output divided by area planted; to a greater degree even than with 

other crops, these figures vary with changes in the ratio of bearing acres to the total 

planted; they are thus not a sensitive measure of changes in intensity of cultivation 

or of technological progress. 

Rubber technology is inherently much simpler than that of tea. 

The “manufacturing” process which must be gone through after the 

latex is tapped consists simply of adding an acid to hasten coagula¬ 

tion and rolling and drying the coagulated latex into one of two 

popular forms, sheet or crepe. No mechanical power need be used. 

The water can be pressed from the latex using hands and feet and 

ielbid., p. 1. 
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the final drying can be left for the sun to achieve. More commonly, 

however, simple power machinery and a smokehouse are employed. 

It should be clear from this brief description that rubber is 

naturally much more of a smallholders’ industry than tea. The 

economies of scale in the industry are evidently much smaller. 

Moreover, the location of good rubber land—at the middle altitudes, 

closer to the bulk of the peasant population than tea—made the 

crop appealing to smallholding peasants. So, from the early days 

of the industry in Ceylon, smallholders have played a significant 

role. In 1936, the first year of official data collection on the subject, 

smallholders were found to hold 21 percent of the island’s rubber 

acreage. However, this percentage holds only under the arbitrary 

definition that an estate is any holding ten acres or more in extent. 

About 40 percent of Ceylon’s rubber land in the 1930’s was in hold¬ 

ings of less than 100 acres.47 Rubber smallholders in Ceylon typically 

use the cultivation of the crop as a supplementary sideline, shifting 

their attentions from rubber to their other agricultural or nonagri- 

cultural interests when rubber prices decline and back to rubber 

when they rise. When they decide to tap they hire casual labor 

from the village and when they are not tapping their trees stand 

almost completely unattended. 

Aside from the greater importance of the smallholder segment 

of the industry, rubber also brought other changes in the familiar 

pattern of resource use in the estate sector. The less regular need 

for labor meant that local workers employed on a casual basis 

were heavily relied upon, even by the estates. Of the 540,000 Indian 

estate workers in Ceylon in 1929, perhaps no more than 100,000 

were employed on rubber estates. Capital flowed into rubber culti¬ 

vation from a wide variety of sources, ranging from large British 

corporations with holdings in various parts of Ceylon and often 

Malaya and India as well to peasants with just a few acres planted. 

COCONUT 

With coconut, the third of modern Ceylon’s three great export 

crops, one moves still further away from the classic plantation 

system. Cultivation of the coconut palm in Ceylon goes back, ap¬ 

parently, to ancient times and the palm was the “Tree of Life” to 

the Ceylonese peasant (Kalpa Vriksha in Sanskrit) long before it 

became a plantation crop. One of many similar quotations suggests 
its vital role in the village economy: 

The leaves are used for roofing, mats, baskets, torches, fuel, manure, 
whilst the stem of the leaf is utilised for fences, pingoes and fishing rods. 

47See Table A-39, Appendix. 
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Pickles and preserves are made of the cabbage or cluster of unexpanded 
leaves. The sap forms toddy, from which arrack is distilled. By evapora¬ 
tion, jaggery (a form of sugar) is obtained. Acetic fermentation produces 
coconut vinegar. The unformed nuts are utilised in medicine. The milk 
of the young nut makes a refreshing drink. The meat itself is used to 
make curry and generally in cooking. The oil from the nut is useful in 
medicine, for anointing the hair, to make soap, candles and to provide 
light. Cattle are fed on the poonac or copra cake. From the shell of the 
nut, drinking cups, charcoal, toothpowder, spoons, medicine, beads, 
receptacles and knife-handles are manufactured. The coir is used for 
mattresses, cushions, ropes, cables, cordage, canvas, fishing nets, brushes, 
fuel and floor-mats. The trunk, sometimes called porcupine-wood, is 
used for rafters, lathes, sailing boats, troughs, furniture, buttons and 
firewood. The roots of the tree are used for medicinal purposes.48 

The coconut industry is dominated by smallholders, to an even 

greater extent than rubber, with which it shares many technical 

characteristics. Even more than the rubber tree, the coconut palm 

can live without systematic human attention. Weeding, fertilizing, 

andfpest control all enhance yields, of course, but they are not at 

all necessary. The tree will go on producing dozens of nuts per 

year without them. It is very long lived, although after 50 or 60 

years senility sets in and the yield drops. The tree is easily grown 

irTsmall plots and even in gardens attached to houses. In the wet 

zone low country, where soil and climatic conditions are favorable, 

one finds them everywhere. 
Aside from its almost endless village uses, which generally absorb 

about half of Ceylon’s total harvest, the coconut palm produces 

five products of commercial value which are traded internationally: 

copra (the shredded meat of the nut, intended for later pressing 

Into coconut oil), oil, poonac' (the residual cake left after the oil is 

pressed out of the copra), desiccated (dried and finely shredded) 

coconut, and coir Xcoconut fibre, derived from the husks). The 

copra is used as a raw material to obtain oil, the oil is employed in 

food products (as an input into the manufacture of margarine and 

as a cooking oil) and in soap, the poonac serves as a cattle feed, the 

desiccated coconut goes mainly into the confectionery industry, and 

the coir fibre competes with other natural and man-made fibres in 

a variety of uses: mats, brooms, rope, and so on. I Information on the coconut industry, because of the dominance 

of the smallholders and also because coconuts never came under an 

international regulatory agreement as did tea and rubber, has always 

been sparse. Table 2-7, however, summarizes what is known or can 

be estimated about its development up to World War II. Because 

48Report of the Coconut Commission, Sessional Paper (henceforth abbrevi¬ 

ated: S.P.) XII of 1949, pp. 11-12. 
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of its long-standing role as a peasant crop, coconut has always 

accounted for a much larger total area planted than any of the 

more purely plantation-type crops (see Table 2-10, page 49). From 

1870 through the 1930’s coconut output and acreage grew at a fairly 

steady rate. During this growth process, mainly in the first decades 

of the twentieth century, the plantation began to take a place in the 

industry. Unlike the tea or rubber estate, the coconut plantation 

was almost always locally owned. As time went by it came to repre¬ 

sent an important transitional step taken by the village landowner 

on the way to becoming a member of the urban elite. In later days, 

many of Ceylon’s leading politicians were to be coconut landowners. 

Only for the post-World War II period are data available, but in 

1951 only 20 to 25 percent of the island’s coconut acreage appeared 

to be on estates.49 Of the estates, 84.9 percent were in the hands of 

Ceylonese individuals, while only 7.7 percent were evidently in 

foreign hands (owned by non-Ceylonese companies or individ¬ 

uals).50 The foreign role in the industry is somewhat understated 

by these figures, however, in view of the fact that the processing of 

coconuts, unlike that of tea and rubber, is not usually done on the 

estate, but at a separately located and owned mill. The mill may 

be a very simple affair or it may be a modern factory. A small 

number of modern British-owned mills process a high proportion 
of the coconuts grown in Ceylon. 

Under the beneficent influence of attractive and steadily rising 

export prices, coconut acreage and production expanded steadily 

up to World War I. After the war, the growth of acreage appears 

to have slowed down (though it may be that the overestimation of 

acreage in the earlier period is what creates this impression), while 

output continued to rise. In the world market for coconut products, 

and desiccated coconut in particular, Ceylon was a leading supplier 

in the 1920 s. Its position was undercut, however, by the increased 

entry of the Philippines into the world market in the twenties; the 

American market for desiccated coconut, for instance, was lost to 

the Philippines, which enjoyed a preferential tariff. Then the effects 

of the depression were felt. Despite the popularity of the coconut as 

an article of domestic consumption (which might be expected to 

work for greater price elasticity of supply in the export market), 

exports in terms of nut equivalents were higher in the depressed 

thirties than they had been in the prosperous twenties. Prices fell 
by more than half. 

“Department of Census and Statistics, Census of Agriculture 1952, Vol. 3, 
1956; see Table A-39, Appendix, and footnote § attached to it. 

“See Table A-38, Appendix, and its footnote #. 
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PEASANT AGRICULTURE 

Just what happened to peasant agriculture during a century of 

estate development between 1840 and 1939 is hard to say. Reliable 

data on output are totally lacking and the only available quantita¬ 

tive indications of levels of activity come from information on re¬ 

source use in the sector. It would be a mistake to think of tins 

sector, which provided a livelihood for the major part of the popula¬ 

tion during the period, as static. In fact, its population grew and the 

quantity of resources available to it underwent some changes. On 

the other hand, it is clear from an examination of income levels and 

other quantitative indicators of well-being and technology levels in 

1939 that the estate revolution bestowed relatively few immediate 

benefits on the peasant sector. 

The opportunities to earn higher incomes offered to the peasants 

by the estate revolution were limited in number and character. 

Once the pattern of immigrant labor and imported supplies was 

established (that is, ignoring the very difficult question of whether 

the Sinhalese were given an economic incentive to work on the 

estates or provide food for them) the number of transactions taking 

place between the estate and village economies was small. Estate 

inputs were almost all imported. In time, Sinhalese peasants came 

to supply a fair proportion of the labor services used by the estates 

(by the 1930’s, some 100,000 Ceylonese were working on the estates, 

making up about 20 percent of the labor force), but this remained a 

minor tie between the two worlds of the estate and the village. 

Smallholding was a second link, which in time involved a relatively 

small number of peasants in producing coconuts and rubber (and 

an even smaller number tea) for the market. The great majority of 
peasants, however, had no contact at all with the estates. 

In most instances (especially in the case of up-country tea) the 

estates were not physically contiguous with the peasant areas, but 

even where they were (as was frequently the case with low-country 

tea, rubber, and coconuts) there were remarkably few economic 

relations between the sectors. The villager grew paddy (rice) to 

feed himself and his family, often enjoyed the easily gained produce 

of a few coconut trees, and relied on a small plot of garden or “high¬ 

land” to furnish fruits and vegetables to supplement his diet. His 

ideal was self-sufficiency and the ideal came close to being realized 

in practice. His technology was primitive—even draft animals were 

considered a luxury, available only to the relatively well-to-do 

peasant—and his per capita income was correspondingly low, much 

lower than that of the plantation sector (though the estate income 
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was distributed so unevenly that the estate laborer was probably 

very little better off than his village counterpart). Fortunately for 

the Ceylon peasant, nature was generally kind—especially in the 

rich wet zone which comprises the southwest corner of the island. 

In the wet zone two rice crops were easily grown each year; in the 

remaining dry zone (which is dry only in comparison to the richly 

watered wet zone) two crops were possible but, in the absence of 
good irrigation, rather unlikely. 

During the first hundred years of estate development, technology 

in the peasant sector, which had been essentially unchanged for 

centuries, underwent no apparent transformation. Up to the 1920’s, 

peasant population grew at only about one percent a year (see 

Table 2-8). A high incidence of infant deaths and periodic out¬ 

breaks of malaria were the main forces keeping the rate of natural 

increase down in the face of a high birth rate. In addition, there 

were gradual population losses to the cities and the estates. The 

supply of land to the peasants also expanded slowly but steadily, 

partly through the gradual restoration of the extensive ancient irri¬ 

gation works which exist in many parts of the island, so only after 

1920 did the ratio of population to cultivated land in the peasant 

sector begin to rise. Despite frequent claims in Ceylon to the con¬ 

trary, the estates seem to have cut very little into the supply of 

arable land available to the peasant. In other ways, however, the 

effects of the estates on resource availability in the peasant sector 

may have been more harmful. It is probably true that the growth 

of the estates did reduce the reservoir of land available for future 

expansion of traditional cultivation and thus did bring about suffer¬ 

ing among the peasants later, in the twentieth century, when their 

population began to rise rapidly. And what actual diversion of land 

there was from the peasants to the estates did not involve paddy 

land, but rather the supplementary pasture and “chena” land 

(land used for the occasional slash-and-burn cultivation of secon¬ 

dary grains) of the Kandyan peasants. The disappearance of good 

pasture land may be the reason why the ratio of draft animals to 

rural population, after rising in the late nineteenth century, fell 

almost continuously during the twentieth (see Table 2-9). 

Despite the lack of quantitative information on the history of 

the traditional sector, the broad outlines of the estates’ influence 

on it are clear: the effects of estate development on the village were 

relatively minor in quantity and indirect in nature. The economic op¬ 

portunities offered to the villager were relatively few. The negative 

impact of diverting land from the peasants was of consequence 

only with the passing of time, and even then the indignities suffered 
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TABLE 2-8 

Estimated Cultivated Land and Population in the Peasant Agricultural 

Sector, Census Years, 1871-1959 

Cultivated Annual Growth Peasant Annual Growth Peasant 
Peasant Land* Rate since Population! Rate since Population 

Year (000 Acres) Previous Year (000s) Previous Year per Acre 

(%) 

1871. . 954 1,831 1.9 
1881. . 1,092 1.4% 1,996 0.9 1.8 
1891. . 1,243 1.3 2,219 1.1 1.8 
1901. . 1,370 1.0 2,541 1.1 1.9 
1911. . 1,544 1.2 2,818 1.0 1.8 
1921. . 1,676 0.8 3,051 0.8 1.8 
1931. . 1,809 0.8 3,921 2.5 2.2 
1946. . 2,076 0.9 4,941 1.6 2.4 
1953. . 2,206 0.9 6,044 2.9 2.7 
1959f. . 2,351 1.1 7,297 3.2 3.1 

Source. Table A 36, Appendix. Peasant land consists of paddy acreage, plus "other” 

crops, plus certain proportions of coffee, tea, rubber, and coconut cultivation: 20 percent of coffee 

10 percent of tea, 20 percent of rubber, and 60 percent of coconut, Each of these embodies an 
estimate of the proportion of total acreage under the crop which consisted of holdings under 10 

acres. From 1946 on, actual percentages are used for tea and rubber (see Table A-39, Appendix) 

and part of the rise in peasant land after 1931 consists of land bought from estates by smallholders. 

TRural population from Table A-18, Appendix, minus estate population; the latter is taken 

as equal to Indian estate population from 1931 on (see Department of Census and Statistics, 
Statistical Abstract of Ceylon, 1961, p. 185); before that the assumption is that the land-labor ratio 

m the estate sector during the 1920's applies in all periods. This formulation leaves Sinhalese 
estate workers in the peasant sector, which is probably desirable, since they tend to be peasants 
at heart and only casual estate workers. 

, W3S n0t f Cet^Uf ,yea5' so the origins of the data used are somewhat different from those 
of the other years (see Tables A—18 and A—36, Appendix). 

TABLE 2-9 

Draft Animals and Population in the Peasant Agricultural Sector Census 

Years, 1871-1959* 

Year 

-- Draft Animals-- 
(000s) 

Buffaloes Cattlef Total 

1871. 
1881. 281 
1891. 393 
1901. 521 
1911. 462 
1921. 419 
1931. 528 
1946. 522 
1953. 656 
1959. 781 

997 
1,056 
1,065 
1,477 
1,465 
1,386 
1,052 
1,080 
1,229 
1,486 

1,337 
1,458 
1,998 
1,927 
1,805 
1,580 
1,602 
1,885 
2,267 

Draft Animals Per Hundred 
—- of Peasant Population — 
Buffaloes Cattlef Total 

14 
18 
21 
16 
14 
13 
11 
11 
11 

54 
53 
48 
58 
52 
45 
27 
22 
20 
20 

67 
66 
79 
68 
59 
40 
32 
31 
31 

^Peasant population is the same total as was used in Table 2—8- da fa a. r. • 1 

from Table A-40, Appendix. Small discrepancies are attributable to roundtng error * § ““ 
fCattle in Ceylon are used mostly as draft animals; there are few dairy Cattle' 
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by the peasants might as logically be ascribed to the acceleration of 

their rate of population growth as to the effect of the estates in 

limiting the amount of land available for the expansion of peasant 

agriculture; that, after all, was ultimately limited by nature in any 

case. 

THE ESTATES AND ECONOMIC GROWTH 

The first century of Ceylon’s modern economic development— 

from the coming of the coffee estate in the 1840’s to World War II 

—was utterly dominated by the emergence and subsequent growth 

of estate agriculture. Roughly, the century can be divided into a 

number of periods, each distinguished on the basis of what was 

happening in the estate sector at the time: the rise of coffee and 

establishment of the estate system, about 1845-70; coffee’s decline, 

1870-88; the rise of tea and rubber up to World War I, 1888-1913; 

war and peace prosperity, 1913-29; and the depression of the 

thirties. Anticipating a bit the subject matter of later portions of 

this book, one might add that the 1939-46 period was dominated 

by the special circumstances surrounding World War II and the 

TABLE 2-10 

Areas Cultivated by Estates and Peasants, Census Years, 1871-1959* 

(Thousand Acres) 

1871 1881 1891 1901 1911 1921 1931 1946 1953 1959 

Estate Land: 
Coffee. . 214 228 45 5 — — — — — — 

Tea. — 12 235 366 412 376 456 490 505 502 

Rubber. — — — 2 148 312 451 507 482 477 

Coconuts. 200 210 304 339 412 410 430 428 428 428 

Total. . 413 450 584 711 971 1,099 1,337 1,426 1,415 1,408 

Export Smallholdings: 
Coffee. 53 57 11 1 — — — — — — 

Tea. — 1 26 41 46 42 51 63 70 78 

Rubber. — — — — 37 78 113 152 176 191 

Coconuts. 300 315 456 508 618 615 645 643 643 643 

Total. 353 373 493 550 701 735 808 858 888 911 

Nonexport Crops: 
Paddy. . 544 549 563 670 645 727 811 913 964 1,124 

Others. 58 169 186 150 199 215 190 305 353 315 

Total. 601 718 750 820 843 941 1,001 1,218 1,317 1,440 

Total peasant area. 954 1,092 1,243 1,370 1,544 1,676 1,809 2,076 2,206 2,351 

Total cultivated area. . 1,367 1,542 1,826 2,081 2,516 2,775 3,146 3,501 3,620 3,758 

Annual rate of increase... 1.2% 1.7% 1.3% 1.9% 1-0% 1.3% 0.7% 0.5% 0.6% 

*Source: Table A-36, Appendix. The split of export crop acreage between estates and peasant 

smallholdings prior to 1946 is based on an assumed constancy of their relative shares in total 

acreage. See footnote* to Table 2-8, page 48. Small discrepancies are attributable to rounding error. 
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post-1946 era by the political fact of independence. Within the un¬ 

changing framework of an economy which is heavily dependent on 

its estate sector, each of these periods has its own particular growth 

experience (see Table 2-11). Total exports (and presumably na¬ 

tional output, though there are no data) rose and fell with coffee 

in the early decades. During the 1888-1913 period it was tea which 

propelled the economy forward; the rise of the tea industry is 

mainly responsible for the fact that overall export volume moved 

upward at a 6.2 percent annual rate during these years. In the 1913- 

29 period the estate sector experienced its most rapid growth—7.7 

percent a year; in this period, rubber, growing faster than tea ever 

did, provided the main impetus. Thus, up to 1929 coffee, tea, and 

rubber had each served in turn as a leading sector, an engine of 

growth for the economy. After 1929 no sector boomed. The de¬ 

pression brought output declines for all three of the leading crops, 

attributable to the weakened state of world markets. When World 

War II began, demand rose sharply and the growth of overall export 

volume resumed; supply-side limitations on production (shortages 

TABLE 2-11 

Annual Rates of Increase in Output and Export Volume 1845-1960 

Period 

Coffee 
Export 

Volume* 
Tea 

Outputf 
Rubber 
Output^ 

Coconut 
Output § 

Combined 
Export 
Volume 
Index 

1845-70. 6.4% _ _ 
1870-88. .... -12.7 CO — 2-4% 
1888-1913. - CO 8.7% CO 3.0 6.2% 
1913-29. . . . . — 1.8 13.2% 2.8 7.7 
1929-39... ... — -0.9 -4.4 -0.2 -1 5 
1939-46.... ... — 2.6 6.6 -3.0 4 0 
1946-60. 3.2 0.3 2.6 1.8 

♦Source: Department of Statistics and Office Systems, Ceylon Blue Books. 

tPnor to 1900, output is assumed equal to exports; from 1900 through 1932 a factor for local 

consumption (per capita consumption from Ceylon Bank of Ceylon, Survey of Ceylon’s Con¬ 

sumer Finances. 1954, times estimated population) is added in; from 1933 on, actual produc¬ 
tion figures from the A.R. of the Tea Controller are used. 

1® t2ken aS eql!al t0 exP°rts: fr°™ 1937 on, actual production data from 
tne A.K. of the Rubber Controller are used. 

§ Total output is taken as the nut equivalents of exports of the three leading coconut products 

plus estimated local consumption (per capita consumption from the 1953 consumer finance survey 
times estimated population). 1 

. . HBecause frequent changes in the composition of Ceylon’s exports, computing a long-term 
index of export volume poses a formidable index-number problem. Using either constant weights 

rom any single year or period or current-year weights causes gross distortion, the former toward 

understatement and the latter toward exaggeration. A third alternative was thus elected here- 

the 115-year period was divided into seven subperiods; within each subperiod, constant first-year 

weights were used; the subpenod indexes were then linked together to provide a combined export 

entire 115 years- The resulting index rises from an 1888 base of 100 to 450 

Appendix268 * ^ ^ *> and 
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of capital equipment, fertilizers, and export shipping space), along 

with British bulk-purchase policies (see Chapter 4, pages 74-75, 

78), held the growth of output and exports in check and at the 

war’s end aggregate exports were only slightly in excess of the 1929 

level. Since 1946 the volume of production has resumed its upward 

movement, but at a much slower rate than previously. Much more 

will be said of this later. 

Each of the estate industries appears to have followed a life cycle 

in its development which, up to a point, differs remarkably little 

from crop to crop. There exists a foreign market for a crop which 

can be grown profitably in Ceylon. Dramatically, a local industry 

springs up. In its first dynamic stage of development, the industry’s 

acreage grows by leaps and bounds and so, with a suitable lag to 

allow for the gestation period, does its output. Soon output per 

acre, measured using gross acreage planted as the denominator, 

is growing rapidly as more and more acres reach optimal bearing 

age.51 Meanwhile, world demand, which may have been increasing 

rapidly in the earliest years of the industry, has settled down to a 

relatively slow rate of growth and other countries have made ex¬ 

tensive plantings of the crop; world prices stabilize and perhaps 

drop a bit. Within Ceylon, returns to the marginal acre planted have 

been falling as the cultivation of the crop is extended to less and 

less suitable land. Soon a point is reached beyond which additional 

investments in the Ceylon industry, most of which must compete 

with alternative uses of capital in the world capital market, no 

longer yield a return that is greater than returns from alternate in¬ 

vestments. When acreage reaches this point its expansion halts 

abruptly. Barring any large and permanent increase in the world 

price there will be little more expansion of acres planted in the fu¬ 

ture. After a lag of a few years, output also stagnates. Employment, 

which had been rising briskly in the early years, stops growing. An 

interregnum in the industry’s growth is ushered in. Coffee, tea, and 

rubber all demonstrate the pattern up to this point. Beyond this 

interregnum, however, there is the possibility of a second phase of 

development. Here, there is room for considerable variation among 

cases. If output is to grow during this second stage it must rise 

mainly through technical change; in particular, since land is the 

scarcest factor of production, there must be increases in output per 

acre. A variety of circumstances—involving the rate at which scien- 

slThere is also likely to be some improvement in the technology of the 
industry during this period and this accelerates the rise of output per acre. 
However, the main contribution to increasing land productivity during this 
period is probably made by the maturing of the trees. 
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tifie research makes new techniques available, the market and other 

incentives (including government subsidies) given to planters to 

induce them to adopt improved methods, and the adequacy of 

the planters’ response52—determine whether these increases are 

achieved.53 

Table 2-12 shows these trends in tea, rubber, and coconut. Tea 

and rubber had similar growth experiences up to the 1920’s and 

similar stagnation thereafter. Coconut’s initial period of rapid 

growth, if it had one (and it may not have), is lost in the mists of 

prestatistical antiquity. The years since 1946 show a variety in the 

latest phase of development. The tea and coconut industries have 

been able to accelerate their rates of output growth through faster 

rises in productivity, while rubber, hampered by generally less- 

favorable markets and (in the short run) replanting,54 has not. 

It is clear that the estate sector of Ceylon’s economy has re¬ 

peatedly demonstrated its capacity to grow, both by bringing new 

resources under its command and by improving the efficiency of 

its resource utilization. What are the implications of this capacity 

for the aggregate growth of the economy? As one would expect, 

similar long-run data on the growth of the peasant and urban parts 

of the economy are lacking, so it is impossible to say just how fast 

Gross Domestic Product (GDP) has grown historically. However, 

a rough but conservative estimate of overall growth is possible. 

If the whole modern sector is assumed to have accounted for 

half of Ceylon’s real GDP on the average from 1888 to 1939 (a 

very rough assumption), if its annual growth rate is taken to be 

5.1 percent (this is the growth rate of the combined export volume 

index in Table 2-11), and if constant output per head is assumed in 

the rest of the economy, then the overall growth rate works out to 

52The operation of each of these factors with respect to tea, rubber and 
coconut in the post-World War II economy is examined below. Chapter 6 
pages 133-52. 

“Where is no inherent reason why output must stagnate after total acreage 
stops rising. The upsurge in productivity could follow close on the heels of the 
exhaustion of suitable land supplies. It could even precede it, though this is 
less likely because while cheap land is still available planters have little in¬ 
centive to work for higher yields per acre. One should not be arbitrary about 
this question of timing. It can be argued, for example, that with tea and rubber 
it was only the coincidental appearance of the depression soon after the ex¬ 
pansion of acreage ceased which produced the period of output stagnation 
which is observable in the statistics. 

“Paradoxically, rubber was the crop in which by far the most replanting 
with greatly improved strains was done in the postwar period. Few returns 
from this replanting had become evident by 1960, though; see Chapter 6 
pages 143-49. ’ 
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TABLE 2-12 

Subperiod Trends in Tea, Rubber, and Coconut, 1888-1960* 

(Average Annual Growth Rates: %) 

Subperiod Output Acreage 
Employ¬ 

ment 
Output 
per Acre 

Output per 
Employee 

Tea: 
1888-1913.. 8.7 3.0 7.3 
1913-29.... 1.8 Jo r i J n ol f 1 
1929-39.... ... -0.9 r / 1.2G r2) 0.0 
1939-46.... 2.6 -0.1 l j 3.1 l J 
1946-60.... ... t 3.1 0.4 0.5 2.5 2.6 

Rubber: 
1888-1913.. 
1913-29.... 13.2 5.3 f i 7.5 
1929-39.... ... -3.1 1.4 4.9G -4.5 
1939-46.... 6.7 0.5 l J 6.1 
1946-60.... 0.2 0.4 -0.1 -0.1 0.3 

Coconut: 
1888-1913.. 3.0 1.6 1.3 
1913-29.... 2.8 0.8 2.0 
1929-39.... ... -0.2 jo 7I (— i .3) 
1939-46.. . ... -3.0 V J 1 / 
1946-60.... 2.7 0.0 1.7 2.7 0.9 

*Sources: Tables 2-5, 2-6, 2-7, 6-8, 6-12, 6-13; A-12, A-26, and A-37. 
t!911-46. 

3.2 percent a year.55 Since population growth averaged about 1.4 
percent annually from 1888 through 1939 (see Table A-14, Ap¬ 
pendix), this implies an annual rate of growth for real Gross Do¬ 
mestic Product per capita of about 1.8 percent. While not a spec¬ 
tacular growth rate, this is a discernible one and is definitely sig¬ 
nificantly different from zero. There is thus evidence that over the 
last century the trend of Ceylon’s domestic product has been dis¬ 
tinctly upward and at a rate somewhat faster than population 

growth. 
This growth record is rendered more impressive by the diversity 

“That is, real output is thought to have risen at a 5.1 percent rate in the 
modern sector and 1.4 percent in the traditional sector; 3.2 percent is the 
mean of these two rates. This is a conservative estimate. There is no profound 
reason to believe that per capita output in the traditional sector was actually 
constant. There is little quantitative information to go on, but a reasonable 
guess might be that the slow-working influences of capital accumulation and 
technical change more than offset the increasing pressure on the land (which 
started only in the 1920’s) and created a slow upward trend in per capita 
output in the traditional sector between 1888 and 1939. How rapid such an 
increase might have been, however, cannot possibly be estimated. 
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of products which went into its compilation. Coffee, then tea, and 

(briefly during World War I) rubber all served in their turn as the 

leading earner of foreign exchange (see Table 2-13). Several times, 

a reverse in the world market for one good stimulated the develop¬ 

ment of another profitable commodity. The one consistent principle 

in the history of the estate sector has been a continual sifting 

through the array of possible export crops by actual and potential 

entrepreneurs, who have repeatedly discarded the infeasible and 

picked the most profitable for their attention. Of course, in world 

depressions the prices of all primary products drop and adapta¬ 

bility is to no avail. Ceylon was hit several times during the planta¬ 

tion era by depressions and the impact was often considerable. But 

in each case the estates rode out the depression and recovered with 

income and output levels higher than ever. Fluctuations were the 

price of the higher income levels afforded by the plantation system. 

Individual estate companies often went bankrupt but the system 
itself continued as virile as ever. 

TABLE 2-13 

Share of Leading Crops in Total Export Receipts, 

Selected Years, 1891-1959* 

(Percent of Total) 

Year Tea Rubber 

Coco¬ 
nut 
Oil Copra 

Desic¬ 
cated 

Coconut 
Other 

Productsf 

Total Export 
Receipts 

(Rs. 000,000) 

1891.... . 52.3 — 9.1 1.6 58 
1900.... . 58.4 7.3 4.3 2.4 27.61 92 
1913.... . 37.7 26.3 7.2 9.0 3.4 16.4 233 
1929.... . 48.6 20.5 4.3 6.2 2.8 17.6 423 
1939.... . 57.3 20.6 4.1 2.2 2.2 13.6 328 
1949.... . 61.1 11.5 11.4 2.0 2.4 11.6 1,064 
1954.... . 65.1 16.0 5.8 2.6 3.8 6.7 1,724 
1959.... . 58.9 16.8 6.6 2.9 4.2 10.6 1,773 

*Source: Tables A-S2 and A-56, Appendix. 

■[Includes minor coconut-product exports (poonac, coir, whole coconuts), other minor domestic 
exports, and re-exports. 

{Includes rubber. 

One side of the historical record of the estate sector, then, is the 

not inconsiderable amount of economic growth it provided for 

Ceylon. There is another side, however: the failure of estate de¬ 

velopment to touch off any remarkable growth or transformation of 

the rest of the economy. Despite a century of estate development, 

the average income in 1939 of Ceylon’s 5,916,000 people was only 

about Rs. 140 (or, converting at the then-current exchange rate, 
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U.S. $46 in 1939 prices);56 it had been higher—about Rs. 190 (some 

U.S. $60) in the late twenties—but had suffered in the depression. 

Other quantitative indicators for 1939 point to a very poor country. 

The birth rate was very high, 35.9 per thousand, and the death rate 

was also substantial (22.0); of every 1,000 live births, 166 infants 

died in their first year. The population was about 85 percent rural. 

In the fields of public health and education considerable progress 

had been made and standards in Ceylon exceeded those in most 

other Asian countries. Still, much remained to be done: fewer than 

40 percent of the nation’s school-age children were actually in school 

and infectious and parasitic diseases, which medicine and public 

health could in time eradicate, accounted for 20 percent of all deaths 

in the island. Most of Ceylon’s rural population relied heavily on the 

traditional cultivation of paddy (rice), yet per acre yields in the crop 

were among the lowest in the world. The main reasons for the 

continuing poverty of the traditional agricultural sector were the 

primitive technology and the small quantities of cooperative re¬ 

sources the peasants had to work with. The average paddy holding 

was just over one acre and, with supplemental holdings of other 

kinds, the typical peasant family had no more than perhaps three 

acres to work. Mechanical power use was sparse; electricity con¬ 

sumption amounted to some 25 kilowatt hours per capita a year in 

1939 and even this was almost entirely limited to the cities and the 

estates. Even draft animals were in short supply; there was only 

one buffalo for every eight rural persons and one cow or bull for 

every four. Low incomes were the inevitable consequence of such 

low levels of resource use. 
The coexistence of so poor an economy in general and a peasant 

sector in pcirticulcir with <n prosperous estate sector i Rises R serious 

question. It is clear that the estates did not create the poverty. But 

even so, why did they not eliminate it? The failure of the estates to 

transform Ceylon s economy must be considered in detail. The ex¬ 

planation for it lies in the basic structure and dynamics of the pre- 

World War II economic system. 

“Warnasena Rasaputram. “The Influence of Foreign Trade on the Level and 
Growth of National Income of Ceylon, 1926-57 (unpublished Ph.D. disserta¬ 

tion, University of Wisconsin, 1959), p. 133. Data supporting the other state¬ 

ments made in this paragraph appear in the Appendix. 



Chapter 3 

The Structure and Dynamics 

of the Classical Economy 

THE DUAIJSTIC EXPORT ECONOMY 

Both the strengths and the weaknesses of Ceylon’s colonial econ- 

omy grew out of its basic structure and dynamics. In structure, the 

economy was a veritable model of what might be called a dualistic 

export economy. There are two identifying features of this kind of 

economy: -fly close dependence of national income on foreign trade 

and; ( 2 ) a split of the economy into two sectors, one modern in 

organizational structure and technology, producing for the world 

market, and the other traditional in both these regards, producing 

for the immediate village market. Dualism can be and has been 

defined in many different terms: capitalistic versus subsistence, 

monetized versus nonmonetized, export versus domestic, and a 

positive versus a zero marginal product of labor. In Ceylon prior to 

the 1940’s the various criteria would in practice have given closely 

coincident definitions of the two sectors, which, however defined, 

were clearly visible. In the present study the general terms “mod¬ 

ern and traditional will be used to identify the two sectors. The 

modern sector can be said to have consisted of the estates, the 

financial and commercial establishments of Colombo and a few 

smallei cities, and the central government.1 The traditional sector 

was made up of the villages and depended preeminently upon agri¬ 

culture, with a sprinkling of native crafts and traditional service 

occupations. The classic purity of the Ceylonese case is illustrated 

by the clarity of this two sector division and the near absence of 

any in-between or third case. Not until after World War II did a 

For completeness, one should also include (1) the embryonic industrial 
sector (notably the construction and the tea and rubber machinery building 
industries) which grew up around the plantation sector and perhaps (2) local 
government, which has always been a minor institution in Ceylon having 
narrowly circumscribed functions and spending no more than about five pTr 
cent as much money each year as the central government. Neither was of any 
great importance in the classical economic system, however. y 

56 
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significant “third sector,” comprising industrial and urban activities 

not directly related to plantation agriculture, develop. 

The dualism of the economy was very nearly perfect. The estate 

and peasant economies touched at relatively few points. There was 

little blurring of the sectoral lines. The coconut industry was a 

mixed form, containing both tiny subsistence gardens and huge 

capitalistic estates, but in the other export industries, tea and rubber, 

smallholders were relatively unimportant and produced less than 

15 percent of the crop. The rest of the economy did not count for 

much. There was a small plumbago (graphite) mining industry; an 

unimportant remnant of the old spice trade, the principal commer¬ 

cial activity of Portuguese and Dutch times; and only the barest 

rudiments of a manufacturing sector (almost no modern industry 

—unless the processing operations attached to the tea-, coconut-, 

and rubber-growing industries are counted—and cottage industries 

which compared most unfavorably with those of neighboring 

India). For even the simplest manufactured goods the reliance on 

imports was virtually complete. 
By way of qualification, however, it might be mentioned that the 

two generalizations of the preceding paragraph—that there were 

few economic interrelations between the modern and the traditional 

sectors and that the dividing line between the two sectors was dis¬ 

tinct—tend to hold less firmly for, say, the 1920 s and 1930 s than 

for earlier decades. The development of the coconut industry by 

Sinhalese entrepreneurs, for example, was mainly a twentieth- 

century phenomenon. The opening of areas close to the estates oi 

to the larger towns to modern transportation also had an integrating 

effect. By World War II the entire wet zone low-country region 

surrounding Colombo had become thoroughly commercialized. 

Subsistence production had all but disappeared and many of the 

area’s residents moved freely among traditional, estate, and urban 

activities. By contrast, many other parts of the island were left 

virtually untouched by the century of economic development which 

ended in 1939. 
The relative importance of the modern and traditional sectors 

during the classical period can be defined with reference to the 

proportions of the labor force employed in each of them and by 

their relative contributions to national output. 
Ceylon’s labor force, once the plantation system was firmly 

established in the late nineteenth century, split on about a 40 60 

basis between the modem and traditional sectors. This proportion 

remained remarkably stable up to World War II. As Table 3 1 

indicates, some 30 percent of the available labor force was utilized 
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on the estates, another 30 to 35 percent in traditional agriculture, 

and the remaining 35 to 40 percent in nonagricultural pursuits. Of 

the 40 percent employed outside agriculture, some fell into the 

modern sector and some into the traditional. No precise division 

can be made, but perhaps three-fourths should be considered to 

have been attached to the traditional sector, mostly in service occu¬ 

pations. Thus 40 percent and 60 percent serve as rough estimates 

of the relative importance of the two sectors in terms of labor 

employed. If total population, as distinct from labor force, were 

used as a basis for division, the modern sector would be somewhat 

smaller than 40 percent, owing to the tendency for estate workers 
to be transients with no family present in Ceylon. 

TABLE 3-1 

Sectoral Allocation of Labor Force, Census Years, 1881-1953* 

Traditional Total: 
Estates Agricul- Other All 

ture Sectors Sectors 
Year f Tn nnrv \in 

1881. -623 408 1,031 
1901. . 441 624 589 1,653 
1911. . 562 540 652 1,753 
1921. 620 734 864 2,218 
1946. . 783 556 1,272 2,612 
1953. 856 680 1,445 2,982 

Traditional 
Agricul- Other 

Estates ture Sectors 
-(Percent of Total)- 

— 60.4- - 39.6 
26.7 37.7 35.6 
32.0 30.8 37.2 
27.9 33.1 39.0 
30.0 21.3 48.7 
28.7 22.8 48.5 

^Source: Table A 26, Appendix. Small discrepancies are attributable to rounding. 

The relative contributions of the modern and traditional sectors 

to national income during the classical period are somewhat more 

difficult to determine. No doubt the contribution of the modern 

sector had undergone a substantial rise up to the late 1920 s, the 

first period for which even crude national accounts estimates are 

available. Looking at these rough estimates of national income2 and 

at foreign trade statistics, one sees that exports, which were mostly 

the pioduct of the modern sector, were running about 35 to 40 

percent of national income. Adding in the contribution of govern¬ 

ment and the few other goods and services produced by the modern 

sector for local use, one reaches the conclusion that something like 

half of the total national income was produced by the 40 percent 
of the labor force employed in the modern sector. 

2See Warnasena Rasaputram, “Influence of Foreign Trade on the Level, 
and Growth of National Income of Ceylon, 1926-57” (unpublished Ph.D. dis¬ 
sertation, University of Wisconsin, 1959). 
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INTERSECTORAL FLOWS 

The economy of Ceylon up to World War II, then, can be re¬ 

garded as consisting of a modern and a traditional sector, both open 

to trade with each other and with the outside world. However, the 

overwhelming bulk of trade flows ran from the modern sector to 

the outside and back again. Few goods and services flowed between 

the traditional sector and the modern sector or between the tra¬ 

ditional sector and the outside. The government, an institution with 

a potential for changing the pattern of intersectoral flows, was small 

at the time and did little to alter this basic pattern. The pattern 

can be illustrated in a rough and incomplete way with respect to 

one fairly typical prewar year—1929.3 
There are no data available which would provide a quantitative 

estimate of trade between the modern and the traditional sectors in 

1929, but the flow was certainly very small. As already noted, the 

estates depended on the village neither for productive inputs nor fox- 

end products. The same was true, perhaps to a lesser degree, of the 

small but growing urban wing of the modern sector. It, like the es¬ 

tates, leaned heavily on foreign sources to satisfy its needs. Of 

course, the village did succeed in selling some export produce, some 

food, a very few other types of goods, and a variety of services to the 

modern sector. Such cash incomes, which doubtless increased 

through time, were used to add members to the growing urban 

and estate elites and to enrich some of the more fortunate or more 

industrious residents of the villages. But relative to the tremendous 

size of the trade flow linking the modern sector to the rest of the 

world the value of this flow must have been miniscule. 
Although some 60 percent or more of Ceylon’s population in 

1929 depended on the traditional sector for its livelihood, nearly all 

of the country’s foreign trade was conducted by the modern sector. 

As Table 3-2 shows, more than three-fourths of the nation’s exports 

in 1929 had their origins in the modern sector. Furthermore, vir¬ 

tually all exports at least passed through the hands of the modern- 

sector export-import firms. Coconut products constituted the main 

export crop of the traditional sector, bringing in some Rs. 35,600,000 

(about 44 percent of the sector’s total export receipts). Tea and 

rubber each accounted for about half as much revenue to the tra¬ 

ditional sector as coconut products and a few minor products made 

3The magnitudes of the flows outlined in this section differ considerably 
from those which might be measured for other years of the classical period. 
The pattern of flows, however, would be much the same for any year from the 

1840’s through the 1930’s. 
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up the rest. However, the great bulk of export receipts—some 78.6 

percent of the total in 1929—accrued to the modern sector, in¬ 

cluding the enormous sum of Rs. 188,400,000 from tea. 

TABLE 3-2 

Breakdown of Receipts from Domestic Exports between 

Modern and Traditional Sectors, 1929* 

(Rs. Millions) 

Item 
Modern 
Sector 

Traditional 
Sector Total 

Food, drink, and tobacco: 202.1 32.7 234.8 
Teaf. 188.4 16.8 205.2 
Desiccated coconut!.... 4.9 7.0 11.9 
Others §. 8.9 8.9 17.7 

Raw materials: 96.2 45.0 141.2 
Rubber |j. 73.4 13.2 86.6 
Coconut oil!. 7.4 10.6 18.0 
Copra!. 

Minor unmanufactured coco- 
10.8 15.5 26.3 

nut products. 1.9 2.5 4 4 
Plumbago (graphite). 2.7 2 7 
Others#. - 3.2 3.2 

Manufactured goods#.... — 3.7 3.7 

Domestic exports.... 298.3 81.4 379 6 
Percent of total.... 78.6 21.4 100.0 

*As the following notes make clear, this is only a rough breakdown. Small 
discrepancies are attributable to rounding. 

tTen acres is the dividing line between smallholdings and estates; the acreage 
ratio was taken to be that of 1935 (88.2 percent estate) and yields on smallholdings 
were assumed to be two-thirds of estate yields per acre. 

{All coconut output is divided on the basis of the 1946 acreage ratio (31.9 

yields111 6State and the assumPtion that smallholder yields are two-thirds of estate 

§Assumed 50-50; includes minor estate crops, spices, etc. 

r?tl0T in 1936 (78‘7 percent estate); smallholder yields 
assumed to be two-thirds of estate yields. 

proo#o^rh!nsaofI^a^OCatedientirely t0 traditional sector'. actually contain small proportions of modern-sector output. 

rt,L°TeS: Tabl_fs ^~39, A_52- and A-53, Appendix; Department of Commerce 
Thirty Years Trade Statistics of Ceylon {1925-1954), Vol. 1. 

Table 3 3 breaks down 1929 imports among several categories: 

consumption goods, Western-style and traditional, intermediate 

goods, and investment goods. The Western-style consumption goods 

amounted to 16.8 percent of total retained imports at this time. Since 

the European population was no more than 7,000 or 8,000, less than 

1 percent of the total, the figure is indicative of both the much 

higher income levels enjoyed by the few Europeans in Ceylon and 

the spread (which was later to become much wider) of Western 
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TABLE'3-3 

Breakdown of Retained Imports among Consumption Goods, Western-style 

and Traditional, Intermediate Goods, and Investment Goods, 1929* 

(Rs. Millions) 

Item 

Consumption Goods 
Western- 

style Traditional 

Intermed¬ 
iate 

Goods 
Investment 

Goods Total 

Food, drink, and tobacco: 27.5 147.1 3.8 — 178.4 

Rice. — 99.5 — — 99.5 

Sugar. — 15.8 — . — 15.8 

Fish. 0.9 10.2 — ■— 11.1 

Curry stuffs. — 5.8 — •— 5.8 

Other food. 18.4 15.2 3.8 —- 37.4 

Drink. 4.6 — — — 4.6 

Tobacco. 3.6 0.6 — — 4.2 

Raw materials: — —■ 30.2 — 30.2 

Fertilizers. — — 15.2 — 15.2 

Other. — — 15.0 — 15.0 

Manufactured goods: 33.6 38.4 33.4 49.9 155.4 

Cotton goods. — 25.7 — — 25.7 

Motor vehicles. 
Iron and steel and their 

5.5 
“ 

9.5 15.0 

products. -4 — 
8.3 

14.7 14.7 

Gasoline. 4.8 — — 13.1 

Machinery. — —• — 7.8 7.8 

Kerosene. — 7.6 — — 7.6 

Other. 23.3 5.1 25.1 17.9 71.4 

Total. 61.1 185.5 67.4 49.9 . 364.0 

Percent of total. 16.8 51.0 18.5 13.7 100.0 

*As in Table 3-2, there is some roughness inherent in the arbitrary assignment of items to 

one category or another; however, the existence of a finely detailed summary of imports in the 
source considerably reduces errors arising from this difficulty. Retained imports are taken as 1929 

imports minus 1929 re-exports, with no adjustment for changes in stocks. Small discrepancies are 

attributable to rounding. 
Source: Department of Commerce, Thirty Years Trade Statistics of Ceylon {1925-1954), Vol. 1. 

modes of living to the Ceylonese population. The Ceylonese con¬ 

sumers of Western-type goods may at this time have numbered 10,- 

000 or 20,000. They were largely limited to Colombo and consisted 

of persons with high-level positions in the estates, commerce, and the 

government, as well as a small but growing independent Ceylonese 

middle and upper class, made up of landowners and professionals 

in law, medicine, and similar fields. Traditional consumption 

goods, which accounted for just over half the import bill in 1929, 

consisted mostly of staple foods (especially rice), with basic manu¬ 

factured goods like cotton textiles, kerosene, and matches rounding 

out the total. No division of these goods between modern and tra¬ 

ditional sector consumers (e.g., between villagers and estate work¬ 

ers ) can be made, since the consumption patterns of the two groups 
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were similar in many respects. One can speculate that most of these 

goods went to the estates and to urban consumers, though the 

villager, too, had by this time become dependent on foreign sources 

of such things as cloth, matches, and kerosene and used much of his 

meager cash income to buy them. The intermediate and investment 

goods which made up the remaining 37 percent of the import bill 

went almost exclusively to the modern sector—the estates, commerce, 

and the government. Almost all the raw materials, tools, and con¬ 

struction materials employed by the traditional sector were of native 
origin. 

Like the outside world, the government of Ceylon in 1929 dealt 

mainly with the modern sector. The government was much smaller 

then than it was to become later (its consumption and investment 

expenditures together amounted to about 14 percent of Gross Na¬ 

tional Product, compared with the 19.4 percent disposed of by 

the 1960 government)4 and its later function as an instrument of 

intcrsectoi al redistribution had hardly been used yet. The revenues 

of the government in 1929 came mainly from customs duties (49.0 

percent of total revenues), nontax receipts (32.1 percent), and ex¬ 

cise taxes (16.1) and only to a small extent from direct taxation.5 

By far the greater proportion of revenue was raised in the modern 

sector; the traditional sector was barely touched by the revenue 

system. Import duties, the largest single revenue source, were 

levied at an average rate of 9.5 percent of the total c.i.f. value of 

imports. About a third of this duty was raised from imports of 

traditional food items (much of which was destined for consump¬ 

tion by estate laborers), but the rest fell on consumption, inter¬ 

mediate, and investment good imports of the modern sector and on 

items which were subsequently re-exported.6 About 80 percent of 

the total sum raised from export duties, of which tea provided by 

far the largest share, fell on estate exports.7 The average rate of ex¬ 

port taxation was just 3.1 percent of the value of domestic exports.8 

There was no income tax, either on companies or individuals. The 

nontax revenues of the government were mostly payments for serv¬ 

ices performed for the modern sector-land sales proceeds, survey¬ 

ing fees, tolls, electricity charges, port and warehouse duties, etc. 

RasapiRram S data (op. cit.) put GNP in 1929 at about Rs. 775,000,000 (p. 
tor 1960, see the Appendix. 

'See Table A-65, Appendix. 

iSsSToL“his is'(“a'' ThiTtV Ye"! Tmde S““ °f Ce«hn <I92S- 
''Ibid. 

‘During the following year, with the onslaught of the depression, export 
taxation was temporarily abandoned. ™ 
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Similarly, the expenditures of the government were in large 

measure the costs of providing services to the modern sector. Table 

3-4, which provides a rough functional breakdown of expenditures 

in the 1928/29 budget, shows this. Aside from the fairly heavy 

burden of administrative cost and the light defense burden which 

it bore, the government confined its activities to providing services 

which were of direct or indirect benefit to the estates. This is not 

TABLE 3-4 

Functional Breakdown of Central Government 

Expenditures, 1928/29* 

(Rs. Millions) 

Administration. 27.0 
Defense. 2.3 
Economic services. 35.0 
Social services. 21.9 
Education. 10.3 
Health. 11.5 

Transfer payments. 18.7 
Interest on public debt. 11.2 
Pensions. 7.5 
Extraordinary expenditures!. 21.0 
Total. 144.6 

*This breakdown, which is based on The Report of the Colonial 

Auditor for 1928/29, is necessarily rough; it is only approximately com¬ 

parable with the data for later years presented in Table A-66, Appendix. 

INonrecurrent expenditures of the Irrigation, Public Works, Rail¬ 

way, and Electrical Departments; this figure serves as a rough measure 

of government investment. 

to imply, however, that government activity left other segments of 

the population untouched. Many of the services that were provided 

—electricity, roads, railroads, and others—yielded substantial bene¬ 

fits to other parts of the economy and society as well as to the 

estates.9 Two areas in which the colonial government had a par¬ 

ticularly profound impact on the traditional economy were educa¬ 

tion and health services. In the early nineteenth century education 

had been left mainly to private institutions, but as time went by the 

government took on an increasing responsibility in this area and 

9It can be argued that the main reason these services were provided not 
only to the estates but to parts of the peasant economy as well is that they 
approached the character of public goods and, once provided to the estates, 
necessarily had to be consumed by the traditional sector, too. It is no doubt 
true, however, that government motivations in these areas were mixed and that 
the public goods argument provides only part of the explanation. 
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rapidly rising educational standards resulted.10 Public health 

services, too, improved rapidly in quantity and quality during the 

twentieth century. Development in both fields was stimulated when 

Ceylon gained internal self-government in 1931. Both educational 

and health services were usually best in Colombo, next best on the 

estates, and poorest in the villages, but nevertheless there was con¬ 

siderable benefit to the whole country. 

THE GROWTH POTENTIAL 
OF THE CLASSICAL SYSTEM 

The dynamics of Ceylon’s classical export economy were ex¬ 

tremely simple. Export earnings provided the exogenous stimulus, 

and national income—as well as almost every other economic mag¬ 

nitude-adjusted accordingly. In the traditional sector the sensitivity 

to changes in foreign earnings was of course much less than in the 

modern sector, but for the economy as a whole both secular growth 

and short-term fluctuations originated principally in the world mar- 

| ket. The only other influence on the welfare of the peasant was the 

J immemorial natural cycle of weather and disease. 

Given the existence of a sizable foreign demand for products 

which could be grown efficiently on Ceylon’s estates, the other re- 

I quirement of a growing modern sector was a plentiful supply of 

' the factors of production. This Ceylon’s estates found in their early 

days either by drawing from outside the country, as they did for 

British capital and entrepreneurship and for Indian labor, or by 

putting to use hitherto unexploited resources located within Ceylon 

, (fe-g-, Crown land). All of these resources could be brought into 
play within the modern sector without producing more than a 

minimal disturbing impact on Ceylon’s traditional sector. 

(1) Labor supply to the estates, as has been seen, was almost 

perfectly elastic at prevailing wage rates. The failure of the Sinha¬ 

lese peasant to join the estate labor force in any great numbers, 

whatever its reason, is one of the main explanations of the economy’s 

dualism. With estate wages set by statute, labor ebbed and flowed 

between the plantation areas and South India according to seasonal, 

cyclical, and secular variations in the estates’ needs for workers' 

"See Tables A-19 and A-20, Appendix. Here, too, government action can 
be explained in terms of a desire to promote an efficiently operating modern 
sector. The need of the estates, the commercial firms, and the colonial govern¬ 
ment itself for English-educated clerks is often given credit for the early de¬ 
velopment of education in Ceylon, though, again, other motivations doubtless 
entered in. Similarly, it could be contended that action in the field of public 
health was at least partly motivated by a desire to avoid the disruption of 
estate work by epidemics among the labor force. 
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There was a similar flow, though a much smaller one, between the 

estate and Ceylon’s own villages. Although there were some fric¬ 

tions involved in getting labor from India and even some labor 

shortages in the early days (see Chapter 2, pages 24-26), labor 

was generally plentiful and it must be said that the plantation sys¬ 

tem could not have been established in Ceylon in the absence of 

Indian immigrant labor. 

(2) Land was the only factor of production which could not be 

brought in from outside. In the early coffee period good land was 

available to European planters in unlimited supply and at nominal 

cost and some planters reaped enormous profits as a consequence. 

But this golden age soon passed. By the last two decades of the 

nineteenth century the scarcity of land well suited for tea cultiva¬ 

tion had become the main factor in limiting the further expansion 

of production. Similar problems were encountered with coconuts, 

for which adequately watered land was the scarce factor, and kiter 

with rubber. After the 1920’s, total estate acreage stagnated (see 

Table 2-10, page 49). Since Ceylon provided only a relatively 

small fraction of total world supply in its leading export crops, in¬ 

creases in its production of them would generally have little effect 

on world prices. Given the output of other producing countries, Cey¬ 

lon itself could hardly “spoil” the market for any of them. Factors of 

production other than land were still in ready supply, so it was the 

exhaustion of the quantity of land capable of being planted profit¬ 

ably at prevailing prices (coupled in some cases with a decline in 

world price arising out of worldwide overexpansion) which pro¬ 

vided the initial check to further output growth in the case of each 

plantation crop. Rates of return on the marginal acre planted with 

a crop declined as total acreage was progressively extended and in 

time, given the world price, acreage reached a point where further 

extension became unprofitable. Coffee attained this point in the 

1860’s and only the soaring prices of the seventies induced the area 

planted to rise above 240,000 acres.11 For tea the limit was reached 

in the first decade of the twentieth century.12 In retrospect, one 

can see that rubber acreage reached the limits of profitable expan¬ 

sion during the late 1920’s; in fact, a considerable amount of overly 

optimistic planting did go on into the early 1930’s, but as prices fell 

steeply and costs remained relatively inflexible it proved to be 

unprofitable. Coconut, which never experienced the rapid inflow 

of European capital and enterprise that tea and rubber enjoyed, 

“See Table 2-1, page 20. 
“See Table 2-5, page 35. 
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took longer to come to the point where all the acres which could be 

planted profitably were already in cultivation: it could be said to 

have arrived there around World War I. The apparent stability of 

coconut acreage since then has been remarkable.13 Thus, in each 

of these industries there came a time when, barring spectacular in¬ 

creases in the world price, extension of the acreage planted became 

infeasible. From this time on, output necessarily had to stagnate— 

unless yields per acre could be raised. Until means could be found 

to raise yields land was to be the limiting factor of production. 

(3) Capital was generally less of a problem than land. In eras 

of prosperity it was generated in considerable amounts by the in¬ 

ternal profitability of the estates. Once the estates were planted and 

the need for further capital expenditures was slight, they returned 

handsome dividends to their shareholders. Rippy found that 20 

British plantation companies operating in Ceylon paid a median 

dividend of 19.0 percent over the first half of the twentieth century, 

not counting stock dividends, which were substantial during the 

early years of the century. During their best 5-year subperiod within 

this 50-year span, these corporations paid a median dividend of 

50.0 percent! By the late 1940’s their average dividend had not 

fallen, but was running at 19.1 percent. An additional group of 42 

companies had only slightly less impressive payout ratios. They had 

a median dividend of 14.8 percent between 1911 and 1950 and 36 

of them were still paying at a rate of 13.3 percent in the late forties 

(the other 6 had disappeared, through mergers or otherwise).14 

These 62 companies, while no doubt not a completely representative 

group, constitute a substantial fraction of the universe of British 

plantation companies operating in Ceylon (Rippy puts the total 

of companies registered in the United Kingdom to grow tea 

or rubber in Ceylon between 1880 and 1950 at 200).15 Over the 

estate sector as a whole such rates were perhaps exceptional but 

they give some indication of the power of the estates, at least the 

more efficient ones, to supply their own needs for capital. To the 

extent that external finance was needed, agency houses and British 

banks were willing to make short-term advances on the security of 
future crops. The estates seldom suffered for lack of capital. 

If world price levels were favorable, the estate sector, facing a 

^This apparent stability is partly attributable to lack of information- see 
footnote § to Table A-37, Appendix. ’ See 

r vn1 w rClRiPPy’ 7??da?T a7nd ,CeyIon: Tw° Profitable British Colonies,” 

kiL";i9S“”p.24e7-5k °Peti ^ (Ne" Y°rk: H”Per & 
wIbid., p. 248. 



Structure and Dynamics of Classical Economy 67 

demand curve of very high elasticity with respect to price and pos¬ 

sessing easy access to the necessary factors of production, had a 

tremendous capacity for economic growth. By contrast, the tra¬ 

ditional sector was left generally untouched by the growth-inducing 

forces active in the modern sector or, indeed, by any other influences 

which might cause a rapid rise in per capita income. The peasant 

economy created its own demand or, rather, its subsistence produc¬ 

tion was relatively unresponsive to market stimuli. The exception, 

of course, was peasant smallholders of export crops, who were 

generally highly responsive to market stimuli. In fact, they were 

often overresponsive, planting too much of whatever crop appeared 

attractive at any given moment on land that was not really suitable. 

For this reason and because of their technical and market dis¬ 

advantages relative to the estates, smallholders made much lower 

returns per acre than estates did from the same crops. 

In general, smallholder production of export crops had only a 

marginal impact upon the giant mass of the traditional economy. 

The main reason for the failure of smallholder export agriculture to 

have a more profound influence is probably that only a fraction of 

the total land area controlled by the peasant sector was technically 

suited to producing tea, rubber, or coconuts for a cash market. Even 

with coconut, which was widely produced in most wet zone peasant 

areas, yields were seldom high enough to leave any substantial 

surplus over and above the consumption needs of the producer’s 

family. Unwillingness to abandon old systems of cultivation and a 

lack of technical knowledge may be additional explanations. In any 

event, most peasants remained tied to the traditional modes of 

cultivation, in which paddy farming assumed an almost mystic 

position at the center of rural life and the raising of coconuts and a 

wide variety of secondary crops for use within the village economy 

played a secondary role. Within this traditional sector little hap¬ 

pened to disturb the old equilibrium. Labor force grew slowly as 

peasant population increased (see Table 2-8, page 48), but with 

the gradual loss of people to the cities and the estates, as well as 

the slow growth of complementary resources available to the peas¬ 

ant producer, it probably did not swell so rapidly as to apply down¬ 

ward pressure to rural incomes.10 The supply of peasant land (Table 

“There is little direct evidence on output trends for peasant crops or on 
price movements for the marketed proportion of traditional sector output. One 
has only the estimates of population density to serve as indirect evidence on the 
trend of peasant real income. Yet, given tire absence of worsening pressure on 
the land up to the 1920’s, real per capita income in the traditional sector was 

probably at least constant, if not slowly rising. 
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2-8) was never reduced absolutely by the rise of the estates, but 

continued to grow slowly from year to year. Reclamation of formerly 

irrigated areas in the dry zone accelerated its growth somewhat. 

In terms of capital equipment, of course, the peasant producer was 

desperately wanting and there is no evidence as to just how fast 

he may have been able to augment his meager capital stock. Under 

the circumstances, the traditional sector could hardly be expected 

to be a focal point for economic growth and it is unlikely (see 

Chapter 2, pages 52-53) that it experienced any marked rise in 
output per head during the colonial era. 

Demand originating within the economy of Ceylon thus had very 

little to do with the growth of the classical export economy. The 

peasants lived in their semisubsistence world, buying little that had 

not been produced in their own immediate neighborhood. The 

estates (and the urban sector which supported them) relied heavily 

on imports, both for inputs into their production processes and for 

consumption. Two further considerations also helped to restrict the 
growth of internal demand: 

(1) Government finance played only a small role in the economy. 

As has already been seen, the colonial government took little inter¬ 

est in influencing economic trends via fiscal policy or the composi¬ 

tion of its expenditures. Instead, it generally reacted passively to de¬ 

mands that it attend to the most basic needs of the colony, especially 

those of the planters. According to conventional doctrine, colonial 

governments were expected to live within their revenues; these of 

course, depended on the tax base, which meant mainly the modern 

sector (see pages 62-63). Had the government been willing to 

impose heavier taxes on the export sector, it could have done so. 

Because of the elasticity of world demand for Ceylon’s exports and 

the low elasticity of supply, the incidence of additional taxation 

would have been on the export producers and, as has been seen, 

the after-tax profits existing in the sector were considerable and 

could have supported a heavier tax load. The government, however, 

had no such ambitions. It conceived of its role as maintaining law 

and order, providing transportation and other utility services to the 

estates, and improving health and educational levels. The colonial 

administrators, who were typically capable men, depended for the 

revenues needed to finance these services on the tax and nontax 

receipts generated by the modern sector. In prosperous times they 

often accomplished their limited assigned tasks quite successfully. 

(2) Monetary developments, whether conscious policy or spon¬ 

taneous event, were effectively prevented from having any important 

impact on the economy by the currency board system” of note 
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issue and the British commercial banking tradition. The currency 

board scheme, which was in effect from 1884 to 1949, provided for 

a 100 percent backing of the government’s note issue by British and 

Indian notes and government securities. These assets were purchased 

mostly out of export receipts, so their supply in Ceylon was closely 

related to the country’s foreign trade fortunes. This system made 

currency supply yet another magnitude which was closely de¬ 

pendent upon export returns. The banking system was almost 

exclusively in British hands (prior to 1938 the only rivals to the 

British in the banking field were a few small Indian banks and one 

short-lived attempt to found a Ceylonese bank) and lent almost ex¬ 

clusively to the planters and the export-import trade. Naturally, 

the hallowed practice of making only self-liquidating short-term 

business loans was followed. The supply of credit was thus almost 

as closely linked to exports as was the currency supply, except that 

in the case of credit it was anticipated export receipts which gave 

rise to the creation of money (not, as with currency, actual realized 

receipts), so that had it not been for the extreme conservatism of 

the banks the overextension of credit and perhaps occasional panics 

would have been possible.17 
In sum, the structure and dynamics of Ceylon’s classical export 

economy were such that the modern sector was capable of extensive 

growth and short-term fluctuations as severe as those of any ad¬ 

vanced economy. The fluctuations were largely determined by 

world prices for Ceylon’s exports, something which the country 

could not affect. Growth, too, was possible only with the all-im¬ 

portant existence of favorable prices for tea, rubber, and coconut 

products in the world market. For the foundation of each plantation 

industry prices had to be high enough (and the expectation had to 

be that they would remain favorable long enough) to justify clear¬ 

ing and planting considerable land areas. Later, when the return on 

newly planted areas fell to near zero, output tended to stagnate 

and little further planting was done unless prices took a sharp 

upward turn. Once the continued extension of the area planted be¬ 

came unprofitable, further increases in output depended mainly on 

the ability of producers to increase per acre yields profitably. Al¬ 

though the standard of how high the price had to be for the estates 

17There was just one famous bank collapse in Ceylon’s colonial monetary 
history. In 1884 the Oriental Bank, which had been left with large holdings of 
coffee mortgages at the time of the collapse of the coffee industry, failed. This 
was the largest bank in the colony at the time and its failure gave rise to a 
government note issue and the currency board system. On this whole subject, 
see H. A. de S. Gunasekera, From Dependent Currency to Central Banking in 

Ceylon (London: G. Bell and Sons, Ltd., 1962). 
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to maintain or increase their level of output declined once the trees 

were planted, still the future development of the industry depended 

strictly on the uncontrollable variable, world price trends. The econ¬ 

omy itself generated only a negligible amount of demand for tea 

and rubber, although the existence of the coconut industry was 
partly based on home demand. 

As for the peasant sector, it received little direct stimulus from 

the growth of the modern sector. Its traditional patterns of resource 

allocation, technology, and commercial structure were relatively 

little altered by the rise of the estates. In the context of what has 

happened since 1939, however, it is possible to see that the colonial 

system had some important indirect implications for the future of 

the peasant economy. The two most important of these derived 

from activities of the colonial government which have been con¬ 

tinued and extended by the government of independent Ceylon, 

with dramatic consequences. They are the development of public 

health services, which was instrumental in slashing the death rate 

after World War II and forever upsetting the population balance 

which had existed in the colonial economy, and the spread of educa¬ 

tion, which eventually produced as profound changes in the quali¬ 

tative aspects of the labor force as the population explosion did in 
the quantitative. 

Finally, the colonial economy might also be viewed in terms of 

the surpluses of production over consumption that were generated 

and how these surpluses were used. As noted earlier, the estates 

produced enormous surpluses. What became of them? It has been 

seen already that some of the money was reinvested in the estates 

themselves and that other large sums were remitted as dividends to 

shareholders outside Ceylon. Lesser amounts also went to locally 

resident British and Ceylonese individuals,18 who spent them in 

large part to build up and maintain a consumption level far above 

that of the Ceylonese masses. The growth of the estate sector and 

its continued prosperity, then, increased dividend levels for foreign 

shareholders and increased consumption levels within a growing 

enclave in Ceylon itself, but it did not materially raise levels of 

expenditure on Ceylon-produced goods and services, nor did it pro¬ 

vide a surplus to be invested in other parts of Ceylon’s economy. 

This is the fatal flaw of economic growth within the classical export 

economy model: the. “spread, effects” of modern sector growth to 

the traditional sector are very slight. Thus, when world price move¬ 

ments or an exhaustion of supplies of good land coupled with tech- 

18,Ihe pr°®ts fr01F es^te coconut cultivation, while smaller in the aggregate 
than those of tea and rubber, probably gave the largest locally retained surplus 



Structure and Dynamics of Classical Economy 71 

meal stagnation bring an end to the estate sector’s growth there is 

no other dynamic sector to fall back on and economic growth itself 

ceases. 
Within the classical framework and in the absence of fortuitous 

rises in export prices, the only way that Ceylon s economy could 

grow after the 1920’s was by increasing per acre yields in estate 

crops. Even after the “abnormal” depression and war periods had 

passed, however, the nature of the world continued to be such that 

this appeared to offer only a meager chance of substantial economic 

growth. The alternative was to break out of the classical model, 

change the structure of the intersectoral flows, increase internal de¬ 

mand, capture the surplus generated by the estate sector and use it 

for investment in other parts of the economy, and try to transform 

both the traditional and the modern sector, the former by techno¬ 

logical modernization and the latter by diversification and indus¬ 

trialization. It is the emergence of these alternative growth oppor¬ 

tunities and attempts to pursue them that are of most interest in 

the more recent period of Ceylonese development. 



Chapter 4 

New Forces in the Export Economy 

Although Ceylon’s economy in 1939 was vastly different from 

what it had been a century before it still conformed closely to the 

export economy pattern, to which it had clung so long. The de¬ 

pression had been a trying experience for the country, cutting 

export earnings at one point to only 38 percent of their 1926 pre¬ 

depression peak level. The expansion of the plantation sector and 

the roads, schools, hospitals, and other public facilities that went 

with it had abruptly ceased. To add to the trials of the thirties, a 

severe malaria epidemic had ravaged the country in 1935 and 1936. 

Yet the fruits of past economic growth within the export economy 

mold were visible in several aspects of Ceylonese life. Income per 

capita was high relative to what it had been in the past and com¬ 

pared quite favorably with the South Asian regional average. In 

1938, according to the Department of Census and Statistics (CSD), 

GNP in current prices was Rs. 652,000,000; this amounted to Rs. 112 

per capita or, using the import price index as a crude deflator (if 

anything, it deflates too much), Rs. 509 per capita in 1953 prices.1 

Literacy had advanced to a rate of about 60 percent.2 And the 
educational and health systems were strong and growing. 

In 1939 over 800,000 students were enrolled in the nation’s 

schools, representing about 40 percent of the total population of 

school age.3 More than 21,000 teachers were employed in this edu¬ 

cational venture.4 The students were about evenly divided between 

i ™nfte>G?P ?gure (actually, the total is “national income” as defined by 
the LSD, which also includes income earned abroad by Ceylonese nationals) 
see Table A-l, Appendix; for the import price index, see Table A-50 An- 
pendix. 5 

2See Table A-23, Appendix. 

“See Table A-19 Appendix. Since 1939 is not a census year, there are no 
data on population of school age; however, the total number of pupils in 1939 
13a higher percentage of total population than is total number of pupils in 
1946; since the 1946 population was, if anything, younger than the 1939 pop¬ 
ulation and since 41.1 percent of the school-age population was enrolled in the 
latter year, it can be deduced that at least 41.1 percent of the population of 
school age-and probably more—was enrolled in 1939. 

Ministry of Finance, Economic and Social Development of Cei/lon (a 
Survey), 1926-1954 (Colombo, 1955), p. 90. !/ ' 
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government schools and private government-assisted schools, with 

a very small additional number attending unaided private institu¬ 

tions. The nation’s school system was thus nearly halfway down the 

road to universal education at this point. As has been seen, the 

government had played a major role in this development, in es¬ 

tablishing government schools (mostly in the villages) and aiding 

private schools on the estates and in the towns. 

Health services, by Asian standards, were similarly advanced. 

Not counting private nursing homes, there were 120 hospitals in 

Ceylon in 1939, containing over 10,000 beds, roughly one for every 

500 persons in the population.5 More than 400 doctors worked in 

them, along with some 3,000 employees of other kinds.6 Like West¬ 

ern education, Western medicine had a potent cultural effect as it 

spread through the countryside. It helped to lay the foundations for 

the period of change upon which the economy was about to embark. 

A note should also be added here on developments in the political 

sphere. By the Donoughmore Constitution of 1931 the island had 

been granted adult suffrage and a considerable measure of internal 

self-government. During the thirties a nucleus of future political 

leaders began to form. A State Council, consisting of 50 elected 

members and 8 appointees of the Crown, was set up to legislate on 

internal affairs and 7 of its members also took on the duty of ad¬ 

ministering the 7 ministries dealing with domestic matters: Home 

Affairs; Agriculture and Lands; Local Administration; Health; La¬ 

bour, Industry, and Commerce; Education; and Communications 

and Works. D. S. Senanayake, later to become the first prime min¬ 

ister of independent Ceylon, took the portfolio of Agriculture and 

Lands.7 One result of this constitutional change was that interest 

in diversification of the economy and possible industrialization came 

to the fore with the new leaders. The Report of the Ceylon Bank¬ 

ing Commission,8 which appeared in 1934, reflected this new inter¬ 

est. It expressed support for the ideas that industry should be en¬ 

couraged, that it had been impeded hitherto by the profitability 

(up to the depression) of the estates, and that the formation of an 

indigenous bank would aid its development. An Indian advisor 

produced a list of 12 industries which he felt were suited to Cey¬ 
lon’s resource endowment and market conditions and was criti- 

sIbid. p. 99. 
“Ibid. . 
7For a detailed account of Ceylon government in the Donoughmore period, 

see Sir Charles Jeffries, Ceylon^The Path to Independence (London: Pall 
Mall Press, Ltd., 1962), pp. 66-75. 

sReport of the Ceylon Banking Commission, S.P. XXII of 1934. 
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cized for being too unambitious.9 Then, in 1936 the Executive 

Committee on Labour, Industry, and Commerce came under the 

chairmanship of G. C. S. Corea, a vigorous proponent of industrial 

progress via government pilot plants, research aid, and other 

assistance. The State Council in the late thirties was sympathetic to 

tariff protection for industry and two industries which had been 

founded, matches and soap, received assistance of this kind. The 

Bank of Ceylon, a joint public-private undertaking, was founded 

in 1938 over British opposition. Work on the hydroelectric scheme 

at Laxapana, which had been started in the 1920’s by the British 

but abandoned when the depression hit, was resumed in 1937. 

Several pilot plants were put up and the planned industrialization 

program was just beginning to gather momentum when the out¬ 

break of World War II intervened. Thus, little that was tangible 

was done in the 1930’s, but considerable intellectual ferment had 

been stirred up. Another economic consequence of internal self- 

government was the development under D. S. Senanayake of plans 

for extensive resettlement of peasants in the dry zone but here, too, 
there was little time for action. 

The forces of change which had begun to build up in the thirties 

came to full maturity in the forties. Three developments of that 

decade can be said to have brought the classical era of the export 

economy to an end and ushered in a period of transition to an un- 

cel tain future: the war, independence, and revolutionary changes 
in the island’s pattern of population growth. 

WORLD WAR II 

Of the three great forces of change operating on Ceylon’s econ¬ 

omy in the 1940 s, the war was in some ways the least important 

in its long-run effects. In common with the depression of the 

thirties, it was largely a repetition of past experience. Like World 

War I before it, the Second World War called a halt to the usual 

pattern of development of the export economy, but in itself it pro¬ 

vided no reason why the old economic order should not be reestab¬ 

lished soon after the cessation of hostilities. Indirectly, however, 

by viitue of the fact that it hastened the end of British rule in South 

Asia, the war was to become an important watershed in Ceylon’s 
economic development. 

As had nearly all other influences on the economy up to that 

time, the war first made itself felt in the foreign markets. Immedi- 

On this point and for a full treatment of thinking about industrialization 

(?,lv<?r> The Industrialization of Ceylon: Opinions-Policies’ 
lyib 1951, Ceylon Economist, November, 1956, pp. 175-225. 
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ately after hostilities began in 1939 Britain put into effect a scheme 

to assure unbroken supplies of its normal food and raw materials 

imports from the colonies. Contracts were to be entered into for the 

purchase of most of the colonial produce at “fair” prices for bulk 

delivery to the United Kingdom. By 1942 almost all of Ceylon’s ex¬ 

ports had come under such a contract: tea, rubber, copra, coconut 

oil, and plumbago, amounting to 97 percent of total exports by 

value.10 Prices were first set at prewar levels11 and later adjusted 

to compensate producers for increases in production costs; they 

were renegotiated annually. It is quite clear that the net effect of the 

bulk purchase contracts was to hold Ceylon’s export prices substan¬ 

tially below the level they would have reached on a free world 

market. Export prices rose by about 80 percent during the course 

of the war (see Table 4-1), while import prices more than tripled. 

Further, since production costs were reduced by certain measures, 

notably the food subsidies, designed to damp the rise in the cost 

of living, Ceylon taxpayers were actually subsidizing British tea 

drinkers in even greater measure than might be thought. 

Meanwhile, prices of all kinds of imports—food, other consumer 

goods, raw materials, and capital goods—shot up. Many of these 

goods, in fact, became completely unavailable. For items that could 

still be obtained short supplies and enormously increased freight 

and insurance rates combined to push prices far above past levels. 

The shortage of imports had both external and internal conse¬ 

quences. Externally, it meant that Ceylon’s barter terms of trade 

deteriorated sharply, to the point where a unit of exports brought 

less than half as much in terms of imports as it had in 1939. But, 

despite the unfavorable turn in the terms of trade, Ceylon ran large 

trade surpluses throughout the war.12 The fact that export value 

consistently exceeded the value of imports despite the deteriorating 

terms of trade is attributable to a rise in export volume (see page 

78), coupled with a sharp decline (by more than a third) in the 

aggregate volume of imports, which came about mainly because 

people often just could not find imported goods to buy at any 

price. Ceylonese piled up external assets, especially sterling bal¬ 

ances, in unprecedented quantities. Between 1939 and 1945 foreign 

assets worth approximately Rs. 1,000,000,000 were amassed. In¬ 

ternally, the effects of the trade situation were to create the most 

10J. B. Kelegama, “The Ceylon Economy in the War and Post-War Years,” 
Ceylon Economist, May, 1957, pp. 318-370. 

“For instance, in the case of tea each estate had to sell at the average price 

its produce had realized in the period 1936-38. 
“See Table A-56, Appendix. 
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TABLE 4-1 

Prices, Output, and External Assets, 1939-50 

Year 
Export 
Prices* 

Import 
Prices* 

Terms 
of Export 

Tradef Volume! 
n QQQ 1/VY* 

Real 
Export 

Receipts§ 

Cost 
of 

Living|| 

National Income# 

Current 1939 
Prices Prices 

(Rs. 000,000) 

External 
Assets If 

(Rs. 
000,000) 

1939... . 100 100 100 100 100 100 652A 652A 275 
1940... . 110 118 93 101 100 103 324 
1941... 121 141 86 99 91 113 435 
1942... 138 209 66 111 78 150 521 
1943... 145 291 50 113 60 182 672 
1944... 169 345 49 108 60 184 960 
1945... 179 323 55 97 64 203 1,990 616 1,260 
1946... 193 332 58 108 70 211 2,268 683 1,210 
1947... 248 373 66 103 73 232 2,608 699 947 
1948... 248 400 62 117 75 239 2,879 720 998 
1949... 266 382 70 117 85 237 3,056 800 964 
1950... 359 391 92 128 110 250 3,868 989 1,133 

indexesUrCe' TaWeS A 50 and A“51' Appendix; these are the Department of Census and Statistics 

fExport price index divided by import price index. 

^Source: CSD indexes in Tables A-48 and A-49, Appendix. 

§Index of export value, merchandise exports only, from Tables A-56 and A-57, Appendix di¬ 
vided by import price index. i.e„ the “purchasing power of exports.” 

,. . "From. Table A-71. Appendix; the index grossly understates increases in consumer prices over 
this Period even for low-income groups, because of its heavy weighting of rationed and price- 
controlled items and its omission of the black market. pnce 

#Unpublished CSD data; the constant-price figures have been deflated by the import Drice 

a^crrr0ve- D;viding 01686 figures by unrn iyau was the 1938 level of real per capita income regained. 
^Source: Table A-60, Appendix. 
A1938. 

attractive domestic market for Ceylon-produced goods in history 

and, at the same time, to place considerable obstacles in the way 

of entrepreneurs seeking to satisfy that demand. In addition to 

normal sources of money income, the war added to the income 

stream additional sums originating in the large export surpluses 

which were run in every year of the war,13 the modest budget 

deficits incurred by the government,14 and a considerable volume of 

military expenditure arising out of the fact that after 1944 Ceylon 

became the headquarters for the Allied operations in the South¬ 

east Asian sector.15 On the other hand, machinery, building sup- 

800,000,000 over the course “Merchandise surpluses totaled more than Rs. 
of the war. See Table A—56, Appendix. 

lMimS'jMwT? T df£-ts only atlhe heigllt of the i- 
men/of nT^ ^ S“W Dmeh’- 

ty 1 u44 "’i'itary » Ceylon 
aUhe SmT' °0'000'000 armi,all>'' more a Quartet of national income 
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plies, and raw materials from foreign sources became virtually un¬ 

obtainable. Despite the difficulties, there were war-induced in¬ 

creases in the production of manufactured goods. Meanwhile, the 

output of most export products and (apparently) food stagnated. 

Both the government and private businessmen responded to the 

drastically reduced supply of imported manufactures. On the gov¬ 

ernment side, action was taken to get plants producing a wide 

variety of products into operation as rapidly as possible. In some 

cases, plants which had originally been intended to function as 

pilot projects were thrown into the production of far larger quan¬ 

tities than they had been intended to make; in other cases heroic 

efforts were made to take over vacant buildings, to adapt second¬ 

hand machinery designed for some other purpose, to hire and train 

a labor force, and to begin production as soon as possible. On this 

basis government plants were soon opened to manufacture hats, 

coir products, and leather goods. These pioneers were followed in 

1942 and 1943 by a plywood mill, an acetic acid plant, a quinine 

factory, and a steel-rolling mill based on the utilization of scrap, 

as well as glass, ceramics, and paper operations. Costs and prices 

were high and the quality of the end product was low, but in the 

sellers’ market of the early forties no one objected. Through 1945, 

at least, most of the government factories made profits.16 For the 

time being, they served their purpose. After the war ended and im¬ 

ported manufactures began to flow into the island again the gov¬ 

ernment factories quickly demonstrated their unsuitability as a base 

for peacetime industrial development. It soon became clear (though 

not so soon and not so clear as to keep the government from losing 

millions of rupees in trying to keep the plants open) that unless a 

very high level of tariff protection was provided, the great majority 

were uneconomic, even after substantial overhauls.17 The govern¬ 

ment plants did have the effect of providing the government with 

valuable first experience in the industrial field, but they were prob¬ 

ably, in the net, an unfortunate phenomenon, since they served to 

divert its attention from other methods of encouraging industrial 

development for a period of several years. 
Private manufactures, too, responded to the challenge of the 

16A.R. of the Acting Director of Industries for the Years 1940 to 1947 
(Part I: October, 1940, to September, 1947) (Colombo, 1948), pp. 11-16. 

17There is, of course, the possibility that even though these plants made 
accounting losses after 1945 they were in social terms a net gain. One could 
argue that the resources they employed had few alternative uses and that the 
social benefits of the industrial experience involved were great. But whatever 
the potential social benefits of industrialization in general, the wartime gov¬ 
ernment plants certainly represented an inefficient way of exploiting them. 
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sellers’ market. Local handicrafts in particular enjoyed a golden 
era, as consumers who had never before used them turned to 
Ceylon-made brooms, rugs, textiles, and other goods which could 
be produced with the materials at hand. As with the government 
plants, however, the market abruptly crashed at the end of the 
war and the only lasting effect of the boom was the disillusionment 
with which it left those who suffered from its sudden end. Modern 
private industry, mainly because of its inability to find substitutes 
for imported materials and equipment which were no longer avail¬ 
able, seems to have responded less impressively than government 
factory output and handicrafts. Nevertheless, Kelegama mentions 
that sawmills and factories producing molded rubber goods, bat¬ 
teries, eau de cologne, packing chests, toilet goods, bricks and tiles, 
plywood, hosiery, lacquered goods, glass, ink, matches, soap, ciga¬ 
rettes, sealing wax, twine, paper, chocolate, and many others ap¬ 
peared during the war and that a few of these plants survived the 
transition to peacetime. 

Estate producers, facing compulsory deliveries of all or nearly all 
their output at prices which were adjusted to the rapidly rising 
level of production costs only with a lag, had little incentive to in¬ 
crease production. Tea exports rose only from an average of 221,- 
000,000 pounds in the late thirties to 254,000,000 in the war years; 
tea prices had risen by only 36.5 percent. Rubber, which was essen¬ 
tial to the British war effort and in desperately short supply after 
the fall of Malaya and the Netherlands East Indies to the Japa¬ 
nese, got more favorable price treatment (wartime prices averaged 
171.0 percent of the late-thirties prices) and was slaughter tapped. 
Output jumped from 128,000,000 pounds to 218,000,000. Coconut 
exports were channeled into the form of copra; the volume of copra 
exported rose from 1,198,000 hundredweights to 2,208,000, largely 
at the cost of other coconut products, whose prices rose sharply as 
a result of this limitation in supply. In terms of nut equivalents, total 
exports of coconut products actually fell, from 1,024,000,000 nuts a 
year in the late 1930’s to 880,000,000 during the war; the percentage 
of output consumed domestically rose from 37.4 to 44.2. For export 
crops in general, then, output and export responses were clearly 
related to the price incentives offered to their producers.18 

Producers of rice and other food crops for local consumption 
generally failed to respond to the increased demand for their 
products, mainly because they were given little incentive to do so. 

1SIn all these calculations, “late thirties” means 1935-39 and “war years 
means 1940-45, both periods inclusive. Source: Table A-52, Appendix. 



79 New Forces in the Export Economy 

The food shortage worsened as the "war went on. The government 

took direct action. In 1940 importers of many basic foods were 

required to purchase some fixed proportion of any commodities they 

imported in the local market. Three years later estates of 35 acres 

or more in extent were required to devote some proportion of their 

land to domestic food production. Then, in 1942, a standing offer 

was made to purchase any quantity of paddy at Rs. 2.50 a bushel. 

There were few purchases made at this price and by 1944 a levy of 

two to three bushels per acre was imposed. Then all production 

over a fixed allowance for own consumption became liable to com¬ 

pulsory purchase.19 There are no adequate data on the response of 

food production to all of these blandishments but what evidence 

there is suggests that it was not impressive. At no time was a really 

attractive price incentive offered to producers (some of whom left 

the village to take advantage of the many remunerative opportuni¬ 

ties for wage labor) and even if one had been offered the primitive 

nature of production and marketing for peasant crops at the time 

doubtless would have rendered the supply extremely inelastic. Rice 

imports, meanwhile, fell to about a quarter of their 1939 level. Con¬ 

sumption was cut back and other grains (notably Australian wheat) 
were substituted. 

With imports falling, at low ebb (1942), to 60 percent of their 

1939 level20 and local production utterly unable to satisfy the soar¬ 

ing volume of demand, inflation ensued. The 103 percent increase 

recorded by the official cost-of-living index between 1939 and 1945 

greatly understates the actual rise in consumer prices, even of goods 

consumed by the common man. The import price index more than 

tripled (see Table 4-1) and had not rationing been introduced 

consumer prices would have gone up by about this much, too. Rice 

rationing, combined with fixed retail prices for the basic ration, 

was introduced early in 1942. In time the majority of consumer 

goods was covered by rationing. As the prices of food imports rose, 

the government embarked upon a policy of maintaining the retail 

price of rationed foodstuffs and absorbing the difference as a sub¬ 

sidy. Up to September, 1947, some Rs. 97,000,000 was spent on food 

subsidies. As subsequent experience was to prove, this policy was 

one of the few events of the World War II period with major 

long-run implications. 

With the war’s end, conditions changed rapidly. The prewar level 

of imports was restored by 1947. By the following year imports in 

“For a comprehensive discussion of policy toward food producers during 
the war, see Kelegama, op. cit. 

“See Table A-48, Appendix. 
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all major categories were markedly higher than prewar.21 Price con¬ 

trols and rationing were generally eased soon after the war ended 

and, amid rapidly rising domestic prices, the flow of imports re¬ 

sumed. In this one instance of postwar disequilibrium prices paid 

for imports were largely determined in Ceylon, since locally avail¬ 

able supplies were inadequate to meet the demand and the prices 

of those goods which did arrive were bid up. Exports increased, 

too, but not so rapidly as imports. The late 1940’s saw much re¬ 

duced surpluses (and even, in 1947, a deficit) on merchandise ac¬ 

count. During 1947 a quarter of Ceylon’s wartime-amassed external 

assets went to meet the backlog of consumption demand,22 but 

thereafter the decline was arrested. Rises in export volume and 

prices helped to replenish the stock of assets. An agreement was 

reached with the United Kingdom to bolster the British balance of 

payments by limiting the rate at which Ceylon could expend its 

holdings of sterling assets and this helped slow down the rise in 

Ceylon’s import bill. Between them, these two factors served to sta¬ 

bilize the level of foreign assets. Late in 1949 the Ceylon rupee was 

devalued, in step with the pound sterling, and export receipts (es¬ 

pecially those from rubber, which was the main product Ceylon 

sold to the dollar area) were greatly stimulated. The Korean War, 

which followed close on the heels of devaluation, then turned the 

balance of payments around again and brought about a new period 
of asset accumulation. 

One of the most notable points about World War II’s economic 

effects is their general impermanence. With the resumption of nor¬ 

mal import flows the great majority of the war-induced manufactur¬ 

ing plants, both government and private, collapsed. The initial im¬ 

pulse of the policy makers was to return to the prewar structure of 

taxes, expenditures, and controls. Ceylon did not achieve full inde¬ 

pendence until early in 1948 and even after Ceylonese gained com¬ 

plete control of the reins of government the desire to bring into be¬ 

ing an economy of a markedly different type from that of the thirties 

took some time to form and become fully articulated. Consequently, 

the late forties was a period of stagnation in agricultural output23 

and collapse in industrial output.24 The legacies of the war era 

were surprisingly few: food subsidies, a set of direct controls which 

21lbid. 

■The volume of consumer goods imports in 1948 was 28 percent higher 
than the prewar (1938) level, while intermediate goods were only 3 percent 
higher than prewar and investment goods 11 percent. Consumer durables were 
being imported at an especially high rate. See Table A-48, Appendix. 

2,!See "fable A-32, Appendix. 

21There are no data to support this statement, only impressions gathered from 
contemporary accounts. 
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was seldom used in the next few years but never completely aban¬ 

doned, substantial foreign balances, a few plants to form the nu¬ 

cleus of a government industrialization drive, and an estate sector 

which had just emerged from a time of high production and con¬ 
siderable capital consumption.25 

INDEPENDENCE 

After 17 years of internal self-rule, Ceylon gained full indepen¬ 

dence on February 4, 1948. The effects of this political transforma¬ 

tion on economic structure and growth were to show themselves 

only through time, but they were ultimately to be revolutionary 

in their impact on the export economy. As time was to show, in¬ 

dependence changed several of the key elements of the classical 

system, contributing in large degree to the increasing difficulty of 

maintaining the colonial pattern of international trade flows during 

the 1950’s. Much of what the government of independent Ceylon 

has done will be recounted in later portions of this monograph, 

but a summary here in terms of the key characteristics of the ex¬ 

port economy, which were discussed in the preceding chapter, will 

help to underline the ultimate impact of the independence achieved 
in the late forties. 

Labor supply was the main factor of production affected by in¬ 

dependence. The free ebb and flow of Indian estate labor to and 

from Ceylon began to be limited as soon as an independent govern¬ 

ment was set up in Colombo. One law or regulation after another 

added to the constriction of the Indian labor supply. The flow of 

Indians out of Ceylon during the war had been strongly reversed 

in the late 1940’s, but after 1950, under the influence of the new 

policy, the net flow was steadily outward again. In 1954 immigra¬ 

tion virtually ceased. The estates were now cut off from the un¬ 

limited pool of labor on which they had relied for so long. The 

Ceylon nationalists had hoped to gain from this cessation of im¬ 

migration an upsurge of estate employment for Ceylonese. Their 

hopes of repatriating the 770,000 Indians then living on the estates 

were frustrated, however, by the refusal of the Indian government 

to recognize their Indian nationality.26 Since Ceylon has granted 

25In none of the estate industries had proper maintenance procedures been 
followed during the war, since overriding emphasis had been laid on raising 
current output. In all cases replanting had been neglected. The situation was 
worst, however, in rubber, where years of slaughter tapping had hastened the 
aging of the industry’s trees and sharply reduced their productive potential. 

2(iOnly much later, in 1964, was an agreement concluded with the Indian 
government defining the position of these “stateless” individuals. At that time 
India finally agreed to the repatriation of the majority, while some 300,000 
were to receive Ceylon citizenship. 
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citizenship to only a small fraction of these people, they remain 

stateless to this clay. As a nationalistic device to expand job oppor¬ 

tunities for Ceylonese, however, the policy has been a failure. The 

natural increase of the present Indian estate population has con¬ 

tinued to provide accretions to the labor pool on the estates over a 

period in which total estate employment has grown only slowly, so 

relatively few openings for Ceylonese have been created. 

The impact of independence on the other factors of production, 

land and capital, was more limited. The efforts of the colonial gov¬ 

ernment to expand the total land area available for cultivation 

through colonization and increased irrigation were continued and 

at times redoubled but the net effect was slight relative to the con¬ 

tinuing population-induced rise in the demand for land among the 

peasantry. The supply of private foreign capital was largely shut 

off, but with the frequently unspectacular state of world markets 

for primary products during the years since independence it is 

unlikely that it would have poured into Ceylon in any great quan¬ 

tity even if the country had remained a British colony. 

In the field of economic policy, independence made all the dif¬ 

ference. The new government bore no commitment to the colonial 

concepts of limited government and the use of automatic policy 

rules such as balanced budgets and 100 percent currency reserves 

(Chapter 3, pages 68-69). Although the United National Party 

governments which ruled Ceylon up to 1956 were conservative rela¬ 

tive to the governments which later succeeded them, the unbal¬ 

anced budget as a tool of development policy gradually gained 

quasi-respectability and in almost any area of activity one might 

choose to examine both the scope and the magnitude of the gov¬ 

ernment’s responsibilities became greater. In the monetary area, the 

creation of the Central Bank of Ceylon in 1950 marked the intro¬ 

duction of the possibility that monetary policy might become an 

active influence on the path of economic development. The emer¬ 

gence of other new financial institutions contributed to this trend. 

The independent influence of the Central Bank has proved to be 

relatively small in practice, but the potential remains.27 

" The Central Bank has been prevented from having a larger independent 
role in economic development by (1) the relative unimportance of internal, 
controllable monetary factors as compared with largely uncontrollable balance- 
of-payments influences in an export economy and (2) the fact that it has been 
dominated by the central government proper and used chiefly as a means of 
financing budget deficits. Because of their lack of independent significance 
r ~ the operation of the economy, the policies of the Central Bank will receive 
little attention here. The standard reference is H. A. de S. Gunasekera, From 
Dependent Currency to Central Banking in Ceylon (London: G. Bell and 
Sons, Ltd., 1962). 
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Most important of all, independence greatly increased the sen¬ 

sitivity of all kinds of policy formation to popular desires. It is for 

this reason that a whole new economic role for the government 

evolved. Whereas the colonial government had played a relatively 

small role in the economic life of the country and had concentrated 

its activities on the provision of services to the estate sector, the 

government of independent Ceylon aspired to a much larger role 

and sought to bring about a basic restructuring of the economy. 

Gradually, at times incoherently, the outlines of a new economic 

policy emerged. The level of taxation on the estates was to be raised 

very sharply and the surpluses earned by them were to be cap¬ 

tured by the government for ultimate reinvestment in other parts of 

the economy. Levels of current expenditure on transfer payments 

and social services were also to be increased substantially. In addi¬ 

tion, the government would enter increasingly into the direct plan¬ 

ning of economic activity and especially the design of projects in¬ 

tended to build up a modern industrial sector. The direction in 

which the government was propelling the economy was not always 

clear, but one thing was certain : the government, which in colonial 

days had been a minor and generally passive economic institution, 

had now become the most important force for good or ill in the 

nation’s economic development. 

POPULATION GROWTH 

The environment in which the government and other actors on 

the economic scene had to perform, however, was profoundly 

altered by the dramatic population boom which started in 1946. 

A sudden acceleration of the rate of natural increase, followed by 

a considerable period of very rapid population growth, is a com¬ 

mon occurrence in today’s underdeveloped world, but nowhere, 

perhaps, has the phenomenon been so spectacularly illustrated as 

in Ceylon. The population boom in Ceylon has made a major con¬ 

tribution to the destruction of the classical export economy, though 

one which is difficult to assess with precision. Before any attempt is 

made to evaluate the economic effects of the population boom, a 

brief review of the demographic facts is in order. 

Basically, Ceylon’s story is one of a spectacular fall in the death 

rate, the product mainly of a strikingly successful public health 

campaign. The story is similar to what has happened elsewhere in 

recent years, but the magnitudes involved and the radical nature 

of the changes wrought make the case of Ceylon one of the ipp 

sensational examples of the global trend. 

The bare outline of what happened is best represented through 
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the medium of the official vital statistics, which in this instance can 

be accepted as generally accurate (see Tables 4-2 and A-14, Ap¬ 

pendix ) ,28 The immediate, striking change is easily stated. Between 

1945 and 1947 the birth rate rose slightly (from 35.9 per thousand 

of population in the official data to 38.5), the death rate was cut by 

a third (from 21.5 to 14.0), and the rate of natural increase, as a 

result, leaped upward from 1.4 percent to 2.5. After 1947 the death 

rate continued to follow a generally declining trend and the rate of 

natural increase rose a bit more. Throughout the 1950’s it ran at 

about 2.7 percent. 

TABLE 4-2 

Rates of Births, Deaths, Natural Increase, Infant and Maternal Deaths, 

1900-59* 

(Annual Averages) 

Period 

Births per 
Thousand 

of 
Population 

Deaths per 
Thousand 

of 
Population 

Natural 
Increase 

(Percent) 

Infant 
Deaths per 
Thousand 

Live Births 

Maternal 
Deaths per 
Thousand 

Live Births 

1900-09... 38.1 28.9 0.9 180 
1910-19... 37.8 30.1 0.8 195 
1920-29... 39.6 26.9 1.3 183 
1930-39... 36.7 23.5 1.3 174 
1940-44... 36.5 19.7 1.7 133 14.2t 
1945-49... 38.1 16.1 2.2 112 11.5 
1950-54... 38.6 11.6 2.7 77 5.3 
1955-59... 36.6 9.9 2.7 66 3.8 

*Source: Reports of the Registrar-General on Vital Statistics. For annual figures, as well as com¬ 
ments on the reliability of these data, see Table A-14, Appendix. 

11941-44. 

The fall in the death rate was evident within all the various seg¬ 

ments of the population classified by locality, sex, “race” (in Ceylon 

this term is used in reference to the island’s diverse ethnic groups), 

or age. Its biggest single cause was a large and highly success¬ 

ful campaign to control malaria. In addition, other factors work- 

2SThe question of how much reliance to put in these data is to some extent 
open to debate. As noted in the Appendix (pages 301-2, 305-7), Ceylon’s 
past experience with the collection of population data had been long enough 
that relatively high standards had been established by the middle of the twen¬ 
tieth century. A conservative rule of thumb would be to assume a ten percent 
margin of error and look with suspicion at any apparent changes in death rates, 
birth rates, etc. of less than that amount. Thus, in the context of the present 
paragraph, the legitimacy of the apparent rise in the birth rate from 35.9 to 
38.5 per thousand might well be questioned but the fall in the death rate from 
21.5 to 14.0 cannot possibly be. 
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ing for lower death rates, which had been in operation for several 

decades, continued to cut deaths further in the post-1946 period: 

rising living standards, improved public health facilities, “the de¬ 

velopment of a public health conscience” (to quote the director of 

Medical and Sanitary Services at the time), free milk and midday 

meals for school children, etc. But such things work very gradu¬ 

ally through time. For the sudden reversal of trend that took place 

in the late forties, the conquest of malaria is largely to be credited. 

In 1935 a terrible epidemic of malaria struck Ceylon. Before it 

died down, sometime during the following year, over 50,000 per¬ 

sons had lost their lives. For 1935, the vital statistics show more 

deaths registered than births. The infant death rate shot up from 

173 per thousand live births in 1934 to 263 in 1935. During the peak 

year of 1935 alone, 5,454,781 cases of malaria were said to have 

been treated at government hospitals and dispensaries29—this at a 

time when the estimated total population was 5,608,000. While there 

is some double counting in the dispensary statistics, it is true to 

say that the great majority of Ceylonese suffered a case of malaria 

in 1935. Malaria deaths during the year totaled 47,315 according 

to the government’s count, nearly 1 percent of the population.30 

The malaria epidemic of 1935-36 was one of the most telling 

and certainly the best documented of its type, but it was by no 

means the only one in the history of Ceylon. Others had come at 

frequent intervals and struck equally high proportions of the popu¬ 

lation, though the numbers infected and killed were not so great. 

But the effects of epidemic malaria on the country were probably 

not so important as those of endemic malaria. 

Endemic malaria had played a key role in Ceylon’s history. In 

many parts of the country, especially in the dry zone of its north 

and east, it was an ever-present menace to human existence. Many 

historians accord malaria a key role in the downfall of the ancient 

Sinhalese civilization, which was centered in the dry zone, and it 

is certainly true that over the preceding century it had been a major 

hindrance to efforts to resettle population in the dry zone and make 

greater use of its agricultural potential. The malarial season in the 

dry zone coincided with the period of greatest agricultural activity, 

making life there doubly hazardous. The effects of the disease in 

sapping the energies of the labor force can best be suggested by the 

fact that from 1926 to 1946 malaria cases treated at government 

“A.R. of the Director of Medical and Sanitary Services for the Year 1935, 
p. 28. 

s"Th is and the other figures in this paragraph are from various issues of the 
Report of the Registrar-General on Vital Statistics. 
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hospitals and dispensaries averaged 40.3 percent of the population 

per year.31 It is not surprising that malaria was thought of in much 

the same matter-of-fact way as residents of the Temperate Zone 

regard the common cold. 
For years prior to 1946 the government of Ceylon had been 

greatly concerned about malaria. In many respects Ceylon had a 

superb public health record: smallpox, yellow fever, cholera, 

plague, and other infectious diseases which were still scourges else¬ 

where in the tropics had been brought under control in Ceylon and 

were unlikely ever to be a major problem again.32 Malaria thus 

came to command increasing attention. Year after year it was the 

leading cause of death and after the 1935-36 epidemic ravaged the 

island, a malaria control unit was set up in the Department of 

Medical and Sanitary Services. This unit oiled rivers and streams 

and took other steps to prevent the breeding of mosquitoes. The 

increased attention was not enough, however, to overcome the dis¬ 

ease. Epidemics in 1939-40 and 1945-46 each succeeded in killing 

about 20,000 persons in a two-year period. Something more was 

needed. 

The “something more” was added in the late forties as the result 

of a sudden technological breakthrough. In November, 1945, a pro¬ 

gram of killing adult mosquitoes by spraying houses in malarial 

areas with a DDT solution was inaugurated in the Anuradhapura 

district (in the heart of the dry zone and one of the worst regions 

for malaria). As the success of the new chemical became increas¬ 

ingly apparent the program was broadened and by 1946 some 200,- 

000 houses were being sprayed once every 6 weeks. The following 

two years saw spraying spread to the entire island. The number of 

houses included in the spraying rounds rose to 1,800,000 in 1947 

and 3,400,000 in 1948.33 The success of the campaign, as revealed 

in Table 4-3, was stunning. 

Almost as spectacular as the completeness of the victory over 

malaria was the low cost at which it was achieved. The total cost 

of the campaign in the crucial 1946-48 years was in the neighbor¬ 

hood of Rs. 6,000,000.34 And for this expenditure literally millions 

of lives were saved. 

As Table 4-3 suggests, preventive measures are not to be given 

all the credit for the abatement of malaria deaths. In 1957-58 the 

“Based on figures given in the A.R. of the Director of Medical and Sanitary 
Services for 1935 (p. 28) and 1948 (p. 86). 

“See Table A-24, Appendix. 

“A.R. of the Director of Medical and Sanitary Services for 1947 (p. 31) 
and 1948 (p. 83). 

“Ibid. 
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TABLE 4-3 

Malaria Mortality and Morbidity, 1930-60 

Rates per Million of 
Population 

Period Deaths Cases Deaths Cases 

1930-39 (annual average). 8,210 
1940 . 9,169 
1941 . 7,132 
1942 . 5,143 
1943 . 6,765 
1944 . 5,609 
1945 .'. 8,521 
1946 . 12,578 
1947 . 4,557 
1948 . 3,349 
1949 . 2,403 
1950 . 1,903 
1951 . 1,599 
1952 . 1,049 
1953 . 722 
1954 . 447 
1955 . 268 
1956 . 144 
1957 . 177 
1958 . 105 
1959 . 82 
1960 . 61 

2,427,766 1,475 436,154 
3,413,618 1,535 571,604 
3,220,360 1,154 521,604 

3,225,477 832 522,006 
2,141,329 1,074 340,109 
1,672,478 871 259,621 

2,539,949 1,281 381,947 
2,768,385 1,835 403,908 
1,350,521 648 191,917 

775,276 462 107,023 

681,624 302 91,432 

610,784 248 79,550 

448,100 203 56,894 

269,024 130 33,320 

106,350 87 12,829 

37,464 52 4,397 

19,929 31 2,285 

43,158 16 4,823 

35,086 19 3,828 

61,711 11 6,573 

1,736 9 180 

460 6 46 

Source: Reports of the Registrar-General on Vital Statistics. 

first post-DDT epidemic broke out. Cases treated in government 

hospitals and at dispensaries rose sharply from their previous low 

of about 20,000 in 1955. But deaths, with the exception of a small 

temporary rise in 1957, continued to fall. For this fact, improve¬ 

ments in curative medicine (e.g., the development of improved 

substitutes for quinine) must be credited. The 1957-58 revival of 

the disease led to a U.S. grant of $388,840 to expand the malaria 

control unit with a view to the utter eradication of the disease 

within five years.35 This goal is rapidly being achieved and soon 

malaria will be as much of a rarity in Ceylon as cholera or plague. 

If the death and birth rates of 1930-46 can be taken as a standard 

of comparison, there were nearly 1,500,000 more people alive in 

Ceylon at the end of 1960 than there would have been had not the 

demographic pattern changed. Yet, on a similar calculation only 

about 143,000 of these people were alive because they had been 

saved from a death by malaria. That is, only about a tenth of those 

35A.R. of the Director of Health Services for 1960. 
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whose lives were saved would have died from malaria itself. How¬ 

ever, many more people—in fact, roughly six times as many—were 

added to the population by the indirect effects of malaria control 

on the birth rate and on deaths from other causes. Newman esti¬ 

mates that nearly 1,000,000 of the 1,500,000 people just mentioned 

owed their lives directly or indirectly to the antimalaria campaign.3*5 

The indirect effects of malaria prevention have been felt more 

gradually through time than the direct effects. They include sharp 

declines in the rates of mortality among infants and childbearing 

mothers, as well as much reduced rates of death from infectious 
diseases other than malaria itself.37 Along with other slow-moving 

influences on the death rate, these indirect effects account for the 

further decline of the death rate to its 1960 level of only 8.6 per 

thousand.38 Also, by 1960 the infant death rate had sunk to little 

more than one-third its traditional level and the maternal death rate 

to only a fifth the rate per thousand live births of past decades. 

Besides malaria eradication, what has caused these continuing 

declines in death rates? To some extent, the saving of lives among 

mothers and infants is attributable to the spread of midwifery, pre¬ 

natal and baby clinics, and maternal hospitalization. This trend is 

associated with a broader one, which has had a deep-seated influ¬ 

ence for better health: the tremendous extension of education which 

has taken place in postwar Ceylon. Infectious diseases in general 

(particularly, aside from malaria, typhoid) have also declined 

sharply in importance (from 21.1 percent of all deaths in 1946 to 

7.7 percent in 1959),39 but this trend is closely interrelated with 

malaria eradication and the decline in infant and maternal deaths, 

so it should not be thought of as strictly an independent phenome- 

■"’Newman compared birth and death rates in malarial regions of Ceylon 
with rates in areas which had always been free of the disease, both before and 
alter 1946. Using regression analysis, he estimated the sum of malaria eradica¬ 
tion s direct and indirect effects on population growth, through both the death 
rate and the birth rate. His estimates give 60 percent of the credit for the 
acceleration of population growth to malaria control and 40 percent to other 
causes. Feter Newman, Malaria Eradication and Population Growth (Ann 
Arbor, Michigan: University of Michigan; to be published). 

A number of chains of indirect causation lead from malaria eradication to 
faster population growth. For instance, mothers are in better health and there¬ 
fore death rates of both mothers and infants in childbirth are lower; the typical 
mother thus has more children during her lifetime and a higher percentage of 
them survive. Only by a research technique such as Newman’s (see footnote 
36) can one hope to evaluate all such indirect effects of malaria’s eradication. 

On paper this is lower than the American death rate, but the comparison 
is not quite a fair one. Ceylon has a much younger population than the United 
States and this distorts a comparison of deaths per thousand of population 

A1S'*n,,g,ree, °f underrePordng is undoubtedly greater in Ceylon. 
See Table A-24, Appendix. 
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non. The extent of recent improvement in death rates from infec¬ 

tious diseases other than malaria, however, is rendered especially 

striking by the fact that many of these diseases were already com¬ 

paratively rare in Ceylon. No other major causes of death show par¬ 

ticularly noteworthy declines. Some, like cancer (because of the in¬ 

creased longevity of the population and perhaps because of im¬ 

proved diagnosis as well) and violent deaths of various kinds have 

actually become more prevalent. Aside from the outstanding and 

interrelated examples of malaria and other infectious diseases and 

of afflictions of infancy and childbirth, the fall in the death rate has 

ranged widely across the spectrum of causes. 

Several factors enter into this continuing and wide-ranging 

aspect of death rate decline. Certainly, the slow-working but im¬ 

portant forces of education and rising living standards are of some 

relevance. Moreover, the fact that the composition of the popula¬ 

tion has shifted markedly toward a lower average age should not be 

overlooked; this phenomenon, itself a result of the accelerated rate 

of population growth, has a mild depressing effect on deaths mea¬ 

sured per thousand of population. It cannot be denied, however, 

that the availability of public health services has been greater in the 

postwar period than in the prewar and has improved slowly since 

the late 1940’s, despite the rapid increase in population. Table 4-4 

shows that there has been improvement in the quantitative pro¬ 

vision of health services relative to total population and it is also 

true that there has been a notable spread of these facilities geo¬ 

graphically, bringing Western medicine to the villager for the first 

time in many areas. 
Has Ceylon’s birth rate, meanwhile, shown any notable trends? 

With the rate of natural increase now at 2.7 percent, some observers 

are anxiously scanning the horizon for a sign of decline in the 

birth rate. And indeed, if one takes the era of the 1950’s as an 

observation period, a slight fall in the official birth rate is dis¬ 

cernible. This decline (from 40.2, an exceptionally high figure in 

the light of past experience, in 1950 to 36.6 in 1960) is too small, 

however, to fall definitely outside the range of likely statistical 

error (see footnote 28, page 84) and probably no great significance 

should be attached to it. In any case, the decade of the fifties shows 

no overall birth rate decline as compared with previous decades. 

And what many students of population consider to be the basic 

sociological preconditions for a significant fall in the birth rate-the 

thoroughgoing urbanization and industrialization of the society (is 

education, which has swept Ceylon in recent years, an additional 

or alternative precondition?)-do not seem to have been satisfied 
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yet in Ceylon, or at best have been only partially satisfied. On 

present evidence, then, it seems unlikely that there will be any 

significant fall in the birth rate in the immediate future and that 

if it comes at all it will lag well behind the decline in the death 

rate, perhaps by some decades. An additional reason for believing 

that Ceylon can expect a continuation of roughly its present high 

rate of natural increase is that the government has not as yet even 

taken a stand on the question of making a conscious effort to reduce 

the rate of population growth through birth control. Despite the 

fact that no strong religious taboos would be impinged upon, the 

government, for reasons that are obscure, has taken no action in this 

area. It does, however, permit private organizations like the Planned 

Parenthood League to operate in Ceylon. 

TABLE 4-4 

Population Relative to Beds, Doctors, and Minor Hospital 

Employees in Government Hospitals, Selected 

Years, 1929-60* 

Year 
Persons per 

Hospital Bed 
Persons per 

Doctor 
Persons per 

Minor Employee 

1929.... 572 15,347 2,231 
1938.... 567 15,918 1,999 
1945.... 425 12,938 1,822 
1946.... 408 12,261 
1947.... 385 
1948.... 381 10,334 
1949.... 376 11,594 
1950.... 385 11,392 1,328 
1951.... 388 10,529 1,161 
1952.... 388 10,486 1,103 
1953.... 388 10,724 1,146 
1954.... 368 10,467 1,057 
1955.... 359 9,163 1,011 
1956.... 351 9,074 1,023 
1957.... 347 9,678 987 
1958.... 341 8,345 883 
1959.... 345 8,212 781 
1960.... 340 8,105 796 

*These figures exclude private nursing homes and doctors in private prac¬ 
tice, but these are relatively unimportant, catering only to the wealthy. Source: 
Ministry of Finance, Economic and Social Development of Ceylon (a survey) 1926- 

1954, (19SS), p. 6; Department of Census and Statistics, Statistical Abstract 
1962, p. 75. 

Accompanying the very much more rapid growth of aggregate 

population since 1946 have been some important changes in the 

population s composition. Migration trends, while not involving 
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massive numbers of people, have combined with natural increase 

to produce some alterations in the makeup of the population. The 

early war years—1939-42—saw net emigration from Ceylon of 

171,000, as Indians in particular returned home in time of trouble. 

The danger past, the late forties saw a reversal of this flight. From 

1944 through 1949 the official data show a net inflow of 305,000 

persons. However, the desire to “Ceylonize” employment soon 

brought about stricter legislation, which radically changed migra¬ 

tion trends. From 1950 on the net flow was consistently outward. 

After 1954 the legal immigration of Indian estate laborers was 

drastically cut and after 1957 it all but ceased. The result, over the 

1946-60 period, was a net outflow of 24,000 Indian plantation work¬ 

ers (these are official figures; the illicit flow cannot, of course, be 

measured, but it is rumored to have been considerable and prepon¬ 

derantly in the direction of Ceylon). Ceylonese legislation has also 

been instrumental in the expulsion of 127,000 other Indians, in¬ 

cluding estate workers’ families, over the period. In addition, there 

was net emigration of 3,000 Europeans (i.e., Caucasians) and 6,000 

Ceylon citizens during the fifties.40 From the economic point of 

view, these departures from Ceylon are important because they 

involved some of the groups which had made the largest contribu¬ 

tions to Ceylon’s economy in the past. Indians and Europeans, in 

particular, had played major roles in the development of the co¬ 

lonial economic system and their emigration (which was a reflec¬ 

tion of their diminished political power) cost the modern sector 

valuable skills and experience which it would take some time to 

replace. 
Another point about the composition of the population concerns 

urbanization and the way it is coming about. Urbanization in Cey¬ 

lon has run counter to a strong natural tendency for the percentage 

of the population located in rural areas to rise. Both birth rates and 

death rates are higher in the rural districts than in the cities, but 

the resulting rate of natural increase is substantially higher outside 

the urban areas. In 1960, for example, Colombo residents had a 

birth rate of 31.2 per thousand, a death rate of 8.1 per thousand, 

and thus a rate of natural increase of 2.3 percent. Dwellers in 

towns and cities other than Colombo had rates of 31.9, 8.4, and 2.4 

respectively. The all-island rates for the year were 36.6, 8.6, and 

2.8, so it can be deduced that the birth rate for the rural population 

was 37.6 per thousand, the death rate was 8.6, and the rate of 

*°A11 figures are from the Reports of the Registrar-General on Vital Sta¬ 

tistics. 
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natural increase was 2.9 percent.41 If the rural-urban differentials 

for 1960 can be accepted as typical, then it is clear that in the 

absence of migration to the cities there is a strong tendency for the 

proportion of the populace dwelling in rural areas to rise. In fact, 

however, urbanization (defined as the percentage of the popula¬ 

tion living in towns of 20,000 or more) increased from 9.9 percent 

to 12.9 between 1946 and I960.42 Redefinition of administrative 

boundaries (especially the incorporation of former villages sur¬ 

rounding Colombo into large suburban towns) had something to 

do with this rise in urbanization. Mainly, however, it was internal 

migration which more than overcame the natural tendency for rural 

population to grow more rapidly than urban. There was a steady 

migration from rural areas into a number of medium-sized towns 

in various parts of the island, several of which crossed the rural- 

urban dividing line of 20,000 persons between 1946 and 1960. 

Colombo itself grew relatively slowly (and fell as a percentage of 

total population), but its suburbs, as well as several secondary 

towns, boomed. Economically, rural-urban migration is important 

because it reflects primarily the push of labor out of the most 

ciowded traditional agricultural areas which arose from worsening 

land scarcity. Also, of course, the fact that employment in the 

towns was expanding somewhat more rapidly than rural employ¬ 

ment exerted some pull of potentially higher incomes. It is proba¬ 

ble, however, that the migrants hopes were in large measure frus- 

ti ated and that the main effect of the migration was to convert rural, 

tiaditional-sector underemployment into open urban unemployment. 

One more point about the anatomy of population growth in 

Ceylon might be made, namely the fact that the age-sex structure 

of 1960 is probably quite different from that of 1946. The upswing 

in the rate of natural increase, abetted by the particularly sharp 

fall in the infant death rate, has raised the proportion of the popula¬ 

tion in the lower age brackets. And the steep drop in the maternal 

death rate, together with the emigration of a disproportionate num- 

bc i of males who had been working in Ceylon on a temporary basis, 

has raised the ratio of females to males.43 The main economic im¬ 

portance of these tendencies is that they increase the “dependency 
ratio of nonworking to working population. 

iQRnSTUuCe: Rm)0\tthe ReS^trar-General on Vital Statistics for 1959 and 
1960 These official figures are not to be interpreted with complete literalness 
but they surely indicate a correct direction of difference. 

'“Source: 1946 census and ibid. 

^Somewhat rough calculations-based on the author’s estimation of the age- 
sex structure m I960, which derived from the 1953 census, birth registrations 
age-sex-speclfic death registrations, and net migration-suggest that the per¬ 
centage of the population that is under 15 years old rose from 39.2 to 41.1 be¬ 
tween 1946 and 1960 and the percentage that is female from 46-6 to 47.8 
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Rapid population growth such as Ceylon has experienced since 

the late 1940’s puts a strain on the economy. It has the dual effect 

of raising the consumption needs of the nation and, at least po¬ 

tentially, increasing the productive capacity which can be used to 

satisfy those needs. By definition, a high rate of population increase 

means that for the level of real per capita income—or any given rate 

of increase in it—to be maintained, aggregate output must grow 

more rapidly than would be necessary if population were not in¬ 

creasing so fast. If the higher rate of output growth is not 

achieved, then one of two things must occur: either resources must 

be transferred from the production of investment goods to the pro¬ 

duction of consumption goods so as to keep per capita consumption 

levels constant44 or else consumption levels must fall. But what 

chance does rapid population growth itself offer of inducing the 

faster output growth which it requires? 
When population growth accelerates, the rate of increase of the 

labor force also rises. This means that there is some addition to the 

potential output of the economy. But will actual output rise and, 

if so, will it rise by enough to offset the consumption effect of popu¬ 

lation growth? Two considerations suggest that any offset to the 

consumption effect will be only partial.45 For one thing, the addi¬ 

tions to the labor force must find employment in at least as high a 

proportion as the old, existing labor force. In a country with a con¬ 

siderable unemployment-underemployment problem, this may not 

be possible. And secondly, the employment found by the new labor 

must be at least as productive as that enjoyed by the existing 

workers.46 In the absence of technical change this is not likely. Since 

the complementary factors of production are almost certain in an 

(Ceylon’s population has always exhibited an unusually high masculinity ratio). 
Although one would expect there to be changes in both these directions, the 
percentage variations found are so small as to be of questionable statistical 

significance. 
"This is only a short-run solution, however. In the longer run, lowering the 

ratio of investment to national output is likely to reduce the rate of output 
growth and thus work against the solution of the problem. 

"There is an additional problem, which is mainly a short-run transitional 
difficulty. For a short time after population growth has accelerated, the growth 
rate of the labor force may be considerably lower or higher than that of total 
population, depending on precisely how the faster population growth has come 
about. That is, the proportions in which workers and nonworkers are added to 
the population may be quite different from their relative shares in the previous 
total population. Such differences tend to disappear in time, however. See 

page 96. 
"Logically, various combinations of employment and productivity increase 

could be used to produce the necessary output gain. Thus, even if only a small 
percentage of the additional labor found employment the needed output could 
result if the new employment were productive enough. Without technical 

change, however, it is hard to see how this could come about. 
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underdeveloped country to be growing less rapidly than labor- 

supply (one, land, is fixed in supply and the other, capital, is prob- 

ably growing less rapidly than labor and is unlikely to be spurred 

on to more rapid growth by accelerated population increase47) the 

law of diminishing returns ensures that the new labor will be less 

productive than the old and that past consumption levels will be 

difficult to maintain. In the net, then, population increase in an 

underdeveloped country is almost certain to raise consumption 

needs more rapidly than it increases national output. To offset this 

negative effect on the economy there must be rises in the pro¬ 

ductivity of labor. Such rises can come about either through an 

acceleration of the rate of capital accumulation, to the point where 

it is sufficiently higher than the rate of labor force growth to sub¬ 

stitute for land and keep output per man from falling, or else via 
technical change. 

Thus runs the conventional doctrine on the economic effects of 

population growth. With a few minor modifications to fit the spe¬ 

cial circumstances of the Ceylon case, it provides a good general 

framework for viewing this new element introduced into Ceylon’s 

export economy in the late 1940’s. Its general conclusion, that rapid 

population growth had a net effect of depressing real output per 

head, holds in the present case. The fact that the level of real in¬ 

come per capita actually rose rather than fell over these years, as 

later paits of this monograph will show, is attributable to the 

achievement of substantial productivity increases in several parts 
of the economy. 

As has been seen, Ceylon s classical export economy was a deli¬ 

cately balanced mechanism. The world prices for the country’s ex¬ 

port crops and the amount of suitable land available for each crop 

defined the limits within which the system worked. Labor and 

capital flowed to the modern sector in the quantities demanded 

The government budget was balanced. The traditional sector was 
left largely to itself, trading little with either the modern sector or 

the world. Imports tended to equal exports. The acceleration of 

population increase affected this pattern in two fundamental ways: 

(1) It accelerated and regularized the rate of growth of labor 

supply. Along with the cessation of immigration, the faster growth 

Indeed one would expect that a more rapidly growing population would 
require that a larger percentage of national income be devoted to satisfying 
consumption needs and to providing overhead capital (housing, educational 
facilities etc.) for the ever-increasing population, thus leaving a smaller pro¬ 

of”-1011.^ directly productive investment. Capital stock, especially the stock 
of directly productive capital, would thus rise more slowly. 
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of the labor force from natural causes meant that a more rapid and 

unavoidable growth of total labor supply had been substituted for 

the low long-run growth rate and the short-run tendency toward 

automatic adjustment of supply to demand that had been charac¬ 

teristic of colonial days. Although aggregate labor supply proba¬ 

bly grew no faster than it had over certain periods of large-scale 

immigration in the past, now the demand for labor to work on the 

estates and in related industries was increasing much less rapidly 

than it had on past occasions of rapid labor force growth. Gradu¬ 

ally, labor supply in the national labor market moved out of line 

with the level of demand for labor at statutory levels of wages; 

unemployment and underemployment rose.48 The faster and stead¬ 

ier growth of labor supply created a pressing need for economic 

growth and diversification, particularly the creation of more jobs 
outside the estates. 

(2) The other effect of accelerated population growth, how- 

evpr^vas that the consumption needs of the country rose more 

rapidly. To some extent, this increase was translated into effective 

consumption demand. The marginal propensity to consume (and 

especially the propensity to consume imported goods) was high. 

As aggregate income rose and as income redistribution schemes fur¬ 

ther swelled the receipts of low-income groups (see Chapter 5, 

pages 118-20), consumer demand increased rapidly. Because of 

the accelerated population increase, consumption probably rose 

somewhat more rapidly than it would have had the same growth 

of national income been combined with slower population growth. 

On the other hand, the acceleration of population growth probably 

did relatively little to raise the rate of growth of national income. 

Thus, while faster population growth increased the need for eco¬ 

nomic growth and diversification it may also have had the effect 

of raising the ratio of consumption to income, depressing the saving 

ratio (and thus, if it is true that faster population growth did not 

markedly accelerate the growth of national income, aggregate sav¬ 

ings), and inhibiting the investment needed to create a larger and 

more diversified economy. Just how important this depressing effect 

on saving might have been in quantitative terms, however, is hard 

to say. The population boom also made some contribution to the 

emergence of persistent current account deficits in the balance of 

4SAs in colonial days, the estates and other parts of the modern sector have 
continued to be covered by minimum wage legislation. Excess labor supply 
thus tends to result in open unemployment rather than underemployment; in 
the traditional sector, of course, the consequence of excess labor supply is 
more likely to be underemployment. See Chapter 5, pages 100-103. 
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payments from 1952 on, though it was not the main factor working 

for external imbalance during this period. 
One final note, relating to the special demographic characteristics 

of the 1946-60 period to be studied in the following chapters, might 

be added here. Aside from the fact that the rate of population 

growth has been very much more rapid since 1946 than before, it 

is also relevant to notice that it increased very rapidly. This quick 

acceleration has meant that the age structure which prevailed in 

the late 1940’s and in the 1950’s was somewhat different from the 

one which will exist after an extended period of population growth 

at the new, higher rate. The upswing in the rate of natural increase 

probably raised the proportion of young people in the population, 

whereas continued rapid population growth will eventually swell 

the higher age brackets and shift the age distribution back to some¬ 

thing more like its old shape. In the meantime, however, the 

rapidity of the acceleration has contributed to a rise in the de¬ 

pendency ratio and has thus increased the potential negative effect 

of rapid population growth on real per capita income. However, 

this additional negative potential might not have been realized, 

since even if more of the new additions to the population had been 

workers they might very likely not have found productive employ¬ 

ment. The high levels of unemployment and underemployment 

among the labor force already in existence suggest that this could 

well have been the case. 

The three new factors of the 1940’s which have been highlighted 

in this chapter—World War II, independence, and the population 

boom—all set the stage for a new period of Ceylon’s economic de¬ 

velopment, which because of a basically altered economic structure 

and a new set of economic policies was to be fundamentally dif¬ 

ferent from its earlier development experience. This period is ex¬ 

amined in detail in Chapters 5 through 7. 



Chapter 5 

The Transitional Economy: 

Structure and Dynamics 

During the fifteen years following the conclusion of World War 

II Ceylon’s economy continued to expand. As was appropriate to 

the changed environment which the forces discussed in the pre¬ 

ceding chapter had brought about, however, its growth during this 

period followed a rather different pattern from the growth which 

Ceylon had experienced previously and had different economic 

effects. A detailed examination of sectoral and aggregate growth 

during the 1946-60 period forms the substance of Chapter 6. The 

present chapter will try to demonstrate fully the implications of the 

postwar environment, which, it will be contended here, created an 

economic system that was fundamentally different from the one 

which preceded it. Roughly coinciding with the political trans¬ 

formation from colonialism with limited self-rule to full indepen¬ 

dence was an economic change from what might be called a colo¬ 

nial or classical export economy to a development-oriented export 

economy. The most characteristic structural features of the pre- 

World War II economy—the high proportion of exports and imports 

in GNP and (though to a diminishing degree) the dualism of the 

economy—continued into the new period. Other important features, 

however, especially the relative growth rates of the factors of pro¬ 

duction, basic public policy, and the pattern of resource flows 

within the economy, changed markedly. It is these changes which 

justify identifying the economy of these years as a basically differ¬ 

ent economic system from that of prewar Ceylon. However, the 

economic system of the 1946-60 years in time began to reveal a 

tendency to be unviable; during the late fifties it became increas¬ 

ingly difficult to maintain its characteristic pattern of external trade 

and finally in 1960-61 the economy was forced to undergo a further 

marked transformation. The 1946-60 economy, then, must be con¬ 

sidered a transitional system, one which created a trend toward 

yet another type of economy, which in turn was to represent an 

even sharper departure from the classical model. 

97 



98 Ceylon: An Export Economy in Transition 

The move from a classical colonial-type export economy to the 

independent, development-oriented variety during the late 1940’s 

was a less radical economic change than the rise of the export 

economy itself a century before had been. Most of the structural 

characteristics of the earlier form (described in Chapter 3) con¬ 

tinued to exist after World War II and most of the rules governing 

the economy’s potential for economic growth were unchanged, too. 

The attention of the present chapter, however, will be concentrated 

on those elements which did change. They are important enough to 

merit some emphasis. The key changes are easily stated in sum¬ 

mary form. First of all, the new economic system had to operate 

under different growth rules for factor supplies from those which 

had prevailed in prewar days. Labor supply, because of faster 

natural growth of population and greatly reduced migration, grew 

more steadily and, in the long run, faster than before. The supply 

of land available for agricultural expansion came to be severely 

limited and subject to exploitation only at extremely high cost.1 In¬ 

creasing the capital stock also became very difficult, since capital 

inflows from abroad were very small and the domestic saving ratio 

was low. Secondly, within this framework of unfavorable relative 

factor growth rates, increasingly serious efforts were made to force 

the pace of economic development. A series of development plans 

was drawn up and attempts were made to raise the volume of in¬ 

vestment in the economy and direct it into patterns which would 

create rapid increases in national output. Thirdly, and largely as a 

result of this change in basic public policy, a somewhat different 

set of intersectional flows came into being after independence. In 

particular, the dualism of the economy gradually tended to break 

down as the former traditional sector became more involved in 

selling food to the modern sector and in this way gained greatly 

increased cash receipts, which it used largely to buy more goods 

from abroad. Also, to a limited degree, an industrial “third sector,” 

producing goods for the home market, began to emerge. And finally, 

the government of Ceylon tried to mobilize savings to support its 

development effort; since the only really significant source of sav¬ 

ings was the modern sector and in particular the estates, the chief 

government strategy for resource mobilization became one of tax¬ 

ing plantation agriculture very heavily and using the surpluses thus 

captured for investment elsewhere in the economy. This in itself 

produced further tendencies for the economic structure to change. 

xThis had also been the case during the later portion of the classical period, 
from about the 1920’s on. 



Transitional Economy: Structure and Dynamics 99 

Each of these basic changes—the • new rules governing factor 

supplies, the development commitment of the government, and the 

altered pattern of intersectoral resource flows—will be examined in 
turn. 

FACTOR SUPPLIES: LABOR 

The overriding influence on labor supply after 1946 was the new 

phenomenon of extremely rapid population increase. With the link 

to the Indian labor market virtually severed and migration between 

Ceylon and other countries slight, the country’s labor supply came 

for the first time to be closely dependent upon the natural growth 

of the domestic population. Whereas in the past labor supply had 

grown in close step with demand, now a steep upward trend inde¬ 

pendent of demand became evident. The particular pattern by 

which Ceylon’s rate of natural increase accelerated, however, tended 

to moderate population’s immediate impact on labor supply. The 

rise in the proportions of women and children in the population 

contributed to this effect, as did a trend not discussed up to now— 

a swift rise in the number of students. As a result, labor force rose 

less rapidly up to 1960 than it might have if the same aggregate 

population rise had been realized in some other manner. 

Ceylon’s labor force, as estimated for various years by the author, 

is given in Table 5-1.2 The nature of the impact made by popula¬ 

tion growth clearly emerges from these calculations. While popula¬ 

tion grew at 2.7 percent annually, the labor force increased at only 

2.2 percent and thus fell slightly as a percentage of the population, 

from 37.7 to 35.4.3 It is clear that the effect of the demographic 

upswing on the labor force was in large part delayed by the very 

nature of population increase. Putting it in numerical terms, while 

the population swelled by more than 3,000,000, fewer than 1,000,000 

persons were added to the labor force. This growth pattern tempo¬ 

rarily raised the dependency ratio and had the effect of postponing 

until the 1960’s much of the unemployment and underemployment 

problem which would be expected to result from growth in labor 

supply unmatched by increases in labor demand. If roughly the 

2The methodology used to calculate labor force, employment, and unem¬ 

ployment is described in the Appendix, pages 287-300. 
8The same question of statistical accuracy which was encountered in con¬ 

nection with the demographic data of the preceding chapter again arises 
apropos of these labor force and employment figures. Again, caution would 
dictate the use of a ten percent rule for statistical significance (see Chapter 4, 
page 84). By this rule, the fall of the labor force as a percentage of popula¬ 
tion, although supported by external logic, cannot be regarded as being of as¬ 

sured statistical significance. 
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present birth and death rates continue through the sixties, as 

they are likely to do, the proportion of young people in the popula¬ 

tion will gradually begin to decline again as some of the post-1946 

swell moves into the upper age brackets. A fall in birth rates, if it 

comes, will accelerate this tendency for the population to age. In 

any case, the rise of school attendance among young people must 

eventually taper off—although it is not likely to do so for some time 

yet—and this will induce the labor force to stop falling relative to 

population. For these reasons, the rate of growth of the labor force 

can be expected to accelerate during the 1960’s, possibly even to 

the point where the labor force begins to rise again as a percentage 

of population. When that happens, unemployment and underem¬ 

ployment will soar—unless something is done to accelerate the 

growth of employment opportunities. 

TABLE 5-1 

Population and Labor Force, 1946-60* 

(Thousands) 

Labor Force as 

Year Population Labor Force 
a Percentage 
of Population 

1946. . 6,854 2,583 37.7 
1947. . 7,037 2,630 37.4 
1948. . 7,244 2,690 37.1 
1949. . 7,455 2,758 37.0 
1950. . 7,678 2,831 36.9 
1951. . 7,876 2,886 36.6 
1952. . 8,074 2,957 36.6 
1953. . 8,290 3,012 36.3 
1954. . 8,520 3,077 36.1 
1955. . 8,723 3,162 35.8 
1956. . 8,929 3,235 36.2 
1957. . 9,165 3,268 35.7 
1958. . 9,388 3,354 35.7 
1959. . 9,625 3,415 35.5 
1960. . 9,896 3,502 35.4 

*Source: See the Appendix, pages 289-94. 

Up to 1960, however, Ceylon’s economy appears on the basis 

of fragmentary evidence to have been successful in opening up job 

opportunities nearly as fast as the supply of labor grew. The au¬ 

thor’s estimates suggest that population growth added 919,000 per¬ 

sons to the labor force from 1946 to I960.4 As nearly as can be 

discovered, some 803,000 of these persons were able to find jobs, 

4See Table 5-1. 
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TABLE 5-3 

The Structure of Employment, 1946 and 1960, and Additions to 

Employment, 1946-60* 

Additions to Employment, 

1946 Employment 1946-60 1960 Employment 

% of % of % % of 

Sector (000) Total (000) Total Increase (000) Total 

Primary. 1,425 62.0 304 37.9 21.3 1,729 55.7 

Estate. 632 27.5 51 6.4 8.1 683 22.0 

Other. 793 34.5 253 31.5 31.9 1,046 33.7 

Industry. 253 11.0 204 25.4 80.6 457 14.7 

Services. 621 27.0 295 36.7 47.5 916 29.5 

Total. 2,299 100.0 803 100.0 34.9 3,102 100.0 

*Source: Table 5-2. Minor discrepancies are attributable to rounding. 

leaving the unemployment rate only a little higher in 1960 than it 

had been at the beginning of the period.5 For this record to be 

achieved, it was necessary that considerable restructuring of the 

employment pattern take place. The estate sector provided only 

51,000 new jobs, so the brunt of labor absorption had to be taken 

up by other industries. Manufacturing, with 183,000 new jobs 

created, transportation and communications (46,000), and construc¬ 

tion (21,000) took up some of the slack and the rest of the newly 

employed went into areas where their productive contributions to 

society were perhaps less great: traditional agriculture (245,000); 

trade, commerce, and finance (80,000); services not elsewhere 

classified (89,000); and government n.e.c. (80,000). The changing 

employment pattern led to a decline in the relative importance of 

primary employment, while industrial employment underwent a 

rapid relative and absolute rise and service employment a more 

gradual one (see Table 5—3). At least to some extent, then, the 

pattern of relative employment change between 1946 and 1960 can 

be regarded as a transition toward a more “modern” economic 

structure. With a substantial traditional sector remaining in 1960 

however-peasant agriculture alone still accounted for a third of 

total employment-the transition plainly had a long way to go be¬ 

fore the whole economy could be said to have been modernized. 

The labor force and employment estimates presented here 

suggest that job openings were expanded rapidly enough from 1946 

to 1960 to keep the unemployment rate from rising substantially.6 

Tor this and the other employment change figures, see Table 5-2 The 
conjecture that percentage unemployment increased very little rests on rather 
shaky evidence; see pages 102-4, in the Appendix, pages 298-300. 

See pages 298-300, Appendix. 
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However, the estimates are rough enough that they may mask a 
certain amount of increase. There were no regularly collected sta¬ 
tistics or comparable surveys conducted at various times over the 
period which might either verify or upset the tentative conclusion 
that percentage unemployment did not rise significantly.7 * In any 
case, in an economy with as large a traditional sector as Ceylon 
still has, unemployment does not serve as a very comprehensive 
measure of the underutilization of labor resources. Especially in 
rural areas (excluding the estates), an increasingly unfavorable 
ratio of population to complementary resources is more likely to 
manifest itself in some form of underemployment than in outright 
unemployment. A sample survey undertaken by a team from the 
International Labour Organisation in 1959s found very high levels 
of underemployment, though it did not, of course, indicate whether 
these levels had increased substantially over the preceding 10 or 
15 years. In addition to the 10.5 percent of the labor force which it 
found to be completely unemployed in 1959, the survey revealed 
that 45.4 percent of the rural labor force was underemployed, in 
the sense of working fewer than 40 hours a week on a year-round 
basis; the comparable percentage for the urban labor force was 
29.0. However, if the desires of the persons involved to work more 
hours a week were taken into account, the severity of underemploy¬ 
ment appeared to be much less: 18.8 percent of the rural labor 
force and 11.2 percent of the urban were working fewer than 40 
hours per week and declared themselves available for additional 
hours of work.9 Clearly, in measuring underemployment the exact 
percentages one obtains are always heavily dependent upon the 
way underemployment is defined. Precise percentages aside, how¬ 
ever, it is obvious that Ceylon’s economy, especially its traditional 
rural sector, contains sizable pools of untapped labor resources. 

FACTOR SUPPLIES: CAPITAL 

Independent Ceylon inherited as a legacy from the colonial era 
a considerable stock of private and public capital. Notable in the 

7However, there is good independent evidence which substantially cor¬ 
roborates the estimate of unemployment for the year 1959 by itself. The 
author’s estimate (page 299) was that 10.9 percent of the labor force was 
unemployed in that year, while an ILO survey (see following footnote 8) 
reached an entirely independent estimate of 10.5 percent. See pages 298-300. 
in the Appendix. 

international Labour Organisation, “Report to the Government of Ceylon 
on the Employment, Unemployment and Underemployment Sample Survey 
of Ceylon, 1959” (unpublished, 1960), a summary of which is published 
as “A Survey of Employment, Unemployment, and Underemployment in 
Ceylon,” International Labour Review (March, 1963), p. 247-257. 

eIbid., p. 255. 
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latter category were the school, hospital, road, railroad, harbor, and 

communication systems which had been built up to a high standard 

over the years. Among the various types of private capital, the 

estates themselves formed by far the most significant item, though 

in their case the value of the legacy was qualified by the fact that 

much of their ownership still resided in the hands of the British. 

In the late forties, the foreign-owned share of the tea industry was 

over 50 percent and that of rubber 40 (foreign-owned coconut 

acreage amounted to less than 10 percent of the total; see Table 

A-38, Appendix). British firms also controlled substantial fractions 

of the modern industrial and service sectors. A further difficulty 

was that after a long period of undermaintenance, fostered by the 

depression and the war, the value of both private and public assets 
had undergone some deterioration. 

Efforts to expand the capital stock have, of course, taken a cen¬ 

tral position in Ceylon’s attempts at economic development since 

the late forties. The basic aims of the Ceylon government between 

1946 and 1960 were at least to maintain public social and economic 

capital at per capita levels no worse than in the past, to maintain 

and modernize the estate sector, and to diversify the economy, 

especially by building up industry. Essentially, then, the leading 

growth sector of colonial days-the estates and the commercial 

activities that were intimately associated with them-was to be 

little more than maintained in this new investment strategy, while 

the bulk of the available investment fund was to be used in pro¬ 
moting the growth of other sectors. 

During the rapid growth periods of plantation agriculture (see 

apter 3, page 66) capital had been obtained relatively easily 

either from private foreign investors or from the reinvestment 

of surpluses generated by the profitable operation of plantation 
agriculture itself. After 1946, however, the problem of obtaining 

capital either internally or externally became acute. Internally the 

government s strategy of capital accumulation had to face difficulties 

in extracting surpluses from the profitable sectors of the economy 

(still notably the estates), in avoiding the temptation to use too 

igh a proportion of revenue collections for current purposes or 

foi relatively unproductive overhead capital uses, and finally in 

deciding how best to allocate what remained to directly productive 
investment projects,.* Relatively little directly productive govern! 

men investment had emerged from this process through I960 and 
what investment there had been had not proven productive enough 

"For a discussion of these problems, see below, 
Chapter 7, pages 187-207. 
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to generate substantial surpluses and thus hasten the process of 

capital accumulation. Investment from sources other than the 

government lagged far behind what might have been hoped for. 

Private domestic entrepreneurs generally showed reluctance to make 

substantial investments, basically because profit opportunities in 

the old lines of activity (e.g., estate agriculture) seemed generally 

not to warrant them11 and possible new lines (especially pro¬ 

duction for the local market) were deemed too uncertain a pro¬ 

vider of profits.12 It need hardly be said that independence meant 

a considerable change in the availability of foreign private capital. 

The potential foreign investor faced all the difficulties of the local 

private investor just mentioned and in addition possessed a greater 

fear of political uncertainty and a concern that he might receive 

discriminatory treatment at the hands of the government. New 

foreign private investment during the fifties did not, in fact, amount 

to enough to offset the outflows of capital which took place in the 

early years of the decade as a result of purchases of British assets in 

Ceylon by Ceylonese individuals. Aid from foreign governments did 
prove to be a fairly important source of investment funds from the 

mid-fifties on. In general, however, capital scarcity remained severe 

and provided one of the main checks to economic growth during 

the 1950’s. 

Quantitatively, less is known about investment than about almost 

any other aspect of Ceylon’s postwar development, but it appears 

that expenditures on gross fixed investment totaled some Rs. 6,800,- 

000,000 over the years 1950-60 inclusive.13 Of this total, just half, 

Rs. 3,400,000,000, was spent by government. A further Rs. 1,500,000,- 

000 went for private residential construction. Fixed capital formation 

by private enterprises lagged throughout most of the period; it 

totaled Rs. 1,900,000,000 for the 11 years together, but over Rs. 

600,000,000 of that sum came in the upsurge of private investment 

which started in 1959. On the average, gross fixed investment ran 

at about 12 percent of GNP.14 Beyond this, little can be said. Noth- 

“Because of the high cost of planting estate crops relative to the returns 
that might be expected from it, little was done. Output growth through more 
intensive use of the land area already in cultivation, especially when com¬ 
bined with better materials and techniques, was often a profitable propo¬ 
sition and most of the output expansion which occurred came about in this 
way. See the sections on tea, rubber, and coconut in Chapter 6. 

“See Chapter 6, pages 171-173 for a fuller discussion of public policy and 

private investment in the postwar period. 
“See Table A-7, Appendix. Since there are no good investment data or bal¬ 

ance of payments accounts for the late 1940’s, all of the statements made in this 
paragraph will relate to the years 1950 through 1960. 

1411.6 percent of GNP in current prices and 12.2 percent of real GNP, ac¬ 

cording to Tables A-2 and A-3, Appendix. 



106 Ceylon: An Export Economy in Transition 

ing precise is known about the industrial distribution of investment 

expenditures. The extent to which these gross expenditures represent 

net additions to the capital stock can be calculated only roughly. 

If 5 percent of GNP is accepted as a reasonable estimate of de¬ 
preciation,15 then net fixed investment in current prices over the 

1950-60 period works out to just 6.6 percent of GNP. 

The role played by international capital flows can hardly be de¬ 

scribed as favorable. The net flow of private long-term direct in¬ 

vestment throughout the period as a whole was out of the country, 

in the sum of Rs. 182,000,000, 1950-60 inclusive. Most of this repre¬ 

sented purchases of foreign holdings in Ceylon—estates and mer¬ 
cantile houses in the main—by Ceylon nationals.10 The movement 

of private long-term portfolio investment was also adverse (Rs. 

128,000,000), reflecting purchases of securities from foreigners by 

Ceylonese. Offsetting in part the outflow of private long-term capital 

was a net inflow of government long-term capital. It amounted to 

only Rs. 208,000,000 during the 1950-60 period, however, and thus 

did not fully counterbalance the outflow of private long-term 

capital. Including both kinds of flows, then, Ceylon was a net ex¬ 

porter of long-term capital during this vital phase of its economic 
development.17 

FACTOR SUPPLIES: LAND 

Since 1871 the total land area under cultivation in Ceylon had 

been rising at a rate of somewhat more than one percent a year.18 

With the gradual exhaustion of the supply of good cultivable land 

and the rising costs of clearing, irrigating (where necessary), and 

planting, however, it had become progressively more difficult to 

maintain the past growth rate. In the postwar period, with the rural 

population rising much more rapidly than in the past and the exist¬ 

ing cultivated area thus coming under severe population pressure, 

efforts were made to accelerate the growth rate of this cultivated 
extent. 

15See pages 256-257 in Appendix. 

“This net outflow takes into account only the proportion of such nur 
chases which took place during the 1950’s. There was also a considerable' 
number of similar asset acquisitions during the 1940 s 

17But when movements of short-term capital are included rwi™ 
net capital importer in 1950-60. Looking at the current account S * 

of payments and equating a current account deficit with a capital inflow 
one obtains a net inflow of Rs. 443,000,000 for 1950-60 Nearlv thVTb ’ 
amount of this capital inflow (Rs. 422,000,000- see Table A-m A 
can be accounted for by sales of external assets UnUl u Appendix) 

a»d the Ceylon govern, to foSSrs “complete Sanc^f 
ments data, see Table A-57, Appendix omplete balance of pay- 

“See Table 2-10, page 49. 



Transitional Economy: Structure and Dynamics 107 

The main way in which new acreage had been brought under 

cultivation in the past was by the sale or “alienation” of public or 

“Crown” land to agriculturalists. In the early days of the coffee and 

tea industries the alienation of Crown land had provided the estate 

owner with immense quanities of land, but in the postwar period 

almost all such sales were made to the peasantry.19 In fact, to sup¬ 

plement the rapidly diminishing quantity of Crown land suitable 

for any cultivation at all, a program was put into operation under 

which the government bought up estate land for subsequent resale 

to the peasantry; this program, however, did not amount to much 

in practice during the 1950’s (see Table 5-4). The other prong in 

TABLE 5-4 

Land Alienation, 1950-60* 

(Acres) 

Alienated to Peasants 

Year Total 

Of which 
Acquired from 

Estates 

Alienated to 
Middle-class 

Ceylonese 

Coloniza¬ 
tion 

Schemes 

Total: 
All 

Alienation 

1950. 39,485 1,942 16,253 57,680 
1951. 36,614 5,369 7,306 49,289 
1952. 32,573 1,959 9,304 43,836 
1953. 18,137 922 13,107 32,166 
1954. 24,359 2,216| 12,210 12,753 49,322 
1955. 22,262 2,156 9,663 12,586 44,511 
1956. 31,884 499 14,048 13,910 59,842 
1957. 34,248 1,362 8,393 16,017 58,658 
1958. 26,183 2,290 5,460 22,505 54,148 
1959. 25,701 1,646 19,575 7,326 52,602 
1960. 15,270 1,534 6,414 6,234 29,918 
Cumulative 

total, 
1950-60... 306,716 11,703| 85,955 139,301 531,972 

♦Totals are net of cancellation of allotments (for reasons of nondevelopment of the land, non¬ 
residence, failure to make annual payments, etc.). Source: A.R.s of the Land Commissioner. 

tPrior to 1954 a total of 12,686 acres had been acquired and alienated. 
11954-60. 

the government’s traditional land policy, like the sale of Crown 

land a holdover from colonial days, was the colonization of the dry 

zone through the building of new communities near newly built or 

renovated major irrigation schemes. This program, too, continued 

through the 1950’s, but the pace was slow and the cost high. 

“There has also been a program of alienation to “middle-class Ceylonese,” 
but the amount of land alienated under this scheme has been small and the 
actual development of the land alienated has lagged; see Table 5-4. 
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Through all the government programs together, about 50,000 acres 

a year were transferred to nonestate agriculture, but not all of this 
by any means went directly into cultivation. 

Only minor new plantings of export crops were made during the 

period and since land-hungry smallholders bought out some of the 

previously existing estates the total estate acreage actually registered 

a slight decline. In all, only 257,000 acres were added to the total 

area cultivated between 1946 and 1959, although including pur¬ 

chases from the estates the peasant sector managed to increase its 

holdings by 275,000 acres.20 The annual rate of increase in total 

cultivated area fell to 0.5 percent, less than half its historical rate, 
and in the peasant sector the population density rose from 2.4 to 
3.1 persons per cultivated acre.21 

In sum, then, the supplies of land and (probably) capital avail¬ 

able to Ceylon’s economy rose less rapidly from 1946 through 1960 

than they had over the preceding century and population increased 

much more rapidly. Taken in a static technological context, this new 

and unfavorable constellation of factor growth rates could only 
lead to declining levels of real income per capita. Fortunately, 

however, technology was not static. Chapter 6, which tells the 

story of postwar economic growth, analyzes the key role played by 

productivity increases in the output expansion which took place 

during these years. First, however, some attention should be given 

to the other changes which had taken place in the structure and 
dynamics of the export economy. 

DEVELOPMENT PLANNING22 

Like virtually all of the countries which have attained indepen¬ 

dence since the end of World War II, Ceylon embarked upon an 

attempt at centrally directed economic development. As is to be 

expected, the history of development planning in Ceylon reveals 

the common problems which have been encountered in most of 

these countries. One of these difficulties, a striking one in Ceylon’s 

case, is the failure of much of what was written into the various 

p ans to be translated into effective policy decisions and hence im¬ 

plemented. A history of development planning is thus not the same 

"°See Table 2-10, page 49. 

“ . 7 ~ -— m man tne 
cussed m Chapter 7. 

7“,UI nnancmg government 
ion or what development strategy 
one actually attempted, are dis- 
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thing as a history of development policy. Even if regarded only 

as expressions of outlook, however, mere intellectual exercises, 

Ceylon’s plans are worth examining in some detail. At the very 

least they help describe the problems of the economy and show how 

the government proposed to go about solving them. A brief histor¬ 

ical review of economic planning in the postwar period will thus 

serve to define the general nature of Ceylon’s development strategy. 

Economic planning of a sort began even before independence. 

In the Post-War Development Proposals of 1946, ministry plans to 

smooth the conversion to peacetime production and . . to raise 

the standards of living by designed action, to maintain full em¬ 

ployment, and to provide [the people] with the opportunities to 

lead a fuller life”23 were published. Added together, the ministry 

proposals took on the appearance of a national plan, but they did 

not really represent a coordinated program for economic develop¬ 

ment. They envisioned the spending of Rs. 1,739,000,000 on capital 

projects by the government and laid out the general order of 

priorities which reigned throughout the United National Party 

(U.N.P.) regime.24 Communications and works (Rs. 560,000,000), 

agriculture and lands (Rs. 420,000,000), and education (Rs. 372,- 

mPost-war Development Proposals (1946), p. v. 
24For the information of readers not familiar with the subject, the bare out¬ 

line of independent Ceylon’s political history is presented at this point. From 
the granting of full independence in 1948 through the general election of 
April, 1956 Ceylon was ruled by the United National Party. The U.N.P. had 
been formed by D. S. Senanayake, who served as prime minister until his 
death in a riding accident in 1952. He was succeeded by his son, Dudley 
Senanayake, who resigned “for reasons of health” just over a year later in the 
wake of serious unrest caused by the government’s efforts to correct the 
severe budgetary and external payments imbalance which had resulted from 
the steep fall of export prices in 1952. Sir John Kotelawala then became prime 
minister. In 1956 the U.N.P. suffered an overwhelming surprise defeat in the 
general election at the hands of S. W. R. D. Bandaranaike’s Mahajana Eksath 
Peramuna coalition, of which the new prime minister’s Sri Lanka Freedom 
Party formed the cornerstone. The main cause of the M.E.P.’s victory is gen¬ 
erally thought to have been a Sinhalese-Buddhist linguistic-cultural-religious 
reaction against the rather Westernized outlook of the U.N.P., coupled with 
frustrated expectations on the part of the rapidly growing group of the edu¬ 
cated unemployed and underemployed (see I. D. S. Weerawardana, Ceylon 
General Election, 1956 [Colombo: M, D. Gunasena & Co., Ltd., I960]; W. 
Howard Wriggins, Ceylon: Dilemmas of a New Nation [Princeton, New 
Jersey: Princeton University Press, 1960] ch. 9). Bandaranaike governed, 
with some minor changes in the structure of his coalition, until his assassi¬ 
nation by a Buddhist monk in September, 1959. Thereafter, a period of ex¬ 
treme political instability ensued, which was finally ended by the assumption 
of the prime minister’s position by Mrs. Sirimavo Bandaranaike, the late 
prime minister’s widow, after the second (July) general election of 1960. Mrs. 
Bandaranaike remained prime minister up to March, 1965, at which time 
independent Ceylon’s sixth general election was held, resulting in the election 
of a U.N.P.-centered coalition government and the resumption of the premier¬ 

ship by Dudley Senanayake. 
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000,000) were to receive the bulk of the funds.25 Diversification of 

agriculture, the promotion of dry zone colonization by peasant 

agriculture, and the building of infrastructure were given prime 

emphasis. Plantation agriculture was generally ignored and indus¬ 

try received only a nominal allocation. Emphasis on industrializa¬ 

tion was in fact deliberately scorned: the ministers proclaimed that 

they could think of few prospectively efficient industries; the level 

of protection would be reduced in the future so as to prevent the 
formation of inefficient industry. 

Although the Post-War Development Proposals did not really con¬ 

stitute a national development plan, they did represent the kind 

of thinking which guided policy through the early U.N.P. years. 

Central government investment expenditure grew from year to year, 

rising from about Rs. 150,000,000 in 1947/48 to over Rs. 300,000,000 

in 1951/52 and 1952/53. However, investments in electricity, land 

development, and other projects were cut back in the adjustment to 

the post-Korean commodity slump; central government capital ex¬ 
penditure fell to just over Rs. 250,000,000 in 1953/54. The cut was 

restored in the following year and the total continued to run at 
about Rs. 300,000,000 through the rest of the U.N.P. era. 

Several flurries of activity in the field of planning during the re¬ 

maining U.N.P. years had relatively little effect on actual invest¬ 

ment allocations.26 With the formation of the Colombo Plan in 1950 

the Ceylon government was called upon to submit a six-year de¬ 

velopment plan for the period beginning in mid-1951. Its sub¬ 

mission was an extremely modest proposal to invest Rs. 1,359,000,000 

in the economy, Rs. 503,000,000 of it in agriculture, Rs. 375,000,000 

in social services, Rs. 297,000,000 in transportation and communica¬ 

tions, and much smaller sums in power and industry. The plan was 

purely a pro forma exercise and probably had no influence on 
policy.27 Then in late 1951 came the visit of a World Rank team 

which produced an exhaustive analysis of Ceylon’s development 

prospects and also a proposed development plan for the years 
1953-59.28 Another modest program, the World Rank’s proposal 

-jPost-War Development Proposals, p. 51. 

‘The 1947/48 and 1948/49 budget speeches were published by the De 
partmen of Information as A Six-Year Plan for Ceylon (1950) which they 

27See Commonwealth Consultative Committee on South and South Fact 

il’JrZ 7 ih*Colrh° Phn f0r ^-operative EcmomtcDevdopment 
m South and South-East Asia (London, 1950), pp. 28-32. P 

‘International Bank for Reconstruction and Development The F™™ • 
Development of Ceylon (Baltimore, Maryland: Johns Hopkins Prejs, 1953) 
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looked for government investment of Rs. 1,600,000,000 over the six- 

year period. Its emphasis was predominantly on agriculture (and on 

irrigation and land development within agriculture), transportation, 

and power; health and education also received substantial allot¬ 

ments but industry was virtually neglected.29 The report thus re¬ 

flected the familiar U.N.P. priorities but became a political football 

when it was attacked by politicians to the left of the government for 

being insufficiently ambitious in both its growth and its structural 

transformation goals. In any case, the plan had little influence on 

actual investment allocations, less because of the raging debate over 

national priorities than because soon after its publication com¬ 

modity prices fell and growth began to take a back seat to stabiliza¬ 

tion policies. 

Only in 1954 was a serious plan produced by the Ceylon govern¬ 

ment itself. The Six-Year Programme of Investment 1954/55 to 

1959/60 was only a plan for government investment and not a full 

national plan but it did represent an attempt to coordinate the 

investment decisions of the various ministries and fit them into a 

general framework. The plan indicated a desire on the part of the 

government to accelerate its investment rate; total planned govern¬ 

ment investment over the six years amounted to Rs. 2,529,000,000. 

The system of priorities had changed little from earlier periods: 

public utilities and agriculture between them were to receive about 

70 percent of the aggregate sum invested; social services were down¬ 

graded somewhat but industry remained a minor concern. Like its 

predecessors, the Six-Year Programme was destined to have little 

effect on policy. The U.N.P. government which drew it up remained 

in office only long enough to write the budget in two of the six 

years covered by the Programme and when the Mahajana Eksath 

Peramuna (M.E.P.; People’s United Front) came to power in 1956 

it brought with it quite a different idea of how public investment 

should be allocated; the Six-Year Programme thus became a dead 

letter. 
Although questions of development policy played only a small 

and indirect role in the 1956 election, the new government did come 

into office possessing a conviction that economic development was 

being mismanaged and that improvements were called for. Of two 

things in particular was it convinced: that the government should 

20That is, it received only a small allocation of public investment. The 
IBRD proposal, like The Six-Year Programme of Investment 1954/55 to 
1959/60, of the National Planning Council, which followed it, was based on 
the stated premise that industry was primarily a field for private rather than 
public investment. 
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play a more vigorous role in development and that the promotion of 

industry should be given a much higher priority than it had re¬ 

ceived hitherto. The M.E.P. government set about drawing up a 

new national plan which would express these convictions. An 

unprecedented degree of interest in planning was engendered by 
the Ten-Year Plan which finally emerged in 1959. The new plan 

was for the first time a plan for the whole national economy, em¬ 

bodying programs for the government to follow not just in regard 

to public investment but also in other aspects of government policy 

including ways of influencing the decisions of the private economy. 

The plan was designed, according to its chief architect, as an exer¬ 

cise to show that despite the relatively unimpressive growth record 

of the immediate past it was possible to draw up a plan containing 

reasonable magnitudes which could overcome basic Ceylon’s eco¬ 

nomic problems and set income and employment upon a satisfactory 

growth path.30 As such, it appeared at the time to be an ambitious 

plan, but not one that was beyond the capacity of the economy to 

finance and implement. For public and private sectors together total 

investment over the 10 years 1959-68 was to come to Rs. 13,600,- 

000,000; this meant annual investment of Rs. 1,360,000,000, as com¬ 

pared with the then current figure of about Rs. 800,000,000.31 

Relative allocations were greatly altered from past plans: agricul¬ 

ture was downgraded and industry moved far up the priority scale 
(agriculture was to get Rs. 3,100,000,000 in total investment, indus¬ 

try Rs. 2,700,000,000); investment in social services, transportation 

and communications, and other areas trailed behind in positions of 

secondary importance. Technically an elegant document, the Ten- 

Year Plan then went on to calculate in great detail the policy rami¬ 

fications in various sectors of its proposals. Rut as things were 
to happen, it too failed to become a working document. 

A combination of changes in the economic environment and 
political instability doomed the carefully worked out Ten-Year 

Plan. Within just a few months of its publication the prime minis¬ 

ter, Randaranaike, was assassinated and the worst period of political 

turmoil since independence was ushered in, featuring three govern¬ 

ments, two general elections, and innumerable minor political crises 

m the course of less than a year. Simultaneously, the economic posi¬ 

tion of the country approached crisis proportions. The paralysis of 

viewGja„”e27CTS.'0m"r S“rcla™'> » inter- 

3The climb was to be gradual, from about Rs. 700,000,000 in 1959 to 

SSS M'000’000 in *“*> "P >» Hun. l£ 
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decision making which followed naturally from this political ferment 

helped to worsen the economic situation. As in the past, political 

interests came to dominate economic interests and, when attention 

could be spared for economics, short-term improvisation took pre¬ 
cedence over long-term calculation. Thus planning, although it had 

made great strides in terms of the quality of documents produced, 

failed once again to establish itself as a major influence on invest¬ 
ment policy. 

Although no single clear and consistent set of investment prior¬ 

ities emerged from Ceylon’s experience with development planning, 

continuously increasing concern over economic development in 

general is evident in the increasing size and sophistication of the 

plans which were drawn up. Clearly the magnitude of public in¬ 

vestment was to increase rapidly, even if it proved impossible to 

raise it as fast as the plans demanded. Since the government did 

not propose to renege on its substantial commitments to provide 

current services to the public, this posed a massive financing prob¬ 

lem. Those sectors of the economy which possessed or could gener¬ 

ate substantial surpluses would have to bear increasingly heavy 

tax burdens. In simplest terms, this mean that the estates and the 

high-income elite created by them would be taxed so as to develop 

the remainder of the economy, notably industry and peasant agri¬ 

culture. This was a potentially revolutionary proposition, since now 

for the first time the large surpluses generated in the plantation 

sector could be reinvested in other parts of the economy, breaking 

down its dualism and leading to economic diversification.32 

INTERSECTORAL FLOWS 

While the causes of output growth since World War II are the 

concern of the following chapter, it is relevant to note here simply 

that the total volume of transactions—of almost all types—engaged 

in by the Ceylon economy was much higher after the war than it 

had been at any time in the past. The real output of all the major 

export crops was markedly higher than it had been in prewar days 

(see Table A-32, Appendix) and production in other sectors had 

risen noticeably, too. In terms of rupees, of course, the sharp rises 

which had taken place in virtually all prices since the 1930’s had 

magnified the rise in the total volume of transactions. All the goods 

flows of the colonial economy—between the modern sector and 

abroad, between the modern and traditional sectors, between the 

32See Chapter 7, pages 187-207, for a discussion of some of the problems of 
public finance which this development effort encountered. 
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TABLE 5-5 

Distribution of Receipts from Tea and Rubber Exports, 1946-60 

Year 

Export 

Receipts* 

Total 

Costsf 

Export 

Duties! 

(Rs. 000,000) 

Com¬ 

pany 

Taxes§ 

After- 

Tax 

Profits[| 

Percentage of Export Receipts 

Before- After- 

Total Tax Tax 

Costs Profits Taxes Profits 

A. Tea 

1946... 379 300 9 25 45 79 21 9 12 

1947... 567 335 92 56 83 59 41 26 15 

1948... 590 373 113 55 49 63 37 28 8 

1949... 650 400 113 55 82 62 38 26 13 

1950... 752 406 131 91 124 54 46 30 16 
1951... 800 493 164 68 75 62 38 29 9 
1952... 723 504 115 57 47 70 30 24 7 
1953... 825 497 139 119 71 60 40 31 9 
1954... .. 1123 599 214 194 116 53 47 36 10 
1955... .. 1194 618 300 173 104 52 48 40 9 
1956... .. 1044 608 221 142 72 58 42 35 7 
1957... .. 1016 594 238 126 58 58 42 36 6 
1958... .. 1131 622 281 156 72 55 45 39 6 
1959... .. 1045 665 198 125 58 64 36 31 6 
1960... .. 1096 674 139 203 79 61 39 31 7 

B. Rubber 

1946... 227 6 
1947... 136 

1948... 142 

1949... 123 

1950... 401 18 
1951... 572 75 
1952... 363 201 44 65 53 55 45 30 15 
1953... 329 212 33 53 32 64 36 26 10 
1954... 276 210 31 22 13 76 24 19 5 
1955... 350 237 37 48 29 68 32 24 8 
1956... 293 196 53 29 15 67 33 28 5 
1957... 300 199 60 28 13 66 34 29 4 
1958... 258 181 49 20 9 70 30 27 3 
1959... 298 182 45 48 22 61 39 31 7 
1960... 378 207 53 86 33 55 45 37 9 

♦Source: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1954) ■ De- 
partment of Census and Statistics, Statistical Abstracts, 

Controller Vibid)Und ^ TaWeS 6-8 and 6~12) times P°unds exported (sources: A.R.s of the Tea 

JSources: ibid. 

§The prevailing rate of company taxation (see note # 
profits. to Table 6-7) times before-tax 

l| Before-tax profits, minus export duties and company taxes. 

traditional sector and abroad, and within the two sectors themselves 

—had increased in size. In addition, however, they had undergone 

some changes in relative magnitude. The data which one would 

need to outline in detail the flow of goods and services between 
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the two domestic sectors and between each of them and the rest 

of the world are not available, but the broad pattern of these flows 

and the ways in which they differed from the flows typical of the 

colonial economy can be specified. 

The flow between the modern sector and abroad continued along 

much the same lines as before; the estates and modern-sector proc¬ 

essing and commercial concerns continued to export much the 

same array of products as they had in the 1930’s. The proceeds of 

these exports continued to go to pay the wages and salaries of the 

labor and supervisory staffs employed on the estates,33 to buy im¬ 

ports of estate supplies and equipment from abroad, and to provide 

profits for the corporate and individual owners of the estates. Other 

fractions of the proceeds went to the export-import firms, managing 

agencies, and banks associated with estate agriculture and were 

similarly distributed. The group of persons who received a sufficient 

income from their direct or indirect association with the modern 

sector to afford themselves a more-or-less Western standard of living 

increased in number and widened to include unprecedented num¬ 

bers of Ceylonese.34 Increasingly, however, another claimant to the 

returns from export agriculture made its influence felt. Through 

export taxation and the taxation of corporate and individual incomes 

the Ceylon government gained a rising share of total export re¬ 

ceipts. 
Tables 5-5 and 5-6 assemble some information on export pro¬ 

ceeds from the three leading export crops during the years 1946-60 

and on how these proceeds were distributed. Returns from the ex¬ 

port of tea, which was the leading earner of foreign receipts, rose 

fairly steadily throughout the period, while proceeds from rubber 

and coconut followed little or no upward trend. As nearly as one can 

tell, all three crops remained highly profitable throughout the post¬ 

war era.35 and had the government not intervened the same very 

83A larger proportion of the labor employed on the estates was now made 
up of Sinhalese peasants working on a full- or part-time basis than had been 
the case in colonial days, so the flow of income from the modern to the tra¬ 
ditional sector via this route was increased. 

31The absolute number of Europeans in Ceylon declined after independence 
and Ceylonese took their places on the estates and in the mercantile firms to 
an increasing degree. The continuing process of education raised the number 
of professionally trained Ceylonese doctors, lawyers, and accountants and they, 
too, took their places in the westernized enclave. A Ceylonese journalist has 
referred to these westernized Ceylonese, who absorbed many Western values 
along with their economic associations, as the Brown Sahibs. See Tarzie 
Vittachi, Brown Sahib (London: Andre Deutsch, Ltd., 1962). 

a5The figures on profits as a percentage of export receipts are rough esti¬ 
mates only (see footnotes to Tables 5-5 and 5-6). In any case, a better measure 
of profitability would be percentage return on capital, rather than sales. But 

(Continued on next page) 
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TABLE 5-6 

Distribution of Receipts from Coconut Products Exports, 1946-60* 

Year 

Export 
Receiptsf 

Export Ex-Estate 
Duties! Costs§ 

(Rs. 000,000) 

“Margin”|| 
Percentage of Export Receipts 
Export Ex-Estate 
Duties Costs “Margin” 

1946. 56 29 27 52 48 

1947. 93 8 29 57 9 31 61 

1948. 152 30 44 77 20 29 51 

1949. 168 34 58 77 20 35 46 

1950. 248 36 59 153 15 24 62 

1951. 320 47 97 176 15 30 55 
1952. 232 28 104 100 12 45 43 
1953. 244 32 95 117 13 39 48 
1954. 212 35 75 102 17 35 48 
1955. 225 33 102 90 15 45 40 
1950. 213 28 92 93 13 43 44 
1957. 156 18 61 78 12 39 50 
1958. 164 16 58 89 10 35 54 
1959. 244 26 76 142 11 31 58 
1960. 152 24 54 74 16 36 49 

^Includes only the three leading coconut-products exports (coconut oil, copra, and dessicated 
coconut), which together account for some 90 percent of total coconut-products exports by value. 

fSource: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1954); 
Department of Census and Statistics, Statistical Abstracts. 

fSource: 1 bid. 

§Since processing is done away from the estates these figures are not to be compared with 
the similar ones for tea and rubber; aggregate cost is cost per thousand nuts times export volume, 
with coconut products exports expressed in terms of standard nut equivalents. 

|; Includes transportation cost from estate to factory, processing, transportation form factory 
to ship, company taxes, and profits. This measure should move roughly with industry profits 
(aggregate or as a percentage of sales), except that the rising level of company taxation through 
the period would make actual profits tend downward more rapidly than “margin”. 

high dividend rates as had been paid in prewar times (see Chapter 

page 66) could probably have been paid out to domestic and 

foreign shareholders during this period as well. Export duties, 

which had had a limited currency for short periods in the past, 

became a permanent feature of the tax structure after indepen¬ 

dence. Rates of export taxation were varied from time to time as 

woild prices and per unit costs within Ceylon changed, the govern¬ 

ments goal being to leave the export producer with a constant 

profit margin per unit exported. Increases in export value thus 

swelled the duty revenues of the government. The intention was 

that a rise in export value which was attributable to increases in 

oT<thishratearrLn0Ldata T invefed in the exP(“'t industries no estimate 
Kpfnrl t ,be !na(le- However, the basic implication of the tables that 

y in were s',bs,an,iai ,hro“8h°ut «* p«m. 
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prices should create no gain for the producer,36 but a rise in value 

caused by output increases should benefit him, since he now sold 

more units at a constant profit margin per unit. Profits after export 

duties had been paid, however, were subject to income taxation at 

rates which rose continually throughout the period. The combined 

result of the export duties and the income taxation was that the 

aggreg&te after-tax profits of the tea industry did not rise secularly, 

despite the steady upward trend in production (Table 5-5), while 

profits from rubber and coconut, which experienced less satisfactory 

output trends, generally declined. The government thus succeeded 

in capturing an ever-increasing proportion of the total proceeds of 

export agriculture through taxation. The government’s share in pro¬ 

ceeds from the export of tea went up from about 19 percent in the 

late 1940’s to some 34 percent by the latter part of the 1950’s, while 

the share remaining to the estate owners declined from about 12 

percent to roughly 6. For rubber, the relative shares can be esti¬ 

mated only starting in 1952, when the government took 30 percent 

and the estate owners 15; by 1960 these proportions had shifted to 

37 percent for the government and 9 percent for the owners. Data 

on coconut production are too weak to provide even rough numer¬ 

ical estimates, but it is probable that a similar trend in relative 

shares existed there, too.37 

What was true of export agriculture applied to other parts of 

the modern sector as well. The steady rise in rates of taxation on 

corporate incomes and on personal incomes in the upper ranges 

led to the government’s taking a larger and larger share of modem- 

sector income. As Table 5-7 shows, the taxation of corporate profits, 

“The system did not work strictly according to its goals, however. Lags in 
duty rate changes sometimes left producers with a very high per unit profit 
margin after a rapid price rise or an inordinately low one after a sudden drop. 
At one point an attempt was made to overcome this problem by using a “slid¬ 
ing scale,” with specific duty rates which varied automatically with changes 
in market prices. The system soon had to be abandoned, however, because it 
proved to be susceptible to price rigging by large dealers in export produce, 
who manipulated the timing of their shipments so as to lessen their duty 
payments. 

S7If these tax shares in export receipts are taken as measures of the inci¬ 
dence of taxation on producers it must be on the assumption that world de¬ 
mand for the products exported was infinitely elastic, since this is the only 
case in which the entire weight of export taxation would fall upon the pro¬ 
ducers, as is assumed when one classifies export duties as direct taxes on 
producers. For purposes such as the present one, this is probably not too bad 
as a broad assumption, though world demand for Ceylon tea is clearly less 
elastic than demand for its other exports and for none, of course, is elasticity 
literally infinite. 
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which was already very heavy in 1950, moved upward still further 

as the decade of the fifties progressed. Despite a marked rise in 

corporate profits before taxes, after-tax profits did not show an up¬ 

ward trend and taxes of various kinds, principally the corporate in¬ 

come tax, absorbed the entire increment in corporate profits. 

TABLE 5-7 

Distribution of Corporate Profits, 1950-60 

Before-Tax After-Tax Divi- Percentage of Before-tax Profits 
Profits* Taxesf Profits dendst Retained Divi- Retained 

Year -(Rs. 000,000)- Earnings Taxes dends Earnings 

1950. .. 484 358 126 58 68 74 12 14 
1951. .. 609 460 150 93 57 76 15 9 
1952. .. 583 447 136 77 59 77 13 10 
1953. .. 599 453 145 61 84 76 10 14 
1954. .. 669 525 144 176 -32 78 26 -5 
1955. .. 700 613 88 79 9 88 11 1 
1956. .. 799 649 149 110 39 81 14 5 
1957. .. 795 655 140 31 109 82 4 14 
1958. 799 646 154 88 66 81 11 8 
1959 761 607 153 20- 
1960. .. 756 620 136 82 -18- 

*Source: Tables A-2 and A-S, Appendix. This sum represents corporate profits after the pay¬ 
ment of excise taxes and import duties, the receipt of subsidies, and the deduction of capital con¬ 
sumption allowances, but before the payment of direct taxes; export duties are classified as direct 
taxes. The total thus consists of the following items from the Appendix tables: 2K2 + 2L 4- 2M1 — 
5A3d(l) - SGI. 

tlncludes all taxes paid by corporations other than excise taxes and import duties, which are 
considered to be indirect taxes. 

{These estimates were made by Rasaputram in connection with his saving study (W. Rasa- 
putram, "Savings of the Ceylon Economy, 1950-59,” Central Bank of Ceylon Bulletin, January, 
1961, p. 10-31), but never published. They were received by the author by personal communication 
from Rasaputram. 

Aside from the fact that ever larger proportions of the surplus 

accruing from modern-sector economic activity were being appropri¬ 

ated by the government for its own uses, other important changes 

in its distribution and use were taking place. As a result of the 

spread of education among the Ceylonese and their purchases of 

assets from the British, the size of the westernized high-income elite 

was growing, even as Westerners themselves began to leave the 

island. The coincidence of the Korean commodity boom with the 

laige-scale transfer of ownership to Ceylonese greatly enhanced the 

economic position of this elite. The wealth amassed by this expand¬ 

ing group was largely used by them to build up, as far as possible, 

a Western standard of living. The accoutrements of this standard 

of living-radios, automobiles, canned foods, watches, and so on- 

virtually all had to be imported. Table 5-8 shows how import out- 
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lays on some representative luxury consumer goods increased. As 

the table suggests, these outlays rose strongly during and immedi¬ 

ately after the Korean commodity boom. Although there was some 

retrenchment in 1953-54 it does seem that the boom caused a per¬ 

manent upward shift in the standard of living expectations of the 

elite. Of course, if export proceeds had continued indefinitely at 

their 1950-51 levels these imports would have emerged not as 

extravagant luxury consumption but as the natural accompaniment 

of the higher income level produced by a successful export econ¬ 

omy. It is only in retrospect, now that the far less buoyant long¬ 

term trend of export prices has revealed itself, that it has become 

evident that the island’s consumption level had utterly outreached 

its resources. In this light, as Joan Robinson has said, it is seen that 

“Ceylon has tasted the fruit before she has planted the tree.”38 

During the bad-to-mediocre export years of the mid- and late-fifties 

it was only the previously accumulated stores of foreign assets which 

permitted the country to live beyond its means. The standard 

pattern during these years came to be for large import surpluses to 

be run and financed by the sale of foreign securities held by Cey¬ 

lon’s banks and government (see Chapter 7). 

While the economy was thus becoming so consumption-oriented, 

what was happening to the structure of production? In the absence 

of effective government intervention there was very little pressure 

for any marked change in the old production pattern. The incentives 

to make new investments in the traditional fields of endeavor had 

largely disappeared and in the context of the wide-open economy of 

the fifties there was relatively little hope for successful investment 

in import-substituting fines. Thanks mainly to the government’s 

subsidy scheme for peasant food producers (see Chapter 6) there 

was a considerable expansion of traditional agriculture. In fact, 

much of the economic surplus generated in the modern sector 

which was taken by the government in higher taxes found its way 

into the traditional sector, either as government current or capital 

expenditures designed to improve the welfare of the peasant or as 

food subsidies. A considerable (though unfortunately immeasur¬ 

able) redistribution of income was thus effected. This income re¬ 

distribution, coupled with rising food sales to the modern sector, 

had the effect of producing a minor consumption boom among the 

peasantry to parallel the free spending of the high-income elite. 

The consumption demands of the peasants were of course for a 

3SJoan Robinson, “Economic Possibilities of Ceylon,” in Papers by Visiting 

Economists, Planning Secretariat (1959), p. 41. 
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more modest class of goods—much of their additional income went 

for improved food and clothing—but because of the purity of its 

export-economy structure Ceylon was heavily dependent on im¬ 

ports even for these humble necessities and the peasants, too, made 

their contribution to the worsening external balance of the economy. 

TABLE 5-8 

Expenditures on Imports of Selected Luxury Consumer Goods, 1948-60* 

(Annual Averages in Rs. Millions) 

Item 1948-50 1951-52 1953-54 1956-58 1959-60 

Jam, marmalade, etc. 0.5 1.2 0.9 1.4 1.4 
Apples and grapes. 0.9 3.2 3.7 3.2 4.9 
Coffee. 2.6 3.4 2.7 2.5 2.9 
Beer. 1.5 3.7 2.9 2.3 3.5 
Whisky. 0.7 1.0 1.2 1.2 1.2 
Tobacco. 3.6 3.0 3.0 5.1 6.4 
Patent medicines. 4.2 7.4 9.6 14.2 17.9 
Sewing machines (domestic)., 1.2 4.5 4.8 8.7 11.3 
Refrigerators (domestic). 1.4 2.5 
Automobiles. 15.5 35.6 23.1 33.6 51 .5 
Automobile tires. 1.8 3.2 3.6 4.5 7.2 
Dry cell batteries. 2.6 6.6 4.2 4.5 3 9 
Radios. 5.8 10.7 
Watches. 7.8 22.2 

^Sources: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1954) ■ 
Department of Census and Statistics, Statistical Abstracts. Because of the changes made in the 
system of commodity trade classification during this period early figures for some items are difficult 

In terms of current goods and services flows, then, the 1950’s 

saw some redirection of modern-sector demand from abroad to the 

domestic traditional sector. The redirection, however, was limited 

in amount and did not serve to outweigh the effect on the balance 

of payments of increasing demands by both the modern and the 

traditional sector for imported consumer goods. To only a limited 

degree was the integration of Ceylon’s economy (i.e., the strength¬ 
ening of flows between its two broad sectors) achieved. 

With the piodigious growth in national consumption which was 
taking place it was clear that substantial output growth was becom¬ 

ing an increasingly pressing necessity. As Chapter 6 makes clear 

Ceylon’s economy did in fact achieve substantial output gains during 

the decade of the fifties. After the Korean War, however, the trend 

in export prices became unfavorable and, taking into account the 

lactors which held production gains in export agriculture to rela¬ 

tively modest proportions, the hope of achieving increases in export 

proceeds sufficient to match the rise in the import bill began to 

aue. The government, which encouraged export agriculture through 
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replanting subsidies at the same time as it levied an increasingly 

heavy tax burden on the sector, had a strategy for solving this basic 

economic problem of the 1950’s. It aimed to reform the classical 

export economy, restructuring it through induced import substitution 

and to a lesser extent through export promotion so that a higher 

growth rate could be achieved with no significant restriction of im¬ 

port flows. This strategy, which is discussed in some detail in 

Chapter 7, must be judged a failure in view of the breakdown of 

import flows after 1960, but it nevertheless contained many of the 

elements of a sound development strategy. Its failure is primarily 

attributable not to its inappropriateness but to the slowness of the 

government to perceive and enunciate its policy clearly and to the 

pressure of other political and economic forces which kept the 

strategy from being fully implemented. 

It has already been noted (pages 113-118) that the economic 

surplus generated by the economy, and particularly by its modern- 

sector export agriculture, during the postwar era was sizable and 

that an increasing share of it was being appropriated by the govern¬ 

ment through taxation. It is hardly necessary to point out that this 

capture of the surplus from export production had an immense 

potential for altering the structure of the economy, since now the 

surplus, which had in the past either been used for reinvestment in 

plantation agriculture or had been paid to foreign shareholders, be¬ 

came available for investment in parts of the economy other than 

export agriculture itself. The attempt to do just that formed a major 

part of the government’s development strategy, but its fruits in 

terms of output diversification and import substitution had been 

modest indeed through 1960. 
It has been seen that the power of modern-sector producers to 

save was greatly reduced by the fact that the government appropri¬ 

ated the major share of their profits through taxation. Nevertheless, 

as Table 5-9 shows, corporate saving remained the most important 

single source of investment finance throughout the decade. The 

intention of the government development strategy, of course, was 

that the government itself should do the saving for the modern 

sector, run a current account surplus, and use this surplus to 

finance public investment. Political pressures, however, often inter¬ 

vened and caused a diversion of large sums originally intended for 

investment expenditure to the maintenance of current government 

services in the face of rising population and heavy public demand 

for these services. As a consequence, there was only one year dur¬ 

ing the decade of the fifties—1955 (see Table 5-9)-in which govern¬ 

ment saving was a more important component of investment finance 

than income retained by producers. The third internal source of in- 
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vestment financing, personal saving, was also an important com¬ 

ponent of total saving, except in years of serious export slump such 

as 1952-53 and 1957. At such times the convergence of falling per¬ 

sonal incomes and rigid customary living standards served to raise 

consumption as a proportion of personal income and squeeze per¬ 

sonal saving to very low levels (in its worst year, 1952, personal 

saving even turned negative). As the decade wore on, however, all 

internal sources of finance taken together increasingly failed to cover 

the total volume of investment and it became necessary to resort to 

foreign sources of finance. In the absence of any substantial capital 

inflows, this meant primarily that the foreign assets Ceylon had 

accumulated during World War II and the Korean War boom had 

to be sold off to finance the current account deficit in the balance 

of payments. This does not necessarily mean, of course, that the in¬ 

vestment program which the country carried out was incapable of 

being financed domestically. It does mean, however, that if this in¬ 

vestment program—or a larger one—were to have been internally 

financed then the growth of private and public consumption expen¬ 

ditures would have had to be held more firmly in check than it 

was.39 

SUMMARY 

The economic structure characteristic of the colonial export 

economy was in many ways carried intact into the period of inde¬ 

pendence. Beginning in the late 1940’s, however, the economy had 

to operate within a less favorable combination of factor growth 

rates than had existed in earlier times—labor growing faster, land 

and perhaps capital more slowly. Meanwhile, the Ceylon govern¬ 

ment launched increasingly ambitious efforts to speed the nation’s 

economic development. These efforts created one important struc¬ 

tural change, namely that a large share of the surplus of the highly 

productive export agricultural sector was appropriated by the 

government with an eye to its reinvestment in peasant agriculture 

and in industry. All these circumstances together combined to pro¬ 

duce a transitional form of the export economy, consciously oriented 

toward economic development but possessing a number of thorny 

problems which would make development difficult and eventually 

come to menace the continued existence of the transitional system 

itself. The following chapter will examine the successes and failures 

of the development-oriented economy in terms of output growth, 

after which Chapter 7 will focus more closely on the characteristic 

problems of Ceylon’s transitional export economy. 

^For further discussion of the problems of excess aggregate demand and 
investment finance, see Chapter 7. 



Chapter 6 

Growth in the Transitional Economy 

Given the less favorable combination of factor growth rates 

which emerged during the “transitional” 1946-60 period, as com¬ 

pared with those of the “classical” era, how much production growth 

could Ceylon’s economy be expected to achieve in the first decade 

and a half following World War II? As the output data reviewed in 

the present chapter reveal, the economy did manage to expand at a 

fairly brisk rate despite some ups and downs. The sectoral pattern 

of growth was rather featureless. The stimulus for the kind of 

export-sector development which had provided the motive power 

for most of the island’s past economic growth had become greatly 

weakened, on both the demand and the supply sides. On the other 

hand, the efforts of the government to promote the growth of other 

sectors and thereby diversify the structure of production met with 

only qualified success. No focal point for really rapid economic 

development emerged. As a result, the overall rate of output growth, 

though certainly not insignificant, was not high enough to support 

the rapid increase in consumption expenditures which took place 

—it is obvious now that consumption should not have been allowed 

to increase so rapidly as it did, of course-and thus did not suffice 

to solve the nation s mounting economic problems. 

NATIONAL OUTPUT 

« Just how rapid was Ceylon’s economic growth during the 

transitional” period? In looking at GNP growth over these years, 

the researcher has the choice of three main series of data: the 

official estimates made by Ceylon’s Department of Census and 

Statistics; the United Nations figures, which are reported by the 

Census and Statistics Department on the basis of a general (but 

not complete) conformance with UN definitions; and the estimates 

of the present author, which can best be described as the UN data 

revised to fit the Economic Growth Center’s integrated accounts 

ormat as closely as possible.1 These three series produce somewhat 

’The Appendix gives a detailed description and critique of all three series. 
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different totals for GNP but the estimates are usually no more than 

five percent apart (see Table 6-1). Moreover, there is only a negli¬ 

gible discrepancy among the overall growth rates implied by the 

three sets of data.2 All three suggest that GNP at current market 

prices rose at an average rate of 4.5 percent a year, 1950-60. Only 

one series, the official one, goes back before 1950. It indicates a 

7.2 percent annual growth rate for the entire 1946-60 period, 

buoyed up by a massive 11.3 percent annual rate between 1946 and 

1950. However, these figures of the late forties antedate some of 

the better sources of data underlying the national accounts esti¬ 

mates, so it is at least possible that they somewhat exaggerate the 

growth of those years. 

The general price level increased only very gradually during 

the 1950’s. What inadequate deflator series there are suggest infla¬ 

tion at a rate of only 0.5 percent a year,3 leaving 4.0 percent as the 

annual increase in real Gross National Income.4 In the late forties 

price increases were more rapid. On the basis of a rough calcula¬ 

tion, it seems likely that the GNP deflator rose by 31 percent be¬ 

tween 1946 and 1950. However, improvement in the terms of trade 

during those years tended to offset the effect of increases in the 

prices of food and other internally produced goods and services 

and the deflator of GNI rose by only 4 percent.5 Thus, it appears 

that between 1946 and 1960 price increases could not have amounted 

to more than one percent a year. If the Census and Statistics De- 

2This is true only for the period as a whole. Year by year there are sig¬ 
nificant differences among the three series in implied growth rates. 

3See pages 252-253, Appendix. 
4Three different concepts representing the overall level of economic ac¬ 

tivity are employed in this section: Gross National Product, Gross National 
Income, and Gross National Expenditure. When measured in current prices, 
of course, these are simply the same aggregate viewed from three points of 
view: the flow of net output during the year, the income generated by that 
flow, and the expenditure made on the output. All three concepts give iden¬ 
tical totals. When a deflation is made to constant prices however, the dis¬ 
tinction between the prices paid for national output and the prices which 
must be paid for the goods and services the nation consumes becomes im¬ 
portant; export prices enter into the calculation of the former deflator and 
import prices into the latter. Changes in the terms of trade alter the pur¬ 
chasing power of given national physical output and hence real national 
income. Thus when an aggregate expression of real output is called for in 
the narrative, real GNP is used, but when the income-producing implications 
of national production are being considered real GNI is the appropriate 

measure. 
5W. Rasaputram (“Gross National Product of Ceylon at Constant [1948] 

Prices,” Central Bank of Ceylon Bulletin, January, 1956, pp. 8-16) provides 
a deflator for the 1947-50 period which rises by 21 percent and the fact that 
the Colombo cost-of-living index rose in 1947 by 10 percent and the import 
price index by 12 percent suggests that the 1946-47 rise was about 10 percent. 
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partment figures for the late forties can be accepted, then the real 

growth rate, 1946-60, was 6.5 percent. 

Real Gross National Income per capita (in 1953 prices) by the 

Center measure rose from Rs. 587 to Rs. 677 between 1950 and 

1960. Its upward climb was not a steady one, however. During 

export booms in 1951 and again in 1955 peaks were reached which 

were followed by short-term declines. Still, in 1960, not a particularly 

good year for Ceylon’s main export commodities, real per capita 

income was at its highest level of the decade. Taking all the ups 

and downs of the fifties into account, real GNI per head had grown 

at an average annual rate of 1.4 percent since 1950 (that had been 

a better-than-average year for Ceylon’s exports, so the choice of 

a 1950-60 time period is in this sense a conservative one). It is 

worth noting, however, that since the early and mid-fifties featured 

export booms and the late 1950’s did not, real per capita income in 

1956-60 averaged only 2 percent higher than real income per head 

in 1950-55. By 1960 real income per capita had reached a level of 

U.S. $142 (1953 prices) at the official rate of exchange (the un¬ 

satisfactory nature of comparisons of this sort is well known, but 

no attempt will be made here to provide a more sophisticated esti¬ 
mate of Ceylon’s real per capita income in dollar terms). 

Looking at national output in terms of industrial structure, one 

TABLE 6-1 

Gross National Product at Current Market Prices 

1946-60* 

(Rs. Millions) 

Official UN Center 
Concept Concept Concept 

1946. . 2,268 
1947. . 2,608 
1948. . 2,879 
1949. . 3,056 
1950 . 
1951 . 
1952 . 
1953 . 
1954 . 
1955 . 
1956 . 
1957 . 
1958 . 
1959 . 
1960 . 

. 3,868 

. 4,507 

. 5,753 

4,046.7 
4.752.9 
4.492.9 
4.679.2 
4.950.7 
5.546.7 
5,087.8 
5,331.0 
5,622.0 
5.996.2 
6.301.2 

4,170.5 
4,888.9 
4.606.2 
4.900.7 
5,050.9 
5.701.8 
5.146.9 
5.422.9 
5.783.1 
6.162.1 

6.476.3 

♦Source: Appendix. 



127 Growth in the Transitional Economy 

TABLE 6-2 

Gross National Income, Total and per Capita, 

at Constant (1953) Prices, 1950-60 

Real GNI Real GNI 
Year (Rs. 000,000) per Capita 

(Rs.) 

1950 . 4,510.2 587 
1951 . 4,918.4 624 
1952 . 4,627.8 573 
1953 . 4,900.7 591 
1954.../. 5,267.5 618 

1955 . 5,802.7 665 
1956 . 5,217.1 584 
1957 . 5,382.1 587 
1958 . 5,847.1 623 
1959 . 6,279.7 652 
1960 . 6,698.6 677 

Source: Tables A-3 and A-14, Appendix. 

sees a certain amount of apparent structural change during the 

1950’s. Some of this is real and some only apparent. What most 

quickly strikes the eye in Table 6-3 is the gradual but definite de¬ 

cline in the relative importance of agriculture and related activities, 

from 49.8 percent of Gross Domestic Product in 1950 to 44.7 in 

1960. A fall in the relative importance of export crops is entirely 

responsible for this decline, since “other” agriculture exhibits a 

sharply rising trend. The three major export crops taken together 

fell from 36.7 percent of GDP in 1950 to 22.5 at the end of the 

period. This fall is explained partly by declines in export prices, 

absolutely and relative to the prices of the goods and services pro¬ 

duced by other sectors, and partly by declines in the output of 

coconut and rubber,6 but mainly by the fact that overall real output 

in export agriculture tended to grow more slowly than output in 

the more rapidly expanding parts of the economy: manufacturing; 

administration and defense; electricity, gas, and water; and banking, 

insurance, and real estate. Of the remaining sectors, two—transport 

and communications and wholesale and retail trade (in part be¬ 

cause of their close ties to estate agriculture)—decline relatively. 

Mining and quarrying is now nearly moribund. Construction con¬ 

tinues to boom. Ownership of dwellings remains a constant frac¬ 

tion of income. And miscellaneous services has risen a bit in rela¬ 

tive importance. These changes appear to constitute a slow but 

81950 was a year of exceptionally high rubber output, called forth by the 
sharp price increases which followed the outbreak of the Korean War. 
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distinct movement away from agriculture and production for for¬ 

eign markets and toward domestically oriented urban pursuits. 

However, care is required in the interpretation of these current- 

price data. 

TABLE 6-3 

Industrial Origin of Gross Domestic Product at Current Factor Cost, 

1950 and I960* 

Industry 

1950 

Rs. 000,000 % 

1960 

Rs. 000,000 % 

Percentage 

Increase, 

1950-60 

Agriculture, fishing, and forestry. .. 1,963.7 49.8 2,716.7 44.7 38.3 

Tea and minor estate crops. 660.6 16.8 817.3 13.5 23.7 
Rubber. 387.3 9.8 210.2 3.5 -45.7 
Coconut. 398.0 10.1 331.1 5.5 -16.8 
Other. 517.8 13.1 1,358.1 22.4 162.3 

Mining and quarrying. 6.2 0.2 5.8 0.1 - 6.5 
Manufacturing. 154.6 3.9 314.2 5.2 103.2 
Construction. 278.8 7.1 571.7 9.4 105.1 
Electricity, gas, and water. 17.6 0.4 47.6 0.8 170.5 
Transport and communications. 294.1 7.5 347.3 5.7 18.1 
Wholesale and retail trade. 325.0 8.2 473.0 7.8 43.5 
Banking, insurance, and real estate. . . 14.0 0.4 52.5 0.9 275.0 
Ownership of dwellings. 281.7 7.1 406.5 6.7 44.3 
Public administration and defense.. .. 199.6 5.1 482.8 8.0 141.9 
Services n.e.c. 406.9 10.3 654.6 10.8 60.9 

GDP at factor cost. .. 3,942.2 100.0 6,072.7 100.0 54.0 

♦Source: Table A-8, Appendix. Domestic rather than national product is used here because 
factor payments to abroad, the data which would be needed to obtain national product by industry 
of origin, are not available in an industrial breakdown. 

A less ambiguous view of the changes which took place in the 

structure of the economy would be provided by a complete restate¬ 

ment in constant prices of the data in Table 6-3. The information 

on prices and output which would be needed to make a thorough 

deflation of the table are lacking, but some notion of the broad 

sectoral trends in real output can be gained by expressing agri¬ 

cultural output and total Gross Domestic Product (GDP) in con¬ 

stant-price terms and letting real GDP originating in the secondary 

and tertiary spheres (where both price deflators and indexes of 

real output are weak) be determined as a residual. This is done 

in Table 6 4. Looking at that table, one sees that the relative 

declines in the primary and export-crop shares are to some extent 

genuine ones, applying to physical production as well as output 

value. Part of the decline in the share of export agriculture, how¬ 

ever, is clearly a result of price trends unfavorable to it. On the 
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other hand, peasant agriculture has been somewhat less dynamic 

than Table 6-3 implies, since relative prices have shifted in its 

favor.7 In real terms, the output of the peasant agriculture sector 

and the whole nonagriculture sector have been rising at about the 

same rate. Export agriculture has grown more slowly and has fallen 

behind, even in real terms. The reasons for these limited structural 
changes will be considered later in this chapter. 

TABLE 6-4 

Estimate of Gross Domestic Product by Industrial Origin at Factor Cost 

of 1953, 1950-60 

(Rs. Millions) 

—Agriculture, Forestry, Fishing— 
Tea and All As a % of GDP: 
Minor Other All 
Export Rub- Coco- Indus¬ Export Agri- 
Crops* berf nutl Other§ Total tries || GDP# Crops culture 

1950. 595 336 334 839 2,104 1,679 3,783 33.4 55.6 
1951. 633 310 379 889 2,211 1,998 4,209 31.4 52.5 
1952. 615 285 417 1,022 2,339 2,015 4,354 30.2 53.7 
1953. 666 292 396 921 2,275 2,320 4,595 29.5 49.5 
1954. 712 278 384 1,142 2,516 2,123 4,639 29.6 54.2 
1955. 738 278 442 1,263 2,721 2,355 5,076 28.7 53.6 
1956. 729 282 426 1,066 2,503 2,087 4,590 31.3 54.5 
1957. 773 289 350 1,179 2,591 2,423 5,014 28.4 51.7 
1958. 802 296 327 1,298 2,723 2,559 5,282 27.0 51.6 
1959. 802 271 373 1,291 2,737 2,809 5,546 26.1 49.4 
1960. 850 287 349 1,476 2,962 2,957 5,919 25.1 50.0 

Percentage change, 1950-60: 

42.9 -14.6 4.5 75.6 40.8 76.1 56.5 

*Figure for 1953 from Table A-8 times the output index (1953 = 100) for tea implied in Table 
A-32, Appendix. 

tIbid. 
\Ibid. 
§A residual: figure for agriculture, forestry, and fishing for 1953 from Table A-8 times the 

author’s index of agricultural output (see Table A-31, Appendix), minus the sum of the three 

preceding items. 

||A residual: real GDP minus the sum of the four preceding items. 

#GDP at current factor cost from Table A-8 divided by the implicit price deflator of GNP 
(see Table A-72, Appendix). 

The fruits of the output growth represented by the foregoing 

national accounts data were used primarily to obtain sizable in¬ 

creases in private and public consumption during the fifties. De¬ 

spite a 29 percent increase in population between 1950 and 1960 

private consumption per head (in prices of 1953) rose from Rs. 440 

’Producer prices for food crops generally rose from 1950 up to 1952, then 
remained fairly stable over the remainder of the decade. The general trend of 
export prices, after the peaks of the early fifties, was downward. 
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to Rs. 525, or by nearly 20 percent.8 Public consumption went up 

even faster, rising to almost two-and-a-half times its 1950 level by 

1960. If sustainable, these would have been impressive long-run 

rates of improvement in living standards. Unfortunately, time was 

to demonstrate that these consumption increases had been prema¬ 

turely realized. As will become clear in the following chapter, the 

long-run development of Ceylon’s economy would have been better 

served if consumption gains during the fifties had been held to 

more modest proportions and a larger share of the increment in 

national output had been reinvested. 

OUTPUT PER WORKER 

The reader might well ask at this point how it was possible for 

output to rise faster than population in a period when the labor 

force was rising relatively slowly, when land resources had been 

pushed to the point of diminishing returns, when foreign markets 

for export products were not especially favorable, and when capital 

stock was not being augmented at a particularly impressive rate. 

The answer to the question is—and logically would have to be—that 

the economy experienced sufficient growth in output per unit of 

labor employed to keep total production rising at least a short 

distance ahead of population growth. How great were these pro¬ 

ductivity increases, in which sectors of the economy did they occur, 

and what were the causal mechanisms which brought them about? 

Since estimates of income originating and employment by indus¬ 

try for the years 1950-60 have already been made (Tables A-8, Ap¬ 

pendix and 5-2, respectively) it is now statistically possible to divide 

the first by the second and derive estimates of value added per man 

employed. The relative levels of productivity in the various parts 

of the economy and, to the extent that the data permit, the com¬ 

parative rates of productivity growth by industry, should thus be 
revealed. 

Table 6-5 gives the resulting view of productivity levels by in¬ 

dustry. Although this table absorbs all the errors inherent in its 

two component tables, it does tell much about the structure of 

the economy in the fifties. In it, the highly capitalized, “modern” 

industries are easily identified by their high levels of value added 

per worker. Outstanding among these, as might be expected, is 

the electricity, water, and gas industry, where a high degree of 

capitalization is a virtual necessity. (The even higher level implied 

for construction is overstated; its employment denominator is too 

low, since it includes only those who do construction work as a pri- 

6The figures in this paragraph are derived from Table A~3, Appendix. 
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TABLE 6-5 

Value Added per Worker 

(Average, 1950-60)* 

Value Added per 
Industry Worker (Rs.) 

Agriculture, fishing, forestry. 1,444 
Tea and minor estate crops. 1,364 
Rubber. 1,458 
Coconut. 3,999 
Other. 1,202 

Mining and quarrying.. 536f 
Manufacturing. 786f 
Construction. 8,152J 
Electricity, gas, and water. 7,350 
Transport and communications. 2,648 
Wholesale and retail trade.1 ^ 
Banking, insurance, and real estate./ 
Ownership of dwellings. § 
Public administration and defense. 3,090 
Services n.e.c. 1,518 

All nonprimary industries. 1,992 

All industries. 1,798 

♦Source: Value added by industry from Table A-8, Appendix; employ¬ 

ment data are from Table 5-2, except that figures for the industries within 

the primary sector had to be revised. The breakdown between estate and 

other agriculture had to be altered to reflect total employment in the pro¬ 

duction of each of the major export crops, i.e., on smallholdings as well as 

estates. These new estimates along with notes on sources and methods, are 

given in the Appendix, pages 296-298. 

fEven though there is reason to believe that mining and manufacturing 

are not so productive relative to other industries in Ceylon as in most coun¬ 

tries (see text), these figures are implausibly low. It is quite possible that em¬ 

ployment in these industries has been overstated, perhaps because of the 

prevalence of part-time employment in mining and handicrafts, and that the 

estimate of value added per worker has thus been depressed. 

fOverstated; see text. 
§Not applicable; income originating in this “industry” is also excluded 

from the figures for all nonprimary industries and for all industries. 

mary economic activity and excludes the thousands who are en¬ 

gaged in it on a part-time basis.) Export agriculture (especially 

rubber and coconuts, where the land-labor ratio is much higher 

than in tea) also appears in the table as a relatively productive 

industry. On the other hand, the mining and quarrying and manu¬ 

facturing industries (the latter includes handicrafts) were still 

rather primitive affairs technologically in the fifties and had low 

value added per man; in the case of manufacturing, heavy reliance 

on imported raw materials is an additional possible explanation 

of the low productivity found.9 As in most countries, value added 

per worker is higher in industrial and service activities taken as a 

"Even so, the figures in the table are probably understatements; see foot¬ 

note t to Table 6-5. 
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whole than in agriculture. But in Ceylon the ratio of productivity 

in agriculture to productivity in such industries is relatively high. 

Estate agriculture is obviously a “modern” industry and even other 

agriculture and primary activities yield about 60 percent as much 

value added per worker as the average for all nonagricultural ac¬ 

tivities together. 

As Table 6-6 indicates, real output per worker rose by about 

one-fourth between 1950 and 1960. But this overall figure conceals 

marked variations in the rate of productivity growth over various 

segments of the period and among different sectors of the economy. 

Only tea—and, to a lesser extent, nonexport agriculture—experienced 

a really strong and steady growth of output per worker throughout 

the decade. Rubber and coconut enjoyed peaks during export booms 

in the early and middle parts of the decade, then stagnated. Since 

the real output of the individual nonagricultural industries cannot 

be measured (see pages 128-129) that whole large and amorphous 

sector must be treated as one. Its productivity growth pattern ap¬ 

proximates that of agriculture taken as a whole, being more rapid 

than that of rubber or coconut cultivation but slower than that of 

tea or peasant agriculture, which emerge as the two most dynamic 

industries identifiable in these data. For the economy in the aggre¬ 

gate, a somewhat higher rate of increase is obtained than for either 

of the major sectors, by virtue of the fact that there has been some 

shift in the allocation of the work force: the proportion employed 

in primary activities, which have generally lower productivity levels, 
fell from 61.2 percent in 1950 to 55.7 in I960.10 

Thus it can be seen that rates of output and productivity growth 

have differed widely among industries. No simple pattern of stag¬ 

nant and dynamic sectors is visible in these data, however. The 

markedly greater dynamism of the export sector which often held in 

the past is no longer evident. At the same time, no obvious tendency 

for new industrial activities to grow more rapidly than old agri¬ 

cultural pursuits has emerged. On the contrary, two of the most 

dynamic industries, tea cultivation and peasant agriculture, go far 

back into Ceylon’s history. A closer look at the most important 

“The mere fact that the average productivity of labor is higher in one sec¬ 
tor (e.g., industry) than in another (e.g., agriculture) does not prove that 
the marginal productivity of labor is also higher, as it must be if a simple 
reallocation of labor from one sector to the other is to raise the average pro- 
c uctivity level in the economy as a whole. In this case, however, productivity 
m all industries taken together rose more than productivity in either agri- 
cu tural or nonprimary activities taken separately, so one can infer that not 
only the average but the marginal worker must also have been more pro¬ 
ductive m the nonagricultural sector. 
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industries seems to be required if one is to find out just what the 

causes of the new pattern of output and productivity growth which 

the economy has experienced have been. 

TABLE 6-6 

Value Added per Worker tn Constant (1953) Prices, 1950-60* 

(Rupees) 

Year 

Agriculture, Tea and 
Fishing, Minor Estate 

and Forestry Crops Rubber Coconut 

Other 
Agricul¬ 

ture 
Other 

Industries!' Totalf 

1950. 1,380 1,094 1,750 3,884 1,193 1,443 1,517 
1951. 1,445 1,155 1,498 4,075 1,304 1,694 1,660 
1952. 1,496 1,183 1,411 4,299 1,374 1,596 1,654 
1953. ... 1,445 1,273 1,460 4,352 1,212 1,818 1,717 
1954. 1,585 1,306 1,487 4,129 1,499 1,637 1,719 
1955. 1,682 1,362 1,433 4,857 1,597 1,719 1,819 
1956. 1,520 1,333 1,382 4,630 1,326 1,433 1,609 
1957. 1,546 1,388 1,424 3,763 1,433 1,649 1,722 
1958. 1,609 1,435 1,518 3,940 1,518 1,744 1,799 
1959. 1,602 1,417 1,457 4,287 1,484 1,810 1,823 
1960. 1,713 1,476 1,495 4,106 1,685 1,857 1,713 

Percentage increase, 1950-60: 
24.1 34.9 -14.6 5.7 41.2 28.7 25.8 

*Sources: Tables 5-2, 6-4, and A-8, and A-12, Appendix. 

fExcludes income originating in ownership of dwellings. 

EXPORT AGRICULTURE: TEA 

As had been the case in the past, the growth of all of Ceylon’s 

traditional export industries depended heavily on what happened 

to world demand. Foreign demand for each of these crops was 

viewed by the planters in terms of prices in the Colombo market.11 

Along with production costs and taxes, the level of the Colombo 

price for the commodity they produced determined the estates’ 

profits. Profitability, in turn, determined their willingness to expand 

production. Although output was not easily varied in the short run 

regardless of price levels, steady long-run growth in output required 

that the general level of prices be satisfactory relative to costs and 

taxes; it was also desirable that it did not fluctuate too violently 

from year to year. To be sure, short-term price upswings did pro¬ 

duce handsome profits, but if the price was expected to fall back 

to some (subjectively) normal level in the future, they afforded 

no incentive to expand output, aside from any limited increases 

“Actually, much Ceylon produce is sold in other markets—e.g, London for 
tea and Singapore for rubber—but prices in these markets move very closely 
in line with Colombo prices. 
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which could be achieved immediately, in the few months over 

which prices might reasonably be expected to remain at boom 

levels. 
It is often said that estate producers are at the mercy of world 

prices, a force which is completely beyond their control. This is 

true, but it is only part of the story: it is also correct to say that 

both the individual producer and the country which produces only 

a small share of the world’s total supply of a commodity are offered 

great opportunities to benefit from their almost perfectly com¬ 

petitive position.12 If they can work on the cost side of the profit 

equation and lower their production costs they can benefit from the 

fact that this will have little effect on price and most of the gains 

they make will be theirs to keep, rents accruing to the relatively 

more efficient producers. This benefit accrues only to the individual 

producer or nation which succeeds in lowering costs relative to other 

producers; if all producers cut costs together and demand does not 

change, prices will fall and everyone will lose (assuming the usual 

price inelastic world demand curve for primary products). But both 

individual estates and Ceylonese producers as a group can gain 

from relative cost reduction, regardless of the world price level. 

Their welfare and the amount which they can profitably produce 

thus depend not only on world prices, a force outside their control, 

but also on their ability to cut per unit costs and make an expansion 

of output profitable, something which is very much within their 
control. 

Of the three main export crops, it was tea that experienced price 

movements which came closest to satisfying the criteria of a good 

environment for industry growth which have been outlined. With 

the freeing of the tea trade from its restrictive wartime shackles in 

the late forties, prices climbed to a level, in 1950, nearly twice the 

controlled wartime price.13 As an article of final consumption and 

not an industrial raw material, tea did not share to any appreciable 

degree in the heady Korean boom enjoyed by rubber and coconut 

products. After a Rs. 2.11 per pound average price in 1950, three 

12The role of atomistic seller on a highly competitive world market more 
neatly fits Ceylon’s rubber and coconut producers than it does its tea in¬ 
dustry. During the late 1940’s and the 1950’s Ceylon’s approximate shares in 
total world exports (excluding re-exports) were 33 percent for tea, 5 percent 
for rubber, only 2 percent for copra, and 24 percent for coconut oil (Source- 
Food and Agricultural Organization of the United Nations, Trade Year Books 
Rome, various years). Moreover, much of Ceylon’s tea (the highgrown va¬ 
riety, accounting for about 40 percent of its total output) is significantly 
differentiated in quality from tea supplied by other major producers like 
India, and thus to some extent has its own market. 

“See Table A-73, Appendix. 
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TABLE 6-7 

Export Tea: Per Unit Value, Cost, Taxes, and Profit* 

(Rupees per Pound) 

Year 

F.O.B. 
Unit 

Valuef 
Minus: 
CostsJ 

Before- 
Tax 

Profits § 
Export 
Duty || 

Com¬ 
pany 

Taxes# 

After- 
Tax 

Profits 

1946. .. 1.298 1.029 0.269 0.030 0.086 0.153 
1947. .. 2.007 1.188 0.819 0.327 0.197 0.295 
1948. . . 1.994 1.261 0.733 0.381 0.187 0.165 
1949. .. 2.121 1.306 0.815 0.369 0.179 0.267 
1950. .. 2.567' 1.385 1.182 0.449 0.311 0.422 
1951. .. 2.555 1.575 0.980 0.525 0.216 0.239 
1952. .. 2.316 1.615 0.701 0.367 0.184 0.150 
1953. .. 2.437 1.467 0.970 0.410 0.350 0.210 
1954. .. 3.126 1.668 1.458 0.594 0.540 0.324 
1955. . . 3.309 1.711 1.598 0.832 0.479 0.287 
1956. .. 2.918 1.700 1.218 0.617 0.398 0.203 
1957. .. 2.879 1.683 1.196 0.675 0.357 0.164 
1958. .. 2.997 1.648 1.349 0.745 0.414 0.190 
1959. ... 2.646 1.684 0.962 0.500 0.316 0.146 
1960. . . 2.736 1.684 If 1.052 0.347 0.508 0.197 

*This table attempts to estimate the value of a pound of exported tea and what happens to 
the proceeds. Returns to the tea industry from the local sale of tea are not considered. 

t Export proceeds (source: Department of Commerce, Thirty Years Trade Statistics of Ceylon 

{1925-1954); Department of Census and Statistics Statistical Abstracts) divided by export volume 
(source: A.R.s of the Tea Controller). 

tEx-factory costs per pound of tea, as estimated by the Department of Census and Statistics 
from sample survey data (source: Department of Census and Statistics Statistical Abstracts), plus 
a 10 percent additional allowance to cover transportation and handling costs from factory to ship 
and taxes levied for health programs, tea research, etc. 

§Unit value minus costs. 
|[Source: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1954); 

Department of Census and Statistics Statistical Abstracts; equals export duty collections divided 
by quantity exported. 

^Profits remaining after costs and export duties have been subtracted from total export pro¬ 
ceeds, times the prevailing rate of company taxation (including income tax on companies, profits 
tax, and—for early years—excess profits duty). This assumes all producers to be companies, of 
course; individuals pay taxes at various rates and no attempt has been made to adjust for this. 

^Provisional. 

mediocre years ensued. With production costs inflated after Korea 

and taxes rising (see Table 6-7), profit margins sagged. However, 

output, adjusting with a lag to the 1950 price rise, continued to 

increase. As it turned out, this rising volume of output was a tre¬ 

mendous asset to the planters and the country, since in 1953 a 

strong upsurge of prices occurred and export proceeds swelled. The 

estates benefited through rising profits and the government through 

unprecedented tax collections. The good prices lasted, with only a 

little weakening, through mid-1956 and during this period tea vir¬ 

tually supported the economy. Thereafter prices fell from the pre¬ 

vailing average of Rs. 2.11 a pound to about Rs. 1.85, where they 

remained with remarkable steadiness for the rest of the decade. 
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TABLE 6-8 

Production, Acreage, Employment, and Productivity in Tea, 1946-60 

Year 
Production* 
(000 Lbs.) Acreagef 

Lbs. per 
Acre 

Employment^ 
(000s) 

Lbs. per 
Employee 

1946. 282,911 551,370 531 536 528 
1947. 298,526 553,463 539 537 556 
1948. 298,791 554,578 539 538 555 
1949. 298,559 555,330 538 539 554 
1950 306,215 558,304 548 544 563 
1951. 326,279 564,160 578 548 595 
1952. 316,842 569,648 556 520 609 
1953. 343,033 573,129 599 523 656 
1954.... 366,738 574,877 638 545 673 
1955. . 380,013 570,807 666 542 701 
1956. 375,578 567,785 661 547 687 
1957. 397,775 570,016 698 557 714 
1958. 413,155 571,640 723 559 739 
1959. 413,130 576,179 717 566 730 
1960. 434,709 580,736 749 576 755 

♦Source: A.R.s of the Tea Controller, 
tlbid. 

{See Table A-12, Appendix. 

Production, meanwhile, continued to rise at an annual rate of about 
four percent and export receipts increased accordingly. 

Aside from these price trends the other determinants of the in¬ 
dustry’s financial well-being between 1946 and 1960 were move¬ 

ments in per unit cost levels and government tax policies. On the 

former score, a considerable degree of success was enjoyed in 

industry cost control. Quite rapid increases in cost per pound were 

recorded during the worldwide inflation of the late 1940’s and 

early 1950’s, amounting to more than 50 percent through the Korean 

period. Thereafter, however, it proved to be possible to increase the 

productivity of the resources employed in the industry fast enough 

to prevent any significant rise in unit costs. The average hourly 

earnings of labor employed in the industry, which form the main 

element of cost in so labor-intensive an industry, rose from Rs. 0.18 

in 1948 to Rs. 0.26 in 1951 by virtue of the prosperity of the late 

forties and early fifties. Since then they have been held firmly in 

place through the government’s dominance of the wages boards 

deiteI'minati0n and by W60 they had risen only to 
s. . . Meanwhile, output per worker was rising (see Table 

’’See lable A-29, Appendix. Wage determination in Ceylon’s largest in 
dustries, which is handled through tripartite “wages boards ” is m 
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6-8) and average weekly hours were falling somewhat. What 

emerged was an approximately constant per unit margin on a rising 

volume of production. This would have generated enormous profits 

had it not been for the government policy of appropriating through 

taxation large proportions of any increases in receipts, whether 

generated by price increases, volume increases, or cost reductions. 

Export duties were frequently adjusted to allow for price changes 

and the rate of company taxtion went steadily and steeply upward, 

just doubling between 1946 and 1960. The government thus raised 

its share of before-tax profits to more than 80 percent.35 Profit rates 

on sales were forced downward and aggregate profits did not rise 

despite the ever-increasing volume of exports. 

Despite the limited opportunities for profit which government 

tax policies left them, tea producers managed to write an impressive 

record of industry growth. Thanks largely to the gradual adoption 

of a series of technical improvements (see pages 138-140), output 

grew steadily—in the aggregate, per acre cultivated, and per worker 

employed. Table 6-8 summarizes these achievements. It shows out¬ 

put rising at an average annual rate of about three percent and rising 

very steadily, almost regardless of price trends, the weather, or 

other factors which have a major influence on the output of most 

crops. The absence of sharp year-to-year fluctuations is largely at¬ 

tributable to the technical qualities of tea cultivation which encour¬ 

age long-run profit maximization and make any response to short¬ 

term stimuli difficult (see Chapter 2, pages 36-37). The fact that 

output grew at all is striking, however, especially in view of the fact 

that from 1946 to 1960 acreage increased by only 5.3 percent and em¬ 

ployment by a mere 7.5 percent. Almost all the increase in output can 

thus be attributed to productivity increases, which are reflected in 

Table 6-8 by virtually equiproportional rises in output per acre 

and output per man. What explains these rises? 

percent and it was thought equitable to compensate them for this increase; 
in addition, the generous profit levels enjoyed by the estate companies were 
considered adequate to merit a rise in real wages for the work force and 
money wages were raised by 45 percent overall. By contrast, after 1951 no 
such case could be made on equity grounds. Moreover, most tea estate 
workers, being Indian Tamils, were disenfranchised during the early 1950’s 
and their unions thus lost political power. Government policy generally op¬ 
posed wage increases and hourly earnings went up by only about 15 percent 
from 1951 to 1960. Since there were some slight increases in living costs over 
this period, real wages rose by even less. 

15See Table 5-5. The proportions in the table all depend on an assump¬ 
tion of infinitely elastic demand for Ceylon tea. Actually, of course, demand is 
less than perfectly elastic, so some of the tax is paid by the consumer and 
does not really come out of producer profits. To the extent that this is true, 
the percentage rate of taxation on producers is reduced. 
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Ceylon’s tea industry has remained basically an estate industry. 

If anything, the only major organizational change which took place, 

the widespread purchases of former British estates by Ceylonese— 

the share of sterling companies and non-Ceylonese individuals in 

total acreage declined from well over half to about 40 percent16— 

appears to have led to some drops in yields.17 Part of the reason 

for these declines in efficiency was that a certain amount of sub¬ 

division of estates took place subsequent to their sale. There are 

tremendous variations among tea holdings in yield per acre, with 

the larger, better managed estates often achieving yields twice as 

large as those on the smallholdings and smaller “estates” of under 

100 acres.18 Accordingly, it became necessary for the government 

to step in and arrest the trend toward subdivision. It is also likely 

that at least temporary reductions in the level of managerial skill 

had something to do with the yield declines which took place. 

Despite these changes in ownership and management, however, 

striking increases in efficiency were registered over the period 

1946-60 as a whole. What accounts for the generally rising yields 

is the willingness of producers, within the limits of profitability, to 

accept technical innovations and the fact that such innovations 

became available at a fairly impressive rate over the period in ques¬ 
tion. 

Perhaps the most important yield-raising factor is the greatly in¬ 
creased use of fertilizer, especially as compared with the shortage 

years during and immediately after the war. Ceylon as a whole 

immensely increased its fertilizer consumption between 1946 and 

1960 (see Table 6-9) and while it is not possible to say just what 

proportion of the additional fertilizer went into tea, it is certain that 

the industry was in the vanguard of the new trend.19 Table 6-9 

shows that fertilizer consumption increased most during periods of 

export boom (in 1951 and again in 1954-55), when it offered one 

of the few ways to get quick increases in estate output. But there 

is also a strong upward secular movement, indicating that even 

“See Table A-38, Appendix. 

unpublished survey made by the Central Bank of Ceylon suggested 
that this was generally the case. 1 i>uggestea 

“The 1952 Census of Agriculture showed a yield of 642 pounds of made 
tea per acre for the modern estates (defined as those which were 20 Teres 

0r, m,0le “ extent, had 10 or more resident laborers, and had its census 
schedule filled out in English), which implied an average of only 335 nounrk 
per acre for the rest of the industry See Demrhiipni nfr 17 i o P d 
Census of Agriculture 1952. Part I, Tea PhntaTons. Statlstlcs’ 

°a{a SUpplled Tea Controller s Department suggest that perhaps half 

£to tea Pr°bably m°re th3n hdf °f the “™eut of recent ye^es 



Growth in the Transitional Economy 139 

after each boom receded estate superintendents found it profitable 

to continue to use fertilizer in larger quantities than prior to the 
boom. 

TABLE 6-9 

Imports of the Main Artificial Fertilizers, 1946-60* 

(Thousand Cwts.) 

Sulfate of Super- Muriate 
Year Ammonia phosphates of Potash 

1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 

591 24 135 
881 68 150 
946 2 111 

1,087 10 259 
996 14 371 

1,726 10 482 
1,027 18 242 
1,459 34 440 
1,792 47 588 

1,951 69 918 
2,428 161 767 
1,953 26 702 
2,841 65 852 
2,577 19 781 

♦These are actually the most important fertilizer materials. None of them 
are produced in Ceylon, although the mixing of them into prepared fertilizer 
is done there. Source: Department of Commerce, Thirty Years Trade Statistics 

of Ceylon (1925-1954), Part’I;jDepartment of Census and Statistics, Statisti¬ 

cal Abstracts. 

Aside from increased fertilizer use, the other important produc¬ 

tivity-raising factor was the technical work done by the govern¬ 

ment’s Tea Research Institute in developing new strains of tea, 

improving production methods, and taking preventative action 

against diseases and pests. Perhaps the most serious natural threat 

faced by the industry during this period was the outbreak of blister 

blight, a fungus which was first noticed in Ceylon in 1946. Experi¬ 

ments carried out by the Tea Research Institute suggested a copper 

solution as the best disease-preventing device and a vigorous cam¬ 

paign by planters and the government succeeded in bringing the 

menace under control by 1952. Despite the impressive level of 

estate technology which had been reached in the past, a number 

of modifications in planting technique suggested by the Institute 

also played an important role in the productivity increases of the 

1950’s. 
It can be surmised that adoption of the various improved tech¬ 

niques had by 1960 not spread much beyond the circle of the largest 
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and most up-to-date plantations. And in the case of the new strains 

of tea, which were potentially the most important contribution of 

the Tea Research Institute, even these most advanced segments of 

the industry proved to be hard to persuade. By 1956 the Institute 

had perfected strains which, when grown with generous quantities 

of fertilizer, could yield 2,000 pounds or more of made tea per acre 

—this at a time when the industry’s average yield was only 661 

pounds.20 In most cases, the estates were still tending their original 

tea bushes. Replanting was called for, since tremendous gains were 

evidently realizable (although not all plots could achieve 2,000 

pounds per acre; this yield was possible only under nearly ideal 

conditions). But the prospective cost was staggering. In materials 

and labor alone it amounted to something between Rs. 2,000 and 

Rs. 6,000 an acre.21 And the cost in terms of the output which would 

have to be foregone during the replanting process was even greater. 

Two years of a soil-reconditioning grass crop normally had to inter¬ 

vene between the uprooting of the old tea and the planting of the 

new. Then, once the new tea was planted it would be a further three 

to five years before anything approaching full bearing was reached. 

Based on 1956 prices and per acre yields, this might mean a revenue 

loss of from Rs. 6,000 to Rs. 10,000 per acre. On the other hand, the 

fall in productivity connected with the aging of the tea bush had 

proved to be very gradual and in fact, as has been seen, was being 

offset easily by increased fertilization and improved techniques. 

This lessened the incentive to replant still further and it is not sur¬ 

prising that the planters were reluctant to enter into so costly a 
process for gains which it would take so long to realize. 

Very little replanting was done until the advent of the govern¬ 

ments replanting and rehabilitation subsidy schemes. Only with 

the passage by Parliament of these new subsidy provisions in late 

1958 did the refurbishing of the industry begin at all. The govern¬ 

ment offered estates a replanting subsidy of Rs. 2,500 an acre, to be 

paid m six instalments at various stages of the uprooting, recon¬ 

ditioning, and replanting operations. Clearly, this by no means 

covered all the costs of replanting, but it did make a start (by 

1958 prices were down but yields were up since 1956, leaving the 

value of output foregone in replanting perhaps a bit lower sav 

Rs. 5,000 to Rs. 9,000). The goal of the scheme was to replant a 

total of 30,000 acres with high-yielding clones during the first six 

years of its operation, but by the end of 1960 only 3,074 acres had 

been uprooted for replanting and a mere 1,129 had actually been 

“'See A.R. of the Tea Controller for 1956, p 8 
21 Ibid. 
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replanted with the new varieties.22 The tea controller, reporting on 

this disappointing performance, blamed the shortage of the new 

plants available for replanting and the general lack of experience of 

planters and officials with replanting (this was the first major tea 

replanting to be attempted anywhere in the world). In fact, how¬ 

ever, the relatively modest amount of the subsidy, the fact that 

prices rose slightly between 1958 and 1960, the continuing climb of 

per acre productivity, and the extreme reluctance of the European 

estates to trade present output for future output in what they con¬ 

sidered a hazardous political environment were probably more im¬ 

portant factors. 

Much more seriously in need of rehabilitation than the estates 

were the smallholdings. Smallholders numbered about 87,000 in 

1954 and controlled some 12 percent of industry acreage, which 

they worked by methods vastly less efficient than those employed by 

the estates.23 In addition to the inadequacy of their technical in¬ 

formation, the smallholders also had serious problems relating to 

market structure. They lacked adequate sources of credit to finance 

the purchase of fertilizer and to retrieve themselves from their 

perennial indebtedness to the estate factory owners who processed 

their tea. Government policy was to attack both the technical and 

the market problems through a scheme of cooperatives, which were 

to disseminate materials and information and operate processing 

factories. But by 1957 only 25 Tea Producers’ Co-operative Societies 

had been founded. With the advent of the Tea Replanting Subsidy 

Scheme, intended to enhance estate output, a new start was made 

with the smallholdings as well. More than replanting the small¬ 

holders needed a general improvement in production practices, 

as well as an increase in the stand of tea bushes per acre. For them, 

the Tea Rehabilitation Subsidy Scheme was launched, offering sub¬ 

sidies of Rs. 300, 100, and 250 per acre respectively for increasing 

the stand, improving conservation methods, and buying fertilizer. 

The goal was to rehabilitate some 30,000 acres in 6 years. By the 

end of 1960 (that is, after 2 years of the scheme) some 9,000 acres 

had been supplied with additional plants and about 13,000 had 

received the subsidy for soil conservation.24 Moreover, permits had 

been issued for thousands of additional acres and work under the 

scheme was accelerating rapidly. The drive to bring standards of 

operation on smallholdings closer to estate levels thus appeared to 

be going well. 

-ZA.R. of the Tea Controller for 1960, p. 43. 
ZSA.R. of the Tea Controller for 1957, p. 9. 
~*A.R. of the Tea Controller for 1960, p. 45. 
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It should be clear from what has been said here that the Re¬ 

planting and Rehabilitation Subsidy Schemes will in time effect 

substantial increases in the productive capacity of Ceylon’s tea 

industry. Yet it is equally obvious that through 1960 their net effect 

on output must have been nil, even negative. They could thus have 

made no contribution to the sizable increases in output and pro¬ 

ductivity recorded between 1946 and 1960. It is really impossible, 

however, to account in a completely satisfactory way for all the 

sources of productivity change in tea (or, for that matter, in any 

industry). Some of the observed increase in output per employee 

and per acre is attributable to the application of new techniques 

and the rest simply to more intensive use of resources in conjunc¬ 

tion with previously known technology. The percentage share as¬ 

signable to each is very hard to spell out. In the case of tea, 

increased fertilizer use and the adoption of new production tech¬ 

niques developed by the Tea Research Institute obviously made 

important contributions to rising productivity but how much of 

the credit they deserve one cannot say precisely. In this connection 

it is worth noting that foreign estate owners had a threat of nation¬ 

alization hanging over them in the late 1950’s and even though the 

government later denied repeatedly that it contemplated any take¬ 

over in the immediate future it has been rumored that some estate 

companies responded by intensifying production so as to use up 

capital and evade the restrictions on capital repatriation through 

increasing profit remittances. Clearly this phenomenon, if important, 

calls into question the legitimacy of some of the productivity rises 

in tea, but just how widespread the practice has been one cannot 
say. 

In relation to the substantial increases in output per worker 

which took place, employment trends in the industry are worth a 

bit of attention. Total employment in the industry, which is the 

island’s leading employer, rose by only 40,000 or so at a time when 

150,000,000 pounds of made tea were added to annual production. 

Part of the rise in output per employee is attributable to the fact 

that the structure of employment in the industry underwent a con¬ 

siderable shift. The proportion of work alloted to children fell 

sharply but the share done by women went up, leaving men with 

a reduced percentage of the industry’s employment, though there 

were about 25,000 more male workers employed in 1960 than in 

1950. The number of managerial, technical, clerical, and other non- 

labormg jobs in the industry underwent a substantial increase, but 

these remained only a small percentage of the total. As a provider 

of national income and foreign exchange tea thus did a far better 
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job than as a provider of new employment. Technical improvement 

in the industry appears to have been neutral as regards the use 

of labor and land as productive inputs—i.e., the labor-land ratio 
was substantially the same in 1960 as it had been in 1950. 

TABLE 6-10 

The Structure of Tea Employment, 1950-60* 
(Thousands) 

Managerial, 
Technical, - — Workers - Total 

Year Clerical, etc. Men Women Childrenf Employment 

1950. . 8 231 234 59 532 
1951. . 8 226 229 54 516 
1952. . 8 232 240 49 530 
1953. . 8 234 243 40 526 
1954. . 8 240 246 37 531 
1955. . 11 241 254 34 539 
1956. . 11 244 259 32 547 
1957. . 13 246 264 32 555 
1958. . 13 248 266 28 555 
1959. . 13 250 269 20 551 
1960. . 13 256 275 16 560 

♦Refers to employment reported under the Wages Board Ordinance. These totals include 
some employment on cocoa, cardamom, and pepper estates, as well as rubber workers on estates 
which produce both tea and rubber; they are not comparable to the totals in Table 5-2. Minor 
discrepancies are attributable to rounding. 

tDefined as males below the age of 16 and females below 15. 
Source: A.R.s of the Commissioner of Labour. 

EXPORT AGRICULTURE: RUBRER 

If all three of the major estate industries had done as well as 

tea in the late forties and fifties the economic history of the period 

would have had to be written quite differently. But for rubber and 

coconut the situation was not so favorable. The wartime develop¬ 

ment of a synthetic rubber industry in the United States had dem¬ 

onstrated that the future of the world’s natural rubber industry, 

especially in the debilitated form in which it emerged from the 

slaughter tapping (in some parts of the world) or neglect (in 

others) of the war years, was dim. And in the more immediate 

future, the disappearance of the military component of world de¬ 

mand and the release of previously accumulated American stock¬ 

piles depressed prices. The year 1949 marked the nadir of the 

postwar slump; in that year the average Colombo price of RSS No. 

1 sheet fell to Rs. 0.57 a pound, after a wartime peak of Rs. 0.98.25 

25See Table A-73, Appendix. 
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Output, too, was off—about ten percent below the wartime level. 

With the sudden outbreak of war in Korea, the picture changed 

drastically. Colombo market prices soared to Rs. 1.55 per pound in 

1950 and Rs. 2.15 in 1951. Production responded quickly, hitting a 

high of 254,000,000 pounds in 1950, a figure which exceeded both the 

previous record and, incidentally, anything which has been achieved 

since. Output per acre and per man also rose sharply as trees which 

had been left idle since World War II were brought back into 

production. But for Ceylon the Korean episode was disappointingly 

short-lived. By 1952 the price was back down to Rs. 1.38 per pound 

and the trend since that year has been distinctly downward. 

With demand from the Western industrial countries dropping 

off after Korea, Ceylon was rescued from the worst effects of the 

slump by the sudden appearance on the scene of a new large buyer. 

Communist China was in need of considerable quantities of natural 

rubber from an assured supply and in December, 1952 a bilateral 

trade agreement—the first of many for Ceylon—was signed. The 

agreement stipulated that Ceylon would sell China 50,000 metric 

tons of sheet rubber each year for the next 5 years. This quantity 

came to almost the entire sheet rubber production of the island 

and over half of its current production of all types of rubber. In 

return, Ceylon was to import 27,000 tons of rice a year from China. 

The prices set for Ceylon’s rubber-32d. a pound for grades 1, 2, 

and 3, 29d. for grades 4 and 5—were good and became especially 

attractive when offered as a one-year guarantee in a falling market. 

The price which Ceylon agreed to pay for Chinese rice, £54 a 
metric ton, was also favorable. In December, 1952, the rubber com¬ 

missioner, acting as the purchasing agent of the government, began 

to buy sheet from producers at Rs. 1.35 a pound for shipment 
under the agreement. 

During 1953 and 1954 prices continued their downward trend. 

In Ceylon, prices paid by the rubber commissioner to producers of 

sheet rubber remained constant while crepe prices, reflecting the 
world trend, fell. Crepe production fell relative to sheet. But in the 

second year of the agreement with China, Ceylon was forced to 

agree to a reduced price scale-28d. for grades 1, 2, and 3 and 

25 . for grades 4 and 5. Still, China was paying a premium over 

the world market price. In late 1954, with prices still depressed, a 

further cut of Id. per pound was negotiated. Then, in mid-1954 

world prices suddenly recovered. A Ceylon delegation left at once 
for Peking. The Chinese agreed to continue buying Ceylon rubber 

at above-market prices and a formula was worked out: China was 

to pay a premium of 5d., 4d., or 3d. above the price in the Singa- 
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pore market, depending on the level of that price (that is, the 

higher the free market price, the smaller the premium paid by 

China). In the following year the formula was retained but the 

premiums were cut (they now ranged between Id. and 4%d.). 

When a new five-year agreement was signed in 1957 the premium 

paid by China, which had been ebbing away slowly for five years, 

disappeared entirely. The new pact, which came into effect in 

January, 1958, called for a minimum annual exchange of Rs. 95,- 

000,000 worth of goods in each direction, including at least 30,000 

metric tons of rubber bought by China and 200,000 metric tons 

of rice imported by Ceylon. Although the Ceylon delegation na¬ 

turally pleaded for the continuation of some price premium, the 

Chinese steadfastly declined to grant one, using the argument that 

they could not afford to set a precedent which could be used as a 

talking point by other countries (notably Indonesia) with which 

they might enter into similar agreements.26 In lieu of a premium, 

China established an aid program, which would give Ceylon Rs. 

15,000,000 a year for the 5-year life of the agreement. On the basis 

of 30,000 metric tons a year, this aid was equivalent to a price 

premium of Rs. 0.23 (4d.) per pound. 

The second agreement with China remained in effect through 

the end of the decade. Its adherence to world prices and the greatly 

reduced volume of rubber exported reduced the advantages of the 

agreement to Ceylon, but it still remained a saving grace for Ceylon 

producers. China continued to be the leading purchaser of Ceylon 
rubber. 

Meanwhile, in the free market, the familiar ups and downs had 

continued. Prices surged upward in 1955 and 1956, then plunged 

precipitously. With an average Colombo price for grade 1 sheet of 

Rs. 0.93, 1958 was the worst year since 1949. Some recovery took 

place in the following year, but there was scant cause for optimism 

at the decade’s end. A spectre haunted the world market for natural 

rubber—synthetic production, which increased every year and was 

rapidly approaching the world total for natural rubber production. 

Ceylon’s exports to the United States—once its leading customer 

but by now the world’s greatest synthetic producer—fell. More and 

more, sales had to be directed toward those countries which had 

rubber-using industries but little synthetic production so far; this 

meant largely the Communist bloc. Ry 1960 the world price for 

natural rubber was well on its way toward Rs. 1.00 per pound, a 

20See A.R. of the Rubber Controller for 1957, p. 11; these Administration 
Reports are the main source for this description of the workings of the China 
rice-rubber agreements. 
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crisis level for most producers. It was becoming increasingly ap¬ 

parent that unless costs could be cut substantially the industry was 

doomed. 

TABLE 6-11 

Export Rubber: Per Unit Value, Cost, Taxes, and Profit* 

(Rupees per Pound) 

Year 

F.O.B. 
Unit 

Valuef CostsJ 

Before- 
Tax 

Profits § 
Export 
Duty|| 

Com¬ 
pany 

Taxes/ 

After- 
Tax 

Profits 

1946. 0.995 0.025 
1947. 0.748 0.001 
1948. 0 688 
1949. .. 0.629 
1950. 1.530 0 069 
1951. .. 2.534 0.332 
1952. 1.760 0.974 0.786 0.214 0.316 0.256 
1953. . . 1.544 0.993 0.551 0.154 0.248 0.149 
1954. .. 1.360 1.035 0.325 0.153 0 107 0.065 
1955. .. 1.578 1.068 0.510 0.166 0.214 0.130 
1956. 1.581 1.058 0.523 0.285 0.158 0.080 
1957. 1.453 0.963 0.490 0.291 0.136 0.063 
1958. .. 1.253 0.877 0.376 0.237 0.096 0.043 
1959. .. 1.455 0.886 0.569 0.221 0.234 0.114 
1960. .. 1.620 0.886 IT 0.734 0.224 0.367 0.143 

■ The table tries to estimate what happens to the proceeds from a pound of exported rubber. 
Latex exports and local sales of rubber, both minor items, are excluded. 

fExport proceeds divided by export volume; source; Department of Commerce, Thirty Years 
Trade Statistics of Ceylon (1925-1954); Department of Census and Statistics, Statistical Abstracts 

JFootnote t to Table 6-7 applies here, too. 
§Unit value minus costs. 

IjSource: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1954) ■ 
Department of Census and Statistics, Statistical Abstracts. 

#See footnote # to Table 6-7. 
IfProvisional. 

The survival of the industry in the 1950’s was largely attributable 

to successful cost control. What data there are (see Table 6-11) 

show a declining trend in cost per pound late in the decade. The 

decline was associated with a stabilized industry wage leveP^ and 

some slight rises in productivity. The latter represented early re¬ 

turns on a dramatic reformation of the industry undertaken in the 

late fifties, of which more presently. Up to 1960, however, the indus¬ 

try profit rai.es before taxes ran a bit lower than those in the tea 

industry. These before-tax earnings were taxed, through export 

duties and company taxation, at much the same rate as tea profits, 

, n ngi e u earnm|s m rubber rose more than tea wages through 1953 
rom Rs. 0.18 an hour to Rs. 0.34, but thereafter they ceased to go up The 

1960 figure was Rs. 0.33. See Table A-29, Appendix. 8 P‘ ih 
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so after-tax earnings were lower, too, running consistently less than 

ten percent of sales after 1952. As with tea, variations in efficiency 

among producing units were wide (this was even more true in 

rubber, where smallholders formed an important part of the in¬ 

dustry ) and many small operations must have been running at a 

loss, just managing to cover their variable costs. Had it not been 

for the promised benefits of replanting, the industry would have 

been in a very serious plight by 1960. Table 6-11 gives an estimate 

of the financial results for the fifties (see also Table 5-5, page 114). 

Table 6-12 summarizes the physical performance of the industry 

through 1960. Output, employment, and total land input showed 

no secular trend at all over this 15-year span. Only in the decline 

of acres in bearing and the rise in yield per bearing acre does one 

sense the beginnings of the industry’s rejuvenation. The 1960 yield 

of 418 pounds per bearing acre had been matched or exceeded in 

the past, but only when very attractive world prices induced in¬ 

tensive tapping; this latest high-yield figure, by contrast, reflected 

the beginning of production from newly planted high-yielding 
clones and foretold much better yields in the future. 

TABLE 6-12 

Rubber: Output, Acreage, Employment, and Yield, 1946-60 

Year 
Production* 
(000 Lbs.) 

-Acreage')- 
Total Bearing 

—Lbs. per Acre— 
Total Bearing 

Employ- 
- mentf 

(000s) 
Lbs. per 

Employee 

1946. 210,560 635,251 610,578 331 345 194 1,085 
1947. .. 199,360 634,142 418,432 314 476 190 1,049 
1948. 212,800 633,215 624,765 336 341 190 1,120 
1949. .. 200,480 629,450 568,484 319 353 189 1,061 
1950. .. 254,240 655,225 617,225 388 412 192 1,324 
1951. 235,200 655,501 617,001 359 381 207 1,136 
1952. 216,160 656,879 615,583 329 351 202 1,070 
1953. .. 220,886 657,427 608,802 336 363 200 1,104 
1954. 210,414 659,209 604,175 319 348 187 1,125 
1955. .. 210,179 660,985 581,866 318 361 194 1,083 
1956. 209,191 659,247 568,970 317 368 204 1,025 
1957. .. 219,887 660,725 550,443 333 399 203 1,083 
1958. .. 224,439 664,836 541,219 338 415 195 1,151 
1959. .. 205,397 668,178 519,706 307 395 186 1,104 
1960. 217,898 668,948 521,832 326 418 192 1,135 

♦Source: A .R.s. of the Rubber Controller. 

fBearing acreage excludes areas which have been newly planted or replanted within the previous 
six years and areas which are left untapped. The figures for 19S0 and later years are official esti¬ 
mates of the rubber controller, while those for the earlier period are made by the author on the 
basis of statistics on new planted, replanted, and untapped extents (the latter data are a bit weak, 
so the estimates before 1950 are less reliable than those after). Source: A.R.s. of the Rubber Con¬ 
troller. 

JSee Table A-12, Appendix. 
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As far back as 1947 a committee appointed to investigate the 

situation had reported that some 175,000 acres of Ceylon s rubber 

trees were uneconomic by reason of their being past their most 

productive age.28 In view of this, a replanting program was urged. 

But with prices depressed and long-term prospects hazy estate 

owners were not prepared to act on this recommendation. Nor did 

the government seem ready to offer sufficient inducement. Then, 

when prices rose sharply in 1950-51, producers continued to be 

uninterested in replanting, instead concentrating on very heavy 

tapping of their trees to maintain present output. As a consequence, 

more and more trees approached a state of exhaustion. In his 1951 

report the rubber commissioner estimated that the uneconomic 

acreage had risen to about 200,000 acres.29 Now, with prices falling, 

producers professed themselves interested in replanting but unable 

to afford it. In 1953 the government stepped in with the Rubber 

Replanting Subsidy Scheme. 

Under the new scheme a subsidy was offered amounting to Rs. 

700 per acre for large estates (100 acres or more), Rs. 900 for small 

estates (10-100 acres) and Rs. 1,000 for smallholders (less than 10 

acres) to replant with high-yielding varieties developed by the 

Rubber Research Institute. The subsidy was to be paid in instal¬ 

ments, so as to ensure proper execution of all the operations con¬ 

nected with replanting: clearing the land, new planting, and care 

of the young trees for the six years or so before they begin bearing. 

Each stage was to be inspected by the Rubber Controller’s Depart¬ 

ment. The initial program was to run for five years and replant 

65,000 acres. However, the response of producers was much more 

enthusiastic than had been anticipated and by the end of the fifth 

year (1957) over 90,000 acres had already been replanted under 
the subsidy scheme.30 

A second five-year scheme was inaugurated. Its more ambitious 

goal was to replant a further 110,000 acres and thus virtually elimi¬ 

nate the island’s uneconomic acreage. By the end of 1960, with 

two years still to go on the second five-year scheme, a total of 151,- 

043 acres had been replanted.31 In terms of extent replanted the 

scheme had been a huge success. This was seven years after the 

start of the first subsidy scheme and the first trees planted under it 

were just coming into bearing. As has been seen, however, the 

“E. W. Whitelaw and S. F. H. Perera, Report on the Rubber Industry of 
Ceylon (S.P. XVIII of 1947). y ' 

~A.R. of the Rubber Controller for 1951, p. 11. 
mA.R. of the Rubber Controller for 1959, p. 39. 
S1A.R. of the Rubber Controller for 1961, p. 46. 
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greatly improved yields which were made technically possible by 

replanting had barely begun to show themselves. Still, a sound 

foundation had been laid for the industry’s future and the advent 

of attractive prices could be expected to call forth record crops. 

The first five-year scheme was paid for by the producers them¬ 
selves, through an addition to the export duty on rubber.32 Toward 

the end of the first five-year period, in late 1957, the precipitous fall 

in prices and the ensuing complaints of producers led to the sus¬ 

pension of this special levy. In any case, the Rs. 15,000,000 of eco¬ 

nomic aid to be received from China during the 1958-62 period 

had been granted for the specific purpose of financing the second 

rubber replanting scheme. It was estimated that the cost of the 

second five years of replanting would be Rs. 20,000,000 a year and 

that the government would make up the Rs. 5,000,000 not covered 

by Chinese aid out of general revenues; the estimate turned out to 
be substantially correct. 

Thus after some years of trying Ceylon achieved striking success 

during the late 1950’s in inducing planters to replant their overage 

rubber with the new high-yielding strains. Actually, it was the 

severe productivity-reducing effects of senility which forced the 

planters to this step, leaving them only the choices of replanting 

or getting out of the industry. In view of the doubtful prospects 

of natural rubber, one might indeed ask whether the latter alterna¬ 

tive might not have been preferable. Certainly it was in the national 

interests of China, still far away from self-sufficiency through syn¬ 

thetic rubber production and desirous of realigning Ceylon’s foreign 

trade toward the Communist bloc, to subsidize this commitment. 

Rut was it in Ceylon’s best interest? The complete returns are not 

yet in, but many technical experts are now saying that replanted 

natural rubber should be able to compete successfully with syn¬ 

thetic production and if this is so Ceylon was definitely right in 

moving to assure its share of world output. 

EXPORT AGRICULTURE: COCONUT 

The postwar story for coconut products draws elements from the 

experience of both tea and rubber. Like tea prices, the prices of 

coconut products on the world market rose substantially in the 

late forties. Like rubber prices, they reached completely unpre- 

“The fact that the producers themselves paid for the subsidy program 
suggests that the whole affair might have been left to estate initiative. How¬ 
ever, by taxing all producers and returning the tax in the form of a subsidy 
only to those estates which replanted the government created a more powerful 
incentive to replant than would have existed otherwise. 
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cedented heights during 1950 and 1951 and then suffered a steep 

plunge in 1952. Thereafter, world prices for coconut products 

shared with rubber prices a tendency to vary sharply from year 

to year, while not showing the downward trend taken by rubber 

prices. In general, then, the pattern of price changes for coconut 

products was less favorable than that of tea, though it was con¬ 

siderably less dismal than that of rubber. 

TABLE 6-13 

Coconuts: Output, Employment, and Productivity, 1946-60* 

Estimated Estimated Output per 
Outputf Employment:]: Man 

Year (000,000 Nuts) (000s) (000 Nuts) 

1946. . 1,361 67 20.3 
1947. . 1,339 71 19.2 
1948. . 1,765 76 23.2 
1949. . 1,763 81 21.8 
1950. . 1,877 86 21.8 
1951. . 2,129 93 22.9 
1952. . 2,344 97 24.2 
1953. . 2,223 91 24.4 
1954. . 2,159 93 23.2 
1955. . 2,485 91 27.3 
1956. . 2,391 92 26.0 
1957. . 1,965 93 21.1 
1958. . 1,836 83 22.1 
1959. . 2,099 87 24.1 
1960. . 1,964 85 23.1 

*Data for coconuts are of a generally lower quality than those for tea or 
rubber. The last estimate of total acreage was made in 1946. An educated 
guess is that the area planted has changed little since that time, so output 
per acre must have followed a path much like that of estimated output. 

tReconstructed from exports and estimated domestic use. Source: Depart¬ 
ment of Census and Statistics. 

{See Table A—12, Appendix. 

However, Ceylon coconut producers showed an inability to bene¬ 

fit from their not unfavorable environment. Profits during the occa¬ 

sional price upsurges were limited by the fact of short-term supply 

inelasticity, which meant that the maximum production effort was 

mistimed, coming only after prices fell to or below previous 

levels.33 Similarly, the industry showed inflexibility in its response 

to longer-run problems. During the late 1950’s the coconut industry 

came increasingly under a shadow: the approaching senility of 

many of its trees. Attemps to forestall the problem were only par- 

“See Table 5-6, Chapter 5, for what fragmentary financial data there are 
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tially successful (see below). Export volume, which had climbed 

steadily during the late forties and early fifties, stopped rising and 

then, by the latter part of the decade, began to dip below levels of 

previous years. Part of the reason for the decline in exports was 

the rapid growth of the local market (Ceylonese, whose numbers 

were of course increasing rapidly, consume some 110 coconuts per 

head annually), but total output, too, dropped off, far more than 

demand conditions justified (see Table 6 13). This fact reflected 
the mounting problems of the industry. 

Why did output drop? Coconut production is much more of a 

smallholders’ affair than tea or even rubber and this fact provides 

part of the answer. The agricultural census of 1952 revealed that 

only about 25 percent of coconut acreage was located on estates 

and only 17.1 percent on estates of 100 acres or more.34 Similarly, 

it indicated that only 20,000 acres out of a total slightly greater 

than 1,000,000 were under corporate rather than individual owner¬ 

ship.35 This is preeminently an industry composed of villagers’ 

smallholdings and the even tinier town and village gardens which 
surround most low-country houses. Yet the census of agriculture 

suggested that while large estates did enjoy a measurable advan¬ 

tage in yield per acre over small estates it was a relatively unim¬ 

portant one; moreover, the small estates themselves apparently had 

yields which were no higher than those of the smallholdings.36 

The structure of the industry must bear some responsibility, how¬ 

ever, for getting coconut production into the plight in which it 

found itself in the 1950’s. Coconut producers had paid scant atten¬ 

tion to fertilizing and other methods of raising yields and in par¬ 

ticular had never made a practice of regularly replacing worn-out 

trees with new ones. By the 1950’s more than half the island’s trees 

had passed the age of 50 and were well beyond their period of 

maximum productivity.37 In 1956 the government launched an at- 

“See Table A-39, Appendix. 
“See Table A-38, Appendix. 
“The census indicated an average per acre yield of 2,117 nuts for estates 

of 100 or more acres, contrasted with only 1,850 on the smaller estates. But, 
on the basis of 1951 estimated output and 1946 acreage, the yield for the 
whole industry, including smallholdings, was 1,990; estimated smallholders’ 
yields as a residual work out to an average of 2,028 nuts to the acre, actually 
more than the average yield on small estates. Of course, if any marked expan¬ 
sion of acreage occurred between 1946 and 1951 the smallholders’ yields may 
be somewhat overestimated. Still, it is certain that coconut cultivation does not 
exhibit the wide productivity gap between estates and smallholdings that is 
evident in tea and rubber. See Department of Census and Statistics, Census of 
Agriculture 1952, Vol. 3. Coconut Plantations, p. 14. 

3nbid„ p. 11. 
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tempt to arrest the deterioration of the industry through the sub¬ 

sidized distribution of fertilizer and seedlings. Although the prob¬ 

lems of the two industries were similar, it is clear that the incentives 

given to coconut producers to rehabilitate their lands were much 

smaller than those received by the rubber planters. The subsidies 

offset only a minute fraction of the costs of replanting, especially 

when the implicit cost of foregoing output for several years while 

the newly planted seedlings are maturing is taken into account. Just 

how much progress had been made by 1960 in terms of acres 

replanted is not certain, but in the late fifties enough seedlings 

were being distributed at subsidized prices to replant about 22,000 

acres a year.38 Thus not more than ten percent of the island’s coco¬ 

nut acreage had been replanted by the end of the decade. The 

future of the industry, with poor practices continuing relatively 

unchecked and the march of senility perhaps checked but certainly 
not reversed, was not bright. 

DOMESTIC PEASANT AGRICULTURE39 

It is an intriguing deviation from simple stages-of-economic 

growth notions that one of Ceylon’s most dynamic sectors in the 
1950’s—in terms of output and productivity and certainly in employ¬ 

ment growth—should have been the “primitive” peasant agricultural 

sector. Yet consider the facts. The gross output of its primary crop, 

rice or paddy,40 rose by two-and-a-half times from 1946 to 1960 

(though the gross output of its other products rose more slowly).41 

The value of its contribution to GDP rose by 75 percent during the 

1950s.42 Value added per worker (in constant prices) went up 

by roughly 40 percent over the same period.43 It employed, at this 

much higher level of productivity, about 245,000 more persons than 

S8About 1,300,000 seedlings were distributed in both 1959 and 1960. See 
Department of Census and Statistics, Ceylon Year Book, 1960, p 66 and 1961 
pp. 66-67. 

This sector is defined here so as to exclude all tea, rubber, and coconut 
production. Tea and rubber are consumed domestically only in minute quanti¬ 
ties and produced mainly on estates, but coconut is a genuine borderline case 
Since splitting output, income, etc. between estates and smallholdings, exports 
and domestic consumption, and so on can be difficult and arbitrary it is often 
conyenient to assign an entire industry to one or the other group. Even though 
it has been treated here as an export industry and is not covered in the present 

agric0uitureC0nUt Pr°ducti°n has many of the characteristics of domestic peasant 

"The usual practice in Ceylon is to refer to the plant and the unhusked 
gram as paddy and only the husked grain as rice. 

41See Table A-31, Appendix. 
"See Table 6-4. 
"See Table 6-6. 
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it had in 1946; it thus accounted for about 30 percent of the total 

increase in employment over the period.44 All the data point to a 

dynamic sector, discovered in a most unlikely place. With the 

ancient cultural roots of paddy farming and the failure of the 

colonial economic system to bring the forces of the market to bear 

upon it, one would expect it to be a backward, stagnant sector. 

And at the end of World War II that is exactly what it was. This 

fact makes its rapid transformation in the postwar period all the 
more striking. 

Several factors played a part in turning this ancient but long 

neglected part of the economy into a growth point, but basically the 

astonishing growth of peasant agriculture is a tribute to the sheer 

strength of market incentives. Fundamentally, paddy output grew 

so fast because producers were rewarded for their production by 

guaranteed purchase at prices which were not only unprecedented 

in past experience but represented a subsidy of approximately 50 

percent over world market prices. Before a detailed account of 

how the subsidy scheme achieved its effect is presented, some back¬ 

ground information on the Ceylon peasant’s traditional crop should 

be sketched. 

The question of paddy output is a complicated one, involving 

as it does hundreds of thousands of small peasant cultivators and a 

tangled web of social and economic problems: technology, knowl¬ 

edge, ancient custom, economic incentive, cooperative action, tenure 

relationships, law, and government administration. Starting with 

people, the great majority of the nearly 1,000,000 persons employed 

in peasant agriculture during the fifties spent at least part of their 

time cultivating paddy; the total number dependent in some way 

on paddy production—as dependents of paddy cultivators or as 

transporters, millers, etc. of paddy or as their dependents—must 

have numbered 4,000,000 or 5,0000,000. 

In mode of production, paddy is strictly and undeniably a peas- 

^S ee Table 5-2, Chapter 5. How productive was this additional labor? 
This is an interesting question but one which cannot be answered precisely 
for lack of evidence. At the same time as output per man was going up at a 
reasonably brisk pace the underemployment of labor in rural areas was also 
rising. Much of the apparent increase in employment may thus have made 
little contribution to the sector’s output. If this is the case, then the actual rise 
in productivity—in terms of output per man-hour or output per effective man- 
equivalent—was far greater than is apparent in the aggregate data. The con¬ 
tribution of productivity increase to higher agricultural output was thus some¬ 
what greater than the data suggest and the contribution of employment in¬ 
crease less. Also, of course, the rising underemployment in peasant agriculture 
meant that the overall record of the economy in providing jobs for the grow¬ 
ing labor force was less good than it might appear at first glance. 
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ant crop. Despite a few unsuccessful experiments in the past, there 

is no large-scale production of the crop in Ceylon today. Plots are, 

almost without exception, very small. According to a survey carried 

out by a visiting FAO expert, based on the Maha crop45 of 1953-54, 

about 36 percent of the parcels which form the actual working 

units were less than % acre in area; 45 percent fell into the one- 

half to one-and-a-half-acre range, 10 percent more centered around 

2 acres, and fewer than 1 percent were greater than 10 acres in 

extent.46 A corroborative view of the size distribution of plots was 

given by the 1946 census. Working with holdings rather than par¬ 

cels (i.e., with the total extent worked by one man, tenant or owner, 
whether in a single geographically contiguous parcel or not), it 

obtained findings similar to those of the later study.47 More than 60 

percent of the holdings (which, however, represented only 22.8 

percent of total paddy land) were of an acre or less. A third of 

the holdings and almost half the land were in the 1- to 5-acre class 

and the 1.1 percent of the holdings that the census found to be over 

10 acres in extent accounted for 16.3 percent of the land. There are 

no comparable estimates for different years so it is impossible to 

substantiate one’s suspicion that the average size of plot is slowly 

declining. The average holding was 1.2 acres in 1946 and the aver¬ 

age parcel was 1.0 acre in 1953-54. This may be indicative of falling 

plot size, but basically what it shows is that the working units are 

smaller than the holdings as a result of the latter’s fragmentation 
into noncontiguous plots. 

Of the 771,908 paddy holdings enumerated in the census of 

1946, 60.8 percent (representing 55.1 percent of the land) were 

owner cultivated.48 Various tenancy arrangements regulated the 

cultivation of the remainder, but by far the commonest was the 

ande system, a sharecropping arrangement, often based on a nom¬ 

inal equal sharing of the crop by landlord and tenant (“nominal” 

because the tenant was commonly in debt to the landlord and thus 

ended up giving him more than half the output all told). In 1946 

ande tenancy applied to about one-quarter of the holdings and land 

in paddy. Roughly half the remaining holdings, 6.8 percent of the 

total, were held on thatumaru basis—a system by which co-owners 

of a plot rotate its cultivation among themselves, the cultivator in 

any particular season receiving all the output. Other arrangements 

—lease for cash, cultivation by a hired worker, etc—were less 

^See page 155. 

46See Table A-39, Appendix. 
"Ibid. 
4SSee Table A-38, Appendix. 
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common. The economic significance of the tenancy contract lies in 

the extent to which it inhibits production, either in the current 

season or—by discouraging land improvements—in future seasons. 

All in all, the inhibitions placed on the cultivator in Ceylon at this 

time were perhaps not so great as those often found in peasant 

cultivation elsewhere. The main favorable factor was the high 

percentage of owner-cultivated land. But where ande tenancy 

existed its effects were severely deleterious to efforts to obtain out¬ 

put above the minimum needed to sustain the cultivator’s family; the 

need to share increments of production so generously with the land¬ 

lord inhibited effort and also discouraged capital formation by the 

tenant, who often had no security of tenure. Nor was thatumaru 

much better; it gave no disincentive to greater production efforts 

in one’s own year of cultivation, but the difficulty of deciding who 

should expend time and money to improve the plot must have 

been a sharply limiting factor on capital formation. The kind of 

tenancy which most encourages productive effort and land im¬ 

provement—a fixed rent in money or kind, accompanied by a fairly 

long lease—was very rare. 

Traditionally, paddy cultivation occupies a central position in 

village culture. It is the basic economic activity, around which a 

large part of the social and religious life of the villagers revolves. 

Thus, it is natural that the techniques of rice production should 

themselves have become highly traditionalized over the centuries. 

Paddy is grown throughout Ceylon. The pattern of cultivation varies 

somewhat, especially between the wet and dry zones, but some¬ 

thing like the following can be taken as the traditional procedure. 

Two crops are grown each year: the Maha (“great”) season, de¬ 

pendent on the northeast monsoon, which is sown sometime between 

July and November and harvested five or six months later, and 

the Yala (“lesser”) season, which relies on the southwest monsoon, 

is usually sown between February and June, and is harvested in 

about four months (quicker, and therefore lower-yielding varieties 

are generally sown in Yala). In much of the dry zone there is little 

Yala cultivation, because of the absence of the southwest monsoon. 

Paddy cultivation takes place on “asweddumized” paddy land, that 

is, land which has been ridged in preparation for flooding. First, 

however, the earth is broken up; this is usually done with a crude 

wooden plow pulled by one or two bulls or buffaloes, but where 

the land is marshy or the cultivator very poor a man wielding the 

traditional mamoty (a large, heavy hoe) does the job. Water, either 

from irrigation works or rain, is then allowed to flow into the paddy 

field and stand for several days; at this time buffaloes may be driven 
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through the field to break up the clods and muddy the water, the 

ideal being a uniform, soupy texture. Seed paddy, which has been 

saved from the previous crop, is allowed to germinate for about 

three days and then sown broadcast. After the young shoots rise 

to a height of six inches or so, water is permitted to flood the field, 

though care is taken to avoid drowning the plants. Within a month 

the paddy has reached a stage after which no more care need be 

given to it until the crop is ready to harvest. For three to five 

months there is hardly any work to be done, but when the time for 

harvest is reached all the labor available is needed to get the crop 

in quickly. The cultivator’s whole family is enlisted and additional 

laborers may be hired on a cash or cooperative basis. The next step, 

threshing, typically takes place on a mat-covered hard dirt floor 

made in the middle of the field and is done by driving bullocks 

around and around a central post, letting their hooves separate the 

grain from the stalk (sometimes, when small amounts of paddy are 

involved, the threshing is done by human feet). Winnowing, the 

separation of the husk from the kernel, is accomplished simply by 

tossing the grain in the air, allowing the husk to blow away and 

the kernel to fall again to the floor. Now all that remains to be 

done is to measure the harvest and (where the plot has been tenant 

cultivated) divide it between the cultivator and the owner, who is 

sure to be present, either himself or in the person of a repre¬ 
sentative.49 

One other possibly production-inhibiting circumstance surround¬ 

ing traditional paddy cultivation deserves mention. The village 

economy has always been riddled with debt. The average cultivator 

is continually—and in some cases continuously—indebted to the vil¬ 

lage shopkeeper and often to his landlord as well. These lenders 

provide him with both consumption and production loans—at a 

traditionally usurious rate of interest-in the season preceding har¬ 

vest, take a substantial part of the harvest in the form of a loan 

repayment when the time comes, and frequently renew their profit¬ 

able lending business soon thereafter. When the inevitable happens 

and the presence of too little water—or too much (both are common 

occurrences in Ceylon)—ruins the crop, peasant indebtedness rises 

by leaps and bounds. Thus, the cultivator is frequently unable to 

build up a surplus to use for land development and, indeed, may 

41 Of the many accounts of traditional paddy culture that are available the 
main source used here is a description of a small wet zone village by Bryce 

SrSSx'pp(C°ral G“bles' Mi- 
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TABLE 6-14 

Paddy Output, Acreage, and Yield, 1946-60 

Output* Yieldf 
(000,000 Area Sownf (Bushels per 

Year Bushels) (000 Acres) Acre Sown) 

1946. 17.2 

1948... 18.7 
1949. . 23.1 
1950... 22.0 1,066.0 20.6 
1951... 22.0 1,073.5 20.5 
1952.. . 28.9 1,161.9 24.9 
1953... 21.9 1,046.9 20.9 
1954... 31.1 1,253.8 24.8 
1955.. . 35.7 1,346.9 26.5 
1956 .. . 27.5 1,203.6 22.8 

1957... 31.3 1,207.6 25.9 

1958... 36.6 1,382.2 26.5 

1959.. . 36.4 1,330.2 27.3 

1960... 43.0 1,468.4 29.4 

*Equals the sum of the Maha and Yala crops harvested in a given cal¬ 
endar year; see Table A-32, Appendix. 

fEquals acres sown in the Yala season plus acres sown in the Maha 
season. Source: Department of Census and Statistics, Statistical Abstracts. 

JColumn 1 divided by column 2; yield is more commonly expressed in 
terms of bushels per acre harvested.; not all of the acres on which paddy is 
sown are harvested (because of drought, flooding, etc.), so these yield figures 
are somewhat lower than those figured on the conventional basis. For the 
latter, see Table A-33, Appendix. 

not even be able to obtain the tools and materials needed for the 

full exploitation of his land in the short run.50 

It can be seen that traditional paddy cultivation in Ceylon fol¬ 

lows very closely the standard pattern of peasant cultivation every¬ 

where. All the common characteristics are there: small holdings, 

fragmentation of even these small holdings into still smaller work¬ 

ing units, a technology which has come down virtually unchanged 

from the dawn of known time and is hallowed by traditional 

“Do usurious village moneylenders inhibit productivity growth? Despite 
the many features of the system which are disadvantageous to the cultivator 
it is true that the traditional moneylender performs a valuable economic func¬ 
tion: supplying working capital to the perenially illiquid cultivator. This service 
in itself may well increase the ability of the farmer to exploit his land pro¬ 
ductively. If, however, traditional moneylending is compared with the altera¬ 
tive government, cooperative, or private credit systems which might be de¬ 
vised to replace it, it is clear that it is productivity-inhibiting, since the credit 
it provides is more expensive and subject to quicker repayment than the funds 
which would be available through a reformed credit system. It is thus not the 
presence of the traditional moneylender per se but the absence of superior 
sources of credit which inhibits productivity growth. 
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usage,51 tenancy arrangements which give the cultivator scant in¬ 

centive to make lasting improvements on the land and little enough 

to strive for increased output in any given season, and an enmeshing 

web of indebtedness which keeps the cultivator from accumulating 

any sort of surplus and holds him perpetually in the power of his 

creditors, the village shopkeeper and the landlord. 

Yet it is in this context that the remarkable output and produc¬ 

tivity gains outlined in Table 6-14 were scored. How were these 

achievements made? For one thing, paddy cultivation in Ceylon 

was backward relative to paddy cultivation elsewhere in the world 

and this opened up the possibility of quick gains through the adop¬ 

tion of foreign techniques. The smallness of the country and the 

relatively high standard of literacy were other favorable factors. 

But all of these were merely permissive; the positive, dynamic force 

behind the output growth was a successful, multifronted govern¬ 

ment campaign, reinforced by potent price incentives. 

One front in the campaign was technical. No scientific experi¬ 

mentation was needed to show that the adoption of various im¬ 

proved practices could raise yields enormously. Practices which 

were standard elsewhere—especially in Japan, where yields per acre 

were running about four times as high as those in Ceylon at this 

time-were scarcely employed at all in Ceylon. These included 

transplanting rather than broadcast sowing, the use of pure-line 

seed, row planting, harrowing, the use of insecticides, and even 

such basic operations as fertilizing and weeding. The Department 

of Agriculture and the Department of Food Production (later re¬ 

organized as the Department of Agrarian Services) embarked upon 

an intensive campaign of demonstration and propaganda. Attempts 

were made to persuade peasants to adopt several specific improved 

techniques and, beginning in 1954, a more ambitious campaign was 

launched to bring about a full-scale conversion to the Japanese 
method of cultivation. 

. . . the special features of which are the selection of good seed trans¬ 

planting in wide-spaced rows so as to facilitate weeding and intercultiva- 

an°d’f£e USer faVy f eSSiT of fertiW in two applications 
and the practice of mechanical weeding.52 

The adoption of the Japanese method by a few of the more pro¬ 

gressive cultivators where conditions were favorable (a sizable 

labor force is needed for the extremely labor-intensive trans- 

Ai,k1 eye;n religion; religious rites accompany several of the stens in tr,n 
dihonal paddy cultivation just described. P “a' 

A.R. of the Director of Agriculture for 1954, p. 7. 
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planting process and in some areas this cannot be obtained) pro¬ 

duced striking results. By 1956 the Director of Agriculture was 

reporting yields ranging from 60 to 150 bushels per acre on land 

cultivated by the Japanese method, with an average of about 70 

(this at a time when the all-island average was 30 bushels).53 In 

1957 it was estimated that 20,700 acres were being cultivated using 

the entire system.54 But this was only a drop in the bucket, repre¬ 

senting a mere 2.5 percent of the acreage sown in the 1957-58 

Maha season. Even in regard to the piecemeal improvements, gains 

during the fifties were very limited (see Table 6-15). This bodes 

well for the future, since it shows how much potential for future 

gains remains to be realized, but it indicates that only a small 

proportion of the output and productivity gains observed up to 

1960 can be explained by improved techniques. 

TABLE 6-15 

Use of Improved Practices, Maha 1959-60 and Yala 1960* 

Maha 1959/60 Yala 1960 
Extent %of Extent %of 
(Acres) Total (Acres) Total 

Transplanting in rows. 8,968 1.0 2,633 0.5 
Transplanting, not in rows. . . . ... 54,899 6.0 7,447 1.4 
Sowing in rows. ... 19,100 2.1 9,360 1.7 
Harrowing. 6,552 0.7 4,874 0.9 
Pure-line seed. ... 59,800 6.5 23,898 4.4 
Total Acres Sown. ... 920,747 100.0 547,659 100.0 

♦Source: Department of Census and Statistics, Statistical Abstract, 1961, pp. 200-201. 

A certain further contribution to increased paddy output has 

been made by the extension of irrigation facilities which has 

paralleled the development of new peasant land already discussed 

(Chapter 5, pages 106-108). Water availability is a crucial factor 

in paddy cultivation and since ancient times Ceylon has depended 

heavily on irrigation to increase the chances that the right quantity 

of water will be available when needed. Beliance on irrigation is 

especially heavy in the dry zone, where rainfall, though not light, 

is narrowly concentrated in four months (October through January) 

and is unpredictable, leaving the area liable to both drought and 

flooding. The ancient solution is to build reservoirs (“tanks” in Cey¬ 

lon parlance) to trap the water, along with canal systems to carry it 

"Ibid., 1956, p. 7. 
uIbid., 1957, p. 10. 
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to the fields. Through the efforts of the Department of Irrigation the 

proportion of the paddy crop that was artificially watered was raised 

substantially during the fifties. Table 6-16 tells the tale in brief. 

Even with irrigation, of course, the dependence of the crop on the 

vagaries of the monsoon is not eliminated; it is lessened, however, 

and an important step toward higher and steadier levels of output 

is thus taken. 

TABLE 6-16 

Distribution of Paddy Acreage by Watering System, 1950 and 1960* 

Major Irrigation Schemes Minor Irrigation Schemes-Rainfed—- 

Acres Sown % of Acres Sown % of Acres Sown % of 

Crop (000s) Total (000s) Total (000s) Total 

Maha, 1949/50.... 131.3 19.5 140.5 20.9 400.3 59.6 

Maha, 1959/60.... 258.2 28.1 239.0 26.0 423.2 46.0 

Yala 1950. 114.8 29.1 64.8 16.4 214.5 54.5 

Mo 1960. 196.4 35.8 140.7 25.7 210.8 38.5 

*Source: Department of Census and Statistics, Statistical Abstract, 1952 and 1961. 

A few other technical factors deserve mention. To go with the 

advice given by extension workers, the government has been pro¬ 

ducing simple agricultural implements of improved design—plows, 

harrows, rotary weeders, and row seeders. The fertilizer subsidy 

is another case of the government’s trying to bracket new tech¬ 

niques and new materials. Since 1951 a one-third subsidy has been 

given to cultivators who buy fertilizer through cooperative societies 

for use on paddy land. The subsidy has led to a rapid increase in 

fertilizer use during the 1950’s: by the end of the decade over 

20,000 tons of paddy fertilizer were being bought through the co-ops 

each year (this does not count additional amounts being pur¬ 
chased through private dealers). 

Although it is not possible to assign a precise quantitative sig¬ 

nificance to each factor working for greater paddy output, it should 

be clear that improved techniques by themselves cannot count for 

more than a fraction of the observed increase in output. The great 

bulk of Ceylon’s paddy land was being farmed in 1960 by much 

the same methods as had been employed in 1946, yet some 40 per¬ 

cent more land was being sown each year and each acre was yield¬ 

ing nearly half again as much grain as before. By far the most 

important reason for these gains in acreage and yield was the 

existence of the Guaranteed Price Scheme (GPS). The effect of 

the GPS was to induce paddy farmers to plant more land and to 
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cultivate it more intensively; in the end, it succeeded in doing 

nothing less than converting the island’s leading subsistence crop 
into a major cash crop. 

The GPS, which provides for government purchases of paddy 

and certain other products of peasant agriculture, was inaugurated 

in 1948. Its primary aim was to ease the flow of peasant food crops 

to the domestic market by lessening the economic power of the 

middleman and offering the peasant producer a fair and stable 

price for his output; implicit in the notion of a “fair” price, how¬ 

ever, was a degree of subsidization. The 1948 dating is somewhat 

deceptive, since in practice the incentive offered for increased out¬ 

put has increased gradually through time as the effectiveness of 

the scheme’s administration has risen. The mechanics of the GPS 

are as follows. The government authorizes a producers’ cooperative 

society to act as its agent in a given village. The society buys the 

produce from the cultivator at the government-set price (this price 

is reviewed annually by the minister of agriculture, but for paddy 

it has remained constant at Rs. 12 a bushel since 1952) and sub¬ 

sequently resells it to the government at the guaranteed price, plus 

a commission and reimbursement of transport costs. The govern¬ 

ment then ships the grain either to a government-owned mill or, 

more likely, to a government-licensed private mill for milling. In 

the final step, the milled rice is distributed to consumers under the 
rice-rationing scheme. 

The proportion of the paddy crop which was purchased under 

the GPS rose during the fifties from a mere one percent to over 

half the total. In physical terms, there was a hundredfold increase, 

from 221,000 bushels collected in 1950 to nearly 22,000,000 in 1960 

(see Table 6-17). Both the rapid rise in the amount collected and 

the continuing tendency for large quantities of paddy to be mar¬ 

keted outside the GPS are significant. The rise is not, in the main, 

explained by increased subsidization. The guaranteed price has 

remained at Rs. 12 ever since 1952; previously, it had been Rs. 7 

(to February 28, 1950), Rs. 8 (to March 31, 1951), and Rs. 9 in 

succession. So only in 1950, 1951, and 1952 can increased purchases 

be attributed to a higher absolute government purchase price. 

To some extent, however, the increase in GPS purchases since 1953 

can be explained by the rise of the guaranteed price relative to the 

free market price, since the latter has fallen slightly. When the 

Department of Census and Statistics collected its first data on free 

market paddy prices in 1953 it found the producer price on the open 

market to be above the newly established GPS price of Rs. 12 in 

8 of Ceylon’s 9 provinces (in the ninth, Western Province, it was 
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Rs. 11.94). By 1960 the situation had altered sharply: by that time 

only three provinces were found with a free market price of Rs. 12 

or greater. In most areas, therefore, the free market price fell from 

1953 to 1960, making sales to government a more attractive outlet 

to the cultivator than they had been. All this does not answer one 

fundamental question, though: why, in the 6 provinces where the 

free market price was below Rs. 12, did not everyone sell to the 

GPS? Why was any paddy available on the free market? The 

key to this riddle lies in the administrative effectiveness of the 

scheme. 

TABLE 6-17 

GPS Purchases and Total Paddy Output, 1950-60* 

Year 

GPS Purchases 
(000 Bushels) 

Total Output 
(000 Bushels) 

GPS Purchases 
as a % of 

Total Output 

1950. 221 22,000 1.0 
1951. 592 22,000 2.7 
1952. 1,535 28,900 5.3 
1953. 311 21,900 1.4 
1954. 3,372 31,100 10.8 
1955. 12,918 35,700 36.2 
1956. 9,454 27,500 34.4 
1957. _ 13,111 31,280 41.9 
1958. 16,261 36,600 44.4 
1959. 16,642 36,400 45.7 
1960. 21,836 43,000 50.8 

♦Source: Department of Census and Statistics, Statistical Abstracts. 

One important part of the GPS, for instance, is the functioning 

of the cooperative societies which act as the government’s purchas¬ 

ing agents. These societies have to be formed by the cultivators 

themselves and then be officially recognized by the government; 

both processes are fraught with delays. The number of such societies 

in existence grew from about 200 at the beginning of 1950 to more 

than 5,000 by the end of 1960; aggregate membership mounted to 

roughly 700,000, which should have included the great majority of 

paddy farmers in the country, but some of these societies were in 

fact defunct and not more than half the cultivators were actually 

members of an active society.55 Naturally, the existence of an active 

n The figures are from the A.R. of the Director of Food Production for 
1954, p. 10, and the A.R. of the Commissioner of Agrarian Services for 1959, 
p. 56. The last estimate was made by the director of agriculture in his I960 
A.R., p. 159. 
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cooperative society in his village is a necessary prerequisite for a 

cultivator’s selling his crop under the GPS. 

Another important question, though one which cannot be an¬ 

swered precisely, is the extent to which the system has functioned 

as planned. The scheme lends itself to fraud and an astonishing 

variety of abuses have been uncovered. Many abuses grow out of 

the indebtedness of the cultivator and his constant need for liquid 

assets. Some shopkeeper or other enterprising middleman with 

transportation facilities at his command will show up at harvest- . 

time with a spot cash offer: Rs. 8 a bushel, say, for the crop, to be 

paid immediately in cash. The farmer can get Rs. 12 under the 

GPS, but even assuming that there is a cooperative society in his 

village and that it can buy his crop—many societies have been un¬ 

able to buy their members’ crops because they lacked the storage 

facilities needed to keep the produce until representatives of the 

government come to purchase it—he will have the problem of get¬ 

ting the paddy to the co-op himself (and poor peasants do not even 

have bullock carts). In addition, it may be sometime before he 

actually receives payment from the society, which is likely to be 

so illiquid that it will have to wait for the government to pay it 

for the paddy before it can pay the farmer. Transportation difficul¬ 

ties and his crying need for money combine to induce the peasant 

to sell now for ready cash. The middleman, if he is willing to push 

enterprise over the line of legality, can then make some arrangement 

to take the crop to the cooperative society himself and sell it for 

Rs. 12 a bushel, though this privilege is supposed to be open only 

to cultivators. 

This ploy is only one of several kinds of abuse possible under 

the GPS. There are others, related to the wide gap between the 

artificially high GPS paddy price and the artificially low consumer 

price of rice, to the fact that paddy is milled by hundreds of regis¬ 

tered private millers and transported in both its unmilled and its 

milled state over long distances where checking is not feasible, and 

to the presence of large quantities of paddy and rice in the hands 

of middlemen. 

Aside from the increases in the level of price support already 

noted, the main cause of the increase in GPS paddy purchases is the 

success of the government in widening the coverage of the system, 

providing additional facilities, and mitigating abuses. During the 

late fifties attempts were made to move ahead on three measures 

which interlock with price subsidies to make them more effective 

output inducements: credit provision, land reform, and crop in¬ 

surance. 
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The cooperative societies, among their other functions, channel 

government credit to the cultivator. Loans are made for various 

purposes, the most important among them being for seed paddy, 

fertilizer, and other cultivation expenses. In recent years loans of 

about Rs. 15,000,000 have been extended annually. But the pro¬ 

gram has had a spotty history. The default rate on these loans 

has always been very high and the total amount defaulted grows 

every year. And in any case the system of cooperative rural credit 

has made no more than a superficial impression on the overall 

structure of rural credit. The Survey of Rural Indebtedness of 1957 

found that the co-ops furnished only 3.9 percent of all rural credit, 

while “undesirable sources of credit” accounted for 48 percent.56 

The desire to do something about the production-inhibiting ef¬ 

fects of some forms of land tenure—especially ande tenancy—was 

first expressed in the Paddy Lands Act of 1953. The act provided 

for security of tenure and maximum levels of rent for paddy-farm¬ 

ing tenants, as well as the enforced leasing of paddy lands not at 

present in cultivation. The act was proclaimed effective in two of 

the island’s (then) 20 revenue districts, but it proved to be un¬ 

enforceable and had little impact. In 1958 another attempt was 

made. A new Paddy Lands Act was passed, embodying much the 

same features as the earlier act, but written so as to be more easily 

enforced and administered. It gave lifelong security of tenure, as 

well as the power to assign tenancy rights to an heir; there was only 

one escape clause: within five years of the passage of the act, the 

landlord could evict his tenant, provided that he would cultivate the 

land himself. Other features of the new act were the fixing of maxi¬ 

mum rents and the creation of village cultivation committees, which 

were elected by all the paddy cultivators in the village and had the 

responsibility of administering many sections of the act. 

In 1958 the security of tenure provisions were applied throughout 

Ceylon and the rest of the act, which came into effect only through 

ministerial decree, to the Colombo and Hambantota districts. A 

few months later, although the commissioner of agrarian services 

complained that he lacked the staff to administer the act efficiently,57 

it was extended to four more districts. The first reaction to the act 

was an islandwide spate of evictions; the great majority of these 

were illegal under the act, but it proved to be hard to take effective 

legal action against them. For one thing, while the security of ten¬ 

ure provisions of the act applied to the whole island, the provisions 

“Department of Census and Statistics, Survey of Rural Indebtedness (1957), 
“ A.R. of the Commissioner of Agrarian Services for 1958, p. 55. 
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embodying sanctions for eviction were applicable only to the de¬ 

creed districts; in the rest of the island the tenant had no legal 

recourse. Even in the decreed districts the number of such cases 

clogging the courts was so great that it was not unusual for a case 

to take two years to complete. The initial impact of the act was 
thus harmful to the tenant cultivator. 

The Paddy Lands Act of 1958 was amended twice (in 1958 and 

again in 1959) in an attempt to block illegal evictions and make 

the cultivation committees a more effective instrument of the act’s 

intentions (they were being weakened in many areas by the re¬ 

fusal of the landlords to cooperate). By 1960, despite considerable 

legislative and administrative effort, little overall progress had been 
made. 

Crop insurance is the most recent device tried in the continuing 

attempt to raise rice production. The scheme, a simple one involving 

the collection of premiums from all cultivators and the payment of 

benefits of those whose crops suffer misfortune from natural causes, 

was initiated on a pilot basis in 1959. By 1960, then, it had no 

measurable effect on output, though it does appear to have promise 

for the future. The hope is that the peasant can be induced by the 

insurance to modify his traditional conservatism (which, for in¬ 

stance, leads him not to plow his land until the village tank is full, 

thereby wasting time and—through evaporation—water) and take 
more justified risks. 

Only in rough terms can one say what the major causes of rising 

paddy output and productivity have been. The GPS has clearly 

been an important influence and extension services, the fertilizer 

subsidy, colonization, and improvements in irrigation have all cer¬ 

tainly had some effect. On the other hand, the value of some other 

elements in the government program—land reform, cooperative 

credit and crop insurance—was still more of an open question in 

1960. It seems obvious, however, that the cornerstone of the whole 

program and by far the most important inducement to increase 

output and intensify land use has been the GPS. Its existence and, 

even more important, its progressive effectuation during the fifties 

have worked a virtual revolution in the peasant economy. For the 

first time paddy has been established as a cash crop and the peasant 

has been taught to think of it as such. This change in attitude 

caused much more paddy to be grown and a far higher proportion 

of the crop to be marketed rather than consumed on the farm.58 

58Just what percentage of paddy output was marketed in any given year 
is difficult to estimate. Part of the rise in GPS purchases represents an increase 
in total paddy marketings and part only a transfer of the distributive function 

(Continued on next page) 
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An incidental result was that the GPS created an environment 

in which producers became more economically minded and in 

such an environment many of the other efforts of the government are 

likely to meet with more success. A large area of potential future 

gains has thus been created. The GPS has, in fact, been so successful 

that the government has begun to wonder how it will be able to go 

on paying the subsidy bill if producers continue to expand output 

and sell increasing proportions of it to the government. Of course, 

the magnitude of the subsidy might be questioned, particularly at 

this point. Quite likely, the job could be done in the future with a 

more modest subsidy, though Ceylon’s political history suggests that 

it would be a brave minister of agriculture who would actually take 

the step of reducing it. 

Gains in output and productivity in most of the minor peasant 

crops grown in Ceylon have been much less impressive than those 

recorded in paddy production. The basic reasons for this are that 

the inducements offered to expand output have been less attrac¬ 

tive than the rice subsidy and that the vigorous response to the 

rice subsidy has diverted land and effort away from some of the 

minor crops. Table 6-18 summarizes the trend of output in 13 

of the leading minor crops, showing the effect of acreage changes 

and variations in per acre yields on production. If the crops listed 

in the table can be taken as representative of all minor food crops 

(and, in general, they can) and if the rather unreliable statistics on 

minor food crops can be trusted (this is less certain) it can be said 

that output rose by about 70 percent between 1950 and 1960 and 

that this rise was entirely attributable to increased output per acre, 

the area devoted to minor food crops actually falling slightly over 

the decade. According to the table, yields rose even more rapidly in 

the minor crops than in paddy, but the stagnation of acreage held 

the aggregate volume of output to a percentage increase only three- 
fourths as great as that of paddy. 

Many of these minor crops have traditionally been grown by the 

villager, as an adjunct to his main occupation as a paddy cultivator, 

to satisfy his family’s limited demand for foodstuffs to supplement 

from private traders to the government. There are no data on the private rice 
trade, so it is hard to assess the relative importance of these two effects. The 
private trade remained an important medium for the marketing of rice at the 
decade’s end, so considerably more than 50 percent of the total output must 
have been marketed in 1960. The commercialization of rice production went so 
far, in fact, that some paddy producers began to sell all their output and buy 
milled rice through the rationing scheme for their family’s consumption; in this 
way they took advantage of both aspects of the subsidy, once as producers and 
again as consumers. 
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their staple diet of rice. These are known as “highland” crops, 

meaning that they are grown on land which is too high and dry 

for paddy cultivation. Others of the crops in Table 6-18, especially 

the secondary grains—kurakkan, maize, and mineri—are grown 

mainly on a chena basis, in shifting plots hacked from the jungle, 

planted for a year or two, then left to lie fallow for a decade or 

more. In neither case would one expect to find scientific farming 

methods practiced, but in several instances the data do show the 

same kind of striking rise in yield exhibited by paddy. The tech¬ 

nical advisory and subsidization efforts of the government have 

TABLE 6-18 

Minor Food Crops: Changes in Output, Acreage, and Yield, 

1950-60 

Crop 
% Change 
in Output* 

% Change 
in Acreagef 

% Change 

in Yieldf 

Area Sown 
in 1960 

(000 Acres) 

Kurakkan. . - 12.7 - 13.7 - 1.2 88.8 
Maize. 1 .6 - 8.5 11.0 36.8 
Mineri. 95.4 75.9 11.1 6.5 
Green gram. 647.5 9.2 584.5 11.6 
Cowpea. 979.0 216.0 241.5 8.1 
Manioc. 41.1 - 39.2 132.1 112.3 
Sweet potatoes.. 51.2 - 44.3 171.5 31.2 
Potatoes. .. 28.6 101.0 - 34.0 1.0 
Chilies. 19.6 36.1 - 12.1 31.3 
Onions. 53.5 97.1 - 22.1 14.3 
Ginger. 15.9 21.4 - 4.5 5.7 
Tumeric. 102.3 29.4 56.3 3.4 
Pepper. 99.6 51.2 32.0 19.7 

Weighted aver- 
age§. 70.5 - 2.9 79.6 

♦Source: Department of Census and Statistics, Statistical Abstracts. Refers to 
the total output during the two growing seasons. 

fSource: Ibid. Refers to the total area sown in the two growing seasons. 
lOutput index divided by acreage index. 
§Weighted by total acreage planted in 1960. 

been applied to minor crops as well, though usually with less vigor. 

Most—though not all—of the crops in Table 6-18 have been covered 

by guaranteed prices throughout the fifties, but the level of support 

offered has generally been lower and the collection network has 

been less well developed than for paddy. Many of the co-ops have 

preferred dealing exclusively in paddy, which comes to them in 

larger volume and yields higher commissions, and have discouraged 

farmers from selling them minor crops covered by the GPS. Only 
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for maize and onions have GPS collections ever exceeded ten per¬ 

cent of estimated annual production.59 

The nonagricultural part of the primary sector is not very im¬ 

portant in Ceylon’s economy. Its main component is fishing, a 

traditional economic activity similar in many ways to peasant agri¬ 

culture. The official statistics indicate a rise in total catch of 15.1 

percent from 1950 to I960.60 The data for all years are definitely 

understated and cannot be taken literally, but the fact that Ceylon’s 

fish imports have risen only very gradually suggests that the general 

picture they give of very slowly rising output is likely to be correct. 

During the late fifties in particular attempts have been made to 

reform the industry and make its operation more commercial, 

mainly by improving marketing facilities and providing better 

equipment, such as light outboard motors. The basic problems of 

the industry remained to be solved in 1960, but the measures taken 

up to that time were largely responsible for the rapid rises in annual 

catch which seem to have occurred late in the decade. 

INDUSTRY 

Industrial activity was only an insignificant part of Ceylon’s 

economy before World War II. By 1960 the industrial sector re¬ 

mained small but some noteworthy developments had taken place. 

From 1946 to 1960 total employment in industry expanded from 

about 250,000 to some 450,000 or from 11 to 15 percent of aggre¬ 

gate employment.61 The industrial contribution to Gross Domestic 

Product grew similarly: in 1950 it amounted to 11.7 percent of the 

total; by 1960 it had risen to 15.5.62 According to the best available 

output index, industrial output stood at 135.0 in 1960, with 1952-56 

equal to 100.63 This considerable overall increase masked some 

divergent trends within the sector. It has already been noted (pages 

126-129) that mining declined, manufacturing and construction 

grew noticeably, and utility output climbed steeply. Another useful 

way of looking at the sector is in terms of (1) small-scale and (2) 

large-scale industry; the latter category can be split further into 

(a) private and (b) government operations. A brief glance at how 
each of these fared in the period since 1946 is called for.64 

“See Department of Census and Statistics, Statistical Abstracts. 
“See Table A—34, Appendix. 

See Table 5-2, Chapter 5. Industry here includes mining and quarry¬ 
ing; construction; manufacturing; and electricity, gas, and water. 

“See Table 6-3. 

61SieetJable A“41’ APPendix; ^ index leaves something to be desired but 
it probably gives an accurate general picture. 

The discussion throughout this section is hampered by the lack of reliable 
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As in most countries, small-scale industry is one of the sectors 

of the economy about which least is known. Official Ceylon govern¬ 

ment definitions cut the sector into three parts: (1) cottage industry 

(firms run wholly or largely by family labor as a full-time or part- 

time occupation); (2) small-scale industry, narrowly defined (firms 

using hired laborers: fewer than 20 or, if no motive power is used, 

fewer than 50); and (3) handicraft industry (cottage or small- 

scale industries making products which require the use of artistic 

skill and craftsmanship in their manufacture).65 Categories (1) and 

(3) include handloom weaving, carpentry, pottery, coir products, 

gold- and silverwork, bamboo products, and similar trades, all of 

which have some basis in Ceylon’s ancient traditions. Category (2) 

covers the smaller units found in almost all the island’s manu¬ 

facturing industries, as well as in construction. Of output and em¬ 

ployment trends in categories (1) and (3) little is known; of cate¬ 

gory (2) it is virtually correct to say that nothing is known, since 

no organized inquiry into this area of economic activity has ever 
been made. 

As has been noted, all forms of industry boomed during World 

War II. The market was willing to absorb any available local out¬ 

put and the only important limitations on production were the 

shortages of capital equipment and raw materials. Small industry, 

because it worked with little capital and relied heavily on local 

materials, was able to benefit from this situation even more than 

large industry. When the war ended and the normal flow of im¬ 

ports was gradually restored, the shock to small-scale producers 

was correspondingly severe. It appears that the resulting disillusion¬ 

ment of the participants in cottage and handicraft industries has 

been a powerful deterrent to the development of those industries 

ever since. Government policy did attempt to rehabilitate various 

of the cottage and handicraft industries after the shock of postwar 

readjustment. For a long time, however, the development of rural 

industry was thought of primarily as a form of unemployment relief 

and no systematic attempt was made to establish some of the more 

promising rural crafts on a sound competitive basis. Only toward 

the end of the decade did this attitude begin to change. 

Although the coir products industry was the largest of this group 

in terms of output and employment, it was handloom textiles which 

and comprehensive data on most aspects of industrial development before 
1960. The foregoing paragraph, summarizes the few such bits of information 
that are available. 

65A.R. of the Director of Rural Development and Cottage Industries for 
1955, pp. 48-49. 
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received the most government attention. Elements of the govern¬ 

ment program were the establishment of demonstration centers, 

assistance of producers through cooperative societies (these two 

measures were extended to most of the cottage and handicraft in¬ 

dustries), and protection from foreign competition through the 

Industrial Products Act. Under the latter provision, which was in¬ 

stituted in 1949 to cover towels, banyans (a widely worn man’s 

garment similar to an undershirt), and sarongs (the other half of 

the standard working-class man’s attire), ratios were set requiring 

merchants importing such goods to buy fixed proportions of locally 

produced articles at the same time. Protection was later increased 

by tightening up the ratios and extending the coverage of the act 

to other textile products. By the end of the decade, with cottage 

output bolstered by the production of one modern private spinning 

and weaving mill, self-sufficiency in these textile goods had been 

attained. Further attempts to build up the cottage-weaving industry 

were now taking the form of increasing efficiency by establishing 

power weaving centers in selected villages and making other or¬ 

ganizational and technical improvements so as to permit a reduc¬ 

tion in the degree of subsidization given by government policies. 

This was the most successful cottage-industry program. The other 

industries, despite sporadic attempts to develop them, appeared to 

be in dire straits at the decade’s end. Many were feeling heavy 

competitive pressures from newly developing modern industry; e.g., 

handmade bricks from locally produced machine-made bricks, pot¬ 

tery from the growing domestic output of aluminum and plastic 

ware. All in all, the progress of small-scale industry appears to have 

been uneven and slow in the fifties, with the exception of handloom 

textiles. The future of the sector was beclouded. It was clear that the 

potential of cottage and handicraft industry as a means of soaking 

up underemployed rural labor, teaching rudimentary industrial 

skills, and, with proper organization, producing efficiently a wide 

variety of useful articles, was considerable, but little of this poten¬ 
tial had been realized by 1960. 

When private large-scale industry was surveyed in the 1952 

Census of Industry it was found to consist of some 700 establish¬ 

ments, employing 53,000 persons and producing value added of 

Rs. 224,700,000 with a productive capital employed of Rs. 355,- 

800,000. Value added per man employed averaged Rs. 4,203.C0 In 

""Department of Census and Statistics, Census of Industry 1952, pp. 10-11. 
The scope of the census included establishments which met three criteria: (1) 
they had not less than five paid employees; (2) they employed a capital of 
not less than Rs. 3,000; and (3) they used mechanical power in at least part 
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terms of both employment and value of output, the most important 

industries were engineering (which included producers of tea and 

rubber machinery, truck bodies, etc.), coconut and oil milling, print¬ 

ing and bookbinding, and coir fibre and coir goods. Smaller con¬ 

tributions to employment and output were made by firms in other 

areas: plumbago mining, salt, rice milling, confectionery, brewing 

and distilling, soft drinks, tobacco, textiles, lumber, rubber goods, 

fertilizer mixing, soap, matches, ceramics, cement, and electricity. 

The sector was small and almost all the industries included clearly 

fell into one of three categories; (1) those processing locally pro¬ 

duced raw materials for export and, to a lesser degree, for local 

consumption; (2) those producing for local use goods which were 

too bulky to import cheaply; and (3) a small number of industries 

which existed because of protection in earlier times (notably 

matches). About a quarter of these enterprises were corporations, 

but they were the larger ones and produced 64 percent of the out¬ 

put.67 Some of these corporations were locally owned, but more 

often foreign-owned organizations (British or sometimes Indian) 

were dominant. Most of the sector was in private hands, but there 

were areas (the utilities, as well as cement and ceramics) in which 

government plants had been established. 

There are no data on large-scale industry for 1960 or any other 

year near the end of the period being studied here which 

would give us a clear picture of just how much expansion had 

taken place in the sector up to that time and what form it had 

taken. It is evident, however, that while the sector’s growth 

had been considerable relative to the small base from which it had 

started in the immediate postwar years, large-scale industry had 

still not taken its place as an important part of the economy. Not 

until import duty rates on some consumer goods began to rise 

sharply in 1958 did significant production of consumer goods for 

the local market begin to develop. Up to that point the story of 

private industrial investment had been primarily one of unsuccess¬ 

ful government policy attempts to induce local and foreign capital 

to enter the industrial field. Meanwhile, a parallel (and often 

competing) effort was being made to set up a public industrial 

of their operations (p. 2). Mining, manufacturing, construction, and gas and 
electric utilities were covered. Many small-scale establishments were obviously 
excluded and even within the chosen field of purview coverage was far from 
complete. Of the list of establishments to which questionnaires were sent, about 
85 percent responded (p. 4); those which failed to answer were predomi¬ 
nantly the smaller operations, but, on the other hand, the list probably suffered 

from some omissions. 
07Ibid., p. 14. 
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sector. This effort met with a discouraging series of setbacks. A brief 

look at government policy with respect to private capital and at 

public industrial enterprise will serve to show why Ceylon’s at¬ 

tempts to industrialize during the 1950’s did not meet with greater 
success. 

Although there is only fragmentary evidence relating to the sub¬ 

ject, it seems probable that with import duties at their relatively 

low levels of the early and middle fifties there were few activities 

into which large-scale industry could have been pushed profitably. 

Even existing firms made, in general, low returns on their invested 

capital, especially late in the decade as the rate of company taxa¬ 

tion rose to over 60 percent of before-tax profits.68 Potential returns 

period relative to what could be earned on capital invested in trade, 

plantation agriculture, or real estate. Only at the very end of the 

decade, at the same time as the after-tax profits of the old estab¬ 

lished firms fell, did they begin to rise to attractive levels (new 

firms could obtain concessions on direct taxation and on import 

duties on capital equipment and raw materials, so their profit 

prospects were superior to those of the older firms). But while 

private returns on industrial investment were low there is good 

leason to believe that the marginal social product of investment 

in industry was much higher. If the economy was ever to achieve 

significant industrialization a beginning had to be made in ac¬ 

cumulating industrial experience and directing the attention of 

entrepreneurs away from their traditional fields of operation in 

agriculture, tiade, and real estate. Active government encourage¬ 

ment was thus not only necessary if any appreciable volume of 

private industrial investment was to take place, it was also highly 

desirable. The disappointing performance of private industry dur¬ 

ing this period must thus be attributed mainly to the inadequacies 
of public policy. 

At first the government relied primarily on short-term tax con¬ 

cessions to spur investment. These were first offered in 1949 and 

later extended and liberalized. No perceptible success came of this 

policy, perhaps because even the complete exemption from direct 

taxation for three years which was offered in 1951 held no appeal 

on marginal investments in industry were probably low during this 

for a firm which was unlikely to earn large profits during its early 

“F/na^s ?f Manufacturing Companies in the rost¬ 
ra B“nk °f Ceylon Bulletin, December, 1963, pp. 10-15 
omul that six of the leading manufacturing corporations made after-tax returns 

inl951-SVToe5 Unm54 5fih ^ 5'6 ^i^ “ 1948-50 to 5'5 P^ent in mol 5J, to 5.1 m 1954-56, and finally to only 3.3 percent in 1957-61 
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years of operation in any case and would then be liable to taxa¬ 

tion at any rate chosen by the government thereafter. Foreign firms 

were especially wary of the risks involved in industrial investment 

in Ceylon. Periodic attempts were made to reassure them, includ¬ 

ing a general statement of policy regarding foreign investment 

which was made in 1955.69 The latter pronouncement was in fact too 

general, since while it welcomed foreign investment and granted 

various kinds of tax relief it failed to spell out precise criteria for 

acceptable investment (each case was left subject to individual 

negotiation), gave no guarantee that announced policies would not 

be changed in the future, and spoke vaguely of the desirability of 

hiring large proportions of Ceylon nationals.70 In any case, the 

government changed hands within a year and once again the estab¬ 
lished policy was in doubt. 

Meanwhile, attempts to build up a publicly owned industrial 

sector were under way. At first the emphasis was on maintaining 

what had been built up during the war. These plants (see Chapter 

4, page 77), which had earned large profits during the war, 

began to make huge losses soon after the war’s end. It eventually 

became necessary to subject them to sweeping reorganization.71 

In 1955 the government’s cement, ceramics, leather products, oils 

and fats, and plywood plants were converted into public corpo¬ 

rations. During the U.N.P. regime, which lasted until 1956, rela¬ 

tively little was done to build up this nascent public industrial 

sector. Three factors appear to have hindered progress in this area: 

(1) the initial preoccupation with the reorganization of the older 

plants, (2) the philosophical preferences of the U.N.P. government 

for agriculture and for private enterprise, and (3) the financial 

stringency which prevailed from 1952 up to 1955, as virtually all 

types of government expenditure were adjusted to the much lower 

revenues available after the Korean War. 

After the accession of the M.E.P. government in 1956 a new 

attitude toward government economic activity became dominant. 

It found expression in a sharp rise in government industrial invest- 

69M. D. H. Jayawardane, Minister of Finance, Government Policy in Re¬ 
spect of Private Foreign Investment in Ceylon (1955). 

™See Reinhard Kovary, Investment Policy and Investment Legislation in 
Under-developed Countries (New York: Taplinger Publishing Co., 1960), for 
a critique of this approach to attracting foreign capital. 

71The Report of the Commission on Government Commercial Undertakings 
(S.P. XIX of 1953) found fault with the government plants on technical 
grounds and criticized their organization as arms of government departments. 
It recommended closing some plants, selling others to private industry, and 

converting the rest into public corporations. 
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ment. Through 1960, projects to produce caustic soda and chlorine 

(1956), ilmenite (1957), sugar (1957), salt (1957), cotton yarn 

(1958), brick and tile (1959), and hardboard (1959) were 

launched. Together, they represented an investment of about Rs. 

120,000,000.72 Like their predecessors, the new industrial plants 

usually ran into delays in construction and further difficulties in 

breaking in new equipment and untrained labor and getting produc¬ 

tion up to planned capacity. At the end of 1960 the situation was 

as follows.73 On an invested capital of nearly Rs. 200,000,000, out¬ 

put worth about Rs. 50,000,000 at prices inflated by heavy protection 

was being produced. Employment had been furnished for just over 

3,000 men. Only four corporations (Ceylon Ceramics, Ceylon Ply¬ 

woods, D. I. Leather Products, and Ceylon Cement) had ever been 

able to show a one-year profit and only one, the cement corporation, 

had shown an ability to earn substantial profits with any consistency. 

Of course, several plants were still either under construction or in 

the break-in stage at this point, but it is still basically correct to 

say that the state industrial corporations had performed disappoint- 

ingly in terms of output, employment, and import competitiveness 

and had been an expensive experiment in government economic 
initiative. 

Besides the difficulties of project execution which are invariably 

encountered in a country’s initial efforts at industrialization, many 

of the problems of Ceylon’s state factories are traceable to short¬ 

comings of program and project conception. The industrialization 
program as a whole was foredoomed to make only a minor immedi¬ 

ate contribution to national welfare in terms of employment pro¬ 

vided and output produced. With an average capital per worker re¬ 

quirement of Rs. 67,000 (see preceding paragraph) and given the 

limited availability of investment funds, the creation of large-scale 

industrial projects could not begin to solve Ceylon’s pressing short¬ 

term job-creation needs. And at a capital-output ratio of approxi¬ 

mately four to one (see above) possible immediate returns in the 

orm of output were quite limited. Nor was import competitiveness 

likely to come for some time; even the list of factories for which 

there was good reason to anticipate ultimate competitiveness (e.g. 

cement and ilmenite because of reliance on local raw materials’ 

brick and tile because of the cost advantages of producing close to 

the ultimate market) was soon exhausted. The program can be de- 

fended mainly as a means of gaining experience with modern in- 

72See Table A-70, Appendix. 

based.66 Tabl6 A~70’ Appendix’ for the data uPon which these estimates are 
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dustrial production in a country which had had hardly any such 

experience in the past. But the newfound experience was gained at 

a high cost. 

In addition to the inherent limitations of the industrialization 

program, individual projects were dogged by faulty planning. The 

world market for ilmenite was badly overestimated. Growing sugar 

on a large-scale basis proved to be much harder than had been 

anticipated. The wrong kind of papermaking machinery was or¬ 

dered at first. These trials, too, can be rationalized as ways of gain¬ 

ing valuable experience, but again they were costly. 

Part way between government and private enterprise lay an 

experiment in the jointly financed corporation. This organizational 

form was tried with a small number of medium-sized companies— 

producing, for example, asbestos cement, light bulbs, glassware, and 

flashlight batteries—but under the M.E.P. government the emphasis 

put on it declined and it was not extended to a large number of 

industries. 
Although the upsurge in industrial investment which started 

about 1958 and accelerated after 1960 was largely not a product of 

conscious government policies to promote industry, it may have 

received a boost from the publication for the first time in 1957 

of an attempt to define exactly the government s views on the 

proper role of government and private initiative in the industrial 

sector of Ceylon’s economy.74 Three lists were published. One list, 

of seven industries, defined the area reserved to government pro¬ 

duction. It was composed of some of the industries in which 

government had or was planning plants: (1) iron and steel; (2) 

cement; (3) chemicals; (4) fertilizers; (5) salt and its by-products; 

(6) mineral sands; and (7) sugar, power alcohol, and rayon. The 

second enumerated 23 areas open to government corporations, 

mixed corporations, or private corporations; the possibility of more 

than one of these forms operating in any one industry was spe¬ 

cifically mentioned. This list was made up of generally lighter 

industries, such as textiles, tires and tubes, bicycles, ceramics, glass¬ 

ware, paper, etc. The third list, containing 82 industries, most of 

them producing light consumer goods, defined areas reserved to 

private enterprise (though prolonged negotiations with the govern¬ 

ment over tax and tariff concessions were necessary for profitable 

operation in almost all cases). This policy statement, although it 

did not represent a very dynamic approach to industrial develop¬ 

ment, may have served as a precondition for the later expansion, 

74A.R. of the Director of Industries for 1957, pp. 32-34. 
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especially in the areas covered by the third list, where most of the 

post-1958 activity centered. 

One industrial area in which government initiative did succeed 

in bringing about a tremendous expansion was electric power. The 

development of Ceylon’s ample hydroelectric potential had begun 

under the British in the late 1920’s, but the depression and then a 

world war had interrupted the work. As soon as possible after the 

war ended construction was resumed and in 1950 the first hydro¬ 

generation facility (“Stage I” at Laxapana) was opened, with a 

capacity of 25 megawatts. Although there had been fears that Stage 

I would provide more power than would be needed for many years 

to come, capacity generation was actually reached by December, 

1952. Financial stringency followed by delay in obtaining a World 

Bank loan and then prolonged construction delays put off the 

opening of Stage IIA, with another 25 megawatts, until late 1958. 

By 1960 a Stage IIB expansion of hydro and thermal capacity was 

under way and a Stage III hydro project was under investigation. 

Demand showed a distinct tendency to grow as rapidly as supply 

conditions allowed and between 1946 and 1960 nearly a six-fold 

increase in government power generation, from 53,000,000 kilowatt 

hours to 302,000,000 took place.75 Private power generation, which 

had dwarfed government generation prior to the hydro era, grew 

more slowly and declined to secondary importance.76 Unfortunately, 

although the main purpose of the power program had been to pro¬ 

mote industry most of the newly generated electricity went for 

relatively unproductive uses in homes and government offices. 

SERVICES 

Having said something about output and employment trends in 

agriculture and industry, one is left with that large and heterogene¬ 

ous mass, the service sector, to analyze. Between 1946 and 1960 the 

service sector absorbed nearly 300,000 additional workers; its em¬ 

ployment grew more rapidly than that of agriculture-though more 

slowly than industrial employment-and it thus raised its share in 

total employment from 27 to about 30 percent.77 What is the eco¬ 

nomic significance of this increase in service-sector employment? 

No government ever deliberately sets out to raise aggregate em¬ 

ployment in services, though there are several high-productivity 

portions of the sector which it might try to enlarge. Services can be 

-oc66 j?ePart7nent °f Census and Statistics, Statistical Abstract 1962 p 229 
' See Table A-43, Appendix. 
77See Table 5-3, Chapter 5. 
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among the most modern parts of the economy and they can be 

among the most backward. To complicate matters still further, 

problems of measuring output and productivity are much more 

acute for services than they are for goods-producing sectors. 

Looking at income originating in the service sector, one sees 

that during the 1950’s it rose slowly as a percentage of Gross 

Domestic Product at current factor cost: from 28.5 percent of the 

total in 1950 to 29.5 in I960.78 Estimated output per employee also 

increased, climbing from Rs. 1,746 in 1950 to Rs. 2,195 in I960; 

this is an increase of about 26 percent.79 What is not known is 

how much of this rise represents growth in real output and how 

much price increases. There is some evidence to suggest that prices 

of services rose somewhat more rapidly during the fifties than did 

prices of goods.80 Since real output per man employed in the 

economy as a whole rose by 25 percent over the decade of the 

fifties81 it is evident that in real terms productivity in the service 

sector rose distinctly less than productivity in other areas. Does 

this mean, then, that the service sector has been used as a haven 

for the disguised unemployed, perhaps soaking up labor which has 

moved out of agriculture? 
Something can be learned by looking at the four main parts of 

the service sector separately, as is done in Table 6-19. The sector 

can be split into (1) trade, commerce, and finance; (2) transporta¬ 

tion and communications; (3) other government services (i.e., those 

not already included in a functional category); and (4) other 

private services. This breakdown is useful in some ways, but it 

still leaves lumped together in each subcategory groups with widely 

divergent productivity levels and economic implications: bank 

employees with shopkeepers, export shipping workers with bullock- 

cart drivers, doctors with domestic servants, and government en¬ 

gineers with the peons who swarm around every government office. 

78See Table 6-3. Income originating in the service sector is taken to be the 
sum of transportation and communications; wholesale and retail trade; banking, 
insurance, and real estate; public administration and defense; and seivices 
n.e.c. Income originating in ownership of dwellings is excluded fiom the total 
so as to make the income figures comparable with the employment totals. 

"•Obtained by dividing income originating (Table A-8, Appendix) by esti¬ 

mated employment (Table 5-2). 
®°The “miscellaneous” component of the consumer price index, which in¬ 

cludes services other than housing and goods other than food, clothing, and 
fuel, rose by 29 percent in the fifties; some of this rise is attributable to luxury 

goods but service prices also rose. See Table A-71, Appendix. 
slReal GDP (Table A-3, Appendix) divided by total employment (Table 

5-3). 
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TABLE 6-19 

Employment and Output per Man in the Service Sector: 1950 and 1960* 

Net Output per Man Employment % Change in 
(Current-Price Rupees) (000s) Employment, 

Industry 1950 1960 1950 1960 1950-60 

Trade, commerce, 
and finance. 1,630 2,077 208 253 21.6 

Transportation and 
communications... 3,197 2,611 92 133 44.6 

Government n.e.c- 2,058 3,262 97 148 52.8 
Services n.e.c. 1,300 1,714 313 382 22.0 
Total: Services. 1,746 2,195 710 916 29.0 

♦Source: Tables A-8, Appendix, and 5—2, Chapter 5. 

Since there are no census data for the terminal year to give an idea 
of what has happened to the employment totals for each of these 
small categories, one cannot say which types of groups are growing. 
One does get the strong impression that the number of professionals 
in the country—doctors, lawyers, accountants, and, to a lesser de¬ 
gree, engineers and scientists—is increasing rapidly, but in only a 
few cases are there data to prove this. In terms of broad aggregates, 
the figures in Table 6-19 indicate that it is the two groups with the 
highest productivity levels, transportation and communications and 
government not elsewhere classified, which have experienced the 
most rapid increases in employment. The services n.e.c. group, 
which is likely to contain the highest proportion of disguised un¬ 
employment, grew slowly and, in addition, experienced a fairly 
rapid rise in the value of its per capita output. The addition of 
approximately 50,000 persons to government payrolls in the 1950’s 
is especially difficult to interpret. Apparent productivity did rise 
substantially in this sector, but all this means is that the salaries 
of government employees went up (since it is virtually impossible 
to measure the output of government employees, conventional 
national accounting simply assumes it to be equal to the labor 
input, as measured by wages and salaries paid). There has been 
no indication, however, that the Ceylon government has used gov¬ 
ernment employment as a form of unemployment relief.82 Instead 
the main reason for the rapid expansion of government employment 
is simply that the scope of government activities has grown rapidly 

JRUZfZ Sw ftStS h"y r±cH„ePartment' U"d" 

more labor-intensive methods. Many economists woold feel thatTchTnDe 
was in line with economic rationality for a labor-surplus country like Ceylon 
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as the population has risen and the government has become more 

active in more fields of social and economic endeavor.83 

Within the bounds of the very incomplete information pertaining 

to the service sector, then, one is inclined to say that it has not 

been used to any marked extent as an artificial way of absorbing 

additions to the labor supply for whom there would otherwise be 

no work. The proportion of very low-productivity workers in the 

service sector remains high relative to what it would be in a more 

developed country, of course, but there is no evidence that it has 

risen very much during the 1950’s. A fair part of the increase in 

service-sector employment can be accounted for by rises in the 

numbers of relatively high-productivity service occupations—pro¬ 

fessionals and, if one agrees with the foregoing argument, govern¬ 

ment servants. Of course, this situation could change sharply in 

the future: as the labor force grows more rapidly and the develop¬ 

ment of industry and the estates fails to absorb more than a frac¬ 

tion of the new workers, the service sector could become more and 

more of a reservoir of underemployment. 

SUMMARY 

Real national output rose by 57 percent in the 1950’s, despite 

the fact that the labor force increased by only 24 percent, the 

supply of arable land by only 8 percent, and the capital stock too 

by only a small percentage. Allowing for a moderate decline in the 

terms of trade, real national income increased by 49 percent. With 

a population increase of 29 percent, the economy was thus able 

to record a noticeable rise in real income per head. The saving 

grace of the situation was the fact that some key sectors of the 

economy, especially rice and tea production, were able to achieve 

substantial increases in output per man employed and per acre of 

land used. Government policy was partly responsible for these 

productivity increases, particularly in the case of rice cultivation, 

but in other instances its role was negative or unimportant. The 

economy did not depart markedly from its past economic structure 

but it did benefit from the emergence within that structure of some 

new focal points of economic growth. The resource-extensive growth 

of plantation agriculture and the modern sector which supported it 

was replaced by technical innovation and increasingly intensive 

use of resources in tea cultivation and peasant agriculture and by 

a fairly rapid rise of the still small industrial sector. For the time 

“For instance, the gradual take-over by the government of almost all of the 
country’s school system added thousands of teachers and other school employees 
to the government payroll. 
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being, this pattern of growth proved to be an acceptable successor 

to the old pattern and an adequate answer to the Malthusian chal¬ 

lenge as well. By the latter part of the fifties, however, it was be¬ 

coming increasingly evident that this pattern of growth was not 

likely to provide a definitive solution to the longer-run economic 

problems of the country and that if not carefully managed it might 

in the end bring about its own destruction. This side of independent 

Ceylon’s economic experience is examined in Chapter 7. 



Chapter 7 

Problems of the Transitional Economy 

The transitional economic system which prevailed in Ceylon 

during the late 1940 s and the 1950 s was, as has been seen, no 

absolute failure when it came to providing a fairly reasonable rate 

of national income growth. True, the rise in real income per capita 

which it produced was not especially impressive and it tended to 

slow down during the late 1950’s, but even to have maintained a 

constant per capita income level within the context of such un¬ 

favorable relative growth rates of the factors of production would 

have been no inconsiderable achievement. Indeed, in the present 

later and unhappier day one hears talk of economic development 

designed to “broaden” Ceylon’s economy, that is, to find produc¬ 

tive employment for its rapidly growing labor force that will suffice 

just to maintain the present per capita income standard. A duplica¬ 

tion of the growth record of the 1950’s would thus be considered 
an ambitious goal today. 

There was an important sense, however, in which the perform¬ 

ance of the transitional economic system proved to be totally in¬ 

adequate. This inadequacy was only vaguely perceived by some 

observers during the fifties, but it came into sharp focus soon after 

the dawning of the new decade, the 1960’s. The basic proof of the 

inadequacy of what has been referred to here as the transitional 

economy is to be found in the fact that while a determined at¬ 

tempt was made to maintain the island’s historical tradition of rela¬ 

tive openness to all kinds of imports the government found it 

necessary in 1960-61 to abandon precipitately the free flow of 

imports into the country and to institute a stringent set of direct 

controls over foreign trade and payments. Of course, signs of the 

progressive unviability of the transitional system were observable 

during the 1950’s for those who chose to see them. They took the 

form of persistent and increasingly large deficits in the balance of 

payments, deficits which not only appeared in the current account 

but, because of the grossly insufficient level of capital inflow, also 

showed themselves in increasing magnitudes in the basic balance. 

The deficits were financed primarily by the sale of the nation’s 

181 
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accumulated foreign assets; the level of those assets, which dropped 

almost continuously throughout the fifties and approached the 

vanishing point as the decade drew to a close, set a limit on the 

length of time over which this trend could continue. Official atten¬ 

tion was drawn to the dwindling of the foreign assets from time 

to time and various preventative measures were taken, but they 

were never sufficiently vigorous to stem the tide. 

While the external deficits and the declining foreign assets were 

the overt signs of the failings of Ceylon’s transitional economy, 

however, they were not in themselves the basic problem. The 

fundamental underlying problem was that no method was ever 

devised to allocate a sufficient quantity of resources to investment. 

There were basic difficulties, never wholly resolved, of laying 

out a viable investment program through national development 

planning and of implementing and financing it through public and 

private efforts. Part of the reason for the failure on the financing 

side was, of course, the scantiness of capital flows from abroad. 

But weak as these flows were they did not present so great an 

obstacle to the achievement of a successful growth pattern as did 

the failure to call forth anything like enough domestic saving. 

This failure to provide internal finance for an adequate volume of 

investment was undoubtedly the most important shortcoming of 

Ceylon’s transitional economy. It is, of course, simply the over¬ 

consumption problem discussed in Chapter 5 looked at from a 

different point of view. In both the private and public sectors, too 

large a proportion of total resources was devoted to current ex¬ 

penditure and too small a share allotted to meeting the needs of 

the future. To make matters worse, the limited investment which 

did materialize was too inefficiently allocated to provide a really 

rapid growth of income and, along with it, the saving potential of 

the nation. Had there been a larger volume of investment, less rapid 

growth of private and public consumption, and a more efficient allo¬ 

cation of investment expenditure to productive uses it might have 

proven possible to ride out the balance of payments deficits and, 

through a combination of export promotion and import substitution, 

establish a new external balance which would have been consistent 

with rapid output and income growth. Unfortunately, this success¬ 

ful growth pattern never emerged. The problems were not solved 

and by the beginning of the sixties they had brought about the 

downfall of the transitional economy as it had existed during the 

fiist decade and a half of independent Ceylon’s economic experi¬ 
ence. 

This chaptei examines the fatal flaws in the transitional economic 
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system. It looks first at the fundamental saving-investment problem 

itself, including the difficulties of public finance which formed an 

important part of it, then at its visible manifestation, the balance 
of payments crisis of the late fifties. 

CONSUMPTION AND SAVING 

IN THE PRIVATE SECTOR 

It has already been noted that one characteristic of Ceylon’s econ¬ 

omy in the 1950’s was an exceedingly buoyant consumption level. 

Both private and public current expenditure tended to increase 

rapidly—in retrospect, far too rapidly—throughout most of the dec¬ 

ade. The overconsumptionist tendencies of the government will be 

dealt with in the following section, as one of the factors which pre¬ 

vented the government from channeling to investment a sufficiently 

large quantity of resources. However, the private sector, too, shared 

this inability to save in large enough quantities. 

The disposable income received by the private sector could be 

used for any one of three purposes. It could go for consumption 

expenditures. Alternatively, it could be devoted to foreign remit¬ 

tances, as was a significant percentage of the income received by 

the Indian estate laborers. Or it could be saved. From the point 

of view of the economy of Ceylon, transfers abroad were equiv¬ 

alent to consumption of imported goods, since the money flows 

involved were not only not available for investment within Ceylon 

but did in fact create additions to the foreign claims on the country. 

In 1950 (see Table 7-1) 82.6 percent of Ceylon’s GNP became 

disposable income for the island’s households. Of this sum, which 

amounted to nearly Rs. 3,500,000,000, 90.3 percent was spent on 

consumption, an additional 2.3 percent went for transfers abroad, 

and only 7.5 percent was saved. The household sector thus con¬ 

tributed a sum of Rs. 266,000,000 in saving for the finance of in¬ 

vestment. While this saving rate was not an especially impressive 

one its continuation over the entire decade would at least have 

resulted in the contribution of nearly Rs. 3,600,000,000 in invest¬ 

ment finance by the household sector. However, the actual out¬ 

come was far less favorable. 

The stark fact is that over the decade of the 1950’s as a whole 

the private sector spent on consumption and on transfers abroad 

virtually the entire increment to disposable income which economic 

growth during the period made available to it (see Table 7-2). 

Personal saving, which at one point appeared to be growing satis¬ 

factorily, became utterly stagnant. Consumption in the aggregate 

rose over the decade by some Rs. 1,800,000,000 and increased its 
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percentage share of disposable income from about 90 percent to 

94. Personal saving had started the decade at 7.5 percent of dis¬ 

posable income but it never touched so high a percentage again; 

over the entire 11-year period it averaged just 4.9 percent. Such 

high and rising consumption rates could not help but pose a seri¬ 

ous threat to the economy’s capacity for continued growth. 

TABLE 7-1 

The Growth of Disposable Income and Its Disposal, 1950-60* 

(Rs. Millions) 

Year GNP 
Disposable 

Income Consumption 
Household 

Saving 
Transfers 

to Abroad 

1950. 4,170.4 

Aggregates 

3,443.4 3,218.8 266.0 80.5 
1951. 4,888.9 4,091.2 3,788.6 266.0 89.8 
1952. 4,606.2 3,886.0 3,890.4 -20.0 116.8 
1953. 4,900.7 4,043.5 3,908.5 79.0 65.8 
1954. 5,050.9 4,012.9 3,793.9 226.0 71.4 
1955. 5,701.8 4,695.4 4,210.4 302.0 84.5 
1956. 5,146.9 4,090.2 4,013.7 255.0 89.7 
1957. 5.422.9 4,404.0 4,387.7 126.0 75.1 
1958. 5,783.1 4,776.9 4,410.5 256.0 85.4 
1959. 6,162.1 5,082.2 4,713.0 284.0 63.5 
1960. 6,476.3 5,273.6 5,011.1 284.0 38.7 

1950-51... 718.5 
Increments 

647.8 569.8 0 9.3 
1951-52... -282.7 -205.2 101.8 -286.0 27.0 
1952-55... 1,095.6 809.4 320.0 322.0 -32.3 
1955-56... -554.9 -605.2 -196.7 -47.0 5.2 
1956-60... 1,329.4 1,183.4 997.4 29.0 -51.0 
1950-60... 2,305.9 1,830.2 1,792.3 18.0 -41.8 

^Source: Table A-4, Appendix. 

What were the causes of this disproportionate buoyancy of con¬ 
sumption? Some of the factors involved have already been dis¬ 

cussed. The annual data showing levels of consumption and saving 

fiom 1950 to 1960 which appear in Table 7—1 suggest that a basic 

reason foi the rapid rise of consumption expenditures during the 

period was the effect of the two export booms which the country 

experienced on customary living standards. The booms of 1950-51 

and 1955 appear to have had a kind of irreversible “ratchet” effect 

on a§greSate consumption expenditures. The strong upsurge of 
GNP in 1950-51 was followed by an equally strong rise of con¬ 

sumption. Consumption rose only with a lag, however, so that in 

1950 and 1951 the ratio of consumption to disposable income was 
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TABLE 7-2 

Average and Marginal Rates of Consumption and Saving, 

1950-60* (Percent) 

Consumption/ Consumption plus Saving/ 
Disposable 1 ransfers Abroad/ Disposable 

Income Disposable Income Income 

Average Rates 

1950 .903 .925 075 
1951 . .914 .936 .064 
1952 . .976 1.005 -.005 
1953 . .964 .981 019 
1954 .927 .945 .055 
1955 .916 .934 .066 
1956 . .921 .941 059 
1957 .956 .973 .027 
1958 . .928 .946 .054 
1959 . ,931 .944 .056 
1960 . .939 .947 .053 
Average, 1950-60.. .934 .952 .049 

Marginal Rates 

1950- 51. .984 1.000 0 
1951- 52. —. 648f —. 819f 1.819t 
1952- 55. .525 .472 .528 
1955- 56. . 825J ,803| .1971 
1956- 60. 1.023 .970 .030 
1950-60. 1.013 .990 .010 

*These rates have been worked out on the basis of a slightly different defi¬ 
nition of disposable income than is used elsewhere, e.g., in Table 7-1. Here dis¬ 
posable income is taken as the sum of consumption, transfers abroad, and saving; 
the statistical discrepancy which is present when this sum, which should concep¬ 
tually equal disposable income, is compared with the aggregate as calculated in 
Table A-4, Appendix, has thus been eliminated. 

fConsumption and transfers abroad both rose while disposable income was 
falling. 

JConsumption and saving both fell while disposable income was falling. 
Source: Table 7-1. 

probably lower than in previous years (figures for the late forties 

which would be comparable to the data in Table 7-1 are not avail¬ 

able, but this was surely the case). In 1952, when the export boom 

came to its sudden end, with a consequent drop in GNP and dis¬ 

posable income, consumption was still rising; the consumption ratio 

increased sharply. Through 1953 and 1954, relatively unimpressive 

export years, consumption remained fairly stable at its higher post¬ 

boom level; consumption ratios remained higher than they had 

been in 1950-51 (and perhaps higher than they had been in the 

late 1940’s, though there are no data to substantiate this). Ac¬ 

tually, by 1954 the ratchet was beginning to loosen, as both ag¬ 

gregate consumption and the ratio of consumption to disposable 
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income fell slightly. Household saving, which had completely 

disappeared during the post-Korean episode, began to regain a 

more normal level. Then came the second export boom of the 

fifties, the 1955 tea boom. Again GNP and disposable income 

leapt upward and consumption, this time with a shorter lag, fol¬ 

lowed. The second boom was milder and shorter lived than the 

first but again consumption fell very little from its new, higher, 

boom-inspired level. 
After 1955 there were no more export booms but GNP and dis¬ 

posable income grew at a steady and fairly rapid rate. As had been 

the case earlier in the decade, consumption absorbed the entire 

increase in disposable income. By this time it was becoming clear 

that the nation’s consumption standards had become pegged at an 

unrealistically high level. The rapid increase of Ceylon’s popula¬ 

tion continued to push aggregate consumption expenditures up 

each year and certain other factors also made their contribution: 

the egalitarian redistribution of income brought about by the food 

subsidies and other welfare policies of the government, as well as, 

at the very end of the decade, speculative purchases of import 

goods by those who saw signs of approaching import control and 

sought to beat the restrictions. Transfers abroad were restricted by 

the progressive tightening of exchange control from 1958 on but 

the money which was thus prevented from flowing abroad appears 

to have gone almost entirely into consumption rather than saving. 

In the end, household saving in 1960 was only slightly higher in 

absolute terms than it had been in 1950 and its rate, at 4.9 

percent, was much lower. Over the decade as a whole households 
saved only Rs. 2,324,000,000. 

What of the saving of private corporations? It has already been 

noted (see Table 5-7) that corporate retained earnings amounted 

to only a very small sum during the 1950’s, perhaps Rs. 500,000,000- 

600,000,0004 Although before-tax corporate profits grew substan¬ 

tially during the decade taxes took the entire increment and the 

volume of corporate saving, while it varied from year to year, ex¬ 
hibited no rising trend. 

In sum, then, the tendencies at work in the private sector during 

the 1950 s were for the nation s ambitious and boom-fed consump¬ 

tion standards to push hard on a gradually rising level of dispos¬ 

able income and for the increasing magnitudes of corporate profits 

to be drained off via taxation. Between them, these phenomena 

severely limited the saving capacity of the private sector. Accord- 

The exact total for 1950 60 cannot be ascertained because there is no esti¬ 
mate of dividend payments in 1959 and 1960 (see Table 5-7). 
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ingly, the main burden of responsibility for the generation of 

investment finance fell upon the government. The government made 

no attempt to avoid this responsibility. Indeed, this pattern of 

saving and investment was in keeping with the basic development 

strategy of the time. Had the resources which came under govern¬ 

ment control been saved and efficiently invested in sufficient pro¬ 

portion, then the failings of the private sector would have been 

much less harmful. However, this did not take place. 

THE GOVERNMENT ROLE: REVENUE 

The government’s attempt to provide the necessary volume of 

saving and investment on its own was frustrated on two main 

counts. One was the difficulty of raising a sufficient volume of reve¬ 

nue; the unsuitability of the inherited colonial revenue system for 

the new policy goals, the difficulty of adapting it to these new 

aims, and the frequent conflicts with other goals of tax policy 

created one whole series of problems. The other basic frustration 

was that the revenue that was raised had to overcome competition 

from the alternative uses to which it could be put—transfer pay¬ 

ments and current expenditures on goods and services—before it 

became available for investment; often the short-term pressures 

for these current uses outweighed the desire to invest, with harmful 

effects for the nation’s development. 
The main means of financing the government’s contribution to 

economic development was the central government revenue sys¬ 

tem. Other methods of diverting resources to the government’s pur¬ 

poses assumed some importance at times—drawing down foreign 

assets, assuming loan liabilities at home and abroad, and even, by 

the late fifties, virtual resort to the printing presses—but the prime 

source of finance continued to be the revenue system of tax and 

nontax receipts. 
Like so much else in Ceylon, the government revenue system was 

a legacy from colonial days. Its main characteristic was a strong 

reliance upon indirect taxes levied on foreign trade flows. In 

1947/48, the first financial year of independent Ceylon, it brought 

in just over Rs. 500,000,000.2 Of this total, about 60 percent was 

provided by customs duties, which had long contributed 50 to 75 

“Various delimitations of the government sector can be made. In this section 
reference is to the central government, including such quasi-commercial activi¬ 
ties as health services, posts and telecommunications, and port facilities, but 
excluding the government-run railroad and electrical networks. Local govern¬ 
ment, which never during the period accounted for more than five percent of 
total government expenditure and had nearly half of even this modest level of 
expenditure financed by central government grants (see Tables A-66 and A-68, 
Appendix), is excluded. 
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percent of government revenues, depending on the vicissitudes of 

foreign trade. Import duties, which had been the largest single 

source of revenue ever since the nineteenth century, accounted for 

revenue of Rs. 177,000,000 in 1947/48; they were collected at an 

average rate of about 18 percent of the c.i.f. value of imports. Ex¬ 

port duties brought in an additional Rs. 137,000,000, 14 percent of 

total export value f.o.b. Besides these major revenue sources, several 

minor ones (e.g., port dues) also depended on foreign trade. 

Direct taxes were in existence but underdeveloped. A bare total 

of Rs. 100,000,000 was raised in 1947/48 from the various direct 

taxes: a personal and corporate income tax, a profits tax, an estate 

tax, and pension contributions. The base for these taxes was ex¬ 

tremely narrow (e.g., the individual income tax applied to fewer 

than two percent of the country’s income recipients;3 the bases of 
the other direct taxes were similarly narrow). 

The rest of the government’s tax revenues were supplied by a 

stamp tax and various excise duties. The former covered a wide 

variety of legal transactions and the latter centered on gasoline, 

tobacco, and liquor. All told, tax receipts made up 85 percent of 

central government revenues; the remainder came from charges 
for services and property income of various kinds. 

This revenue structure was a reflection of the classical economic 

structure. The heavy dependence of national income on foreign 

trade was the main reason for the parallel concentration of the tax 

burden on the trading sector. It was not, however, the only reason 

Ease of administration and collection, the desire of the colonial 

ruling class to avoid the more severely progressive forms of 

irect taxation, the fact that the colonial regime had no need 

for more extensive revenues, and an extremely low ability to pay on 

the part of the masses also helped to shape the revenue structure 

Independence introduced a desire for more rapid growth, some re- 

structurmg of the economy, more equal income distribution, and 

additional social services. The revenue system was called upon to 

serve a multiplicity of social ends-to redistribute income, foster the 

growth of particular sectors, discourage certain kinds of consump- 

lon, and so on. Probably its most important task, however, was to 

^ram^6 adC ltl°nal funds needed t0 finance *e development pro- 

Table 7 3 shows the increases in government revenues which 

1953ThaeflPre^fwi 1-mit at thiS time was Rs- 4,800 annual income. Even by 1J.W, aitei marked increases in income levels less tW 7 1,3y 

Ceylon^1 Table 
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were effected between independence and the end of the fifties. 

These increases, which amounted to 157.2 percent in all, were by 

no means inconsiderable. Yet, inevitably, they left something to be 

desired. If the government was to be the main saver in the economy 

and the volume of investment was to be raised, then it was neces¬ 

sary that the share of national income collected from tax and non¬ 

tax sources be increased. However, despite scores of increases in 

tax rates throughout the period and a full-dress attempt to revise 

the system of direct taxation toward its end, doing this proved to 

be very difficult. 
( 

TABLE 7-3 

Central Government Revenues, 1947/48-1960/61* 

(Rs. Millions) 

Year 
Export 
Duties 

Import 
Duties 

Direct 
Taxes 

Commod¬ 
ity 

Taxes 
Nontax 

Revenues 
Total 

Revenues 

% of Gross 
National 
Income 

1947/48.... ... 137.0 177.0 100.5 64.0 62.1 540.6 17.0 
1948/49.. .. ... 149.1 180.2 117.7 62.8 66.2 576.0 16.9 
1949/50. .. . ... 167.6 188.3 128.0 65.0 74.4 623.3 15.0 
1950/51.... ... 282.7 245.0 144.3 84.6 75.7 832.3 17.1 
1951/52.... ... 227.3 259.9 218.1 78.3 86.2 869.8 17.3 
1952/53... . ... 193.2 250.6 243.5 92.8 87.8 867.8 17.4 
1953/54... . ... 259.1 244.1 231.3 100.6 99.6 934.8 17.8 
1954/55.... ... 370.7 258.2 219.7 95.4 119.8 1,063.8 18.5 
1955/56... . ... 322.1 286.3 313.6 112.1 122.8 1,156.9 20.2 
1956/57.... ... 323.9 303.6 282.6 131.9 112.6 1,154.6 20.1 
1957/58.... ... 325.0 292.0 278.7 147.9 137.1 1,180.7 19.3 
1958/59... . ... 328.9 367.0 218.2 160.9 142.5 1,217.5 18.9 
1959/60... . ... 327.2 406.5 215.2 190.9 143.6 1,283.4 19.1 
1960/61.... ... 303.6 435.3 313.9 190.6 147.1 1,390.5 

♦Source: Table A-6S, Appendix; Department of Census and Statistics, Statistical Abstracts. 

Minor discrepancies are attributable to rounding. 

The main reason revenue collections tended to be inelastic with 

respect to income growth was that they relied so heavily on the 

taxation of foreign trade at a time when the trade sector was gen¬ 

erally lacking in dynamism. Despite a general upward trend in duty 

rates it proved hard to raise the proportion of the tax base col¬ 

lected (see Table 7-4). Part of the problem was conflict with other 

policy objectives. For example, it is axiomatic that excluding im¬ 

ports to protect local industry or to reduce a balance of payments 

deficit limits the usefulness of the import duty as a revenue device; 

prior to 1960, however, attempts to use import duties for these other 

purposes were limited in their ambitions and in any case often 

failed to achieve them, so revenue did not suffer much in practice. 
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A more important limitation on the expansibility of duty receipts 

was the elasticity of demand for imports in Ceylon; there comes 

a point at which further duty rate increases will reduce quantity 

demanded by enough to cut into duty receipts and by 1960 this 

point was being reached for many goods. Export duties ran into 

even clearer limits as revenue sources. Although the government was 

willing to tax exports at a very high rate (see Chapter 5) it still 

had to be careful not to bankrupt the estates, which because of 

the elasticity of world demand for Ceylon’s products and the in¬ 

elasticity of supply had to bear the main burden of the tax. Customs 

duties as a whole were capable of only a little expansion relative 
to national income, as Table 7-4 shows. 

TABLE 7-4 

Export and Import Duties as a Percentage of Their Tax Base 

and of GNP, 1947/48-1959/60* 

Year 

Export Duty 
as a Percentage 
of Exports f.o.b. 

Import Duty as 
a Percentage of 

Imports c.i.f. 

Customs Revenue 
as a Percentage 

of GNP 

1947/48. 13.8 16.0 11 2 
1948/49. 15.4 17.6 10 9 
1949/50. 13.6 17.5 9 7 
1950/51.... 14.9 16.8 11 9 
1951/52. 14.6 15.9 10 7 
1952/53.... 13.9 15.6 9 9 
1953/54. 15.7 16.2 10 7 
1954/55. 20.1 18.0 12 3 
1955/56. 18.1 18.6 11 9 
1956/57. 19.6 16.4 12 1 
1957/58.... 23.3 18.6 11 4 
1958/59.. . 18.4 18.2 12 2 
1959/60. 12.2 19.5 12.3 

*A!1 data are in terms of financial years; GNP is the Census and Statistics 

and'Stics'SrafX^LS^0" C“* <* Census 

Over most of the period from independence to 1960 direct taxes 

showed greater elasticity, relative to both their tax base and national 

income, than customs duties. Primarily as a result of a long series 

but als0 because of income spurts in 1951/52 and 

7 erf r impaCt °f these taxes rose steadily (see Table 
7 5). Still the highest percentage of national income ever mobil¬ 

ized via direct taxation was only 6.1 percent, in 1955/56. Direct 

taxes on individuals (income and estate taxes) averaged about one 

or two percent of personal income. The basic reason for these slight 



191 Problems of the Transitional Economy 

TABLE 7-5 

Direct Taxes on Individuals as a Percentage of 

Personal Income and Total Direct Taxes 

as a Percentage of National Income, 

1947/48-1959/60* 

Direct Taxes on 
Individuals as a Total Direct Taxes 

Percentage of as a Percentage of 
Year Personal Income National Incomef 

1947/48. ... 3.6 
1948/49./.. ... 3.9 
1949/50. ... 3.5 
1950/51. 1.4 3.3 
1951/52. 2.1 4.8 
1952/53. 2.3 5.4 
1953/54. 2.2 4.9 
1954/55. 1.9 5.3 
1955/56. 2.3 6.1 
1956/57. 2.1 5.5 
1957/58. 2.1 5.1 
1958/59. 1.7 3.8 
1959/60. 1.5 3.6 

^Source: Table A-65, Appendix; Department of Census and Sta¬ 
tistics, Statistical Abstracts. 

tNational income is measured by the Census and Statistics De¬ 
partment concept. 

yields was of course the narrow range of application of these taxes. 

During the 1953/54 assessment year, to take just one example, only 

46,014 individual income tax assessments were made, covering 

income of Rs. 598,700,000, or 14.5 percent of all personal income 

earned during the period.4 This narrowness of the tax base per¬ 

sisted throughout the period and greatly limited the possibilities 

of direct taxes as devices for expanding total government revenues. 

Starting in 1958/59 direct tax collections and especially income tax 

receipts underwent an absolute decline. The cause of this decline 

was an overloading of the administrative machinery (already 

heavily burdened by the cumbersome procedure used in applying 

the income tax) which resulted from the precipitate application of 

succeeding and sometimes contradictory rounds of direct tax re¬ 

form. These difficulties had largely been overcome by 1960/61. 

Commodity taxes and nontax revenues, almost by their very 

nature, are limited and inelastic sources of government revenues. 

Excise taxes were raised very rapidly during the late 1950’s but 

'A.Ii. of the Commissioner of Inland Revenue for 1954, p. 15; some further 
assessments covering the year in question were made later, so the coverage was 
actually a bit broader than the above figures suggest. 



192 Ceylon: An Export Economy in Transition 

they remained a relatively unimportant part of the revenue system. 

The only reform which could have elevated commodity taxes to a 

major role would have been the levy of a general sales tax; this 

was talked about from the mid-fifties on and actually instituted in 

1962, but badly mismanaged and withdrawn a few days after its 

introduction. Most of the nontax revenues—fines, charges, sales— 

were incidental by-products of government policies of various types 

—land policy, the existence and profitability of state corporations, 

the amount of business done by the ports—and were not generally 

subject to much manipulation for revenue purposes. 

Taking all revenue sources together, how successful was the 

attempt of the government to appropriate an ever-increasing share 

of national income? Through the mid-fifties a considerable degree 

of success was achieved (see Table 7-3). In 1955/56, revenues, 

riding the crest of the tea boom, topped 20 percent of Gross Na¬ 

tional Income for the first time. But it was only after that year 

that serious efforts were made to reform the tax system and 

achieve massive increases in revenues* * * * 5 and these attempts were 

not notably successful. By 1960, in fact, the proportion of national 

income collected had actually slipped slightly. The main reason for 

this slippage was that export markets were weak and export duty 

collections were thus actually lower than they had been in the 

mid-fifties.6 The economic growth of the latter half of the decade 

centered on production for the local market and much of the new 

output was produced by newly founded firms which enjoyed vari¬ 

ous exemptions from direct taxation. Then there was the adminis¬ 

trative disruption connected with the new tax system. And finally, 

many suspect that higher rates of direct taxation meant increased 

tax evasion, though this cannot be proven. In sum, the revenue sys¬ 

tem, although its achievements were considerable, had not com¬ 

pletely overcome its basic weakness of being heavily dependent on 

foreign trade and thus not well suited to an economy in which the 

relative importance of trade was gradually declining. Still, for any 

government of an underdeveloped country to collect much more 

5A visit and a set Of recommendations by Nicholas Kaldor (Suggestions for a 
Comprehensive Reform of Direct Taxation, S.P. IV of 1960) formed the starting 
point for these reforms, but not all of Kaldor’s recommendations were followed 

math Cann0t T any casef be held fully accountable for the confusion surround- 
mg the various turnings of government tax policy. 

6The export duties were officially specific duties but they were in one sense 
a form of progressive taxation, since rates were raised when prices went up and 
lowered when they fell in both cases more than proportionally. When ™t 

“arirgoSup.reS CXPanding °UtpUt’ WeVer’ 6XP°rt duty rates chd not 
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than 20 percent of Gross National Income in tax revenue is highly 

unusual. All in all, the revenue side of Ceylon government finance 

can be considered to have been much better managed during this 

period than was the expenditure side. 

THE GOVERNMENT ROLE: EXPENDITURES 

Reference has already been made to the ever-rising demand for 

government expenditures of all kinds. These expenditures can be 

divided into four basic categories: (1) expenditure on current goods 

and services (which may or may not be closely related to economic 

development); (2) expenditure on capital goods; (3) transfer pay¬ 

ments and subsidies; and (4) net loans of the government to pri¬ 

vate and local government bodies. Table 7-6 shows the broad trends 

in each of these as far as the central government is concerned for 

the years from independence through 1960. 

TABLE 7-6 

Types of Central Government Expenditure, 1947/48-1960/61* 

Year 

-Current- 
Rs. % of 

000,000 Total 

--Capital- 
Rs. % of 

000,000 Total 

—Transfer— 
Rs. % of 

000,000 Total 

—Net Loans— 
Rs. % of 

000,000 Total 

Total 
Expendi¬ 

ture 

1947/48. .. . ... 260.6 44.0 152.5 25.7 172.7 29.1 7.1 1.2 592.9 

1948/49.. .. ... 293.6 42.5 209.2 30.3 158.6 22.9 29.7 4.3 691.1 

1949/50. .. . ... 321.7 40.4 241.6 30.4 141.5 17.8 90.9 11.4 795.7 

1950/51. .. . .. 383.6 43.1 228.7 25.7 246.4 27.7 31.9 3.6 890.6 

1951/52.. .. .. 420.7 36.3 320.7 27.7 382.7 33.1 33.4 2.9 1,157.5 

1952/53.... ... 457.3 41.0 316.5 28.4 278.6 25.0 62.4 5.6 1,114.8 

1953/54.... .. 470.1 50.6 253.8 27.3 147.9 15.9 57.8 6.2 929.8 

1954/55... . ... 526.2 54.1 295.1 30.3 191.0 19.6 -39.0 -4.0 973.3 

1955/56. . . . .. 547.1 44.8 307.8 25.2 288.4 23.6 79.1 6.5 1,222.4 

1956/57... . ... 595.3 42.5 298.8 21.3 341.4 24.4 164.5 11.7 1,400.1 

1957/58.... .. 684.6 47.1 350.4 24.1 406.5 28.0 12.9 0.9 1,454.2 

1958/59.. . . .. 790.1 47.6 363.0 21.9 451.5 27.2 55.6 3.3 1,660.3 

1959/60... . .. 847.5 48.6 357.2 20.5 480.4 27.6 56.9 3.3 1,742.0 

1960/61.... .. 871.7 46.3 399.0 21.2 549.3 29.2 61.4 3.3 1,881.4 

^Source: Table A-66, Appendix. Minor discrepancies are attributable to rounding. 

While all kinds of expenditure rose substantially over this 12- 

year period the various rates of increase were by no means equal. 

Central government capital expenditure went up by 162 percent 

but transfer payments rose 218 percent and current expenditure 

increased by 234 percent. The type of expenditure which presum¬ 

ably contributed most to the economic growth of Ceylon thus fell 

as a percentage of the total. Government investment started out at 

about a quarter of total central government spending and on two 
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different occasions was pushed by strenuous efforts up to 30 percent, 

but by the decade’s end it had dropped back again to little more 

than 20 percent of the total. Current expenditures and transfer 

payments also had their ups and downs, but by the end of the 

period they were proportionally a little greater than they had been 

at the beginning. Current expenditures and transfers were not with¬ 

out their contributions to economic growth but in general Ceylon’s 

government finance during this period is a story of the more essen¬ 

tial kinds of expenditure from the point of view of growth being 

crowded out by the less essential. The cause of this phenomenon 

was political. At all times during the period the effective political 

pressures for consumption and transfer spending greatly outweighed 

the drive to create new capital assets. It was the government’s mis¬ 

fortune to be committed in a fairly rigid way to roughly constant 

per capita expenditures on a variety of consumption services— 

notably public education and health services—and to the provision 

of subsidized food and other forms of transfer payments, also on 

a per capita basis. The rapid increase in the size of the population 

for which these services had to be provided, coupled in some cases 

with rises in the per unit cost of providing the services, pushed the 

total bill to the government up at a brisk pace. Caught between 

these rising service bills and the relative inelasticity of government 
revenues, capital expenditures suffered. 

These commitments to provide current services had had their 

origins in the decade of the forties. For example, food subsidization 

for the consumer started as a natural outgrowth of wartime ration- 

but both the subsidization and the rationing were permitted to 

linger on long after their initial justification had disappeared. Dur- 

ing the war the program had been a relatively expensive one, since 

consumei prices were held constant while the cost of imported rice 

lose, but in the late forties increased world food supplies brought 

the cost down and reduced the burden on the government. Then 

during the Korean War period the government undertook to pro¬ 

vide cheap food as one means of blocking increases in living costs. 

By 1952 these efforts had resulted in rice being sold to the con¬ 

sumer at less than one-third its imported cost. In 1951/52 a third 

of government expenditures went into transfers and subsidies, with 

food subsidies bulking large within the total. The government tried 

to back out of its onerous commitment. In July, 1953, it announced 

that all net subsidization of food would cease. Violent demonstra¬ 

tions and Ceylon s first forced change of government followed The 

political commitment to food subsidies was sealed, once and for 

all. The U.N.P. government, anxious to make up for past misdeeds, 
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raised the per capita rice ration to 2 measures a week for all persons 

in November, 19547 (it had previously been 2 measures for manual 

workers and 1M measures for all others) and cut the price from 55 

cents to 50 cents in May of the following year. Under the M.E.P. 

government which followed in 1956 the price was eventually re¬ 

duced to 25 cents. These moves to liberalize the food subsidy sim¬ 

ply reinforced the effects of population rise on the total subsidy 
bill. 

TABLE 7-7 

Types of Subsidy and Transfer Payments, 1950-60* 

(Rs. Millions) 

"" 

Total: u u UolUIt/o Transfer Payments 
To To Interest Social Subsidies 

Food Public To on Secu- Food Plus 
Pro- Corpo- Private Public rity “Sub- Trans- 

Year ducers rations Firms Total Debt Benefits sidy” Other Total fers 

1950.. . 0.8 6.8 6.3 13.9 20.2 31.4 59.0 47.6 158.2 172.1 
1951.. . 0.3 8.5 6.0 14.8 21.9 35.5 160.4 54.8 272.6 287.4 
1952.. . 0.1 10.9 6.1 17.1 24.8 40.4 217.5 65.4 348.1 365.2 
1953.. 1.7 18.1 7.2 27.0 31.1 43.4 96.7 61.8 233.0 260.0 
1954.. . 8.9 14.6 2.2 25.7 35.3 50.7 9.5 56.3 151.8 177.5 
1955.. . 55.5 36.4 5.0 96.9 33.6 52.1 -8.6 57.5 134.6 231.5 
1956.. . 43.4 55.1 8.3 106.8 34.2 63.4 42.6 71.2 211.4 318.2 
1957.. . 68.8 55.4 17.7 141.9 35.7 70.2 38.3 86.9 231.1 373.0 
1958.. . 85.1 61.4 31.0 177.5 37.9 80.5 35.5 99.1 253.0 430.5 
1959.. . 89.3 62.4 22.9 174.6 46.3 91.8 68.8 95.7 302.6 477.2 
I960.. . 124.9 57.9 9.9 192.7 57.0 94.8 81.9 100.0 333.7 526.4 

*Source: Table A-S, Appendix. This table differs from Table 7-6, in that it includes all levels 
of government, goes by calendar rather than budget years, and nets out transfers from central 
government to local governments; its total is thus not comparable to the figure for transfer expendi¬ 
ture in Table 7-6. 

After the events of 1953, however, transfers to consumers via the 

food subsidy began to slip somewhat in importance relative to 

other types of subsidies and consumer transfers. As Table 7-7 

shows, subsidies to food producers (already discussed in Chapter 

6) and to government corporations and transfers to individuals in 

the form of social security benefits, welfare payments of various 

kinds, and interest on the public debt came to assume much greater 

importance. The general line of explanation for most of these is 

similar to that of the food subsidies: the government took on fairly 

ambitious commitments in each of these areas, then stuck with 

them as their total cost climbed. In only one case, that of subsidies 

to public corporations, was it the adoption of new policies (in 

7A “measure” equals about two pounds. 



196 Ceylon: An Export Economy in Transition 

this case the founding of new public corporations, most of which 

proved to be unprofitable, at least at first) rather than the continued 

execution of old policies which was the key to the soaring transfer 

expenditures. As regards producer subsidies, the impact of the 

commitment on economic growth was by no means entirely nega¬ 

tive, however, as the story of the GPS paddy scheme suggests. 

The mechanism working to increase current government expendi¬ 

ture on goods and services was very similar to the one operating 

on transfer payments. The colonial government had assumed fairly 

ambitious obligations in the areas of education, health care, trans¬ 

portation, and communications. The independent government ac¬ 

cepted these obligations in all cases and in several areas enlarged 

upon them. For instance, the already impressive commitment in 

education was enlarged to a guarantee of free education from 

kindergarten through university. Of course, facilities could not 

readily be provided to allow literally everyone who wanted this 

free education to have it, especially at the highest levels, but a 

valiant attempt was made. Despite a 50 percent rise in the school- 

age population between 1946 and I9608 the percentage of these 

young people who were enrolled in school was raised from just 

over 40 percent to more than 60 percent.9 Hundreds of new schools 

were opened and thousands of teachers hired. The literacy rate and 

other indicators of educational achievement rose. The story for 

health services is similar. Despite heavy pressures on facilities 

enough new hospital beds were provided and enough nurses and 

doctors trained to raise the level of medical services relative to 

total population. In other areas, such as road maintenance and 

telephone service, past standards were sometimes permitted to 

deteriorate but in general the commitment to maintain past services 

and do this on a per capita basis where appropriate was recog¬ 
nized and met. 

It would not be correct to regard the provision of current services 

by the government as entirely competitive with economic growth. 

Most current services can be construed to contribute something to 

growth, though some types are clearly more closely related to it 

than others. Table 7-8 breaks current expenditure into two cate¬ 

gories: general expenditures, which represent the “overhead cost” 

of government and bear only a tenuous relation to economic growth, 

and developmental expenditures, which by supporting investment 

outlays on either human or physical resources make a direct con- 

8See Table A-16, Appendix. 
“See Table A-I9, Appendix. 
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TABLE 7-8 

Current Government Expenditure on Goods and Services, 1950-60* 

(Rs. Millions) 

-General- Developmental- 
Admin- %of %of Total 

istra- De- all Cur- Edu- Other Eco- All Cur- Cur- 
Year tive fense Total rent cation Health Social nomic Total rent rent 

1950. . ... 88.6 7.6 96.2 28.1 97.8 65.2 7.2 75.8 246.0 71.9 342.2 
1951.. ... 106.9 11.1 118.0 29.5 108.9 72.6 9.8 90.2 281.5 70.5 399.5 
1952. . ... 103.5 18.4 121.9 27.7 122.8 84.7 12.8 98.4 318.7 72.3 440.0 
1953.. ... 115.3 29.2- 144.5 30.7 126.8 88.9 12.5 97.3 325.5 69.3 470 0 
1954.. ... 120.4 30.2 150.6 31.1 125.5 91.7 22.0 94.0 333.2 68.9 483.8 
1955.. ... 138.6 27.5 166.1 31.3 134.7 95.3 22.3 112.4 364.7 68.7 530.8 
1956. . ... 148.7 31.2 179.9 31.7 149.9 104.0 22.9 111.4 388.2 68.3 568.1 
1957. . ... 167.8 41.2 209.0 32.7 171.9 112.4 18.7 126.4 429.4 67.3 638.4 
1958.. . .. 179.3 66.2 245.5 32.9 198.5 126.4 33.1 142.1 500.1 67.1 745.6 
1959. . . ... 188.9 71.9 260.8 31.4 232.3 144.6 51.6 142.2 570.7 68.6 831.5 
1960.. ... 198.7 71.3 270.0 30.9 201.0 146.4 95.1 161.3 603.8 69.1 873.8 

^Source: Table A-5, Appendix. 

tribution to the development effort. As the table suggests, trends 

in the respective proportions of current expenditure devoted to 

those two types of activities left something to be desired. Through 

1958 general expenditures rose faster than developmental expendi¬ 

tures. In part this rapid rise in the overhead costs of government 

was attributable to increasing military expenditures: Ceylon had 

been fortunate in needing to devote only a very small percentage 

of its resources to military uses at first, but internal unrest—princi¬ 

pally in 1953, 1957, and 1958—eventually led to a tenfold increase 

in military spending over the decade. Administrative expenditures 

also moved steadily upward, however, as government employment 

rolls lengthened and wage and salary increases were granted to 

various groups of government employees. Only in 1959 and 1960 

was the lid placed on general expenditures; at that time their rate 

of increase was finally slowed down by enough to permit the per¬ 

centage of current expenditure going into developmental uses to 

be raised (though it nevertheless remained below its 1950 level in 

1960). The rise in expenditures on education and health has already 

been commented upon. Government commitments in most other 

areas of social services and for all economic services were less 

firm, so these areas tended to be squeezed in a manner similar 

to capital expenditures. Only in the last two years of the decade 

were substantial increases in spending on these important services 

—community development, irrigation maintenance, road repair, and 

many others—achieved. 
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Left to compete on rather unequal terms with expenditures on 

current goods and services, government investment in Ceylon has 

had a checkered history. Through 1960 it increased neither so 

much nor so regularly as current spending. Besides having to com¬ 

pete disadvantageously with current expenditures, capital expendi¬ 

ture faced two additional liabilities. For one thing, planning invest¬ 

ment projects is more difficult than continuing or even extending 

current spending programs; often investment projects must be in¬ 

tegrated into a full-blown national plan and this entails still more 

time-consuming delays. Secondly, even after investment plans are 

drawn up investment expenditure is harder to execute than current 

spending; capital expenditures have thus tended to take up a 

smaller proportion of actual government spending than of budget 
allocations originally voted by Parliament. 

TABLE 7-9 

General Government Revenue and Expenditure, 1950-60* 

(Rs. Millions) 

Current Expenditures 
Transfer 

Goods Payments Fixed 
Total and and Current Invest- Overall 

Revenue Services Subsidies Surplus ment Surplus 

1951 . 
1952 . 
1953 . 
1954 . 
1955 . 1 
1956 . 1 
1957 . 1 
1958 . 1 
1959 . 1 
1960 . 1 

658.9 342.2 
819.4 399.5 
842.0 440.6 
856.5 470.0 
926.4 483.8 

,029.4 530.8 
,112.3 568.1 
,124.1 638.4 
,150.0 745.6 
,191.7 831.5 
,363.3 873.8 

172.1 144.6 
287.4 132.5 
365.2 36.2 
260.0 126.5 
177.5 265.1 
231.5 267.1 
318.2 226.0 
373.0 112.7 
430.5 - 26.1 
477.2 -117.0 
526.4 - 36.9 

222.4 - 77.8 
241.3 -108.8 
308.3 -272.1 
292.9 -166.4 
264.2 0.9 
315.3 - 48.2 
335.1 -109.1 
328.2 -215.5 
345.4 -371.5 
355.2 -472.2 
378.7 -415.6 

Jisss! frithe a 

Table 7-9 brings together totals covering all the main cate¬ 

gories of public finance for the general government sector in the 

period 1950-60. All the trends just discussed are visible in this 

table, m addition to which the overall balance of revenues and 

expenditures is given. As the table shows, the surplus of revenue 

over current expenditures, which had been an invariable charac- 
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teristic of Ceylon government finance since colonial days, declined 

rapidly during the late fifties and finally disappeared, as current 

expenditures on both goods and services and transfer payments 

and subsidies climbed rapidly and the growth of government reve¬ 

nue lagged behind. The addition to the total expenditure bill of 

public investment, which rose quite modestly during the course of 

the decade, caused ever larger overall deficits to be run. The gov¬ 

ernment thus became an increasingly expansionary influence on the 

economy, in fact, as will be seen shortly, a dangerously overexpan¬ 

sionary influence. One further trend in public finance, which 

exacerbated the expansionary effect of the government during this 

period, is not shown in the table. It pertains to the means by which 

the growing budgetary deficit was financed. Up to the last four 

years of the period relatively little use was made by the govern¬ 

ment of the more blatantly inflationary forms of deficit finance. 

Sizable proportions of the debt incurred in the earlier years were 

financed by foreign grants and loans and by domestic nonbank 

borrowing. From 1956 on, however, increasing resort was had to 

means of finance which amounted to little more than use of the 

printing press—borrowing from the Central Bank, “administrative 

borrowing” from government trust funds, and drawings from gov¬ 

ernment cash balances and reserves.10 The government’s net impact 

on aggregate demand was of course accentuated by this develop¬ 

ment. 

One does not have to be a proponent of strict fiscal orthodoxy to 

be appalled by the course taken by Ceylon government finance dur¬ 

ing the late 1950’s. However valid the arguments for deficit finance 

as a means of bolstering aggregate demand and restoring national 

output to capacity levels in other economic contexts, they are clearly 

inapplicable to the case of a developing export economy, where 

the pressing need is to increase domestic saving and investment 

while guarding against fatal damage to the balance of payments. 

This end can hardly be promoted by government dissaving (i.e., a 

surplus of current expenditure over total revenue), which adds to 

demand pressures while doing little to accelerate economic growth. 

A more promising policy for the Ceylon government to have pur¬ 

sued at this stage would have been to run current surpluses and 

use these surpluses, as well as any funds which became available 

through foreign grants and loans, for investment purposes. In¬ 

stead, public finance contributed to the squeezing of investment by 

“See Table A-67, Appendix, for a precise breakdown of the central govern¬ 
ment deficit by means of finance. Comparable data for the general government 
sector, to which the discussion in the text pertains, are not available. 
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current expenditures while making major additions to the pressures 

on the balance of payments. 

THE QUESTION OF INVESTMENT PRIORITIES 

Aside from the massive problem of investment finance, the na¬ 

tion was also faced with the basic issue of how best to allocate 

among alternative uses whatever volume of investment could in 

fact be financed. This question arose in regard to both the direct 

allocation of public investment and the measures to be taken to 

influence indirectly the flow of private investment. In short, it was 

an important part of the larger, fundamental problem of determin¬ 

ing the appropriate strategy for the island’s economic development, 

to which each successive national plan addressed itself (see pages 

108-113). This problem had several dimensions. There were the uni¬ 

versal issues of public investment in overhead capital versus directly 

productive facilities, of export promotion versus import substitution, 

of agriculture versus industry, and of private versus public enter¬ 

prise, as well as the more peculiarly Ceylonese question of estate 

versus traditional agriculture. In the Ceylon context, most of these 

issues boiled down to the fundamental sectoral question: To what 

degree should the development of traditional agriculture, estate 

agriculture, and industry respectively be stressed? This question was 

asked by every government of Ceylon during the period being 

studied, both of itself and of notable outside consultants,11 but the 

breakdown which eventually ensued in the development effort 

shows that no completely satisfactory response was ever received. 

Even now, reviewing the successes and failures of the period and 

making use of the incalculable advantage of hindsight, it is hard to 

uThe visit of a star-studded panel of visiting economists in 1958 and 1959 
did nothing to resolve the dilemma of sectoral priorities. In his “Reflections on 
the Economic Problems of Ceylon” (Planning Secretariat, Papers by Visiting 
Economists, pp. 7-21) John R. Hicks came out for emphasis on traditional 
agriculture as the only sector which offered a real hope of increasing employ¬ 
ment fast enough to absorb the rapidly growing labor force and one area in 
which considerable productivity gains could be made with little capital cost. 
Nicholas Kaldor ( Observations on the Problem of Economic Development in 
Ceylon, pp. 23—33), by contrast, noted that Ceylon owed what prosperity it 
had realized so far to its plantation agriculture and urged further concentration 
on that relatively productive sector: “Contrary to the widespread belief accord- 
ing to which a colonial economy is necessarily at a disadvantage as compared 
with countries which do not depend on the exports of primary products for 
their livelihood, it seems to me that it is the further development of the planta¬ 
tion economy which provides the means for a rapid increase in Ceylon’s national 
wealth, (p. 25). And in the third paper in the volume (“Economic Possibilities 
of Ceylon pp. 35-71) Joan Robinson rounded out the list of possible sectoral 
emphases by stressing industry as the ultimate solution to Ceylon’s economic 
problems. It is no wonder that the discussion within Ceylon was inconclusive 
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define the optimal strategy for the country’s economic development. 
Still, one should try. 

Two clearly defined subperiods in the development of official 

thinking on the subject can be distinguished within the 1948-60 era 

dealt with here. The dividing line between them is political. If 

only because D. S. Senanayake, the founder of the United National 

Party and Ceylon’s first prime minister, was passionately interested 

in the development of peasant agriculture, the U.N.P. in its early 

years of power stressed the building up of traditional agriculture, 

especially its extension to a broader land area through land de¬ 

velopment and irrigation schemes. Overhead facilities, especially 

education, health, power, and transportation, also ranked high on 

the U.N.P.’s priority list. Industrial development was generally left 

to the private sector. The estates began to be used as a means of 

financing the entire development program and were thus taxed in¬ 

creasingly heavily; their regeneration through replanting was ef¬ 

fectively assured, but this was essentially a defensive operation. It 

was not expected that export markets would expand very rapidly 

and no noteworthy attempts were made to accelerate the growth 

of export receipts, in either traditional or new product lines. On the 

other hand, the failure to achieve rapid industrial development 

meant that the substitution of local production for imports (with 

the notable exception of rice) proceeded very slowly. In short, 

while the U.N.P. government was probably not guilty of so many 

errors of commission as the coalition governments which succeeded 

it, it is liable to criticism for having allowed the economy to drift 

too long without putting into operation a workable long-term de¬ 

velopment strategy. 

The U.N.P.’s approach to development was partly a product of 

party ideology and partly a natural, if shortsighted, reaction to the 

fact that the early 1950’s were good years for Ceylon’s economic 

wellbeing. As the decade wore on and the prospect darkened the 

U.N.P. government experienced a heightened concern for the econ¬ 

omy’s future and began to act with increasing boldness (as in the 

Six-Year Programme of Investment.). When the M.E.P. government 

replaced the U.N.P. in 1956 both ideology and circumstances 

dictated a bolder course still. Under the M.E.P. regime priority in 

the allocation of public investment shifted from overhead capital 

and agriculture to directly productive assets and industry. In the 

field of plantation agriculture and particularly in the industrial 

area this change brought the government into direct conflict with 

private capital; despite attempts to carve out a niche for each and 

thus create a basis for coexistence foreign private capital in par- 
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ticular received a serious fright. The deteriorating external position 

of the economy suggested the need to lend a larger measure of 

protection to local industry, however, so despite the increasingly 

hostile attitude of the government during the late fifties policies 

were implemented which led to a sharp increase in the rate of 

private investment. In sum, while the U.N.P. policies were benev¬ 

olent but too mild those of the M.E.P. were more aggressive but 

often ominous in their implications for the private economy.12 

Partly because of its evident short-comings and partly because it 

had a far narrower margin for error and delay than the U.N.P. had 

enjoyed, the M.E.P. policy was even less successful than that of 

its predecessor had been in combining economic growth with bal¬ 

ance of payments stability. Both parties thus made their contribu¬ 

tions to the economic debacle of the early 1960’s. 

Before describing that debacle, however, one might pause to ask 

the obvious question posed by Ceylon’s problem of investment 

priorities. What development strategy might in retrospect have 

saved the transitional economic system and made it possible to 

avoid the harsh austerity of the sixties? Aside from the evident 

need to devote a larger proportion of its output to investment, what 

changes in basic policy should have been adopted? Ceylon’s econ¬ 

omy had traditionally been dependent upon the exportation of 

primary products, but now it was rapidly developing a sizable 

labor surplus, which could not possibly be absorbed by the export 

sector. With prospects for any substantial expansion of the income 

earned by traditional exports similarly dim, the need to restructure 

the economy had clearly become imperative. And with capital 

becoming increasingly scarce in relative terms the need to invest 

“From the point of view of private capital there was the further problem of 
knowing just what government policy was. To some extent, this ambiguity is 
inevitable under a coalition government. When Bandaranaike first took office, 
for example, he made the leader of one of the parties which was a junior part¬ 
ner in his coalition, Trotskyite Phillip Gunawardene, minister of agriculture 
Before long Gunawardene was announcing plans for a full-scale nationalization 
of foreign-owned estates. The minister was in time forced out of the cabinet 
by the enmity of some of its less radical members but regardless of his de¬ 
parture and despite a flat ten-year indemnity from nationalization which was 
subsequently proclaimed by the prime minister much harm was done to the 
morale of the foreign estate companies in particular and to that of private 
capital in general. Here and in other sections of this volume the account given 
of personalities and policies does no more than hint at the obstacles to Ceylon’s 

economic development created by events in the ever-lively political sphere. 
For much of the period covered here, further detail is given by Henry M 

Ohver Economic Opinion nnd Policy in Ceylon (Durham, North Carolina: 
Duke University Press, 1957), and by W. Howard Wriggins, Ceylon: Dilemmas 
of a New Nation (Princeton, New Jersey: Princeton University Press, 1956). 
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where the marginal unit of capital would yield the maximum 

return was also obvious. But where was that? What investment 

allocation could have reconciled the separate but interrelated goals 

of restructuring the economy, raising national output, and providing 

employment for the expanding labor force, while at the same time 

managing to avoid gross external imbalance? 

The analysis of Chapter 6 has already suggested two areas— 

estate technology, including replanting, and the intensification of 

rice cultivation—in which returns to investment appear to have 

been very high. In these areas investment by both the public and 

the private sectors yielded handsome returns. The decade of the 

fifties saw the basis created for an increasingly efficient agricultural 

sector. However, much more could have been done. To cite just one 

example, despite considerable discussion and even some concrete 

proposals, no national rice research institute of the type which had 

proved so effective an agent for enhancing productivity in the tea 

and rubber industries was ever founded. Nor was anything like a 

comparable volume of research effort put into any of the crops 

which might have formed the basis for agricultural diversification 

as the old crops received. In short, the promotion of the long-run 

efficiency of Ceylon’s agriculture, although an area of relative suc¬ 

cess during the 1950’s, could have been made to yield much larger 

benefits. 

Building up the efficiency of export agriculture, however, was 

inevitably a long-term project. In fact, whatever amount of export 

promotion of any type was actually feasible during the fifties (and 

it was probably not great) was likely to be of limited immediate 

benefit to the country. To permit the life of the relatively open 

economy of the 1950’s to be extended into the sixties at all it would 

have been necessary to work far sooner and far more effectively 

for import substitution. This necessity for import substitution im¬ 

plies that the two areas of highest priority, which should have been 

stressed above all others, were consumer goods manufacturing and 

food production. Food production, as already noted, was an area 

of relative though not unqualified success. In the industrial area, 

however, it has been seen that public policy failed badly. For sig¬ 

nificant import substitution of manufactured products to have oc¬ 

curred it would have been necessary to give those industries which 

had a reasonable chance of ever achieving an efficient standard of 

operation substantial protection from foreign competition and effec¬ 

tive direct encouragement early in the decade. Given Ceylon’s rela¬ 

tively small population and modest per capita income level, the 

efficiency criterion implies that it was small and medium-scale (and 
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therefore presumably private) plants producing primarily consumer 

goods which should have received first attention. Had a clear, con¬ 

sistent policy toward private industrial investment been enunciated 

in, say, the early fifties and then maintained substantially intact 

throughout the decade, and had it been combined with a reason¬ 

able degree of protection from external competition through a 

rationalized tariff structure, then Ceylon would have been well on 

the way to industrialization by 1960. The cheap and easy access to 

imports which the Ceylonese consumer enjoyed throughout most 

of the decade would have had to be fairly sharply curtailed, but the 

degree of austerity needed would have been far milder than that 

which mas made necessary later by the failure to evolve and imple¬ 

ment a satisfactory policy. Moreover, a foundation for future growth 

and a conceivable eventual end to austerity would have been laid. 

Some external deficit and a controlled rundown of the country’s 

foreign assets would doubtless have occurred, but these resources 

would have been used to finance the importation of intermediate 

and investment goods rather than articles of luxury and semiluxury 

consumption. The latter could have been prohibitively taxed in 

cases where import substitution was plausible; where it was not, 

heavy but not prohibitive duties could have been used to stem the 

flow of expenditures on consumer goods imports, while at the same 

time providing a much-needed supplement to government revenue. 

Import duties were not the only policy tool which could have 

been used to prevent gross external imbalance during the develop¬ 

ment effort. In principle, at least, direct trade controls and rupee 

devaluation were alternative instruments which could have been 

employed. However, the objections to the use of either are great. 

The argument against direct controls is administrative. Direct con¬ 

trols are precision instruments if the basic policy to be enforced 

is clearly spelled out down to the finest detail and if the adminis¬ 

trative machinery is able to enforce the policy. In Ceylon, as in 

most underdeveloped countries, the government administration was 

already under strain because of the many new responsibilities it 

had acquired in the past few years. The argument for allowing the 

forces of the market to help implement policy, as they do under a 

system of indirect controls such as tariffs, should have been com¬ 

pelling (although in fact when the government finally did enact se¬ 

vere trade sanctions in 1960 it chose direct controls over trade and 

payments as its main instruments). As a third alternative, rupee de¬ 

valuation could have been used as a means of restoring external 

equilibrium. This would have served to reduce the import bill and 

would, like higher tariffs or direct controls, have created incentives 
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for investment in import-substituting industries. However, devalua¬ 

tion on the scale which would have been needed if external equilib¬ 

rium were to be regained at relatively low tariff levels would have 

involved a sudden, discontinuous reduction of customary living 

standards. Furthermore, it would have raised the prices of all im¬ 

ported goods, intermediate and capital goods as well as consumer 

goods. All in all, selective tariff manipulation would appear to have 

been the most desirable policy tool to have adopted for major 
emphasis. 

But even without going into all the possible arguments for and 

against alternative methods of restoring equilibrium one can see 

that it is quite possible to imagine a development strategy which 

would have provided at least as high a growth rate as the economy 

enjoyed during the 1950’s while at the same time offering at least 

partial answers to the saving, employment, and structural change 

problems and leaving the economy in far better condition to face 

the 1960’s. Answers to the various questions of investment priorities 

—agriculture versus industry, overhead capital versus direct produc¬ 

tion, private enterprise versus public—would have flowed naturally 

from this strategy. Agriculture, both plantation and peasant agricul¬ 

ture, would have received heavy emphasis because of the attrac¬ 

tive rate of return offered by investment in intensive agriculture 

and because of its considerable potential for employment creation. 

Industry of a certain type would have been another area stressed, 

with small-scale private organization preferred on efficiency 

grounds. Some of the more lavish outlays on overhead capital, for 

example expenditures on traditional academic education and on 

power production for household consumption, would have been 

trimmed. It is true that these improvements in investment alloca¬ 

tion would not have been adequate to guarantee sustained develop¬ 

ment unless a considerably larger volume of investment had been 

made. However, if the government had encouraged rather than 

frustrated private investment and if it had managed the resources 

at its own disposal more effectively it could have brought about 

a considerable rise in national saving and investment. Most im¬ 

portant of all, rapid and effectively managed economic growth 

would have generated a considerable increase in saving and in¬ 

vestment potential in its own right. 
The contrast between this idealized picture of the economic 

development Ceylon might have had during the first years of its 

independence and what actually happened is sobering. Despite the 

limited successes described in Chapter 6, the problems of the 

transitional economy which have been discussed in the present 
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chapter gradually came to dominate the economic scene. The 

fundamental failures in regard to the finance and allocation of 

investment led directly to the balance of payments crisis of the late 
fifties. 

EXTERNAL IMBALANCE 

In the context of the export economy, one can define excess 

aggregate demand as the amount by which the total volume of 

expenditures by the economy on local output and imports exceeds 

the economy’s supply capacity, i.e., its ability to satisfy this demand, 

either through domestic output for local use or through imports 

purchased out of export receipts. As a result of all the difficulties 

discussed in earlier sections of this chapter, the development of 

Ceylon’s economy during the 1950’s had a tendency to produce 

excess aggregate demand. It first appeared in 1952-53 as a result of 

the coincidence of the commodity slump with large expenditures 

out of the incomes that had been earned in the preceding boom. 

Not until 1956, however, did excess demand become a persistent 

feature of the economy (see Table 7-10). Then, based on the swell¬ 

ing consumption expenditures of the household sector and fed by 

the deficit finance of the government, it became the major prob¬ 

lem with which public policy had to cope. The failure to pro¬ 

vide adequate domestic saving and the shortcomings of the alloca¬ 

tion pattern of the investment which did take place limited the 

growth of the economy’s supply capacity, as did the unfavorable 

price trends which occurred in the export markets during the latter 

part of the decade. The government, faced with the necessity to 

hold this excess demand within safe limits or else accept the un¬ 

pleasant consequences, proved unequal to the challenge. 

The basic structure of the export economy assured that this 

growing excess of demand over the supply capacity of the economy 

tended to be expressed almost entirely in increased imports of the 

many kinds of consumer and producer goods for which the economy 

was still largely dependent on foreign suppliers. Rising domestic 

prices, coupled with some induced increases in local production of 

the demanded goods, which would have been a major result of 

excess aggregate demand in other economic environments, did not 

occur on any significant scale. Price levels in Ceylon, as in all ex¬ 

port economies, continued to be dominated by trends in world 

markets rather than by factors internal to the domestic economy.33 

13Only in the short run can local demand have much effect on the level of 
goods prices in an export economy. If, say, an unexpected surge takes place in 
local demand for some particular good, prices do rise, but this is purely a 

(Continued on next page) 



208 Ceylon: An Export Economy in Transition 

Thus no incentive for increased production was created by the 

excess demand situation. Instead, there were only serious foreign 

payments difficulties. 

The tendency for excess aggregate demand to arise during a 

period when attempts are being made to force the growth and 

diversification of an export economy is anything but surprising. 

Indeed, serious efforts to expand national output generally imply 

domestic investment in excess of domestic saving and hence excess 

aggregate demand. Financing this excess demand and the external 

deficit which it is likely to create is an essential part of the de¬ 

velopment problem and one which requires careful management. 

In Ceylon during the 1950’s it did not receive it. 

Within any export economy there are clearly defined limits to 

the amount of excess demand which can safely be tolerated. Excess 

demand expresses itself as a deficit in the goods and services ac¬ 

count of the balance of payments. It is a deficit in this account that 

is the likely, even unavoidable consequence of attempted develop¬ 

ment. What is intolerable, however, is a prolonged deficit in what 

might be called the basic balance of payments. The basic balance 

includes not only goods and services flows but also current trans¬ 

fers (the sum of these two, of course, is the current account bal¬ 

ance) and autonomous capital flows.14 Developing export economies 

short-run, disequilibrium phenomenon. In a matter of weeks or months in¬ 
creased imports will flow into the country to answer the rise in demand and 
prices will fall back to their previous level. In equilibrium, prices of imported 
goods are invariably equal to prices in the supplying countries, plus margins for 
shipping costs, import duties, and dealers’ costs and profits. Since goods which 
are both produced and consumed locally are relatively unimportant and are 
usually in close competition with imports, their prices, too, are decisively in¬ 
fluenced by world prices. Services, which often cannot be imported, are in a 
different position. It is possible in an export economy with restricted access to 
immigrant labor for wages to be driven up by either a general shortage of labor 
at going wages or by a shortage of some particular types of labor. If this occurs 
the reaction in the goods market is again primarily one of increased imports! 
not, m the long run, higher prices or increased local production. Ceylon during 
the period being studied generally had ample supplies of labor, even for most 
ot the specialized skills employed in the economy, so the latter situation did not 
arise (although it had upon occasion in the past). 

.. The concept of autonomous capital flow” represents an attempt to dis¬ 
tinguish between two types of items in the capital account of the balance of 
payments: (1) those which represent international capital flows occurring 
independent of the balance of current account items; and (2) those which 

represent means of financing current account deficits (or investing the proceeds 
of current account surpluses). The former category is taken here to consist of 
changes in long-term liabilities to foreigners, whether private or official All 

short-run capital movements are considered to be means of finance as are 

L2egs(cuSLrS'te"” 8" “SetS 0t the T <«*, long-maturity 
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are likely to have large current account deficits, for more than one 

reason. There is the buoyant goods and services demand already 

mentioned. In addition, since foreign entrepreneurship played a 

central role in the past development of the economy and is still 

likely to be a significant factor, the goods and services deficit is likely 

to be swelled by a substantial outflow of profits and interest paid 

abroad. Moreover, the historical legacy of immigrant labor is al¬ 

most certain to result in an additional large outflow of current 

transfers in the form of immigrant remittances. All things consid¬ 

ered, the current account deficit is likely to be large. Whether the 

probable deficits on goods and services and on current transfer pay¬ 

ments create a basic external deficit depends, of course, on the direc¬ 

tion and size of autonomous capital flows. While some current ac¬ 

count deficit is virtually inevitable it is to be hoped that a deficit in 

the basic balance of payments can be avoided, or, if it occurs, that it 

can be righted within a relatively short time. The ability of a coun¬ 

try to tolerate a basic balance of payments deficit depends upon the 

quantity of foreign assets it possesses which can be sold off to 

finance the deficit and on the facilities for short-term financing 

through the acceptance of its liabilities by foreigners it can un¬ 

cover, but it is in any case basically limited. Foreign asset accumula¬ 

tions, however large, are finite in quantity and the willingness of 

foreign businesses and governments (although not necessarily inter¬ 

national institutions) to provide short-term credits disappears 

quickly if an extended series of deficits is run. The developing coun¬ 

try is thus faced with the necessity to avoid basic deficits alto¬ 

gether, or, if it runs them at all, to see that they are safely elimi¬ 

nated, either by accelerated real output growth or by improved 

control over monetary outflows, well before the availability of 

financing runs out. 
It was thus almost inevitable that Ceylon was called upon to 

face the problem of external imbalance as its efforts to develop 

were intensified. That it failed to solve the problem and was eventu¬ 

ally forced to accept the bitter consequences of that failure was not 

inevitable. 
It is always difficult in a situation in which a country runs suc¬ 

cessive external deficits to isolate the particular item or items which 

“caused” the deficits. All parts of the balance of payments make 

their contributions. Even accounts which show credit balances may 

be to blame if their magnitudes are not so large as they could or 

should be. A brief item-by-item survey, however, will help to sug¬ 

gest the nature of the various contributions made to the worsening 

condition of Ceylon’s external accounts. 
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Table 7-11 presents the net position of the key categories of 

Ceylon’s balance of payments in the late forties and the fifties. It 

shows that up to the last four years of the period the island gen¬ 

erally ran a surplus on merchandise account, the only exception to 

this tendency being the postboom adjustment years of 1952 and 

1953. Against this merchandise surplus was usually credited a deficit 

on invisible items of varying but considerable size, as well as a 

steady net outflow of private remittances and immigrant transfers, 

which went mainly to India. This pattern, it can be presumed, was 

similar to the one which had prevailed for some decades; it can 

be judged to be a characteristic feature of the export economy. The 

fact that merchandise imports were kept at a level substantially 

lower than that of merchandise exports permitted large foreign 

remittances to be made out of profits and wages without creating 

any serious current account deficit. Ever since the end of the 

TABLE 7-11 

Selected Elements of the Balance of Payments, 1948-60* 

(Rs. Millions) 

-Current Account- 

Net Autono- Increase 
Mer- Surplus transfers mous in Other 

chandise on In- from Capital Basic Foreign Balancing 
Surplus visibles Abroad Overall Inflowf Balance! Assets§ Items|| 

1948. 94 
1949. 37 - 6 - 59 
1950. 239 - 33 - 69 
1951. 238 - 72 - 77 
1952. .... -297 - 45 -104 
1953. .... -138 25 - 45 
1954. 340 9 - 43 
1955. 415 - 31 - 61 
1956. 196 - 59 - 55 
1957. .... - 95 - 61 - 39 
1958. .... - 89 - 41 - 23 
1959. .... -183 - 13 - 12 
1960. .... -203 - 39 22 

24 51 
- 28 - 34 

137 - 26 111 169 - 58 
89 - 65 24 84 - 60 

-446 - 17 -463 -343 -120 
-158 - 22 -180 -233 53 

306 50 356 304 52 
323 - 42 281 285 - 4 

82 - 43 39 47 - 8 
-195 - 18 -213 -214 1 
-153 8 -145 -129 - 16 
-208 8 -200 -199 - 1 
-220 22 -198 -193 - 5 

Cumulative totals: 
1948-60. 554 
1950-60 . 423 -360 -506 

-447 
-443 -145 -588 

-405 
-422 -165 

Appendix)9 °therWiSe "0ted' 80Urce for aU items is the of payments (see Table A-57, 

sSS-SSSHSs—=; 
SPlU’ “■»**> —tar 0«»ow). 

|| A re^dual; consists of declines in short-term liabilities to foreigners, plus errors and ommiuioni. 
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period of sizable estate plantings, it is likely that a pattern much 

like this, with the current account approximately balanced, had 
been the rule. 

The balance of payments of the late 1940’s and early 1950’s did 

have one feature which was new, however. That was the steady 

net outflow of long-term capital which was taking place. This out¬ 

flow resulted primarily from sales of assets which had previously 

been foreign-owned to Ceylon nationals. Many tea and rubber 

estates and a wide variety of commercial establishments—news¬ 

papers, hotels, department stores, etc.-changed hands during these 

years. Capital outflows of this type, which were heaviest during 

the years 1950-52, were large enough to outweigh all the autono¬ 

mous capital inflows that the island received. As a result, the 

cumulative basic balance did not show any great surplus over the 

period ending in 1956, as did the merchandise account and even 

the overall current account balance. The nation was thus less well 

equipped than it might have been to withstand the really serious 

balance of payments pressures which developed after 1956. 

With the waning of the mid-decade tea prosperity the merchan¬ 

dise account swung into a state of persistent deficit. This was the 

period of large-scale demand creation. Almost the entire impact 

of the excess demand which resulted was felt in the external bal¬ 

ance. As the payments position worsened, increasingly stringent 

measures were taken by the government to arrest the deterioration. 

These measures primarily took the form of direct trade and ex¬ 

change controls and struck first at private remittances and capital 

repatriation, then increasingly at goods and services trade. The flow 

of current transfers out of the country was severely limited and the 

outward flow of private long-term investment, which had slowed 

down in the mid-fifties but had been revived by the election of the 

M.E.P. government in 1956, was virtually halted. The merchandise 

account, however, continued to deteriorate right up through the 

end of the decade. The cumulative basic deficit for the decade 

of the fifties, fed by cumulative deficits on invisibles, transfers, and 

autonomous capital, finally mounted to the sum of Rs. 588,000,000. 

There were two basic ways in which Ceylon could finance this 

enormous deficit. It could draw down its accumulated foreign 

assets or it could take on more short-term liabilities to foreigners. 

The extent to which the latter alternative was really open to it, 

of course, depended upon the willingness of foreigners to supply 

goods and services on receipt of such IOU’s. In fact, only in 1952 

did increasing foreign liabilities serve as an important means of 

financing the deficit. Over the rest of the period and particularly 
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during the uniformly deficit years of the late 1950’s the full brunt of 

financing fell upon the external assets. The level of the country’s 

foreign assets and the rate at which they were being dissipated thus 

served as the best indicators of how much excess demand was 

being financed through external deficits and how long this process 

could be continued. 

There is a sense in which the total value of foreign assets furn¬ 

ishes the best indication of the continued viability of an export 

economy. Regardless of what rate of economic growth is being 

achieved an export economy cannot continue to function in its 

familiar way with a deficit in its basic balance of payments. If a 

basic deficit is permitted to persist for too long a time total foreign 

assets will eventually be exhausted and there will be no means re¬ 

maining to finance further deficits. A sharp reduction of the import 

bill to a level which can be financed solely by the remaining items 

which go into the basic balance of payments will then become an 
absolute necessity. 

During the late 1950 s Ceylon’s economy entered a period in 

which there was indeed a strong and persistent tendency toward 

basic external imbalance. The growth of aggregate demand within 

the economy greatly increased import demand at the same time 

as the export booms which had periodically replenished the stock 

of foreign assets in the past ceased to recur. To restore external 

equilibrium in this new, less favorable environment it would have 

been necessary to restrict the flow of imports into the country to a 

level that could be financed without rapid rundowns of external 

assets through the application of much higher rates of import duty. 

A similar effect could have been achieved through the use of direct 

controls or rupee devaluation or some combination of these policy 

tools. Whichever policy instruments were chosen, two steps would 

have been required: (1) to recognize the new situation for what 

it was—a basic disequilibrium, not just a brief unfavorable episode 

in an essentially viable economic structure—and (2) to institute 

measures strong enough to regain basic balance. Neither of these 

steps was taken until, by the end of 1960, the country’s foreign 

assets had become so badly depleted (see Table 7-12) that the 
action required was drastic and painful in the extreme. 

As noted earlier, a timely application of direct or indirect con¬ 

trols over imports would also have formed part of a workable 

strategy for economic development. While a rationally designed 

protective duty structure would be rather different from a structure 

intended primarily to achieve external balance (the former would 

presumably give greatest protection to simple mass consumption 
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goods which could be produced easily and profitably in Ceylon, 

while the latter would emphasize the limitation of luxury and semi¬ 

luxury imports) there would nevertheless be considerable overlap. 

This protective side effect did in fact accompany the harsh controls 

imposed in and after 1960 but, because the government had waited 

too long to make a determined effort to act, stabilization became 

to some extent a goal which conflicted with development, rather 

than harmonizing with it, as it would have if imposed in a milder 

form at an earlier date. The controls instituted in the early 

sixties had an initial effect of stimulating the growth of production 

for the local market but because the external assets had been per¬ 

mitted to decline to precarious levels imports of intermediate and 

investment goods as well as consumption goods had to be tightly 

curtailed in time and much of the growth-promoting effect was lost 

(see Chapter 8). 

TABLE 7-12 

Foreign Assets, 1946-60* 

Year 

Foreign Assets, 
End of Year 
(Rs. 000,000) 

-Change in Assets- 
During Year Cumulated 

(Rs. 000,000) 

Assets in 
- Terms of 

Months of 
Importsf 

1946. . 1,210.3 - 49.6 - 49.6 20.9 

1947. . 947.3 -263.0 -312.6 11.8 
1948. . 997.9 50.6 -262.0 13.4 
1949. . 963.7 - 34.2 -296.2 11.3 

1950. . 1,132.9 169.2 -127.0 11.6 

1951. . 1,216.8 83.9 - 43.1 9.5 

1952. . 873.8 -343.0 -386.1 6.1 

1953. . 640.4 -233.4 -619.5 4.7 

1954. . 944.3 303.9 -315.6 8.2 

1955. . 1,228.8 284.5 -31.1 9.2 

1956. . 1,275.7 46.9 15.8 9.7 

1957. . 1,061.9 -213.8 -198.0 7.2 

1958. . 933.2 -128.7 -326.7 6.5 

1959. . 734.0 -199.2 -525.9 4.5 

1960. . 541.3 -192.7 -718.6 3.2 

^Source: Tables A-S6, A-S7, and A-60, Appendix. 
tlncludes merchandise imports only; taking account of invisible imports as well would lower 

all of these figures slightly. 

The impact of the fall in the external assets which took place 

throughout the fifties is forcefully demonstrated when one con¬ 

siders the fact that the burgeoning population and the slowly rising 

per capita income level were applying constant pressure to the im¬ 

port bill and continuously increasing the need of the country for 
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external reserves. In terms of the value of imports in the preceding 

year, Ceylon had on hand at the end of 1946 foreign assets equiva¬ 

lent to nearly 21 months’ purchases (see Table 7-12). At the top of 

the Korean boom, on the other hand, the figure reached not quite 

12 months. In 1954 it peaked again, but at less than ten. And by the 

end of 1960 it had fallen to just over three months and could not 

go much lower. 

CONCLUSION: WHERE CEYLON FAILED 

Having examined some of the successes of the attempt to acceler¬ 

ate the expansion of Ceylon’s economy after independence, as well 

as some of the problems that this effort created, and before going on 

to a discussion of the period since 1960, it is appropriate to ask 

where Ceylon failed. That the development effort was a failure, at 

least by some important criteria, cannot be denied. The violent and 

hasty imposition of severe import and exchange controls from De¬ 

cember, 1960 on, the hardships imposed on the island’s inhabitants 

since that time, and the deceleration of growth which has resulted 

all point to a fundamental failure of some kind. Where the develop¬ 

ment effort of the 1950’s fell short was not, as has been seen, in 

failing to provide a reasonably satisfactory rate of real output 

growth but in failing to deal adequately with the expenditure flows 

which took place as a natural consequence of this growth. The high 

consumption and import propensities in the private sector, the slug¬ 

gishness of public revenues, the shortcomings of public investment 

allocation, the failure to stimulate an adequate volume of private 

investment—none of these inadequacies were necessarily fatal to 

the continued smooth functioning of the economy. They all helped 

to reduce the rate of output growth that was attainable and they 

all contributed to the mounting balance of payments pressures but 

external equilibrium could have been achieved at the resulting 

lower growth rate had adequate public policies been enacted. The 

emergence of excess aggregate demand is normal in the develop¬ 

ment context but it makes a great deal of difference in what pro¬ 

portions current and capital expenditures respectively are being 

financed via external deficits. A higher growth rate could have been 

produced by converting more current expenditure to investment. 

But regardless of the investment ratio, it was absolutely essential 

that close attention be paid to the problem of external imbalance 

The disaster which overtook Ceylon in 1960 could have been averted 

only if the deficits in the basic balance of payments had been cor¬ 

rected well before the depletion of the foreign assets took place 

Some planned rundown of these assets from their high postwar 
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levels would have been defensible, of course, but once a prudent 

minimum level had been reached it would have become absolutely 

necessary to hold the growth of imports within limits consistent with 

basic balance in the external accounts, if not year by year at least 

over a series of three or four years. Since this was not done by 

choice during the late fifties it was forced on the government by 

necessity during the early sixties. Unfortunately, the fact that it 

was done some years later than it should have been done and by 

necessity rather than choice was to prove to be a crucial distinc¬ 
tion. 



Chapter 8 

The 1960’s and Beyond 

By the end of 1960 it had become completely impossible to main¬ 

tain the free flow of imports into Ceylon. Years of excess demand 

had led to the virtual disappearance of the country’s foreign assets. 

It had ceased to be possible to cover the balance of payments deficit 

by drawing down foreign assets. Loans from abroad did not come 

close to bridging the gap. Now there was no alternative left but to 

cut imports to a level which would be consistent with basic balance 

in the external accounts. This drastic course of action had to be 

taken without delay. The government, which had been fighting for 

balance of payments stability ever since the mid-fifties with the 

use of an array of direct and indirect controls on foreign trade and 

payments, now felt compelled to take major steps toward compre¬ 

hensive direct government control of all foreign transactions. 

Starting with the 1957/58 budget, the emphasis in import duty 

policy had gradually been turning away from revenue raising and 

toward protection of infant industries and attempted correction of 

the economy’s external imbalance. Throughout the late 1950’s in¬ 

creases in duty rates were employed in conjunction with increas¬ 

ingly stringent exchange control in an attempt to bring the volume 

of foreign payments under control. The 1957/58 budget cut import 

duties on capital equipment and raw materials, at the same time 

raising some consumer luxuries to a 100 percent duty rate. In the 

following year, luxury automobiles were hit with a virtually prohibi¬ 

tive tariff. Again in 19o9, there were duty reductions for materials, 

some increases to protect the final products of nascent local indus¬ 

tries, and further duty increases for cars, gasoline, and watches. 

Despite these attempts to improve the external balance of the econ¬ 

omy, the balance of payments position continued to deteriorate 

lapidly through 1959. The 1960 budget increased import duties 

once more. As in past years, cars, gasoline, liquor, and tobacco were 

prime targets for increased taxation. This was the ninth consecutive 

year of incieases in duty rates and the steadily rising tariff level 

was at last beginning to have some visible impact on the aggre- 

216 
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gate value of imports. Total merchandise imports, which had been 

rising almost continuously for six years, finally leveled off. The 

hoped-for recovery of exports failed to materialize, however; once 

again, a large deficit was run and the decline in external assets con¬ 
tinued unabated. 

Ceylon’s policy on import duties in the late 1950's was not suc¬ 

cessful in achieving what came to be its main goal, righting the 

increasingly precarious balance of payments. This is not to say 

that it would have been impossible to bring about balance of pay¬ 

ments stability through primary, or perhaps even sole, reliance on 

import taxation, rather than resorting to the comprehensive system 

of direct controls imposed in the early 1960’s. It is an axiom of 

economic policy that anything which can be achieved through 

direct controls can also be done through the application of taxes 

and subsidies of sufficient magnitudes. The failure of Ceylon’s duty 

rate policy was thus that the rate increases enacted were too little 

and too late to correct an imbalance as large as the one which 

actually developed. Had another export boom emerged unex¬ 

pectedly to restore the balance, as policy makers at the time must 

have wished, the crisis would have been solved—at least for the 

time being. A measure of the failure of the import duty policy to 

achieve its balance of payments goal is the relative success it en¬ 

joyed in revenue collection. Duties which keep out imports cannot 

collect revenue and the fact that receipts from import duties soared 

to over Rs. 400,000,000 a year shows that the goods were still flow¬ 

ing in abundance despite the high duties (some of these flows were 

speculative, based on the belief held by many traders that the 

situation was serious and that ample stocks should be obtained 

before more severe sanctions were imposed). Probably the basic fail¬ 

ing of Ceylon’s policy makers at this time was that they continued 

to think of balance of payments defense as a cyclical problem which 

could be counted upon not to persist for more than three or four 

years at a time. They failed to understand the strong economic, 

political, and demographic forces within the economy working for 

persistent deficits and thus underrated the need to bring imports 

under control and encourage more actively the restructuring of the 

economy. Taking advantage of hindsight, one can now surmise that 

even if there had been another export boom it would only have 

served to postpone the day of judgment, not to cancel its appear¬ 

ance. 

In January and August, 1961, the government finally took vigor¬ 

ous action. The measures taken included still more increases in im¬ 

port duties: a five percent surcharge was added to the general duty 
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and additional five percent increases were levied on a wide range 

of goods. More important, however, textiles, many food items, and 

a large number of manufactured goods were placed under quanti¬ 

tative import restriction for the first time. Several luxury items, 

notably automobiles and watches, were banned outright by the 

simple expedient of declaring that no more licenses would be issued 

for their importation. From now on, import duties were to be aban¬ 

doned as the chief tool of commercial policy and import and ex¬ 

change controls would come to play the dominant role. The 

framework for a system of state-managed foreign trade and pay¬ 

ments was established. Now all that remained to be done to create 

a completely government-controlled trading system was to extend 

these measures to a wider and wider variety of transactions and 

eventually to every type of dealing which enters into the balance 
of payments. 

Although the time span required for an adequate historical per¬ 

spective is lacking, it is quite possible that future economic his¬ 

torians will date the beginning of yet another phase in the develop¬ 

ment of Ceylon’s export economy from January 2, 1961. Like the 

economy of the immediate postwar years, the system now prevail¬ 

ing in Ceylon displays a considerable degree of continuity with the 

one which preceded it. Indeed, aside from the revolutionary changes 

in the availability of imports, the essential economic trends of the 

postwar decade and a half—population pressure, the stagnation of 

export receipts, the expansion of traditional agriculture, and the 

government s development effort—continued to be as evident during 

the sixties as they had been in the fifties. If the Ceylon government 

had been able to achieve external stability during the late fifties 

through a gradual, timely application of indirect and direct trade 

and payments controls, then the later period would have merged 

imp ere ep ably into the earlier. The failure to reconcile external bal¬ 

ance with the reasonably rapid economic growth of the 1950’s, how¬ 

ever, meant that in one vital sense a different economic environ¬ 

ment was created in 1961. From that time on into the foreseeable 

future, the nation’s economy would move ever farther away from 

the classical export economy model. The free international trade 

flows characteristic of the classical economy would be subject to 

increasingly tight control. The availability of imports would de¬ 

crease sharply. Emphasis on local production and import substitu¬ 

tion would necessarily rise. To the extent that domestic production 

could not make up for the drastically reduced supply of imports, liv¬ 

ing standards were likely to decline. Excess aggregate demand 

whose impact had formerly been felt almost exclusively in the bal- 
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ance of payments, would now be turned inward. Both industrializa¬ 

tion and price inflation would thus become real possibilities for the 

first time. On the other hand, import substituting industry, with a 

more than adequate market now available for its output, would 

begin to face increasingly strong supply-side constraints in the form 

of difficulties in obtaining necessary imported materials and equip¬ 

ment. But regardless of the degree of success achieved, it was to be 

a far different world from that of the classical export economy. 

SINCE 1960 

On the basis of its performance during its first four years of 

existence, the strengths and weaknesses of the controlled economy 

can be tentatively assessed. Hopefully, a fairly close examination 

of the experience of this short period will give some basis for 

guessing about what future transitions and how much economic 

growth are in store for Ceylon’s economy in the years to come. 

Unlike the import duty rate changes and milder forms of direct 

control which had been used in the late 1950’s, the stem measures 

taken in 1961 were strikingly effective in their initial task of con¬ 

trolling overall import volume. The physical quantity of imports, 

which by 1959 had risen to 145 percent of the 1953 level, was 

slashed by 20 percent as a result of these measures. To put this 

feat of economic control in perspective, one should bear in mind 

the inexorable pressures pushing imports up. In only one previous 

year since World War II (1953) had import volume failed to rise. 

Not only were the direct controls unprecedentedly effective in hold¬ 

ing down the overall volume of imports but they also succeeded in 

discriminating, according to a predetermined scale of priorities, 

among broad categories of imported goods, concentrating their re¬ 

strictive efforts on those deemed less essential to the national wel¬ 

fare. Food imports fell relatively little. Within the food category, 

a sharp distinction was made between staple foodstuffs on the one 

hand and luxury and semiluxury food and drink items on the other. 

Staples, which by this time were imported and sold largely by the 

government or by cooperative organizations, were little effected by 

the controls and continued to be imported in approximately their 

past volume. Canned goods, spirits, and other foods of the less es¬ 

sential type were put under severely limited quotas or banned out¬ 

right. Among other consumer goods, textiles had previously been 

subject to more controls than other consumer goods and were thus 

hit relatively lightly at this point (though textile supplies were 

tightly curtailed later, in 1963). It was consumer goods other than 

food and textiles which were most easily identified as nonessential 



220 Ceylon: An Export Economy in Transition 

imports and thus felt the full brunt of import restriction. As Table 

8-1 indicates, these goods as a class suffered a 70 percent drop in 

import volume from 1960 to 1962. Many luxury consumer goods 

which had once been imported in considerable quantities were now 

cut to zero. 

TABLE 8-1 

Import Volume and Structure, 1958-63* 

1958 1959 1960 1961 1962 1963 

(Rs. Millions) 

Imports (current prices)f. ■■■ 2,176 2,209 1,972 2,070 2,014 

Indexes (1958 = 100) 

Consumer goods. 100 112 111 83 78 65 
Food and drink. 100 111 104 96 90 85 
Textiles.,. 100 89 86 75 74 42 
Others. 100 129 148 49 45 25 

Intermediate goods. 100 121 121 118 131 124 

Investment goods. 100 131 117 102 116 93 

All imports. 100 116 113 91 92 79 

45°urce- Central Bank, Annual Report of the Monetary Board to the Minister of Finance for 1963. 
T These figures, which include both visible and invisible items, are derived from a new Central 

Bank senes which originates in 1959 and are not directly comparable with any earlier data. 

The drastic policy changes of 1961 brought about little immedi¬ 

ate impiovement in the balance of payments.1 Export volume rose 

by 4 percent in 1961 and a further 7 percent in 1962, then 

suffered a 3 percent decline in the following year. But export 

prices declined in both 1961 and 1962, leveling off in 1963. As a re¬ 

sult, expoit receipts did not rise. When invisible items are added in, 

export value followed a downward path, going from Rs. 1,796,000,- 

000 in 1960 to Rs. 1,725,000,000 in 1963. Through 1962, however, 

falling import prices kept the purchasing power of exports (income 

terms of trade) on the rise. With 1960 = 100, the income terms of 

trade worsened to 96 in 1961 but improved again to 106 in 1962, 

thus nearly keeping abreast of population growth. But in 1963 

prices of imported food and other consumer goods rose sharply 
and the income terms of trade index sank to 93. 

As a result of all these volume and price changes the current 

deficit m the balance of payments was reduced in size but not 

eliminated. It was brought down from Rs. 220,000,000 in 1960 to 

tralRlVTc °/ aU ,daUl 7 *is Paragraph and the following one is the Cen- 

for 1963 ’ ^ °f *** Monetan-> Board *> the Minister of 
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Rs. 94,000,000 in 1961, but crept back up to Rs. 144,000,000 in 1962 

and 146,000,000 in 1963. After a slump in 1961, there was a sig¬ 

nificant rise in autonomous capital inflows: from Rs. 11,000,000 in 

1961 to Rs. 38,000,000 in 1962 and Rs. 79,000,000 in 1963. These 

increased flows helped reduce the amount of further external financ¬ 

ing needed. Still, there remained a basic deficit to be covered 

somehow: Rs. 83,000,000 in 1961, Rs. 106,000,000 the next year, and 

Rs. 67,000,000 in 1963. Foreign assets could not fall much further 

(they did drop from Rs. 541,300,000 at the end of 1960 to Rs. 462,- 

300,000 at year-end 1963), so a rise in external liabilities, particu¬ 

larly two drawings from the International Monetary Fund, had to 

be used as the main means of financing the continuing deficit. In 

sum, while the rapid deterioration of the external accounts which 

had characterized the late fifties was arrested there was no re¬ 

versal of the earlier trend. Although production for export con¬ 

tinued to rise quite satisfactorily, declining prices in the world 

market kept export value from going up. And, despite the severity 

of the new controls and the fillip they gave to import-substituting 

local industry, imports were not reduced by a large enough amount 

to eliminate the deficit entirely. 
Meanwhile, the fiscal operations of the central government kept 

the economy brimming over with excess demand. The central gov¬ 

ernment deficit for 1960/61—Rs. 490,800,000—was the largest ever, 

breaking the 1959/60 record by some Rs. 40,000,000.2 Again in 

1961/62 a deficit of about Rs. 500,000,000 was run, while in the 

following year the size of the deficit was reduced by some Rs. 

50,000,000.3 The effect of these continuing large deficits on aggre¬ 

gate demand was moderated, however, by two key monetary 

phenomena. For one thing only a small proportion of the debt was 

monetized. The money supply rose at a relatively modest rate 

through 1962 (as defined in Table A-61, Appendix, it rose by 6.7 

percent in 1961 and 1.1 percent in 1962), then accelerated (11.4 

percent). Secondly, the public showed a striking willingness to 

hold onto currency, presumably on the assumption (which was 

without doubt irrationally optimistic) that while there were few 

goods available which were worth buying at current prices sup¬ 

plies would improve in the future and prices would fall. The bank 

debits tax, the prohibition in 1961 on the opening of new accounts 

2See Table A-67, Appendix. 
sThe data needed to make a precise comparison of the 1961/62 and 1962/63 

government deficits with deficits of earlier years were not available to the 
author at the time of this writing; the former deficit was, however, very close 
in size to the one run in 1960/61 and the latter was a bit smaller. 
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in foreign-owned banks by Ceylon nationals, and, worst of all, the 

fear that the government might freeze or even confiscate bank ac¬ 

counts created a move away from demand deposits and into cur¬ 

rency. Total demand deposits fell from 1960 through 1962 (Rs. 

588,900,000 at the end of 1960, 571,600,000 in 1961, and 565,600,- 

000 in 1962), then rose again in 1963 (Rs. 595,500,000). Currency 

in circulation, meanwhile, climbed steadily, from Rs. 595,300,000 

at year-end 1960 to 692,200,000 in 1961, 712,600,000 in 1962, and 

828,400,000 in 1963. The extent to which the public was using this 

currency as a store of value rather than to satisfy its current 

transactions needs is indicated by the rapid rise in the number of 

Rs. 100 bills outstanding. This denomination, the largest issued, is 

too big to be used in any but a very few transactions in Ceylon but 

is admirably suited for hoarding purposes. The value of Rs. 100 

notes issued shot up from Rs. 148,400,000 at the end of 1960 to Rs. 

211,900,000 by the end of 1961, then continued to climb briskly 

and was up to Rs. 275,300,000 by December, 1963. Of course, it 

was naive of people to believe that while the government could 

tamper with demand deposits it could not touch currency and to 

doubt that prices would continue to rise. The more sophisticated 

recognized the fallacy in this thinking and instead bought real 
property of various kinds.4 

For all of these reasons not so much price inflation as one might 

expect was created by the abrupt imposition of strong import con¬ 

trols. Of course, there was some upward pressure on prices. Just 

how much is hard to define. The official consumer price index, 

which is heavily weighted by subsidized and price-fixed items, had 

been rising at an annual rate of only 0.7 percent throughout the 

fifties; after 1960 its rate of climb accelerated a bit- to 13 

percent in 1961, 1.4 in 1962, and 2.4 in 1963.* Even allow¬ 

ing for the considerable understatement which is obviously inherent 

in this index the rate of increase of consumer prices in general was 

relatively moderate. Of course, many prices which were not in¬ 

cluded in the consumer price index, particularly those of consumer 

goods used mostly by the middle and upper income groups and 

The public as a whole had no choice, of course, but to hold the monev 
supply issued by the government and the banks (though it could alter the mo 
portions held in currency and bank deposits respectively) Those with infla 

'FB£Ll?tm;TM:tlReP°rt °f ,he M°ne“,v Board ,0 th“ 
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those suitable for use as a store of value, rose more rapidly. An 

illustrative case of this type was used-car prices, which doubled 

in the course of about two years. Prices of intermediate and invest¬ 

ment goods, the importation of which had been less severely cur¬ 

tailed, presumably rose less than those of consumer goods in gen¬ 

eral. How much inflation one says there has been since 1960 is 

thus clearly dependent upon the particular types of goods one wishes 

to price. And, even though price increases have perhaps not been so 

great as one might expect given the severity of the shortages which 

developed, an important step had been taken: the tie with world 

prices had been severed and there was now the possibility of an 

inflation of considerable magnitude. 

Price movements aside, the import controls surely brought about 

a stagnation, if not a decline, in real income levels. Different eco¬ 

nomic groups were affected in proportion to their previous con¬ 

sumption of imported goods. Thus the middle-class man suffered a 

very clear decline in real income, since even though he generally 

retained his former employment and received much the same money 

income as before many of the goods he had previously consumed 

were no longer available at any price and many others which were 

still available were subject to periodic shortages and greatly inflated 

prices. The ordinary man entered into a period of more modest 

austerity. While the prices of the necessities of life were held close 

to their past levels, many of the semiluxuries occasionally consumed 

by the average family had become unavailable or had risen steeply 

in price. During 1964 cloth was made subject to rationing. More¬ 

over, the ordinary workingman was more likely to have been af¬ 

fected by the rising level of unemployment and underemployment 

which seems to have ensued during the early sixties. While some 

new jobs were created in import-substituting industries, other sec¬ 

tors (wholesale and retail trade, especially the large import firms 

and department stores of Colombo) experienced sharp declines in 

employment. Meanwhile, the long-term pressure of population on 

capital and land resources continued unabated. Depending on how 

one reads the statistics, there was either a stagnation or a decline in 

the average level of real per capita consumption between 1959 and 

1963; certainly there was an unmistakable decline after I960.6 

“Using Central Bank aggregate consumption figures (Central Bank of Cey¬ 
lon, Annual Report of the Monetary Board to the Minister of Finance for 
1963, p. 27), the CPI as a deflator, and population estimates from the Regis¬ 
trar-General’s Department and from the 1963 Census, apparent consumption 
per capita in 1959 prices rose from Rs. 486 in 1959 to Rs. 513 in 1960. There¬ 
after, however, figures of Rs. 480 for 1961, Rs. 477 for 1962, and Rs. 482 for 
1963 were recorded. These data are doubtless biased^ upward to some extent, 

(Continued on next page) 
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While the declining level of per capita real consumption was the 

obvious negative side of the post-1960 changes in the economy, 

there was also a positive side: the diversification (though not neces¬ 

sarily the growth; see below) of national output was definitely ac¬ 

celerated. The abrupt choking off of imports of a wide range of 

goods upon which the middle class and, to a lesser extent, the 

ordinary man, had learned to rely created for the first time an ex¬ 

tremely attractive market for domestic manufacturers of the simpler 

consumer goods. There was a great flurry of new activity in these 

areas. Delays in obtaining tax concessions and import licenses for 

machinery and supplies and in clearing other bureaucratic details 

often hampered but did not prevent the rise of a host of small 

private manufacturers. As already noted, the new import controls 

were capable of distinguishing quite sharply among the various 

broad classes of imported goods. Until the balance of payments 

situation worsened still further in 1963-64, intermediate and invest¬ 

ment goods continued to flow into the country in even larger 

quantities than before the controls were imposed. At a lower level 

aggregation, however, the new controls were often arbitrary. 

Although they had proven to be an effective means of reducing the 

volume of imports and altering its structure, they did not solve the 

problem of allocating efficiently the available volume of producer- 

goods imports among promising entrepreneurs. Many local pro¬ 

ducers, especially new manufacturers of goods not previously made 

in Ceylon, encountered difficulties in obtaining permission to im¬ 

port the goods they required to set up or expand their operations. 

And after two years of direct controls on consumer goods imports 

had not brought about sufficient improvements in the balance of 

payments, the controls began to cut increasingly into imports of 

intermediate and investment goods. This is evident in the import 

figures for 1963 (Table 8-1) and became the occasion for loud com¬ 

plaint by many of the new manufacturers as the controls were 
tightened further in 1964. 

Despite their many faults, however, the controls did achieve one 

thing for which official policy had long striven with only slight 

success: a channeling of the proven abilities of the local entrepre¬ 

neurial class out of the old familiar lines-estate agriculture, real 

estate, and trade-and into manufacturing. Previously, entrepreneurs 
had been reluctant to enter manufacturing, but now they showed no 

since the downward-biased CPI is an inadequat^deflatOT^md the' "iQfi'l- 
liminary census count seems a bit low relative m +u ?• and the 1963 pre¬ 

years by the Registrar-General’s Department It kn f°r earlier 

capita consumption actually fell-perhaps considerably!(rom 1959 ,‘0P“ 
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tendency to be discouraged by the capital shortages, lack of skills 

and technical knowledge, inexperience, or other problems to which 

their former inactivity had long been ascribed. The products of these 

small manufacturers—jams, pickles, chocolates, shirts, pots and pans, 

and an almost endless list of similar consumer products—were often 

crude but they usually improved as time went by and some even 

succeeded in gaining the favor of a critical, import-coddled public. 

It is too soon to say just what effects the closing of the economy 

to so many imports will have on the overall rate of economic 

growth. In the early sixties the economy experienced growth rates 

TABLE 8-2 

Gross National Product and Main Components, 1959-63 

1959 1960 1961 1962 1963 

In Current Market Prices (Rs. 000,000)* 
Private consumption. 4,678 4,991 4,849 5,010 5,309 
Government consumption. 881 911 926 979 1,011 
Gross domestic fixed capital 
formation. 1,069 966 978 1,031 982 

Change in stocks. -11 -47 67 2 12 
Exports of goods and services. 2,016 2,011 1,907 1,966 1,914 
Imports of goods and services. 2,176 2,209 1,972 2,070 2,014 
Gross Domestic Product. 6,457 6,622 6,755 6,919 7,213 

Net factor income from abroad . -37 -44 -40 -47 -52 

Gross National Product. 6,420 6,578 6,715 6,872 7,161 

At Factor Cost of 1959 

Gross National Product (Rs. 
000,000 )t. 5,854 6,078 6,260 6,493 6,611 

GNP per capita (Rs.)|. 608 614 616 622 617 

Gross National Income (Rs. 
000,000 )§. 5,854 6,064 6,087 6,391 6,349 

GNI per capita (Rs.). 608 613 599 612 593 

Annual Growth Rates (Percent) 
Average 

1959- 1960- 1961 - 1962- 1959- 

1960 1961 1962 1963 1963 

GNP in current market prices.. . 2.5 2. 1 2.3 4.2 2.8 

GNP at 1959 factor cost. 3.8 3. 0 3.7 1.8 3.1 

Real GNP per capita. 1.0 0. 3 1.0 -0.8 0.4 

GNI at 1959 factor cost. 3.6 0 .4 5.0 -0.7 2.1 

Real GNI per capita. 0.8 -2 .3 2.2 -3.1 -0.6 

♦Source: Central Bank of Ceylon. Annual Report of the Monetary Board tcrthe Minister of Finance 

for 1963. pp. 25-26. 

tIbid., p. 33. 
{These and the other per capita figures are based on midyear population estimates which grow 

from 9.625.000 in 1959 to 10.712,000 in 1963. See ibid., p. 22. 
§Allows for changes in the terms of trade by deflating export value in current prices by the 

import price index rather than by export prices; see Table A-3, Appendix, and the last note at¬ 

tached to it. 
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which were noticeably lower than those of the fifties, but problems 

of transition and an unfavorable turn in export prices were at least 

partly to blame for this slackening of the rate of expansion. As Table 

8-2 shows, real output rose from 1959 through 1963 at a pace which 

was somewhat more rapid than the rate of population increase. But 

the growth rate was lower than the rate during the fifties-3.1 per¬ 

cent, as compared with about 4.0 for the preceding decade. And 

even though the volume of imports had been brought under con¬ 

trol the vagaries of world price movements continued to exercise 

a dominant power over Ceylon’s national welfare. Because of gen¬ 

erally falling export prices and the rise of import prices in 1963, 

the growth rate of Real National Income was forced down below 

population s growth rate. During the first four years of the sixties 

real GNI grew at a satisfactory rate only in 1960 and 1962 and 
averaged only 2.1 percent annually overall. 

TABLE 8-3 

Indexes of Industrial Production, 1958-62* 

(1952-56 = 100) 

1958 1959 1960 1961 

Mining and quarrying.. 53.3 73.0 101 0 87 1 
Manufacturing. 113.8 124.5 133 0 139 0 
Electricity. 140.7 157.5 174.4 185 0 
Industrial production.. 114.2 125.1 135.0 141.1 

1962 

86.8 
151.3 
202.3 
152.3 

, • °“rce:. TaWe A-41, Appendix; Development Division, Department of Indus- 

an n; r ‘S 3 d,‘|Stm<;t P0S3lblllty that increases in manufacturing output after I960 
arising from small-scale private activity are understated in this table (see footnote 

Despite generally falling world prices production of the leading 

export commodities was higher in most cases. Tea production 

swelled impressively, going from 413,000,000 pounds in 1959 all 

the way to 485,000,000 in 1963. Rubber output, responding to a 

price increase, rose to 218,000,000 pounds in 1960 (by reducing their 

mventones, dealers managed to export 235,000,000 pounds), slipped 

mf 96 ,.*eon rose again amid declining prices through 1963. Out¬ 

put m 1963 wa* 231:900,°00 P°unds but the average unit value 
f.o.b. was only R, 1.23 per pound. Coconut output was generally 

higher, too, partly m a belated response to 1959 export price in- 

creases which had since been reversed.? Total production for export 

1«g?£ &5Z1 Repo"0/ *• 
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was 13.0 percent higher in 1963 than it had been in 1959 but fall- 

ing prices converted this gain into a 1.8 percent fall in value terms.8 

In physical terms, production for domestic use appears to have 

grown at much the same rate as output for export; official data 

give the 1959-63 increase as 13.1 percent.9 Paddy output and yield 

continued their strong upward trends, even though interrupted by 

bad years in 1961 and 1963; gross output rose by 34.8 percent from 

1959 to 1963.10 Industrial production was also growing at a good 

pace, but it was still too small a proportion of national output to 

influence the overall growth rate very much.* 11 

THE FUTURE 

Any attempt to discover the fundamental meaning of Ceylon’s 

economic experience in the brief period since the government 

began to build up its system of comprehensive import controls 

must necessarily develop into a consideration of what the future 

holds in store for Ceylon. It has been contended here that the 

growth experience of 1946-60 was essentially different from that of 

the preceding hundred years as a result of basic changes which 

took place in the economic environment, especially during the 

1940’s. Many of the opportunities open to the economy in the years 

to come will be the same as it had (but did not always exploit 

successfully) in the recent past. Most of the familiar problems will 

remain, too; some may worsen steadily. To some extent, however, 

the environment for economic growth in the 1960’s is rather differ¬ 

ent from that of the 1950’s. 

There is reason to believe that tight import control has become 

a permanent feature of Ceylon’s economy. Both exchange control 

BIbid, pp. 23, 33. 
*Ibid. 
10Ibid, p. 35 
11Did the growth of industrial production accelerate markedly after 1960? 

The evidence on this question is contradictory. The data in Table 8-3 indicate 
that output continued to rise at roughly the same rate as in the late fifties 
(which was higher than that of earlier years) but did not accelerate. Casual 
observation suggests that these figures must understate the rises of the early 
sixties. Furthermore, annual surveys made by the Central Bank conclude that 
the value of industrial output rose by 5.8 percent in 1961, 17.0 percent in 
1962, and 11.3 percent in 1963 (Central Bank of Ceylon, Annual Report of 
the Monetary Board to the Minister of Finance for 1963, p. 117). These are 
current-value figures, so they no doubt reflect a certain amount of price infla¬ 
tion. Moreover, there is reason to suspect that the coverage of the survey has 
improved considerably over the years, creating a further upward bias. The Cen¬ 
tral Bank data thus appear to be even harder to interpret than those of the 
Development Division. All that can be concluded with safety is that industrial 
production rose rapidly between 1960 and 1963, as fast as in the preceding 
period or perhaps somewhat faster. 
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and import control have gradually been tightened since their initial 
stiffening in 1961. During 1962, for instance, the percentage of total 
imports which were subject to individual licensing was raised from 
17 percent to 48 percent of the 1961 import bill; by the end of 1963 
coverage had been extended to 60 percent.12 Although these con¬ 
trols may conceivably be partially relaxed in the years to come, it 
does seem likely that Ceylon will never again in the foreseeable 
future be open to the free flows of imports which it enjoyed during 
more than a century of modern economic development. True, if 
another export boom similar to that of the early fifties were to de¬ 
velop there would doubtless be some easing of the controls once 
more, but such an occurrence could only be a temporary reversal 
of the trend. The long-term forces working against the restoration 
of external balance at reasonably low import duty rates are too 
great. They would soon serve to reestablish the tendencies noted 
throughout the 1950’s. Ceylon’s rising population, coupled with the 
slowness of the increase in export production and the unfavorable 
trend of export prices, make it extremely unlikely that plantation 
agriculture will ever again generate enough export receipts to 
finance all the import needs of the island’s population. In any case, 
to think in terms of another export boom is to indulge in fantasy. 
Predicted world price trends for all of Ceylon’s major traditional 
exports are downward. The more likely course of events is that it 
will be necessary to exercise tight control over the flow of imports 
into Ceylon indefinitely. 

This probable continuation of strict import control is what is 
likely to distinguish the 1960’s (and very probably a considerable 
period beyond the present decade) from the 1950’s. The import 
restrictions will have effects on consumption and on production 
within Ceylon. On the consumption side, it is safe to predict that 
the controls will continue to deprive Ceylon’s citizens, especially 
the middle and upper income groups, of the wide range of foreign 
goods which they had become accustomed to consume as the main 
benefit of international trade and the global division of labor 
Depending on the outcome of events within Ceylon and in world 
markets consumer austerity may tighten or loosen slightly in the 
tuture but the consumption standards of the fifties will not be 

1S in ft °i 1961 imports; as a Percentage of 1962 or 1963 imports 
the figures would be lower, since by this time the structure of imports was 
changing in response to the controls themselves. See Central Bank of Cevlon 

") fnTi?63lf52T6tarV ^ °f ^ ^ °f 
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restored until a new period of rapid output growth has been 

inaugurated. On the production side, the main effect of import con¬ 

trol will continue to be the encouragement of output diversifica¬ 

tion through the creation of a sellers’ market for consumer goods, 

industrial and agricultural. At the same time, extremely severe or 

inefficiently administered import control can make the satisfaction 

of this new demand for local output difficult by creating shortages 

of producer goods. Whether in the net the growth rate of local pro¬ 

duction for domestic use will be enhanced or reduced is hard to say. 

Demand pulls one way, supply the other. 

In general, the growth of Ceylon’s economy in the future will 

depend on two broad types of factors: the scope of unexploited 

technical possibilities for output expansion remaining in the econ¬ 

omy and the extent to which private economic action and public 

policy succeed in realizing these potentials. As in the past, the 

potentials are very great; the limiting factor is sure to be the human 

ingenuity required to exploit them. A brief review of the situation 

with regard to Ceylonese agriculture, industry, and economic growth 

in general should serve to highlight the critical factors upon which 

successful future development within the present economic struc¬ 

ture will depend. 

Unless starved of necessary materials and equipment, industry 

in Ceylon is almost certain to grow more rapidly in the sixties than 

it did in the fifties. In other broad sectors of the economy, the 

potentials for output growth remain much what they have been in 

the recent past. As already noted, the situation in the export sector 

varies sharply among the three leading industries. Despite the fail¬ 

ure of government attempts to initiate wholesale replanting, grad¬ 

ual improvements in tea technology have continued to raise output 

at a satisfactory pace (better than four percent a year, 1959-1963). 

Still, yield gaps between the best-managed plots and the worst re¬ 

main very large and the room for productivity growth is far from ex¬ 

hausted. Tea prices, however, are if anything weaker than they 

were in the 1950’s. The main growth in world consumption is in 

the Middle East, where the demand is largely for low-quality tea. 

If Ceylon sells increasing proportions of its output in this market, 

as seems likely to occur as an increasing share of Ceylon exports 

come under bilateral trading arrangements, it will do so only at the 

cost of a decline in unit value. The demand for high-quality teas, 

Ceylon’s traditional specialty, centers in the high-income Common- 

weath countries and will grow very slowly, if at all (beverage 

preferences in some of these countries, e.g., Australia, are turning 
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from tea to coffee.) In summation tea will remain in the future 

what it has been in the recent past: a steady and reliable but not 

very dynamically growing source of export receipts. 

Ceylon rubber in recent years has become something of an 

enigma. Despite enthusiastic and widespread replanting, output 

has grown relatively slowly. Since a long-term price decline is ex¬ 

pected, industry efficiency is at a premium; only highly efficient 

producers will be able to expand or at least maintain export receipts 

by increasing output fast enough to compensate for price declines. 

But by the end of 1964, despite the fact that political instability in 

Southeast Asia had held prices at higher levels than had been an¬ 

ticipated earlier, Ceylon’s output had stagnated and loud complaints 

were being heard from the industry about the depressed state of 

the world market. Why the replanting program had not lowered 

costs to the point where large output increases became profitable, 

even at the low prices of the sixties, was not at all clear. 

The position of the coconut industry is the least promising of 

all. The industry continues to contain a high proportion of senile 

trees, with replanting proceeding at too slow a pace to bring about 

any great change in the situation. Domestic consumption continues 

to rise, cutting into the exportable surplus. World prices for copra 

and coconut oil, responding to the worldwide surplus of oils and 

oilseeds, are following a declining trend. All in all, it seems in¬ 

evitable that coconut products will provide a progressively smaller 
share of Ceylon’s export earnings in the future. 

The overall prospect for Ceylon exports, then, is not bright. No 

minor export products appear to be in a position for substantial 

growth, so the total export prospect remains overwhelmingly de¬ 

pendent on the position of the three main crops. A summation of 

their piospects shows that only if tea continues to perform satis¬ 

factorily and if rubber output picks up (it may, since the unim¬ 

pressive performance of 1963 has been ascribed to an excess of rain- 

all)1' can total export proceeds be expected to rise significantly 

m the years to come. A repetition of the experience of the 1950’s 

when total export receipts rose at an annual rate of just over two 

percent, is probably about the best that can be hoped for. Under 

the least favorable circumstances imaginable, Ceylon’s export pro¬ 

ceeds could follow the example of Indonesia’s and decline abso¬ 

lutely over time. Which outcome, or what intermediate case 

emerges depends on what happens to the basic political environ- 

ment and on the ability of Policy makers to exploit the consider- 

116-117.EaStem Econnmic ^view 1965 Yearbook (Hong Kong, 1964), pp. 
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able potentials for output increases which still remain in Ceylon’s 
export industries. 

Potential production gains in agricultural production for domes¬ 

tic consumption are even more impressive. If the analysis of Chap¬ 

ter 6 is correct and the considerable rises in paddy production 

which took place during the 1950’s were mainly a response to the 

price incentive offered by the GPS, made with increased fertilizer 

application but with little further modification of technique, and 

not primarily a result of the government’s campaign to improve 

methods of production by a number of devices, then the potential 

for increased rice production is very great indeed. No one can 

doubt that the possible effects on output of the Japanese method, 

land reform, crop insurance, and other aspects of the government 

program are considerable. From World War II to the present, aver¬ 

age paddy yields have risen from approximately 25 bushels per 

acre to over 35. This is an impressive gain, but when a comparison 

is made with the average yield in Japan, roughly 100 bushels an 

acre, it is evident that the room for further intensification of paddy 

cultivation is even greater than the historical increase. While a 

great number of technical considerations would go to determine 

whether an average yield of 100 bushels an acre is a technical possi¬ 

bility in Ceylon or not, the data on improved cultivation practices 

(Table 6-15, Chapter 6) make it clear that the spread of methods 

used on the best-farmed plots to all paddy land would have revolu¬ 

tionary consequences. The possibility of increasing the degree of 

self-sufficiency and diminishing the need for rice imports is thus 

great. From the late forties to the early sixties the growth of domes¬ 

tic paddy production was fast enough to offset the rapid rise of rice 

consumption and decrease slightly the relative dependence on im¬ 

ports, from about 55 percent to 45. But even the latter percentage 

must be regarded as extremely high when one considers the staple 

position of rice in the Ceylonese diet, the inevitably rapid growth 

of consumption needs as population rises, the slow increase in the 

availability of foreign receipts out of which to buy imported rice, 

and the enormous opportunity cost of using these receipts to buy 

food rather than producer goods. The reduction of this percentage 

would have to be an important part of any campaign to restructure 

Ceylon’s import bill and bring about a further relative shift from 

consumer to producer goods. With luxury consumer goods imports 

now cut to the bone, rice has become an increasingly important 

part of total imports (about 15 percent in the early 1960’s). 

For peasant crops other than paddy, the chances of sizable in¬ 

creases in output are similarly good on technical grounds, ultimately, 
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perhaps, even better, since attention has been focused mainly on 

paddy so far. What any progress in increasing peasant agricultural 

output depends on is a continuation of active government encour¬ 

agement (especially increased success in providing extension ser¬ 

vices and in creating an appropriate legal framework), plus the 

availability of pure-line seed, fertilizers, and other material re¬ 

quisites of improved cultivation practices. 

Throughout Ceylon agriculture, in fact, technical production 

possibilities are still far in excess of actual current output. In the 

future as in the recent past, output gains must come almost entirely 

from improved per acre yields. But in none of the major crops— 

tea, rubber, coconut, or rice—does an ultimate doubling of current 

per acre yields seem out of the question. Moreover, such yield levels 

could probably be reached simply by the application of currently 

known techniques to all of Ceylon’s present acreage. The additional 

benefits which could be derived from further technological advance 

are impossible to imagine. As in the past, however, actual produc¬ 

tion will inevitably continue to lag far behind maximum physical 

possibilities. Not all possible production increases are economic in 

the sense of repaying their cost. But many economic increases are 

not in fact realized because of producer inertia and ignorance. 

Obviously, it is the speed with which public policy succeeds in 

overcoming these latter obstacles that will primarily determine 
how fast agricultural output will grow. 

Looked at from an aggregate rather than a sectoral viewpoint, 

the main problem of Ceylonese economic growth appears to be 

the same as it was during the fifties: the difficulty of developing a 

large enough volume of saving and investment to produce really 

rapid output growth. Indeed, this problem is likely to be more 

severe in the future than it was in the recent past. The pressure of 

population growth, causing increments in national income to be 

used for consumption rather than investment purposes, shows no 

sign of abating, since the rate of population growth itself shows 

none. The main source of domestic saving in the past, surpluses 

growing out of export prosperity, will continue to be available in 

the future, but now, with consumption standards depressed below 

the customaiy levels of the past, consumers will feel more inclined 

than evei to spend increases in their incomes on consumer goods 

and if export receipts rise significantly the government will be 

under severe pressure to ease import restrictions and let consump¬ 

tion of imported goods rise. The position in regard to capital in¬ 

flows is not likely to be radically different-although private inflows 

may well be smaller and intergovernment flows larger than in the 
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past—so investment finance will remain largely dependent upon 

domestic saving. To increase domestic saving significantly, a really 

severe domestic austerity will now be required, as compared with 

the modest braking of the growth of private and public consump¬ 

tion expenditures which would have accomplished this aim in the 

periods of export prosperity during the 1950’s. With memories of 

higher past consumption levels still fresh and resentment of even 

the present degree of austerity strong, public consent to still larger 

sacrifices, unless impossible to avoid or very convincingly justified, 

is unlikely to be forthcoming. The prospect for substantially in¬ 

creased domestic saving and investment is thus not bright. 

The problem of finding employment for the labor force which 

is likely to emerge in the coming years will probably be even more 

difficult to solve than the problem of raising per capita income, to 

which, of course, it is closely related. The natural consequences of 

past demographic trends, abetted perhaps by a slowing down of 

the spread of education as bottlenecks in the provision of educa¬ 

tional facilities grow worse, will gradually raise the rate of growth 

of the labor force from the 2.2 percent annual rate of the fifties 

toward the population growth rate of about 2.6 percent. By 1970, 

unless there is an unexpectedly sharp decline in the birth rate, 

Ceylon will have a population of close to 13,000,000 persons and a 

labor force of perhaps 4,500,000. Even very rapid growth of indus¬ 

trial output will absorb very little additional labor. The govern¬ 

ment plants built so far have been highly capital-intensive (see 

Table A-70, Appendix) and the ones under construction or being 

contemplated at the present writing—steel, tires and tubes, grain 

milling, and fertilizers—are even more so. The type of small-scale 

private industry which has proliferated since 1960 is less capital- 

intensive but it will provide employment for only a tiny fraction of 

the available labor. Perhaps with increases in the prices of imported 

factors of production relative to domestic factors private firms 

will be induced to use more labor-intensive methods than they 

otherwise would. Even using high projections of industrial output, 

however, it is clear that the main burden of providing jobs for 

new workers will continue to fall, as it did in the fifties, on the 

agricultural and service sectors, where relatively unproductive uses 

of labor resources will continue to provide an alternative to com¬ 

plete inactivity. Even here, however, Ceylon’s rapidly rising edu¬ 

cational level will pose a serious problem. Increasing education 

means that many new entrants to the labor force rule out employ¬ 

ment in virtually all of agriculture and much of the service sector 

as unbefitting to their social and intellectual level. Outside of indus- 
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try, the only jobs open to their consideration are thus professional 

and clerical service occupations. It is hard to say which aspect of 

the unemployment problem is more forbidding: the aggregate 

problem of finding jobs for some 100,000 new workers annually or 

the difficulty of obtaining suitable employment for the much smaller 

but growing number issuing forth from the Ceylonese educational 

system each year.14 

Is concentration on production for the local market a blind 

alley for Ceylon? Is not its relative factor endowment still better 

suited for specialized export production and does not a reorientation 

of production toward the home market offer only the prospect of 

a particularly inefficient form of autarky? There are two major 

limitations to the industrialization of Ceylon: lack of almost all of 

the raw material inputs needed for modern industry except hydro¬ 

electric power15 and the smallness of the present national market 

for most finished goods. The former consideration dictates that in¬ 

dustry must be based either on processing local agricultural raw 

materials or on imported materials. There is some possibility (al¬ 

ready being explored) of extending the processing of Ceylon’s tra¬ 

ditional export crops further: e.g., by manufacturing “instant” tea 

from green leaf or by producing automobile tires. Aside from these 

possibilities, which are obviously quite limited, and unless large-scale 

production of some agricultural raw material which has not been 

a major product of Ceylon in the past—such as cotton or sugar, both 

of which have been tried with scant success—can be developed, the 

main reliance will have to be put on imported raw materials. This 

is a serious limitation, but not necessarily a fatal one, as the Japa¬ 
nese and Hong Kong success stories show. 

The barrier posed by the smallness of the national market may 

“One’s enthusiasm for rapid educational expansion in a country like Ceylon 
must be qualified by an awareness of the costs of misdirected or premature 
education. It is common for a growing educational system in such a country 
to continue to concentrate its attention on the traditional academic-type educa¬ 
tion which had previously been provided in small quantities for the elite, rather 
than changing oyer to the more technically oriented mass education that is 
needed by a modernizing economy. This creates a supply of graduates that is 
badly out of line with available employment opportunities. In Ceylon, educa- 
tion expanded so fast relative to the growth and diversification of the economy 
that by the late fifties there came to be an excess supply of almost all types of 
trained labor. Aside from tying up resources in educational plant which might 
have been used more productively elsewhere, this kind of imbalanced and 
overly ambitious educational expansion creates a serious political problem by 
continually adding to the numbers of frustrated, underemployed or unemployed 
but articulate persons in the society. pmyeu, 

1Q;^yl0n has ^ mineral wealth; there are some iron deposits but as of 
1966 these seemed to be of no commercial value. 
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be a more difficult one to overcome. In part, the growth of income 

and population will solve this problem over time by enlarging the 

national market. But at no conceivable level of per capita income 

will Ceylon be able to support an efficient automobile-producing 

operation, for example. This is an extreme case, but it is true that 

the list of goods for which a substitution of local production for 

imports can be made quickly and easily will very soon be ex¬ 

hausted. The smallness of Ceylon’s population and the still low 

per capita income level place a fairly definite limit on the number 

of commodities which can be produced in Ceylon purely for the 

local market now or in the immediate future without an enormous 

sacrifice of efficiency. Almost immediately, then, economic policy 

will be faced with three alternatives: to be satisfied with the degree 

of industrialization already achieved, to press on regardless with 

increasingly inefficient plants requiring ever-increasing degrees of 

subsidization, or to seek foreign markets for industrial exports, pre¬ 

sumably in countries which are trying to bring about a similar 

change in the structure of their own economies and are similarly 

penalizing or excluding foreign competition. The first two altern¬ 

atives are unacceptable. The chances for a reasonably efficient in¬ 

dustrial sector depend on Ceylon’s being able to escape from the 

autarkic pattern they imply and enter into international trade in 

manufactures. Such trade will probably not be possible along con¬ 

ventional, multilateral lines. It may be conducted through bilateral 

barter agreements of the kind which the Ceylon government con¬ 

cluded with various Communist-bloc and underdeveloped countries 

during the late fifties and early sixties.16 A far better solution would 

be through some sort of multilateral regional trade and cooperative 

development system, which would seek to stimulate trade and 

rationalize the pattern of investment over a broad segment of un¬ 

derdeveloped Asia. Unfortunately, no real prospect that this kind 

of arrangement would emerge was visible during the mid-sixties. 

All in all, the obstacles to full-scale industrial development in Cey¬ 

lon are formidable, though certainly not altogether insurmountable. 

In the final analysis, it behooves the author of a strictly economic 

work such as this to refrain from making any unqualified predic¬ 

tions about future economic growth in Ceylon. Certainly the im¬ 

mediate economic prospects for significant improvement in the ma¬ 

terial welfare of the island’s people are far less good than those 

existing at the granting of independence 17 years ago. It is the 

failure of economic policy makers to recognize and adjust to the 

“During 1964 Ceylon began exporting auto batteries to Burma, which repre¬ 

sented a very modest beginning in the exportation of manufactures. 
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profound changes in economic environment which took place over 

a period of time but were especially conspicuous during the 1940’s 

that is largely to blame for the dissipation of the earlier oppor¬ 

tunities and the deterioration of Ceylon’s prospects. By failing to 

create a rapidly expanding yet externally balanced transitional 

economy they brought on the forced structural changes of the early 

sixties and the recent declines in consumption standards. Still, vir¬ 

tually all of the technical possibilities for output growth which were 

available to Ceylon in 1948 remain open to it today. The type of 

development strategy which could have dealt successfully with 

the challenges of the fifties can still be implemented, although the 

resources with which to effect it are sadly depleted now. This means 

that the sacrifices which the population will have to bear if rapid 

growth is to be achieved are at present considerably greater than 

those which would have produced the same result 10 or 15 years 

ago. Yet because predicting future economic growth in Ceylon is 

less a matter of defining economic potentials than of assessing 

human ability to realize those potentials it becomes impossible for 

the economist to say just what the future holds. To comprehend 

fully why Ceylon’s technical potentials were not more completely 

realized in the recent past and predict whether they are likely to 

be in the future, one would have to possess a full understanding 

of all the factors guiding the evolution of Ceylonese society- 

psychological, sociological, and political as well as economic. And 

that clearly goes far beyond the chosen range of this volume. From 

the historical perspective of 120 years of modern Ceylonese eco¬ 

nomic development, only one thing is certain: the search for an 

economic system that will provide a politically acceptable and eco¬ 

nomically viable replacement for the classical export economy will 
continue. 
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A. INTRODUCTION 

This Appendix is designed to serve two purposes. One is to give, 

in greater detail and with more careful annotation as to sources 

and reliability, some of the most important statistics cited in the 

text of this monograph. The second is to provide a source of 

economic data which can be mined by future students of Ceylon’s 

economy and by those interested in economic development in a 

broader focus. With this latter intent in mind, the range and 

quantity of data included in the Appendix go far beyond the 

statistical input requirements of the text. The usefulness of this 

Appendix as a source of information for others is enhanced by the 

fact that as far as possible its format has been rendered comparable 

with the similar appendixes to be found in all the country analysis 

monographs produced by the Economic Growth Center at Yale 

University. In time, this will mean that if an investigator wishes to 

compare any one of dozens of economic series in, say, Ceylon, 

Ghana, and Greece (the Center plans to complete 25 to 30 of these 

studies in all) he can do so with the assurance that considerable 

effort has been expended in trying to make the series genuinely 

comparable.1 It is the Center’s hope that this will turn out to be a 

major contribution to the advancement of the empirical study of 

economic development in general. 
There are three substantive parts to this Appendix. The first two 

deal with special topics relative to the post-World War II period 

for which detailed consideration of statistical materials seems es¬ 

pecially important: national economic accounts and trends in labor 

supply and use. The third consists of a wide range of basic his¬ 

torical series of economic data. Each of the three parts contains 

critical comments and descriptions of sources and methods as well 

as the tables themselves. 

B. NATIONAL ACCOUNTS 

1. Introduction 

The development of national accounting in Ceylon began in 

1947, when B. B. Das Gupta published a set of national income 

Tor an exposition of the terms of reference within which the data-gathering 
and data-evaluating aspects of the Country Analysis Program are being carried 
out, see Economic Growth Center at Yale University, A System of National Eco¬ 
nomic Accounts and Historical Data (New Haven, Connecticut, 1964). 
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estimates as an appendix to the Report of the Commission on Social 

Services.2 His pioneering work covered the years 1937, 1938, 1942, 

1943, and 1944. It is no longer necessary for a student of the subject 

to concern himself directly with the Das Gupta estimates. In 1952 a 

standardized system of accounts computation emerged which, 

though influenced by Das Gupta’s work, differed from it in many 

ways. The new system, which was formulated by the then Director 

of Census and Statistics, K. Williams, was immediately enthroned 

as the official national accounting system, which it has remained to 

the present day.3 Recently, the Census and Statistics Department 

(which will be informally cited here as CSD) prepared revised 

estimates going back through 1947 on Williams’ method, with 

an additional total for 1938.4 Moreover, private estimates which 

follow closely Williams’ methodology extend back to 1926.5 For 

continuity over a considerable period of time Williams’ system 
is unrivaled. 

When judged by other standards, though, the official accounts 

leave much to be desired. This will become clear in the exposition 

and critique which follows. The system of definitions and measure¬ 

ment techniques used was well designed to suit the economic struc¬ 

ture and data problems existing in Ceylon at the time but economic 

change is rendering it obsolete and, in any case, it fails in many 

ways to meet modern international standards, as defined, for in¬ 

stance, by the Statistical Office of the United Nations.6 Thus, 

Williams’ system, which was preserved intact for more than a 

decade, is now giving way to revisions. Later parts of this essay 
will discuss the revisions made so far (and more are sure to come) 

which have derived from two sources: (1) the Central Bank of 

Ceylon (CBC) has, in its Annual Reports of 1958 and succeeding 

years, improved estimation procedures in several areas and also 

provided first estimates of magnitudes which do not feature in 

Williams’ system and (2) the Census and Statistics Department i: 

responding to the annual “National Accounts Questionnaire” sen 
ai i f- 7 4-B /-i T TXT Cl„ L * _* _ _ l a'a m i 

(Series F, No. 8, New York, 1955). 
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cepted international practice. Finally, the accounts formulated by 

the present writer to fit into the Economic Growth Center’s inte¬ 

grated system (see Tables A-2 through A-8) are based on the UN 

figures but deviate from them in several instances, in adding items 

which should be a part of the UN accounts but have not been in¬ 

cluded for Ceylon to date and by providing finer breakdowns in 

some areas than have been presented so far. 

Thus four different accounts systems are used at some time in 

this monograph: Williams’ system (because of its continuity), 

the CBC revisions (for the first light they throw on areas not 

previously illuminated), the UN accounts (for their closer con¬ 

formance to world standards), and the revised UN figures of the 

Center integrated accounts (for, hopefully, a new high in com¬ 

prehensiveness and international standardization). To use each of 

these systems intelligently and to be able to distinguish actual 

changes in economic aggregates from purely statistical phenomena 

which arise from the quirks of each particular accounting system, 

it is necessary to have some understanding of the makeup and weak¬ 

nesses of each. Promoting that understanding is the goal of this 
essay. 

2. Williams’ (CSD) System 

Since Williams’ system is Ceylon’s official system of national 

accounting and since it is the parent schema from which all later 

accounting frameworks have been derived, it is worth outlining and 
criticizing in some detail.7 

Two definitionally identical aggregates are generated by Wil¬ 

liams’ scheme. Its author titled them Gross National Product 

(GNP) and Gross National Expenditure (GNE), but they do not 

correspond to the generally accepted definitions of these terms. 

The conversion to the commoner definitions is, however, simple. 

Both GNP and GNE are valued at factor cost, but the addi¬ 

tion of indirect taxes net of subsidies puts them on a market price 

valuation basis. Both include income earned abroad gross, not 

net, of income paid out to foreigners and thus correspond neither 

to Gross National Product nor to Gross Domestic Product (GDP) 

in the accepted definitions, but produce a total which in the case 

of Ceylon is higher than either of these. There are also some less 

important deviations from standard practices. 

Gross National Product is the sum of ten separately computed 

items. 

’However, readers who are not interested in the item-by-item description 
and critique may skip the next few pages and turn to page 249. 



240 Ceylon: An Export Economy in Transition 

1. Domestic Exports. Total value of domestic exports as given 

in the Customs Returns minus 50 percent of the value of fertilizer 

imports and 100 percent of total imports of tea chests and acetic 

and formic acid, all of which are assumed to have been used as 

inputs in the production of domestic exports. This quantity is the 

net value (or a bit more than the net value, since the list of im¬ 

ported raw materials which has been netted out is not complete) of 

Ceylon’s domestic exports, consisting mainly of agricultural output 

but also including a smattering of mined or manufactured items, 

as well as some value added by the industrial processing of agri¬ 

cultural exports. For all items, distribution costs incurred before 

TABLE A-l 

Ceylon’s Official (Williams) National Accounts, 1938-60* 

(Current Prices, Rs. Millions) 

1938 1945 1946 1947 1948 1949 1950 1951 

A. “Gross National Product” 

1. Domestic exports. 255 

a. Tea. 172 

b. Rubber. 47 
c. Coconut. 26 

<1. Other. 19 
Minus: imported materials 

used. — 9 
2. Local produce for Ceylon 

consumption. 138 
a. Rice. 29 

b. Coconuts and coconut oil. 14 

c. Tea. 5 
d. Other food crops. 28 

e. Tobacco. 1 

f. Livestock products. 14 
g- Fish. 8 

h. Industrial products. 29 

i. Betel and areca nut. 4 
j. Firewood. 2 

k. Other. 4 
3. Trade, nonexport. 53 
4. Transport, nonexport. 29 

5. Professions. 15 
6. Personal and domestic 

services. 42 
7. Rent. 25 

8. Capital development. 30 
9. Government. 50 

10. Income from abroad. 14 

“Gross National Product” 

572 699 815 911 982 1,469 1,779 
288 381 567 590 650 752 800 
218 227 137 143 125 405 582 

69 69 103 167 190 281 373 
15 40 29 37 41 56 69 

- 18 - 18 - 21 - 26 - 24 - 25 - 45 

553 588 707f 763 764 890 1,080 
112 124 136 163 180 190 200 
35 47 84 87 79 115 166 
14 15 14 26 26 35 34 

188 173 195 180 173 198 269 
4 4 3 4 5 6 7 

45 46 70 102 100 106 120 
27 29 24 26 27 32 48 
81 98 108 115 118 141 159 
23 25 30 27 25 30 34 

8 10 12 10 9 11 12 
16 17 21 23 22 26 31 

180 192 252 263 277 344 386 
112 120 136 136 143 166 180 
40 49 52 50 51 54 55 

166 182 205 230 239 246 271 
41 43 44 48 52 58 68 

119 136 109 162 233 273 390 
194 239 255 283 295 336 363 

13 20 33 33 20 32 47 

,990 2,268 2,608 2,879 3,056 3,868 4,619 
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the goods reach customs are included. The total, though it is easy 

to obtain because of the relatively high quality of the customs 

statistics on which it relies, is a great hodgepodge conceptually. As 

an expression of the net output of domestic export goods it is rough, 

with a bias toward overstatement arising from the incompleteness 

of raw materials subtraction. The implied assumption that 50 per¬ 

cent of all imported fertilizer finds its way into export production 

is an arbitrary one. Moreover, no allowance has been made for 

changes in stocks, so while errors may be expected to average out 

over a number of years, for any given year there may be a con¬ 

siderable under- or overstatement of production under this head. 

TABLE A-l (Continued) 

Ceylon’s Official (Williams) National Accounts, 1938-60* 

(Current Prices, Rs. Millions) 

1952 1953 1954 1955 1956 1957 1958 1959 1960 

1. Domestic exports. 

A. “ 

1,381 

Gross National Product’ 

1,457 1,676 1,836 1,613 1,538 1,613 1,644 1,727 
a. Tea. 723 825 1,123 1,194 1,044 1,021 1,131 1,045 1,096 
b. Rubber. 373 338 285 347 293 300 258 298 378 
c. Coconut. 259 274 243 259 237 196 199 285 238 
d. Other. 53 49 63 72 78 71 63 64 62 
Minus: imported materials 
used. - 27 - 29 - 38 - 36 - 39 - 50 - 38 - 48 - 47 

2. Local produce for Ceylon 
consumption. 1,271 1,260 1,299f 1,426 1,292 1,375 1,463 1,552 1,701 

a. Rice. 344 291 330 391 276 310 365 379 470 
b. Coconuts and coconut oil. 131 157 157 126 139 145 165 169 151 
c. Tea. 32 36 42 40 44 47 49 51 53 
d. Other food crops. 317 316 292 333 317 326 311 327 354 
e. Tobacco. 7 9 7 9 9 10 15 15 14 
f. Livestock products. 136 141 154 174 140 142 117 137 135 
g. Fish. 33 29 30 41 46 52 54 60 69 
h. Industrial products. 178 192 196 215 222 240 278 321 354 
i. Betel and areca nut. 45 41 42 43 49 50 52 34 37 
j. Firewood. 11 11 12 12 12 13 14 14 14 

k. Other. 37 37 39 42 38 40 43 45 50 

3. Trade, nonexport. 407 332 287 296 334 354 402 425 440 

4. Transport, nonexport. 191 192 187 212 237 258 267 294 311 

5. Professions. 57 57 64 67 68 72 80 81 82 

6. Personal and domestic 
services. 279 288 300 312 324 337 348 356 361 

7. Rent. 76 82 84 97 108 125 124 130 134 

8. Capital development. 409 377 367 443 497 479 512 556 545 

9. Government. 394 411 451 496 566 602 634 667 695 

10. Income from abroad. 42 35 33 49 57 60 50 48 49 

“Gross National Product”. 4,507 4,491 4,748 5,234 5,096 5,200 5,493 5,753 6,045 

(Continued on next page) 
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TABLE A-l (Continued) 

Ceylon’s Official (Williams) National Accounts, 1938-60* 

(Current Prices, Rs. Millions) 

1938 1945 1946 1947 1948 1949 1950 1951 

B. Gross National Expenditure 
11. Imported consumption goods 

at market value. 253 
12. Consumption of local pro- 

duce at market value... 188 
a. Rice. 34 
b. Coconuts and coconut oil. 23 
c. Tea. 6 
d. Other food crops. 39 
e. Tobacco. 1 
f. Livestock products. 22 
g. Fish. 

h. Industrial products... . 43 
i. Betel and areca nut.... 5 
j. Firewood. 3 
k. Other. 5 
Minus: government local 
purchases. ... - 4 

13. Personal and domestic 
services. 

14. Rent. 
15. Travel. 
16. Government current 
expenditure. 71 

17. Remittances and travel 
abroad. 

18. Dividends and interest pay- 
able to nonresidents. 56 

19. Gross domestic capital 
formation. 

a. Government.... 13 
b. Private. 

20. Net change in foreign assets. .. - 22 
21. Minus: import and excise 

duties net of subsidies.... 61 
22. Statistical discrepancy. 2 

“Gross National Expenditure”. 652 1 

650 752 1,116 939 1,032 1,259 1,524 

824 842 993 1,054 1,097 1,314 1,554 
148 177 160 226 266 281 295 
53 67 102 107 118 159 188 
21 21 28 32 33 38 39 

269 247 281 255 243 320 406 
6 6 4 6 6 9 13 

64 66 108 126 127 142 156 
40 41 39 44 42 46 72 

174 164 208 215 228 264 316 
33 35 44 39 35 43 49 
11 15 17 14 13 15 17 
24 23 27 30 31 37 44 

- 19 - 20 - 25 - 40 - 45 - 40 - 41 

197 219 243 268 276 281 319 
39 41 40 43 47 52 61 
46 51 40 42 44 45 54 

200 246 276 298 335 387 411 

46 38 27 70 94 122 139 

112 110 99 80 43 72 99 

182 210 170 229 330 396 556 
70 79 71 124 184 213 224 

112 131 99 105 146 183 332 
■110 - 50 -263 42 - 55 143 109 

■190 -177 -153 -141 -175 -202 -163 
6 - 14 20 - 45 - 12 - 1 ■ - 37 

,990 2,268 2,608 2,879 3,056 3,868 < l,619t 

2. Locally Produced Articles Consumed in Ceylon. This item 

consists of eleven subitems. Among them they cover nearly all such 
output in the economy, though often very roughly. 

a. Rice. Gross paddy output is estimated by multiplying a figure 

for total acreage harvested by an average yield figure obtained 

(m recent years) by a sample survey; net output of paddy is gross 

output minus an assumed two bushels an acre for seed. Net output 

is valued at the producers’ prices prevailing in the various growing 
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TABLE A-l (Continued) 

Ceylon's Official (Williams) National Accounts, 1938-60* 

(Current Prices, Rs. Millions) 

1952 1953 1954 1955 1956 1957 1958 1959 1960 

B. “Gross National Expenditure” 
11. Imported consumption foods 

at market value. 1,426 1,417 1,270 1,425 1,443 1,643 1,556 1,774 1,831 
12. Consumption of local pro- 

duct at market value. 1,727 1,720f 1,732 1,849 1,711 1,799 1,854 1,952 2,172f 
a. Rice. 391 368 393 412 303 322 330 280 352 
b. Coconuts and coconut oil. 153 197 202 185 190 198 215 226 194 
c. Tea. 38 42 49 49 55 59 61 59 64 
d. Other food crops. 447 456 403 451 414 425 418 470 521 
e. Tobacco. 13 11 9 11 11 13 20 20 20 
f. Livestock products. 182 179 200 219 189 199 168 180 175 
g. Fish. 50 36 44 65 60 68 70 79 89 
h. Industrial products. 373 344 339 357 384 407 466 560 667 
i. Betel and areca nut. 65 59 60 61 70 72 74 49 53 
j. Firewood. 16 16 17 17 18 18 19 19 20 
k. Other. 49 48 49 52 48 50 54 54 59 
Minus: government local 
purchases. - 50 - 31 - 33 - 30 - 31 - 32 - 41 - 44 - 52 

13. Personal and domestic 
services. 325 336 351 367 384 400 415 424 433 

14. Rent. 68 74 76 88 98 113 111 117 121 

15. Travel. 57 83 89 114 119 138 129 150 158 

16. Government current 
expenditure. 472 535 405 564 685 719 830 853 879 

17. Remittances and travel 
abroad. 170 108 105 119 126 113 122 102 72 

18. Dividends and interest pay- 
able to nonresidents. 66 61 68 94 98 92 77 69 76 

19. Gross domestic capital 
formation. 609 559 500f 624 693 697 724 865 861 

a. Government. 307 314 298 353 396 377 412 426 426 

b. Private. 302 245 200 271 297 320 312 439 435 

20. Net change in foreign assets. -346 -230 288 260 25 -236 - 60 -195 -208 

21. Minus: import and excise 
duties net of subsidies. - 65 -185 -299 -282 -277 -285 -263 -328 -349 

22. Statistical discrepancy. — 13 25 12 - 9 7 - 43 - 30 - 1 

“Gross National Expenditure”... 4,509 4,491 4,748f 5,234 5,096 5,200 5,493| 5,753 6,045 

♦Source: Department of Cenus and Statistics, unpublished data and Statistical Abstract of Ceylon 1961. 

Some of the pre-1956 figures, which are unpublished, are revisions made by the Department of estimates 
published in earlier editions of the Statistical Abstract. 

tDoes not equal the sum of its components; error present in original. 

regions and, where applicable, at the ruling price under the govern¬ 

ment’s Guaranteed Price Scheme (GPS). Distribution costs, as 

with all subitems under this item are figured separately and in¬ 

cluded in items 3 and 4. 
b. Coconuts and Coconut Oil. Total consumption is estimated 
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by assuming that in each district it has remained at the per capita 

level which was revealed by the family budget survey of 19498 and 

adjusting for population growth. It is then valued at district pro¬ 

ducers’ prices. As with other subitems under this item whose pro¬ 

duction for local use is estimated on the basis of 1949 consumption, 

the estimate here is likely to be seriously out of date. 

c. Tea. 1949 per capita consumption is multiplied by total popu¬ 

lation and a producers’ price supplied by the tea controller.9 

d. Other Food Crops. Two types of crops are included here: 

(1) grains, pulses, and root crops; and (2) vegetables and fruits. 

Output and price data similar to those for rice—but less dependable 

—are used to compute the value of output at factor cost. 

e. Tobacco. Includes the value of locally produced tobacco 

consumed in the form of cigars and chewing tobacco only. From 

estimated production is subtracted exports and the quantity used 

in local cigarette production (the latter is included under h, below). 

Small-scale production of cigars and chewing tobacco is thus in¬ 

cluded here rather than under cottage industry; since the tobacco 

is valued at growers’ prices, any value added by the industrial pro¬ 

duction and distribution of these products is ignored. 

f. Livestock Products. The item includes animals slaughtered 

for food, increase in livestock population, and production of milk 

and eggs. District producer prices are used for valuation, but the 

output data are very weak and the estimate is thus a rough one. 

g. Fish. Official Department of Fisheries data on catches and 

prices are used. These totals are thought to be considerably under¬ 
stated. 

h. Industrial Products. Factory and cottage production are 

handled separately. Data on the former, giving gross value of out¬ 

put, value of imported raw materials used, and domestic exports of 

factory output are obtained from the Department of Industries and 

used to estimate net retained factory output. Since until quite re¬ 

cently there were very few factories involved, many of them gov¬ 

ernment-owned, the task has not been too difficult. On cottage in¬ 

dustry there is no direct information at all and an indirect-and most 

unsatisfactory-method is used. The income earned by persons en¬ 

gaged in cottage industry according to the 1946 census is simply 

adjusted for the change in total population and the consumer price 

index (CPI) since 1946. This figure is in crying need of revision- 

a recalculation on the basis of the 1953 census would be a small 

kThe New Consumer Price Index, S.P. VI of 1953 
A.R. of the Tea Controller, various years. 
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improvement; a survey of cottage industries would be a much 
greater one. 

i. and j. Betel and Areca Nut; Firewood. These estimates are 

also based on 1949 per capita consumption, population increase, and 

changes in consumer prices. 

k. Other. Finally, since there is no inherent test for compre¬ 

hensiveness in this item, an addition of three percent of the total 

of subitems above is made to cover production not already ac¬ 

counted for. It is likely that the range of items produced in Ceylon 

for local consumption has widened over the last decade and will 

continue to do so, so understatement of an ever-increasing magni¬ 

tude can be expected to result from this arbitrary allowance for 

uncovered production. 

3. and 4. Trade and Transport in Goods Other than Export. 

These two items, which for reasons that will become obvious can 

be treated collectively, are probably the weakest ones in concept 

and method in Williams’ system. They are intended to include 

trade and transport in domestically produced goods for local 

consumption and in imports (distribution costs of domestic ex¬ 

ports are included in item 1, while those of reexports, a small 

item, escape inclusion altogether). Domestically produced and con¬ 

sumed goods are valued at retail prices. From this total retail value 

are subtracted the producers’ value of the same goods (i.e., item 2), 

government purchases, and excise taxes net of subsidies. The re¬ 

sulting sum is then multiplied by .5, on the assumption that half of 

these goods are marketed and the other half used by their pro¬ 

ducers for own consumption.10 Of this quantity, which represents 

total distribution costs incurred on locally produced goods for 

domestic consumption, 70 percent is assumed to accrue to trade and 

30 percent to transport (this crucial assumption is said by Wil¬ 

liams11 to have its origin in a sample survey but the details of the 

survey do not seem ever to have been published). Total distribu¬ 

tion cost of imports of consumption goods is estimated, by class of 

good, on the basis of average spread between the retail and c.i.f. 

prices of a sample of goods in each class. For other imports, dis¬ 

tribution costs are arbitrarily assumed to be 35 percent of c.i.f. 

value. In both cases total distribution cost is allocated between trade 

and transport on a 70-30 ratio. After distributive costs of imports 

and locally produced and consumed items are summed up, a deduc- 

“The source of the assumption is the 1951 rural economic survey. See 
Final Report of the Economic Survey of Rural Ceylon, 1950-1951, S.P. XI of 

1954. 
1:lSee Williams, op. cit., p. 15. 
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tion is made for the rent of commercial buildings (which is as¬ 

sumed to be 25 percent of total urban rents). 

Much can be said in criticism of this item. It is obvious that far 

too much weight has been placed for far too long on the assumed 

proportions of 50 percent of total domestic nonexport output being 

marketed and the 70-30 split between trade and transport. More¬ 

over, a really important conceptual error has been pointed out in 

the CBC revisions:12 in item 12 below, “market value of consump¬ 

tion of local produce,” all local production for domestic use is 

valued at retail prices. But here distribution costs are assumed to 

have been incurred only on the marketed half. Hence, the GNP and 

GNE concepts, which are supposed to be definitionally identical, are 

not in fact the same. Either market valuation of consumption ex¬ 

penditure should be revised downward or an imputed distribution 

cost should be added to the production side (the Central Bank-see 

below, pages 251-252-chooses the latter course). 

To goods transport, whose calculation has been described, is 

added passenger revenue on the railways and buses. To get net 

output in this sphere, the cost of imported motor fuels, lubricating 

oils, tires and tubes, and spare parts is subtracted out. Coverage of 

passenger transport is incomplete, both as to types of transport 
covered and imported inputs deducted. 

5. Professions. Government employees are excluded, being 

counted under item 9. For private professionals, two different ap¬ 

proaches are used. For those who are subject to income tax, earn¬ 

ings are estimated from tax records (an arbitrary 18 percent addi¬ 

tion is made to allow for underreporting). For other professions, of 

which a list has been compiled from the 1946 population census, 

1946 earnings have been used as a base and multiplied by indexes 

of total population and wage rates, on the assumption that it is 

these things which determine professional income. As in other 

cases when this kind of calculation is used, direct information would 

be greatly preferable. Also, there is some suspicion that the list of 
professions used is outdated. 

6. Personal and Domestic Services. This covers domestic ser¬ 

vices, hotel and restaurant services, and other private personal ser¬ 

vices. The procedure used is identical to the one just described in 

connection with professions not subject to income tax and suffers 
from the identical shortcomings. 

7. Rent. What Williams intended this item to include is not 

R"'M °f ,he Monetarv Boa,d to ,he 
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clear, but in practice it consists of total urban rents (total rents 

of dwellings is the commoner category). Total assessed rental value 

of urban buildings is obtained from the larger classes of local gov¬ 

ernment: municipal councils, urban councils, and town councils. The 

estimates are very much on the low side because rural rents are 

totally ignored and also because the legally assessed values of urban 

rental property are likely to be lower and rise more slowly than 
the actual market values. 

8. Capital Development. This category is split into two sub- 
items : government and private. 

a. Government. This is the sum of expenditure under several 

headings of the central government budget: capital expenditure 

from the revenue budget; loan fund expenditure (i.e., specially 

budgeted capital works expenditures); deferred maintenance re¬ 

serve account; reserve, extension, and renewal funds; Colombo Plan 

and other foreign-aid projects; Rubber Rehabilitation Scheme; and 

others. In other words, government capital expenditure is identified 

in accounting terms—by what accounting head the expenditure falls 

under—rather than by a direct examination of the actual goods 

purchased or created. To obtain net government capital goods out¬ 

put, government capital goods imports are deducted. Two major 

criticisms can be made of this procedure. One is that a more precise 

identification of capital expenditure would be desirable. The other 

is that by accepted international standards the definition of capital 

formation used is too broad, especially with regard to the inclusion 

of repair and maintenance expenditures. For a further comment, 
see page 248. 

b. Private. Included here are (1) the value of building con¬ 

struction net of imported materials used; (2) erection cost of im¬ 

ported machinery; (3) cost of clearing and opening new land for 

tea, rubber, and coconut plantations; and (4) value of locally manu¬ 

factured tea and rubber machinery less the value of imported parts 

and accessories used in their manufacture. The biggest item—and, 

unfortunately, the weakest—is the first. There is no direct informa¬ 

tion on the volume of building construction that is at all reliable, 

so an indirect method devised by Williams has been used. An in¬ 

formal inquiry made by him in the Public Works Department and 

among private contractors revealed that approximately 30 percent 

of their building costs consisted of imported materials. Accordingly, 

gross value of construction is taken to be 10/3 of the value of im¬ 

ported construction materials and net value to be that total minus 

the cost of the imported building materials. As to adequacy of 

measurement, this technique is obviously deficient; it takes no ac- 
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count of the changes in the ratio of imported materials to value of 

building construction that have undoubtedly taken place over the 

years. As to concept, it is not clear what is included: was it seriously 

intended by Williams to include rural construction, which clearly 

involves a much lower import component than the kinds of con¬ 

struction undertaken by the organizations he questioned? The point 

has never been made explicitly, but it probably does not. A further 

conceptual error is that import duties on building material imports 

have not been subtracted out, as they should be in a factor cost 

estimate. Incidentally, the measurement of construction in this way 

means that local production of building materials is included here 

under “capital development” rather than under industrial output. 

The other components of private capital formation are less weak. 

Acreage of new estates opened up is obtained from various depart¬ 

ments and valued at a subjective estimate of the average cost of 

opening up a new acre. Simple lack of data and inertia seem to 

account for the failure to include new acreage under paddy and 

other crops in these estimates. Replanting should also have been 

included (rubber replanting, insofar as it is subsidized by the gov¬ 

ernment, has been included—incorrectly—under government capital 
formation, but tea and coconut replanting have been ignored). The 

erection costs of imported machinery are assumed to be 30 percent 

of the c.i.f. value. Information on the local manufacture of tea and 

rubber machinery is obtained directly from their few makers. A 

final criticism which must be made of these estimates of capital 

formation is that there seems to be some double counting as be¬ 

tween the public and the private sectors: when the government lets 

out a contract to private contractors, the value of the construction 
appears in both accounts. 

9. Government. The remaining net output of government is 

measured by wages and salaries paid to government employees. 

10. Income from Abroad. This consists of the total of three 

balance of payments items: “foreign travel,” “investment income,” 

and “private donations and migrant transfers.” As already noted, 

these items are taken gross and not net of the corresponding pay¬ 

ments to foreigners. In any case, the item appropriate to a national 

income estimate would include only the second of these, i.e., factor 
income from abroad. 

Gross National Expenditure is the sum of twelve items 

11. Imported Consumption Goods at Market Value. This item 

includes both private and government imports of consumer goods 

Covernment imports of rice, flour, and sugar are divided between 

subsidized and free market distribution and priced accordingly. 
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Private imports are valued at c.i.f. value plus import duties plus 
distribution costs as estimated in items 3 and 4. 

12. Consumption of Local Produce at Market Value. This 

item corresponds exactly with item 2, except that valuation in this 

case is at retail prices collected by the CSD. 

13. Personal and Domestic Services. The totals under items 6 

and 7 are reproduced here and expenditure on newspapers and 

cinemas (motion pictures) is added. The added items are esti¬ 

mated directly and their totals should be accurate, but the failure 

to include certain other types of services results in some under¬ 
statement. 

14. Rent. Rent in item 7 is multiplied by 12/10, the multiplica¬ 

tion being intended to convert it from net rental income to gross 

rental payments of tenants. A further deduction of 25 percent is 

made to allow for business rents. These adjustments are apparently 

arbitrary and could well be reexamined with an eye to possible re¬ 
vision. 

15. Travel. Direct estimates (see item 4) of consumer expen¬ 

diture on internal travel by trains and buses make up this item. 

16. Central and Local Government Current Expenditure on 

Goods and Services. This is arrived at as a residual: from total 

government expenditure are subtracted transfer and capital items. 

The criticism made under item 8a about weaknesses of identifying 

capital expenditure through conventional government accounts ap¬ 
plies here as well. 

17. Remittances and Travel Abroad. Source: the balance of 

payments. 

18. Dividends and Interest Payable to Nonresidents. This item 

is also from the balance of payments. 

19. Gross Domestic Capital Formation. This includes all the 

components of item 8, plus the value of imported capital goods. 

20. Net Change in Foreign Assets. From the balance of pay¬ 

ments. 

21. Minus: Import and Excise Duties Net of Subsidies. This 

subtraction, whose source is the government accounts, converts 

GNE from a market price to a factor cost basis and makes it com¬ 

parable with the GNP estimates already made. 

22. Statistical Discrepancy. 

This completes a detailed exposition and critique of Williams’ 

system, which has regulated official usage in Ceylon up to the 

present day. The system has many weaknesses. Conceptually, the 

aggregate that it produces is not of major interest, but this is a 

minor point since either GNP or GDP conventionally defined is 
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easily obtained by a simple conversion. Methodologically, the sys¬ 

tem’s weaknesses are those of the basic data and those arising from 

the reliance placed on rough estimation techniques which depend 

on certain assumed parameters. These parameters in several cases 

derive from purely subjective estimates and even where they were 

originally based on objective studies they are often outmoded now. 

Better parameter estimates are available in most cases—e.g., from 

the 1953 Central Bank Consumer Finance Survey, the 1958 Urban 

Budget Survey, and the 1959 Survey of Employment, Unemploy¬ 

ment and Underemployment13—and should be used. A shift to these 

newer estimates would effect considerable improvements in the 

accuracy of measurement with no change in the basic data inputs, 

though problems of comparability with earlier estimates would 

arise. Also, the 1953 census and, when available, the 1963 census 

could be used. A somewhat different problem is that Williams’ 

system is almost impossible to work with in a disaggregated form: 

income by sector of origin, capital formation by type, and other 

breakdowns of interest cannot easily be extracted from it. Finally, 

there are no checks for comprehensiveness. Among the more ob¬ 

vious omissions are rural housing use and construction and inven¬ 

tory investment (though changes in livestock inventories are er¬ 
roneously included under consumption). 

It is interesting to note, however, that these shortcomings with 

regard to precision of definition and measurement and to compre¬ 

hensiveness make relatively little difference in the measurement 

of economic growth.11 The ease with which production for export 

and a few other important output components (e.g., rice produc¬ 

tion, government services) can be measured makes it easy to com¬ 

pute fairly good growth rates of national output. The absolute size 

of GNP according to the various accounting systems is less similar. 

The CSD concept of GNP is a consistently much smaller economic 

^SS^^gate than GNP as measured by the United Nations or Center 

systems. When computing growth rates, then, it makes relatively 

little difference—at least, over a fair stretch of time—which system 

one uses; in talking about absolute levels, though—say in com¬ 

paring per capita income figures-one must be careful to adjust 
for definitional and measurement differences. 

Williams’ system was admirable for the time and place of its 

“Central Bank of Ceylon, Survey of Ceylon’s Consumer Finances, 1954- 
Report of the Committee to Revise the Cost-of-Living Index. S P II of 1959- 

“If tb°n °rgfiSati0n’ t0 the Government of Ceylon on 
e Employment, Unemployment and Underemployment Sample Survey of 

Ceylon, 1959 (unpublished draft report) (I960) 
“See Chapter 6, pages 124-125. 
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inception. It maximized reliance on the one really good set of sta¬ 

tistics existing in an immediately postcolonial open economy—those 

of foreign trade—and required only a minimum of other data. It was 

an excellent pioneering effort but it has unfortunately been allowed 

to reign supreme for far too long after other systems became feasi¬ 

ble. Now its weaknesses are widely recognized and a wholesale re¬ 

vision will undoubtedly take place just as soon as the inertia built 

up over the years can be overcome. In the meantime, the limited 

improvements made by the CBC and by the CSD in conjunction 

with the UN questionnaire have provided alternative estimates to 

the official ones. 

3. The Central Bank Revisions 

When the Central Bank began to publish national accounts esti¬ 

mates (in its 1958 Report) it did so for a purely practical reason: 

it is required by law to publish an economic review of the pre¬ 

ceding year every March and because of lags in data collecting 

and processing the official CSD estimates were—and are—not avail¬ 

able until after midyear. At first the bank merely worked up pre¬ 

liminary estimates based strictly on Williams’ definitions but using 

projections and other rough estimates in place of the basic data 

that were not yet available. For political reasons it was felt that 

competitive estimates were to be avoided, so the bank’s figures 

were played down at first. The passage of time has, however, ren¬ 

dered Williams’ system increasingly obsolete-especially in the 

sense that the more sophisticated economic analyses being done 

by the bank and others required estimates of many aggregates 

which did not appear in Williams’ system and were not easy 

to derive from it—and so, for the first time in its 1961 Repoii, the 

CBC began to revise the CSD methodology. The 1961 estimates 

(which also covered 1959 and 1960) were accompanied by a 

methodological note outlining the major departures from previous 

practices. Further changes were announced in the 1962 bank Report. 

There is no need to summarize these changes in detail, since those 

who require detailed knowledge of them can consult the relevant 

Annual Reports, but the main drift of the bank’s innovations can 

be indicated. 
(1) . The category “domestic exports” was transposed to “produc¬ 

tion for export” by adding in changes in locally held stocks of ex¬ 

port commodities; the netting out of imported raw materials was 

made more comprehensive and the handling of reexport trade and 

the distribution costs of export goods was also improved. 

(2) . “Trade” and “transport” were revised by making a some- 
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what improved allowance for nonmarketed production of locally 

produced and consumed goods and by imputing distribution costs 

on this type of production (this change was needed to make the 

output and expenditure sides of Williams’ accounts balance—see 
page 246). Coverage was also expanded slightly. 

(3) . The estimates for “rent,” “services,” and Gross Domestic 

Capital Formation were all broadened. Initial—but overly con¬ 

servative-calculations were made of rural rents. Financial services 

were measured for the first time. And a wider range of imported 

machinery, along with the growing domestic production of cement, 
were allowed for under investment. 

(4) . Net Factor Income from Abroad was correctly redefined 

to be net of payments to the rest of the world and to include only 

factor payments, not foreign travel, private donations, or migrant 
transfers. 

(5) . On the expenditure side, various minor improvements were 

made. Coverage of nonfactor service imports and of goods and 

services purchased in Ceylon by nonresidents was improved. 

(6) . finally, various reclassifications were undertaken to high¬ 
light aggi egates which did not feature in Williams’ system. 

Thus, some of the weaknesses of the CSD system which were 

mentioned in the preceding section have already been corrected 

by the CBC. The CBC accounts improve upon the official estimates 
or the years since 19o9 for which they have been compiled. Not 

being the official statistical agency, the bank has not redone CSD 

estimates for earlier years. Even between the 1961 and 1962 bank 

Reports the accounting systems used differ to some extent. The 

CBC accounts thus represent an improved interim system, useful 

or analyses of recent years but limited in their application to 

longer periods of time by their incomparability with other systems, 

lhey are part of a continuing improvement of Ceylon’s national 

accounts. It is said that more corrections will be made in future 

editions of the Central Bank Report In any case, the situation is 

m flux and a major revision, possibly a joint product of the Central 

Bank and Census and Statistics, is to be expected in time. Just how 
soon this needed change will come is an imponderable. 

Besides introducing refinements in the measurement of GNP in 

current prices, the Central Bank also contributed the first constant- 
price estimates in 1956. The methodology first used to deflate GNP 

PiJuct o CeT " Cepribed in W‘ RasaPu*am, “Gross National 
rl R // i y a C°nStant <1948) Prices,” Central Bank of 
Ceylon Bulletin ( January, 1956), pp. 8-16. A few minor changes 

have been made m the method of deflation since that time (e * 
\ *0*5 
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1956 and later 1959 prices were used) but the basic procedure 

remains unchanged. Mainly because of the paucity and weakness 

of price indexes for Ceylon (see pages 304-305), the deflation of 

current value estimates by an appropriate price series is often diffi¬ 

cult. Import indexes for Ceylon are heavily dependent on the base 

period chosen for their construction and their widespread use in 

the deflation process adds an arbitrary element. The frequent use 

of the consumer price index (especially in the case of rent) con¬ 

tributes an upward bias to apparent real income growth. And the 

treatment of government consumption (real product is measured 

by gross wages and salaries paid) adds a further upward bias. In 

some cases physical output series can be used instead of deflated 

value series but such cases are limited and, in any case, the physical 

series are generally far from perfect. It must be concluded that the 

estimates of real product are not only rougher than the current 

price estimates but have a distinct tendency to overestimate real 

income growth. It is interesting to note that in its 1962 Annual 

Report the CBC acknowledges this bias and promises a complete 

revamping of its real GNP series. 

4. The Census and Statistics Department 

and the UN Questionnaire 

While the Central Bank has taken the lead in improving the 

official system of national accounting, the main impetus for change 

at the Census and Statistics Department has come from the annual 

necessity to reply to the “National Accounts Questionnaire” sent 

out by the Statistical Office of the United Nations. The UN asks 

national statistical services to conform “as closely as possible” to 

the UN System of National Accounts (SNA) and to indicate major 

deviations by footnotes. Barring internal inconsistency in the re¬ 

turn that is sent in, it is published as received in the annual Year¬ 

book of National Accounts Statistics. In the Yearbook the “major 

deviations” noted by the national statistical service are indicated 

by footnote, but aside from that the user is given no indication of 

how the data were compiled and just how close they come to the 

UN standards. In the case of Ceylon one would want to know 

how the CSD figures are adjusted to bring them into line with the 

SNA totals—if this, indeed, is how the questionnaire is answered- 

and what new estimates have been made. The final, crucial, ques¬ 

tion is: how closely do the reported figures correspond with the 

SNA definitions? 
Ceylon replies to six of the nine tables asked for in the ques¬ 

tionnaire: (1) expenditure on GNP; (2) industrial origin of GDP; 
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(3) distribution of the national income; (4) composition of gross 

domestic capital formation; (5) composition of private consump¬ 

tion expenditure; and (6) external transactions. The three which 

it has not as yet furnished are (1) the finance of gross domestic 

capital formation; (2) receipts and expenditures of households and 

private nonprofit institutions; and (3) general government revenue 

and expenditure. Most of the data needed to fill in these last three 

can be obtained from various studies and calculations made by 

the Central Bank. The following paragraphs outline the procedure 
followed by the CSD in filling in the UN questionnaire.15 

1. Expenditure on Gross National Product. Indirect estimates 

of most of the items included in the current-price portion of this 

table can be made by manipulating the totals of the expenditure 

side of Williams accounts. Private consumption, imports, and 

exports are obtained in this way. In accord with UN procedure 

more of government expenditure is classified as consumption and 

less as investment than under CSD practices. The only item which 

is totally missing in Williams’ system is change in stocks. Vari¬ 

ous calculations have been used from time to time by the CSD in 

providing the UN with an estimate of this item, resulting in non¬ 

comparable figures in various issues of the Yearbook. The methods 

used to convert expenditure on GNP to constant prices have al¬ 
ready been commented upon. 

2. Industrial Origin of Gross Domestic Product. Williams’ sys¬ 

tem of GNP calculation is partly an industrial system, so obtafn- 

IifiSedinC°r T°r:ginatlng !n m0St of the tw°-digit industries iden- 
tified in the International Standard Industrial Classification (ISIC) 

ments am ‘d d th°Ugh’ in which SPecial adjust- 
ments are needed. Domestic exports” in the CSD system is an 

amalgam of various industries and is treated thus- mineral and 

manufacturing industries are broken out and reassigned t the 
appropriate categories; the resulting total is reduced by seven 

rioneTbS 3 C°StS <which are arbitrarily appor¬ 
tioned between trade and “transport”) and credited to the TSTP 

category agriculture forestry, hunting, and fishing.” Thus the in- 

“xroi °e; rd rubber,(but not ~> — 
g re' °ther lndustaes are identified in a generally satis- 

ceduTrSlS and'each'oceunanT TIT ", wri,te" * P™- 
ment has had to devise his own nfeul ^ relevant office in the depart- 

presumably improved-through time Both the 1 i*aVC chanSed- 
contained revised estimates annarentlv 1 ■ an<? 1963 Yearbooks 
CBC revisions already notedt0 incorPorate the 

in 1963 from fire .heninrrenfnaSal aS^Xr ™ K“ived 
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factory way, except for construction and ownership of dwellings, 

which err mainly in ignoring the rural sector. 

3. Distribution of the National Income is a very difficult table 

to compile from Ceylonese sources. Its first item, compensation of 

employees, consists of the central and local government wage bills, 

an estimate of corporate wages, and the service component of GNP 

under the CSD system. The estimate apparently errs in two im¬ 

portant ways. By including all income originating in the service 

“industry” it must take in a great deal of entrepreneurial income. 

Working in the opposite direction is the apparent failure to include 

wages paid in kind, a major part of the compensation of corporate 

employees on the estates. Of the various forms of property income, 

rent should include all net rental income of persons, not just on 

dwellings but on the places of operation of businesses and govern¬ 

ments as well; the UN figures seem to include all such rental in¬ 

come up through 1956, but in 1957 something slipped and from 

that year on rent in this table corresponds with total rent payments 

as an item of personal expenditure. The other elements of income 

from property—interest, dividends, and corporate transfer pay¬ 

ments—are available only as a single total for the three of them; 

their source is income tax returns, corporate reports, and other 

kinds of information on business. Corporate retained earnings are 

estimated from corporate records, as are corporate direct taxes. 

Finally, income from unincorporated enterprises is computed 

strictly as a residual, being the difference between national income 

estimated by making the necessary subtractions from GNP and the 

sum of the other items of the present table, which have been calcu¬ 

lated separately. 
4. Composition of Gross Domestic Capital Formation. This 

table has two parts: gross domestic capital formation by type of 

capital good and by type of purchaser. Since the various types of 

capital goods are handled separately in the CSD system, the first 

part of the table poses no problem, except that construction of 

dwellings and other new buildings cannot be distinguished from 

each other. The division by type of purchaser is made on a 

rougher basis than the UN would like, being simply a public-pri¬ 

vate one, with private enterprises and public corporations being 

lumped together on the one side and government enterprises and 

general government on the other. 

5. Composition of Private Consumption Expenditure. Two 

methods are used to calculate consumer expenditure on the various 

categories of this table. Where possible, a national balance sheet 

method is used, taking production minus exports plus imports and 
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valuing the resulting quantity at current market prices. In the rela¬ 

tively minor cases where total output is not known, indirect esti¬ 

mates are made on the basis of family budget surveys, assuming 

per capita consumption to be fixed either in absolute terms or as 

a percentage of total consumption expenditure. The latter method 

is of course the less desirable, since it assumes away changes in con¬ 
sumption patterns. 

6. External Transactions. This table merely repeats informa¬ 
tion from the balance of payments accounts. 

How close, then, do Ceylon’s responses to the “National Accounts 

Questionnaire” come to the specifications of the SNA? The question 

is made hard to answer by the fact that there exists no definite 

format in the Census and Statistics Department for answering the 

questionnaire. There have been procedural changes through the 

years (mostly in the direction of a closer compliance with SNA 

stipulations), not all of which have been mentioned in the narra¬ 

tion just completed. In general, though, several shortcomings of 

the Ceylon responses stand out. All either remain uncorrected at 

present or else have been corrected only in the last one or two re¬ 

sponses and are thus a feature of the data for most of the years 
in question. 

Estimates of personal consumption expenditure run the risk of 

not being comprehensive; the three percent allowance for “other 

goods may be adequate for a low-income society with a narrow 

range of goods and services consumed, but its tendency to ignore 

items such as the cost of operating personal automobiles, several 

kinds of recreation, and the cost of financial services will tell in 

time, as incomes rise. Government consumption expenditure, in the 

same table, is presented unadjusted on the financial year (October 

1-September 30) for the central government and on a calendar 

basis for local governments; otherwise SNA standards seem to be 

attained. Gross domestic fixed investment suffers the sins of its 

original means of estimation (see pages 247-248); the need for 

more direct measurement of fixed investment is a crying one Also 

own account rural construction using indigenous raw materials 

deserves attention. Increase in stocks has been dealt with in a gen¬ 

erally inadequate manner and has been noncomparable from year 

o year; by 1962, a fair degree of coverage had been achieved, 

thanks largely to the simplicity of the island’s economy and the 

^ act that there are very few important types of stocks. Valuation 
has been made at current market prices. 

Finally mention should be made of depreciation. This is a no- 

oriously difficult item to compute and it has yet to be handled 



Statistical Appendix 257 

adequately in Ceylon. At first the estimate required for the UN 

questionnaire (the aggregate does not appear in Williams’ system) 

was estimated directly from an examination of corporate income 

statements, tax returns, etc. This yielded a figure which was ob¬ 

viously far too low and the attempt to measure depreciation di¬ 

rectly was eventually abandoned. The present practice is simply 

to assume that it amounts to 5 percent of GNP and that Net National 

Product is therefore 95 percent of GNP. 

5. The Center Accounts 

In compiling the Center national accounts tables used in this 

monograph,16 consideration was given to the strengths and weak¬ 

nesses of the systems just described. Because the Economic Growth 

Center had decided to use SNA definitions and a system of ac¬ 

counts which bear a close kinship to the SNA, the UN figures for 

Ceylon were taken as a starting point for the present calculations. 

The reason that the UN data could be only a starting point is 

simply that the Ceylon data published in the UN Yearbook fail 

in the several ways already mentioned to measure up to the SNA 

standards. Of the various shortcomings they possess, some of the more 

obvious ones have been remedied here. In several cases the short¬ 

coming was an omission and it has been corrected by the addition 

of a rough estimate of the magnitude in question: this remedy 

reflects the belief that even a very rough estimate is a better ap¬ 

proximation of the true quantity than zero, which is the magnitude 

implied if the item is simply ignored. 
For each year, 1950 through 1960, eight tables have been pre¬ 

pared. They present in integrated fashion a statistical description of 

(A-2) Gross National Income and Expenditure at Current Market 

Prices; (A-3) Gross National Expenditure at Constant (1953) 

Prices; (A-4) Personal Income, Outlay, and Saving; (A-5) Gen¬ 

eral Government Revenue and Current Expenditure; (A-6) Ex¬ 

ternal Transactions; (A-7) Gross Domestic Capital Formation and 

Saving; and (A-8) Industrial Origin of Gross Domestic Product 

at Factor Cost. They are closely akin to the UN tables on Ceylon 

in subject matter as well as approach, but there are some im¬ 

portant deviations. These will be pointed out in a general way 

now. Detailed source notes on the Center tables follow the tables 

themselves. 
A-2. Gross National Income and Expenditure at Current Mar- 

19The tables themselves appear on pages 269-279; they are followed by 

detailed, item-by-item, notes on sources and methods. 
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ket Prices. This subject is handled in a manner similar to that of 

the two UN tables it replaces,17 except for these differences. On the 

expenditure side of the account, there is some additional detail 

shown and, more important, two major additions and two key 

alterations have been made. The additions are rural house rents 

(both paid and imputed) as an element of private consumption 

expenditure and rural subsistence construction as a component of 

gross domestic fixed capital formation. The alterations come in the 

estimation of increase in stocks and government expenditure, both 
capital and current. 

Rural house rents were computed as follows: Total rural popu¬ 

lation for each year was estimated on the basis of data from the 

1946 and 1953 population censuses and estimates of the Registrar- 

General’s Department. Average household size was then computed, 

the sources of information being the 1946 census and the 1953 con¬ 

sumer survey (the slight growth trend appearing between these 

two dates was interpolated and extrapolated for other years). Di¬ 

viding rural population by average size of household gave a figure 

for total number of rural houses. The average monthly rent which 

the 1953 census showed to apply to rented rural houses was as¬ 

sumed to apply to all rural houses and the multiplication of the 

estimated number of houses in existence in 1953 yielded the rural 

house rent bill for that year. For other years the 1953 average rent 

figure was deflated by the CPI with a one-year lag and multiplied 
by the corresponding total number of houses. 

The estimates of rural subsistence construction interlock with 

these rent calculations. The change in number of rural houses was 

computed by comparing annual totals which had been reached in 

the manner just described. An estimate of the average cost of con¬ 

structing a rural house-presumably for 1959-appears in the Ten- 
Year Plan (p. 473); it was applied directly to 1959 and, after de¬ 

flation by the CPI, to other years. The average cost of construction 

for each year was then multiplied by the estimated number of new 

houses to obtain the item “rural subsistence construction.” It should 

be mentioned that these estimates are probably on the low side 

since the Planning Secretariat, which made up the Ten-Year Plan 

was most interested in the quantity of resources which would have 

to be mobilized through the market to fulfill the housing plan and 

may not have taken full account of the input of own account labor 
in costing the housing needs of the country. 

"Tables 1 (first part) and 3 in the United Nations 
Yearbook of National Accounts Statistics. Statistical Office, 
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The figures on increase in stocks which appear in the UN tables 

are not used here for two reasons: they are quite inadequate in their 

method of computation in the early years of the period, whereas 

for later years, when their adequacy is very much greater, they 

are noncomparable, both to the earlier figures and to each other. An 

entirely new and reasonably consistent series was thus constructed. 

To the potential user of these figures, though, the warning should 

be issued that they bear little or no resemblance in their results 

to any earlier stock estimates for Ceylon and there is no satisfactory 

way of checking their accuracy. If any reliance is to be put on them, 

it must be based on the circumstantial evidence of the method of 

their calculation, which is outlined here. The figures include stocks 

of tea, rubber, and livestock, and trade stocks of imports and locally 

produced goods for domestic consumption; from 1953 on they also 

include government-held food stocks (rice, flour, raw sugar, and 

white sugar); this last is the one break with year-to-year consistency 

in the series. Inventories in the economy are covered with a fairly 

high degree of comprehensiveness: manufacturing inventories are 

very small because the manufacturing sector itself is so small and 

stocks of coconuts and minor export goods are the only other ones 

omitted (coconut inventories are inherently incapable of being 

measured because the only available production estimates are 

based on the nut equivalents of the various coconut product exports 

plus estimated local consumption). Tea inventory change is taken 

as production minus exports minus estimated local consumption, 

all figures being based on the A.R. of the Tea Controller; valuation 

is at the average Colombo market price. Rubber inventory change is 

estimated in the same way, except that the figures on local con¬ 

sumption, which are based on surveys of local users of rubber by 

the rubber controller, are more accurate; they are valued at the 

average Colombo market prices for RSS 1 sheet. In both of these 

cases the method of computation is faultless in principle but likely 

to be somewhat unreliable in practice because it involves subtract¬ 

ing one large number (exports) from another (production) and the 

resulting small difference (inventory change) is thus likely to be 

much more inaccurate than either of the numbers themselves. In¬ 

ventory change among the various forms of livestock is measured 

using population figures reported to the divisional revenue officers 

(a three-year moving average was used to smooth out idiosyncratic 

year-to-year fluctuations in these notoriously erratic but probably 

unbiased numbers) and prices consisting of the unweighted all¬ 

island average as collected by the CSD for 1960 and a deflation 

by the CPI for earlier years. Trade inventories of imports and 
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domestically produced goods for local consumption have not been 

included in any previous inventory estimate; no information on 

them exists, so for want of a better source the approximate ratio 

for the United States of one percent of sales per year (an average 

of the years preceding and following the year-end in question) 

was used to provide some sort of figure (the item turned out to be 

quite small, so it really has little effect on the overall totals). Finally, 

stock data for government-held food are from the A.R. of the Food 

Commissioner; changes are valued at Colombo wholesale prices. 

Government current and capital expenditure was derived from 

the newly drawn up accounts for general government revenue and 

expenditure which are described below (pages 263-265) and differ 
somewhat from the UN figures. 

Distribution of Gross National Income (at market prices) cor¬ 

responds quite closely to UN Table 3 (see page 255), which, how¬ 

ever, is worked out on a factor cost basis. Only a few new or re¬ 

vised figures appear in the table. Payments by producers to indi¬ 

viduals have been split into (1) wages and salaries; (2) employer 

contributions for social security; and (3) income in kind. The first 

of these is taken straight from the UN table. The second is zero in 

value up to the beginning of the Employees’ Provident Fund Scheme 

in 1959, after which the proportion of fund revenues contributed by 

employers had to be calculated indirectly. Total contributions made 

by both employees and employers are given in the A.R. of the 

Commissioner of Labour. The act which created the fund provided 

fox minimum contributions of six percent of wages by participating 

employers and four percent by employees. Higher contributions are 

peimissible but it was thought reasonable to assume that total 

contributions bioke down between employers and employees on a 

60-40 ratio and the amount contributed was divided accordingly. 

The third item, income in kind, was added here. The estates make 

substantial compensation in the form of free goods and services. 

Only the most important of these, free rice, is included here. An 

estimate for 1948» put the value of free food issued by estates at 

Rs. 4,700,000. This estimate was extended to other years by multi¬ 

plying it by indexes of rice prices and estate population. Since in 

the UN table the last two items were apparently left uncounted 

and thus must have wound up in the residual item, income of 

unincorporated enterprises, they are subtracted out of that item 
here. 

1949)Lpb°581CHndltl0nS ^ Ceylon”’ international Labour Review (December, 
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To rental income of persons has been added the item already 

computed to cover rural house rents (the tacit assumption being 

that all rural rent paid or imputed becomes net rental income). 

The percentage of total rental income that is imputed to owners 

of owner-occupied housing has been estimated using information 
from the 1946 and 1953 censuses. 

Entrepreneurial income (“Income of Unincorporated Enter¬ 

prises” in the UN table) has had rural subsistence construction 

added to it, on the assumption that this construction is not done by 

corporations. Both in the UN total and here it serves as a residual 

item, since there is no direct information on the subject. Accord¬ 

ingly, the statistical discrepancy which developed when GNP meas¬ 

ured by the product approach was compared with GNP by the 

income approach was subtracted from this item. 

An unorthodox procedure in the handling of taxes should be noted 

here. Export duties, one of the major sources of revenue for the 

central government in Ceylon, are considered by the UN to be in¬ 

direct taxes (see Yearbook of National Accounts Statistics 1960, 

p. xvi), but the CSD regards them as direct taxes on corporations 

and, for once, their procedure was given preference here over that 

of the UN. The key consideration in principle is the incidence of 

the tax: does it fall on the producer or purchaser of the good? The 

general answer to the question is that it depends on the elasticities 

of supply and demand. In the particular case of Ceylon’s ex¬ 

port crops, the answer is clear-cut: the elasticity of supply is very 

low (most production plans must be made a considerable time in 

advance and a shift to other lines of production is very difficult) 

and the elasticity of demand is very high (Ceylon is, in fact, a 

nearly perfect competitor in the world markets for rubber and coco¬ 

nut products—though less so in tea—and a small change in its prices 

while the prices of other suppliers of these products remained con¬ 

stant would mean a great change in the demand for Ceylon’s prod¬ 

ucts). The tax therefore falls almost entirely on the producers and 

amounts to a direct tax on the plantation companies. 

Subsidies are strictly defined here as producer subsidies. Often 

in Ceylon the entire “rice subsidy,” which is really in large part a 

transfer payment to consumers rather than a subsidy to producers, 

is erroneously counted here,. 

Finally, since the aggregate dealt with here is Gross National 

Income, some estimate of capital consumption allowances must be 

added in. As already mentioned, earlier estimates used in national 

accounts must be adjudged failures, being obviously too low in 

value. The figures used here probably err on the low side, too, but 
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they are at least the product of a careful direct study of corporate 

accounts19 and may thus be considered the best available. They 

may or may not be an improvement on the simple assumption that 

depreciation is five percent of GNP (see page 257). 

A 3. Gross National Expenditure at Constant (1953) Prices is, 

of course, the result of a deflation of the first part of Table A-2. 

The accuracy of the table is severely limited by the inadequacy of 

the price indexes available for use as deflators; the weaknesses of 

these have been cited elsewhere. Private consumption expenditure 

is deflated by the all-items CPI; food by the food component of 

the CPI; housing by the overall CPI lagged one year and the fuel 

and light component of the CPI, currently weighted (the rent 

component of the CPI was eschewed for reasons which are men¬ 

tioned elsewhere); and other consumer expenditure by the clothing 

and miscellaneous components of the CPI, currently weighted. 

General government consumption expenditure for 1953 and later 

years was deflated by the index implied in UN Table 1; the UN 

furnishes no deflation for earlier years, so the index used 

by Rasaputram in estimating constant price GNP (see Cen¬ 

tral Bank of Ceylon Bulletin, January, 1956) was used (but 

the fit between the two indexes at their 1953 juncture was not 

good). An identical procedure was followed in the deflation of gross 

domestic fixed capital formation. Increase in stocks was deflated 

by an index which grew out of the stock change estimates already 

described: price indexes were calculated for each of the goods 

whose stock changes were traced; the overall index was obtained 

by current weighting (a double weighting by the value of the stock 

and the value of the change in the stock was used). Exports and 

imports were deflated, respectively, by the export and import price 

indexes compiled by the CBC. The sum of all these items was 

taken to be Gross Domestic Product at 1953 prices. Net factor in¬ 

come from abroad was deflated by the overall implied deflator of 

GDP and subtracted fiom the GDP total to get expenditure on 

gross national product in real terms. Real Gross National Income, 

though, is a somewhat different concept: it was taken to be the 

same as expenditure on GNP, except that “net foreign investment” 

(i.e., exports of goods and services minus imports) was measured 

as a single quantity and always deflated by the import price index 

(whether net foreign investment was positive or negative). This 

last concept measures changes in the ability of Ceylon nationals 

“W. Rasaputram, “Savings of the Ceylon Economy 
Bank of Ceylon Bulletin (January, 1961), pp. 10-31. 

1950-59.” Central 
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to acquire goods and services and allows for the “terms of trade 
effect” on their real income. 

A~4. Personal Income, Outlay, ancl Saving poses no special 

problems and it is hard to see why the corresponding UN table 

from the “National Accounts Questionnaire” has not yet been filled 

in by the CSD. The probable reason is a lack of trust in the per¬ 

sonal savings figure which emerges as a residual after consumption 

expenditure has been subtracted out of personal income and taxes 

and transfers have been allowed for. In the present instance the 

unreliable residual is not used, but the findings of Rasaputram in 

his savings study20 are utilized instead, along with a statistical dis¬ 

crepancy. 

A-5. General Government Revenue and Current Expenditure, 

by contrast, was the most difficult of the new tables to compile. The 

fundamental problem was to derive a consolidated budget on a 

“general government” basis (i.e., with all levels of government in¬ 

cluded but with public corporations and other autonomous produc¬ 

ing units taken out). This problem has been solved here in a 

fairly rough manner. The starting point was the economic and 

functional reclassification of the central government accounts done 

by the Central Bank and published in its recent Reports. These ac¬ 

counts were further adjusted by netting out the Railway and Elec¬ 

trical Departments, the most obvious producing units included 

within the confines of the accounts (separately chartered public 

corporations had already been excluded). The resulting figures 

for budget years (which end on September 30) have been ad¬ 

justed to calendar years by the simple expedient of taking three- 

fourths of the budget year which ends on September 30 of the 

calendar year in question and adding in one-fourth of the total for 

the next budget year. This elementary adjustment should give a 

satisfactory estimate of receipts and expenditure within given calen¬ 

dar years for all but the very most discontinuous forms of revenue 

and expenditure. Local government was then added in, but the 

degree of refinement possible in its handling was much less than 

with the central government. For the larger classifications (munici¬ 

pal councils, urban councils) a considerable but nonstandard break¬ 

down of revenues and expenditures can be made; for the smaller 

units (town councils, village committees) no breakdown at all is 

available. In general, it has been necessary to leave the produc¬ 

ing activities of local government in the “general government” ac¬ 

counts. 

xlbid. 
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The main tasks to be accomplished were to split government 

revenue among four sources (direct taxes on households, direct 

taxes on corporations, indirect taxes, and income from property and 

entrepreneurship), to break down expenditure by function, and to 

distinguish between current and capital expenditure. 
The Central Bank data, once the Railway and Electrical Depart¬ 

ments were removed, provided the information for the revenue 

breakdown. The only remaining task was to split the revenue from 

certain direct taxes between corporations and households. The 

most important of these was the income tax, for which the propor¬ 

tion of tax assessments falling on households and corporations re¬ 

spectively are published (in the A.R. of the Commissioner of 

Income Tax, Estate Duty and Stamps, later called the A.R. of the 

Commissioner of Inland Revenue) but the corresponding propor¬ 

tions of tax collections are not. An estimate of the division of ac¬ 

tual collections was made by taking the assessment proportions, 

using a three-year moving average to smooth out eccentric devia¬ 

tions, and introducing a two-year lag to allow changes in the assess¬ 

ment ratio to be reflected in the collection ratio. Receipts from the 

bank debits tax were divided between firms and households on the 

same ratio as existed in their total deposits (data on this were from 

the Central Bank of Ceylon Bulletin, various issues). For local 

governments a few arbitrary assumptions had to be made about 

sources of revenues (basically, that the revenues of town councils 

and village committees came from the four possible sources in the 

same proportions as did the revenues of urban councils). 

For the functional classification of expenditure, the work of the 

Central Bank was relied on where the central government was 

concerned. Local governments once again had to be dealt with via 

arbitrary assumptions, but their expenditures are very small rela¬ 
tive to those of the central government. 

In distinguishing between current and capital expenditure the 

procedure of neither the Central Bank nor the UN was followed. 

Ihe resulting estimate of government capital expenditure lies some¬ 

where between the two, being smaller than that of the Central 

Bank and larger than that of the UN (the difference is obviously 

one of definition of the line between current and capital, so when 

the estimate of capital formation rises the estimate of current ex¬ 

penditure shrinks correspondingly). The bank’s work was used as 

a starting point. From its total for capital expenditure, investment 

by the Railway and Electrical Departments was subtracted, mili¬ 

tary investment was transferred to current expenditure, and “ex¬ 

penditure on capital repair and maintenance” was similarly re- 
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classified. The resulting estimate, as noted, is somewhat larger than 

the one in the UN accounts. Part of the reason for the difference is 

that the central government data were not adjusted to a calendar 

year basis when reported to the UN by the CSD; adjusted data 

(such as those used here) would be expected to be somewhat 

higher than unadjusted ones, since they include a portion of the 

(usually higher) expenditure in the following budget year. 

A-6. External Transactions corresponds exactly with UN Table 

6, except that the items on current transfers to and from the rest of 

the world in that table have never been filled in. This is puzzling, 

since the figures are easily available in the balance of payments 
accounts published by the Central Bank. 

A-7. Gross Domestic Capital Formation and Saving is com¬ 

prised exclusively of material which has already appeared in earlier 

tables. The fit of the items in the table gives some indication of the 

accuracy of the measurement in all the preceding tables. The results 

in this case are not too good, since many of the items in this table 

—change in stocks, income retained by producing units, and house¬ 

hold saving—are those for which the measurements available are 

weakest. All in all, this is the most inadequate table of the series and 

the area in which future reorganizers of Ceylon’s national accounts 

might well concentrate their efforts (though in large part the im¬ 

provement of these estimates implies the improvement of the whole 
accounting system). 

A-8. Industrial Origin of Gross National Product derives mainly 

from UN Table 2 (see pages 254-255). The two tables are, in fact, 

identical, except for three points of deviation. The items “construc¬ 

tion” and “ownership of dwellings” have had added to them rural 

subsistence construction and rural house rents respectively. Any 

other deviations between GNP at factor cost in the UN and the 

present accounts are mainly explained by differing treatment of 

taxes and subsidies; since these are mainly matters between the 

government and agricultural producers, the statistical discrepancy 

between the two estimates has been added to income originating 

in agriculture. The only unjustifiable element in this procedure is 

that there is also some difference in income originating in govern¬ 

ment (i.e., government’s total wage bill) and no attempt has been 

made to allow for this. 

6. Using the Center Accounts 

Besides the creation of improved accounts, another purpose of 

a methodological study such as this is to determine how much 

confidence may be placed in a given set of accounts when using 
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them. Two fundamental questions must be asked. Are the aggre¬ 

gates correctly defined? Are they accurately measured? 

Questions of definition have already been dealt with above. In 

brief, it has been found that the “Gross National Product” of the 

CSD system deviates in several ways from GNP as usually defined. 

The UN accounts adhere more closely to standard definitions, but 

the Center accounts make still more progress in this direction by 

adding two quantities (rural subsistence construction and rural 

house rents) which bring the production frontier to precisely the 

point at which the UN itself recommends that it be drawn: to in¬ 

clude all market production, plus the own account production of 

food and housing. Similarly, each of the components of GNP has 

now been aligned quite closely with standard definitions, a con¬ 

siderable advance over Williams’ scheme (this was accomplished 

mainly by the CSD in responding to the “National Accounts Ques¬ 

tionnaire”). The user of the accounts presented here may thus 

rest assured that their elements have been defined to coincide with 

present international practice (in general, with UN recommenda¬ 
tions).21 

But how accurately has measurement been able to approximate 

the ideals represented by the definitions? With problems of defini¬ 

tion now generally solved, the question of the reliability of the 

estimates reduces to one of the quality of the basic data and the 

appropriateness of the measuring techniques employed in turning 

them into national accounts estimates. Ceylon’s basic data, as later 

sections of this Appendix make clear, are relatively good—excep¬ 

tionally fine for a country of such a low per capita income level. In 

most areas, it has been possible to devise fairly reliable estimates 

of the important aggregates of national accounting. On the other 

hand, corroborating estimates that could give the user of the accounts 

greater confidence in them have generally not been worked out 

(foi instance, in Table A—3 income of unincorporated enterprises 

must be taken as a residual). In its broadest sense, the question of 

statistical reliability is unanswerable in any precise way and each 

leader must form his own subjective judgment from the method¬ 

ological desciiption given in this Appendix. In a narrower sense, 

though—and an important one—the question of measui'ement re¬ 
solves itself to one of bias. In particular, many elements of the CSD 

system (on which, after all, the other systems are based) have been 

calculated using population data and some estimate of the per 

capita value of the flow involved. Is any right to draw conclusions 

21 See A System of National Economic Accounts and Historical Data, op. cit. 
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about levels and trends in per capita—or, indeed, gross—income for¬ 
feited thereby? 

The items in the CSD total “GNP” which are based in part on 

population are 2b (coconuts and coconut oil, locally consumed); 

2c (tea locally consumed), part of 2h (industrial products; only 

cottage industry is estimated from population); 2i & 2j (betel, 

areca nuts, and firewood locally consumed); 2k (miscellaneous 

goods locally consumed), part of 3 and 4 (trade and transport of 

locally produced and consumed goods; only trade and transport 

of those goods which are listed above has been estimated—in¬ 

directly—with population as a base); 5 (professional services); and 

6 (personal and domestic services). The key question is: are these 

likely in fact to grow more rapidly or more slowly than the other 

elements of GNP? CSD “GNP” has been growing at about 4.5 

percent a year since 1950, at a faster rate than population, so tying 

these items to population growth produces a downward bias unless 

they have actually grown at a much lower rate than other items.22 

Subjectively, there seems no particular reason for expecting this to 

be so. Levels of consumption of coconuts, tea, etc., per head would 

be expected to rise, not fall, and the proportion of professionals in 

the populace—and their incomes in the total—should rise. 

POPULATION-BASED ESTIMATES AS A PERCENT 
OF CSD “GNP” 

1946.... .. 21.6 1951... . ... 18.5 1956.... ... 18.8 
1947.... . . 22.7 1952... . ... 19.1 1957.... ... 19.4 
1948.... . . 22.0 1953.... ... 19.6 1958.... ... 19.8 
1949.... .. 20.9 1954.... ... 18.9 1959.... ... 19.5 
1950.... ... 19.1 1955. . . . ... 17.2 1960.... ... 19.0 

Note: For items 2h (industrial products) and 3 and 4 (trade and transport 
of locally produced goods for domestic consumption), the proportions of the 
total item falling into the population-based category was taken to be that of 
1951, 45 and 32 percent respectively. At least in the case of industrial prod¬ 
ucts, where factory production has actually risen faster than cottage in¬ 
dustry, this leads to some overstatement in later years. 

Putting the matter another way, what has happened to the popu¬ 

lation-based items as a percentage of GNP? As the table below 

shows, they have fallen slightly. This is another way of saying that 

other items have grown faster and that the use of population-based 

“Actually the comparison should be between real income growth and 
population, but the CSD publishes no constant price estimates. Since price 
increases have been at a rate below one percent per annum, the essential 
points remain valid; GNP has increased faster than population and items 
which are not estimated from population faster than those that are. 
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estimates may well impart a downward bias to income growth. 

Thus, the basic conclusion to be garnered from a study of GNP 

growth—that income per head has been slowly rising—is shown by 

a detailed study of national accounts methodology at least not to be 

overly optimistic. The use of population in estimating Ceylon’s 

GNP does not lead to upward bias. It seems more likely that any 

bias is slightly downward. Other minor instances of biased esti¬ 

mates have been noted in the discussions of specific items above, 

but they are of relatively little import. The general user can accept 

the estimates without concern that they produce a warped picture 

of actual trends in the economy. 

7. Concluding Note 

This section has reviewed the development of national account¬ 

ing in Ceylon, showing the way in which the estimates of the pres¬ 

ent author were able to build upon earlier work. It is not meant to 

imply that these latest estimates represent any pinnacle of achieve¬ 

ment in the field. On the contrary, the evolution is continuing and 

they will doubtless soon be superseded in many ways. If, however, 

they represent improvements in some regards over what has gone 

before and if they serve in their turn as the basis for further ad¬ 
vances, then they will have served their purpose. 

8. The Center Accounts 
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Notes on Sources and Methods 

SOURCES 

1. Central Bank of Ceylon, Annual Report of the Monetary Board to the 
Minister of Finance. 

2. -, Survey of Ceylon’s Consumer Finances, 1953 (1954). 
3. Accounts of the Government of Ceylon. Sessional Paper (annual). 
4. A.R. of the Commissioner of Inland Revenue (earlier title: A.R. of the 

Commissioner of Income Tax, Estate Duty and Stamps) (annual). 
5. A.R. of the Commissioner of Labour (annual). 
6. A.R. of the Food Commissioner (annual). 
7. A.R. of the Rubber Controller (annual). 
8. A.R. of the Tea Controller (annual). 

9. Department of Census and Statistics. Census of Ceylon, 1946 (1951-). 
-, Census of Ceylon, 1953 (1957-). 

Report of the Registrar-General on Vital Statistics. Sessional Paper 

10. 
11. 

12. 
(annual). 

Department of Census and Statistics, Statistical Abstract of Ceulon 
(annual). 

13. National Planning Council, The Ten-Year Plan (1959). 

14. “Labour Conditions in Ceylon," International Labour Review (Decem¬ 
ber, 1949), pp. 572-616, and (January, 1950), pp. 1-20. 

15. W. Rasaputram, “Gross National Product of Ceylon at Constant (1948) 
Prices, Central Bank of Ceylon Bulletin (January, 1956), pp. 8—16. 

16' ,-- “Savings of the Ceylon Economy, 1950-59”, ’ Central 
Bank of Ceylon Bulletin (January, 1961), pp. 10-31. 

17. United Nations, Statistical Office, Yearbook of National Accounts Sta¬ 
tistics (annual) 1957- 

Table A-2. Gross National Income and Expenditure at Current 
Market Prices 

,< 2^\ Private consumption expenditures: Item 1 from UN Table 1 f 171 Dl,,s 
rural house rents" (see 2A3 below). 1 J’ P 

2A1. Food: Item 1 from UN Table 5 [17], 
2A2. Clothing: Item 4 from UN Table 5 [17] 

only)^'p1use“ruraiehomie^reffi:s”!^ ^ 5 [17] ^ “ «*>“ «* 

(rof TlOn°Uand1 Xs:ltRUrf1 PTllatir was estimated from the censuses 

size taken from 19^6 g’[U]; average household 
size taken Iron. 1946 Census [9] and 1953 CBC Survey [2] with the imolied 

nmnber oferP° ia kd and extrapolated to provide estimates for other years- 
umber of rural houses in each year estimated by dividing rural population 

1953VCensus1Zri01 househoJfJ; montMy rent on rented rural houses shown by 
7, L,ensus [10] assumed to apply to all rural houses deflated hv rPT 

>*“) >» »b,ai" for »th“ w res„] ng’avetge « ™ 
tiplied by number of houses to yield total rent bills. 

280 
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2A4. Durables: 'l Total of items 2, 3, and 6-15 from UN Table 5 [17], 
2A5. Other: f Durables expenditure is not available separately. 

Central government; Item 17 from CBC Table 20l [1] (purchase of goods 
and services), plus item 21 (a) (i) (defense capital formation) and “expen¬ 
diture on capital maintenance” from the same table, minus item 1 (charges 
and sales) from CBC Table 20, minus current expenditures of the Railway 
and Electrical Departments [3]; all adjusted to calendar year from budget 
year (October-September) by the simple process of calling three-fourths of 
1959/60 expenditure plus one-fourth of 1960/61 expenditure the total for I960.2 

Local government: Total expenditures of municipal councils, urban coun¬ 
cils, town councils, and village committees [12], other than those identified as 
capital formation or transfers to the public (see items 2C1 and 4B, below). 

2B1. General expenditures: Sum of: 

Central government: Item 17(a) from CBC Table 20 [1] (purchases of goods 
and services: administration), plus item 21 (a) (i) (defense capital forma¬ 
tion) from the same table, adjusted to the calendar year. 

Local government: 25 percent of total expenditures (rough estimate) [12], 
2B2. Developmental expenditures: A residual, 2B minus 2B1. 
2C. Gross -fixed capital formation: Item la-lb from the lower half of UN 

Table 4 [17] (fixed capital formation by private enterprises and public cor¬ 
porations), plus subsistence construction (see 2C2, below), plus government 
fixed capital formation (see 2C1, below). 

2C1. Government fixed capital formation: Sum of: 
Central government: Item 21 from CBC Table 20 [1] (capital formation), 
minus “expenditure on capital maintenance” from the same table, minus item 
21 (a) (i) (defense capital formation), adjusted to the calendar year. 

Local government: 80 percent of “public works” expenditure of municipal 
councils [12] (20 percent is assumed to be maintenance work), plus 20 
percent of the expenditures of other local governments (a rough estimate based 
on the assumption that other local governments spend the same percentage of 
their budgets on capital formation as municipal councils do). 

2C2. Residential construction: Sum of: 
Market construction: Given in Ten-Year Plan [13], p. 474, as Rs. 139,000,000 
for 1957; this is 44.3 percent of all building construction in that year and the 
same percentage is assumed to apply in all years, i.e., item la-lb from the 
top half of UN Table 4 [17] is multiplied by .443. 

Subsistence construction: The change in the estimated number of rural 
houses from year to year (see 2C2) is multiplied by the estimated cost of 
building a rural house; the latter was given for 1959 in [13] and this figure 
was deflated by the CPI for other years; multiplying by tire number of houses 
added during the year gives the estimate (it is a conservative one, since the 
assumed average cost of building a new house is conservative and no allow¬ 
ance is made for the replacement of existing houses). 

Of which subsistence: Subsistence proportion just described. 
2C3. Enterprise fixed capital formation: Residual: Item la-lb from the 

lower half of UN Table 4 [17] (fixed capital formation by private enterprises 
and public corporations), minus the marketed proportion of item 2C2, above. 

2D. Change in stocks: Sum of: 
Tea and rubber: Production, minus exports and local consumption ( [8], [9]), 
valued at Colombo market prices. 

Livestock: Change in livestock population returns [12], smoothed by a 
three-year moving average to even out idiosyncratic year-to-year variations 

References to table numbers in the Central Bank of Ceylon, Annual Report 
of the Monetary Board to the Minister of Finance are to the 1961 edition; 
similar tables appear in Reports of other years, but their numbers vary. 

2All central government data have been adjusted in this way. 
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arising from the unreliability of the reporting system, valued at 1960 prices 
(unpublished CSD data), deflated by the CPI for earlier years. 

Government-held food (includes rice, flour, raw sugar, and white sugar): 
Changes in stock data (from [6]), valued at Colombo wholesale prices. 

Trade inventories of imports and domestically produced goods: these in¬ 
ventories were assumed to be one percent of the total of imports and domestic 
nonexport production (this is the U.S. ratio, which was used for want of 
better data) at all times; the item turned out to be very small in practice. 

2E. Exports of goods and services: Item 5 from UN Table 1 [17]. 
2F. Less: Imports of goods and services: Item 6 from UN Table 1 [17]. 
2G. Gross Domestic Product: Sum of Items 2A-2F, above. 
2H. Net factor income from abroad: Item 7 from UN Table 1 [17]. 
21. Gross National Product: Sum of items 2G and 2H, above. 
2J. Payments by producers to individuals: Sum of Items 2J1-2J3, below. 
2J1. Compensation of employees: Item 1 from UN Table 3 [17] (called 

“compensation of employees” there, but actually including only wages and 
salaries), plus: 

Social security contributions: Employees’ Provident Fund Scheme came into 
existence in 1958 and the first contributions were made in 1959; because the 
act provides for minimum contributions of 6 percent by employers and 4 per¬ 
cent by employees the employers’ share was assumed to be 60 percent of total 
collections [5], 

Income in kind: Comprises estimates of free food provided to estate laborers 
(the largest payment in kind by corporate employers and the only one esti¬ 
mated here); an estimate for 1948 (from [14]) has been extended to later 
years by multiplying by indexes of rice prices and estate population. 

2J2. Entrepreneurial and property income:\Items 2 and 3 from UN Table 
2J3. Business transfer payments: J3 [17], plus “rural house rents” 

(see 2A3, above), plus subsistence construction (see 2C2, above), plus statis¬ 
tical discrepancy (since “income of unincorporated enterprises” is a residual 
item in the UN system, any further residual which emerged in equating Gross 
National Income to Gross National Product in this table was added in here); 
business transfer payments cannot be identified separately. 

2K. Income retained by producers: From [16]; 1959 figures are used for 
1960 as well, pending the extension of the series. 

2K1. Capital consumption allowances: From [16], 
2K2. Retained earnings of corporations: From [16], 
2L. Payments by producers to governments: See 5A, below. 
2M. Less: Adjustments: Sum of Items 2M2-2M3, below. 
2M1. Subsidies: Sum of: 

Food subsidy (producer part): Quantities of paddy and minor food crops pur¬ 
chased under Guaranteed Price Scheme, times the difference between prices 
paid producers and the f.o.b. import price. 

Subsidies to government enterprises and public corporations: Deficits of 
Railway and Electrical Departments [3], plus item 17(d) from CBC Table 20 

[1J (payments to government enterprises), minus current expenditures of Rail¬ 
way and Electrical Departments. 

Subsidies to private firms: Item 18(a)(v) from CBC Table 20 [1] (“other 
transfer payments to private current accounts ). 

2M2. Interest on public debt: Item 7 from UN Table 3 [17] 

^ Statistical discrepancy: Included in 2J2 above; see note for that item 
2N. Gross National Income: Sum of 2J-2M, above. 

Table A-3. Gross National Expenditure at Constant (1953) Prices 

Note:;Items in this table correspond to those in Table A-2, except 
that they are deflated to 1953 prices by the price indexes indicated. 

d2tl(7tTTieT[i“XSS‘r<": AI1 ilems CPI up ,0 1953; implw 
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3A1. Food: Food component of CPI. 
3A2. Clothing: Clothing component of CPI. 
3A3. Rent: All items CPI, lagged one year (this is a better deflator than the 

rent component of the CPI, which severely understates price increases). 

VurMes: 'l A resj(]uai item. 3A minus 3A1, 3A2 and 3A3 above. 
3A5. Other: J 
3B. Government current expenditures: Rasaputram—CBC Index [15] up to 

1953; implied deflator in UN Table 1 [17] thereafter. 
3C. Gross fixed capital formation: Same as 3B. 
3D. Change in stocks: Deflated by an index computed using the prices of 

the various items in the stock estimate, currently weighted (double-weighted 
by an average of the value of the stock and value of change in the stock). 

3E. Exports of goods and services: CBC export price index [1]. 
3F. Less: Imports of goods and services: CBC import price index [1]. 
3G. Real Gross Domestic Product: Sum of 3A-3F, above. 
3H. Net factor income from abroad: Deflator implied by comparing GDP 

here with GDP in Table A-2 used to deflate this item. 
31. Real Gross National Product: Real GNP is tire sum of 3G and 3H, above; 

Real Gross National Income: Real GNI is the sum of 3A, 3D, 3H, and “net 
foreign investment” (i.e., 2E minus 2F in Table A-2), the last item deflated by 

the import price index. 

Table A-4. Personal Income, Outlay, and Saving 

4A. Payments by producers to individuals: 2J. 
4A1. Compensation of employees: 2J1. 
4Ala. Wages and salaries: See 2J1. 
4Alb. Social security contributions: See 2J1. 

4Alc. Income in kind: See 2J1. 
4A2. Entrepreneurial and property income: 2J2; includes business transfer 

payments. 
4A2a. Unincorporated farm income: A residual: 4A2, minus the sum 
4A2b. Unincorporated nonfarm income: of 4A2c, 4A2d and 4A2e; be¬ 

cause this item is a pure residual, division into farm and nonfarm income is 

impossible. 
4A2c. Rental income: Item 9 from UN Table 2 [17] (urban rental income), 

plus “rural house rents” (see item 2A3, above). 
Of which owner occupied: Proportions of urban and rural rental incomes, 

based on percentage of houses reported as owner occupied in the 1946 and 
1953 censuses [10], [11], with interpolated or extrapolated proportions used for 

other years. 
4A2d. Interest and dividends: Items 3b-3d from UN Table 3 L17J; also 

includes corporate transfer payments. 
4A2e. Less: Interest on consumer debt: Item 8 from UN Table 3 L17J. 
4A3. Business transfer payments: Included in 4A2d, above; the value of this 

item is probably very small. 
4B. Transfer payments from government: Sum of: 

Central government transfer payments to individuals: Items 18(a)(iii) ( pen¬ 
sions to government employees”) and 18(a) (iv) (‘direct relief ) from CBC 
Table 20 [1], plus the part of item 18(a)(i) (“food subsidies”) remaining 
after the producer part of the “subsidy” (see 2M1, above) has been removed, 

all adjusted to the calendar year. ...... „ ,. 
Local government transfer payments to individuals: Expenditures on as¬ 

sistance and poor relief” by municipal councils [12], plus ten peicent of the 
expenditures of other local governments (the percentage is based on the ex¬ 

penditures of municipal councils on assistance and poor relief ). 
4C. Transfer payments from abroad: Credit item 9 from CBC Table 25A 

^ 4D. Personal Income: Sum of 4A-4C, above. 
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4E. Private consumption expenditures: 2A. 
4E1. Food: 2A1. 

Of which subsistence: A constant proportion of certain domestic crops (pro¬ 
portions taken from fl], 1961 total value of net output for each crop being 
taken from the CSD national accounts [12]: 60 percent of rice, 40 percent of 
coconuts and coconut oil, 50 percent of other food crops, and 5 percent of fish. 

4E2. Clothing: 2A2. 
4E3. Rent: 2A3. 

Of which owner occupied: See 4A2c, above. 
4E4. Durables: \ 
4E5. Other: J2A4-2A5. 

4F. Payments to government: Sum of 4F1 and 4F2-4F3, below. 
4F1. Social security contributions: Item 3 from CBC Table 20 [1] (social 

insurance contributions), plus total contributions to the Employees’ Provident 
Fund [5] (1959 and 1960 only). 

4F2. Personal taxes: 

4F3. Other: Items 2 ( taxes on income, profits and personal expenditure”) 

f ( nun tM and gift tax” and 7 (“other taxes and levies”) 
trorn CBC table 20 [1], minus allowances for direct taxes estimated to have 
been paid by corporations: a part of the income tax and surcharge on income 
ax based on assessments made by the commissioner of inland revenue 141 
(these taxes apply to both firms and individuals and no data are published on 
collections from each; the division of assessments between the two, year by 
year, was smoothed by a three-year moving average, lagged two years to allow 
collections to catch up with assessments, and applied to total collections to 
f ., ate amounts collected from persons and companies respectively), all 

of the profits and excess profits taxes and of contributions by government de¬ 
partments and enterprises in lieu of income tax, and 40 peicent of The bank 
debits tax (representing the proportion of demand deposits held by corpora- 
’°n'S’ a“0rcl’ng t0 CfBC da*a) (^ source for all of these was [3]); “other” 

.. m , . > refers to fees and fines paid by individuals to government, a small 
item which cannot be separately identified. 

4G. Transfer payments to abroad: Debit item 9 from CBC Table 25 fll 

[16] PerSOnal savmS: Rasaputram’s “average estimate” from his Table 11 

^isti^aldhc^efancf Arises because the estimate of personal saving 

Z uh 1S bdieVed t0 be the best available, does not match perfecdv 

saving' ?4J[I thereforePsrt°nal lT‘?tS “Personal outlays and 

i”°me" <4D) “d lWs statls- 
4J. Personal Outlay and Saving: Sum of 4E-4I, above. 

Table A~5. General Government Revenue and Current Expenditure 

oA Payments by Producers: Sum of 5A1-5A6, below 

incometaSKSKr 0f the “ *« -d surcharge 0„ 
profit, tax, (S“ f 2-4F3, above )8pl„s 

partments and enterprises- separatum cm .P i r 16U °f taX by government de¬ 
impossible, so both of these are included here n°ncUrrent tax Payments is 

council,, plus 

experience with municipal and utban coun^™™”™'8 (profortlons based on 

5A3» S°eZ mt rZTr ST 0f bA3a-5A3e, below. 

20 [1]; includes commodity taxes g°°ds !'"d services> from CBC Table 
5A3b. Sales: Nil throughout. 
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5A3c. Turnover: Nil throughout. 
5A3d. Customs: Item 5 from CBC Table 20 [1]. 
5A3dl. Import duties: Item 5(b) from CBC Table 20 [1]. 
5A3d2. Export duties: Item 5(a) from CBC Table 20 [1]. 
5A3e. Other: Commodity taxes (e.g., on liquor and gasoline) are included 

under 5A3a, above. 
5A4. Other business taxes and fees: Item 7 (“other taxes and levies”) from 

CBC Table 20 [1]; certain items of municipal council revenues: other taxes, 
markets, licenses; judicial fines, and slaughterhouses and cattle marts; “other 
taxes” of urban councils; and ten percent of the total revenues of other local 

governments [12]. 
5A5. Property income paid to government: Item 9 (“income from prop¬ 

erty”) from CBC Table 20 [1]; certain items of municipal council revenues: 
water supply, drainage and conservacy fees, rents, electricity, and miscellaneous 
revenues; utility services and electric lighting revenues of urban councils; and 
55 percent of total revenues of other local governments [12]; public utility en¬ 
terprises run by local governments are included here on a gross basis, but this 

is only a small inflation of the item. 
5A6. Surplus of government enterprises: Item 8 (“receipts from government 

enterprises”) from CBC Table 20 [1], adjusted to alter Railway and Electrical 
Department revenues from a gross to a net basis [3], 

5B. Payments by individuals: 4F. 
5B1. Social security contributions: 4F1. 
5B2. Personal taxes: \ 
5B3. Other: )4F2-4F3. 

5C. Transfer payments from abroad: Credit item 10 from CBC Table 

25A [1]. 
5E. Total Receipts: Sum of 5A-5C, above. 
5F. Government current expenditures: 2B. 

5F1. General expenditures: 2B1. 
5Fla. Administration: Includes items mentioned under 2B1, above, minus 

5Flb, below. 
5Flb. Defense: Items 17(a)(i) (“purchases of goods and services: de¬ 

fense”) and 21(a)(i) (“defense capital formation”) from CBC Table 20 [1]. 
5Flc. Community services: This item, an extremely small one, is included 

under 5F2, below. 
5F2. Developmental expenditures: 2B2. 
5F2a. Education: Expenditures of the Education Department, less capital 

expenditures (given in [3] since 1959 and taken as three precent of total ex¬ 

penditures for previous years). 
5F2b. Health: Expenditures of the Health Department less capital expendi¬ 

tures (given in [3] since 1959 and taken as six percent of total expenditures for 
earlier years), plus public health expenditures of municipal councils, plus ten 

percent of the expenditures of other local governments. 
5F2c. Other social: Item 17(b) (“purchases of goods and services: social 

services”) from CBC Table 20 [1], minus 4F2a and the central government 
part of 4F2b, above; plus ten percent of local government expenditures (a 

very rough estimate). 
5F2d. Agriculture: 1 A residual; 4F2, minus the sum of 
5F2e. Transport and communications: 4F2a, 4F2b, and 4F2c; no divi- 
5F2f. Other industry: J sion of current expenditures on 

economic services by sector has been made by the CBC and none was at¬ 

tempted here. 
5G. Subsidies: 2M1; the nonstandard breakdown given below has been sub¬ 

stituted for the standard one because the latter is not feasible and this provides 
a useful alternative; any social subsidies are included in 5G3, while among 
economic subsidies, 5G1 and part of 5G3 go to agriculture (5G1 to peasant 



286 Ceylon: An Export Economy in Transition 

producers, part of 5G3 to estates), while 5G2 and the remainder of 5G3 go to 

industry. 

5G1. To food producers: Described under 2M1, above. 

5G2. To government enterprises and public corporations: See 2M1, above. 

5G3. To private firms: See 2M1, above. 

5H. Interest on public debt: 2M2. 

51. Transfer payments to individuals: 4B. 

511. Social security benefits: Item 18(a) (iii) (“pensions to government em¬ 

ployees”) from CBC Table 20 [1]; through 1960, no benefits had been paid 

out by the Employees’ Provident Fund. 

512. Food “subsidy”: This describes the remaining “food subsidy” after the 

producer subsidy portion has been removed; since some food items are sold at 

a profit by the government, the subsidy can be negative, as it was in 1955; 

once again, a nonstandard breakdown has been applied here because the 

standard one is not available and this one is meaningful. 

513. Other: A residual: 51 minus the sum of 511 and 512; this item includes 

various transfers, mostly for poor relief, made by local and central governments. 

5J. Transfer payments to abroad: Nil throughout. 

5K. Surplus on current account: Item 5E, above, minus the sum of Items 
5F-5J. 

5L. Total current expenditures and surplus: Sum of Items 5F-5K, above. 

Table A~6. External Transactions 

6A. Exports of goods and services: 2E. 

6A1. Merchandise: Item la from UN Table 6 [17], 

6Ala-6Alk. Breakdown: Exports by ISIC one-digit group; source: Customs 

data (this has been classified by the ISIC since 1956; figures for earlier years 

derive from a reclassification) [12]; 1950, 1952, and 1955 have not been re- 
classified. 

6A2. Other: Item lb from UN Table 6 [17], 

6B. Factor income from abroad: Item 2 from UN Table 6 [17], 

6C. Transfer payments to individuals: 4B. 

6D. Transfer payments to government: 5C. 

6E. Current receipts from abroad: Sum of 6A-6D, above. 

6F. Imports of goods and services: Item 4 from UN Table 6 [17] 

6F1. Merchandise: Item 4a from UN Table 6 [17], 

RF9a'nIlk’T?rea^0rWn: IInlP°rts,by ISIC 2rouP; see 6Ala-6Alk, above. 
6F2. Other: Item 4b from UN Table 6 [17], 

6G. Factor income paid abroad: Item 5 from UN Table 6 [17], 

95A^[1] Tran^er payrnenU frorn individuals: Debit item 9 from CBC Table 

95A6[l]rranS/gr PaymentS fmm government: Debit item 10 from CBC Table 

of lSmsS6F-6I.0/ nati°n °n CUnent aCC0Unt: It6m 6E’ above> minus Ae sum 

6K. Current payments to abroad and surplus: Sum of items 6F-6J, above. 

Table A~7. Gross Domestic Capital Formation and Saving 

7A. Gross fixed capital formation: 2C. 

7A1. Government fixed capital formation: 2C1. 

7A2. Residential construction: 2C2. 

Of which subsistence: See 2C2. 

7A3. Enterprise capital formation: 2C3. 
7B. Change in stocks: 2D. 

7C. Gross domestic capital formation: Sum of 7A and 7B, above. 
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^Frorn Rasaputram [16]; the 

breakdown is not available. 

standard 

7D. Income retained by producers: 2K. 

7D1. Capital consumption allowances: 2K1. 

7D2. Retained earnings of corporations: 2K2. 

7D2a. Resident companies: 
7D2b. Nonresident companies: 
7D2c. Co-operative institutions: J 
7E. Personal saving: 4H. 

7F. Government surplus on current account: 5K. 

7G. Less: Surplus of nation on current account: 6J. 

7H. Statistical discrepancy: Item 7C, above, minus the sum of items 7D-7G. 

71. Gross domestic saving: 7C. 

Table A~8. Industrial Origin of Gross Domestic Product 
At Factor Cost 

8A. Agriculture, fishing, forestry: Item 1 from UN Table 2 [17], plus the 

statistical discrepancy which arises when GDP at factor cost, calculated 

from the expenditure side (i.e., item 2G, plus item 2M1, minus indirect taxes, 

which is the sum of items 5A2, 5A3, 5A3d(l), and 5A4) is compared with the 

sum of the items in this table (see page 265). 

8A1. Tea and minor estate crops: Gross value of output, minus an allow¬ 

ance for raw material inputs, all based on CSD national accounts [12]. 

8A2. Rubber: Same as 8A1. 

8A3. Coconut: Same as 8A1. 

8A4. Other: A residual: Item 8A, above, minus the sum of 8A1-8A3. 

8B. Mining and quarrying: Item 2 from UN Table 2 [17]. 

8C. Manufacturing: Item 3 from UN Table 2 [17]. 

8D. Construction: Item 4 from UN Table 2 [17], plus subsistence construc¬ 

tion (see item 2C2, above). 

8E. Electricity, gas, water: Item 5 from UN Table 2 [17]. 

8F. Transport and communications: Item 6 from UN Table 2 [17]. 

8G. Wholesale and retail trade: Item 7 from UN Table 2 [17]. 

8H. Ranking, insurance, real estate: Item 8 from UN Table 2 [17]. 

81. Ownership of dwellings: Item 9 from UN Table 2 [17], plus rural house 

rents (see item 2A3, above). 

8J. Public administration and defense: Item 10 from UN Table 2 [17]. 

8K. Services n.e.c.: Item 11 from UN Table 2 [17]. 

8L. Gross Domestic Product at factor cost: Sum of items 8A-8K, above. 

C. TRENDS IN LABOR SUPPLY AND USE, 1946-60 

1. Sources of Information 

The reader is asked to start with this minimal premise: if one 

is to study the economic development of Ceylon in the period 1946 

to 1960 it is necessary to have estimates of the growth of labor 

supply and also of the extent to which the available labor has been 

utilized in the economy. Given this premise it is clear that whatever 

materials are available and whatever past surveys have been made 

must be used to develop the best possible estimates, however weak 

those materials—and, thus, the estimates themselves-may be. 

Ceylon has no regular series of data on labor force, no good 

data on unemployment, and only a spotty coverage of employment 
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by industry. There have been sporadic investigations, though, 

which can be used to put together a proximate picture of trends 
in labor supply and use: 

(1) The population censuses of 1946 and 1953 included ques¬ 

tions on the economic status of the populace—whether gainfully 

occupied or not and, if so, in what area and in what status (whether 

paid employee, employer, own account worker, etc.). The censuses 

also asked those who considered gainful employment their normal 

activity whether they were actually employed at present, but the 

answers leceived are of little value, since they obviously yield too 

low a total for unemployment (which, in any case, is defined so 

as to exclude first-time job seekers). Moreover, there is definitional 

\ariation between the two censuses: while the 1953 census provides 

a fairly conventional industrial classification the 1946 census uses 

an older and less useful system of classification, which combines 

industrial and functional status (e.g., it identifies “paddy culti¬ 

vators” and “paddy landowners” but lumps all “land cultivators” 

and landowners” of other food crops together); while the 1953 

census includes unpaid family workers in the “economically active 

population” the 1946 census excludes them. The difficulties of using 
census data as inputs into these estimates are evident enough. 

(2) A census of the unemployed was conducted in 1949,23 but 

its results are of little value for the present purpose, being ren¬ 

dered utterly noncomparable with any other data by their exclu¬ 
sion of all job seekers who were over 60 or under 17 in age from the 

ranks of the unemployed, as well as all those who desired seasonal 

rather than year-round employment. It is not surprising that these 

constricted terms of definition resulted in the low implied all-island 

unemployment rate of 3.1 percent (based on estimates made here 
ot the labor force at the time). 

(3) An annual series of the numbers of unemployed registered 

at employment exchanges throughout the island has been in exis¬ 
tence since 1939 but is of no use at all for these estimates. As is the 

case in nearly every country where this type of data exist the 

amount of unemployment is grossly understated. Moreover the 

degree of understatement is not ascertainable and it does not even 
seem likely that the trend in registered employment can be taken 

as equivalent to the trend in total unemployment, since the number 

of empffiyment exchanges has changed from time to time 

(4) Employment data for selected industries, generated by the 
operation of the Wages Boards Ordinance, have been published 

155-56C Department of Census and Statistics, Statistical Abstract 1952, pp. 
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since 1948. They are of some value. For the plantation industries 

they can be taken as equivalent to industry employment figures. 

For some other industries they are good, but for yet other indus¬ 

tries the collection of data started only in more recent years and 

in still others the number of establishments reporting varies too 

much from year to year for the figures to afford much help. 

(5) The Central Bank of Ceylon, Survey of Ceylons Consumer 

Finances of 1953 also canvassed people on their economic status: not 

in the labor force, unemployed, or employed (and if so in what in¬ 

dustrial group). The survey obtained a labor force equal to 40 per¬ 

cent of the population sample and an unemployment rate of 16.6 

percent of that labor force. Its sample, however, was extremely small 

for this purpose—just over 5,000, or about .06 percent of the popula¬ 

tion—and since labor supply and use were not the main concerns 

of the study the investigation of them was not overly intensive 

(e.g., no attempt was made to determine the degree of seasonality 

in the unemployment that was found). 

(6) The most recent sample survey dealing with the problem— 

and one that was specifically designed to do so—was the Employ¬ 

ment, Unemployment and Underemployment Sample Survey of 

1959.24 It investigated the anatomy of employment, unemployment, 

and the many borderline states that can lie between the two, es¬ 

pecially in an underdeveloped country. Although there are some 

difficulties involved in interpreting the EUUSS (as it can be ab¬ 

breviated ) it has served as a basic source for the calculations made 

here. 
In summary, there is no absolute shortage of materials bearing 

on the supply and use of labor in the 1946-60 period. There are 

instead great problems of comparability and, of course, sizable 

gaps in the existing knowledge as well. The task that must be 

undertaken is to try to provide as accurate and complete a picture 

of labor availability and use as possible, given the basic materials 

which are at hand. 

2. Labor Force 

The most important measure of labor availability is probably 

the labor force, defined as the total number of persons who are 

either working or seeking work at a given point in time. It is tiue, 

-’■The full “Report to the Government of Ceylon on the Employment, Un¬ 

employment and Underemployment Sample Survey of Ceylon, 1959” by the 

International Labour Organisation team which conducted the survey is still 

unpublished but a summary has been released as A Survey of Employment, 

Unemployment and Underemployment in Ceylon, International Laboui Re¬ 

view (March, 1963), pp. 247-57. 
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as the EUUSS notes, that the labor force concept presents certain 

difficulties of interpretation in underdeveloped countries, where 

seasonal unemployment, perpetual underemployment, and multiple 

jobholding are endemic. Under these conditions, the specific identi¬ 

fication of a severely limited time frame of reference made by the 

labor force concept may be misleading. The alternative is the 

“gainfully occupied worker” or “economically active population” 

concept, which classifies people on the basis of what they state their 

“normal” activity to be, with no mention made of any explicit time 

horizon over which the respondent should make his judgement 

about a “normal” activity. Actually, as far as labor supply goes, 

the conceptual difference seems to matter little in practice. The 

EUUSS estimated the labor force to be 32.4 percent of its sample 

population and the gainfully occupied 30.7. 

The simplest way to estimate the size of the labor force in vari¬ 

ous years would be to take an estimate of it as a percentage of 

total population (e.g., for 1953 from the Central Bank survey; for 

1959 from the EUUSS) and apply that percentage to the estimated 

population for other years. In some circumstances this simple pro¬ 

cedure would yield an adequate measure. In the specific context 

involved here, however, this will not do. At least two important 

trends in Ceylonese society lead one to expect a changing ratio 

of labor force to population. For one thing, population started to 

grow very rapidly in 1946; the cause was a falling death rate and 

the main beneficiaries of the falling death rate were infants and 

mothers. As a result, the proportions of young people and women 

in the population should have risen and this would be expected 

to reduce the labor force-population ratio. The other notable trend 

is the striking spread of education, both in terms of the increasing 

numbeis who attend school and the lengthening period of time 

for which they attend. This, too, should have worked for a falling 
ratio of labor force to population. 

Allowances should be made for the effects of these two trends on 

the labor force. They can be made using three tools: the break¬ 

down in the 1953 census of the gainfully occupied by age and 

sex groups, a projection of the 1953 participation rates by age-sex 

group to other years, and some calculations about the student pop¬ 

ulation. A precondition of this operation is the need to work with 

the economically active population” concept, since it is the one 

employed in the census. What is measured, then, is actually the 

economically active population,” but this is unlikely to differ much 

m prachce from the labor force and for that reason the latter term 

which is more convenient and familiar, will continue to be used. ’ 
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Use will be made of a well-known and generally accepted fact 

of labor economics: over a span of just a few years the size of the 

labor force relative to population is almost entirely determined 

by the age and sex structure of the population, the other possible 

determinant, the “participation rates” of the various age and sex 

groups in the labor force, being institutionally determined and 

changing only very gradually over time. The basic technique of the 

estimates made here is to apply age-specific participation rates 

taken from the 1953 census to the estimated population of each 

age-sex group in other years, thus obtaining an estimate of labor 

force in each of those years. This procedure, used in conjunction 

with estimates of the changing age-sex structure of the population, 

automatically corrects for the rising ratios of young people and 

women in the population; a special correction will have to be made 

subsequently for the spread of education. 

The participation rates implied in the 1953 census are as follows: 

TABLE A-9 

Participation Rates from the 1953 Census 

(Percent) 

Age Group Male Female 

0-14. . 2.9* 2.7* 
15-19. . 46.5 27.7 
20-24. . 81.4 28.7 
25-54. . 95.1 31.9 
55-59. . 91.2 34.1 
60-. . 73.6 25.6 
All ages. . 53.1 18.9 

*The rates for the 0-14 age group were not based directly on the 
census totals but on those totals corrected for underenumeration in 
the 0-4 age bracket, which the Registrar-General’s Department says 
amounted to some 135,000 children. See Report of the Registrar-General 

on Vital Statistics for 1960, p. 11. 

These rates yield a labor force on the census day (March 20,1953) 

of 2,993,000, or 36.4 percent of population. This ratio is a very low 

one relative to those found in many other countries but is not too 

surprising in a country whose population is growing very rapidly 

and is thus heavily weighted toward the age brackets with the low¬ 

est participation rates and in which the participation rates of 

women are very low. It is somewhat lower than the ratio found 

by the Central Bank for May of the same year (which was 40.0 

percent) but seasonal fluctuation and statistical error in both 

sources could easily explain the discrepancy. In the light of the 
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findings of the EUUSS for 1959, the fact that we are working with 

“economically active population” and not directly with the labor 

force concept may result in some slight understatement. 

TABLE A-10 

School and Nonschool Population, Age 0-19* 

(Thousands) 

-Age 0-14- -Age 15—19 

Year 

In 

School 

Not in 

School 

In 

School 

Not in 

School 

1946. 872 1,812 73 729 
1947. 956 1,814 85 766 
1948. 1,046 1,832 100 673 
1949. 1,147 1,832 116 654 
1950. 1,176 1,913 127 623 
1951. 1,411 1,776 132 596 
1952. 1,348 1,927 136 588 
1958. 1,416 1,974 165 558 
1954. 1,437 2,064 191 539 
1955. 1,475 2,100 184 576 
1956. 1,537 2,120 184 623 
1957. 1,679 2,083 211 633 
1958. 1,785 2,076 235 647 
1959. 1,892 2,073 267 653 
1960. 1,963 2,107 293 659 

*Source: A.R.s of thi 
text). 

Director of Education; age-sex group projections (see 

The labor force estimates for other years were obtained by the 

following means. First the age-sex structure of the population in 

each year was calculated. The 1953 census, with the addition of 

135,000 children in the 0-4 bracket, was the starting point in this. 

Estimates were then made of the numbers at each year-end back 

to 1945. This was done by “demoting” the population of the pre¬ 

ceding year by one year and adding in deaths by age and net emi¬ 

gration registered during the year following the year-end in ques¬ 

tion (previously, a modification of this procedure had been used 

to convert the census day figures to an end-of-1952 basis). In some 

cases, upward adjustments had to be made in the lowest age brack¬ 

ets because the number of infants projected from the census totals 

plus registered deaths in the intervening period was less than the 

number of registered births in the year in question (births tend 

to be underregistered, never overregistered, so such a thing is im¬ 

possible). For the years after 1952 the procedure was reversed: the 

population at each age was “promoted” by one year, deaths by age 
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were subtracted out, births were added, and net emigration was 

removed. The final results for all years accorded well with the esti¬ 

mates of total population made by the Registrar-General’s Depart¬ 

ment, but gave in addition a reasonable estimate of the age-sex 

structure in the various years, something the department does not 
provide. 

The 1953 participation rates times the estimated numbers in 

each age-sex category yielded the “uncorrected estimates” of Table 
A-ll. 

TABLE A-ll 

Mid-Year Labor Force Estimates, 1946-60 

(Thousands) 

Year 
Uncorrected 
Estimates 

Student 
Correction 

Corrected 
Estimates 

Percent of 
Population 

1946. .... 2,516 67 2,583 37.7 
1947. 2,573 57 2,630 37.4 
1948. 2,643 47 2,690 37.1 
1949. .... 2,721 37 2,758 37.0 
1950. 2,801 30 2,831 36.9 
1951. 2,871 15 2,886 36.6 
1952. 2,939 18 2,957 36.6 
1953. 3,012 — 3,012 36.3 
1954. .... 3,087 -10 3,077 36.1 
1955. 3,165 - 3 3,162 35.8 
1956. 3,234 1 3,235 36.2 
1957. 3,308 -30 3,268 35.7 
1958. .... 3,377 -23 3,354 35.7 
1959. 3,451 -36 3,415 35.5 
1960. .... 3,549 -47 3,502 35.4 

The correction to allow for the spread of education was made 

by taking the 1953 census totals for the gainfully occupied in the 

0-14 and 15-19 brackets and comparing these with estimates of 

the participation rates of nonstudents in 1953. The A.R. of the 

Director of Education gives the numbers in school by age. Using 

the residual, nonstudent population, as the divisor, the new (non¬ 

student) participation rates turned out to be 4.9 percent for the 

0-14 group and 48.4 percent for 15-19. These new rates were as¬ 

sumed to hold among nonstudents in all years of the period. This 

new estimate of labor force in the 0-19 age group minus the orig¬ 

inal uncorrected estimate (i.e., total population at these ages times 

overall 1953 participation rates) gives the student correction, a 

measure of the number of potential labor force participants whose 
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entry into labor supply has been delayed by the continuation of 

their education. 

All that remains is to add the student correction to the uncor¬ 

rected estimate and thus obtain the “corrected estimate” of Table 

A-ll. A measure of the reliability of the labor force estimates 

which result from these calculations is provided by a comparison 

of the total obtained for 1959 by the methods just described with 

the findings of the EUUSS. The author’s total is 3,415,000, as com¬ 

pared with the EUUSS figure of 3,320,000. The EUUSS estimate, 

which was reached using an entirely different procedure from the 

one described here, thus differs from the author’s figure by only 

2.8 percent. 

3. Employment 

The ideal way to measure the degree and pattern of labor use 

in the economy would be to use data that are completely inde¬ 

pendent of those used to estimate labor supply. If both independent 

estimates were accurate, a comparison of their totals would yield 

an accurate measure of unemployment. This, however, would re¬ 

quire a very high degree of accuracy: unemployment, as a small 

number found as the difference between two much larger num¬ 

bers, would absorb the errors of both—unless they happened to be 

offsetting—and have its total distorted by a much larger degree. 

Here the ideal of independent estimates can be only a goal; in 

some industries there are good independent data, but in others 
some reliance on census information will be necessary. 

First among the industries with reliable independent data is the 

plantation sector, where there are good wages boards employment 

totals. There is some independent indication of trends and fluctu¬ 

ations in manufacturing employment and government employment 

can also be directly estimated. For the other sectors of the economy, 

unfortunately, the information on labor use must come from sources 

which, strictly speaking, deal with labor supply: the population 

censuses of 1946 and 1953 and the EUUSS of 1959. Still, with ap¬ 

propriate adjustments, these data can be used to gain at least a 
partially independent view of labor use. 

The employment estimates for the 1946-60 period are given in 

Table 5-2, page 101. Their method of calculation is explained in 

detail in the source notes below on pages 296-297. Some general 
comments are necessary in addition, however. 

(1) In those industries where 1946 and 1953 census data serve 

as a basic source, the two have been rendered comparable by an 

adjustment of the earlier totals to include unpaid family workers, 
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who were included among the “gainfully employed” in the 1953 

inquiry but not in 1946. This adjustment is made on the assump¬ 

tion that unpaid family workers bore the same ratio to total “gainful 

employment” in each industry in 1946 as they later proved to bear 
in 1953. 

(2) A particularly knotty problem concerns the interpretation 

of the EUUSS relative to the censuses. Since there was no census 

during the later years of the period studied25 the EUUSS is essential 

as a source taken from near the end of the period for industries for 

which there were no independent estimates. But how is it to be 

interpreted? The EUUSS found the “gainfully employed” to be 

an extremely small—an unbelievably small—proportion of total pop¬ 

ulation: only 30.7 percent. By contrast, the percentage calculated 

for the 1959 labor force here was 35.5, itself very low in a world 

context. This poses a dilemma: if the EUUSS finding were to be 

utilized in estimating 1959 employment, absolute totals substantially 

below 1953 levels would be the result. Yet the EUUSS did furnish 

figures on the distribution of the gainfully employed by groups 

which are essential to the present estimates. A solution to the di¬ 

lemma, though not an entirely satisfactory one, is to assume that 

the EUUSS reflects sampling error in putting the labor force-popu¬ 

lation ratio so low but that its breakdown by industry reflects the 

correct proportions. These proportions are applied to the labor 

force total obtained here to yield the estimates shown in Table 

5-2. The trouble with this is, of course, that the question of 

whether employment in these sectors has grown over the 1953-59 

period has to some extent been begged. But, since the only alterna¬ 

tive was to accept utterly incredible totals, the unpleasant choice 

has been made. 

(3) Where the data used are of the “gainfully occupied” type 

there is the difficulty that they obviously overstate actual employ¬ 

ment according to the concept of current—as opposed to “normal”— 

status. Some deflation must be made, but how much? Here the 

simple assumption has been made that there was five percent un¬ 

employment among the “gainfully occupied” in “other” (i.e., tra¬ 

ditional) agriculture and ten percent in all other industries where 

data on the “gainfully occupied” are used. The assumption of a 

lower percentage in peasant agriculture is founded on the general 

notion that the sector is characterized more by underemployment 

than by outright unemployment, but obviously nothing very so- 

2’Information on the economic activity of the population from the 1963 

census was not yet available as this book went to press. 
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phisticated is meant by this (unemployment in the sector probably 

varies between nil and a level far above five percent on a seasonal 

basis). These assumptions are probably not too far off the mark 

in the employment estimates they provide. They do go a very- 

long way, however, toward begging the question of unemployment 

(see below pages 298 300). 

Source notes to Table 5~2 (page 101): 
“Agriculture, fishing, etc.”: “agriculture” plus “fishing, hunting, fores¬ 

try,” below. 
“Agriculture”: “estates” plus “other,” below. 
“Estates”: Wages boards data back to 1948. For earlier years, other 

data reported to the Labour Department (on labor strength) were used, 
corrected for the underreporting they seem to exhibit relative to the later 
data. The three components of estate employment are from the same 
source. Each includes only estate employment and so to a certain ex¬ 
tent underestimates the total amount of labor involved in all (i.e., estate 
and smallholder) cultivation of each crop. 

“Other”: For 1946, 1953, and 1959 the census and EUUSS totals 
for the whole “agriculture, fishing, etc.” group were reduced by the 
estates and fishing, hunting, forestry” totals and by the five percent 

assumed unemployment, leaving nonestate agriculture as a residual. The 
figures for other years were interpolated and extrapolated. 

“Fishing, hunting, forestry”: Census totals for 1946 and 1953 were 
simply interpolated and extrapolated. 

“Mining and quarrying”: 1946 and 1953 census and 1959 EUUSS 
were deflated by the assumed ten percent unemployment, interpolated 
and extrapolated. 

“Construction”: From the 1946, 1953, and 1959 figures (minus the 
ten percent unemployment allowance), a trend was established. Fluctua¬ 
tions around this trend were allowed, based on the fluctuations of es¬ 
tate employment around its trend (this was taken as a rough indicator 
of how employment in the construction industry might have fluctuated). 

Manufacturing”: A trend was determined from the usual three fig¬ 
ures, minus assumed unemployment. An allowance for short-run fluctua- 
tions was made as follows. Six Wages Boards industries were chosen for 
which the year-to-year employment changes were identifiable. The per¬ 
centage fluctuations from trend for these six industries were taken to be 
those for total manufacturing employment from its trend. For the pre- 
Wages Boards years of 1946 and 1947 employment in the six industries 
was assumed to be, respectively 110 percent and 105 percent of 1948, 
on the assumption that there was during these years a general declin- 
mg phase, caused by the eclipse of war-born industry 

“Electric gas, water”: The 1946 and 1953 census’totals, interpolation 
and extrapolation were used. (The EUUSS total for some reason, prob¬ 
ably sampling error, was far too large to be believed.) 

“Trade, commerce, finance”: Censuses, EUUSS, unemployment al¬ 
lowance, interpolation, and extrapolation were used to develop a trend 
Fluctuations were based on an index of the total value of foreign trade 

transport and communications”: Same procedure as with trade, 
ervices n.e.c. ’: Census and EUUSS data, interpolation, extrapola¬ 

tion, and an unemployment allowance of ten percent. 
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“Government n.e.c.”: This total excludes government services already 
classified elsewhere (transport, communication, utilities, health, educa¬ 
tion, etc.). For 1946 and 1953 estimates were based on census figures. 
The years 1947-52 were interpolated. From 1954 on the figures are 
based on an examination of comprehensive figures on central and local 
government employment published each year in the Statistical Abstract 
of the Department of Census and Statistics. 

TABLE A-12 

Estimated Employment within the Primary Sector By Industry, 1946-60 

(Thousands) 

Year Tea* Rubberf Coconut! 

Other Total: Agriculture, 
Primary Fishing and 

Activity! Forestry 

1946.... . 536 194 67 628 1,425 
1947.... . 537 190 71 655 1,453 
1948.... . 538 190 76 666 1,470 
1949.... . 539 189 81 651 1,460 
1950.... . 544 192 86 703 1,525 
1951.... . 548 207 93 682 1,530 
1952.... . 520 202 97 744 1,563 
1953.... . 523 200 91 760 1,574 
1954.... . 545 187 93 762 1,587 
1955.... . 542 194 91 791 1,618 
1956.... . 547 204 92 804 1,647 
1957.... . 557 203 93 823 1,676 
1958.... . 559 195 83 855 1,692 
1959.... . 566 186 87 870 1,709 
1960.... . 576 192 85 876 1,729 

*From 1950 on, estate employment is divided by the ratio of acreage covered by estates to 
total acreage under the crop and the product is multiplied by .86 (this is an allowance for over¬ 
statement, obtained by comparing an estimate made by this method for 1953 with the figure from 
the 1953 census, assuming 95 percent actual employment among the “gainfully employed”). The 
1946-49 totals are derived from total acreage on the basis of an assumed constancy of the .97 labor/ 
land ratio which held in 1950. 

{For 1950-, the same as for tea, except that the overstatement allowance for rubber works 
out to .84. The 1946 figure is 95 percent of the census total and the 1947-49 estimates depend on 
the assumed constancy of a labor/land ratio of .3 (the average of 1946 and 1950). 

{For 1950-60 the method is as above, but the hazard of estimating employment in this way 
is greater for coconut because total acreage is not precisely known. It was taken as constant at 
1,070,000 acres throughout. The overstatement allowance for coconut is .664. The 1946 figure is 
95 percent of the census total and the figures for 1947-49 are simply interpolated. 

§A residual: the total minus the three preceding items. 

After an exposition of methodology such as this, it hardly seems 

necessary to say that the employment estimates must be used with 

great care. Only for the estates and, since 1954, government n.e.c. is 

a literal interpretation of both growth trends and year-to-year 

fluctuations fully justified. For other industries, there are control 

figures which keep the growth rate of employment close to the true 

mark (subject to the problems of interpreting the EUUSS already 

mentioned), but year-to-year fluctuations have either been ignored 

altogether (in cases where they were not thought to be important) 
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or assumed to be related to some outside variable (in cases where 

it was felt that such a rough approximation of probable fluctuations 

was preferable to implying no fluctuations at all). Obviously, for 

these industries the yearly fluctuations cannot be treated as legiti¬ 

mate research findings. For the economy as a whole there is slightly 

more justification for viewing them that way. But even there the 

“findings” are heavily dependent on the assumptions made for the 

various industries. Probably, little more can be said about employ¬ 

ment trends than is hazarded above; see Chapter 5, pages 100-103. 

For some purposes (e.g., for estimating output per worker in 

various industries; see above) it is desirable to have employment 

within the primary sector broken down on a strictly industrial basis, 

as opposed to the estate versus other approach used in Table 5-2 

and elsewhere. Table A-12 shows the results of such a recalcula¬ 
tion. 

4. Unemployment 

It is inevitable that estimates of labor force and employment in 

an economy must also constitute estimates of unemployment, since 

the latter is simply the difference between the former two concepts. 

The estimates of the preceding two sections of the present essay 

are no exception. Even though they were made with the measure¬ 

ment of labor force and employment as primary objectives, still 

they do yield unemployment estimates and these should be 

examined, if only briefly. The reason that they should be examined 

is only partly that it would be desirable to know what actual trends 

and levels of unemployment have been. Approached in that light, 

the unemployment estimates presented here must be judged most 

unsatisfactory. For one thing, their general level is heavily dependent 

on the assumed ten percent unemployment among the “gainfully oc¬ 

cupied in several industries. For another, as already suggested, 

unemployment is so small a quantity compared to employment or 

labor force that estimates which give a reasonably accurate view 

of the growth and fluctuation of these may be very bad repre¬ 

sentations of the degree—or even direction—of change in unemploy¬ 

ment. Really, the main question that should be asked about 

unemployment is only whether the implied size of it is reasonably 

credible. If the question can be answered in the affirmative, a check 

on the estimates of labor force and employment will be obtained. 

Not surprisingly, the level of unemployment implied by the pres¬ 

ent estimates hovers around ten percent. Through time there is 

perhaps some very slight tendency for the level to rise, but cer¬ 

tainly not so much as popular discussion—to say nothing of the 
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data on registered unemployment—would lead one to expect. The 

apparent cycles in percentage unemployment shown in Table A-13 

do make some sense in terms of economic events of these years 

and also conform loosely to cycles in registered unemployment. 

The really interesting and important question, though, is whether 

the virtual failure of unemployment to rise as a percentage of the 

labor force is credible. 

TABLE A-13 

Estimated Labor Force, Employment, and Unemployment, 1946-60 

(Thousands) 

Unemploy¬ 
ment as a % Registered 

Labor Employ- Unemploy- of Labor Unemploy- 
Year Force ment ment Force ment* 

1946. 2,583 2,299 284 11.0 29 

1947. 2,630 2,348 282 10.7 37 
1948. .... 2,690 2,370 320 11.9 51 
1949. 2,758 2,415 343 12.4 68 
1950. 2,831 2,493 338 11.9 67 

1951. 2,886 2,535 351 12.2 59 
1952. .... 2,957 2,633 324 11.0 53 

1953. 3,012 2,676 336 11.2 52 

1954. . 3,077 2,689 388 12.6 57 

1955. 3,162 2,791 371 11.7 67 

1956. 3,235 2,852 383 11.8 99 

1957. 3,268 2,911 357 10.9 99 

1958. 3,354 2,936 418 12.5 115 

1959. 3,415 3,043 372 10.9 123 

1960. 3,502 3,102 400 11.4 140 

^Source: A.R.s of the Labour Commissioner. 

On this little can be said in the light of the evidence at hand. The 

various surveys and censuses which have been conducted from 

time to time have differed too much in definitional framework to 

make even rough temporal comparisons possible. Only one real 

piece of evidence exists and it does support one unemployment fig¬ 

ure in Table A-13-the 10.9 percent estimate for 1959. The corrobor¬ 

ating evidence, already mentioned in the text (page 103) is from the 

EUUSS and puts 1959 unemployment at 10.5 percent.26 The evi¬ 

dence is important because it shows the author’s estimates for the 

later years to be reasonably close to the true percentage and im¬ 

plies that if percentage unemployment rose markedly during the 

““A Survey of Employment, Unemployment and Underemployment in Cey¬ 

lon,” op. cit., p. 251. 
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1950’s it must have started from a relatively low level (closer to 

five percent than ten, say), which is possible though unlikely. 

The whole question of levels of unemployment and trends in 

them loses much of its importance, though, when underemployment 

is taken into account. The EUUSS found very high degrees of un¬ 

deremployment, particularly in rural areas (page 103) and it may 

well be that while open unemployment rose relatively little in per¬ 

centage terms underemployment in traditional agriculture worsened 

rapidly. The fact that there has been increasing pressure of peasant 

population on the cultivated land area (see Table 2-8, page 48) 
suggests that this may have been the case. 

D. HISTORICAL DATA 
1. Introductory Notes 

The body of economic statistics available for Ceylon must cer¬ 
tainly rank as one of the most complete and accurate in the world 

for a country of such low per capita income. A number of circum¬ 

stances have combined to produce this result: (1) the administra¬ 

tive efficiency of British colonial rule and the traditions it estab¬ 

lished; (2) the relatively high standard of literacy in the island; 

(3) the smallness of the country in area and population; (4) the 

cohesion created by the early development of relatively good in¬ 

ternal transportation and communications facilities; and (5) the 

simplicity of the economic structure and its heavy orientation to¬ 

ward large-scale estate production for the world market. Except 

for fields where recent developments have altered either the eco¬ 

nomic structure (e.g., the emergence of an embryonic manufactur¬ 

ing sector in the late 1950’s) or the kinds of things which one would 

hke to know about any economy (e.g., input-output, flow of funds 

or even conventional national accounts data), the collection of data 

has gone on long enough for suitable routines of collection and 

processing to be set up and the public to become accustomed to the 
activities of the data gatherers. 

This section of the Appendix consists of two parts: (1) short in¬ 

troductory notes designed to assist those who wish to make use of 

the data included below (as well as anyone desiring a general over¬ 

view of the economic data system of the country) and (2) the tables 

of basic economic data. Both the notes and the table) ire dilTded 

nto seven categories: (a) population and labor force; (b) agricul¬ 

ture, c) industry; (d) international transactions; (e) money and 

finance; (/) government finance; and (g) prices Vhe notes pro 

vide general information on the various categories of daffi whfie 

specific footnotes on sources and methods, as well as comments on 
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the accuracy, inclusiveness, etc., of particular tables, are appended 

to each table. 
Most of the tables go back in time as far as data are available, 

in a few cases as far back as the 1870’s. Where appropriate, possible, 

and worth the effort involved, annual figures are given. In other 

cases, there are data only for selected years. In these instances, two 

groups of years are usually included: the census years of 1871, 1881, 

1891, 1901, 1911, 1921, 1931, 1946, and 1953 and another set of 

years, consisting of 1900, 1913, 1929, 1939, 1949, and 1959. The 

latter set was chosen in the belief that it was a particularly apt one 

for international comparisons. 
a. Population and Labor Force. The registration of births and 

deaths started in 1867 and the first population census was taken in 

1871, so there has been ample time for a tradition of collecting 

population data to grow up in Ceylon. In the early days the official 

registration data understated births (especially female births and 

births of children who died soon after), deaths, and net immigra¬ 

tion. Later experience suggests that births were less completely 

registered than deaths. Net immigration was understated because a 

count was kept only of the movements of Indian estate laborers, 

but since they made up by far the largest part of migratory flows, 

the degree of underestimation was relatively slight. On balance, then, 

population estimates based on all these registrations tended to be 

too low. Much of the understatement had been purged from the 

figures by the turn of the century, though. In 1893 penalties were 

enacted for failure to register births and deaths. This measure ap¬ 

parently required a few years to produce an effect, but after 1897 

birth rates based on registrations ceased to rise, a sure sign that 

the data had become fairly reliable, since any apparent rise is much 

more likely to be statistical than actual. On similar grounds, death 

rates appear to be reliable from about 1885 on. Comprehensive 

migration statistics began to be collected only in 1921. 
Censuses appear to have markedly underenumerated the popula¬ 

tion. Sarkar, relying mainly on comparisons of the age structure of 

the population shown in the censuses with hypothetical age struc¬ 

tures which he considers to be more plausible, has made estimates 

of the degree of underenumeration of the various censuses.-' He 

puts underenumeration at about 15 percent in 1871, approximately 

10 percent in 1881 and 1891, 12 percent in 1901, 13 in 1911, and 15 

percent in 1921. By 1946, he estimated, the error had fallen to 6.5 

27N. K. Sarkar, The Demography of Ceylon (Colombo: Government Press, 

1957), pp. 23-68. 
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percent. He made no estimates for 1953. The relative constancy 

of the degree of underenumeration as estimated by Sarkar means 

that his revised population growth rates for most periods differ 

little from those based on official census totals. 

When compared with the enormous errors which have been dis¬ 

covered in the population statistics of some underdeveloped coun¬ 

tries, where experience with population censuses and birth and 

death registration is of short duration, the defects of Ceylon’s data 

seem relatively small. Indeed, they can usually be ignored by the 

investigator into economics or other subjects where population 

data are used as a mere adjunct to the main field of study. 

The same can certainly not be said about Ceylon’s data on labor 

supply and use. There is no unified data collecting system on labor 

force or employment and the registration data on unemployment 

are unusable. What fragmentary information there is falls into two 

categories: (1) data from population censuses, consisting of the 

answers of census respondents to questions about their economic 

status; and (2) unrelated bits and pieces of information on various 

categories of employment, which have been generated as a by¬ 

product of the enforcement of some law or by some kind of special 

inquiry. Thus there is a continuing series of total employment on 

estates using Indian labor and another of employment in industries 

to which the Wages Boards Ordinance had been applied. Industrial 

censuses and similar sporadic inquiries furnish additional informa¬ 

tion, but it is usually incomplete and difficult to relate to data from 

any other source. An effort to create some sort of a unified whole 

out of these bits and pieces is reported on elsewhere in this mono¬ 

graph. Though the result is imperfect, it is a necessary first step. 
The overall paucity of information on labor supply and use is 

truly deplorable, since the subject lies at the very heart of Ceylon’s 
current economic plight. 

b. Agriculture. Acreage and output data for the major crops 

go well back in time. However, they have undergone considerable 

refinement in method and improvement in accuracy in recent years. 

The main means used to improve the data has been to lessen the 

reliance put in untrained primary reporters in the villages (mostly 

village headmen) and unscientific rule-of-thumb estimation tech¬ 

niques. Figures for tea and rubber, because of the highly commer¬ 

cialized nature of the production of these crops, have always been 

best. Since the establishment of the Offices of Tea Controller and 

Rubber Conti oiler in the 1930 s, though, they have improved still 

further and are now very thorough and accurate. The other planta¬ 

tion crop, coconuts, is much less well served. Coconut output is 
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estimated by working backward from exports of coconut products 

and estimated local consumption, using standard nut equivalents; 

acreage planted and yield per acre are still near mysteries, but a 

sample survey now being conducted by the Department of Census 

and Statistics promises to provide accurate and current—though not 

continuing—information on these. Paddy acreage is still estimated 

by traditional methods but a continuing semiannual sample survey 

has replaced the extremely inaccurate old way of calculating yields; 

total output continues to be estimated by multiplying acreage by 

yield. Minor crops are still covered by the old methods and some 

fairly important ones—e.g., palmyra palms—are not covered at all. 

Other agricultural data, touching on ownership and tenure, 

production methods, size of holdings, and other matters come from 

agricultural censuses and other special inquiries. The information 

they provide has a strong tendency to be nonadditive but they are 

nevertheless valuable in that they are the only sources of knowl¬ 

edge on these important aspects of agricultural production. Data 

on prices of agricultural products are sparse and disorganized, 

except for the most recent years and for the major export prod¬ 

ucts, for which long series exist (see part d, below). 
In summary, data on the important crops—except coconuts—are 

good. Since agriculture in Ceylon is so heavily concentrated in four 

crops, the overall coverage must be judged good. 

c. Industry. Industrial production is still in its infancy in Cey¬ 

lon and so is the production of statistics to describe it. It is safe 

to predict that as industrial activity increases in volume and scope 

statistical coverage will rise apace. So far, putting together an index 

of industrial or manufacturing output has been made very difficult 

by the marked year-to-year changes in both the industrial structure 

itself and the quantity and kinds of data available. Only a few 

kinds of statistics which touch upon international trade (e.g., im¬ 

ports of various kinds of industrial or construction raw materials) 

go back very far in time. Data on prices of industrial products are 

totally lacking. Finally, a special note might be recorded here: the 

two forms of industrial activity with a long history in Ceylon—the 

processing of tea and rubber—are never included in industrial pro¬ 

duction statistics because they generally take place on the estate 

where the product is grown and are haid to sepaiate out statistically 

from the agricultural aspects of its production. 
d. International Transactions. The conduct of international 

trade, especially when the revenue of the government is made to 

depend heavily upon customs duties, virtually demands good sta¬ 

tistics, and Ceylon, which has always relied so much on trade, has 
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them. The Standard International Trade Classification has been 

used only since 1956 but the similar United Kingdom Board of 

Trade Classification preceded it, so functional breakdowns of Cey¬ 

lon’s trade back to 1921 are easy to do. Modern balance of pay¬ 

ments accounts have been kept only since 1948. It is necessary, 

though, to issue a warning concerning the various indexes of im¬ 

port volume and price: the structure of import trade changed 

sharply after World War II and again around 1960, so these indexes 

are heavily dependent upon the base years chosen in their con¬ 
struction. 

e. Money and Finance. The establishment of the Central Bank 

of Ceylon in 1950 provided the impetus for a very good set of 

monetary statistics, covering elements of the money supply, the 

operations of the banking system, interest rates, etc. The data 

seldom go back before 1950, though. Other financial data, of the 

kind needed for flow of funds or national balance sheet calcula¬ 

tions, are largely lacking. In part, this is a reflection of the gen¬ 

erally underdeveloped state of the island’s financial system. 

f. Government Finance. Central government accounts have 

been published on a conventional basis far back into history, but 

the economic and functional reclassification of these accounts is a 

product of the last few years, carried out by the Central Bank. As 

a result of this work, budget data in a nearly ideal form for analysis 

now exist for 1948 and subsequent years. Local government ac¬ 

counts are in a much less desirable state, having been only par¬ 

tially reclassified into economically meaningful categories. These 

data have been utilized for 1950 and later years as raw material 

for the national accounts of section B; they are repeated here so 

as to give the information in their original form (for central and 

local governments separately and by budget, rather than calendar, 

years for the former) and to extend the figures back in time to 

1928/29. Information on related subjects-the financing of the cen¬ 

tral government deficit, public debt outstanding, and the state in¬ 
dustrial corporations-is also given in this section. 

g. Prices. A fair number of price data are collected but their 

combination into useful indexes has lagged a bit. At present, the 

most important price indexes are the Colombo Consumer Price 

Index, the import and export price indexes (see part d) and the 

implicit GNP deflator. The first of these has several weaknesses, 

which have been exposed by an official investigatory committee’ 

and an improved index has been drawn up-but not officially 

adopted and published, because of its implications for the wages 

of government employees. As already mentioned, any import price 
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index is heavily dependent on the base year chosen. No wholesale 

price index has been produced as yet; so far this has been no great 

pity because most wholesale goods were imported and the import 

price index served the purpose; but times are changing and the com¬ 

pilation of an index covering all wholesale goods, both imported and 

domestically produced, will become increasingly desirable as local 

production comes to account for more and more of the goods enter¬ 

ing into trade. A reliable index of construction costs is another item 

which has not been produced so far, in this case because the basic 

statistical inputs are lacking. 

TABLE A-14 

Total Population, Birth Rate, Death Rate, and Rate of Natural 
Increase, Annually, 1867-1960* 

Midyear Births 
Population per 

Year (000s) 1,000 

A. Annual 

1867 . 2,329 10.0 
1868 . 2,355 20.1 
1869 . 2,363 22.4 
1870   2,382 26.7 
1871 . 2,417 28.5 
1872 . 2,451 28.4 
1873 . 2,462 28.3 
1874 . 2,517 29.7 
1875 . 2,531 28.1 
1876 . 2,573 30.1 
1877 . 2,670 26.8 
1878 . 2,741 23.1 
1879 . 2,772 25.1 
1880 . 2,759 26.2 
1881 . 2,756 27.1 
1882 . 2,773 26.7 
1883 . 2,782 29.6 
1884 . 2,794 31.3 
1885 . 2,815 28.1 
1886 . 2,830 27.1 
1887 . 2,855 32.7 
1888 . 2,901 31.8 
1889 . 2,939 27.7 
1890 . 2,980 31.9 
1891 . 3,022 31.9 
1892 . 3,088 30.2 
1893 . 3,121 31.3 
1894 .... 3,145 33.2 
1895 . 3,194 31.8 
1896 . 3,241 32.0 
1897   3,352 37.7 

Deaths under 
Deaths 1 Year of Age Rate of 

per per 1,000 Natural 
1,000 Live Births Increase 

Figures 

11.7 ... -0.2 
25.3 ... -0.5 
20.3 ... 0.2 
17.7 ... 0.9 
19.4 ... 0.9 
21.8 ... 0.7 
20.0 ... 0.8 
20.8 ... 0.9 
22.0 ... 0.6 
24.3 ... 0.6 
31.8 ... -0.5 
27.6 ... -0.5 
20.8 ... 0.4 
18.3 128 0.8 
27.2 170 0.0 
19.7 138 0.7 
19.3 136 1.0 
22.3 157 0.9 
29.1 189 —0.1 
23.7 153 0.3 
24.0 152 0.9 
26.4 167 0.5 
28.5 174 -0.1 
23.0 146 0.9 
28.7 170 0.3 
27.5 162 0.3 
29.6 177 0.2 
27.9 165 0.5 
27.6 169 0.4 
25.3 158 0.7 
23.7 140 1.4 

(Continued on next page) 
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TABLE A-14 (Continued) 

Total Population, Birth Rate, Death Rate, and Rate of Natural 

Increase, Annually, 1867-1960* 

Deaths under 
Midyear Births Deaths 1 Year of Age Rate of 

Population per per per 1,000 Natural 
Year (000s) 1,000 1,000 Live Births Increase 

1898. . 3,396 38.8 26.6 169 1.2 
1899. . 3,430 38.5 30.6 197 0.8 
1900. . 3,521 38.6 28.7 178 1.0 
1901. . 3,583 37.5 27.6 170 1.0 
1902. . 3,630 39.1 27.5 173 1 .2 
1903. . 3,704 40.0 25.9 164 1.4 
1904. . 3,768 38.6 24.9 174 1.4 
1905. . 3,902 38.6 27.7 176 1.1 
1906. . 3,883 36.5 35.1 198 0.1 
1907. . 3,886 33.6 30.7 186 0.3 
1908. . 3,923 40.8 30.1 183 1.1 
1909. . 3,970 37.5 31.0 202 0.7 
1910. . 4,035 39.0 27.3 176 1.2 
1911. . 4,121 38.0 34.8 218 0.3 
1912. . 4,151 33.3 32.4 215 0.1 
1913. . 4,220 38.6 28.4 189 1.0 
1914. . 4,251 38.2 32.2 213 0.6 
1915. . 4,355 37.0 25.2 171 1.2 
1916. . 4,483 39.0 26.8 184 1.2 
1917. . 4,590 40.1 24.7 174 1.5 
1918. . 4,677 39.2 31.9 188 0.7 
1919. . 4,480 36.0 37.6 223 -0.2 
1920. . 4,486 36.5 29.6 182 0.7 
1921. . 4,522 40.7 31.1 192 1.0 
1922. . 4,603 39.1 27.6 188 1.2 
1923. . 4,684 38.7 30.3 212 0.8 
1924. . 4,765 37.5 25.8 186 1.2 
1925. . 4,847 39.9 24.3 172 1.6 
1926. . 4,928 42.0 25.3 174 1.7 
1927. . 5,009 41.0 22.6 160 1 8 
1928. . 5,091 41.9 26.0 177 1 6 
1929. . 5,172 38.3 26.2 187 1 2 
1930. . 5,252 39.0 25.5 175 1 4 
1931. . 5,326 37.4 22.1 158 1 5 
1932. . 5,389 37.0 20.5 162 1 7 
1933. . 5,419 38.6 21.2 157 1 7 
1934. . 5,560 37.1 22.9 173 1 4 
1935. . 5,608 34.4 36.5 263 —0 2 
1936. . 5,642 34.0 21.8 166 1 2 
1937. . 5,725 37.7 21.7 158 1 6 
1938. . 5,826 35.8 21.0 161 1 5 
1939. . 5,916 35.9 22.0 166 1 4 
1940. . 5,972 35.7 20.6 149 1 5 
1941. . 6,178 35.6 18.3 129 1 7 
1942. . 6,179 35.8 18.1 120 1 8 
1943. 39.5 20.8 132 1 9 
1944. . 6,442 36.1 20.8 135 1.5 
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TABLE A-14 (■Continued) 

Total Population, Birth Rate, Death Rate, and Rate of Natural 

Increase, Annually, 1867-1960* 

Year 

Midyear 
Population 

(000s) 

Births 
per 

1,000 

Deaths 
per 

1,000 

Deaths under 
1 Year of Age 

per 1,000 
Live Births 

Rate of 
Natural 
Increase 

1945. . 6,650 35.9 21.5 140 1.4 
1946. . 6,854 37.5 19.8 141 1.8 
1947. . 7,037 38.5 14.0 101 2.5 
1948. . 7,244 39.7 12.9 92 2.7 
1949. . 7,455 39.1 12.3 87 2.7 
1950. . 7,678 40.2 12.4 82 2.8 
1951. . 7,876 39.8 12.7 82 2.7 
1952. . 8,074 38.8 11.8 78 2.7 
1953. . 8,290 38.7 10.7 71 2.8 
1954. . 8,520 35.7 10.2 72 2.6 
1955. . 8,723 37.3 10.8 71 2.7 
1956. . 8,929 36.4 9.8 67 2.7 
1957. . 9,165 36.5 10.1 68 2.6 
1958. . 9,388 35.8 9.7 64 2.6 
1959. . 9,625 37.0 9.1 58 2.8 
1960. . 9,896 36.6 8.6 57 2.8 

B. Decade Averages 

1870-79. . 2,552 27.5 22.6 0.5 
1880-89. . 2,820 28.8 23.9 156 0.5 
1890-99. . 3,197 33.7 27.1 165 0.7 
1900-09. . 3,777 38.1 28.9 180 0.9 
1910-19. . 4,336 37.8 30.1 195 0.8 
1920-29. . 4,811 39.6 26.9 183 1.3 
1930-39. . 5,566 36.7 23.5 174 1.3 
1940-49. . 6,631 37.3 17.9 123 2.0 
1950-59. . 8,627 37.6 10.7 71 2.7 

*These are all official data issued by the Registrar-General's Department. The department com¬ 
putes midyear population by adding births and net immigration to the previous year's population 
and subtracting deaths; the resulting estimate is revised from time to time in the light of census 
findings. The birth and death rate figures are based on registered births and deaths and estimated 
population. It is clear that there was a fairly high—though decreasing—degree of underregistration 
of both births and deaths up through the mid-1890’s. Births seem to have been less completely regis¬ 
tered than deaths, though, so the rates of natural increase in the first three decades are understated. 
Sarkar (see pages 3 01-302; estimated that all censuses prior to 1953 significantly underestimated 
total population. His corrected totals (in thousands) are 1871-2,820; 1881-3,044; 1891-3,330; 
1901-4,031; 1911-4,702; 1921-5,304; and 1946-7,122 (the 1931 census did not provide sufficient 
detail for him to derive a corrected figure). Demography of Ceylon (Colombo: Government Press 
1957), pp. 57-61. 

Source: Report of the Registrar-General on Vital Statistics, S.P., various years. 
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TABLE A-15 

Net Immigration, 1871-1960* 
(Thousands) 

Year 
Net 

Immigration Year 
Net 

Immigration 

1871. 29.9 1917. 15.2 

1872. 6.1 1918. 20.0 

1873. 8.4 1919. 78.1 

1874. 35.4 1920. 18.4 

1875. 8.8 
1876. 72.8 1921. 29.3 

1877. 78.6 1922. 28.2 

1878. 9.9 1923. 41.7 
1879. 3.9 1924. 25.4 
1880. 28.1 1925. 5.6 

1881. 9.4 1926. . . - 0.7 
1882. 6.9 1927. .. -11.2 
1883. 13.8 1928. 0.3 
1884. 4.3 1929. 18.5 
1885. 1.1 1930. 9.9 
1886. 5.3 1931. .. -31.9 
1887. 17.5 1932. ... -29.8 
1888. 26.8 1933. . . -60.1 
1889. 9.1 1934. 97.6 
1890. 38.4 1935. - 8.1 
1891. 43.1 1936. . . - 8.2 
1892. 48.9 1937. 9.9 
1893. 18.5 1938. . . - 1.4 
1894. 19.0 1939. . . -26.4 
1895. 42.9 1940. . . -33.0 
1896. 35.1 1941. .. -27.0 
1897. 43.9 1942. . . -89.7 
1898. 31.2 1943. .. -4.1 
1899. 13.2 1944. 90.6 
1900. 95.1 1945. 111.2 
1901. 2.3 1946. 57.1 
1902. 23.8 1947. 22.5 
1903. 15.7 1948. 20.2 
1904. 21.1 1949. 30.7 
1905. 94.6 1950. ... -20.4 
1906. 29.3 1951. ... -14.0 
1907. 7.9 1952. . .. -16.3 
1908. 7.7 1953. ... -12.6 
1909. 18.6 1954. .. . - 8.0 
1910. 54.0 1955. . .. -23.0 
1911. 38.6 1956. ... -17.9 
1912. 39.6 1957. . .. -12.3 
1913. 30.0 1958. ... -15.3 
1914. 29.6 1959. . . . - 7.7 
1915. 56.5 1960. . . . - 6.0 
1916. 68.1 

♦Prior to 1921 the data refer to estate laborers only, the migration of 
other groups not being known. Since that year the data are comprehensive 
and generally reliable, except that in the 1950’s they exclude illegal immigra¬ 
tion (perhaps substantial) into Ceylon from India. 

Source: Report of the Registrar-General on Vital Statistics, S.P., various 
years. 
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TABLE A-16 

Population by Age and Sex, Census Years 1881-1959* 

(Thousands') 

1881--1891 

Age Male Female Total Male Female Total 

0-4. 255.3 240.8 496.1 276.5 259.2 535.7 
5- 9. 227.9 198.6 426.5 247.1 217.6 464.7 
10-14. 156.7 122.0 278.7 169.4 136.5 305.9 
15-19. 134.3 163.6 297.9 141.2 172.0 313.2 
20-24. 131.6 131.0 262.6 142.4 137.5 279.9 
25-29. 145.1 125.0 270.1 155.1 143.7 298.8 
30-34. 84.9 55.9 140.8 97.5 65.7 163.2 
35-39. 90.3 74.5 164.8 103.8 86.2 190.0 
40-44. 46.0 31.9 77.9 55.8 37.3 93.1 
45-49. 53.9 57.6 111.5 55.4 62.0 117.4 
50-54. 33.3 21.5 54.8 34.4 23.8 58.2 
55-59. 56.9 32.8 89.7 58.7 37.8 96.5 
60-64. 16.7 7.9 24.6 19.6 9.6 29.2 
65-69. 16.3 11.4 27.7 18.5 12.7 31.2 
70-. 17.2 12.8 30.0 17.3 12.5 29.8 
Unspecified, . 3.1 2.8 5.9 0.6 0.3 0.9 

Total. 1,469.6 1,290.2 2,759.8 1,593.4 1,414.4 3,007.8 

1001 1011 

0-4. 328.7 310.1 638.8 311.9 296.1 608.0 
5-9. 263.9 240.1 504.0 289.0 275.5 564.5 
10-14. 201.6 161.4 363.0 271.5 235.7 507.2 
15-19. 179.8 206.2 386.0 178.0 168.9 346.9 
20-24. 182.7 173.7 356.4 193.9 195.1 389.0 
25-29. 194.7 171.2 365.9 207.2 189.7 396.9 
30-34. 121.0 82.2 203.2 165.3 139.2 304.5 
35-39. 126.1 101.2 227.3 151.1 103.1 254.2 
40-44. 68.1 48.5 116.6 104.6 89.9 ■ 194.5 
45-49. 68.5 70.0 138.5 85.5 60.9 146.4 
50-54. 41.9 27.4 69.3 65.0 70.2 135.2 
55-59. 61.0 39.0 100.0 51.7 31.1 82.8 
60-64.' 1 45.6 36.3 81.9 
65-69. \ 58.0 38.5 96.5 20.3 12.6 32.9 
70-.j 34.4 27.1 61.5 
Unspecified. . 0.2 0.1 0.3 — 

Total. 1,896.2 1,669.7 3,565.9 2,175.0 1,931.3 4,106.3 

♦These are official census figures, except for 1959, which has been computed by the author on 
the basis of a projection of the 1953 census in the light of birth and death registration in the inter¬ 
vening years. Minor discrepancies are attributable to rounding. 

Source: Department of Census and Statistics, Statistical Abstracts. 
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TABLE A-16 (Continued) 

1921 1946 - 

Age Male Female Total Male Female Total 

0-4. 328.5 315.0 643.5 437.4 424.0 861.4 

5-9. 293.3 281.6 574.9 411.8 399.5 811.3 

10-14. 295.2 257.8 553.0 414.6 391.0 805.6 

15-19. 214.5 199.3 413.8 364.5 316.1 680.6 

20-24. 221.5 220.1 441.6 327.8 313.7 641.5 

25-29. 219.1 201.5 420.6 307.3 270.3 577.6 

30-34. 174.2 150.5 324.7 246.5 203.4 449.9 

35-39. 174.1 123.1 297.2 261.1 207.2 468.3 

40-44. 117.2 99.7 216.9 182.4 139.9 322.3 

45-49. 102.8 73.8 176.6 183.4 136.1 319.5 

50-54. 71.2 73.7 144.9 104.8 91.3 196.1 
55-59. 58.9 35.9 94.8 94.7 68.5 163.2 

60-64. 49.1 39.0 88.1 71.2 59.3 130.5 
65-69. 
70-. 
Unspecified.. . 

24.3 
37.8 
0.1 

15.9 
29.9 

40.2 ) 
67.7 J 
0.1 

> 124.8 104.7 229.5 

Total. 2,381.8 2,116.8 4,498.6 3,532.2 3,125.1 6,657.3 

1 CKO 1 y J J 

0-4. 609.0 599.8 1,208.8 751 734 1,485 
5-9. 550.0 535.9 1,085.9 669 655 1,324 
10-14. 474.7 445.4 920.1 579 564 1,143 
15-19. 364.4 339.4 703.8 469 456 925 
20-24. 395.2 372.3 767.5 372 348 720 
25-29. 371.2 337.7 708.9 371 356 727 
30-34. 285.3 235.5 520.8 391 350 741 
35-39. 292.1 243.5 535.6 304 255 559 
40-44. 210.6 161.5 372.1 278 225 503 
45-49. 211.4 159.0 370.4 238 173 411 
50-54. 159.7 118.5 278.2 189 144 333 
55-59. 108.9 79.7 188.6 161 122 283 
60-64. 84.0 69.5 153.5 1 
65-69.1 
70-./ 
Unspecified. . . 

152.2 131.6 283.8 
| 263 208 471 

4,268.7 3,829.2 8,097.9 5,035 4,590 9,625 Total. 
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TABLE A-17 

Population by Province, Selected Years, 1871-1959* 

(Thousands) 

Province 1871 1881 1891 1900 1901 1911 1913 1921 

Western. 575.7 671.5 762.5 909 920.7 1,106.2 1,143 1,246.8 

Central. 365.6 473.7 474.5 609 622.8 672.3 687 717.7 

Southern. 398.6 433.5 489.8 560 566.7 628.8 641 671.2 

Northern. 281.7 302.5 319.3 342 340.9 369.7 375 374.8 

Eastern. 112.6 127.6 148.4 173 173.6 183.7 190 192.8 

North-Western.. 276.1 293.3 320.1 352 353.6 434.1 451 492.2 

North-Central... 63.7 66.1 75.3 77 79.1 86.3 89 96.5 

Uva. 129.0 165.7 159.2 183 186.7 216.7 223 233.9 

Sabaragamuwa.. 197.5 225.8 258.6 317 321.8 408.5 422 471.8 

Total. . 2,400.4 2,759.7 3,007.8 3,521 3,566.0 4,106.4 4,220 4,498.6t 

1929 1931 1939 1946 1949 1953 1954 1959 

Western. . 1,421 1,445.0 1,642 1,876.9 2,080 2,232.3 2,342 2,599 

Central. . 878 953.4 1,037 1,135.3 1,267 1,366.7 1,431 1,586 

Southern. . 760 771.2 854 961.4 1,059 1,129.3 1,193 1,362 

Northern. . 408 398.9 433 479.6 529 570.6 597 670 

Eastern. 217 212.4 243 279.1 321 354.4 375 444 

North-Western.. . 548 547.0 599 667.9 768 855.2 906 1,050 

North-Central... . 103 97.4 119 139.5 179 229.3 245 302 

Uva. . 284 303.2 332 372.2 425 466.9 491 561 

Sabaragamuwa.. . 553 578.4 658 745.4 828 893.2 939 1,051 

Total. . 5,172 5,306.9 5,916 6,657.3 7,455 8,097.9 8,520 9,625 

=i For census years, figures are from official census returns and are given to the nearest 100,000; 
figures for other years, given to the nearest thousand, are estimates: those for 1954 and 1959 were 
made by the Registrar-General’s office, while those for 1900, 1913, 1929, 1939. and 1949 are author’s 
estimates based on the total population estimate of the Registrar-General’s Department and the 
provincial population relative to the total in the preceding and following census years. Minor 
discrepancies are attributable to rounding. 

fThere is a discrepancy of nearly 1,000,000 in the source. 
Source: Department of Census and Statistics, Statistical Abstract (1960). 
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TABLE A-19 

Total School and University Enrollment, 

Selected Years, 1871-1959 

Total as a 
Percent of 

Total Population 
Year (000s) Age 5-19* 

1871. 38.4 
1881. 93.7 9.3 
1891. 153.8 14.2 
1900 . 208.3 _ 
1901 . 218.5 17.4 
1911. 359.7 25.4 
1913. 374.3 
1921. 404.8f 26.3 
1929. 562.9 
1931. 593.8 
1939. 828.8 _ 
1946. 944.5 41.1 
1949. 1,262.5 
1953 . 1,580.7 58.3 
1954 . 1,628.2 
1959. 2,158.5 61.9 

*I.e., total school and university enrollment (regardless of age) 
divided by total population in 5-19 age group (latter figures are 
from the censuses, except for 1959). 

flncludes 400 students of Ceylon University College (there was 
no university education in Ceylon in earlier years). 

Sources: A.R. of the Director of Education, various years; Depart¬ 
ment of Census and Statistics. Census of Ceylon, various years. 
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TABLE A-21 

School and University Enrollment by Class, 1953, 1954, 
and 1959 

(Thousands) 

Class 1953 1954 1959 

Standard 
1(a) (lower kindergarten)... 338.7 329.9 413.0 

1(b) (upper kindergarten). . 230.1 246.7 305.7 

2. 209.8 216.3 270.5 

3. 185.2 190.2 239.2 

4. 153.2 158.5 201.8 

5. 120.2 125.0 169.0 

6. 97.9 97.3 140.0 

7. 89.4 80.6 106.9 

8. 52.7 72.1 86.8 

Pre-S.S.C. 38.1 42.3 76.9 

S.S.C. 43.7 47.6 114.8 

Pre-H.S.C. 3.1 3.6 9.9 

H.S.C. 2.8 2.7 6.2 

Other school classes. 0.8 0.8 0.9 

School total*. 1,565.7 1,613.5 2,141.6 

University 
Undergraduate. 2.4 2.4 5.5 

Postgraduate. t t t 

School and university total*. . . . 1,568.1 1,615.9 2,147.1 

*Excludes training colleges, night schools and pirivenas; note, however, that 
these totals—because of discrepancies in the source—do not precisely tally with 
the supposedly identical totals of Table A—20. 

tLess than 50. 
Source: A.R. of the Director of Education. 
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TABLE A-22 

School Enrollment by Age, 1953, 1954, and 1959 

(Thousands) 

Age 1953 1954 1959 

0-5. 
5- 6. 
6- 7. 
7- 8. 
8- 9. 
9- 10. 
10-11. 
11-12. 
12- 13. 
13- 14. 
14- 15. 
15- . 
All ages*. 
Percentage of population 5-14 

(compulsory school attend¬ 
ance ages) enrolled in schools. . 

46 .1 37 .1 50 .1 
192 .7 165 .0 211 .0 
183 .1 190 .3 238 .1 
177 .1 185 .7 237 .4 
167 .8 173 .0 231 .0 
150 .8 159 .1 212. .0 
138 .2 144 .8 192. 8 
117. .1 125 .9 169. 1 
100. .5 107 .8 146. 8 
80. 1 82. 1 113. 9 
61. 8 66. 7 89. 8 

150. 4 176. 1 246. 1 
1,565. 7 1,613. 5 2,138. 0 

71. 7 73. 9 75. 7 

♦Excludes training colleges, night schools and pirivenas; the failure of this 
total (in some instances) to match the supposedly identical totals in Tables A-20 
and A-21 is attributable to errors of enumeration. Minor discrepancies within the 
present table are attributable to rounding. 
Source: A.R. of the Director of Education. 

TABLE A-23 

Literacy of the Population Age 5+, Census Years, 1881-1953* 

% of Popuation Age 5+ 
Literate 

Male Female Total 

Census 
Year Male 

(000s) 
Female Total Male 

miiei die 
(000s) 

Female Total 

1881. . 361.7 32.6 394.3 851.0 1,015.4 1,866.3 29.8 3.1 17.4 
1891. . 475.8 61.6 537.4 841.0 1,093.6 1,934.6 36.1 5.6 21.7 
1901. 657.6 115.6 773.2 908.5 1,243.0 2,151.4 42.0 8.5 26.4 
1911. . 878.8 204.0 1,082.8 984.4 1,431.2 2,415.5 47.2 12.5 30.9 
1921. 
193If. 

. 1,155.5 381.4 1,536.9 897.4 1,420.3 2,317.5 56.3 21.2 39.9 

1946}. . 2,170.7 1,182.0 3,352.8 924.1 1,519.1 2,443.2 70.1 43.8 57.8 
1953}. . 2,776.7 1,732.1 4,508.8 883.0 1,497.3 2,380.3 75.9 53.6 65.4 

♦ "For Census purposes a ‘literate’ person is one who can both read and write a language ’’ 
(Department of Census and Statistics, Ceylon Year Book 1960, p. 34). “The test of ability to read 
and write a language [is] whether the person is able to write a short letter and read the reply to it " 
(Department of Census and Statistics, Census of Ceylon 1953, vol. I, p. 75). However, census enum¬ 
erators have never been specifically instructed to make such a test and, in any case, school enroll¬ 
ment has always been accepted as prima facie evidence of literacy. Thus, the data probably over¬ 
state the number of persons who can read and write effectively. Minor discrepancies in the table are 
attributable to rounding. 

tThe partial 1931 census took no account of literacy. 
{Percentage of the population age 15+ literate: 

Male Female Total 
1946. 77.9 45.2 62.9 
1953. 80.5 52.7 67.7 

Earlier years do not give literacy totals by age, so this calculation can be made only for 1946 
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TABLE A-25 

Daily per Capita Calorie Intake: Total and Main Constituents, 

Selected Years, 1952-59* 

1952-53 1954-56 1957 1958 1959 

Cereals. 1,163 1,228 1,229 1,150 1,304 

Potatoes and other starchy roots. . 96 94 61 65 57 

Sugar. 171 169 164 186 212 

Pulses and nuts.. 351 365 451 417 304 

Fruits and vegetables. 31 31 34 36 37 

Meat. 14 13 11 11 12 

Eggs. 6 5 4 4 4 

Fish. 36 33 36 71 43 

Milk. 27 34 35 32 38 

Fats and oils. 95 90 89 88 88 

Total. 1,990 2,062 2,114 2,060 2,099 

Animal. 86 88 89 121 100 

Vegetable. 1,904 1,974 2,025 1,939 1,999 

*The data have been compiled from “food balance sheets.” Total supply from production and 
imports, with allowance made for losses in distribution, is divided by population. The resulting 
quantity of each type of food is then evaluated as to calorie content. The F.A.O. notes that the 
figures should be comparable from year to year but are undoubtedly understated in all years 
(because of the inadequate account taken of consumption of food which never passes through the 
market). Also, though, slight inaccuracies in population estimates, distribution losses, etc., make 
the year-to-year estimates less than perfectly comparable. 

Sources: Food and Agricultural Organization of the United Nations, Production Yearbook 

1959 and 1960 (Rome, I960, 1961); Department of Census and Statistics, Statistical Abstract (1960). 
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TABLE A-26 

Industry Attachment, Census Years, 1881-1953* 

(Thousands) 

Industry 1881 1891 1901 1911 1921 1946 1953 

Agriculture et. al. 643.1 1,089.6 1,133.1 1,386.1 1,381.6 1,584.1 
Agriculture. 622.8 1,064.2 1,101.3 1,353.7 1,339.2 1,536.5 
Estates. 440.6 561.7 619.6 782.9 856.1 
Tea. 312.7 369.1 323.7 467.7 550.2 
Rubber. 38.4 109.6 204.2 210.2 

Coconut. 73.2 104.2 119.2 69.7 95.7 

Other and unspecified 54.7 49.9 67.1 41.3 # 
Paddy. 391.9 453.3 645.7 282.9 378.3 
Livestock. 6.7 5.0 6.3 5.8 7.2 
Other. 224.9 81.3 82.2 267.6 294.9 

Forestry. 0.1 0.7 1.4 3.7 4.2 4.4 
Hunting. 0.2 II 0.1 II II 0.2 
Fishing. 20.0 24.7 30.3 28.6 38.1 43.1 

Mining and quarrying. 2.6 17.9 16.8 2.8 9.1 13.8 
Plumbago mining. 17.9 15.4 1.6 2.8 1.8 
Other. II 1.4 1.2 6.3 12.0 

Manufacturing. 86.4 163.0 151.3 239.4 224.1 303.0 
Food./ IQ 1 11.8 15.0 33.5 15.4 25.0 
Beverages.\ 

JLO . 1 
8.8 6.0 89.6 18.0 14.6 

Tobacco. 3.6 6.2 1.9 4.6 6.5 8.5 
Textiles. 4.6 4.9 40.2 68.5 33.5 73.8 
Apparel. 5.9 26.6 7.6 11.5 15.4 19.1 
Woodf. 35.5 83.8 50.1 77.1 79.5 22.9 
Furniture. 0.1 0.1 0.2 1.2 49.9 
Paper. — || 0.2 
Printing. 0.5 1.3 1.7 2.1 4.4 8.0 
Leather. 0.3 0.2 0.4 0.5 0.4 0.3 
Rubber. — 1.9 
Chemicals. 2.3 0.1 0.9 1.1 1.7 9.5 
Petroleum and coal. — 0.3 
Nonmetallic minerals... . 8.3 10.2 7.3 11.6 11.0 19.5 
Basic metals. — 1.7 
Metal products. 5.3 16.5 10.6 17.8 27.7 12.4 
Machinery. — 1.1 
Electrical. — 2.2 
Transportation equipment 0.1 0.4 0.6 7.0 14.7 
Miscellaneous. 6.9 0.6 9.1 0.7 2.4 17.6 

ConstructionJ. 24.0 22.8 14.3 16.1 30.7 56.7 
Electricity, gas, water, sanitary 0.7 1.7 2.5 8.3 5.3 

Electricity and gas. 0.2 0.5 0.4 3.6 2.6 
Water and sanitary. 0.5 1.2 2.1 4.7 2.7 

Commerce. 71.0 133.5 133.9 148.9 205.1 246.2 
Trade. 132.7 132.8 147.9 203.9 240 2 
Finance. 0.8 1.0 0.9 1.2 6.0 

Transport, storage, communi- 
cations. 18.9 25.0 50.1 78.5 94.0 104.3 

Transport and storage.... 48.8 75.7 87.5 95.3 
Communications. 1.4 2.9 6.5 9.0 

Services!. 97.4 142.5 143.6 207.6 386.0 482.1 
Government. 12.9 21.3 12.4 14.2 66.8 116.2 
Professional. 19.7 32.6 37.4 48.1 80.2 110.3 
Religion. 8.8 17.0 16.6 18.8 11.2 13.1 
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TABLE A-26 (Continued) 

Industry Attachment, Census Years, 1881-1953* 

(Thousands) 

Industry 1881 1891 1901 1911 1921 1946 1953 

Education. 2.7 4.6 7.0 11.3 31.8 53.2 
Medicine. 3.7 5.1 6.7 8.2 19.9 32.2 
Other. 4.4 5.8 7.1 9.8 17.3 11.7 

Personal. 18.3 28.4 24.1 30.2 34.7 39.2 
Hotels and restaurants.. 1.7 3.3 2.5 13.5 46.9 50.2 
Domestic. 44.8 56.9 66.0 101.2 154.0 111.5 
Other. — 0.1 1.2 0.4 3.4 54.7 

Insufficiently described. 87.5 49.4 108.0 135.9 272.7 186.1 
T otal. 1,031.0 ... 1 ,652.7 1,752.8 2,217.9 2,611.5 2,981.7 

Attachment to Selected Industries as a Percent of Total, 1881- 1953 

Industry 1881 1891 1901 1911 1921 1946 1953 

Primary. 63 67 66 63 53 54 
Agriculture. 60 64 63 61 51 52 
Estates. 27 32 28 30 29 
Other agriculture... 38 31 33 21 23 

Other primary. 2 3 3 2 2 2 
Secondary. 11 11 9 12 10 12 

Manufacturing. 8 10 9 11 9 10 
Construction. 2 1 1 1 1 2 

Tertiary. 18 19 19 20 27 28 
Professional. 2 2 2 2 3 4 

Government. 1 1 1 1 3 4 

Other tertiary. 15 15 16 17 21 21 
Insufficiently described.. 8 3 6 6 10 6 

Total. 100 100 100 100 100 100 

*The source of these data is the occupational section included in each complete population census 
back to 1881. In the original source, in all censuses prior to 1953, the figures are broken down by 
some occupation scheme rather than an industry classification, e.g., "carpenters” is a typical head¬ 
ing, with no indication of how many are employed in construction, furniture manufacturing, etc. 
Moreover, the scheme used varies several times between censuses. The arrangement of the data 
into the industry classification of this table—which conforms, with two exceptions, to the Inter¬ 
national Standard Industrial Classification (ISIC)—involves a certain unavoidable amount of 
guessing and arbitrary allocation. The figures should not be taken as actual employment totals— 
the respondent was simply asked what he considered to be his normal economic activity—but are 
referred to here as “industry attachment” data instead. This concept gives a total which is closer 
to labor force than to total employment. Still, the census data go back for a great stretch of time 
and can be used to gain an idea of long-term trends in the employment structure in Ceylon. The 
broad picture is summarized in the second part of the table. In analyzing changes in the relative 
importance of the industries listed here, one should bear in mind that there is an “insufficiently de¬ 
scribed" residual which varies from census to census in size and possibly in makeup. No figures are 
available for 1891 because in that year the census only identified the total population by occupation 
(i.e., of the head of families), making no distinction between working and nonworking members of 
the family. 

{Includes cane, coir and related manufactures, except in 1953, when some of these trades have 
apparently been classified as furniture manufacturing by the census takers and cannot be separated 
out. 

{Figures for all but the 1953 census are quite unreliable. 
^Services are not broken down according to the ISIC because its subcategories—government 

community, business, recreation, and personal services—are not capable of being broken out of 
most of these data and also because the breakdown used here was thought to be of interest. 

|| Less than 50 persons. 
#Included under “other agriculture.” 
Source: Department of Census and Statistics, Census of Ceylon, various years. 
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TABLE A-27 

Type of Employment, 1946, 1953 and 1959* 

-In Thousands-- -Percent of Total- 

Type of Employment 1946 1953 1959 1946 1953 1959 

Professional, technical 
and related. 

Managerial and adminis¬ 
trative . 

Clerical and related. 
Sales and related. 
Farming, forestry, hunt¬ 

ing, fishing. 
Mining and quarrying... . 
Transport operating 
occupations. 

Crafts, production process 
and related.,. 

Service occupations. 
Miscellaneous and 
unspecified. 

Employment. 

76 114 99 

5 4 8 
66f 128 105 

188 221 217 

1,382 1,536 1,503 
9 14 8 

87 78 106 

227f 397 373 
278f 439 207 

244 63 227 
2,612 2,993 2,853 

2.9 3.8 3.5 

0.2 0.1 0.3 

2.5 4.3 3.7 

7.2 7.4 7.6 

52.9 51.3 52.7 

0.3 0.5 0.3 

3.3 2.6 3.7 

10.6 13.3 13.1 
10.6 14.7 7.3 

9.3 2.1 8.0 
100.0 100.0 100.0 

*As in Table A-28, possible definitional variations, certain differences in the completeness with 
which occupations are assigned to type categories, and probable sample errors in the 1950 EUUSS 
severely limit the comparability of these figures. 

tObviously understated relative to 1953. 
Sources: Department of Census and Statistics, Census of Ceylon 1946, Census of Ceylon 1953; 

Employment, Unemployment and Underemployment Sample Survey. 

TABLE A-28 

Employment Status, 1953 and 1959* 

-In Thousands- -Percent of Total- 

Employment Status 1953 1959 1953 1959 

Employers. 94 22 3.1 0.8 
Self-employed. 898 793 30.0 27.8 
Paid employees. 1,832 1,848 61.2 64.8 
Unpaid family workers . . 169 160 5.6 5.6 
Other and unclassified. . . 30 1.1 
Employment. 2,993 2,853 100.0 100.0 

*It seems obvious that these figures, especially as they relate to employers, are 
misleading. There are apparently no differences in definitions of the categories be¬ 
tween the two data sources so a sampling error in the 1959 Employment, Unemploy¬ 

ment and Underemployment Sample Survey is the most probable explanation for the 
startling apparent diminution in the number of employers. 

Sources: Department of Census and Statistics, Census of Ceylon 1953; Employ¬ 
ment, Unemployment and Underemployment Sample Survey. 
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TABLE A-30 

Minimum Wage Rates for Key Occupations in Selected Industries, 1945-59* 

(Rupees) 

Industry 
1945 1949 1953 

(Daily Rates) 
1954 1959 

Tea growing and manufacturing 
Male workers, age 16. 1.30 1.55 1.23 2.27 2.42 

Female workers, age 15. 1.04 1.20 1.74 1.79 1.92 

Child workers. .92 1.08 1.42 1.47 1.60 

Rubber growing and manufacturing 
Male workers, age 16. 1.30 1.41 2.43 2.41 2.57 

Female workers, age 15. 1.04 1.11 2.04 2.03 2.17 

Child workers. .92 .99 1.72 1.71 1.85 

Copra manufacturing 
Kanganies (overseers). 1.48 1.53 2.23 2.21 2.27 

Male workers, age 18—f. 1.30 1.53 1.88 1.86 2.19 

Female workers, age 18—f. .96 1.11 1.44 1.42 1.74 

Child workers. .79 .94 1.27 1.26 1.56 

Engineering 
Kanganies. 2.45 2.66 3.04 3.03 3.97 

Skilled laborers. 2.65 2.86 3.24 3.23 4.17 
Semiskilled laborers 

Grade I. 2.29 2.50 2.88 2.87 3.82 

Grade II. 2.13 2.34 2.72 2.71 3.62 

Unskilled laborers. 1.99 2.20 2.58 2.57 3.47 
Watchers. 2.35 2.56 2.94 2.93 3.87 
Learners and apprentices 

4th year. 1.541 1.66 1.93 1.92 2.78 
3rd year. 1.18J 1.30 1.54 1.53 2.37 
2nd year. . 89J .95 1.09 1.09 1.87 
1st year. . 65} .71 .83 .83 1.62 

Match manufacturing 
Adults 

Grade I 
Men. 2.83 § 2.86 3.24 3.23 3.67 
Women. 2.37 § 2.46 2.78 2.77 3.21 

Grade II 
Men. 2.43§ 2.46 2.84 2.83 3.27 
Women. 2.05 § 2.08 2.46 2.45 2.89 

Grade III 
Men. 2.17 § 2.20 2.58 2.57 2.97 
Women. 1 ■ 81 § 1.84 2.22 2.21 2.60 

Grade IV 
Men (Watchers). 2.56 § 2.53 2.94 2.93 3.37 

Young persons 
Grade I 

Age 14-17. 1 - 43 § 1.44 1.70 1.70 2.51 
Age 17. 1.865 1.87 2.20 2.19 2.51 

Grade II 
Age 14-17. 1.28§ 1.29 1.55 1.55 2.26 
Age 17. 1.61§ 1.62 1.95 1.94 2.26 

Grade III 
Age 14-17. 1.18§ 1.19 1.45 1.45 1.75 
Age 17. 1.525 1.51 1.85 1.84 2.16 
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TABLE A-30 (Continued) 

Minimum Wage Rates for Key Occupations in Selected Industries, 1945-59* 

(Rupees) 

Industry 
1945 1949 1953 1954 

(Monthly Rates) 
1959 

Printers 
Class 
A. 150.00 162.50 179.50 178.83 210.92 
B. 112.501 121.18 135.88 135.88 168.80 
C, Grade I. 81.25}: 89.60 101.56 101.15 136.48 
C, Grade II. II II 91.82 91.45 126.48 
D. 65.00* 71.25 82.25 81.92 111.67 
E. 60.75* 66.82 77.47 77.15 101.27 
F. 29.25* 32.06 39.76 39.61 60.08 
G. 65.00| 71.25 82.25 81.92 105.67 

Learners and apprentices 
Class A 

1st year. 45.12{ 48.75 54.85 54.65 76.47 
2nd year. 60.16* 65.00 72.80 72.53 95.82 
3rd year. 75.20| 81.25 90.75 90.42 116.17 
4th year. 97.71| 109.09 117.43 116.99 143.45 
5th year. 120.32J 130.00 144.60 144.07 173.22 

Class B 
1st year. 33.84* 56.56 41.76 41.61 63.58 
2nd year. 56.40* 60.94 68.44 68.19 85.86 
3rd year. 67.68* 73.12 82.03 82.03 105.25 
4th year. 84.57* 91.35 102.07 101.70 129.48 

Class C 
1st year. 32.60* 35.62 41.13 40.96 63.55 
2nd year. 40.72* 44.48 51.20 50.99 73.86 

3rd year. 49.80| 53.44 61.44 61.19 86.36 
4th year. 61.14* 66.82 76.47 76.15 102.35 

Class D 
1st year. 26.68* 28.50 33.40 33.27 54.62 

2nd year. 32.60| 35.72 41.63 41.46 63.05 

3rd year. 39.12J 42.75 49.85 49.65 72.47 

4th year. 48.90* 53.44 61.94 61.69 84.86 

Motor transport 
Class 
A. 130.20§ 131.25 142.25 141.92 161.67 

B. 120.20§ 121.25 132.25 131.92 151.67 

C. 112.70§ 113.75 124.75 124.42 144.17 

D. 130.20§ 131.25 142.25 141.92 161.67 

E. 95.20§ 96.25 107.25 106.92 126.67 

F. 97.70 § 98.75 109.75 109.42 129.17 

G. 87.18 § 88.12 98.53 98.23 117.75 

H. 77.18 § 78.12 88.53 88.23 107.75 

I. 87.18 § 88.12 98.53 98.23 117.75 

J. 
K. 

117.18§ 118.12 128.53 128.23 147.75 
63.92 § 64.69 74.19 73.94 93.11 

Dock, harbour, and port transport 
manual work 

Special grade. 93.25# 97.69 97.44 99.19 

Skilled. 79.25# 83.69 83.44 85.19 

(Continued on next page) 
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TABLE A-30 (Continued) 

Minimum Wage Rates for Key Occupations in Selected Industries, 1945-59* 

(Rupees) 

Industry 
1945 1949 1953 1954 

(Monthly Rates) 
1959 

Semiskilled. . 66.25# 70.69 70.44 72.19 
Unskilled, Grade I. . 58.25# 62.69 62.44 64.19 
Unskilled, Grade II. . 52.25# 56.69 56.44 58.19 
Female kanganies. . 56.25# 60.69 60.44 62.19 
Female laborers. . 53.19# 55.69 55.44 57.19 

Nonmanual work 
Special Grade. . 109.92# 113.25 112.92 115.25 
Grade I. . 81.19# 83.69 83.44 85.19 

(Daily Rates) 
Building 

Male laborers, age 18. . 2.31# 2.58 2.57 3.47 
Female laborers, age 18. . 2.07# 2.34 2.33 3.17 
Laborers, under 18. . 1.87# 2.14 2.13 2.97 
Semiskilled 

Grade II. . 2.61# 2.88 2.87 3.82 
Grade I. . 2.77# 3.04 3.03 3.97 
Skilled. . 2.97# 3.24 3.23 4.17 

*These minimum wage rates refer to certain industries for which wages boards have been 
established. The first wages boards were instituted in 1945 and subsequently others were set up to 
apply to other industries. In most of these industries the legal minimum rates are the actual rates 
paid to almost all workers in the relevant category. 

fRedefined in 1957 to include male workers age 16 and over and female workers age 15 and 
over. 

11946. 
§1947. 
HMinimum wage not established until 1952. 
#1950. 
Source: A.R. of the Commissioner of Labour, various years. 



TABLE A-31 

Indexes of Agricultural Production, 1946-60* 

(1953 = 100) 

Official (1934-38 Base) 
Indexesf 

Major Minor All 

Unofficial (1960 Base) Indexes! 
Agricul- 

Major Minor All Live- tural 
Year Crops Crops Crops Crops Crops Crops stock Output 

1946.. 80.4 
1947.. 81.4 109 0 
1948.. 87.0 84 5 
1949.. . 86.9 61.6 86.1 90.2 47.2 88.2 113.0 88.6 
1950.. . 94.5 80.6 94.0 94.7 80.4 94.0 -9.3 92.5 
1951.. . 97.9 94.6 97.8 98.0 82.9 97.3 91.5 97.2 
1952.. . 99.9 100.6 99.9 103.2 94.9 102.8 101.5 102.8 
1953.. . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
1954.. . 106.6 102.2 106.5 110.9 104.1 110.6 115.3 110.6 
1955.. . 113.9 110.4 113.8 119.1 122.4 119.3 140.2 119.6 
1956.. . 109.3 87.6 108.6 110.6 108.3 110.5 84.3 110.0 
1957.. . 114.9 72.4 113.6 114.9 109.8 114.7 62.7 113.9 
1958.. . 115.3 75.6 113.9 121.5 97.1 120.4 76.7 119.7 
1959.. . 114.2 68.7 112.7 121.7 94.3 120.4 120.3 120.3 
I960.. . 118.2 72.9 116.7 131.5 109.1 130.4 111.4 130.2 

*The Department of Census and Statistics publishes an index of agricultural production which 

goes back to 1949. The department computes separate indexes for tea, rubber, coconut, paddy, and 

cocoa, and a combined index for nine minor (highland) crops. As an expression of trends in agri¬ 

culture since World War II this index has two serious weaknesses: (1) its base period (1934-38) is 

so far back in time as to reduce the relevance of the index for recent years—and, incidentally, to 

make its value weights depend on price and output figures which are quite unreliable in some cases— 
and (2) its inclusiveness leaves something to be desired—fruits, most vegetables, livestock, and 

livestock products are all excluded. Since much information now exists which can be used to remedy 

some of these defects, the author essayed a new index, which is presented here along with the official 

one. The first three columns of this table present the old index and the remaining five, the new one. 

fThese are Census and Statistics indexes, converted to a 1953 = 100 basis by simple division. 

The five major crop indexes (for tea, rubber, paddy, coconuts, and cocoa) have been combined by 

the author into a single index, each crop's weight corresponding to the department's 1934-38 weight¬ 

ing. 

{The unofficial index compiled by the author uses official output data for 21 crops, including 16 

minor ones—several fairly important minor crops (e.g„ onions, chillies) have been added which 

are excluded from the official index. The price data used represent the first attempt in Ceylon to 

ascertain the prices received by producers of a wide range of agricultural produce (from an un¬ 

published Census and Statistics survey) and are thus probably superior to value figures which 

use wholesale or retail prices, even if adjusted to allow for transportation and middlemen's margins 

—though these price data have their weaknesses too; they are unweighted averages of provincial 

prices for products which are sometimes none too specifically defined (e.g., cattle, coconuts). Thus 

it can be hoped that the unofficial crop index is both more relevant to the period it covers and more 

inclusive of the whole range of agricultural activity in the island than the official index. On the 

latter score, an index of livestock production is provided here for the first time. This is based on 

livestock population and slaughter figures reported to Census and Statistics by village headmen 

and local sanitary and health bodies respectively and published by the department. These data 

have never been included in the official index because they are not considered trustworthy: the 

stock figures because they are based on the estimates, often made on some rough and ready method, 

of the village headmen and the slaughter figures because they exclude rural slaughter for the most 

part. The unofficial index faces up to these problems as follows: (1) it takes the stock figures as 

reported, assuming that errors in estimation are random and will tend to offset each other; and 

(2) it accepts the official slaughter data on cattle, sheep and goats—which are thought to be slaught¬ 

ered almost entirely in urban areas—but rejects the published figures for buffalo and pigs, substitut¬ 

ing the “reasonable guesses” made by the Department of Census and Statistics in another connec¬ 

tion that 10 percent and 50 percent of buffaloes and pigs, respectively, are slaughtered each year. 

Livestock production was taken as slaughter plus change in stock and the aforementioned 1960 pro¬ 

ducer prices were used for weighting to produce a livestock output index. 

The last column lists the author’s index of total agricultural output. How good an indicator of 

all agricultural production is it? For one thing, well over 90 percent of agricultural output by 

value is included. The remaining exclusions among crop products are slight. Livestock products, 

especially poultry, egg, and milk production, are important remaining omissions. All three have 

risen rapidly in the past decade. Were at all reliable statistics on them available, they would doubt¬ 

less raise the index slightly for recent years—particularly when 1960 value weights are used. Other¬ 

wise, the picture presented by the index should be reliable. 
Sources: Department of Census and Statistics, Statistical Abstract, various years, Mid-year 

Bulletin of Statistics (June, 1961), unpublished producer price data. 
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TABLE A-32 

Volume of Output of Main Individual Crops, 1933-60* 

Year 
Teaf 

(000 Lbs.) 

Rubberf 
(Metric 
Tons) 

PaddyJ (000 Bu.) 
Maha Yala Total 

Coconut§ 
(000,000 
Nuts) 

1933 220,740 
1934 224,680 
1935 220,860 
1936 226,355 
1937 226,105 73,664 1,746 

1938 246,931 50,803 1,854 
1939.... .. 237,272 60,963 1,675 
1940 265,099 91,445 1,399 
1941 247,870 101,097 1,475 
1942 291,400 103,129 1,488 
1943 268,798 107,089 1,852 
1944.... .. 296,851 100,081 13,800 6,700 20,500 1,581 
1945.... . . 276,903 98,968 12,000 4,400 16,400 1,670 
1946.... .. 282,911 95,416 11,900 5,300 17,200 1,361 
1947.... .. 298,526 90,340 11,400 5,300 16,700 1,339 
1948.... .. 298,791 96,431 12,100 6,600 18,700 1,765 
1949.... .. 298,559 90,936 13,700 9,400 23,100 1,763 
1950.... .. 306,215 115,322 14,300 7,700 22,000 1,877 
1951.... .. 326,279 106,685 12,400 9,600 22,000 2,129 
1952.... .. 316,842 98,049 18,400 10,500 28,900 2,344 
1953.... .. 343,034 100,193 13,200 8,700 21,900 2,223 
1954.... .. 366,738 95,443 19,300 11,800 31,100 2,159 
1955.... .. 380,013 95,336 21,700 14,000 35,700 2,485 
1956.... .. 375,578 96,914 19,400 8,100 27,500 2,391 
1957.... .. 397,775 99,395 20,200 11,080 31,280 1,965 
1958.... .. 413,155 101,804 21,200 15,400 36,600 1,836 
1959.... .. 413,130 93,168 21,900 14,500 36,400 2,099 
1960.... .. 437,704 98,836 26,300 16,700 43,000 1,964 

^Includes all crops accounting for 10 percent of acreage sown in recent decades and all reliable 
output data. 

fFrom the annual returns made by all producers to the tea and rubber controllers (rubber data 
were converted from long tons to metric tons by multiplying by 1.01605). 

{Estimated by the Department of Census and Statistics. Acreage figures reported by village 

headmen—see Table A-37, footnotell. Average yield was originally estimated by the village head¬ 

men also, but since 1952 an annual sample survey has provided an improved yield estimate. Output 
is simply the product of acreage planted and average yield. 

§Estimated by the Department of Census and Statistics. Local consumption calculated using 

the Central Bank of Ceylon, Survey of Ceylon's Consumer Finances for 1953 and adjusting for 

population change. The main items of coconut export are converted to a nut basis using standard 

conversion factors. Local consumption plus export is taken as production; there is no allowance 
for changes in inventori es. 

Sources: Department of Census and Statistics, Statistical Abstract, various years, Mid-Year 

Bulletin of Statistics (June, 1961), unpublished data; Ministry of Finance, Economic and Social De¬ 
velopment of Ceylon (a Survey) 1926—1954 (1955). 
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TABLE' A-33 

Average Paddy Yield, 1951-60* 

(Bushels per Acre Harvested) 

Year Maha Yala Average 

1951. . 25.14 27.28 26.01 
1952. . 30.85 30.70 30.80 
1953. . 26.44 27.90 26.99 
1954. . 30.47 30.13 30.34 
1955. . 32.15 32.93 32.46 
1956. . 30.85 28.23 30.05 
1957. . 32.69 31.76 27.34 
1958. . 34.06 34.87 34.38 
1959. . 34.04 37.17 35.17 
1960. . 36.10 36.82 36.36 

♦These yield data have been gathered on a sample survey basis 

by the Department of Census and Statistics twice annually since 1951. 

Earlier yield figures, based on extremely crude estimation techniques 

employed by the village headmen and reported through the Divisional 

Revenue Offices, were much lower—they averaged around 14 bushels 

per acre— but are now seen to have been considerably underestimated. 

The Maha season is the major one each year, being harvested during 

the first quarter of the year, while the Yala crop is generally harvested 

during the third quarter. 
Source: Department of Census and Statistics, Statistical Abstracts. 

TABLE A-34 

Annual Fish Catch, 1950-60* 

(Hundredweight) 

Year Catch Year Catch 

1950. .... 833,774 1956. ... 765,312 

1951. .... 713,064 1957. ... 732,348 

1952. .... 494,538 1958. ... 779,484 

1953. .... 479,515 1959. ... 873,819 

1954. .... 557,790 1960. ... 959,463 

1955. .... 592,526 

♦These figures are thought to be considerably understated. There 

Is, however, no reason to suspect that the degree of understatement has 
changed markedly through time, so the general pattern of output 

change that the data present may be taken as essentially accurate. 

Source: A.R. of the Director of Fisheries, various years. 
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TABLE A-35 

Estimated Distribution of Total Land Area by Use, 1954* 

(Thousand Hectares) 

Use Area 

Arable farm landf. 570 
Land under permanent (tree) cropsf. 953 
Land under permanent meadows and pastures!. 185 
Forest land §. 3,546 
Nonagricultural use||. 439 
All other uses#. 781 

Total land area If... 6,474 

*As can be seen in the notes below, the material for this table comes from 

a variety of sources and has been subjected to several kinds of rough estimates 

—both by the present author and, earlier in the process, by previous sources. 

The resulting numbers must therefore be regarded as very rough estimates 
only. 

tThe Production Yearbook 1960 of the United Nations Food and Agri¬ 

cultural Organization (FAO) gives 1,523,000 acres as total cultivated land 

in 1954 (its source is a questionnaire filled out by the Ceylon government). 

The division of this area between temporary and permanent (tree) crops 

poses a problem. Acreage figures by crop yield a total of 4,026,000 acres 
(see Economic and Social Development of Ceylon (a Survey) 1926—1954)-, since 

this is 1,629,000 hectares it is evident that there is duplication, attributable 
to interplanting and double cropping. In the absence of any direct knowledge 

about the relative extent of duplication in tree crop or arable acreages, it was 

assumed by the author that the extent is the same in both cases. In other 

words, if one assumed that tree crops account for 62.6 percent of the net area 
cultivated, as they do of the gross area, the above figures result. 

tThe figure is for 1952, from the Food and Agricultural Organization of the 

United Nations, Production Yearbook and. ultimately, a questionnaire filled 
in by the Ceylon government. 

§Source: FAO World Forest Inventory, 1958. 

||Includes land under roads, towns, and villages, and small inland bodies 
of water. Source: Economic and Social Development of Ceylon (a Survey) 1926— 
1954. 

#A residual; includes waste land and land available for future agricultural 
development but not falling into any other category. 

IfExcludes major inland bodies of water. 

Sources: Production Yearbook 1960, FAO; Production Yearbook 1953, 

FAO; Department of Census and Statistics, Census of Agriculture 1952; 

Ministry of Finance, Economic and Social Development of Ceylon (a Survey) 
1926-1954 (1955). 
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TABLE A-37 

Area under Cultivation: Main Crops, 1860-1960* 

(Thousand Hectares) 

Year Teaf Rubber! Coconuts § Paddy || Coffee# 

1860.. 
1861.. 
1862.. 
1863.. 
1864.. 
1865.. 
1866.. 
1867.. 
1868.. 
1869.. 
1870.. 
1871.. 
1872.. 
1873.. 
1874.. 
1875.. 
1876.. 
1877.. 
1878.. 
1879.. 
1880.. 
1881. 
1882. 
1883. 
1884. 
1885. 
1886. 
1887. 
1888. 
1889. 
1890. 
1891. 
1892. 
1893. 
1894. 
1895. 
1896. 
1897. 
1898. 
1899. 
1900. 
1901. 
1902. 
1903. 
1904. 
1905. 
1906. 
1907. 
1908. 
1909. 
1910. 
1911. 
1912. 
1913. 

If 

0.1 

0.4 
0.7 
1.1 
1.9 
2.6 
3.8 
5.5 
6.1 
8.0 

23.3 
48.9 
66.7 
80.8 
93.7 
83.9 
95.4 

105.7 
109.2 
123.0 
134.2 
130.6 
149.3 
163.7 
172.0 
168.9 
164.1 
164.4 
175.8 
186.4 
169.7 
185.4 
175.6 
177.3 
223.9 
216.8 
235.0 
185.1 
185.2 
195.3 

0.7 

1.7 
4.7 
5.3 

14.5 
20.4 
40.8 
53.3 
62.5 
75.5 
74.7 
90.1 
94.2 

101.2 

212.2 
212.5 
224.9 
225.1 
233.8 
222.7 
245.3 
254.3 
260.5 
265.8 
263.0 
307.4 
310.2 
314.4 
345.7 
349.1 
352.6 
355.7 
349.8 
362.4 
342.4 
342.6 
345.3 
356.3 
374.9 
373.7 
399.4 
402.2 
370.5 
419.2 
381.5 
417.0 
418.5 
383.8 

186. 6 
188. 1 
200. 3 
182. 5 
186. 7 
170. 6 
211. 3 
214. 7 
228. 3 
215. 1 
148. 0 
211. 9 

247 .0 
235 .4 
236 .0 
232 .3 
234 .4 
245 .2 
244 .6 
242 .0 
244 .9 
227 .4 
232 .4 
236 .9 
217 .1 
228.0 
248.2 
220.9 
228.6 
238.4 
250.7 
256.0 
262.2 
261.2 
272.2 
271.3 
283.6 
288.1 
287.9 
282.4 
256.8 
278.8 
275.3 
274.5 
275.4 
260.9 
324.2 
271.8 

81 
83 
88 
84 
87 
93 
97 

100 
100 
98 

100 
108 
113 
117 
121 
127 
128 
130 
127 
116 
116 
115 
100 

78 
66 
52 
45 
42.1 
29.5 
28.8 
26.9 
22.6 
17.4 
13.4 
8.5 
9.1 
9.3 
7.9 
7.7 
4.8 
2.9 
2.5 
2.3 
2.0 
1.6 
1.5 
1.3 
1.0 
0.8 
0.7 
0.6 
0.6 
0.6 
0.4 

(Continued on next page) 



TABLE A-37 (Continued) 

Area under Cultivation: Main Crops, 1860-1960* 

(Thousand Hectares) 

Year Teaf Rubbert Coconuts § Paddy || Coffee# 

1914. . 196.9 68.1 394.8 277.3 0.4 
1915. . 193.0 80.4 395.7 317.7 0.4 
1916. . 201.6 89.7 392.0 272.0 0.3 
1917. . 205.9 92.8 366.1 284.2 0.3 
1918. . 204.7 105.0 374.7 274.7 
1919. . 202.1 124.9 409.4 287.7 
1920. 
1921. . 169.2 157.9 
1922 
1923. 301.4 
1924. 
1925. . 178.1 177.6 336 0 
1926. . 178.9 192.3 337 6 
1927. . 182 1 198 3 337 7 
1928. . 185 1 216 0 339 0 
1929. . 184.9 216.1 435.5 323.8 
1930. 
1931. 
1932. 
1933. . 225.5 
1934. . 226.1 245.2 
1935. . 225.7 254.4 
1936. . 226.3 244 9 
1937. . 225.3 244.5 
1938. . 225.2 244 5 344.0 
1939. . 224.1 248 9 
1940. . 223.4 258 3 
1941. . 223.2 258 0 
1942. . 222.5 258 0 
1943. . 222.4 226 2 
1944. . 222.4 266 1 
1945. . 222.5 267 0 346 4 
1946. . 223.7 266.9 433.4 369.6 
1947. . 224.2 266 7 369 6 
1948. . 224.6 266 4 364 1 
1949. . 225.2 265 1 364 2 
1950. . 227 0 265 2 364 8 
1951. . 229 6 265 3 367 2 
1952. . 231 5 265 8 S90 3 
1953. . 232.4 266.1 390.3 
1954. . 232 9 266 8 ? 
1955. . 229,2 267 5 417.5 
1956. . 230.9 266.8 
1957. . 230.9 267 4 
1958. . 231.8 269.1 
1959. . 234.6 270.4 
1960. . 235.5 270.4 464.8 

*"Main crops” are defined as those which account for ten percent or more of the total culti¬ 

vated area. For several decades now tea, rubber, coconuts, and paddy have each represented more 

than a tenth of total cultivation and have been the only crops to do so. The only other crop ever in 

modern times to exceed the ten percent level is coffee, which had a meteoric rise and fall in the 

nineteenth century. Some statistics of coffee acreage are thus included here for historical interest. 
(All figures are converted from acres to hectares by dividing by 2.471.) 

fThe most recent data—back through 1933—are from the tea controller’s official registration 
figures and should be quite accurate. The 1921 and 1925-29 estimates are based on the Censuses 

of Production of 1921, 1924 and 1929 and estimates based on these censuses made by the authors 

of Economic and Social Development of Ceylon (a Survey) 1926-1954. In the 1883-1919 period 

the estimates have been taken from the Ceylon Blue Books and derive from the returns of the village 



TABLE A-37 (Continued) 

headmen and the divisional revenue officers (D.R.O.'s). These last figures should be taken as 
rough estimates only. 

JBack to 1934 the data are from the rubber controller’s registration and can be regarded as 

accurate. The 1921 and 192S-29 estimates are based on the 1921-24, and 1929 Censuses of Pro¬ 

duction. Earlier figures, back to 1902, are from the Ceylon Blue Books. The 1900 estimate is from 
Ferguson’s Ceylon Handbook and Directory. Rubber was cultivated in Ceylon all through the late 

nineteenth century but only, in minute quantities. 

§The 1946 estimate, based on the 1946 Census of Ceylon, is the most recent one made of coco¬ 

nut acreage—it enumerated 920,942 acres but excluded town and village gardens, which were 
thought to add another 150,000 acres. The 1929 estimate is from that year's Census of Production. 

The 1921 Census of Production provided a figure of 820,000 acres (about 331,800 hectares) but this 

is so obviously a gross underenumeration that it is not included in the tables. All earlier data 

are from the Ceylon Blue Books. In view of the formidable difficulties encountered by efforts to 

gage coconut acreage in recent years, these precise year-by-year early figures cannot be taken 

seriously. 

||The data refer to total "asweddumized” area (that is, the amount of land ridged and made 

ready for paddy cultivation) in existence each year, whether actually seeded or not. Figures on 

the area seeded are available—by growing season—only since 1951 (see below). The asweddumized 

area totals have long been reported by the village headmen, the information being channeled 

through the divisional revenue officers. Since 1954 sown acreage totals have been compiled by a 

complete enumeration process under the supervision of the Department of Census and Statistics. 

These totals (listed below) should thus be quite accurate. However, the collecting of this informa¬ 

tion has interfered with the old reporting system (i.e., of asweddumized area) and no data are 

available on that basis for the last years in the table. An estimate of asweddumized acreage in 

1962 was obtained directly from the Department of Census and Statistics by the author, though. 

This figure (1,195,146 acres, or some 483,700 hectares) was used, along with the 1955 total, as the 

basis for an interpolated 1960 estimate and this is the origin of the most recent figure in the column. 

The 1946 and 1945 totals come respectively from the 1946 Census of Ceylon and from Economic and 

Social Development of Ceylon (a Survey) 1926-1954. The 1938 figure is the result of the paddy survey 

of that year and the 1923 and 1925-29 totals are based on the Censuses of Production of 1921, 1924 

and 1929. For 1919 and earlier years the source is the annual D.R.O. returns, as listed in the Ceylon 

Blue Books. As with coconuts, these oldest estimates should be regarded as rough approximations 

only. 
The aforementioned sown acreage figures are on a seasonal basis. There are two main growing 

seasons in Ceylon. The Maha (“great”) season involves sowing sometime between August and 
November and harvest in January to March; the Yala (“lesser”) season covers the other months 

of the year. Some notion of the extent of replanting twice a year is given by the recent data on 

separate Maha and Yala acreages (in each case the Maha acreage is listed under the year in which 

the crop is harvested; i.e., Maha 1959—60 is listed under 1960): 

PADDY CULTIVATION: AREA SOWN 

(Thousand Hectares) 

Year Maha Yaha 

1951 . 257.4 177.1 

1952 . 298.7 171.5 

1953 . 264.9 159.3 

1954 . 311.8 195.6 

1955 . 333.7 211.4 

1956 . 339.5 147.6 

1957 . 315.5 173.3 
1958 . 340.2 219.2 

1959 . 343.2** 195.1** 

1960 . 372.6** 221.6** 

**Data from 1959 on are not strictly comparable 

with earlier years, since they include acreage under 

the Gal Oya scheme which had previously been ex¬ 

cluded. Gal Oya acreage amounted to 5,800 hectares 

in Maha 1958-59 and 2,700 in Yala 1959. 

#Source: Figures from Ferguson for 1860-86, supplemented by indirect estimates of nonestate 

acreage: output of estates and peasants was known, as was estate acreage and hence yield per acre; 

it was assumed that in all years per acre yield on peasant cultivations was 56 percent of the estate 

yield, as a survey taken in 1856 showed it to be; peasant acres were taken as exports divided by 

the yield figure thus derived; a three-year moving average was used to smooth out random varia¬ 

tions in this measure. From 1887 on, Ceylon Blue Book data are used. These figures refer to coffee 

in its heyday, but the crop continues to be cultivated in very small quantities up to the present 

time. In 1951 a minimum estimate of area planted is 622 acres (252 hectares). The 1952 agricul¬ 

tural census reported 271,125 coffee trees on 922 estates. If one accepts as a rough estimate 10 feet 

as the average distance between trees then 435.6 trees can be cultivated on an acre and 622 acres 

of cultivation are implied. (See V. D. Wickizer, The World Coffee Economy [Stanford, California. 

Food Research Institute, Stanford University, 1943,] p. 38, who says that any distance from 6 to 

14 feet can be used.) 
1[1867 was the first year of commercial tea cultivation in Ceylon. 

Sources: Ferguson's Ceylon Handbook and Directory. 
Department of Census and Statistics, Census of Agriculture 1952 (1956), Census of Ceylon1946 

(1951—Statistical Abstracts; Ministry of Finance, Economic and Social Development of Ceylon 

(a Survey) 1926-1954 (1955). 
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TABLE A-40 

Numbers of Livestock, by Type, Selected Years, 1871-1959* 

(Thousands) 

Year Buffaloes Neat Cattle Goats Sheep Swine Horses 

1871. 996.7 88.9 67.7 6.7 
1881. ... 280.9 1,056.0 79.6 60.6 4.3 
1891. ... 392.5 1,064.8 134.2 87.4 40.9 4.7 
1900. ... 493.2 1,397.8 158.0 89.9 91.5 4.8 
1901. ... 520.6 1,476.7 151.1 91.3 88.0 4.0 
1911. ... 461.7 1,465.4 195.2 90.4 86.5 4.8 
1913. ... 458.7 1,484.3 203.4 90.0 85.6 5.0 
1921. ... 418.6 1,386.0 150.0 57.2 46.1 2.0 
1929. ... 550.0 1,100.0 184.0 57.0 45.0 2.0 
1931. ... 528.0 1,052.0 194.0 65.0 41.0 1.1 
1939. ... 545.6 1,119.7 246.7 55.9 35.7 1.3 
1946. . ... 522.0 1,079.5 306.4 63.8 74.1 1.3 
1949. ... 656.1 1,248.7 400.7 57.3 103.8 
1953. ... 655.6 1,228.7 499.0 103.9 74.4 2.5 
1954. . ... 706.6 1,277.3 563.9 95.0 83.3 
1959. .... 780.8 1,486.1 487.4 49.3 76.7 

*The figures are ail based on annual returns of the district revenue officers with the sole excep¬ 
tion that the 1921 data are from the Census of Production of that year. Exactly how the district 
revenue officers calculate the livestock population of their districts is not specified in the sources, 
but a fairly high degree of inaccuracy must be assumed. Data from the 1946 census of agriculture 
do not jibe well with the D.R.O.’s estimates for the year (they are 410,000 buffaloes, 1,166,900 
cattle, 63,300 sheep, and 296,200 goats); there is no way of telling which comes nearer to the truth. 
The Census of Agriculture 1952 contains only a partial livestock enumeration and is thus no help 
in making an islandwide assessment. 

Sources: Department of Census and Statistics, Statistical Abstract, various years; Department 
of Statistics and Office Systems, Ceylon Blue Book, various years. 

TABLE A-41 

Indexes of Industrial Production, 1952-61* 

1954 1955 1956 1957 1958 1959 

A. 

Mining and quarrying.. 1 

1952 Gross Value—Weightedf 

(1952 = 100) 

93 6 105.4 102.2 99.5 93.4 119.3 
Manufacturing./ 
Food. 102.3 110.3 115.3 112.5 115.3 112.7 

Beverages. 89.5 89.7 83.7 82.1 90.5 80.2 

Tobacco. 104.0 99.6 106.1 116.4 114.9 139.4 

Wood, cork, etc. 92.3 83.6 80.8 86.4 85.4 224.4 

Leather. 107.6 101.4 87.4 157.8 137.3 145.0 

Paper. 100.0 83.2 303.5 

Chemicals. 81.8 105.6 93.8 75.0 68.6 79.9 

Mineral products... . 161.9 161.2 159.3 124.7 170.8 187.9 

Metal products. 73.1 213.9 1,292.8 1,372.8 1,054.4 1,166.6 

Textiles. 137.5 183.8 229.2 347.1 404.7 449.8 

Apparel (inch foot¬ 
wear). 362.2 844.8 1,053.7 1,405.7 2,367.3 2,635.0 

Rubber products.... 125.8 156.4 223.6 307.1 381.2 486.3 

Miscellaneous manu¬ 
facturing. 136.3 136.3 138.6 191.4 153.8 157.4 

Electricity and gas.... 124.1 137.9 147.4 160.5 175.4 193.3 

Industrial output (ex¬ 
cluding construction). 96.6 108.6 106.7 105.5 101.5 126.6 

Construction^. 89.6 111.6 116.3 121.0 129.0 139.9 

Industrial output. 92.4 110.3 112.9 115.8 119.4 135.1 

(Continued on next page) 
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TABLE A-41 (Continued) 

1957 1958 1959 1960 1961 

B. 1952- -56 Value Added—Weighted! 

(1952-56 = 100) 

Mining and quarrying. 116.0 53.3 73.0 101.1 87.1 
Manufacturing. 107.4 113.8 124.5 133.0 139.0 

F ood.[ 
Beverages./ 

107.4 115.2 115.0 123.6 127.9 

Tobacco. 115.7 126.9 231.7 200.5 204.2 
Textiles. 146.2 173.8 214.1 192.2 198.3 
Apparel (incl. footwear).. . 251.0 421.9 602.4 602.2 648.1 
Wood, cork, etc. 124.4 98.2 113.2 491.9 113.8 
Furniture. 110.2 113.5 116.9 120.4 124.1 
Paper. 266.0 236.0 476.2 493.8 495.7 
Printing. 112.1 117.7 121.3 124.9 128.7 
Leather. 150.7 126.6 167.8 180.2 211.0 
Rubber. 104.4 96.1 99.6 107.1 109.2 
Chemicals. 89.4 84.0 105.3 98.8 140.0 
Mineral products. 104.4 146.6 163.1 156.8 155.6 
Metal products. 308.1 255.5 367.1 1,267.0 2,014.1 
Miscellaneous. 123.2 122.5 131.0 205.6 131.2 

Electricity and gas. 
Industrial output (excluding 

128.0 140.7 157.5 174.4 185.0 

construction). 108.7 114.2 125.1 135.0 141.1 
Construction^. 118.2 126.1 136.8 134.0 
Industrial output. 115.0 122.0 132.5 134.4 

♦Because of the extreme newness of many kinds of industrial activity in Ceylon and the paucity 
of data available, the construction of indexes of physical output poses a number of theoretical and 
practical problems. The two series presented here are, except where otherwise specified, the product 
of work done by the Statistics Section, Development Division, Department of Industries. Given 
the considerable shortcomings of the basic data with which they had to work, the Statistics Section 
produced series which give a reasonably accurate picture of the rate of industrial progress—within 
the particular definitional framework specified in each of the two cases. It should be pointed out, 
though, that there is probably some upward bias present in both indexes, for several reasons: 
(1) both indexes are based on current weights, thus giving heavier weighting to expanding indus¬ 
tries; (2) in some cases as new data were uncovered by the Statistics Section they were added in 
at the current year, even though no corresponding entries had been made for earlier years; and 
(3) construction (see footnote J, below) has been added in on a value rather than a volume basis, 
so any price increases are reflected here and thus inflate the index. 

tEach unit within an industry and each industry within a wider industrial group is here weighted 
by the gross value of its output. Insofar as there are interfirm and interindustry buyer-seller rela¬ 
tionships this procedure exaggerates the growth of the broader indexes (e.g., all manufacturing). 
Such relationships are rare in the Ceylon economy, however. 

tin the absence of any even reasonably credible measure of physical volume of construction, 
the necessity to provide some sort of estimate here led the author to convert the value of income 
originating in the sector (see Table A-8) into an index and use it in this connection. The result is, 
of course, to some extent inaccurate, generally overstated; since the upward trend of prices has 
been very slow in Ceylon over the period concerned, the degree of bias is really quite limited. 

§To avoid the bias mentioned in footnote t. above, the Statistics Section shifted in 1960 from 
a gross value to a value-added weighting system. The base period was also altered, from 1952 to 
1952-56. 

Sources: Department of Census and Statistics, Statistical Abstract, 1960 and 1961; Statistics 
Section, Development Division, Department of Industries (unpublished data). 
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TABLE A-42 

Coal and Oil Consumption, Selected Years, 1871-1959* 

Year 

1871. 
1881. 
1891. 
1900. 
1901. 
1911. 
1913. 
1921. 
1929. 
1931. 
1939. 
1946. 
1949. 
1953. 
1954. 
1959. 

Oil Products (000 Imperial Gallons) 

Coal 
(000 Metric 

Tons)f 
Motor 
Fuel 

Crude 
Petro¬ 
leum 

Kero¬ 
sene 

Lubri¬ 
cating 

Oil Total 

CA+ s .§ 
1 ost s .§ 

... § .§ 

599 897 2,422“ 92 3,411 

638 2,186 2,792 76 5,054 

675 206 3,527 4,427 165 8,325 

757 383 5,188 4,693 249 10,513 

652 1,382 17,489 4,307 414 23,592 

826 10,502 53,365 8,628 913 73,408 

502 8,845 52,006 7,920 716 69,487 

479 12,909 91,991 8,397 809 114,106 

349 17,080 96,650 9,850 1,090 124,670 

316 25,927 159,571 15,808 1,964 203,270 

389 40,631 151,833 16,682 1,241 210,387 

289 38,652 130,033 22,150 1,587 192,422 

176 48,908 156,799 37,135 3,264 246,106 

♦Total apparent consumption, i.e., total domestic supply in this case entirely imports 
each year with no allowance made for changes in inventories. In evaluating these figures in terms 
of energy use in the economy of Ceylon, it should be recalled that Colombo has long been an im¬ 
portant fueling port for ocean traffic and much of the coal and crude petroleum imported over the 

years has gone for this purpose. 
tFigures converted from long tons by multiplying by 1.01605. 

jlncludes coke. ... . . . . 
§Some information on imports is given in the customs returns but it is expressed in nonstandard 

units (e.g., so many “cases” of kerosene). f „ 
Sources: Ceylon Customs Returns (December), various years; Department of Commerce, 

Thirty Years Trade Statistics of Ceylon (1925-1954), Pt. 1; Department of Statistics and Office 

Systems, Ceylon Blue Books, various years. 
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TABLE A-43 

Electric Power Consumption, Selected Years, 1939-59* 

(Million Kilowatt-Hours) 

Government Private 
Year Generation Generation Total 

1939. 31 107 138 
1946. 53 130 183 
1949 . 70 141 211 
1950 . 81 158 239 
1953 . 144 169 313 
1954 . 162 174 336 
1959. 270 194 464 

♦Figures for government generation consist of the total generation 
reported by the Department of Electrical Undertakings. To these 
official figures has been added an estimate of the substantial amounts 
of power generated by private enterprises, consisting mainly of tea 
and rubber estates, but also of coconut and rice mills, a few private 
industrial operations, and, since 1960, public corporations. The esti¬ 
mate for 1950 was made by the World Bank team and appears in their 
report; it was extended by analogy to other years by the author by 
deflating the estimates for each sector (e.g., tea factories) by an output 
index for the sector. 

Sources: Department of Census and Statistics, Statistical Abstract 

1960; International Bank for Reconstruction and Development, The 

Economic Development of Ceylon (Baltimore, Maryland, Johns Hop¬ 
kins Press, 1953), pp. 460-62; Ceylon Cement Corporation (formerly 
Kankesanturai Cement Corporation), Annual Reports; Eastern Paper 
Mills Corporation, Annual Reports; Kantalai Sugar Corporation, 
Annual Reports. 
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TABLE A-44 

Iron and Steel Consumption, Selected Years, 1871-1959* 

(Thousand Metric Tons) 

Year. 
Imports 
Otherf Total 

Domestic 
Production}: 

Total 
Consumption 

1871. § 2 2 — 2 

1881. § 1 1 — 1 
1891. § 4 4 — 4 

1900. § 7 7 — 7 

1901. § 7 7 —- 7 

1911. § 21 21 — 21 

1913. 1 31 32 — 32 

1921. § 7 7 —■ 7 

1929. 1 83 84 — 84 

1931. § 36 36 — 36 

1939. 1 45 46 —■ 46 

1946. 1 28 29 1 30 

1949. 1 49 50 1 51 

1953. § 63 63 — 63 

1954. 1 59 60 — 60 

1959. 1 72 73 — 73 

*Total apparent consumption—i.e., total domestic supply with no allowance made for changes 
in inventories—of pig iron, crude steel, and basic iron and steel forms, such as angles, beams, 
plates, tubes, wire, etc. No attempt has been made to convert consumption figures for the various 
forms to crude iron or steel equivalents or to gage the iron and steel content of imported ferrous 

metalware. 
tlncludes minute quantities of crude steel. 
{The war-inspired government rolling mill, which used scrap as its raw material, functioned 

from 1943 through 1950. 
§Less than 5,000 metric tons. 
Sources: Ceylon Customs Returns (December), various years; Department of Commerce, 1 hnty 

Years Trade Statistics of Ceylon {1925-1054), Pt. I.; Department of Statistics and Office Systems, 

Ceylon Blue Book, various years. 
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TABLE A-45 

Consumption of the Main Building Materials, Selected Years, 1871-1959* 

—Cement (Hydraulic)— Tilest -Lumber (Sawn)||- 
(000 Metric Tons) (000,000) Thousand Cubic Metres 

Con- Con- Con- 
Produc- Im- sump- Produc- Im- sump- Produc- Im- sump- 

Year tion ports tion tion ports tion tion ports tion 

1871. — t t 0.4§ 
1881. _ — 1 1 0.6§ 
1891. _ — 3 3 0.5§ 
1900. _ — 6 6 2.7§ 
1901. _ — 5 5 2.5§ 
1911. _ — 18 18 4.2§ 
1913. _ — 22 22 5.6§ 
1921. — 10 10 1.8 11 
1929. _ — 82 82 10.9 32 
1931. _ — 48 48 4.6 1 
1939. _ — 70 70 5.8 1 4 5 
1946. _ _ 73 73 7.0 1 10 11 
1949. .... - 139 139 6.0 16.2 22.2 18 2 20 
1953. .... 66 131 197 10.9 24.7 35.6 15 1 16 
1954. .... 84 114 198 23.9 17.2 41.1 11 1 12 
1959. .... 89 199 288 29.2 21.8 51.0 13 3 16 

. '‘Apparent consumption defined as production plus imports minus exports (exports in all cases 
being nil). Cement and tiles (mainly roofing tiles) are probably the best indications of building 
activity—of the more substantial sort. Village homes (for all but the most substantial rural citizens) 
are entirely of local materials and are not reflected in this table. 

tLess than half the unit. 

{Production figures are understated because of the incompleteness of returns from the many 
small producers. 

§Includes bricks. 

production figures are collected by the Forest Department—in cubic feet—and should be 
relatively accurate. Imports are sometimes stated in square feet and sometimes in tons and arbi¬ 
trary assumptions were used to convert these units to cubic feet. It was assumed that imported 
lumber was on the average one inch thick and that one ton of wood equals 1,057 square feet (as 
was the case with part of the 1959 imports, which are stated in both units). Prior to 1921 imports 
of sawn lumber were not distinguished in the customs returns from other types of "worked timber.” 
"h, h/ havie, bef;n converted to cubic metres by multiplying by 0.028317. Included under 
lumber (sawn) is lumber intended primarily for building purposes; railroad ties, barrel staves 

etc., are excluded, as is unworked timber. ' 

tistic^rr^ailuZll°n4hT‘TS Returns (December), various years; Department of Census and Sta- 

Bluevarious years ^ Department of Statistics and Office Systems, Ceylon 
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TABLE A-47 

Size of Industrial Establishment, 1952* 

Industry 

Average Number 
Employed 

All 
Operatives Employees 

Estate agriculturef. 112 
Mining and quarrying 
Plumbago. 187 218 
Salt. 31 36 

Manufacturing 
Milk products. 6 9 
Grain milling. 11 14 
Confectionery and tanning. 37 42 
Distilling and brewing. 41 52 
Bottled soft drinks. 19 22 
Tobacco. 580 640 
Textiles and thread. 364 381 
Coir fibre and coir goods. 41 44 
Footwear (except rubber). 58 63 
Plywood and timber sawing. 25 28 
Printing and publishing. 37 47 
Leather and leather goods (excluding 
footwear). 35 39 

Rubber goods. 85 100 
Fertilizers. 40 55 
Coconut oil milling. 93 103 
Soap, glycerine, and perfumes. 35 43 
Matches. 172 180 
Brick and tiles. 50 53 
Ceramics, glass and cement. 309 338 
Engineering. 265 294 
Jewelry and plastics. 31 35 

Electricity, gas, water and sanitary 
Electricity. 32 38 
Gas. 92 qc 

*These data, all from the Census of Industry 1052 (with one exception- see 
below), are presented here even though they are almost impossible to evaluate. 
Of one thing one can be sure: the census limited itself to establishments which met 
three conditions: (1) they had not less than five paid employees; (2) they had 
invested capital of not less than Rs. 3,000; and (3) they used mechanical power 
m at least part of their production process. Thus the actual average size of all 
establishments in industries where small-scale production is common—like 
tobacco (native tobacco products), textiles, coconut milling, brick and tile etc —- 
is obviously much smaller than the table indicates. A source of error which’cannot 
be adjusted for, though, is the failure of the census to enumerate all units within 
its chosen field of purview. No one can even guess at the size of establishments 
which failed to file census returns and this means that the figures above contain 
errors which are unassessable either as to direction or amount. 

(From the Census of Agriculture 1052. An estate here is defined as a holding 
of 20 acres or more, other than paddy and chena land. 

Source: Department of Census and Statistics, Census of Industry 1052, (1954). 



Year 

1938. 
1948. 
1949. 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
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TABLE A-48 

Import Volume Indexes, 1938-61* 
(1953 = 100) 

-Consumer Goods- Inter- 
Food and mediate 

Drink Textiles Others Total Goods 

Invest¬ 
ment All 

Goods Imports 

A. Central Bank Import Volume Indexes 

69 55 34 60 71 57 61 
84 64 60 77 73 63 74 
85 82 67 81 88 72 81 
94 90 66 88 90 82 88 
95 86 107 96 107 101 99 
95 99 100 96 102 104 99 

100 100 100 100 100 100 100 

95 94 75 91 105 85 93 

95 103 109 99 110 124 104 

108 119 125 112 106 154 116 
109 97 134 111 152 151 124 

116 128 149 123 116 149 125 

129 114 193 138 141 196 145 

121 110 221 137 141 175 141 

112 96 73 102 137 152 114 

Year 
All 

Imports Year 
All 

Imports Year 
All 

Imports 

B. Census and Statistics Volume Index 

1938... . . . 64 1946... . . . 55 1954... 99 

1939... . . . 66 1947... 68 1955... 97 

1940... . . . 65 1948... . . . 69 1956... . . . 106 

1941. . . . . . 60 1949.. . 76 1957... ... 112 

1942.. . . . . 40 1950... 84 1958... ... 113 

1943.. . . . . 44 1951. . . 94 1959... . .. 125 

1944.. . . . . 46 1952... 96 1960... ... 118 

1945.. . . . . 51 1953... ... 100 1961... . .. 110 

*The two official import volume indexes are presented here for all the years 

for which they have been calculated by the bodies responsible for them, the 

Central Bank Research Department and the Department of Census and Statis¬ 

tics respectively. In both cases the indexes are of the Laspeyres type, the Central 
Bank Index having 1954-58 value weights and the Census and Statistics Index 

1948 value weights. In choosing between the two indexes, the former is probably 

preferable for most analytical purposes because of its more recent base, its greater 

inclusiveness (some 75-80 percent of imports by value in the base period) and 

its breakdown. Much of the difference which can be noted between the figures 

generated by the two indexes for given years is no reflection on the Census and 

Statistics Index, though; it simply reflects the great influence of the choice of a base 

period on this kind of index. No single index can give an entirely adequate ex¬ 

pression of changes in the volume of imports when the structure of import trade 

has undergone considerable changes over the period of study. Both indexes have 

been converted to a 1953 = 100 base by simple division. 
Source: Central Bank of Ceylon, Annual Report of the Monetary Board to the 

Minister of Finance (1961). 
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TABLE A-49 

Export Volume Indexes, 1938-61* 

(1953 = 100) 

Year Tea Rubber 

3 Main 
Coconut 
Products 

18 Minor 
Products 

All 
Exports 

A. Central Bank Export Volume Indexes 
1938. . 72 52 91 109 72 
1948. . 89 95 72 80 86 
1949. . 90 90 71 93 86 
1950. . 90 122 81 102 95 
1951. . 91 106 98 108 96 
1952. . 94 97 113 93 98 
1953. . 100 100 100 100 100 
1954. . 109 97 93 110 103 
1955. . 109 103 119 110 109 
1956. . 105 90 112 104 102 
1957. . Ill 96 78 100 100 
1958. . 123 95 73 94 106 
1959. . 115 94 93 98 104 
1960. . 123 108 80 105 110 
1961. . 128 90 112 102 114 

Year 
All 

Exports Year 
All 

Exports Year 
All 

Exports 

B. Census and Statistics Export Volume Index 
1938... ... 73 1946... . . . 78 1954. . 103 
1939... ... 72 1947... 74 1955. . 109 
1940... ... 73 1948... 84 1956. 104 
1941... ... 71 1949.. . 84 1957. 99 
1942... . . . 80 1950... 92 1958. . 107 
1943.. . . . . 81 1951... 93 1959. 105 
1944... . . . 78 1952... . . . 98 1960. . 110 
1945... ... 70 1953. . . ... 100 1961. . 115 

*As in Table A-48, these are the two official indexes for all the years for which 

they have been calculated. Again, they are Laspeyres indexes with 1954-58 and 

1948 value weights respectively. The comparable figures differ much less between 

the two indexes than was the case with the import indexes because the coverage 

of the two export indexes is much more similar—both come within two or three 

percentage points of total coverage by base-period value—and because the struc¬ 

ture of export trade was changed much less than the structure of import trade, 

making the choice of a base period much less crucial. Both indexes have been 
converted to a 1953 = 100 basis by simple division. 

Source: Central Bank of Ceylon, Annual Report to the Monetary Board to the 
Minister oj Finance (1961). 



Year 

1938 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
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TABLE A-50 

Import Price Indexes, 1938-61* 

(1953 = 100) 

Inter¬ 
mediate 
Goods 

Invest¬ 
ment 

Goods 
All 

Imports 
Food and 

Drink Textiles Other Total 

A. Central Bank Import Price I ndexes 

19 26 28 22 35 31 25 
75 130 70 57 84 63 61 
74 103 63 77 74 63 75 
76 110 69 80 81 70 79 
85 127 91 103 98 86 101 
98 103 95 99 107 93 100 

100 100 100 100 100 100 100 
89 92 99 92 94 95 93 
81 88 106 87 98 95 89 
82 89 106 87 97 94 89 
85 97 102 91 108 101 95 
76 87 106 83 99 98 88 
78 90 104 84 94 109 89 
77 94 104 84 93 118 89 
76 97 102 83 88 110 89 

Year 
All 

Imports Year 
All 

Imports Year 
All 

Imports 

B. Census and Statistics Import Price Index 

1938... .. . 23 1946... . . . 73 1954. . 88 
1939... . .. 22 1947... . . . 82 1955. . 89 
1940... . . . 26 1948... . . . 88 1956. 99 
1941... . . . 31 1949... 84 1957. 96 
1942... . .. 46 1950... 86 1958. 83 
1943... . . . 64 1951. . . ... 102 1959. 91 
1944... . .. 76 1952... ... 110 1960. 91 
1945... .. . 71 1953,.. ... 100 1961. 89 

*These indexes correspond with the volume indexes of Table A-48. All com¬ 

ments made in the note there apply here as well, with one exception pertaining 

to the Census and Statistics Import Price Index: it is Paasche index through 

1958, after which it becomes a 1948-weighted Laspeyres index. 
Source: Central Bank of Ceylon, Annual Report of the Monetary Board to the 

Minister of Finance (1961). 



TABLE A-51 

Export Price Indexes, 1938-61* 

(1953 = 100) 

3 Major 
Coconut 18 Minor All 

Year Tea Rubber Products Products Exports 

A. Central Bank Export Price Indexes 
1938. 30 25 12 20 24 
1948. 80 45 90 80 73 
1949. 89 41 96 84 78 
1950. 102 99 119 108 105 
1951. 107 164 131 144 127 
1952. 93 115 81 113 98 
1953. 100 100 100 100 100 
1954. 126 88 93 113 111 
1955. 133 102 75 114 116 
1956. 121 98 77 123 108 
1957. 112 93 82 132 104 
1958. 111 81 93 127 102 
1959. 110 94 108 118 106 
1960. 108 105 95 130 106 
1961. 106 85 74 118 97 

Coconut All 
Year Tea Rubber Products Products 

B. Census and Statistics Export Price Indexes 
1938. 30 26 12 26 
1939. 33 32 14 29 
1940. 34 37 14 32 
1941. 39 38 16 35 
1942. 40 45 28 40 
1943. 41 50 28 42 
1944. 46 64 31 49 
1945. 48 66 37 52 
1946. 52 64 49 56 
1947. 80 49 77 72 
1948. 81 45 79 72 
1949. 89 41 92 77 
1950. 102 100 114 104 
1951. 106 165 134 126 
1952. 94 114 83 98 
1953. 100 100 100 100 
1954. 126 88 94 112 
1955. 134 101 79 117 
1956. 122 98 79 109 
1957. 113 93 85 104 
1958. 111 81 98 102 
1959. 110 93 112 106 
1960. 108 104 101 106 
1961. 106 85 82 99 

*These price indexes correspond with the volume indexes of Table A-49 and 
all comments made in the footnote to that table apply here also. 

Source: Central Bank of Ceylon, Annual Report of the Monetary Board to the 
Minister of Finance (1961). 
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362 Ceylon: An Export Economy in Transition 

TABLE A-53 

Commodity Distribution of Merchandise Imports, Domestic Exports, and 

Reexports, Selected Years, 1871-1959* 

(Thousand Rupees) 

Raw Articles 
Materials Wholly or 

Food, Mainly Mainly Animals 

Drink and %of Manufac- % of Manufac- %of not for %of 
Year Tobacco Total tured Total tured Total Food Total Total 

A. Imports (Total) 

1871.... 39,128 
1881.... 43,139 
1891.... 59,037 
1900.... 114,544 
1901.... 104,050 
1911.... 156,986 
1913.... 186,073 
1921.... 261,543 
1929.... 181,058 44.9 62,305 15.5 159,508 39.6 134 — 403,001 
1931.... 102,202 46.8 34,264 15.7 81,787 37.5 90 — 218,129 
1939.... 114,104 47.3 37,048 15.4 89,626 37.2 206 0.1 242,422 
1946.... 384,971 56.7 70,684 10.4 222,741 32.8 342 0.1 695,541 
1949.... 518,273 50.4 110,011 10.7 399,869 38.9 690 0.1 1,028,843 
1953.... 796,445 49.5 163,497 10.2 646,677 40.2 1,219 0.1 1,607,838 
1954.... 664,067 47.5 137,932 9.9 594,274 42.5 982 0.1 1,397,256 
1959.... 811,654 40.6 186,755 

B. 

9.3 998,849 

Domestic Exports 

50.0 210 2,004,924 

1871.... 31,434 
1881.... 33,645 
1891.... 56,150 
1900.... 90,869 
1901.... 85,977 
1911.... 170,111 
1913.... 224,236 
1921.... 248,121 
1929.... 243,754 61.8 141,152 37.2 3,653 1.0 4 — 379,564 
1931.... 155,989 74.7 51,033 24.5 1,623 0.8 1 — 208,645 
1939.... 203,784 67.0 98,901 32.5 1,473 0.5 3 — 304,167 
1946.... 415,508 58.0 297,978 41.6 2,599 0.4 112 — 716,197 
1949.... 703,943 70.1 296,004 29.5 4,873 0.5 10 — 1,004,830 
1953.... 934,397 62.9 545,717 36.7 5,394 0.4 27 — 1,485,536 
1954.... 1,232,430 71.9 477,431 27.8 4,753 0.3 62 — 1,714,676 
1959.... 1,152,264 68.5 514,593 30.6 15,814 0.9 11 — 1,685,349 



TABLE A-53 (Continued) 

Commodity Distribution of Merchandise Imports, Domestic Exports, and 

Reexports, Selected Years, 1871-1959* 

(Thousand Rupees) 

Year 

Food, 
Drink and 
Tobacco 

%of 
Total 

Raw 
Materials 
Mainly 

Manufac¬ 
tured 

%of 
Total 

Articles 
Wholly or 

Mainly 
Manufac¬ 

tured 
%of 
Total 

Animals 
not for 
Food 

%of 
Total Total 

1871. 

C. Reexports 

4,095 
1881. 2,543 
1891. 2,650 
1900. 4,094 
1901. 3,932 
1911. 10,416 
1913. 8,751 
1921. 8,480 

1929. 2,726 7.0 32,089 82.2 4,117 10.5 100 0.3 39,032 

1931. 974 4.2 19,104 82.4 2,944 12.7 166 0.7 23,188 

1939. 657 2.9 20,070 88.3 1,905 8.4 94 0.4 22,726 

1946. 12,264 22.8 29,459 66.7 2,237 5.1 187 0.4 44,147 

1949. 4,128 7.5 45,801 82.7 5,331 9.7 19 — 54,778 

1953. 4,949 *6.3 63,628 81.5 9,387 12.0 100 0.1 78,064 

1954. 18,272 20.3 58,349 64.8 13,402 14.9 26 — 90,049 

1959. 5,056 30.4 2,910 17.5 8,692 52.2 — 61,736 

1871. 

D. Exports (Total) 

35,529 

1881. 36,189 

1891. 58,800 

1900. 94,962 

1901. 89,909 

1911. 180,527 

1913. 232,987 

1921. 256,600 

1929. ... 237,480 56.7 173,242 41.4 7,771 1.9 104 — 422,581 

1931. ... 156,963 67.7 70,137 30.2 4,567 2.0 167 0.1 233,129 

1939. .. 204,442 62.6 118,971 36.4 3,378 1.0 97 — 328,111 

1946. 427,712 56.3 327,438 43.1 4,836 0.6 298 — 764,686 

1949. ... 708,071 66.8 341,305 32.2 10,204 1.0 28 — 1,063,240 

1953. .. 939,346 59.9 609,346 38.9 14,781 0.9 127 — 1,568,036 

1954. ... 1,250,794 69.3 535,780 29.7 18,155 1.0 88 — 1,809,297 

1959. ... 1,157,320 68.1 517,503 30.5 24,506 1.4 11 1,753,876 

*The percentage figures refer to the percentage of all imports or exports which are classified 

by type in the customs returns. For imports, this includes all imports but postal packets during 

October-December, 1939, 1946, and 1959; returned goods and special transactions are also excluded 

in 1959 For exports, postal packages are excluded in all years and special transactions and re¬ 

turned goods are excluded in 1959 only. In all cases, values which cannot be assigned to a category 

are included in total imports or exports and this, along with rounding error and a few slight dis¬ 

crepancies in the original data, account for the failure of the parts to add to the whole in some years. 

The classificatory system used between midyear 1921 and 1955 is that recommended by the 

United Kingdom Board of Trade. In 1956 a shift was made to the Standard International Trade 

Classification of the United Nations and the 1959 figures thus represent this system. They are, 

therefore, not strictly comparable to the earlier figures but the differences between the two systems 

are relatively slight and no very misleading impression should be created by the shift. Prior to 

July, 1921 various systems were used at various times and no attempt has been made to reconcile 

these with the Board of Trade Classification. . . , r , ,, „ ,f 
Sources: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1954), 

Vol. I; Department of Census and Statistics, Statistical Abstract, 1960. 
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TABLE A-54 

Regional and Country Distribution of Imports, Selected Years, 1871-1959 

Region or Country 1871 1881 1891 1900 1901 1911 1913 1921 

A. Value (Million Rupees) i* 

North America. — — 0.2 0.7 0.4 1.7 2.4 7.8 
Canadaf. — — - 0.1 — — — 0.7 
United States. — — 0.2 0.6 0.4 1.7 2.4 7.1 

Central and South 
America. — — - - — 0.1 0.1 — 

Europe. 14.7 13.2 20.2 43.1 37.5 54.2 69.4 75.0 
France. 0.1 0.1 0.2 1.1 0.8 1.1 1.5 1.9 
Germany^. — — 0.4 2.6 1.9 4.8 6.0 1.5 
Holland. — — - 0.9 0.4 1.2 1.3 2.8 
Italy. — 0.1 - 0.3 0.2 0.5 1.0 1.2 
United Kingdom... 14.6 12.8 19.3 33.7 30.9 42.7 54.3 65.4 
Other Western.... 1 
Eastern Europe§. / 

0.2 0.2 4.5 3.3 3.9 5.2 2.2 

Africa. 1.3 — 0.1 0.3 0.1 0.3 2.3 11.9 
Egypt. 1.3 -— 0.2 — 0.1 0.1 0.1 
Union of South 
Africa||. — — - - — 0.1 1.5 8.9 

Others. — — - - —— 0.1 0.7 2.9 
Asia and Oceania. 32.0 33.9 46.2 78.2 74.6 100.5 111.9 163.8 

Australia. 1.8** 0.6** 0.7** 1.1 3.9 2.2 2.9 3.6 
Burma. — — - 4.7 4.4 5.9 7.1 60.0 
China#. — — 0.1 1.6 1.4 0.1 0.7 0.8 
Indiai. 29.6 32.6 44.1 64.6 60.5 72.5 76.6 64.0 
Iran. — — - - — — — 4.0 
Japan. — — 0.1 1.1 1.0 1.9 4.1 4.1 
New Zealand. tt tt tt - — — 0.1 0.1 
Others. 0.6 0.6 1.3 5.1 3.4 17.8 20.5 27.0 

Total. 48.0 47.1 66.6 122.3 112.6 156.7 186.1 260.9 

Region or Country 1929 1931 1939 1946 1949 1953 1954 1959 

A. Value (Million Rupees)* 

North America. 15.2 9.4 
Canadat. 1.8 0.4 
United States. 13.5 9.1 

Central and South 
America. 1.0 0.3 

Europe. 125.0 55.8 
France. 4.8 2.3 
Germany!. 10.5 4.3 
Holland. 4.9 1.9 
Italy. 3.3 0.9 
United Kingdom... 89.5 40.5 
Other Western.. .1 
Eastern Europe§..J 

11.9 6.0 

7.0 61.0 83.7 68.6 49.0 157.6 
1.1 18.8 10.7 16.7 12.4 20.0 
6.0 42.3 73.0 51.9 36.7 137.6 

0.8 45.8 17.3 27.6 24.3 
62.1 127.8 265.5 532.4 472.9 708.1 

1.8 1.2 3.7 24.3 20.0 30.5 
4.6 — 7.0 23.8 22.4 74.3 
1.9 1.0 5.5 34.3 29.0 34.3 
0.6 1.5 21.3 41.4 38.1 20.5 

45.4 115.4 185.3 361.4 292.9 495.2 

7.7 8.8 34.2 35.2 59.0 29.5 

l 8.4 11.9 11.4 23.8 
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TABLE A-54 (Continued) 

Region or County 1929 1931 1939 1946 1949 1953 1954 1959 

Africa. 8.3 4.5 3.0 124.2 79.4 59.0 40.0 17.1 
Egypt. 
Union of South 

1.5 0.7 0.7 81.7 35.3 7.6 15.2 11.9 

Africa ||. 6.6 3.3 1.6 12.8 1.4 6.2 4.8 5.2 
Others. 0.3 0.4 0.7 29.7 42.6 45.2 20.0 --- 

Asia and Oceania. 253.6 148.0 168.3 339.7 581.4 920.0 811.0 903.3 
Australia. 10.7 5.1 6.1 96.8 102.1 174.3 105.7 96.7 
Burma. 78.3 40.8 37.4 4.4 153.0 129.0 125.2 132.4 
China#. 1.8 1.6 1.1 0.6 2.1 209.0 158.6 150.0 
Indiall. 84.9 50.1 52.6 177.9 152.6 200.0 191.4 246.7 
Iran. 10.7 8.6 5.7 33.9 28.3 1.9 11.4 69.5 
Japan. 10.8 10.7 14.2 0.4 18.1 69.5 76.2 147.6 
New Zealand. 0.1 0.1 — 0.3 0.3 0.5 1.0 — 

Others. 56.3 30.9 51.3 25.5 122.0 135.7 141.4 60.5 

Total. 403.0 218.1 240.5 695.5 1,028.8 1,607.8 1,397.3 2,004.9 

Region or Country 1871 1881 1891 1900 1901 1911 1913 1921 

North America. 

B. Percentage of All Imports!! 

— - 0.3 0.6 0.4 1.1 1.3 3.0 

Canada!. — — -- — — — — 0.3 

United States. — — 0.3 0.6 0.4 1.1 1.3 2.7 

Central and South 
America. __ __ , _ ■ _ 0.1 0.1 _ 

Europe. 30.6 28.0 30.3 35.2 33.3 34.6 37.3 29.0 

France. 0.2 0.2 0.3 0.9 0.7 0.7 0.8 0.7 

Germany!. — — 0.6 2.1 1.7 3.1 3.2 0.6 

Holland. — — — 0.7 0.4 0.8 0.7 1.1 

Italy. — 0.2 —- 0.2 0.2 0.3 0.5 0.5 

United Kingdom... 30.4 27.2 28.9 27.6 27.4 27.2 29.2 25.3 

Other Western... \ 0.4 0.3 3.7 2.9 2.5 2.8 0.9 
Eastern Europe§..J 

Africa. 2.7 0.1 0.2 0.1 0.2 1.2 4.6 

Egypt. 2.7 — — 0.2 — 0.1 0.1 — 

Union of South 
Africa||. — — — — — 0.1 0.8 3.4 

Others. — — — — — 0.1 0.4 1.1 

Asia and Oceania. 66.7 72.0 69.3 63.9 66.3 64.1 60.1 63.4 

Australia. 3.8|| 1.3|| 1.0|| 0.9 3.5 1.4 1.6 1.4 

Burma. — — 3.8 3.9 3.8 3.8 23.2 

China#. -- — 0.1 1.3 1.2 0.1 0.4 0.3 

IndialT. 61.7 69.6 66.1 52.8 53.7 46.2 41.2 24.8 

Iran. — — — — — — — 1.5 

Japan. — — 0.1 0.9 0.9 1.2 2.2 1.6 

New Zealand. tt tt tt — 
— — 0.1 — 

Others. 1.3 1.3 1.9 4.2 3.0 11.4 11.0 10.4 

Total. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

(Continued on next page) 
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TABLE A-54 (Continued) 

Regional and Country Distribution of Imports, Selected Years, 1871-1959 

Region or Country 1929 1931 1939 1946 1949 1953 1954 1959 

B. Percentage of All Imports!! 

North America. 3.8 4.3 2.9 8.7 8.1 4.3 3.5 8.8 
Canadaf. 0.4 0.1 0.5 2.7 1.0 1.0 0.9 1.1 
United States. 3.3 4.2 2.5 6.1 7.1 3.2 2.6 7.7 

Central and South 
America. 0.2 0.1 0.3 6.6 1.7 1.7 1.7 — 

Europe. 31.0 25.6 25.7 18.3 25.8 33.1 33.9 39.6 
France. 1.2 1.1 0.7 0.2 0.4 1.5 1.4 1.7 
Germany!. 2.6 1.9 0.9 — 0.7 1.5 1.6 4.2 
Holland. 1.2 0.9 0.8 0.1 0.5 2.1 2.1 1.9 
Italy. 0.8 0.4 0.2 0.2 2.1 2.6 2.7 1.1 
United Kingdom... 22.2 18.5 18.8 16.5 18.0 22.5 21.0 27.7 
Other Western... 1 

3.0 2.8 3.2 >.a{ 3.3 2.2 4.2 1.7 
Eastern Europe§.. / 0.8 0.7 0.8 1.3 

Africa. 2.1 2.1 1.2 17.8 7.7 3.7 2.9 1.0 
Egypt. 
Union of South 

0.4 0.3 0.3 11.7 3.4 0.5 1.1 0.7 

Africa||. 1.7 1.5 0.7 1.8 0.1 0.4 0.3 0.3 
Others. 0.1 0.2 0.3 4.3 4.1 2.8 1.4 — 

Asia and Oceania. 62.9 67.9 69.8 48.6 56.6 57.2 58.1 50.6 
Australia. 2.7 2.3 2.5 13.9 9.9 10.8 7.6 5.4 
Burma. 19.4 18.7 15.5 0.6 14.9 8.0 9.0 7.4 
China#. 0.5 0.7 0.5 0.1 0.2 13.0 11.4 8.4 
IndiaH. 21.1 23.0 21.8 25.5 14.9 12.4 13.7 13.8 
Iran. 2.7 4.0 2.4 4.9 2.8 0.1 0.8 3.9 
Japan. 2.7 4.9 5.9 0.1 1.8 4.3 5.5 8.3 
New Zealand. — — — — — — 0.1 — 

Others. 14.0 14.2 21.3 3.7 11.9 8.4 10.1 3.4 

Total. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Components may not add to total because of rounding, inability to attribute some imports 
to a country of origin, and discrepancies in the original data. 

tIncludes Newfoundland, both before and after its confederation with Canada. 

JFrom 1946 on refers to West Germany (East Germany included under “Eastern Europe”). 

§Refers to the Soviet bloc nations, including Yugoslavia, and is thus identified separately 
only from 1949 on. 

II Refers to Cape and Natal colonies prior to the formation of the Union of South Africa. 

#From 1949 on, refers to Mainland China (Taiwan is included in “Other Asia and Oceania”). 

Tflncludes all India through 1946; after 1946, it refers only to independent India (Pakistan 

and foreign enclaves in India are thereafter included under “Other Asia and Oceania”). 
**Includes New Zealand, 

ttlncluded under Australia. 

ttRefers to the percentage of total imports whose country of origin is known. 

Sources: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1954), Vol. I; 

Ceylon Customs Returns (December), various years; Department of Statistics and Office Systems! 

Ceylon Blue Book, various years; United Nations, Statistical Office, Direction of International Trade, 
various years. 



Statistical Appendix 367 

TABLE. A-55 

Regional and Country Distribution of Exports (Total), Selected Years, 

1871-1959 

Region or Country 

North America. 

Canadaf. 
United States. 

Central and South 
America. 

Europe. 
France. 
Germany!. 

Holland. 

Italy. 
United Kingdom... 
Other Western...) 
Eastern Europe§.. J 

Africa. 
Egypt. 
Union of South 
Africa||. 

Others. 
Asia and Oceania. 

Australia. 
Burma. 
China#. 
Indialf. 
Iran. 
Japan. 
New Zealand. 
Others. 

Total. 

Region or Country 

North America. 
Canadaf. 
United States. 

Central and South 
America. 

Europe—.. 
France. 
Germany!. 
Holland. 

Italy. 
United Kingdom. .. 
Other Western... 1 
Eastern Europe§.. / 

1871 1881 1891 1900 1901 1911 1913 1921 

A. Value (Million Rupees)* 

0.7 2.5 3.9 7.7 6.7 28.6 42.6 60.9 
— — — 1.0 1.2 3.5 3.9 4.6 

0.7 2.5 3.9 6.6 5.5 25.1 38.7 56.3 

__ _ _ — 0.3 0.4 0.6 

27.2 26.2 44.8 69.8 64.5 118.0 159.3 155.1 

0.3 1.2 0.3 0.8 1.2 1.1 0.9 1.5 

0.4 0.1 1.5 4.4 5.3 15.0 22.8 10.1 
_ — — 0.1 0.1 0.6 0.6 7.5 
— 0.9 0.2 0.6 0.4 0.3 0.4 4.7 

26.3 21.5 41.5 56.3 50.2 80.1 105.6 118.6 

0.2 2.5 1.2 7.6 7.4 21.0 29.0 12.6 

0.3 0.1 0.1 1.7 0.3 1.7 2.1 7.7 

0.3 — — 0.2 0.2 0.4 0.6 3.4 

_ 0.1 0.1 1.0 1.1 3.5 

0.1 0.1 0.1 1.4 0.1 0.3 0.4 0.8 

8.0 7.4 10.0 15.8 18.4 23.6 30.8 27.3 

0.5** 1.0** 2.3** 5.7 6.2 9.4 13.6 7.0 

_ _ — — 0.4 0.1 0.1 0.2 

_ 0.1 0.1 0.2 0.8 3.3 3.8 0.1 

7.1 5.9 6.7 7.8 9.0 6.7 7.3 11.2 

_ _ 0.3 0.9 1.2 

tt tt tt 1.2 1.1 2.2 2.5 3.6 

0.4 0.4 1.0 0.9 0.8 1.6 2.5 3.9 

36.3 36.2 58.8 95.0 89.9 172.2 233.0 251.6 

1929 1931 1939 1946 1949 1953 1954 1959 

A. Value (Million Rupees) * 

85.8 31.1 74.9 100.7 160.5 201.4 189.5 250.0 

7.2 5.4 12.6 12.8 45.9 80.0 70.5 86.2 

78.6 25.7 62.3 87.9 114.6 121.0 119.0 163.8 

4.9 3.6 3.3 5.1 11.2 9.5 13.8 8.6 

221.9 132.2 174.1 420.3 474.8 582.4 665.2 724.8 

3.9 2.2 6.4 0.5 11.8 13.3 13.8 19.0 

18.0 6.4 2.3 — 41.9 43.3 35.2 92.9 

4 0 3.2 1.7 1.5 34.9 64.3 41.7 43.3 

11.6 5.8 3.1 0.1 20.3 33.8 33.8 43.8 

161.7 102.7 151.3 400.6 335.7 389.0 501.9 479.5 

9.3 17.5<| 
29.5 35.2 36.2 14.8 

22.7 12.0 0.7 3.3 2.4 31.4 

(Continued on next page) 
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TABLE A-55 (Continued) 

Region or County 1929 1931 1939 1946 1949 1953 1954 1959 

Africa. 20.6 15.1 17.8 56.4 113.7 141.0 196.2 116.7 
Egypt. 8.5 5.3 4.7 18.3 57.5 60.5 87.6 27.6 
Union of South 
Africa||. 7.8 6.6 10.3 23.6 41.8 66.7 85.7 80.0 

Others. 4.4 3.2 2.8 14.5 14.3 13.8 22.9 9.0 
Asia and Oceania. 54.4 29.7 38.0 144.5 237.3 565.2 686.7 332.4 

Australia. 22.7 7.4 9.8 73.5 83.6 131.9 172.9 106.2 
Burma. 0.2 0.2 0.3 1.0 0.2 0.5 7.6 1.4 
China#. 0.3 0.2 0.2 0.3 1.7 241.9 221.4 77.6 
Indialf. 14.2 10.4 12.0 38.8 22.3 41.9 74.3 53.3 
Iran. 0.3 0.3 0.3 — 12.7 0.5 8.6 
Japan. 2.1 1.3 2.7 — 4.2 10.0 14.3 41.9 
New Zealand. 8.6 6.4 7.9 17.6 33.2 33.3 41.0 38.6 
Others. 6.2 3.5 4.8 13.4 79.3 105.2 146.7 13.3 

Total. 390.7 212.2 326.9 764.7 1,059.6 1,563.6 1,804.7 1,702.6 

Region or Country 1871 1881 1891 1900 1901 1911 1913 1921 

North America. 
Canadaf. 
United States. 

Central and South 
America. 

Europe. 
France. 
Germany!. 
Holland. 
Italy. 

United Kingdom... 
Other Western...) 
Eastern Europe§.. / 

Africa. 

Egypt. 
Union of South 
Africa||. 

Others. 
Asia and Oceania. 

Australia. 
Burma. 
China#. 
India i. 
Iran. 
Japan. 

New Zealand. 
Others. 

Total. 

B. Percentage of All Exports# 

1.9 6.9 6.6 8.1 7.5 16.6 
— — — 1.1 1.3 2.0 

1.9 6.9 6.6 6.9 6.1 14.6 

— — — — — 0.2 
75.1 72.4 76.2 73.5 71.7 68.5 
0.8 3.3 0.5 0.8 1.3 0.6 
1.1 0.3 2.6 4.6 5.9 8.7 

— — — 0.1 0.1 0.3 
— 2.5 0.3 0.6 0.4 0.2 
72.7 59.4 70.6 59.3 55.8 46.5 

0.6 6.9 2.0 8.0 8.2 12.2 

0.8 0.3 0.2 1.8 0.3 1.0 
0.8 -- — 0.2 0.2 0.2 

— — — 0.1 0.1 0.6 
0.3 0.3 0.2 1.5 0.1 0.2 

22.1 20.4 17.0 16.6 20.5 13.7 
13.8** 2.8** 3.9** 6.0 6.9 5.5 
— — — — 0.4 0.1 
— 0.3 0.2 0.2 0.9 1.9 
19.6 16.3 11.4 8.2 10.0 3.9 
-- — — — — — 
— — — — — 0.2 
ft tf tt 1.3 1.2 1.3 
1.1 1.1 1.7 0.9 0.9 0.9 

100.0 100.0 100.0 100.0 100.0 100.0 

18.1 
1.7 

16.5 

0.2 
67.7 
0.4 
9.7 
0.3 
0.2 

44.9 

12.3 

0.9 
0.3 

0.5 
0.2 

13.1 

5.8 

1.6 
3.1 

0.4 
1.1 
1.1 

100.0 

24.2 
1.9 

22.4 

0.2 
61.6 
0.6 
4.0 
3.0 
1.9 

47.1 

5.0 

3.1 
1.4 

1.4 
0.3 

10.9 
2.8 
0.1 

4.5 

0.5 
1.4 
1.6 

100.0 
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TABLE A-55 (-Continued) 

Region or Country 1929 1931 1939 1946 1949 1953 1954 1959 

B Percentage of All Exports}! 

North America. 22.1 14.7 24.3 13.9 16.1 13.4 10.8 17.5 
Canadaf. 1.9 2.6 4.1 1.8 4.6 5.3 4.0 6.0 
United States. 20.3 12.1 20.2 12.1 11.5 8.1 6.8 11.4 

Central and South 
America. 1.3 1.7 1.1 0.7 1.1 0.6 0.8 0.6 

Europe. 57.2 62.4 56.5 57.8 47.6 38.8 38.0 50.6 
France. 1.0 1.0 2.1 0.1 1.2 0.9 0.8 1.3 
Germany!. 4.6 3.0 0.7 — 4.2 2.9 2.0 6.5 
Holland. 1.0 1.5 0.6 0.2 3.5 4.3 2.4 3.0 
Italy. 3.0 2.7 1.0 — 2.0 2.3 1.9 3.1 
United Kingdom. .. 41.7 48.5 49.1 55.1 33.7 25.9 28.7 33.5 
Other Western... 1 

5.9 5.7 3.0 2-4 j 
2.9 2.3 2.1 1.0 

Eastern Europe§.. J 0.1 0.2 0.1 2.2 
Africa. 5.3 7.1 5.8 7.8 11.4 9.4 11.2 8.1 

Egypt. 
Union of South 

2.2 2.5 1.5 2.5 5.8 4.0 5.0 1.9 

Africa||. 2.0 3.1 3.3 3.2 4.2 4.4 4.9 5.6 
Others. 1.1 1.5 0.9 2.0 1.4 0.9 1.3 0.6 

Asia and Oceania. 14.0 14.0 12.3 19.9 23.8 37.7 39.2 23.2 

Australia. 5.9 3.5 3.2 10.1 8.4 8.8 9.9 7.4 

Burma. 0.1 0.1 0.1 0.1 — — 0.4 0.1 

China#. 0.1 0.1 0.1 — 0.2 16.1 12.6 5.4 

India!!. 3.7 4.9 3.9 5.3 2.2 2.8 4.2 3.7 

Iran. 0.1 0.1 0.1 — 1.3 — 0.5 — 

Japan. 0.5 0.6 0.9 — 0.4 0.7 0.8 2.9 

New Zealand. 2.2 3.0 2.6 2.4 3.3 2.2 2.3 2.7 

Others. 1.6 1.7 1.6 1.8 7.9 7.0 8.4 0.9 

Total. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

♦Components may not add to totals because of rounding, inability to attribute some exports 

to a country of destination, and discrepancies in the original data. 

tlncludes Newfoundland, both before and after its confederation with Canada. 

{From 1946 on, refers to West Germany (East Germany included under "Eastern Europe”). 

§Refers to the Soviet bloc nations, including Yugoslavia, and is thus identified separately 

only from 1949 on. 
||Refers to Cape and Natal colonies prior to the formation of the Union of South Africa. 

#From 1949 on, refers to Mainland China (Taiwan is included in “Other Asia and Oceania"). 

Ulncludes all India through 1946; after 1946, it refers only to independent India (Pakistan 

and foreign enclaves in India are thereafter included under "Other Asia and Oceania”). 

♦♦Includes New Zealand. 

{{Included under Australia. 
({Refers to the percentage of total exports whose country of destination is known. 
Sources: Department of Commerce, Thirty Years Trade Statistics of Ceylon (1925-1054), Vol. I; 

Ceylon Customs Returns (December), various years; Department of Commerce, Ceylon Blue Book, 

various years; United Nations, Statistical Office, Direction of International Trade, various years. 
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TABLE A-56 

Imports, Exports, and the Balance of Trade, 1871-1947* 

(Million Rupees) 

—Merchandise— Bullion and Specie 
Balance Balance 

Excluding Including 
Bullion and Bullion and 

Year Imports Exports Specie Imports Exports Specie 

1871. 39.1 35.5 - 3.6 8.9 0.8 - 11.6 
1881. 43.1 35.7 - 7.5 4.0 0.5 - 10.9 
1891. 59.0 58.3 - 0.7 7.6 0.5 - 7.8 
1900. ... 114.5 92.0 - 22.5 7.8 2.9 - 27.4 
1901. ... 104.1 87.3 - 16.8 8.6 2.7 - 22.7 
1902. 97.9 98.2 0.4 11.6 1.2 - 10.1 
1903. ... 100.9 102.2 1.3 15.4 6.5 - 7.5 
1904. ... 105.3 101.1 - 4.2 11.2 3.2 - 12.2 
1905. ... 108.3 102.2 - 6.1 6.9 0.3 - 12.7 
1906. ... 112.8 109.7 - 3.1 10.7 2.8 - 11.0 
1907. ... 120.1 129.4 9.3 9.3 0.3 0.3 
1908. ... 122.4 129.0 6.5 7.9 1.2 - 0.1 
1909. ... 125.4 146.9 21.5 8.3 0.1 13.2 
1910. ... 151.5 173.6 22.1 13.3 0.1 8.9 
1911. ... 157.0 180.5 23.5 7.4 1.5 17.6 
1912. ... 175.3 199.0 23.6 6.7 — 17.0 
1913. ... 186.1 233.0 46.9 13.6 1.9 35.2 
1914. ... 172.3 218.4 46.0 4.6 1.0 42.4 
1915. ... 163.6 273.4 109.7 4.8 _ 104.9 
1916. ... 211.5 297.5 86.0 8.5 _ 77.5 
1917. ... 184.1 304.2 120.0 1.0 2.8 121.8 
1918. ... 177.7 212.1 34.4 1.8 36.2 
1919. ... 239.3 367.1 127.7 3.4 _ 124.3 
1920. ... 221.3 268.5 47.2 39.7 7.8 15.4 
1921. ... 261.5 256.6 - 4.9 0.5 — 5.5 
1922. ... 280.3 297.8 17.5 1.5 _ 16.0 
1923. ... 287.8 376.9 89.1 4.4 0.2 84.9 
1924. . .. 302,4 414.0 111.6 10.0 _ 101.7 
1925. ... 350.9 522.2 171.3 9.5 0.1 162.0 
1926. . .. 394.7 532.3 137.5 13.1 0.4 124.8 
1927. . .. 406.2 479.4 73.3 15.0 1.5 59.8 
1928. . .. 400.1 417.6 17.5 12.0 4.0 9.5 
1929. 
1930. 
1931. 
1932. 
1933. 
1934. 
1935. 
1936. 
1937. 
1938. 
1939. 
1940. 

403.0 
302.0 
218.1 
196.1 
177.1 
217.0 
227.5 
214.3 
242.6 
235.5 
242.4 
282.6 

422.6 
323.0 
233.1 
188.8 
200.2 
263.8 
253.1 

268.5 
332.1 
284.8 
328.1 
386.8 

19.6 
20.9 
15.0 

- 7.2 
23.0 
46.8 
25.6 
54.1 
89.5 
49.3 
85.7 

104.2 

26.3 
22.2 
9.9 
0.3 
0.2 
0.1 

0.1 
0.5 
0.7 
0.2 
0.2 

16.7 
10.3 
14.5 
0.2 
0.1 
0.1 

0.1 

0.1 

1.7 

9.9 
9.0 

19.6 
- 7.3 

22.9 
46.8 
25.6 
54.2 
89.0 
48.6 
85.6 

105.7 
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TABLE A-56 (Continued) 

—Merchandise— Bullion and Specie 
Balance Balance 

(Excluding Including 
Bullion and Bullion and 

Year Imports Exports Specie Imports Exports Specie 

1941. . ... 287.1 423.8 136.6 _ 15.3 151.9 
1942. .... 295.8 530.7 234.9 0.3 — 234.6 
1943. .... 446.8 569.9 123.1 0.2 0.3 123.2 
1944. ... 517.7 679.9 162.3 — _ 162.3 
1945. .... 621.3 666.0 44.7 0.1 44.6 
1946. ... 695.5 764.7 69.1 0.1 69.1 
1947. . .. 963.2 889.2 - 74.0 7.5 81.6 

*The table summarizes the little knowledge there is about international finance in the years 
before a full balance of payments was drawn up. All totals are as they appear in the customs records 

and no adjustments have been made for probable under- or overvaluation, to obtain a consistent 
f.o.b. and c.i.f. listing, etc. 

Sources: Department of Commerce. Thirty Years Trade Statistics of Ceylon (1925-1954). Vol. I; 
Department of Statistics and Office Systems Ceylon Blue Book, various years. 
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374 Ceylon: An Export Economy in Transition 

TABLE A-58 

Official Exchange Rate between U.S. Dollar and Ceylon 

Rupee, 1939-60* 

(Rupees per Dollar, End of Year) 
(Selling Rate) 

Year Rate Year Rate 

1939. . 3.033 

1940. . 3.327 

1941. . 3.325 

1942. . 3.322 

1943. . 3.322 

1944. . 3.322 

1945. . 3.322 

1946. . 3.315 

1947. . 3.315 

1948. . 3.315 

1949. . 4.775 

1950. . 4.775 

1951. . 4.785 

1952. . 4.762 

1953. . 4.762 

1954. . 4.795 

1955. . 4.772 

1956. . 4.800 

1957. . 4.765 

1958. . 4.760 

1959. . 4.762 

1960. . 4.762 

*The rupee has been officially fixed at 13.33 rupees per pound sterling 

since 1941; dollar-rupee rates thus fluctuate only as the dollar-sterling 

rate in London varies. 
Source: International Monetary Fund, International Financial Statistics, 

various years. 
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Statistical Appendix 377 

TABLE -A-60 

External Assets of Ceylon, 1939-60* 

(Million Rupees) 

Government Commer- Changes 
Govern- Agencies and Central cial between 

Year mentf Institutions^ Bank§ Banks || Total Periods 

1939#... 23.5 106.3 60.8 84.5 275.1 
1940... . 29.3 67.2 80.2 147.7 324.4 + 49.3 
1941. 99.9 95.6 105.9 133.3 434.7 + 110.3 
1942. 51.6 66.4 192.0 211.4 521.4 + 86.7 
1943. ... 135.8 81.5 229.7 224.6 671.6 + 150.2 
1944. .. 259.8 103.7 313.9 282.6 960.0 +288.4 
1945. .. 420.6 142.3 460.5 236.5 1,259.9 +299.9 
1946. .. 393.5 184.4 415.2 217.2 1,210.3 - 49.6 
1947. 178.9 206.9 440.5 121.0 947.3 -263.0 
1948. .. 157.4 222.3 459.9 158.3 997.9 + 50.6 
1949. 86.8 235.8 514.9 126.2 963.7 - 34.2 
1950. 76.8 265.7 565.1 225.3 1,132.9 + 169.2 
1951. 76.1 291.3 668.4 181.0 1,216.8 + 83.9 
1952. 65.9 310.6 401.1 96.2 873.8 -343.0 
1953. 70.2 228.4 245.1 96.7 640.4 -233.4 
1954. 61.5 225.8 524.5 132.5 944.3 +303.9 
1955. 111.7 237.2 655.2 224.7 1,228.8 +284.5 
1956. 134.6 243.1 737.0 161.0 1,275.7 + 46.9 
1957. 112.3 249.4 590.8 109.4 1,061.9 -213.8 
1958. 24.5 255.5 538.7 114.5 933.2 -128.7 
1959. 16.0 229.7 386.7 101.6 734.0 -199.2 
1960. 20.0 219.4 190.2 111.7 541.3 -192.7 

♦The figures refer to the liquid asset holdings of the institutions listed and, within this definition, 

provide quite comprehensive information. Types of assets which are excluded are foreign bank 

deposits and other intangible assets held by individuals and all foreign tangible assets held by 
Ceylon residents. 

flncludes amounts receivable under bilateral trade and payments agreements with China. 
{Valued at face value. 

§Prior to the establishment of the Central Bank in 1950, the figures refer to the external assets 

of the Currency Board. The reserve is valued at cost or face value, whichever is less. It includes 
balances due to Ceylon from bilateral clearings with all countries except China. 

HAmounts to the sum of foreign currency on hand in local banks, balances due to local banks 
from abroad, and export bills purchased and discounted by them. 

#A11 figures are year-end. 

Source: Central Bank of Ceylon, Annual Report of the Monetary Board to the Minister of Finance 
1961. 
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384 Ceylon: An Export Economy in Transition 

TABLE A-64 

Local Companies Registered and Liquidated, 1944-60 

Nominal 
Number Share Number 
Regis- Capitalf Liqui- Net 

Years tered* (Rs. 000) dated Change 

1944. 47 13,585 10 + 37 
1945. 138 89,910 12 126 
1946. 212 160,961 13 199 
1947. .... 176 117,940 19 157 
1948. 114 85,375 16 98 
1949. 108 117,955 26 82 
1950. . 115 91,536 16 99 
1951. 179 177,625 26 153 
1952. 161 184,815 17 144 
1953. 145 179,245 31 114 
1954. 131 144,474 35 96 
1955. 125 174,273 35 90 
1956. 127 232,267 15 102 
1957. 112 117,850 25 87 
1958. 82 216,297 33 49 
1959. 89 218,905 16 73 
1960. 63 117,859 20 43 

^Excludes companies with no share capital. 
flnitial capital only; excludes any increase after registration. 
Source: A.R. of the Registrar of Companies, various years. 
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TABLE A-70 

Basic Data on the Public Industrial Corporations, 1956-61* 

Production 
Net Worth Sales Profitf Employ- (Tons of 

Year (Rs. 000) (Rs. 000) (Rs. 000) ment Paper) 

1. Eastern Paper Mills (1955; Paper and Paper Bags; Rs. 22,000,000) 

1956 . 20,074 349 - 846{ ... 736 
1957 . 17,748 1,654 -2,411 ... 1,379 
1958 . 15,078§ 1,676|| -3,713|| 404 1,235 
1959 . 13,266# 4,14911 -l,884f 472 4,187 
1960 . ** ft tt 522 4,563 
1961 . It §§ §§ 567 . 

Production 
(Tons of 

Net Worth Sales Profit Employ- Coconut (Tons of 
Year (Rs. 000) (Rs. 000) (Rs. 000) ment Oil) Feeds) 

2. Ceylon Oils and Fats (1955; Coconut Oil, Feeds; Rs. 19,800,000) 

1956 . 1,234 111 
1957 . 16,019 4,835 -2,096 ... 3,426 1,800 
1958 . 13,647 § 14,673|| —2,372|| ... 6,678 4,700 
1959 . 7,477 3,422 
1960 . ... 8,112 11,723 
1961 . 10,459 23,607 

Net Worth Sales Profit Employ- Production 
Year (Rs. 000) (Rs. 000) (Rs. 000) ment (Tons) 

3. Ceylon Ceramics (19551||[; Ceramic Ware; Rs. 3,000,000) 

1956 . 2,602 268 -284 ... 201 
1957 . 2,306 453 -296 147 338 
1958 . 2,020§ 920|| -304|| 139 368 
1959 . 2,217# 1,028H 29f 132 425 
1960 . 6,408** 1,443ft 146ff 186 466 
1961 . . ... 190 417 

Production 
Net Worth Sales Profit Employ- (000,000 

Year (Rs. 000) (Rs. 000) (Rs. 000) ment Sq. Ft.) 

4. Ceylon Plywoods (1956; 3-Ply Plywood; Rs. 2.8 Million) 

1956 . 2,826 2.614HK 386HH 351 5.6UH 
1957 . 3,028 3,083 368 354 7 6 
1958 . 3,411 2,609 -48 356 6 9 
1959 . 3,812# 3,7781f 844H 389 8.3 
1960 . . .... . t 93 
1961 . . .... ... 9 g 
1962 . . 594 
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TABLE A-70 (Continued) 

Production 
Net Worth Sales Profit Employ- (Value at Cost; 

Year (Rs. 000) (Rs. 000) (Rs. 000) ment Rs. 000) 

5. D. I. Leather Products (1956; Shoes, Leather Goods; Rs. 1,700,000) 

1956 . 1,702 803 If If - 6 If If 221 638 If If 
1957 . 1,705 1,272 44 251 1,012 
1958 . 1,794 1,500 215 288 1,278 
1959 . 1,940# 2,238H 22611 295 1,72611 
1960 . 1,831** 1,734ft 14ff 298 1,523** 
1961 . 300 . 

Production 
(Tons of 

Employ- Caustic (Tons of 
Year ment Soda) Chlorine) 

6. Paranthan Chemicals (1956; Caustic Soda, etc.; Rs. 15,700,000)*** 

1960 . 223 64 70 
1961 . 222 666 183 

Production 
Net Worth Sales Profit Employ- (Tons of 

Year (Rs. 000) (Rs. 000) (Rs. 000) ment Cement) 

7. Ceylon Cement (1956fff; Cement, Concrete Products; Rs. 26,800,000) 

1956 . 20,431 l,608Jtt§§§ 628J8 ... 83,371 
1957 . 24,152 9,755§§§ 1,329 ... 48,195 
1958 . 24,508 14,407§§§ 1,652 ... 79,079 
1959 . 32,283# 19,286|||||| 5,137|||||| ... 93,463 
1960 . 48,523 15,456 4,503 972 83,623 
1961 . 987 80,471 

Production 
Employ- (Tons of 

Year ment Ilmenite) 

8. Ceylon Mineral Sands (1957; Ilmenite; Rs. 8,000,000)### 

1960 . 100 6,264 
1961 . 100 3,832 

Production 
Employ- (Tons of (Tons of 

Year ment Sugar) Molasses) 

9. Kantalai Sugar (1957; Sugar, Molasses, Alcohol; Rs. 28,000,000) 

1960 . 215 319 
1961 . 360 306 155 

(Continued on next page) 
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TABLE A-70 (Continued) 

Year 

Production 
(Tons of 

Salt) 

1959 . 
1960 . 
1961 . 

10. National Salt (1957; Salt; Rs. 14,000,000) 

4,164 
11,233 

Year 

1961 

Production 
(000 Lbs. 
of Yarn) 

11. National Textiles (1958; Cotton Yarn; Rs. 41,100,00) 

. 423 

12. National Small Industries (1959; Various; Rs. 5,600,000) 
Brick and tile factories under construction 

13. Hardboard (1959; Hardboard; Rs. 3,000,000) 
Factory under construction 

14. Industrial Estates (1960; Various; Rs. 2,500,000) 
Under construction 

15. Iron and Steel (1961; Iron and Steel; Rs. 80,000, OOOfft) 
Construction not yet begun 

16. Tire and Tube (1961; Tires and Tubes; Rs. 51,700,000If) 
Construction not yet begun 

*The table presents, in summary form, a record of the government's ventures into the field 
of publicly owned industrial development. The figures have been culled from the annual reports 
of the corporations and from the 1961 and the 1962 Central Bank of Ceylon, Annual Re-ports of the 
Monetary Board to the Minister of Finance. Data are presented only for those years from 1956 in 
which commercial production took place (i.e., preproduction costs have been included only as they 
have been amortized over each producing year) and are as comparable as possible. For the newest 
five corporations, which had not started construction by the end of 1961, status at that time is 
noted. All figures refer to calendar years, except where noted—with the exception of net worth 
totals, which refer to the last day of the year, except when otherwise noted. 

tProfit before taxes but after all other costs have been charged in a conventional business 
accounting way. 

fThis is with no allowance made for depreciation, which, based on changes for later years 
should have been Rs. 400,000-500,000. 

§On March 31, 1959. 
||For the 15 months ending March 31, 1959. 
#On March 31, 1960. 
IfFor the 12 months ending March 31, 1960. 
**On March 31, 1961. 
tfFor the 12 months ending March 31, 1961. 
ttOn March 31, 1962. 
§§For the 12 months ending March 31, 1962. 
IIII Took over earlier government ceramics plant. 
##Took over government plywood plant which had existed since 1941; formerly called Gintota 

If IfFor the nine months ending December 31, 1956. 
***Plant was under construction and testing from 1956 on, but because of technical difficulties 

did not go into commercial production until 1960. 

ttfTook over from government cement factory opened in 1950; formerly called Kankesanturai 
LCllluIlLa 

IttFor the last two months of 1956. 

§§§Includes sale of electricity to Department of Electrical Undertakings (this ceased after 
3). 
IIIIIIFor the 15 months ending March 31, 1960. 
###Technical difficulties delayed the start of commercial production until 1960. 
IMMIRefers to the initial investment only. 
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TABLE A-71 

Colombo Consumer Price Index, 1939-61* 

(1953 = 100) 

Year 
All 

Items Food Clothing 
Fuel and 

Light Rent 
Miscel¬ 
laneous 

1939. . 38 32 32 45 81 39 
1940. . 39 34 36 46 81 41 
1941. . 43 39 43 48 80 43 
1942. . 57 55 55 76 78 54 
1943. . 69 64 88 90 83 72 
1944. . 70 64 98 90 84 77 
1945. . 77 69 104 90 89 96 
1946. . 80 71 113 107 98 95 
1947. . 88 79 134 116 108 95 
1948. . 91 86 119 97 111 96 
1949. . 90 90 98 93 102 90 
1950. . 95 96 98 98 97 94 
1951. . 99 96 125 108 97 98 
1952. . 98.4 94.3 120.8 100.2 98.7 102.9 
1953. . 100.0 100.0 100.0 100.0 100.0 100.0 

1954. . 99.5 100.1 96.0 103.5 100.2 97.1 
1955. . 98.9 99.2 97.2 102.5 100.2 97.3 
1956. . 98.6 97.5 98.8 101.5 100.2 101.4 

1957. . 101.2 99.0 101.9 97.5 100.2 110.0 

1958. . 103.3 99.8 105.7 101.2 100.2 116.4 

1959. . 103.5 98.8 111.2 102.6 100.2 118.6 

1960. . 101.9 95.1 114.9 102.9 100.2 120.9 

1961. . 103.1 94.2 125.5 104.6 100.2 126.3 

*Two separate indexes, linked together in 1952, are shown in this table. Prior to 1952, the 
reference of the index was to a “working-class” budget in Colombo, with weights based on a 1938—39 
budget study. In 1952 this index was replaced by a “Colombo Consumer Price Index, weighted 
according to the budgets of Colombo working-class families, as revealed in a 1949-50 budget study. 
Here, both indexes are recalculated on a 1953 = 100 basis. 

That the indexes understate to some degree the recent price increases for many Ceylonese 
consumers cannot seriously be doubted. A 1958 committee (see Report of the Committee to Revise 

the Cost-of-Living Index, Sessional Paper II of 1959) recommended a number of improvements in 
the index, designed to account for recent price changes—mostly increases more accurately, but 
so far no action has been taken on their recommendations. The committee s main points were 
that (1) price movements based on a “middle income” budget have been quite different from 
those reflected in the index and (2) the pattern of consumption had shifted noticeably since 1949-50 
(as revealed by the committee’s 1958 budget study). Simple calculations based on a reweighting 
of the five major categories of the index suggest understatement attributable to these shortcomings 
of at least one to three percentage points. The main factors producing downward bias in the present 
index—especially where “middle income” consumers are concerned are (1) the heavy weighting 
and constant price of subsidized rice and (2) the method used to price housing (the rent index is 
based on the assessed value of a sample of “working-class” houses in Colombo this has not changed 
since 1953—rather than on rents actually paid). 

All these criticisms of the Colombo Consumer Price Index, it should be mentioned, do not 
shake the basic point of this table: that consumer price increases in Ceylon have been very small 
when compared with those in most other countries over the same period. 

Sources: Central Bank of Ceylon t Annual Report of the Monetary Board to the Minister of Finance, 

various years; Department of Census and Statistics, Statistical Abstract, various years, 
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TABLE A-72 

Implied G.N.P. and G.N.I. Deflators, 1950-60* 

(1953 = 100) 

G.N.P. G.N.I. 
Year Deflators Deflators 

1950 . 104.2 92.5 
1951 . 109.6 99.4 
1952 . 98.9 99.5 
1953 . 100.0 100.0 
1954 . 102.4 95.9 
1955 . 107.8 97.8 
1956 . 106.1 99.7 
1957 . 103.9 100.8 
1958 . 104.2 98.9 
1959 . 104.4 98.1 
1960 . 102.6 96 7 

♦These implied indexes grow out of the integrated tables (see 
pages 269-271). The G.N.P. deflator is an index of prices paid for the 
Gross National Product of Ceylon. The G.N.I. deflator is an index of the 
prices paid by Ceylonese nationals in converting their Gross National 
Income into goods and services. They differ only because the terms 
of trade vary (if the terms of trade improve, the G.N.I. deflator falls 
relative to the G.N.P. deflator; if they deteriorate, the opposite move¬ 
ment takes place). The indexes are only as reliable as the indexes 
which were used to deflate various elements of G.N.P. and this is 
not always too reliable. 
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TABLE A-73 

Colombo Market Price of Main Export Commodities, 1937-61* 

(Rupees) 

Year 
Tea Rubber 

(per Lb.) (per Lb.) 

Copraf 
(per 

Candy) 

Coconut 
Oil 

(per Ton) 

Desiccated 
Coconut 
(per Lb.) 

Cocoa 
(per 

Cwt.) 

1937. .... 0.76 0.50 47.23 302.72 0.10 33.65 
1938. .... 0.70 0.37 27.74 184.22 0.06 19.33 
1939. . ... 0.76 0.47 34.58 218.90 0.09 20.02 

1940. .... 0.81 0.55 32.79 225.00 0.08 22.77 
1941. .... 1.09 0.56 32.38 262.30 0.09 30.15 
1942. .... 0.80J 0.67 54.16 468.70 0.19 29.18 
1943. .... 0.96J 0.71 59.00 438.33 0.23 29.40 
1944. .... 1.07J 0.98 65.00 477.33 0.23 37.44 
1945. .... 1.16J 0.96 80.44 569.72 0.27 56.48 
1946. .... 1.23J 0.93 100.00 696.75 0.45 106.37 
1947. .... 1.60 0.64 122.00 995.59 0.80 91.00 
1948. .... 1.55 0.63 134.90 1,022.38 0.66 149.43 
1949. .... 1.96 0.57 150.00 1,021.75 0.51 110.66 

1950. .... 2.11 1.55 208.84 1,412.01 0.83 169.24 
1951. .... 1.94 2.15 244.74 1,623.58 0.61 177.47 
1952. . ... 1.75 1.38 155.52 980.95 0.44 165.13 
1953. .... 1.92 1.35 202.98 1,275.03 0.53 157.95 
1954. .... 2.61 1.11 180.78 1,118.06 0.44 251.72 
1955. .... 2.20 1.28 146.04 945.14 0.35 170.95 
1956. .... 2.19 1.45 159.90 982.75 0.41 125.63 
1957. .... 1.86 1.16 183.07 1,031.54 0.44 169.41 
1958. .... 1.73 0.93 209.84 1,222.56 0.51 208.97 
1959. .... 1.85 1.25 238.94 1,487.82 0.56 176.50 
1960. .... 1.88 1.24 191.06 1,158.31 0.47 152.64 
1961. .... 1.83 1.01 141.54 893.76 0.35 118.49 

♦These are annual arithmetic averages of weekly prices in the Colombo market for these 
commodities. In all cases but tea and desiccated coconut (where the price is an average for all 
grades) it is the highest grade to which the prices refer: R.S.S. No. 1 for rubber; Estate No. 1 for 
copra; white, naked, warf delivered for coconut oil; and Estate No. 1 for cocoa. The ultimate 
sources of the data are the trading associations dealing with the various commodities and the 
Ceylon Chamber of Commerce. 

fA candy equals five hundredweights. 
{These are not free market prices, but are contract prices for bulk delivery (most Ceylon tea 

was sold in this way during World War II). 
Sources: Central Bank of Ceylon, Annual Report of the Monetary Board to the Minister of Finance, 

1961; Department of Census and Statistics, Statistical Abstract, 1949. 
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TABLE A-74 

Indexes of Share Prices, 1939-61* 

(1953 = 100) 

Year Tea Rubber 

Commer¬ 
cial and 

Industrial Year Tea Rubber 

Commer¬ 
cial and 

Industrial 

A. Rupee Companies 

1939. 50 53 32 1951. 116 156 98 
1940. 55 59 35 1952. 99 133 107 
1941. 55 68 39 1953. 100 100 100 

1942. 60 88 46 1954. 118 87 96 
1943. 72 142 59 1955. 128 112 93 
1944. 79 153 62 1956. 115 109 87 
1945. 82 128 55 1957. 101 108 73 
1946. 88 117 55 1958. 67 74 62 
1947. 100 91 124 1959. 62 83 57 
1948. 85 56 89 1960. 69 108 62 
1949. 83 48 78 1961. 59 84 55 
1950. 110 96 81 

Year Tea Rubber Year Tea Rubber 

B. Sterling Companies 

1939. 66 110 1951. ... 146 242 
1940. 59 103 1952. ... 101 146 
1941. 62 115 1953. ... 100 100 
1942. 66 125 1954. . .. 146 109 
1943. . . 106 219 1955. ... 152 132 
1944. . . 108 223 1956. ... 126 190 
1945. 126 222 1957. ... 123 268 
1946. 129 205 1958. . . . 94 173 
1947. . . 135 225 1959. ... 96 195 
1948. . . 125 148 1960. . . . 99 258 
1949. . . 103 78 1961. 74 177 
1950. 128 135 

♦These indexes, which were prepared by the Department of Census 
Central Bank of Ceylon, originally were based on January-June 1939 
on a 1953 = 100 basis. 

= 100 and were recalculated 

Source: Central Bank of Ceylon, Annual Report of the Monetary Board to the Minister of Finance 
various years. * 
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velopment, the successes enjoyed 
and the problems encountered, form 
the primary area of concern in this 
volume. The book points out the 
not-too-successful transition, and 
how in the 1960’s the transition 
took on a somewhat different and 
grimmer tone. In the conclusion of 
the book Dr. Snodgrass speculates 
about what future growth and struc¬ 
tural transition is to be expected in 
the Ceylon economy. 

The main emphasis has been placed 
on quantitative, macroeconomic ma¬ 
terials, supplemented by more in¬ 
tensive study of key sectors and the 
main actions of the government. The 
efforts of the author have been con¬ 
centrated on trying to analyze the 
main economic factors influencing 
the secular growth of Ceylon’s na¬ 
tional output and the alteration of 
her economic structure. 

The volume will be of value to three 
types of readers: those interested 
respectively in Ceylonese economic 
development, in the growth of ex¬ 
port economics, and in the develop¬ 
ment process in general. 
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