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ITINERARY FOR VISIT TO CEYLON, INDIA, NEPAL, 
AND PAKISTAN, JANUARY 19--FEBRUARY 1 1 1972 

Revised 
January 19, 1972 

DATE TIME GMT REMARKS 

Jan. 19 1930 
Wed. 

Jan. 20 0730 
Thurs. 1530 

1600 
1700 
1900 
2100 

Jan. 21 1130 
Fri. 

Jan. 22 
Sat. 

Jan. 23 
Sun. 

Jan. 24 
Mon. 

Jan. 25 
Tues. 

0340 

1115 

1200 
1300 
1500 

2000 

A.M. 

1500 

2030 
I 

0830 

ors 
1~15 
i5oo 

I 

1615 
1645 
183o 

I 

o t oo 
0915 

I -
1doo 

lrO 
1230 

1400 

0030 

0730 

1900 
2000 

1030 

2210 

0930 

1500 

0130 
0345 

Depart Washington (Dulles) 

Arrive London (Heathrow) 
Meeting with Chancellor of the Exchequer 
Meeting with Secretary of Foreign Affairs 
Meeting with Prime Minister 
Depart London (Heathrow) 
Arrive Paris (Orly) 

Depart Paris (Le Bourget) 

Arrive Colombo 
Briefing with Cargill 
Meeting with Secretary for Planning, 

Dr. Gunasekera 
Meeting with Prime Minister 
Lunch hosted by Prime Minister 

PA 106 non-stop 

Claridge's 

BE 024 non-stop 
Bristol 

UT 568 via Karachi 
GMT 1755-1855 

Galle Face Hotel 

Meeting with Finance Minister, Dr. N.M. Pereira 
Meeting with Governor of Central Bank, 

Mr. Tennekoon-
Dinner hosted by Finance Minist~r , r 

Tr{ p along c~ast to Hikaduwa or by plane to 
·Mahaweli project in interior 

Depart. Colombo 

Arrive Delhi ' 

Briefing in Delhi office (till 0930) 
Meeting with Mr. Subramaniam at Planning 

Commission (till 1130) 

Lunch with Mr. Subraman1am (till 1445) 
Meeting with Ford Foundation (till 1600) 
Meeting with Foreign Minister (till 1645) 

Charter via Madras 
one-hour stop 

Rashtrapati Bavan 

.Meeting with Messrs. P.N. Dhar and Haksar (till 1800) 
y Reception hosted by Mr. McDiarmid (till 2030) 

Evening free 

Depart Delhi 
Arrive Kathmandu 

Briefing with Kirk 

Charter 
Government Guesthouse or 
Soaltee Hotel 

Mee~ing with Secretaries of Finance, Public at Singh Dunbar 
Works, Agriculture,. Commerce & Industry, 
Communications, Planning Commission 

.Lunch with Ambassador Laise, hosted by 
Mr. McNamara 

Meeting'·with ... Prime Minister Bista 



Jan. 26 
Wed. 

Jan. 27 
Thurs. 

Jan. 28 
Fri. 

Jan. 29 
Sat. 

Jan. 30 
Sun. 

Jan. 31 

Feb. l 
Tues. 

0900 

1200 
1400 
P.M. 

1800 
1900 

0830 

0930 

1030 

1130 
1300 
1630 
1845 
2000 

1000 
1100 
1200 
1300 
1500 

2000 

0800 
0900 

1230 
1330 

1600 
1800 

+-2r0 
0 :35 
0930 

l i 35 

y 

0100 
0315 

0230 
0400 

1100 
1230 

1730 

0535 
0830 
1935 

. ----------- - 2 -

Leave for Western Nepal (Karnali area, 
Bhadia, Nepalganj) 
Lunch at Pokhara 
Leave Pokhara 
Audience with His Majesty at Chitwan 
Return to Kathmandu 
Cocktail party hosted by Mr. Kirk 
Dinner hosted by Prime Minister 

Meeting witn uNDP ResRep and Dep'uty and 
FAO ResRep 

by plane 

by plane 

at Bank office 

Meeting with Gen. Manager of Nepal Industrial 
Development Corp. and private industrialists 

Meeting with Director, Center for Economic 
Development & Administration (CEDA) 

" 

" 
Meeting with Governor of Nepal Rastra Bank 
Lunch free 
Dep.art Kathmandu 
Arrive Delhi 
Dinner with I.G. Patel 

Meeting with Finance Minister (till 1100) 
Meeting with I.G. Patel (till 1145) 
Meeting with Pr~me Minister (till 1300) 
Lunch with Prime Minister (tenta~ive) 
Meeting with private group, including some 

industrialists (till 1630) 
Dinner with Finance Minister 

Depart Delhi 
Arrive Rawalpindi 

Meeting with Mr. Bhutto 
Lunch hosted by Mr. Bhutto 

Muzzafar Ahmad 
Ford Foundation, Mr. Edwards 

Depart Rawalpindi . 
Arrive_pelhi 
Evening 'free 

~ 

,...J)e~n4.. r .lJ e ~ tU-r 

,q -e.e' ..0 1"9-c c fl 

.fl~ ,1'/J/2;- ~/T <: c /?-

4-R~ . ....])-e.t. J./ f 

Depart Delhi 

Arrive Frankfurt 
Depart Frankfurt 
Arrive Washington (Dulles) 

" 

Charter 
Rashtrapati Bavan 

Charter 
Mr. Bhutto's Guest House 

Charter 
Rashtrapati Bavan 

LH 649 via Athens 
GMT 0250-0350 

PA107 via London 0955-1130 

ALjungh 



Saturday, 22nd January, 19?2 .~ 
3 . 00 p . m. 

4 . 30 p • !ll o 

8 . 00 p . rn. 

v Cull on ttte Hon 1 ble nr·. N. H. Perera ut the ~ 
Hinistry of · e.fence and ~xternal Affairs, ~ 
Senate Building , Colo1nbo 1 . 0 

./ Call on r. II • .A . de 1
• Gunasekera, of.~ 

Permanent etecretary, I inistry of' Planning ~ 
and Emp loy_nent, Senate Bllilding , Colombo 1. 

/ Ca 11 on !Ion ' ble 1•1a i thr i p nl n Sen an -ay o.l{ e 
at the Ministry of Defence and Exter~nal 
Affairs, denate Building, Colo rabo 1. 

Dinner in honour of the Presi lent of the 
I . B. R . D. and I1xs . HeN ULnar a by~ the 
Hon'ble Dr . N. H. Perera at the Coconut 
Grove , Galle Face Hotel. 

~~~ 

unduy, 23rd January, 1~ 

9 . 30 a . rfl . 

10.00 a . m. 

11 . 30 a . m. 

12.30 a. ll o 

/ Call by r. c . Hurt Scbnaf , Resident 
Represer:rcative of he U. N . D. p • 

../ Cull on the non 1 ble S irimu R . D. Bnn a.r ro1uike , ·~rJ 
Prime r·1inister of Ceylon at Te taple Tl""~ees . r.·~ t 

J 6~ 

Call on Hr . H. fl . Ten nekoon, Governor of t-~o~ 
the Central .3nnh: at Bauddhulolcn HtUiathn. , 

/ Luncheon in honoUr of the President of the 
I . :O. R. D. and Hrs . 11cHamuru by ~he Governo r -
of' the Central Banlc and Hrs . Tennukaon at 
the residence . 

Leave Temple r:L'rees . 

--------



SundQ' Lunch (by Central Bank Governor 

and Mrs. Tennekoon) 

Invitees 

l. Dr. N .M. Per ra, Minist r of' F1nance 

2. Dr. and Mrs. H •• d s. Gunasekera, P rmanent Secret ry, 
Ministry of Planning and Employm n t 

3. Mr. And Mrs. C •• Coorey, Acting Perman nt Seer tary, 
Ministry of Finance 

4. Mr. and Mrs. M.D.D. P1eria, S cretar,y to the Prime Minister 

5. Dr,. and Mrs. Mackie Ratwatte, Physician, Brother and Private 
S cretar,y to the Prime Minister (Mrs. Ratwatte is th daughter 
of' the Governor General) 

6. Mr. Peter Cargill 

7. Mr. il1iam Clark 

8. Mr. Manfred Blobel 

9. Mr. and Mrs. ~.-D. Roulet 

10 • Mr. Ljungh 





NAHES OF PEDPLE LIKELY TO · Fill~Er WITH MR. R. McNA~Ji.RA IN CEYLON 

PRIME HINISTER: 
/ ·' 

t/ Mrs. 

\ ·- -· , 

MIN:ESTF..RS: 
v Dr. N. M. ~eT3 

(Finance)~ 

~ Nr. Maithripala Senanayake 
(Irrigation, Power & Highways) 

;_,t·· 
Mr. T .1 B. llangaratne 
(Internal & External Trade) 

Mr. Badi-Ud-Din Mahmud 
(Fducat~on) 

sJ(.~· 
" . Nr. P. B. G. Kalugcilla ·# 

(Shipping & Tourism) 

Mr. Felix Dias Ban.daranaike 

Affairs, 
• t 

(Public Administration, Local Government and 
Home Affairs) 

ltr. T. B. Subasinghe 
(Industries and Scientific Affairs) 

Dr. Colvin R. de Silva 
(Plantation Industry) 

}tr. H. Kobbekaduwa 
(Agriculture & Lands) 

Mr. George Rajapakse 
(Fisheries) 

~~ . Chelliah Kunarasurier 
(Post & Tel ecommun:i.cati.ons) 

GOVERNOR, CENTRAL ~ 
BANK OF' . CEYl.ON Mr. Herbert Earnes~ 

UNDP RESintNT 
.R.FPRZSENTAT IV E Mr. c. Hart Schaaf 

:[ l 

' 



I. BIOGRAPHICATJ Th\TA 

Mrs. Sirimavo Bandaranaike is Pril}le llinister as Hell as Hinister 
of fufencc · and External Affairs and 1-!iniste:r of Planninr and Employment. 
Born in 1916, of a prominent Sinehalese land-m·1nir.g fc.mily, she married 
Mr. Solomon H. R. D. Bandaranaike in 1940, ·Hho became a member of Ceylon ,.s 
first Cabinet after independence in 19L7. In 1?51, her husband broke from 
the United Hational Part.y to form the Sri Lan1~a Freedo:n Party (SLFP), 
appealing broadly to t.he Singhalese Buddhist loHer and 1niddJ e classes, 
and becarr.c Prime Hinister in 1956 follm·:in3 the! SLF? vlctocy in the general 
elections. The follouing years were marked by the Sinr;halese-Tamil riots 

·or 19.58 and a state of emereency. In 1959, Hr. · Bandaranaike Has assassinated 
and in the subsequent \-Iave of emotion, his vrife 1·:as a~ked by the party 
leaders to assume the leadership of the SLF?. Follou1.ng her victory in ":.he 
1960 election, as leader of a leftist coalition, ~he b8came the first Homan 
to assumE: the duties of Prime 1-!:Lnister in modern times. At tld.s point, 

· hol-lever, her 1ack of experience and the .fact that sho hG.d been ·used as a 
vote-getter made it :ir.1possible for her to control effcct·ively the disparate 
elements u-lthin her Cabinet even thoi.lgh sh? may have been the most 
prClfri.iatically nind~c.1 p~ .. ~~~on in the G::Y\rcrn~~cnt a!1cl uas actuC~.lly dcsc~ibed by 
some 1-D_n:Lst.crs as ''the only mau in the C~binetn. Her Gove:rn:-nent fell in 
196.5 as a result. of dci·c~tlons over ~n attempt to nationaliz.e the press. · In 
the general election of tlw.t .year, the Un:ttcd National Pa:ct:i' lras returned 
to office nnd for tho folluwing five years she led the opposition. In May 
1970, she returned to poHC!r -.;-nth f.l s~-:eeping majoritJr in Parliament. Her first 
year :i.n offic0 hol!evor, Has one of the most troubled in Ceylon's history. 
Although she seems a1:lare of tlw need fo1' dra:--::tic :l.ction and may be the only 
person -vrith sufficient :influence to take action, she seems reluctant to· asmw1c 
full control and reportedly Hishes to proceed only Hith Cabinet unan1.m1t.y 
on major ~ssues. 

Dr. N.M. Perera is a veteran politician. Founder and leader of 
the L.S.S.P. Party, he has served in Ceylon's Parliament since 1936 (except ;. 
between 1940 and 1945 when his party was banned and he himself imprisoned), 
and was leader of the opposition in the House of Representatives in 1947-52. 
He was Hinister of Finance in Mrs. Bandaranaike' s government from June 1964 
to Harch 1965 and in this capacity attended the Bank/IMF Annual Meeting in 
Tokyo. During that period relations 1dth Ceylon began to improve and it was 
with tr. Perera that the discussions which subsequently led to the establishment 
of the Aid Group were initiated. Among the present Cabinet members, he is 

· a more conservative and mode lem 

Born in 1905, he was educated in Colombo and at the London School 
of Economics. He received doctorate degrees in both law and economics from 
London University. 



CEYLON Herbert Ernest TENNEKDON 

Governor, State Bank 

H. E. Tenne1non, a senior career civil servant, has 
been governor of the Central Bank since June 1971. Pre
viously he had served as Anbassador to Japan and the 
Philippines from 1966 to late 1970. 

Herbert Ernest Te~~ekoon was born on 30 September 
1911. He received his higher education in the United King
dom vhere he earned a B.A. degree . Tenne koon joined the 
Civil Service in 1935 and held numerous lower and middle
level positions until his appointment as acting ~erwsnent 
secretary of the Ivlinistry of D8fense and External Affairs 
(MDE..I\) in 1958. He became permanent secretary of the !>IDEA 
in 196o. For a short time Tennekoon served as additional 
pern:a.nent secretary of the Hinistry of Commerce, Trade, · 
Food a~d Shipping before becoming Permanent Secretary of 
the l\1inistry of Agriculture, Land, Irrigation and Power 
(in 1963). Later in the same yea:r he became Permanent 
Secretary of the Ministry of Finance. 

Tennekoon visited the United States in 1963 to attend 
a meeting of the International 1-ionetary Fund. As a member 
of the Board of Governors, he attended the first annual 
meeting of the Asian Development Bank's Board of Govern
ors held in Manila in 1968. 

September 15 1971 



·. 

P R 0 G R ~'-\ M fv~t, E 

-----------------------------------------------------------
) . 

ro: Participating and Executing Agencies of the 
United Hat+1ns, Development Progra~e 

·. FROM: I 
1 ~.1-,.,c· 11 ~'1 .. . . 

· ·A. Vaidyanathan~ Dir~ctor -
Bureau of Administrative MBnagement and Budget 

lla-. C. Hart ~a:r (usD has been appoj_nted Resident Re?~esen
tative of the Qni ted Nations Development PrograrLme in Ceylon.· He 

suc~eeds ~~. Aru1toly Gromov who has recently retired from UNDP service. 

Mr. SchaafJ who has been associated with the United Nations since 

1949, 'Will be "WE~ll known to the participating and executing .9.3encies 

· having served as Resident R~presentative in Israel (1951~-195}) and the 

Philippines (1957-1959). For the past ten years, Mr. Schaaf has been . 

serving vdth ECAFE as Executive Agent of the Committee for the 

Co-ordination of investigations of the lower Mekong }33sin (Mekong 

. Committee). 

Pendiqg the arrival of Mr. Schaaf in Colombo in the cote"se of . 

Decemeer 1962) ~~. Himalaya Rana, Deputy Resident Representa~~ve 1 

continues to assume the duties of Resident Representative ed interim. 

·~ · 

/ 

I 
' . 

J 
. tl 

l 
\. 

I 



J 

MINISTRY OF POSTS AND TELECOMHUNICATIONS 

Mr. Chelliah Kumarasurier - Minister (Chairman, Inquir,y Committee) 

Mr. Kumarasurier is a newcomer to national politics, and is 
the Tamil representative in the Cabinet. He is a Chartered Engineer 
and Industrial Consultant, and partner of a firm of architects. It 
was mentioned recently that his presence in the Cabinet gave it access 
to the views of a technical man. Ver.y little else is publicly known 
about him. 



J 

MINISTRY OF FISHERIES 

}tr. George Rajapakse 
-....;;;.....;. 

Minister 

Mr. Rajapakse is a lawyer, with a history of political 
affiliation to Mr. Philip Gunawardene. He was Parliamentary Secretary 
to the Minist~ of Finance in the 1960 SLFP Government. He is~ 
of the youu~er1 bri~hter men in the .SLFP and cculd develop into an 
able Minister. " 



Mr. H.S.R. Banda Kobbekaduwa - Minister 

Mr. Kobbekaduwa is a Kandyan. He served for a long time 
as Chairman of the Public Service Commission after being defeated as 
a SLFP nominee at a previous General Election. His portfolio is ~ 
reward for organizing the election campaign for the SLFP in the 
Central Province. Although a Doctor by profession, he has no 
reputation for cleverness (a drawback he shares with most of the 
Kandyan ccmmunity). His appointment to the Public Service Commission 
in 1960 was widely criticized because he was a politician, and it 
offended the spirit of the Constitution. 



CEYLON 

Minister for Cons H t'at.i..onal 
.u.~~ ... ..,.s; -Mini'ster of Planation 
Industry 

Colvin R. de Silva, a 
teran Ce 1 1 

became M1nister for Constitu
tional Affairs and Minister 
of Plantation Industry in the 
coalition government that 
Prime Minister Sirimavo 
nandaranaikc formad on 31 May 
1970. As Minister for Con
stitutional Affairs, de 
Silva will oversee the writing 

· of a new constitution, which · · 

Colvin R. de SILVA 

-JY .. I, , .., 

_'> I I' ( .J . 

<I · 

.. . ·- -·- -~ 
~ -

. ~ I 

. / " 
- -~- I 

(1966) 

will include provisions for making Ceylon a 
republic. The newly established Ministry of 
Plantation Industry is responsible for controlling 
predominantly British-owned rubber and tea planta
tion~ and agency houses (primarily British-owned 
and managed banking and marketing centers actina 
as ~ntermedinte PXonr~ ~o~nts) 

De Silva has long been regarded as the 
·number-two man in the hierarchy of the Trotski te 
Lanka Sarna Samaja Party (LSSP) the oldest surviving 
political party in Ceylon. He has been active in 
LSSP-affi liated labor organizations .and has served 
as a Member of Parliament. 

Early Life and Career 

Colvin R. de Silva was born on 16 February 19071 
the son of a wealthy, low country Sinhalese trader 
and landowner. He at tended St. John's College, . 
Panadura, and Royal College, Colombo, distinguishing 
himself as both a student and an athlete. From 
1924 to 1926 de Silva attended Ceylon University 

. College on a scholarship. After graduation he 
traveled to London, -where he entered Kings College. 
He received a Ph. D. degree in 1932 and in the 
same year was called to the bar at Lincoln's Inn. 

On his return to Ceylon in the early 1930's, 
de Silva began a la\'1 practice and was one of the 
founding members of the LSSP. He and N.M. Perera, 
nrn.,r the leader of the LSSP, were among the handful 
of Marxists active in Ceylon at that time. With 
the outbreak of ·Norld War II, LSSP leaders were 
arrested and the party banned because they did 
not support the war effort. In 1942 de Silva 
escaped from prison and went into exile in India. 
Nhile there he was appointed secretary of the 

.Bolshevik Leninist Party of India (BLPI). He be
came the leader of the BLPI faction in Ceylon when 
he returned from India in 1946. 



Parliamentary Career 

After his return from India, de Silva became 

Colvin R. de SILVA 
(cont.) 

a permanent fixture in the national elections. In 
1947 he \'iOn a seat in Parliament on tl-te BLPI 
ticket. He merged his BLPI with the LSSP in 1950 
and ran for Parliament on the LSSP ticket in 1952. 
He lost the election but was returned to office in 
1956. De Silva lost his seat in the March 1960 
elections, won it back in July ~960 and lost it 
again in 1965. In a 1967 byelection de Silva 
again won a seat, which he retained in the 1970 
elections. 

Involvement with the LSSP 

Since rejoining the LSSP, de Silva has been 
one of its leading figures. His organizational 
abilities, oratorical excellence and unblemished 
orthodoxy have been invaluable in bringing the 
party from its humble beginning to its present 
position as a member of the coalition government. 
De Silva has held a number of senior positions in 
the party, including those of organizing secretary 
(responsible for party organization and p£opaganda) , 
member of the politburo, president of the Youth 
League and secretary general of the party. He has 
also been vice president of tl-te Ceylon Federation 
of Labor, an LSSP affiliate. 

For many years de Silva maintained a very active 
~nd lucrative law practice in conjunction with his 
political activities. One of the leading criminal 
lawyers in Ceylon, he gave up his practice in June 
1964 to devote his full energies to party work. 
His main reason for temporarily withdrawing from 
the legal profession was to assume the leadership 
of the L$SP when N.M. Perera became Finance Minister 
in Mrs. Bandaranaike's coalition government formed 
in June 1964. De Silva led the LSSP until the 
government fell in December 1964 and Perera returned 

. to lead the party. 



Colvin R. de SILVA {cont.) 

Travel 

De Silva has traveled to many countries. He 
has visited the USSR at least three times, most 
recently in 1967 for the 59th anniversary of the 
Russian revolution. In 194B- ae· Silva represented 
India at the World Congre~s of the Fourth Inter
national, held in Paris, and in 1960 he represented 
the LSSP at the Paris ·meeting of the International 
Secretariat of the Fourth International. He also 

visited;Yugoslavia in 1953, the United Kingdom in 
1961 and Morocco in 1963. 

Personal Data 

De Silva is a Buddhist of the Salagama caste. 
A historian, he specializes in the British period 
of Ceylonese history. He has written a number of 
books, including TozJards a Dictatorship, Whither 
the Soviet Union, and Socialism Reaffirmed. De 
Silva is married to Suvinitha Nita and has a daugh
ter, Shireen Mohina, born in 1937, and a son, Nalina, 
born in 1941. His brother-in-law, K.C. de Silva, is 
a Member of Parliament. De Silva speaks English 
better than he does Sinhalese. 

August 1971 



CEYLON 

Minister of Industries 
and Scientific Affairs 

Tikiri Banda ~UBASINGHE/ 

Tikiri Banda Subasinghe 
became Minister of Industries 
and Scientific Affairs on 31 
May 1970. He belongs to 
a small group of Cabinet 
Ministers who often speak on 
behalf of the government and 
recommend action on the most 
pressing problems facing both 
the 'government and the country . . 

Early Life and Career 

A member of a well-established, influential 
family from Bingiriya in the Northwes ·t Province, 
Tikiri Banda Subasinghe was born in Sandalankawa 
on 14 August 1913. He attended Ananda College, 
·the University of Ceylon and the London School of 
Economics. He also received training in banking 
in Bombay from 1934 to 1937. While at the London 
School of Economics Subasinghe was reputedly 
associated with the "anti-imperialist" element, 
represented at that time by v. K. Krishna Menon, 
Jomo Kenyetta and Kwame Nkrumah. 

Subasinghe's active political career began 
in 1947, when he won election to Parliament from 
Bingiriya on the Trotskyite Lanka Sarna Samaja 
Party (LSSP) ticket. He was reelected to Parlia
ment on the LSSP ticket in 19 52. In 19 55 
Subasinghe broke with the LSSP and declared himself 
an independent socialist. National elections were 
held in 1956, and he won election to Parliament as.~· 
a member of S.N.R.D. Bandaranaike's Mahajana 
Eks.ath Peramuna Party (a coalition party formed 
to contest the elections). After the elections 
Subasinghe was appointed parliamentary secretary 
to the Minister of Defense and External Affairs. 

In February 1959 he resigned his post and joined 
the opposition in Parliament. 

In March 1960 Subasinghe won election from 
Katuganpola as an independent candidate and was 
elected speaker of the House. The government fell 
in June 1960, and sub·asinghe lost his bid for 
reelection to Parliament_. _ Turn..ing. to. a diplomatic 
career, he represented Ceylon in the ~ni ted Na~i.ons. 
in 1961 and served as Ambassador to the USSR, · 
Poland and Czechoslovakia from late 1961 to ,·1·965. 
In the latter year he was again elected to ' 
Parliament. 

Since his reentry into the political field, 
Subasinghe has been associated with the Sri Lanka 
FreedQm Party (SLFP) . He was secretary general 
of the SLFP in 1968, a member of the Finance 
Cornmdttee of the SLFP Advisory Board in 1969 and 
a vice,president of the party in 1970. 



Tikiri Banda SUBASINGHE (cont'd.) 

Travel 

Subasinghe has traveled extensively. In 1955 
h_e attended- the World Youth Festival in Warsaw, 
and in 1956 he traveled to the USSR and Communist 
China as a member of a delegation that discussed 
the establishmen~ of diplomatic missions. He was 
~ delegate to sessions of the UN General Assembly 
~n 1957, 1958 and 1960. Subasinghe has also visited 
India (1967), North Korea (1968) and the USSR 
(1968). In 1969 he went to East Berlin for a 
meeting of the World Assembly for Peace. 

Personal Data 

Subasinghe is intelligent, gregarious and 
outspoken. He wears thick glasses. :rvrarried, he 
is the father of two daughters. In April, 1953, 
Subasinghe was one of three sponsors, and a member 
of the Board of Directcrs of the Sinhalese Weekly 
MAWATA (The Path). He is a member of the Ceylcn 
Peace Council and the World Council of Peace and 
a yjce president of the Ce,ylon National Qommittee 
for SoJidarity with Vietnam. He speaks English 
well. 
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CEYLON Felix -Reginald Dias ~ 

Minister of PUblic 
Admipis~ratio~, Local 
Government and Home Affairs 

On 31 May 1970 Felix 
Dias Bandaranaike became 
Minister of Public Administra
tion, Local Government and Home 
Affairs in the Cabinet formed 
by Prime Minister Sirimavo 
Bandaranaike (a distant rela
tive by marriage). He is also 
a member of a Cabinet sub
committee established to advise 
and assist Colvin R. de Silva, 
Minister for Constitutional 
Affairs, in drafting a new 
constitution for Ceylon. Ambitious and forward
looking, Bandaranaike is one of the most able aqd 
~du~trious men in the Cabinet. He heads the 
conse t~~ bloc in both the Cabinet and the Sri 

an a Freedom Party (SLFP) , of which he is 
secretary:Since Bandaranaike entered politics in 1960 

he has been a close friend of and adviser to Mrs. 
Bandaranaike. She was particularly dependent 
upon his advice during her first · term as . Prime 

_Minister, during 196 0-6 5 •. 

Early Life and Career 

Felix Reginald Dias Bandaranaike, a member of 
the Goigama c~the highest in Ceylon, was born 
on 5 November~ He attended Royal College and 
received an LL.B. degree from Ceylon University. 
He later entered law school, graduated as an 
advocate and began law practice in Hultsdorf. While 
in school Bandaranaike won honors as a star debater 
and orator. He was admitted to the Colombo bar in 
1953 and the London bar in 1959. 

In March 1960, Bandaranaike won the election to 
Parliament frcm Dompe on the SLFP ticket. In the 
general election of July 1960 he was reelected. 
During both campaigns he · proved· very helpful to 
Mrs. Bandaranaike, particularly in drafting her 
public statements as she sought the post of Prime 
Minister. Mrs. Bandaranaike was named Prime 
Minister after the July elections, and she appointed 
Bandaranaike Minister of Finance (at 29, he was the 
young.e!it man ever to hol:ct' tnis position)' . and parlia
menta·r-y secretary· for defense and extern·al af~i:lirs:-'~ 
Bandaranaike became the government's principal ·: 
spokesman in the House not only for all financial, 
civil service and related mat t e rs but also for 
matters of defense, external affairs, internal 
security and general gov~rnment policy. 

As Finance Minister, Bandaranaike pursued 
moderate policies, based on a realistic view of 
Ceylon's financial position and the need for 
economic development. In his 1962 Budget Speech, 



Felix Reginald Dias BANDARANAIKE 
(cont.) 

expecting that his party would support him, he 
proposed a reduction in the rice ration. His fel
low party members did not back him, however, and 
he had to withdraw his proposal. In the face of 
strong opposition he was forced to amend the 
budget, and in August 1962 he resigned as Finance 
Minister, although he retained his parliamentary 
secretaryship. 

In November 1962 Prime Minister Bandaranaike 
took Bandaranaike back into the government as 
Minister Without Portfolio. In a Cabinet reshuffle 
in 1963 he became Minister of Food, Agriculture 
and Cooperative Development, a position he held 
until the fall of the government in · 1964. 
Bandaranaike was returned to the House in the March 
196.5 national elections and served as .one of the 
opposition's most vigorous spokesmen until the 
May 1970 elections. In those elections he received 
the ~argest majority of any parliamentary contestant. 
His peers acknowledge that he is one of the best 
speakers in the House. 

Travel 

Bandaranaike has traveled abroad on numerous 
occasions. In 1961 he visited the USSR and the 
United Kingdom ·and accompanied Prime Minister 
Bandaranaike to the Conference of Nonaligned 
Nations in Belgrade. In the same year he attended 
the Commonwealth Finance Ministers Conference in 
Accra and the International Bank for Reconstruction 
and Development Conference in Vienna · and addressed 
the UN General Assembly. Bandaranaike traveled 
to the United Kingdom for medical treatment in 
1966 and on his return . voyage visited East Berlin 
and the USSR. He went to Communist China and North 
Ko~ea in 1967. He was part of the Ceylonese 
delegation to the Conference of Nonaligned Nations 
in Lusaka in September 19 70 and at tended the 
Commonwealth Conference in Singapore in January 
1971. 

Personal Data 

Bandaranaike has been a champion of Sinhalese 
nationalism, although he is Westernized in speech, 
dress and manner. He is a large man who wears 
thick-lenserl eyeqlasses. He does not smoke and 
claims to have given up drinking for reasons of 
health. He enjoys readinq detective and spy s~ories 
for relaxation. Bandaranaike is an Anglican. He 

.. speaks English and Sinhalese. 

In 1952 Bandaranaike married Lakshmi Jayasundera, 
his sister's best friend. Mrs. Bandaran~ike ts t 
also a lawyer. she has been her husband s pr va e 
secretary since he entered politics. 
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CEYLON Punchi Banda Gunatilaka KALUGALLA 

. Minister of Transport 
and Tourism --

~ 

P.B .G. ·Kalugalla became 
·Minister of Transport and 
Tourism in Prime Minister 
Sirimavo Bandaranaike's Cabi
net on 31 May 1970. He has 
been involved in politics 
since 1956 and has held 

. several other Cabi.net port
folios, most recently that 
of Education and Cultural 
Affairs from 1963 to 1965. 
A member of the Sri Lanka 
.Freedom Party (SLFP) since 
the mid-1950's, Kalugalla was president of the SLFP 
Youth League in 1959 and has been a vice president 

. of the party since 1967. · -- --· · · · 

Early Life and Education 

Punchi Banda Gunatilaka Kalugalla was born on 
20 March 1920 in Kegalle. His father was a well
known notary and a locally prominent ayurvedic 
physician--a d~ctor who uses the Ayurveda, a Hindu 
book on the science of health and medicine, as the 
basis for healing. Kalugalla is a Buddhist and . 
a member of the 'Goigama caste, the highest in 
Ceylon. 

Kalugalla received his early education at the 
Catholic-operated Maris Stella College in Negombo 
and at Ananda Colleqe in Colombo, the foremost 
private Buddhist school in Ceylon . He finished 
his education at the Ceylon Law College, where 
he was vice president of the Law Students Associa
tion. After graduation he practiced law as a 
proctor in Kegalle. 

,. · 
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Political Career 

Punchi Banda Gunatilaka KALUGALLA 
(cont.) · 

After Ceylon attained independence (1947) 
Kalugalla became interested in politics, and by 
19 56 he was a member of the SLFP Youth League and 
a candidate for national office. He ran on S.W.R.D. 
a ·andaranaike 's ticket and won election to Parliament 
from Kegalle (he still holds that seat) • In the 
same election Bandaranaike was elected Prime Minis
ter, and he promptly appointed Kalugalla parlia
mentary,secretary to the Minister of Health. In 
June 1959 he became Minister for Cultural Affairs 
and Social Services in Bandaranaike's coalition 
governme~t. 

In September 1959 Bandaranaike was assassinated, 
and in December 1959 the coalition government fell. 
w. Dahanayake formed an interim'government but did 
not include Kalugalla in it. In the July 1960 
nat'ional elections the SLFP, under the leadership 

. of Sirimavo Bandaranaike, widow of the late Prime 
Minister, won a near majority of parliamentary 
seats, and Kalugalla was appointed Minister of 
Transport and Works. He also held the Finance 
portfolio for a short time before becoming Minister 
of Education and Cultural Affairs in 1963. 

. There are a number. of keys to Kalugalla' s 
political success. First is the political apparatus 
he has developed in his home constituency. He has 
a solid party organization, which includes an ex~ 
cellent secretary who keeps in touch with the 
electorate and a wife who is a prominent lawyer in 
Kegalle and handles, without charge, cases of 
party. supporters~ Second is his longstanding 
friendship with the Bandaranaikes. Finally, by 
.virtue of being born in the area of Kandy and 
belonging to the·highest Buddhist caste, Kalugalla 

belongs to the social elite that traditionally has 
·ruled Ceylon for many years. · 

Travel 

Kalugalla has made numerous trips abroad. He 
has visited the Netherlands, Italy, Switzerland, 
North Korea, Mongolia and the USSR. In 1962 he 
went to the United States on a partial Leader Grant. 
He traveled to Bombay as the Ceylonese representa-
tive to the Conference of Young Asian Socialist • 
Leaders in 1965. 



CEYLON 

Minister of Education 

Badiuddin Mahmud became 
Minister of Education in 
Prime Minister Sirimavo 
Bandaranaike's Cabinet on 
31 May 1970. He was also 
appointed to a subcommittee 
tasked with assisting the 
Minister of Constitutional 
Affairs, C.R. de Silva, in 
writing a ne\-1 Ceylonese cons ti
tution. Mahmud served in Mrs. 
Bandaranaike's previous govern
ment as Hinister of Education 
and Broadcasting (1960-63) and 
~nister of Health and Housing 
( 19·6 3-6 4 ) • 

Badiuddin MAHMUD 

Mahmud, the only Muslim Cabinet member has 
identified himself with the Sinhalese majo;ity 
and has been an advocate of "Sinhala only" (the 
use of Sinhala as the only official language in 
Ceylon) since 1938. -· · -

Early Life and Career 

Badiuddin Mahmud was born in Matara on 23 
June 1904. His father was a planter, landowner 
and Muslim leader. Mahmud attended St. Thomas 
College, Matara; Wesley College, Colombo; and 
Zahira College, Colombo. In 1931 he went to 
India to study geography at Aligarh University. 
Mahmud remained in India for the next 6 years, 

· during which time he became involved in organizing 
students. In 1936 he was named president of the 
All-India Students' Federation Conference. · Mahmud 
placed first in . his class at Aligarh and received 
an M.A. degree. ~rom 1944 to ·1960 he was principal 
of Zahira College, Gampola. 

After his return to Ceylon in 1937, Mahmud 
developed an interest in politics, p a rticularly 
Muslim politics. He was vice president of the 
Ceylon Muslim Political Conference from 1939 
to 1945. 



Badiuddin MAHMUD 
(cont. J 

In about 1940 Mahmud began a long and close 
association with s.w.R.D. Bandaranaike, one of 
the leading political figures of Ceylon and Prime 
Minister from 1956 to 1959. In 1951 Mahmud and 
Bandaranaike left the United National Party and 
founded the Sri Lanka Freedom Party (SLFP) • 
Mahmud was secretary general of the SLFP from 
1951 to 1953 and then became a vice president, a 
position he still retains. In 1956 he was appointed 
to the National Planning Council in Ceylon. 

. After the assassination of Bandaranaike in 
1959, Mahmud became an active campaigner for the 
SLFP prior to ~~e 1960 elections. Sirimavo 
Bandaranaike, Bandaranaike's widow, won election 
as Prime Minister and named Mahrntid Minister of 
Educat~9n and Broadcasting. After assuming office, 
Mahmud ·created considerable controversy by author
ing the plan that led to the government's takeover 
of state-assisted denominational schools. 

"' 

Travel 

Between 1956 and 1959 Mahmud attended the 11th 
through the 14th Sessions of the UN General Assembly. 
At the 14th Session he was Vice Chairman of the 
Third Committee (Social, Humanitarian and Cultural}. 
In the early 1960's Mahrnud attended a UN Economic 
and Social Council meeting in Japan. He visited 
East Germany, the USSR and Pakistan in 1968. 

Personal Data 

Mahmud is an affable and likable man. Married 
since 1937, he has two sons and two daughters. 

August 1971 
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CEYLON 

On 31 May 1970 Prime 
Minister Sirimavo Bandaranaike 
appointed T. B. Ilangaratne 
Minister of Foreign and Inter
nal Trade. He had also held 
that post during 1964-65, in 
Mrs. Bandaranaike's first 
administration. Ilangaratne 
strongly supports the coalition 
government, composed of the 
Sri Lanka Freedom Party (SLFP) , ( •964) 
the Trotskyite Lanka Sarna Samaja 
Party and the Ceylon Communist 
Par-ty/Moscow. He has been a 

-~_ce president of the SLFP since at least 1962. 

In Ceylon Ilangaratne has consist·ently w;lvocated 
the extension of the ~ublic sector at the exeepse· 
of the rivate or. In a previous Cabinet 
stint, as Minister of Commerce, Trade, Food and 
Shipping during 1960-63, he successfully piloted 
a number of revolutionary bills through Parliament. 
These included nationalization of the insurance 
and oil industries. He also helped ensure the 
passage of a -bill inaugurating the People's Bank, 
expanded the Cooperative Wholesale Establishme-nt, 
and was instrumental in establishing the Errployees· 
Provident Fund. 

Early Life and Career 

The son of a farmer, Tikiri Bandara Ilangaratne 
was born on 27 February 1913. He at.tended Saint 
Anthony's College in Kandy. In 1943 -Ilangaratne 
entered government service as a clerk in the Income 
Tax Department. He became a leader among his 
fellow clerks and by the mid-1940's \'Tas president 
of the leftist-controlled General Clerical Service 
Union. In 1947 Ilangaratne was dismissed from 
government service because of his participation 
in an unauthorized strike by go~ernment clerks • 

. After his dismissal, Ilangaratne decided to 
enter politics, and in 1947 he ran for the Kandy 
seat in the first parliamentary elections held 
in Ceylon. He lost· the election by a . narrow 
margin, but the winner, George E. de Silva, was 
unseated in 1948 - because of election irregularities, 
and Ilangaratne won the May 1948 by-election for 
the seat. An election petition w~ fil~d against 
him, however, and he, -in turn, lost the seat. 
Moreover, he was enjoined from running for public 
office for 7 years. He thereupon urged his wife 
to run for the vacant seat, and she won the by
election. 

In the 1956 national elections Ilang·aratne 
made a triumphant return to public life by winning 
a seat in Parliament from Galaha. S.W.R.D. 
Bandaranaike was named Prime Minister and rewarded 
Ilangaratne's service to the SLFP--Ilangaratne 



Tikiri Bandara ILANGARATNE 
(cont.) 

was a founder and strong supporter of the party--
by naming him Minister of Labor, Housing and Social 
Service in his coalition government. In June 1959 
Bandaranaike formed an all-SLFP Cabinet and appointed 
Ilangaratne Minis~er of Horne Affairs. After 
Bandarnaike's assassination in· September 1959, 
Ilangaratne retained his position until Interim 
Prime Minister.w. Dahanayake removed him on 8 
December 19 59. 

In both the March and July . 1960 national 
elections Ilangaratne was a victorious SLFP candi
date for Parliament from Hewaheta. Sirimavo 
Bandaranaike, S.W.R.D. Bandaranaike's widow, 
became Prime Minister in 1960 and named Ilangaratne 
Minister of Commerce, Trade, Food and Shipping. 
In ·May 1963 he became Minister of Finance and in 
June 1964 Minister of Foreign and Internal Trade. 
With the sweeping victory of the United National 
Party in the 1965 elections Ilangaratne lost both 
his Cabinet post and his seat in Parliament. In 
1967 he was reelected to Parliament from Kolonnawa. 

Travel 

Ilangaratne has traveled widely on both official 
and private business. He has visited the USSR and 
Eastern Europe on a number of occasions, most 
recently in October 1970, when he went to the USSR, 
East Germany and Yugoslavia. He headed an economic 
delegation to Communist China· and North Korea in 
September 1970. In 1963 Ilangaratne was invited 
to visit the United States, but he fell ill in 
London and could not complete the trip. He has 
attended a number of international conferences, 
including the Second International Conference in 
Support of the Arab People, held in Cairo in 1969, 
and the fourth conference of the International 
Confederation of .Arab Trade Unions, also in 1969. 

Personal Data 

Ilangaratne is a writer and scholar. While he 
was away from polities ~n the early 1950's he wrote 
three novels, six plays, two collections of short 
stories and two scripts for films, which he also 
directed. In 1965 Ilangaratne was appointed manag
ing director of Janadena, an LSSP newspaper, and 
in 1967 he was in charge of publishing the SLFP 
ne\.,rspaper, Sinhala. He is president of the Ceylon 
Peace Council, the Ceylon branch of the World 
Counci 1 r.of Peace. He is a patron of the Cey Ion
North Korea Friendship Association. 

Family 

Ilangaratne is married and has at least three 
children. His wife, Tamara, is a vice chairman of 
the SLFP women •s-organization an"tl in that capacity 
led a women's delegation to Communist China in 
1964. In 1968 she was a leader of a demonstration 

· in front of the US Embassy protesting us invo!Ve-
. v· etn m. Ino the May 1970 elections Mrs. 

Ilangaratne won the Galagedera parliamentary seat. 
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CEYLON 

Maithripala Senanayake 
became Minister of Irrigation, 
PO\o~er and Highways on 31 May 
1970. He is also the leader 
of the House of Representatives 
and a member of a Cabinet sub
committee established to 
advise and assist the Minister 
of Constitutional Affairs, 
Colvin R. de Silva, in writing 
a new constitution. Senanayake 
was a leader of the opposition 
in Parliament from 1965 to 19iO. 

~t~, 
i/~·'j 

., j 

.. ,)"V: 

He belongs to a select group of Cabinet Ministers 
who often speak on behalf of the government and 
recommend action on the most pressing problems 
facin~ the governMent. 

A member of the Sri Lanka Freedom Party (SLFP) 
since 1956, Senanavake is · currently one of its 
vice presidents. ~ . ·-

Early Life and Career 

The son of a court clerk, Maithripala Senanayake 
was born on 20 August 1916 in Kui lekala. lie is a 
member of the Goigama caste, the highest in Ceylon. 
A Buddhist, Senanayake received most of his educa
tion in Christian schools. He attended St. Joseph's 

' College, Anuradhapura; St. John's College, Jaffna; 
and Nalanda Vidyalaya, Colombo • . After finishing 
school he entered government service as a ·culti
vation officer in 1940. 

In 1947 Senanayake resigned his position as 
a cultivation officer and ran for the Medawachchiya 
seat in Parliament. He won the election on the 



Maithripala $ENANAYAKE (cont.) 

United National Party (tmP) ticket. He was 
reelected in 1952, and Prime Minister Dudley 
Senanayake (no relation) appointed him parliamentary 
secretary to the Minister of Home Affairs. In 
1953 Maithripala Senanayake resigned as parliamen
tary ·secretary and also left the UNP. His reason 
for resigning was his opposition to the government's 
decision to remove the subsidy on rice. (The re
moval had increased the cost of rice.) Senanayake 
remained in Parliament as an . independent but by 
1956 had joined the SLFP. 

Senanayake was again reelected in 19 56, and 
in the s arne year Prime Hi nis ter S. W. R. D. Bandara
naike appointed him Minister of Transport and Work. 
After the assassination of Bandaranaike in 1959, 
Interim Prime Minister N. Dahanayake retained 

· senanayake for a short time. In December 1959 
Senanayake was dismissed from office. He won elec
tion to Parliament in the March 1960 elections 
and was chief opposition whip until the June 1960 
elections. He retained his seat, and Prime Minister 
Sirirnavo Bandaranaike, widow ~f the late Prime 
Minister I named him Hinister of Industries, Home 
and Cultural Affairs. In May 1963 Senanayake became 
Minister of Commerce and Industry and in June 1964, 
Minister of Rural and Industrial Development, a 
post he held until the government fell in 1965. 

Travel 

Senanayake has traveled extensively during 
his government career. He has visited ·Europe on 
numerous occasions, Communist China in 1959 and 
1961 and North Korea in 1967. He has represented 
Ceylon at trade conferences in Europe and went to 
India in 1961 and to the Philippines in 196·3 for 
meetings of the UN . Economic Co~ission for Asia 
and the Far East. He attended the October revolution 
.celebrations in the USSR in· 19 67. 

Personal Data 

A tall, handsome man Senanayake is reserved · 
and dignified, but simple and direct, and manages 
to exude a friendly warmth even when speaking in 
public. He __ is very_ popular in his electorate. 

He speaks Tamil, Sinhalese and English. 

Senanayake married Ranji Handy in 1963. The 
daughter of a prcminent Tamil Anglican Minister, 
she was born and educated in Malaya. For many years 
she was a reporter on the CEYLON DAILY OBSERVER. 
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interest in the question of the "link" betwe~n SDR's and development 
finance but do believe that this is more a question of how to finance 
development assistance rather than having an international monetary 
system which provides the appropriate international environment for 
achieving goals of economic and social development. 

While I was in Ceylon I had some conversations with the Governor 
of the Central Bank as well as the Minister of Finance. I greatly 
benefitted from conversations with Messrs. Baneth and Roulet. In 
accordance with my conversations with them, I emphasized with the 
Governor and the Minister the need for a surplus in the budget's cur
rent account to help finance investment. The Minister said his ~ 
was in s as a percentage of GNP from 12 to 25 per cent. 

. "-.,.,.71 
The Governor, the Minister of Finance and others were principally 

preoccupied at the moment with the exchange rate question. It seemed 
to be an open secret that there would be a general exchange rate adjust
ment by various countries at the end of the week that I was there. I 
was asked by the Governor of the Central Bank to express my personal 
views on the exchange rate question to the Minister of Finance, inclu
ding the desirability of using the occasion of a general adjustment of 
exchange rates to bring about a more rational exchange rate system in 
Ceylon. For obvious reasons I was quite cautious in speaking on this 
matter to the Minister, particularly in avoiding the mentioning of any 
specific rate for the Ceylon rupee. I did, however, stress the impor
tance of a realistic exchange rate and efficient exchange system for 
the success of a sound development program. 

I found the J2:!:l.siness commun_j.:ty, with very few exceptions, very 
alarmeQ_about the new government, particularly its views on nationali
zation, income ceili gs, comaulsor~s~;in~s which are not expected to 

l 

be returned, taxation, subsi izati n CdQSUffiption, confiscation of 
land with promises of co~ensation which are regarded as being of dubious 
value, the continuation of an .unsatisfactory exchange control system, etc. 
A number expressed the view that Ceylon was becoming another Burma. 
Everywhere there was concern with falling tea prices. The rise which 
'vas being experienced was regarded as temporary and expected to be 
reversed when the Pakistan-India hostilities came to an end. All 
seemed to expect that the anticipated devaluation of the Ceylon rupee 
would bring down tea prices in sterling. Some saw this as especially 
difficult because they saw wage increases on tea plantations as being 
inevitable. · 

I mentioned to the Minister of Finance that the business community 
seemed worried about the policies of the government. He replied that 
the private sector would continue to have a major role and that its 
fears with respect to ceilings on income and ~ompulsory savings were 
not well founded. The government did intend to return the compulsory 
savings. 
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As for the student insurgents, the Minister said that they were 
supporters of the government. They had hoped to find jobs after the 
new government came into power but their expectations of quick results 
were unrealistic. The government, he said, was trying to create employ
ment opportunities for these insurgents now held in detention. (One of 
the more depressing aspects of the situation in Ceylon was the repeated 
comment that many educated and experienced people were trying to leave 
Ceylon. This was true not only of people in the private sector but also 
in government which hitherto had been an attractive career in Ceylon. 
Confidence had been shaken in the career service tradition by recent l 
actions of the government). ~ 

Talking to the scientists with different disciplines at the annual 
meeting reinforced a conviction of mine that there continues to be a need 
for some fairly readily available source of foreign exchange to help 
finance very small foreign exchange needs to cover the foreign exchange 
costs of research, e.g., rental of equipment, trips abroad, processing 
of data abroad, etc., in many different fields of importance for develop
ment, say multiples of thousands or even hundreds of dollars, rather t han 
multiples of tens of thousands or higher. 

3. After Ceylon I visited Manila for a day and a half. I had pro
mised Mr. Watanabe that I would take the occasion of visiting with him 
and his Bank.when I was in the area. He was kind enough to invite me to 
be his house guest the two nights I spent in Manila. As you well know, 
he is eager to cooperate with the World Bank but also eager to find a 
special role for his own Bank. As he probably told you, Mr. Watanabe 
believes that his relations with the Philippine Government has appreciably 
improved. Mr, :Wata.na.be expressed appreciation for his chats with you. 

While I was there Messrs. Watanabe and Krishna Moorthi made some 
suggestions with respect to the establishment of a study group to pre
pare a report and recommendations on the future of the Asian Institute 
for Economic Development and Planning and the possible role of the Asian 
Development Bank in supporting this Institute in the future. Since this 
is a rather separate subject, I am sending you a separate memorandum on 
it. 

When I was in Manila I had the opportunity to call on the Secretary 
of Finance, Mr. Virata, whom I have known for some years before he entered 
the government. His uncle, who is now the chairman of the Philippine 
Development Bank (highly politicalized I am told1was an old acquaintance 
of mine from the days when he was the one-man professional staff for the 
Philippine Secretary of Finance. It was he who introduced me to the pre
sent Minister of Finance. Secretary Virata was worried about Philippine 
exports, particularly copper, plywood and copra that were being hit by the 
economic situation in Japan and the United States. He was rather optimis
tic about '72, relying essentially on an optimistic forecast for the U.S. 
economy particularly the construction industry. I was rather struck by 
the fact that in reply to a query he indicated that his forecasts for the 
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. APR 0 4 2013 

WBGARCIDVES 

CEYLON COUNTRY PROJR.AH PAPER 

CONFIDENT 'tAL ------

41. The Ceylon Country Program Paper was reviewed at a mee-t.ing in 
Mr. McN~ara 1 s office on March 24, 1971. The following conclusions were 
reached: 

(a) Ceylon faces extraordinarily difficult economic problems. 
AlthouGh these derive essentially from the decline of prices in its 
major e:v.port products, they also reflect the faJ. ure o ey on ·to adapt 
its economic and social policies to the fundamental change of its export 
position. As stated in paragraph 28 of the paper, the current liquidity 
crisis as Hell as the difficult longer term outlook, call for a far
reachinG action of economic and social policies. This view is widely 
accepted among government officials but there is no indication as yet 
that . the nature of the problems facing Ceylon is understood by theCa
binet, let alone that the Government is moving toVTards a program of . 
action of the kind required. An acute crisis is likely to occur 1d thin 
the next feH months. Such a crisis, and a consequential change in poli
tical aligrrn.ents, may 1-1ell have to precede the preparation of a meaning
ful progr~~ of action by the Government. 

(b) As regards the Aid Group, its major members have said that 
they vdll attend the meeting at the end of April and appear generally 
inclined to help Ceylon. However, the continuing existence of the Group 
and perhaps even the ~Qllingness of members to pledge at the next meeting 
will depend on the Government preparing a program of action - and demon
strating its ability to carry it out - that promises to see Ceylon through 
the present difficulties and back on to the path of development. 

(c) As regards future Bank Group activities: (i) future lending 
will be limited to IDA as Ceylon can no longer be considered credittv-orthy 
for Bank loans; (ii) in the present circumstances IDA lending should be 
directed to11ards program type operations. Agriculture has top priority 
and steps should be talcen'i1Th1lediately to identify possibilities for IDA 
to assist in expanding production for export and for import substitution. 
Should the Government request IDA assistance in the fom of industrial 
impo r t r s :i_Jn5 lor . n)cram fino.nci n~} the m~tto:r· r;hm.JJ d be co 1 sj.dcrcd 
further, but. IDA should t,ake no ini tiati vc in tlll0 dir·ection_; (iii) pel d
ing clarification of Ceylon's economic policies and investment priorities 
further Hork on the other projects listed in the Ii'Y 1972 program, in
cluding the pro-posed education project, should be suspended; (iv) as pro-
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posed in paragraph 35 of the paper, condi ti'ons- for IDA lending, in 
terms of Government action, should initially be set considerab~ be
low the ideal; (v) once these conditions are met, IDA may be able to 
lend to Ceylon more than its present tentative allocation in the order 
of $10 to 15 million annually. 

(d) The Bank's approach to Ceylon should be revievred in a few 
months, or earlier if warranted by a sienificant change in the situation. 

South Asia Department 
March 31, 1971 
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Bank/IDA Lending ($ millions) 

1970 Population: 
12.6 million 

/2 
1969 per. cap. GNP (in $): 157-

Current Population Growth Rate: 
2.3% 

1964-68 

L!_ 
IBRD 2.8 

fl_ 
IDA 2.0 

Total 4.8 

Operations Program: 

1969-73 

32.5 

47.6 

80.1 
87.1 ]_/ 

1972-76" 

75.0 

75.0 
122.0 }/ Current Exchange Rate: US$1 

= Rs. 5.95 (parity rate) 
= Rs. 9.2 (rate covering 

payments) 

Annual Average per capita ($) 

/1 Net of cancellations 

50-60% of 
IBRD/IDA 

IDA 

0.08 1.27 

0.03 . 0. 75 

fl $196 according to +-he concept used in the ~.Jorld Bank Atlas 

1.19 

1.19 

/'}__Operations program approved last year for 1969-73 was $174.3 million. 
Operations program for 1972 - ~ 76 is notional. 

A. INTRODUCTION 

1. The major recent event on Ceylon's political scene has been the 
victory of the coalition led by Mrs. Bandaranaike in the general elections 
last May which gave it control over more than three-quarters of the seats, 
with Hrs. Bandaranaike' s ovm party, the Sri Lanka Freedom Party (SLFP) holding 
nearly two-thirds. The United National Party (UNP) led by Hr. Dudley Senanayake, 
which had been in pO\ver since 1965, was left with 18 seats out of 157. 

2. During the campaign, the coalition had announced its intention to bring 
about fundamental changes in economi~ organization designed to lay the foundation 
of a socialist society. To do this, it pr omised to give the leading role to the 
public sector and to bring the private sector under control, including in some 
case s through nationalization. Furthermore, it accu ed the previous administra·
tion of having pursued growth without regard f or distributive justice and under
too k , if elected, to implement a welfarc-or 'ent ed program in which the most 
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popular measure was the re-establishment of the full rice ration which had 
been halved by the Senanayake government in 1966. On the external front, the \ 
coalition accused the Senanayake regime of having sold out to the West and 
claimed that Ceylon's sovereignty was being impaired by improper deference 
to the wishes of the West. The JMF and IBRD were branded a~ prime culprits and 
the Aid Group as an instrument of western imperialism. The coalition promised 
to reassert Ceylon's independence. 

3. Shortly after coming to power, the new Government took various 
steps to fulfil its electoral promises. To begin with, it extended diplomatic 
recognition to certain eastern regimes (Hanoi , East Germany , etc.); this was 
done in such a way that it had the effect of annoying the main aid givers. 
With respect to the Bank, it established enquiry committees to.review the 
three major Bank-financed projects (highways, power, and MahavTeli), while 
debate continued between those who wished to cancel all pending projects and 
those \<Tho advocated a more moderate course. 

4. The Prime Minister and 'some of her advisers soon realized, however , 
that their expectations of securing from the eastern bloc or from mainland 
China the kind and amount of aid which Ceylon had been receiving from the 
Aid Group were unrealistic. They also realized that Ceylon could not do without 
foreign assistance. Less than a week after having assumed office, Dr. N.M. 
Perera, the new Minister of Finance and leader of one of the coalition parties, 
announc ed to the nation that he had inherited a financially nearly bankrupt 
country. Although the gravity of the situation became more generally understood 
only later - particularly in December 1970 when Ceylon defaulted .on a loan 
from German banks - this discovery dampened somewhat the euphoria of the 
electoral victory and marked the begin~ing of a sobering process. To b~ fair, 
one has to recognize that to a large extent the difficulty had been the result 
of action by the previous Government. In addition, the previous Government, 
which knew the facts, had carefully concealed them in an att empt to win the 
election. In these circumstances it is not surprising that when the new 
Government was faced with the facts a good deal of confus ion followed - vrhich to 
a large extent still prevails today - as to what action it should and cotlld take. 

5. During the review of Ceylon's CPP in February of last year, there 
vas no doubt that Ceylon's balance of pay·ment s was one of the major caus e s- for 
concern. It was recognized, however, that while the situation called for far
reaching political decisions, little was likely to be done before the elections. 
It 1vas agreed that the question should be taken up with the new Government 
soon after the elections , and that the J3anJ\:' s lending program should be 
r C:' vic;.;e rl in tl1c: 1 i [~l L of th l~S C: di :.:c: u~:; ~ don~~ . In f a ct , U Jr· s it v.c-:.ti c n cc-nti1 1. '0'd 
to deteriorate throughout 1970. A good deal of short-term borrowing was incurred 
in the months prcceeding the elections despite our warnings and vrithout our 
knowledge. Today, Ceylon ' s liquidity crisis is the overwhelming factor and all 
other issues, however important they may be, are secondary. It is therefore to 
this problem and to what the Bank sho1•l d do in the circ umstances , that the main t .r-...:. c: -: 
of this paper will be devoted. Since s everal constr~ints, however, are l argely 
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the product of pol.icies pursued by previous governments, it may be useful 
first to put Ceylon's problem in historical perspective by recalling some 
of the major events of Ceylon's recent economic history. This will be the 
object of the next section. 

B. A BRIEF ECONOMIC HISTORY (1956 - 1970) 

6. Since the mid-1950's Ceylon has been going through a painful 
process of profound social, political, and economic change. Its beginning 
was marked by the victory in the 1956 general elections of the Sri Lanka 
Freedom Party (SLFP) - then led by Mr. Bandaranaike and su~sequently by 
his \vife after his assassination in 1959. This constituted the first step 
tm,1ards eliminating the social, cultural, political and economic features 
of colonial rule which the United National Party (UNP) - representing the 
thor oughly westernized, English-speaking elite and middle class - had left 
largely untouched in its nine years in office since independence. The 
mid - 1950's also saw the start of the decline in the prices of Ceylon's 
major export crops - tea, rubber and coconut roduc s - which dominated the 
economy and had traditiona y provided the Ceylonese with a per-capita in
come far above that of the rest of the Indian sub-continent. At the same 
time, Ceylon's population began growing rapidly largely as a result of 
successful efforts to eradicat e malaria. 

7. Social and political reform dominated the first . ten years of 
this period. It led to the introduction of Sinhala as the official language 
to ensure that administrators could communicate with those they administered, 
and changes in the education system to place greater emphasis to Singhalese 
culture. It entailed the conclusion of an agreement with India on the 
repatriation of about h~lf of the Indian labor force on the tea estates. But 
above all, it involved an acceleration of the program to reduce inequality of 
income and provide every Ceylonese Hith a minimum standard of living. Speci
fically, it meant increases in taxes, particularly on exports and the higher 
income groups, a continuance of the rice subsidy and the rapid expansion of 
a wid e array of other consumer subsidies on a steadily widening range of other 
basic consumer goods and increased expenditures on free or heavily subsidized 
goverrunent services (not only free education but also health services and sub
sidized public transport). Finally, it meant sharp curtailment of the scope 
for private economic activity and corresponding expansion of the public sector 
(particularly in manufacturing), partly because of the Government's socialist 
orientation, but also because the private sector has traditionally been 
dominaterl hy non-Sinhalese. 

8. Undoubt edly, reforms were needed to create a society \vith an ideuL:Lty 
of its own, rather than an amalgam of comnuna l groups governed by a Westernized 
elite. However, in the short run a heavy price was paid. ~thnic tensions ran 
high. The quality of the . edcuation system and of administration deteriora t ed. 
The Government's social program resulted in large budget deficits which fuelled 
rapid expnnsj on of purchas ·ng pmver. At the same time, real income gr('u C0nly 
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very slowly - partly, because . public investment, which increased sub
stantially, yielded little productive return as here, too, welfare 
objectives dominated over economic consid erations ; partly, because with 
declining export prices, particularly of tea, real(income from export 
agriculture stagnated; and partly, because out of welfare considerations 
the Government kept the supply of imported conswner goods, especially 
foodstuffs, relatively plentiful and at low prices which offered 
little incentive to domestic production. Thus, a wide gap opened between 
exchange earnings and payments. External assistance was negligible because 
Government policies had alienated Western aid givers and aid from Communist 
countries, although sizeable in terms of commitments, was very slow in being 
disbursed. Thus, financing of the deficit fell largely on Ceylon's exchange 
reserves which, though substantial in the mid-1950's, ($236 million equivalent 
in 1956) dwindled rapidly and were virtually exhausted by 1961. 

9. Although the Government then began to recognize the need to expand 
domestic production, its actions were v ery largely confined to palliative 
measures, in particular increasingly comprehensive and severe exchange in 
import controls. However, even these measures proved inadequate to prevent 
the exchange situation from deteriorating to the point where, in order to 
maintain imports of foodstuffs which the Government considered essential 

' imports of intermediate and capital goods had to be cut, thus ·further circum-
scribing the scope for developing domestic production. It was in this 
atmosphere of economic crisis that general elections were held in March 
1965, following a Government defeat in ParlianE:· ·:lt over an attempt to nation
alize the press which had become strongly critical of Government pol1cy. · 

10. The government elected in 1965, led by Mr. Dudley Senanayeke, was 
faced with the task of bringing about major structural changes. However, 
it was also clear by that time that Ceylon's exchange situation had reached 
a point where size.'iblc external assistance \vas a precondition of any attempt 
to tackle the probJ cms . The Bank had begun discussions in the last months 
of the previous Government on hmv this assistance might be mobilized. This 
led to the cr eation of tb~ Ceylon Aid Group - presently consisting of 
Australia, Canada , France, Germany, Japan, United Kingdom and the United 
States, with observers from Denmark, India and Italy and representatives from the 
IMF, the Asian Development Bank, UNDP and OECD - \vhich held its first meeting 
under the chairmanship of the Bank, shortly ~fter the UNP came to pm·ler. It 
was hoped that an inflow of quick-disbursing com1'11odity aid would allov.r the 
Government sufficient room for maneuver to permit some liberalization of im
ports for investment purposes and to restructure the frame\vork of economic 
policies and thus begin the task of reversing the adverse trend. The situ-
ation appPnred tn ca ll for three main lines of action: (a) curtailment of the 
grL'\·l lh of consll!:,(~r d cmand s c1 as to reli ere ll te prc~~~~url:., on iraporlvd c:iLc1 l. o~· :'J J y 

produced goods; b) reduction of the quRntity of im orted consum tion oods, and 
thus release the foreign exchange resourc es required to ;;;;e~ the decline of 
investment; (c) an increase in the volume and, pnrticularly, the quality of 
investment so as to incr ease the rate of gro,,1th. From the aid donors it vJas 
hoped that a sufficient level of assistance \ 'Ould be provided over a period 
of several year to provide the Governm'nt with the room for maneuver for 
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implementing, wit~out an absolute cut in consumption standards, the production, 
consumption and fiscal policies needed to achieve more rapid growth. 

11. In this task of restructuring the economy, substantial progr~ss was 
made between 1965 and 1969, as policy changes over a fairly wide fronr-=-in 
w 1c t e Bank too an active advisory role - provided an important stimulus 
to increased domestic production. Most notable among these changes were the 
halving of the rice ration in December 1966 and the reform qf the exchange 
system. The former led to a sharp increase in the domestic price of rice and 
a substantial widening of the free market which \vere important factors in the 
rapid increase in production which took place. The rupee was devalued in 
November 1967 from 4.76 to 5.95 to the dollar. Further partial devaluation 
resulted from the introduction, in May 1968, of Foreign Exchange Entitl 0nent 
Certificates (FEEC's). Their price was eventually fixed at a ~remium of 55 per
cent of the official rate, for an effective rate of exchange of Rs. 9.20 to 
the dollar, and the categories of payments subject to FEEC's were gradually ex
tended. A category of Open General License imports was introduced, covering 
in particular industrial materials. These reforms had marked benefic ial 
effects on economic activities, especially in manufacturing, and impr ovements 
in policies, combined .with efforts to make existing investments more productive, 
brought about considerable acceleration of economic growth. -In 1968 GDP at 
constant prices increased by about 8 percent and continued gains in agricultural 
and industrial production were recorded in 1969 when GDP increased by a further 
6 percent, as compared to an average of 3.6 percent in the first half of the 
1960's. In addition, after years of .stagnation fixed investment increased 
considerably, from below 15 percent of GDP to 19 percent in 1969. 

12. In contrast to the progress made in restruc Luring the procluo·ti ve side 
of the economy, the management bf fin~ncial affairs f~iled to provide the basis 
for sustaininG this J2.rogre§s At the outset , it should be no e 
turned out to be~ much more difficult than had been expected \vhen plans for 
economic improvement were mapped out in 1965. It wns then expected that over 
the next five years export earnings would at least be maintained at their 
1965 level. Consequently, aid \vould be translated into increased imports. In 
this context, the task of financial management was seen as en suring that, initial
ly, these increas es in total imports and, subsequently, the fruit s of rising 
domestic production, especially of food, went into additional imports of produc
tive goods so as to initiate and then sustain the gro\vth and restructuring of 
the economy. As it turned out, -e_rices of C eylo~s_ma..:.j-'1- ts , particularly 
tea, fill_l]luch more rapidly than had been expected. Actual export earnings in 
1966-1970 were in the aggregate $345 million less than they would have been 
had they remained at their 1965 level. In contrast, total disbursements by the 
Aid Group came to 1 ~~-; th.:-~u ~:250 mi 1lion. HorE· ov~~l- > tLe r i ~ r• in frei r,llt r< l c· ~ · 

following the closure of the Suez canal and sharp increases . in world prices of 
rice further eroded Ceylon ' s import capacity. In short, the foreign exchange 
cons traint was immeasurably greater than had been expected . . 

13. The Government vlas not · able to cope vi th the situation. Rising 
incomes vlent largely into increased consumptj on . 'rhus the increase in investment 
was financed largely by capital - jnflow ~ . Interest rates remained low and , 
despite substantial increase in Government revenues , the Government's current 
expenditures rose just as rapidly, since the maintenance of social and welfare 
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programs required increasing resources. Rising money incomes, in the absence of 
adequate tax and savings policies, put added pressure on the balance of payments. 

) 

14. By 1968 the strain of attempting to maintain import capacity for 
both investment and consumer goods in this context had begun to show. In 
that year large drawings on the IMF and sizeable supplier's credits were 
required to finance a level of total imports only equal to that of 1959. 
In 1969, however, further drawings on the IMF were not possible and Ceylon's 
import capacity declined below the level of 1968. Despite this, imports 
were allowed to increase substantially. The principal reason was that, in 
anticipation of the general elections, the Government ~ailed to translate 
increases in domestic production, particularly of food, into reductions 
in imports. Furthermore, at a fixed FEEC rate, demand for imports under 
open general licences began to outrun available foreign exchange. To finance 
the increase in imports external reserves were exhausted and large amounts of 
short-term high-interest foreign commercial bank credit were dra\·m to meet 
exchange payments. Ceylon thus entered 1970 with a severely weakened 
liquidit -----------

15. Unfortunately, further deterioration did occur. _ The 1970 import 
budget which was well in excess of import capacity was not cut back before 
the elections in late May. Exports in the first half of 1970 remained at 
the 1969 level instead of increasing as expected and short-term indebted
ness to foreign commercial banks increased still further. Domestic financial 
policies also served to keep import demand at a high level. Expansionary 
financing reached high levels in 1969/70 and rising prices produced poli
tical pressure for reducing the cost of living. Thus when the present Gov
ernment came to power in mid-1970; it vJas faced with the \vorsl fore:i gn ex
change crisis si11ce the \.Jar, and a potential internal financial situatio-n 
of similar gravity. On coming to pov1er in 1·1;- y 1970 the new goverrunent under 

Mlrs. Bandaranaike articulated a number of po J ·t tical objectives, in particular 
to redistribute income, reduce the cost of 1 i.ving and increase emplo-y'111ent. 
A variety of actions have been taken in pursuit of these objectives. These 
include the .restgyation of the second measure' of rice _ to the ra_tio..n ; the l 
extension of price controls o a growing list of manufactures; the limitation 
of the area of private sector industrial activity; pro.gress ive nationalization 
of wholesale and foreign trade; and the formulation of an emplo~ment program. -
16. Ceylon is faced with a situation where the tota l supply of goods 
from ov erseas must be curtailed in the short-term and where, over the longer 
term, the government must seck to achieve its eeonomic objectives within a 
more (Jr le ~3 s co n::; t· nnt ]c"rc l of ' mports. I f t'h c c:. co nc1n!y is to co lt·inu c t 

invest so as to achieve growth of domestic production and employm ent, H'th 
roughly stable prices, then the primary policy obje·tives must be to limit 
the growth of consumer expenditures and to increase public and private savings. 
Total savings in Ceylon have fallen from almost 16 perc~nt of GNP in 1961 to 
about 12-1/2 percent in 1969,_ and , if preliminary estimates are accurate, to 
und er 11 percent in 1970. In the present political climate private savings 
must be expected to declin £: . The weight of action therefore falls to th e 
government, \.Jhieh must increase savings by increasing its ax revenues re
lative to its consumption. 
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17. Seen against this background of the urgent need to increase public 
savings, the 1970/71 budget is a disappointing document. Even the original 
budget estimates show a fall in the surplus of revenues over current ex
penditures from Rs. 161 million to Rs. 77 million. These earlier estimates 
have been overtaken by events, however, which strongly suggest that this 
budget will not only fail to provide a way out of the present difficulty, but 
will in fact lead to further deterioration. A series of revisions to the 
original budget estimate have had to be made for a variety of reasons, which 
in sum represent a serious 'l;vorsening of the budgetary situa-tion even as com
pared to the very unsatisfactory outturn last year. It is difficult to see 
how the deficit could be significantly reduced without virtually eliminating 
public investment. 

18. In his budget speech, the Minister of Finance talked of the govern-
·ment's objectives. "It is committed", he said, "to maintain those social wel
fare measures \vhich are an integral part of our fabric and to take all such 
steps as the situation demands to provide the necessities of life at reasonable 
prices to the mass of our people. It is committed to a program of rapid 
economic growth of sufficient mag~itude to absorb a sizeable proportion of 
the unemployed and to bring the solution of this problem within sight during 
its term of office". He added, "The magnitude of our development effort, the 
rapidity with which we can increase the production of these g6ods and services 
upon which our general welfare depends and the speed at which we can effect 
the transformation to socialistic forms are determined by the extent to which 
we are willing to make a sacrifice now and the extent to \•lhich we are \villing 
to increase our productive work." Insofar as ne\v dir ections have been set 
these have not been towards growth. None of the measures taken so far can be 
represented as a sacrifice of present consumption for future benefits. Con
sumption in 1970 grew at a faster rate than GNP and the prospects arc for a 
similar divergence in 1971. 

C. THE FOREIGN EXCl~NGE CRISIS 

19. Ceylon is presently facing the most severe external payments problem 
since the war. At the beginning of the last decade, the country still held 
US$100 million in official exchange a~sets, un encumbered by short-term liabili
ties. By the end of 1970, these assets had shrunk to US$42 miJlion 5 of vJhich 
more than half is ejther in bilateral balances that cannot be used readily or 
in securities that have a market value considerably below hook value and in 
any event are pledged against borrowings. At the same time, US$67 million of 
short-term d ebt \\1as mved to commercial banks abroad and short-term trade credits 
~~tood :Jt abnut lT~ $60 million. Out~~tancling draHings on the Il'1F amounted to a 
furllwr US$80 milJiun, m.:1king th~ Fund's loldLn[., of currency in Ceylon .le 
l argest among its members in relation to quota. 

20. The Ce.ntral Bank's liquidity position is extremely weak. Its liquid 
assets are below US$5 million. Among the va1·ious lines of cr dit with corn
mercjnl banks abroad, \vhich during the previous t\.JO years had in effect served 
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as the Central Bank ' s working balances, little is left to be drawn. Altogether, 
ther efore , the Central Bank has less than US$10 million in liquid resources with 
which to conduct the external finances of a country with an annual volume of ! 
exchange payments in the order of $400 million. In the circumstances, even 
small unexpected payments present problems ; large. ones can cause a major 
cris is. 

21. Looking ahead, one can only conclu~e that in 1971-Ceylon's external 
pa)~ents difficulties will becom e more rather than less intense. Most agree
ments with the commercial banks abroad expire in the first seven months of the 
year; unless they are renewed , sizeable net repayments lvill have to be made in 
the course of the year. In addition, short-term trade credits of US$60 million 
will fall due, and the repayme11ts of US$24 .5 million will have to be made to the 
IMF during the calendar year. Together, those obligations come to about US$150 
million. Payments on trade cYcdits presumably can be offset by new borrowing. 
Under a new stand-by for US$ 2!L5 million from the IMF, approved by the 
IMF Board on March 17, Ceylon ·i,rill receive $19.5 million in 1971. However, 
financing vrill have tc... be found fo:r nearly $70 million - an amount equivalent 
to a fifth of a year's estima ted earnings from merchandise exports and about 
twice Ceylon's offici~l external assets. It is obvious that ~eylon's external 
financial position in 1971 will be unmanageable unless an accommodation is 
reached with the creditors that \vould substantially reduce payments falling 
due that year. The agreement '\vith the THF may \vell facilitate negotiations 1.v-ith 
commercial banks abroad. It is understood that the Ceylonese authorities have 
initiated discussions with some of the banks concerned to seek conversion of 
short-term lonns into medium-term ones (5-8 years). 

22. Accommodation '\vith all the short- term creditors would render more 
manageable the task facing the authorities in avoiding a crisis. However , 
it \IJould st ill leave Ceylon in a critically weak liquiJity position. There 
is no quest i on that the Central Bank's liquid assets must be increased. To 
this end , an amount at least equivalent to this year's allocation in SDR's of 
US$11 milljon shouJc1 probably be set aside . In addition) the commercial banks 
may well insist on Cey]on reducing its obliga tions to them somewhat - say, by 
US$10 million. If, finally, Ceylon decid ed not to incur any net additions to 
the short-term trade credits outstanding at the end of 1970, net movements in 
short-term liabiliti es and assets would this year absorb nearly US$10 million 
in exchange resourc es . This would be in contrast to Ceylon dra1-Jing on this source 
to the extent of US$31 million in 1970 and US$58 million in 1969 for financing 
merchandise imports. 

23 . Th r>re is no n.ny ~ ignifj_ rant incr c:nsc tn e;-chnncc c.1rnine;·-; 
in 1~71. _:.., 01. ext<.~rnul assistance in the 
pipeline, disburs ements this year arc unlikely to exceed US$80 million - US$25 
million in project aid and US$ 55 million in commodity aid. At this level, they 
would exce~d last year's receipts by about US$15 million. U~less it can be 
increased by additional assistance, a balance of payments policy directed 
towards rebuilding Ceylon's liquid.ity posttion \vill have grave consequenc.es for 
the amount of imports Ceylon can afford in 1971. Rough estimates suggest that, 
\-lith the resources in sight, merchandise imports this year \vill have to be kept 
down to roughly US$375 million, US$30 million less than in 1970 and as much as 
US$70 million below the 1 -vel of 1969. 
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24. The fact that at US$375 million imports would be at their lowest 
level since the late 1950's underscores the sharpness of the conflict between 
the need for improving the liquidity position, the import demand associated 
with current levels of consumption and the import requirements of economic 
growth with which the Ceylonese authorities will have to struggle in 1971. 
Clearly, the present liquidity crisis is merely the most glaring symptom of 
a much deeper malady. 

25. More than a decade after the prices of Ceylon's major exports 
(tea, rubber and coconut) began to weaken and, consequently, total exchange 
earnings first became stagnant and then declined, (about $370 million an
nually between 1954 and 1965, against about $340 million for the period 
1966-1970), Ceylon's imports, as is particularly evident in the continuing 
dominance of food imports, still have the basic structural character istics 
of an export economy. Fundamentally, this situation reflects the inability 
of successive Governments to reconcile the longer term needs of the economy 
for structural adaption, through growth of domestic production, to the basic 
change in the export position, with strong pressures for current consumption. 
To effect such a reconciliation, within a level of imports Ceylo n can afford 
and on. terms that will dispel the prospect of long-term economic decline, is 
the fundamental challenge facing the present Governm ent . This· task by itself 
would have been a difficult one. As it is, it also has to deal with a 
liquidity crisis that is not o f its own making. 

26. It is evident from the discussion thnt at present a ,.;ide discrepancy 
exists between the direction which Gov.ernrnent economic policy appears to be 
taking and that whic1 it should be taking if C0ylon's economic affairs were to 
be mana~ 0d effectively in the current difficult situation. In the circum
stances it is obviously not possible nm.; to re.:1ch any substantive conclusions 
about tl e prospects for economic and social deve lopment in Ceylon, except the 
negativ e one that without a major redirection of polic y all indications point 
to long-term economic decline. Hmvev er, instead of dwclltng on the dire con
sequ ences of inaction on the part of the Government, it may be more appro
priate briefly to summarize wha t appear to be the tvw critical elements in 
any effort to overcome Ceylon 's severe difficulties and set it on the path 
to economic improvement. 

27. One such element is external assistance. There is no question of 
the Government being able to cope \vith the present difficulties on its ovm, 
wjthout continuing stpport from abroad on a substantjal scale. Any appreciable 
shortfall , for any l cnt;th of Limi.., in imrort~ bC'l rJ\.l lJS$1~00 Pdllion Hi 11 t1'r at e ·: 
to strain beyond tolerable limits the Government's capacity for curtailing 
domestic consumption. Yet, without fresh commitments of aid, Ceylon's import 
capacity will fall to about US$330 million in 1972 and thereafter level off 
around US$300 million. Thus, it is essential that disburs ments of aid be at 
l east maint~i.ned at their estimated level of US$80 million in 1971. Moreover, 
they will have to continue at tlds level not just for a couple of years, but for 
some time to come. These may seem large numbers for a country with a popula
tion of 12-13 million nnd it will certainly be difficult to mobilize external 
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assistance in such amounts, although if is a sobering thought that all the 
aid Ceylon received during the past five years did not make for the loss of 
exchange earnings that resulted largely from the decline in prices of its major 
export products. 

28. However, for all its easily demonstrable need for external 
assistance, Ceylon would be unrealistic in expecting to obtain aid in amounts 
anywhere near those mentioned above, unless the Government establishes a 
policy framework to support a structural transformation of the economy to 
setting Ceylon on the path to d-evelopment. The establishment of suc fla frame
work is, therefore, an equally important element in a renewed effort to overcome 
the structural difficulties of Ceylon's economy. Such a fiame,·.rork must provide 
for strong emphasis on promoting rapid growth of agricultural production, while 
industrial development~ because of the large demands for imports associated with 
it, must probably for the time being be kept to a minor role. It must point 
the way to more efficient use of existing productive assets, particularly in 
the public sector which will require, inter alia, higher productivity of labor 1 
and more effective management. Fi.nally, it must enable the Government to cur 
tail the growth of consump tion, private and public together, to the point \;here 

' the major share in the additional income generated over the next several years 
is channeled into savings and reductions in imports of consumer goods, in
cluding food. Altogether, these various elements of a viable framework of 
domestic economic policies amount to a formidable challenge to the perseverance 
and ingenuity of the Government whose magnitude it is diff.icult to exaggerate. 

29. If it were to meet this challenge, the Government would, in essence, 
not only have to go back on its principal campaign pledge of improvin t !; 

standard of living of th~- "ffiaSses, but \voula: also have to br eak wi t:hthe 
country's long-standing tradition of the State subsidizing many essential con
sumer goods and providing a wide array of free or heavily subsidized public 
services. It is far from certain that it \•Jill be able to muster the will and 
have the strength for carrying such a program through. In our conclud ing dis
cussions, at the end of the economic mission last December , with the Prime 
Ministe~ our analysis of the facts of the situation 
was received with a good dea l of disbelief, although officials generally agreed 
with the position we 1vere taking. We therefore sent a note summarizing our 
findings and conclusions to the Government, preparatory to a further round of 
discussions towards the end of February. During the second visit, it appeared 
that in the intervening months realization of the difficulties in which Ceylon 
found itself had gro,m, aided no doubt by the fact that shortages of essential 
imported consumer goods had begun to appear in the market. How-ever, tl1ere \vas 
as yet no °Cmblnncc of n rlnn for action, either with respect to this year's 
exchange buugcl aud i ll lport progrant or the G0vcrm1H:nt buJgct , let alone a Lr ood 
strategy for dev elopment . Indeed, there was no indication that any of these 
matters had come befo re the Cabinet. The Prime Minister, while recognizing the 
need for action, gave no indication that she intends to press the matter, pos
sibly bccat1se she is uncertain whether she wi ll be able to carry with her the 
left-\ving elements in h r coalition, including those of her O\.JT1 party . \ve im
pressed upon the Govern .n c. .. nt the need for their b e ing able in broad terms to 
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indicate to the Aid Group at their meeting at the end of April how they pro
posed to extricate the economy from its current severe difficulties and to 
present some evidence of concrete action, but it remains to be seen whether 
any decisions will have been taken by that time. 

D. THE BANK/IDA PLAN 

30. For the time being, the role, which the Bank Group will be able 
to play in Ceylon, must be regarded as quite uncertain. Most predominantly, 
it will depend upon the evolution of the political situation in the country. 
While the Government, as presently constituted, recognizes that circumstances 
argue strongly for further collaboration 't·lith the Bank, some groups among 
the coalition parties would like to see Ceylon cut its links with the western 
world and with institutions like the Bank \vhich has often been· identified 
with western capitalism. Should these take over the Government, the role of 
the Bank Group would presumably dwindle to that of an unpopular creditor. On 
the economic and financial front, much will depend upon the measures which the 
Government will take to tackle the country's external and internal liquidy 
crisis and to achieve some degree of development. 

31. Last year's Country Program Paper commented that if -a government 
led by Mrs. Bandaranaike were to come to power, there would be a period of 
confusion Hhile offic ials tried to convince the new Ministers that Ceylon 
has little room for maneuvre. This prediction has now come true. At present, 
there is s~ill a good deal of confusion and the process of education of the 
new leaders is far from complete. Although the euphoria and flamboyant 
attitudes of last summer have been replaced by a somewhat more sober posture, 
no meaningful action has yet been taken. Appropriate fiscal and economic 
policies still have to be devised. 

32. Since last June we have had several rounds of discussions \vith 
government officia ls and in this process opinions and attitudes toward the 

,. Bank have changed somevJhat. The mere fact that the Bank has been willing to 
listen to objections to its three major projects, ho-,;vever justified or un
justif ied they may have been, came to many as a surprise, as was the discovery 
by some of the new officials that the Bank had also been critical of the previous 
regime. In view of the divergent attitudes to'l..vards the Bank among the dif
ferent partners in the coalition, hoHever, the vaudeville episode of the let
ters cancelling and then uncancelling our loa ns last July, may be repeated in 
one form or another. Nonetheless it is hop ed that some degree of improvement 
will jll t.hc· c·nd h._ t1cltlcvc..:J . One of' th e Ik1n1· ' s cJl1j cctive s shm,Jd tl1 r>re fnr c 
be to keep in contact -,;.;rith Govcrumcnt to assist :i.n devising sens ibl e economic 
policies, although given the magnitude of the problems, it is impossible to say 
what the outcome of .:1 continuing dialogue will be. 

33. The second field in vJhich the Bank should remajn active is that of 
the Aid Group which the Ba nk has shared since the Group wJs created in 1965. 
Obviously the cont inuenc of th Aid Group does not.depoLd upon the Bank but 
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upon each of the participants and in this respect the initiative rests 
primarily with Ceylon. So far, the major contributors have indicated that 
provided Ceylon doe s not take further diplomatic initiatives embarrassing 
to them, ceases threatening foreign interests and adopts policies aimed at 
achieving a reasonable de gree of growth, they would be prepared to continue 
participating in the Aid Group. On the first t wo point s there is of course 
little, if anything , t hat the Bank can do, but with respect to economic 
policy the Aid Group will b e looking to the Bank for an objective appraisal 
of the situation. In the absence of new pol icy initiatives, we are now 
obviously not in a position to pre s ent a cas e for continuing assist ance on 
the basis of economic performance. Nevertheless, we propose to have the 
Aid Group , meet at the en d of April, and expect that it . will be responsive, 
on the grounds that a s uspension of assist anc e (which finaBces over 20 
percent of Ceylon's i mports) would plunge Ceylon into a crisis of disastrous 
proportions and that for political reas ons most member s would probably want 
to avoid the impress i on that creat i on of the Aid Group was solely the rewar d 
for the election of a " f riendly" Government. 

34. The third area of importance is the Bank Gr oup's own lending pr o-
gram . Here, the fir st question i s obviously: should the Bank Group lend at 
all to Ceylon? Last y ear's Count r y Progr am Paper sounde d a strong note of 
caution particularly wi t h regard t o Ceylon' s ability to continue borrowing 
from the Bank. While the pape r stressed t hat the bulk of a s si s tance shoul d 
come from IDA, it argued that under cert ain opt i mi st ic assumptions , a s ub
stantial amount could still b e borrove d from t he Bank ove r the next fi ve 
ye ars. It concluded , ho-vrever, that if any of these assumpti ons did not prove 
true , it would be neces s a ry t o scale down Bank l ending . None of t he optimistic 
assw11pt i ons have be come a reality, ancl many of the pessimistic ones have 
be come t rue . Today , Ceylon can no l on_ger b e regarded as credi t worthy f or new 
Bank Joans . Indeed , a cert ain reduction in the Bank ' s exposure vould be 
de sir11ble and in th is respe ct the cancelJations of the highway loan (569-CE ) 
of $4 .9 million, of $1+ mi 11ion under the last power loan ( 636-CE ), and of about 
$1. 2 mi l l ion from the fi r st DFCC l oan (520-CE) are wel come. A further cancel
lat ion of up t o $7 million is expect ed from the second DF'CC l oan (63lt-CE ) . 
Altogether , this -vlill have the effect of 'reducing the Bank ' s present commi t:r.1ents 
from $76 . 3 milli on to · ~>59 . 2 million . Assuming no further Banl\ l ending and 
t aki ng into account t he pace o f future disbursements and repaYflents , the Bank ' s 
exposure whi c1l t oday amounts to $25. 3 mi l l i on will not exceed $45 . h million 
(by 1975). 

35. Fr e sh Bank Group assistance will thus have to come ent irely from 
IDA. The question here is under lvhat c ircumstances would we consider Ceylon 
eliei.ble f or IDA financing. As explained earlier , unless the Government is 
prcpur l' U to c s t ~~l1 J 1 f;}l u.. pol : cy fr a r: e-....;ork O.c : :.:-i r ll r ' d -L o set ' ~cy i un back ( 1..., 

t he path of development , all indications point to economic decline . In such 
a s i t uation, there would probably be no j ustification for lending both on 
general performance grow-rl s and also because Ceylon would then most likely 
not have any r upee resources to cover even a modest share of project costs . 
On t he other hand , if we were to make IDA lending contingent upon the Govern
ment having i~troduccd the kind of comprehen s ive policy package vhich ide ally 
it should undertake to overcome the pre sent difficulties, there would most 
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likely be no IDA lending for the next ~everal years. It is proposed that, 
initially at least, we set the conditions for IDA lending considerably below 
this ideal and indicate to the Government our vTillingness to lend when there 
is evidence that the Government has faced up to the facts of the situation, 
agreement has been reached within the Government on a broad strategy for 
setting the economy back on the path of development, and some significant con
crete steps have been taken towards putti ng the strategy into effect (for 
example, formulat ion of a supplementary budge t and of a realistic import pro
gram that does not place tlie entire burden of adjus tment on -investment s In 
our discussions in February, we urged the Government to take action along 
those lines before the meeting of the Aid Group at the end of April. It remains 
t o be seen whether they will do so. 

36 . Assuming we can continue lending, we should in present circumstances -
and taking among other things account of the fact that Bank Group net transfers 
with Ceylon have been negative for several years - essentially look for projects 
which would: 

(a ) lead to quick disbursements; 

(b ) finance essential items expected to be imported even 
without financial assistance; and 

(c) provide support for the required r edi rection of economic 
activity and Government polici es. 

All this points towar ds some form of program l ending as the most suitable 
action. The major problem i s , however-, that the Governme nt 's over all policies 
might make it difficult to justify a pr ogr am l oan . Al s o, muc h of the Ai d 
Group ass :i.stance t ake s the "non-proj ect " form and may thus pre-empt ar eas 
which could otherwi se be cons i dered f or I DA assistance . On t he other hand , 
under certa in ci r cumstances it mi ght b e po r. sible t o devise sector al l oans 
which vrould meet urgent requirements in Ceylon 's deve lopment program . 

37. The first sector to be explored is agriculture. Given Ceylon ' s 
ba lance of payment s s i tuation , ther e is no doubt t hat h igh pr iority must b e 
given to agricul ture \vhere there is still cons iderable r oom for increas i ng 
product i on for export a s we ll a s fo r i mport s ubstitut i on . Bank Group l ending 
to Ceylon in the pas t f ew ye ar s has r e fl ect ed t h i s pr iori t y. In addition t o 
the Mahavreli pro ject , t wo smaller pr oj e cts , f or i rrigation and l and rec lamation, 
which were the re sults of a~ ident i fi cat ion mission organi zed in 1966, are 
now being carr i ed out. In the years ahead , a good deal of attent i on wi ll 
have to be devoted to t heir super vis ion , vhich may lead to preparation of 
f ur t1 1r-.r :::i rrd J a r pr ojc:-cts . Hm-rc'TrT ~ -vrc should nov lool\ int~ thf' pos;i_bjlit:v 
of devising a scll c 1ne to inc rease prouuction of e:;..pc;rt c1·ops ::...uc.:l1 as r~bD.', 

coconut, cashew , pepper, and / or cocoa . Such a program could have a quick 
i mpact on Ceylon ' s forei gn exchange position and might \vell i nclude fi nancing 
curre~t i nputs ( such as fe r tilizer ) over a given period of ti1ne . Similar 
ass i stance may be poss i ble in supp_ort of the Govennment ' s progr am to expand 
productj on of rice and other f oodstuffs to reduce imports . r.rhe di ffi cu1ty of 
s uch a scheme i s that 1.-:L ~ le we have some broad knouledge of Ceylon ' s require
ments , it i s not specific enouch. The r efore as a fi r st st~p we are planning 
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to organize an identirication .mission, ~opefully within the next few months, 
in . order to select ·elements that appear feasible and to outline whatever further 
steps should be taken. Another sectoral credit could possibly be devised in 
the field of transportation. For example, should the Government finally dec_ide ~ 
to raise bus fares, especially in Colombo; so as to make its Transport Board a \ · 
viable enterprise, one could consider financing the modernization of Ceylon's ' · 
bus fleet for which the _Government is annually spending substantial amounts of 
foreign exchange to keep obsolete equipment running. Such a credit could also 
possibly include some assistance for the railways' maintenance'and improvement 
program, including track renewal. Here again, the first step will be to send 
a mission to Ceylon to identify items suitable for financing. 

38. Although these projects should be given high priority, their pre-
paration may run into difficulties and may turn out to be time· consuming. 
Consequently, preparation of the more conventional projects that are already 
in the program will continue. This means essentially Education where much 
work has already gone into project preparation since 1968. Last month a 
UNESCO preparation mission, under the Cooperative Programme, visited Ceylon 
to assist the Government in preparing a request for financing. This mission has now 
~on1pleted . its ta~k and. an advance copy of the requeit was received a few days ago. 
Appraisal is presently scheduled for mid-April. Because of the Government's 
budgetary difficulty, there is a need to reduce the program which, as 
proposed, is too large. The request will have to be considered carefully to 
keep only elements wbich would have sufficient priority to warrant financing 
now. This should be possible, particularly in such fields· as agricu1tural, 
technical, and vocatior:al education. There is also a Highvay project resulting 
from the Goverr~ent's intention to devise an alternative to the project 
recently cancelled. With respect to Power, the Government had originally 
hoped to use savings 1mder Loan 636-CE.to finance its transmiss ion needs. 
\-le understand that a request for financing is under preparation, which may b _ 
suitable for IDA and/or bilateral financing. 

39. In view of the above, the program outlined in Attachment I should 
be regarded as notional . In present circwnstances we shall firs~ of all 
endeavour to identifY new projects which vould meet the criteria in paracraph 
36 while continuing preparation of those already identified. For planning 
purposes, we propose to treat the next two fiscal years as a single period 
and, while making all the necessary reservationss intend to inform the Govern
ment representatives at the time of the . Aid Group meeting, that IDA would be 
prepared to consider making credits totalling about $25 - $30 mill1on over he 
ne~t two fiscal years and that in our opinion all attempts should be made to 
have these chr1nnellcfi through sector-type operations. Assuming a favorable 
anS\·!e!:', t l c~ LJ:<> :~ ion~. J IPntion ··r·~ ~~bovc s}·,c)uld be ~.e n"". s}·Jort l . ' i..h c: :rc: n.. ft~...-r t c 
identify the projects. Given the advanced stage of preparation of the education 
project, the timing of the appraisal mission should, if at all possible, be 
kept unchanged. 
40. ReGarding assistance beyond FY 73, the situation will have to be 
kept under review and as it evolvet specific proposals will be made. One 
may expect, ho~o1evcr, that agriculture P~nd pass i bly indust ry -vlill require 
further a~sistance. Regarding Agriculture, arrangements ure presently being 
made - as suggested last year - to organize a sector mis sion to reviev Ceylon's 
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longer-term prospects and needs. In reply to a request from ILO to parti 
cipate in a mission to be led by Professor Seers from March 25 through the 
end of May to assist Ceylon in devising an employment strategy, the Bank 
has agreed to make ava ilable two st a ff membe r s to look into the industri al 
sector. Although the r eport itself will be the responsibility of Profes sor 
Seers, information collected during the mis s ion might suggest ways for sub
sequent Bank Group ass ist anc e . 

South Asia Department 

March 19, 1971 



Po:r;u.let!..on: 12 .6 !'1 CEYLON - ACTUAL A!w ??.OPOSW U:~nm THROOOH F'Y1976 
Per C<~.p Ir.c: $151 ($ lllillions ) 

g, tac hme nt 1 

Through Fiscal Years Total-- -- Total~-Totil 
1963 1964 1965 1966 1967 1968 1969 , 970 1971 1972 197.3 1974 1975 1976 196h-68 , 969-73 1972-76 

Lift !ITigation IDA 2.0 
D:-a!.., age & Land Reclamat~on IDA 2.5 
:1.aha ;;eli Irriga t ion I I3RD 14.5 
~ I DA 14.5 
}2~a~~li I~rigation I I IDA ' 25.0 
A~ricu.l~ure (Se: toral Crecit) IDA l$.0 
Lives:-o:::~ IDA s.o 
AGric~t~e - Unidentif~ed I DA 10.0 

L-:::; I I BW 2.8* 
1.oY r::.:; :: II IBRD 

.=:au:ation I I DA s.o 
E:du:a :.ion II IDA s.o 
Fo;..·er 1 I BRD 19.1 
P·y.:c :- II IB:ID 7.4 
P~·~·er III I BRD 15.0 
Fo:.:•= .:::- I., Maskellya Oya I Kill 17.0* 
P~ ... er TransMission I IDA 7.0 

1o.o.V Powe r Generat~on I DA 

P..igh·,.ays ~ I DA 0.6* 
.!Ugh:a;;s II ID"- 10.0 

I High-.;a:.·s !II IDA 10.0 
Tr~~s~ortati~~ - Uni dentified Iilft. 10.0 

Industry - Unidentif i ed I DA 5.0 
· I Ind~try - Unidenti fied I DA ..2.:Q -- -- -- -- -- -- -- -- --

Ope r ations Prcera."l! IBr..D - - - - - 32.5 
.I IDA 22.0 1$.0 25.0 35.0 2$.0 54.6 1-22.0 

Total 22.0 15.g. 25.0 35.0 25.0 U:.l 122.0 
No . ) 3 J -1 3 9 14 

Lending Pr ogra.11 IERD 41.5 2.8 - 32.$ - - - - 2.8 32.5 
IDA - 2.0 .6 17.0 - )0.0 _15.0 15.0 15.0 2.0 47.6 75.0 
Total ~ lt.8 .6 ~ )0.0 15.0 .!5.0 15.0 4.8 §Q...l ~ 11o . -r- -,- -r- -- 3 = 5 -8-3 - 2 2 2 9 

lBRD o/:s i nc . U..'ldisb-..rrsed .34.7 JJ.7 J2.2 )0.8 28.6 29.9 28.4 59.2 57.3 55. 3 53.2 5·:: .6 47.7 1!4 .4 
exc . undisburse d. 23.4 26.2 27.6 28.) 28.) 27 .1 26.2 25.9 25.7 27.3 J0.8 39.8 L.$.4 44,4 I 

IBRD - gro ss disbursement3 ).8 . 2.3 2., 1.3 .2 .7 1.4 1.7 3.6 5.6 11.5 8.5 2.) 
- net disbursements 2.9 • 9 .7 - .1 -1.2 - .8 - .) :. .2 1 .6 3.4 . 9.0 5.6 -1.0 
- net t r ansfer 1.3 - 1.0 -1.5 -2.0 -3·0 -2.2 -1.8 _, .9 .1 1.4 6,6 2.3 -4.7 

. IBRD/IDA - gross disburse:-.rn ts ).8 2.) 2., 1.3' .2 .7 1.8 ).2 6.7 13.4 27.6 30.1 21.9 
- net disbursc~~~~s 2.9 ·9 ' .7 - . , -1.2 - .8 . 1 1.) h.7 11.) 25.1 27.2 18.6 
- net transfer 1.3 -1 .o -1.5 -2.0 -3.0 -2.2 -1.4 - . 7 3.2 9.1 22.5 2).6 14.) 

.!./ If a t all possible, sh-:> ..:.L -1 be mo ved e..r.end . 
2/ .Loan n..~0unt is ..;:8.0 mi':."on . DFCC ha3 advised, however, tha t not more t han $1.0 million 15 like~ to be required. 

$7.0 !"!'.illbn i:3 c~pl!~ t. •"; ~o be c a.'1.celled short ly. 
Y .Jointly ;.;i:h oth ~r lc:--. ·nJ . . 

* !~ 2t of cancell~t.icns . 

South Ada Departmmt 
Marc h 11, 1971 
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7. 
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11. 
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C E :Y L 0 N 

INDICATORS OF DE~VELOPMENT 

ECONOMIC & STRUCTURAL INDICATORS 

GDP (in constant prices) 
Manufacturin~ Output 
Agricultural Output 
Imports of Goods and NFS 
Exports of Goods and NF'S 
Domestic Price Level 

Gross National Savings 
Hesource Gap 
Net Factor Payments Abroad 
Gross Domestic Investment 
Debt Service 
Central Govt. Current Revenue 
Central Govt. Current Surplus 

(Deficit) 

Unit 

% Change 
% Change 
% Chan6e 
% Chan6e 
% Change 
% Change 

% GDP 
% GDP 
/> GDP 
% GDP 
% Exports 
% GDP 

Attachment 2 

Annual Avera~e 
1961-1965 1966-1969 1970-1975 

).6% 5.7% 4.8% 
5.2% 6.8% 5.3% 
2.6% 4.6% 4.6% 

-1.h% 8.4% 0.0% 
0.8% 0.7% 0.0% 
1-7%· J.8% 2% 

196o 1965 1969 1975 

11.4% 12.1% 13.2% 12.e% 
J.O% -0.4% 5.9% 1 ·7% 
0.3% 0.5% o.o% 0 ·9% 

14.6% 12.5% 19.0% 15.4% 
2.0% 8.5% '2. . 

20.7% 24 .• 3% 23.4%~ 

0.3% 1.0% 1.2%a/ 
7.1% 7.0% 6.5%a/ 
0.9% 0.8% o. 7%a/ 

11.2% 12.2% 11.7%- 12 .o~~ 

·1 Ll. 
l )~ 

16 . 
J 7. 
18. 

Public Exp. on Social Services 
Hili tary Ex-penditure 
Nanufacturing Output b/ 
Energy Consmnption -
Fertilizer Consumption 

% GDP 
% GDP 
'/.> GDP 
% GDP 
MW 1965:89; 1970:175 c/; 

1965:388.8; 1968:470 
1974:274 E._/ 

II . SOCIAL D~DICATORS 

lY. 
20 . 
21 . 
22 . 
23 . 
2Lt. 
~s. 

26 . 
27. 
28 . 

Population Growth Rate 
Urban Population Grm-;th Hate 
Birth Rate 
Family Planning 
Income of: Hi6hest quintile 

1m-rest quintile 
School enrollment: 
Primary & Secondary 

Literacy rate 
Unemployment rate 
Population per hospital bed 

~...,--

't/ Pro'.ti ~.)on:ti.. 

1 000 tons 

% 
~t 
Per 1,000 popln. 
Acceptors 'OOOs. 
% total income 
% total income 

% school-age popln. 
% adu.l t popu.la tion 
% labor force 
Number 

G/ As percent of GDP at Curreut Factor Cost Pricet~. 
'8! Estirna te. 
:3./ Estimates represent tarr,ets which might. be achieved 

within the assumed constrRints of no grm-1th of 
exports and imports. 

1950 1960 1965 1969 

3.2% 2.7% 2.5' 2.5%c/ 
2.6% (Average 1960-1 ~66 )c/ -

40.1-!. 36.0 33.2 3l. 7~/ 
1968:64; 1969:60 
1963:50.3%; 1969:45.2% 
196J:lOJ~ ; 1969:9.4% 
~ 

6 t3 • 0~0 80 • O% 
63.0% 'o r. 

1968:10.7% 

South Asja Department 
· 1-larch 1 2; 1 971 

, 
" 

~ 



.. .. 

) 

L· 

CEYLON: LONG-TERM PUBLIC DEBT PROJECTION . 
(Calendar Years; US $ Million) Attachnent 3 

1964 1965 1966 1967 
National Income Accounts !/ 

1633 1683 1751 GNP 1902 
Plus: Net Factor Income Paym~,ts 8 3 7 12 
Plus: Statistical Adjm tment - 2 11 - 7 . - 10 
Equals: Gross Domestic Product 1639 1697 1751 
Consumption 1438 1478 1561 
Gross Investment 234 213 251 
Gross National Savmgs 195 205 190 
Imports of Goods and NFS 441 433 453 
Less: Exports of Goods and NFS 408 439 392 
Equals: Resource Gap - Amount -33 6 -61 

- as % of GDP 2.0% .35% .35% 

Finance of Resource Gap 
Bilateral: u.s. 29 12 15 

ou~r - 1.6 34 
Multilateral: IBRD 4 2 2 

IDA - - -
ADB - - -

Private: Suppliers' Credits~ n.a. n.a. n.a. 
Total: Gross Disbursements 33 30 ~l 

Less: Amortization 15 9 6 
Net Inflow --w 2f L3" 

Other Inflow (Net)~ £1 23 -24 23 
Less: Net Factor Income Payments -8 -3 -7 
Equals: Resource Gap 33 --:o or 

Memorandum Items 
Interest on Debt 3 3 
Total Debt Service 12 9 
Averate Interest Rate 
Debt Service Ratio 2 •. 7% 2.3% 
Total Debt Outstanding£/ 76 97 
IBRD Debt Outstanding: Excluding undisbursed 28 28 

Including undisbursed 32 31 
IDA nebt Outstanding - -
IBRD Debt Service 3 3 
IBRD /IDA % of Gros s Inflow 7.0% 4.0% 

% of Debt Service 25.0% 33.0% 
IBRD % of Debt Outstanding 37.0% 29.0% 

y At current prices. Up to the end of 1967 all figures have been 
converted into dollars at the rate of $1 = Rs. 4.76. For 1960 
and 1970, the current exchange rate of $1 • Rs. 5.95 have been 
used. 

1904 
1668 

289 
234 
442 
389 
-53 
2.8% 

JJ.+ 
39 
l 

--
n.a. 
~ 

9 
L0' 

20 
-12 

>3 

4 
J3 

3.3% 
142 

28 
29 
-
3 

2.0% 
23.0% 
20.0% 

£1 Prior to 1970 suppliers ' credits are included in "otm r inflow". 
£1 Includes direct investment, transfers, changes in net external 

assets, net change in short term credits, errors and omrnissions, 
etc. 

2/ Exc1udirg undisbursed. 

1968 1969 1970 1971 . 1972 1973 1974 1975 1976 

1781 1978 2077 2182 2290 2415 2525 2641 2784 
9 17 24 25 26 25 26 26 26 

- 56 - 24 3 
1734 1971 2104 2207 2316 2440 2551 2667 2810 
1506 1718 1843 1914 2006 2112 2205 2301 2423 
280 375 322 338 355 373 391 411 432 
275 260 234 268 288 306 322 341 361 
424 480 436 420 420 420 420 420 420 
372 358 375 375 375 375 375 375 375 
-52 -122 -61 -45 -45 -45 -! .. 6 -45 -45 
3.0% 6.2% 2.9% 2.0% . l. 9% 1.8% 1.8% 1.7% 1.6% 

15 6 - 70 76 70 55 56 68 
39 61 61 
- l l 2 3 5 12 9 2 
- - l 2 3 9 16 22 20 
- - 4 4 5 5 6 6 6 

n.a. n.a. 16 17 10 10 10 10 10 
~ t;B' Cr3 ~ 97 99 99 103 ""TTf6 

10 13 25 31 26 29 28 32 35 
44 ~ 5'8" tl; 71 " 70 71 7T 7T 

17 84 27 6 
-9 -17 ~24 -25 -26 -25 -26 -26 -26 
~ 122 bl lZ 13" 10 10 L3" 13" 

7 8 13 17 18 17 18 18 18 
17 21 38 48 44 46 46 50 53 

4.6% 5.9% 10.1% 12.8% 11.7% 12.3% 12.3% 13.3% 14.1% 
187 231 286 344 408 479 549 620 691 

27 26 26 26 27 31 40 45 44 
30 28 59 57 55 53 51 48 44 
- - 1 3 6 15 31 53 ' 73 
3 3 3 4 4 4 5 6 7. 

- 1.0% 2.0% 4.0% 6.0% 14.0% 28.0% 30.0% 21.0% 
- 14.0% 8~0% 8.0% 9.0% 9.0% 11.0% 12.0% 13.0% 

14.0% 11.0% 9.0% 8.0% 7.0% 6.5% 7.0% 7.0% 6.5% 

--- _____________ _.. _____________ _ 
Projection Basis (1970-76) ..... 

GNP Growth : 5.0% p.a. 
Investment : 15.5% of GNP each year 
Exports of Goods and NFS: No change since 1970 
Imports of Goods and NFS: No change since 1970 
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Populationtl2.'5ri\m ion (1969 est.) 
Capital: C~ 

Ceylon is a pear-shaped island located in the 
Indian Ocean southeast of India, from which it is 
separated at the int by only 18 miles. 
It has an area 25,332 s are miles, about the 
size of West Virgima. p ain only slightly above 
sea level makes up the entire northern half of 
the island and continues around the coast of the 
southern half. The south-central part is hilly 
and mountainous, ranging from 3, 000 to more 
than 7, 000 feet above sea level in the Central 
and Uva Provinces, where Ceylon's best quality 
high-grown tea is produced. 

Ceylon has a generally uniform tropical cli
mate. The south-central mountains offer some 
relief from the tropical heat. Throughout the 
·year the humidity is rather high-more than 75 
percent-and the temperature averages 80° F., 
with little variation daily or seasonally. Average 
annual rainfall ranges from' about 50 inches in 
the northeast section to about 200 inches in 
the southwest, the distribution being determined 
largely by the monsoon and the island's topo
graphical features. The heaviest rainfall occurs 
during the southwest monsoon period in the early 
summer . 

.The Ceylonese flag consists of two narrow 
gre·en and orange vertical stripes on the left 
side, with a yellow lion carrying a sword in one 
upraised paw against a red background occupy
ing the rest of the flag. The flag is bordered by a 
yellow band with a vertical yellow band separat
ing the green and orange stripes from the red 
background. Ceylon's flag was adopted from the 
Lion Flag of the ancient kings of Kandy. The 
stripes, added in 1950, honor regions of the 
country. 

THE PEOPLE 

Ceylon's population in 1969 was about 12.5 
million; population density is greatest in the 
southwest quarter of the island where agricul
tural s are most favorable. Colombo has 
abo t 500,000 · habitants. 

Tlie ~tio has been increasing so rapidly 
(estimated 2.4 ercent annually) that it has 
almost doub · the past 25 years. It is pos-
sible that economic development programs under
taken in the country will be so outpaced by the 
rapid population growth that the already relatively 
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low living standard will be further depressed. 
Localized efforts in family planning have been 
underway for some years, and in accordance with 
a 1958 agreement the Government of Ceylon has 
received Swedish assistance in a family planning 
.,E!O~ 
~hnically about l_O percent of the people are 
Sinhalese and 22 percent are Tamil. About half 
of the Tamil population are "Ceylon Tamils" 
(Ceylon citizens whose ancestors have lived in 
Ceylon for many generations and who have full 
voting rights). These Ceylon Tamils live pre
dominantly in the Northern and Eastern Provinces. 

The other half of the Tamil population are the 
so-called "Indian Tamils," whose forebears 
were brought to Ceylon from south India in the 
latter half of the 19th century to work on the tea 
and rubber plantations. About nine-tenths of them 
were disenfranchised as a result of legislation 
passed in 1948. As India also refused to recog
nize these people as its citizens, they have been 
in effect tateless. 

The presence in Ceylon ofthese Indian Tamils, 
of whom there are aocnt 1 mj11inn, has constituted 
a major population growth problem which becomes 
increasingly acute each year. The estates on which 
the Indian Tamils live cannot provide work for 
all the young people entering the labor force, and 
it is ,virtually impossible for them to obtain ou~- . 
ide empio ment. 

n an e ort to settle this longstanding issue, 
an agreement between Ceylon and India was con
cluded on October 30, 1964. The agreement pro
vided that .Wrlia wapld accept 525}lLl0 ofthe Indian 
Tamils with their natural increase over a period 
of 15 ears; Ceylon would grant citizenship to 
300,000 during the same period; and the future of 
the remainder (approximately 150, 000) would be 
considered later. It was also agreed that those 
being repatriated to India could take with them a 
minimum of U.S. $840 per family. The Ceylonese 
Government obtained parliamentary approval in 
June 1967 of legislation allowing for implementa- . 
tion of the agreement. Possible problems result
ing from the agreement include its effect on an 
already overcrowded India, as well as economic 
difficulties for Ceylon, such as the loss of ex
perienced estate labor and the drain on foreign 
exchange. 

Other minority groups in Ceylon include the 
Moors, Burghers (descendants of Portuguese and 
Dutch colonists), Eurasians, Malays, and a small 
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number of Veddahs, the earliest known inhabi-
tant ·sland. 

Buddhism · s the religion of most of the Sin
ha e , uism that of the Tamils, and Islam 
that of the Moors and Malays. Christianity cuts 
across ethnic lines with some 900,000 followers, 
most of whom are Roman Cat 

Sinhalese is the offic · age of Ceylon. 
The litera~rate is abo 81 pe cent. 

HISTORY 

The earliest known jnhabitants of Ceylon were 
the Veddahs, a few of whose descendants still 
live in the jungle regions of Ceylon. They and 
the other primitive peoples of Ceylon were sub
jugated and largely assimilated by A_ryan in
vaders, the Sinhalese, who came fro~ northern 

-'india to Ceylon in about the sixth century B...Q. 
The early settlers from India occupied the dry 

north-central area and constructed elaborate ir
rigation works to insure a supply of water for the 
growing of the principal food, rice. (Efforts were 
made under British rule and are continuing now 
to reconstruct these works and resettle the area.) 
In the third century B ~., withthecpmin~ofBud
d~ Ceylon from India, Sinhalese civilization 
flowered and the Buddhist religion spread rapidly. 
The architectural and irrigational ruins at Anu
radhapura, the first capital, are testimonials to 
the high culture reached by the Sinhalese during 
this early period. 

The subsequent history of the Sinhalese re
cords a series of invasions from southern India. 
The most notable of these was the Chola conquest 
in the 11th century, which made Ceylon for the 
first time since the Aryan conquest a dependent 
kingdom tributary to an Indian empire. The Tamil 
invaders never adopted Buddhism but clung in
stead to the Hindu religion, which they follow to 
this day. Meanwhile Moslems (called Moors) 
from the Persian Gulf were building a profitable 
trade with Ceylon, where some settled. 

European Settlement & Independence 

The Portpgue~~ the first Europeans to come 
to Ceylon, were attracted by the s:g_ice trade , 
Ceylon then being the sole producer of a fine grade 
of cinnamon. Beginning in 1505 they gradually 
gained control of the western maritime provinces 
and established themselves in the north as well. 
They were able to maintain control over coastal 
Ceylon for nearly 150 years. It was during this 
period that Christianity was introduced to the 
island. 

In 1638 the Du.t.Q_h, motivated by a desire to 
control the profitable cinnamon trade, entered 
Ceylon and with the aid of the King of Kandy suc
ceeded after 20 years in S':!E}?lanting the Portu
gyese. They were interested primarily in increas
ing trade, and most of their activities in Ceylon 
were devoted to this end. The major permanent 

heritage left by the Dutch was a foundation for a 
system of civil law. 

The Dutch, in turn, were ~lppJanted hy tJl.e 
British-following a military expedition iil-12-06, 
Whereas the Portuguese and Dutch never suc
ceeded in bringing the interior of the island 
under their control, the British, aided by a group 
of dissatisfied Kandyan nobles, finally succeeded 
in doing so in 1815. Ceylon remained a British 
Crown Colony, receiving periodic extensions of 
democratic participation in the Government, until 
1931. In that year the Donoughmore Constitution 
enfranchised Ceylonese adults and gave them an 
opportunity for some self-government. In 1946 
the Soulbury Constitution replaced the Donough-
more Constitution and granted the island a par
liamentary form of government. The following 
year the Ceylon Independence Act was passed. 
Ceylon beS£1Pe tul~ jpd~peRiilent and a member 
Of' the ~riti ommonwealth of Nations on 
February 4 1948 

Posti ndependence 

Ceylon's first parliamentary elections were 
held in September 1947. The moderate United 
National Party (UNP) won these elections, as 
well as those held in 19 52, by a comfortable 
margin. However, in general elections held 4 /. 
years later the UNP was defeated by the c.~~ 
.Lsnka Freedom Party (SLFPl, whose campaign 
emphasized Buddhism, natignali€m, udemosraJ:.ic 
s wjali sm" illceylon, and nonalignment_1n inter
national affairs. SLFP leader Solomon Banda
ranaike was assassinated jn Septemh.e_r 19~ 
his coalition government fell the following Decem-
ber. The UNP formed a shaky minority govern-
ment following the March 1960 general elections 
but fell a few months later after receiving a vote 
of uno confidence." 

In July ~ the SLFP, under the leadership 
of Mrs Sirjmayo Band:nnnaike, widow of the late 
Prime Minister, won a near majority of parlia
mentary seats and was able to form a wholly SLFP 
government. To bolster its faltering parliamen
tary strength, the SLFP formed a coalition in 
June 1964 with the Lanka Sarna Samaja Party 
(LSSP) but fell in December when 14 SLFP mem
bers of Parliament left the party because of the 
increasing influence of leftist elements in the 
coalition,. economic stagnation, and the Govern
ment's press nationalization plans. 

In the March 1965 general elections the UNP, 
with the support of other parties that had opposed 
Mrs. Bandaranaike's government, was able to 
form a coalition government. UNP leader Dudley 
Sen~nayake , who had headed previous UNP gov
ernments, again became Prime Minister. 

In the elections held on ~ 27, 197~ 
J?LFP, again led by Mrs. Ban~d its 
coalition, the LSSP and the pro-Moscow Com
munists (CP/M), won a lands_li9e victory. The 
SLFP won 91 parliamentary seats (plus six seats 
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assigned to SLFP members) and with its two 
coalition partners controls 122 of the 157 parlia
mentary seats. 

GOVERNMENT 

Ceylon has been a completely self-governing 
nation in the Commonwealth since gaining its 
independence. The constitutional Head of State 
is Queen Elizabeth II. A Governor-General is 
the local representative of the Queen, who ap
points him on the recommendation ofthe Ceylonese 
Prime Minister (Head of Government). 

Legislative power rests in a bicameral Par
liament consisting of a Senate with 30 members 
and a House of Representatives with 157 members. 
The Constitution restricts the Parliament from 
making any law which discriminates against any 
community or religious group. Any bill may be 
introduced in either chamber except a money 
bill, which can be introduced in the House only. 
Of the 30 Senators, 15 are appointed by the Gov
ernor-General and 15 are elected ·by the House 
of Representatives. One-third of the Senators 
retire every second year. One hundred fifty-one 
of the Representatives are elected for a maximum 
term of 5 years by universal adult suffrage; the 
remaining six are appointed by the Governor
General to insure representation of minority 
groups. 

The general direction and control of the Gov
ernment is vested in a Cabinet of Ministers which 
is responsible collectively to Parliament. The 
leader of the largest party in the House of Repre
sentatives traditionally is appointed by the Gover
nor-General to head the Cabinet in the capacity of 
Prime Minister. Under the constitutional Order 
in Council, the Prime Minister is also the Minis
ter of Defense and External Affairs. The mem
bers of the Cabinet must be or become members 
of either chamber of Parliament within 4 months 
after appointment. Not less than two of them, 
including the Minister of Justice, must be mem
bers of the Senate. 

Ceylon has an independent judiciary consisting 
of a Supreme Court, Commissioners of Assize, a 
Criminal Court of Appeals, and a number of sub
ordinate courts. The Supreme Court, composed 
of a Chief Justice and 10 Puisne Justices. has 
appellate and review jurisdiction in civil cases, 
original jurisdiction in criminal cases, and ex
clusive jurisdiction in the more serious criminal 
offenses. It is the highest court with regard to 
civil cases, but its decisions on criminal cases 
may be appealed to the Criminal Court of Appeals. 
Commissioners of Assize are judicial officers 
appointed by the Governor-General in his discre
tion to hold any criminal session or part thereof 
of the Supreme Court. The final judicial authority 
for Ceylon, as for some other members of the 
Commonwealth, is the Privy Council. In prac
tice, however, nearly all judicial matters are 
handled completely within the island's judicial 
system. 
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POLITICAL CONDITIONS 

During Mrs ~andaranaike's fjr§t term as 
Prime MiniSfer L1960-64) the Government fol
lowed a Socialist bent. It nationaJiZed maey pri
mary and secondary schools, insurance, certain 
elements of banking, and petroleum importation 
and distribution. In addition, state trading was 
fostered, state control over cooperatives 
strengthened; and public sector enterprises favor
ed over private investment. The Government also 
moved toward loosening Ceylon's ties with the 
West and developed closer economic and aid ties 
with the Communist countries. 

From the viewpoint of U .S.-Ceylon relations, 
the most significant of these actions was the ex
propriation of the distribution facilities of two 
U.S. oil companies, Esso Standard Eastern and 
Caltex. When the Government of Ceylon fai~d 
to take appropriate steps to pay corilJ2ensaHon as 
required by the Hickenlooper Amendment to the 
Foreign Assistance Act of 1961,_ the ~s 
uspen economic assistaPAA~to Ceylon in Feb-

ruary 1963. In June 1965 the Ceylonese Govern
ment and the two U.S. oil companies signed 
compensation agreements, and the economic sus
pension was lifted on July 3, 1965. 

When UNP leader Dudley Senanayake became 
Prime Minister in 1965, the Government con
tinued to follow a declared policy of ((democratic 
socialism,'' as espoused by the SLFP during the 
campaign in 1956. The Government inherited a 
number of pressing problems, including the need 
to increase the rate of economic growth in order 
to maintain at least the current living standards 
of the Ceylonese in the face of the rapid popula
tion increase. It encouraged the economy's private 
sector and foreign investment and placed prima'ry 
emphasis on sound economic development, partic
ularly increased agricultural production. The 
results of the Government's ugrow more food" 
program have been very encouraging. It also 
reduced explosive--oommunal and linguistic ten
sions and kept labor agitation within reasonable 
bounds. 

Based on its campaign platform, the newly 
elected SLFP-led government is likely to again 
place emphasis on a Socialist approach to the 
economy with greater state control. Economic 
development, particularly increased agricultural 
production, will probably remain the primary 
focus of government attention but greater empha
sis is likely to be put on industrial development. 
A rising cost of living and unemployment, par
ticul loyea · ersit raduates, 11 
continue to be the most difficult problems facing 
the Government. 

There are s_evera~m~ti.Gal 
~n Ceylon: two Communist parties, one 
pro-Peking (CP/P) and one pro-Moscow (CP/M); 
the Mahajana Eksath Peramuna (MEP), which 
is Marxist in its economic tenets but nationalistic 
and Buddhist in its approach to local political 
and social issues; the LSSP, which is Trotskyist; 
and the LSSP (Revolut.ionary Group), which broke 



away from the original LSSP when the latter 
joined the SLFP government in June 1964. In 
the 1965 and 1970 elections the SLFP, the LSSP, 
and the pro-Moscow Communist Party formed an 
uopposition coalition." The number of seats in 
the House of Representatives held by the extreme 
leftist groups is 25. This includes 19 by the 
LSSP and six by the pro-Moscow Communists. 

The impact of the Marxist parties individually 
on Ceylon's political and economic life is greater 
than their overall popular following would indicate. 
The leftist leaders have a consistent record of 
uanti-imperialism," and they cater to popular 
mass aspirations. They control most of the larger 
urban trade · and are able, by raising de
mands on behalf of labor, to cause the Government 
serious difficulties. 

ECONOMY 

Ceylon's economy is predominantly agricul
tural, with manufacturing accounting for only 13 
percent of gross national product (GNP). (In 1969 
GNP was~ U.S. $1.8 billion and per capita 
GNP wa~ Restrictions in recent years on 
the importation of foreign goods have stimulated 
manufacturing, but the scarcity of foreign ex
change and of minerals and other natural re
sources probably will inhibit any large-scale 
industrialization in the foreseeable future. 

Tea, rubber, and coco t are Ceylon's most 
imp'Ortant products. They account for 90 percent 
of its foreign exchange, bring in 30 percent of the 
national income, and pr.ovide employment for 
about 20 percent of the total work force.~ 
alone accounts for 60 percent of the value of all 
~and about 20 percent of the GNP. Total 
exports in 1969 amounted to approximately $322 
million and imports to $427 million. 

Ceylon has depended traditionally on exports 
to finance not only importation of manufactured 
goods but also a large share of its more basic 
needs, including about 50 percent of the food con
sumed on the island. Until quite recently this 
system worked well, and the average Ceylonese 
enjoyed a living standard which, although low by 
Western standards, was appreciably higher than 
that of most Asians. In the last few years, how
ever, there has been a general decline in world 
market prices of tea and rubber. The decline in 
the rate of increase of export income, plus a 
rapidly expanding population, has meant a steady 
drain on Ceylon's total foreign reserves. By the 
end of December 1969 they had fallen to $55 
million, compared with a peak of about $268 mil
lion in 1956. Some restrictions on imports remain 
in effect to stem the outflow of foreign exchange. 
These measures have had a depressing effect on 
the internal commercial life of Ceylon and have 
contributed to rising unemployment. 

The Government derives approximately 40 
percent of its revenue from export and import 
duties. These have been affected by the decline 

in commodity prices and the reduction in imports. 
At the same time, the Government has felt that 
political considerations prevent curtailment of 
its heavy expenditure for food bsi · es and 

services. Bud e have become 
c ronic, an the cost of 1iyjng has rjsen stg~Qily 

for some years. In November 1967 the Ceylon 
rupee was devalued by 20 percent. Some further 
adjustments in the exchange rate were made in 
May 1968 (5.95 rupees =U.S. $1.00). 

Although organized labor in Ceylon accounts 
for about 1.5 million members of the total labor 
force (estimated at nearly 4 million), it is frag
mented into more than a thousand unions. More
over, three farge unions of agricultural workers 
on the tea, rubber, and coconut estates comprise 
nearly half the organized workers. ~rite-collar 
employees, particular! in governm~_f rankss arE;' 
unwn mem er o a much greater degree than 
in the nited States. The bulk of the unorganized 
labor force consists of small farmers. 

The multiplicity of competing unions and the 
relatively high rate of unemployment and under
employment reduce the bargaining power of 
workers. Ceylonese labor leaders have tried to 
compensate for this through the use of political 
power. Many, if not most, of them have Marxist 
orientations and tend to view relations between 
management and labor as an aspect of the ''class 
struggle." 

Only those unions which have long been openly 
associated with the Ceylon Communist Parties 
(Moscow and Peking) are affiliates of the (Com
munist) World Federation of Trade Unions. The 
Ceylon Workers Congress, the largest union of 
estate workers and by far the largest union in 
Ceylon, is an affiliate of the International Con
federation of Free Trade Unions: 

For the past several years consumer prices 
have risen rapidly while basic statutory wages 
did not increase until 1969. The growing disparity 
between price rises and wage stability has fur
nished fuel for incenEl-iary agitation by some of the 
more militant labor leaders. 

FOREIGN RELATIONS 

Mrs. Bandaranaike ' s government is likely to 
again move farther away from the West and de
velop closer political and economic ties with Com
munist countries as it did during 1960-64. Among 
the publicly stated policies of the Government is 
the recognition of Communist regimes in divided 
countries (North Korea~ North Viet-Nam, and the 
Soviet Zone of Germany). The Government has 
declared it will follow a nonaligned policy and 
has indicated it will play a more active role in 
the meetings of nonaligned countries than did the 
previous Government. 

Ceylon is a member of the United Nations and 
several of its specialized agencies and the 
Colombo Plan. 
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International Aid Effort 

The International Monetary Fund (IMF) and 
the International Bank for Reconstruction and 
·Development (IBRD) have t~en the lead in orga-

. nizing an aid effort by a number of free world 
countries including the United States, the United 
Kingdom, the Federal Republic of Germany, 
Canada, Australia, Japan, and Italy. An IBRD
sponsored meeting of the respective donor coun
tries was held at Washington, D.C. in July 1965 
to assess Ceylon's economic requirements. Five 
more meetings have since been held: at London 
in 1966, at Tokyo in 1967, and at Paris in 1968, 
1969, and 1970. 

The international aid effort has attained con
siderable success. The mRD report prepared 
for the 1970 meeting found that Ceylon had man
aged to overcome economic stagnation and to 
create a strong momentum for growth in the past 
5 years. 

Trade and Aid With Communist Countries 

In an effort to break Ceylon's long-established 
trade dependence on the West, as well as to open 
new markets for its products, the .§LFP govern
ments actively sou ht broader ade · r -
tt2._ns with Com;wumst cwmtmes. The 1952 rubber
rice barter agreement between mainland China 
and Ceylon remained in force under the SLFP 
governments and was renewed for a fourth 5-year 
period by the government in late 1967. Under 
this agreement Ceylon exchanges its rubber at 
favorable rates for much-needed rice. Barter 
agreements have also been signed with other 
Communist countries. Trade with Communist 
countries has risen during the past several years. 
In 1969, 13 uercent of Ceylon's total exJ)orts 
was shipped to . mainlan C · a and 12 ercent 
to the Soviet Union and Eastern , w 1 e 
Ceylon receive percent of its total imports 
from mainland China and 9 percent from the 
U.S.S.R. and Eastern Europe. Settlement terms 
under these agreements require payment in pounds 
sterling or other convertible currency beyond 
the stipulated swing credit. 

Since 1957 mainland £billa-has made avail
able $41 millioo far ecgnbm.ie- aid ($26.3 million 
in grants), but only $26.6 million had been used 
through mid-1969. The iet aid agreement with 
Ceylon, signed in 1958, provided a line of credit, 
repayable in goods and/ or pounds sterling, 
amounting to about m1 Through mid-
1969 only $19.8 million of this had been utilized, 
but a cold storage plant, an iron and steel plant, 
and a tire and tube factory have been completed. 

U.S. POLICY 

The United States is interested in the mainte
nance of friendly relations with Ceylon. It is 
assisting the present government in a variety 
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of ways including bilateral economic assistance 
under the aegis of the IBRD. 

Trade 

The United States is Ceylon's second best 
consumer for tea and its leading non-Communist 
buyer of rubber. Total exports to the United 
states in 1969 amounted to $20.6 million, while 
imports from the United states were $28.6 mil
lion (including aid commodities). Import duties 
and import controls and restriction during recent 
years have seriously limited the market for 
American consumer goods. While there is a 
market for capital goods to service Ceylon's 
incipient industrialization, U.S. prices, credit 
terms, and shipping costs often militate against 
such sales because of competition from other 
sources, especially Commonwealth countries 
which enjoy preferential customs rates. 

United States Aid 

Between 1956 and the February 1963 suspen
sion, the United States provided Ceylon with 
assistance totaling approximately $85 million, 
about two-thirds of which was in food supplies 
delivered . under the PL 480 (Food for Peace) 
program from agricultural surpluses. Fiscal 
year 1963 assistance programs were suspended 
in accordance with the Hickenlooper Amendment. 
The people-to-people PL 480 program of food 
for school luncheons, expectant mothers, and the 
aged, which is operated by CARE, was, however, 
continued at the rate of about $5 million a year. 
With the lifting of the suspension, aid was re
sumed. 

In recent years U.S. aid to Ceylon has been 
provided at a level of approximately $20 million 
wr yeat., It has consisted mainly of dollar
repayable PL 480 loans to finance the import of 
wheat flour. There have also been smaller de
velopment loans to finance commodity purchases 
from the United States. The CARE program con
tinues at a level of approximately $2.5 million a 
year. The Export-Import Bank has authorized a 
loan of $3.3 million to assist the construction of 
a new Intercontinental Hotel at Colombo. 

PRINCIPAL GOVERNMENT OFFICIALS 

Governor-General-William Gopallawa 
Prime Minister; Minister of Defense and Ex

ternal Affairs; Minister of Planning and Em
ployment-Mrs. Sirimavo Bandaranaike 

Deputy Prime Minister; Minister of Irrigation, 
Power, and Highways-Maithrapala Senanayake 

Minister of Foreign and Internal Trade-T. B. 
Ilangaratne 

Minister of Shipping and Tourism-P. B. G. 
Kalugalla 

Minister of Industries and Scientific Affairs-T. 
B. Subasinghe 

Minister of Finance-Or. N. M. Perera 



Minister of Cultural Affairs-S. S. Kulatilleke 
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• INTERNATIONAL DE VELOP~ENT I ... INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION ANO DEVELOPMENT. CORPORATION 

c~rFICE MEMORI\NDUM 
TO: I1r. J. Burke Kn app 

FROM: I.P.M. Cargill 

SUBJECT: CEYLON 

DATE: January 29, 1971 

/ 1. . At .C~penhagen I had preliminary discussions with the Finance Minister 
about plans for the future, particularly with regard to the Aid group, an~ . about 
various matters relating to Bank/IDA projects. It was agreed then to send 
an economic mission to Ceylon a.fter the budget presentation ( 1-1hich was two 
months delayed) and that I would join the mission in its last week. The 
timing of the mission was designed to overlap w-ith IMF consultations. 

2. When I arrived in Ceylon on December 10, Blobel gave me an extremely 
bleak account of the situation. I have already sent you a note analysing the 
economic position, and it is obvious from that that Ceylon faces the worst 
crisis in its history. · I agreed w-ith the Finance Minister to prepare this 
note to serve as the basis of discussions next month because it wa.s apparent 
that he did not understand his problems and, j_ri particular, did not grasp 
the implications of his budget. · 

3. In my view Ceylon cannot possibly meet its extern~- obligations this 
year without substantial accommodation by commercial banks in Europe and the 

. U.S. Total payments to these barL'<:s falling due in 1971 amount to '$67 ·mi-llion 
and it is disturbing that at this l ate date the Government ha s not reached 
agreement vTi th its creditors. In December the only liquid foreign exchange 
available to ·the Central Bank as working balances totalled about $5 million,. 
consisting very largely of the balance of short-term 9orrowings f~om these 
banks. At the same time, , payment of about $8.5 million to German banks 1<1as 
long overdue. Even 'tdth the draviing of SDR' s ($11 million) in Janua.ry the 
situation rer.1ains unmanageable. To be fair., it has to be said that all the 
short term foreign bank credits vTere incurred by the previous · administration 
in the t8 months before the elections, and a good deal of it after we had 
warned them about the dangers and 'Without our knowledge. These borro~vings 
were used for the most part to import consu~er goods. 

4. The previous government Has -v;ell a1·rare of the facts, and del:iberately 
concealed them in its efforts to vdn the election. The . pres~nt gove1~ment 

must therefore be forgiven to some extent for having made dUring the election 
campaign a number o~ extravagant promises which, if fulfilled, could only 
aggravate an already difficult situation. vihat is astonishing is that in 
December, when Blobel and I called on the P. M. and all the ministers concerned 
with economic affairs, seven months after the election, none of the politicians 
were aware of the grave problems the country faced. In my first talk -vJi th 
the Finance Hinister a look of gloom spread over his face as I expounded our 
view of the situat.ion and he finally agreed that perhaps C,eyJ.on was ~g 
-.?- perjod of anstQri'ty. At the official level the only people 1-rl.th. understanding 
and kno1-.rledee we:-e the Secretary and his staff in the l·fi.nistry of Planning 
and Employment. The Central Bank.,..knoHs the facts but has no understanding, 
and given the personality of the Governor is ignored. 

--._.. 

President has seen : 
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5. Not s'urprisingly the budget was a eal clinker. The Planning 
Ministry was not consulted and 1~en the Seer tary wrote a critical note 
about it after it was presented to Parliamen , the Finance Minister was 
i:r:Titated and paid no attention. The ~udg_et is, with every other economic 
measure of rec.ent months, consumntion- prj en d. In the JU:iYate sector 
·nvestn t bee brou ht to ~~1 and since gavernment investment 
has not been raised, total ·investment is falling. Furthermore, some ·of the 
extraordina~ revenue measures cannot be repeated so that the outlook for 
the future is even bleaker. Indeed, given the pressures on external- reserves 
likely to be created by these policies, Ceylon may be facing a period during 
which net additions to productive capital assets ~till be very small, if at 
all positive. · 

6. Although_,as I have said above, the government may be forgiven some 
of their election promis~s because they were deceived by the appearance of 
prosperity and handicapped by ignorance of the facts, nonetheless the platform 
on which they ran was pretty wild. The basic theme vJas that the Senanayake 
regime had scld out to the West and that at every point Ceylon's sovereignty · 
r.ras being irnpc..ired by im~roper deference to the wishes of the ~1Jest. The 
INF and lBRD were, of course, prime culprits and the Aid Group nothing but an 
instrument of imperialism. All our problems v-.rith projects arise out of the 
need to strike an independent pose, and that "opera bouffe" episode ·of the 
letters. in July, cancelling and then uncanceJJ.ing our _loans, reflected the 
dawning realisation of the difficulties confronting Ceylon. The Finance 
Minister had committed t e into his Budget sneec the 
hs t; three 1 as ex.:un le s of the kind o side 

@t;L.t h~o ±.qlerated. The consultations with 
:_;~~~~~~~~--~ 

he could not as a result accept language Hh:Lc:h 
is pretty much boiler plate in letters of intent. 1 . . 7jj . 
7. Along the same _ lines, immediately afte the elections the Government 
took various steps calculated to annoy the main id givers -- diplomatic 
recognition of Hanoi, East Germany, etc. -- and with regard to the Bank debate 
continued betvreen. those 't·Iho wished to c .ncel a .. __ pending projects ann tho:=;e . ~ 
wo advocated a more mod_erate course. By July the Prime Hinister apd the ~-

Finance Hinister had realized t eir fram olitical gesturin 'Has . 
golng e f - ·~ either t e 

and Iur at 
do -vrithout this aid. (During the calendar year Ceylon 1-1ill 

ge •P Io comma i ty aid from past pledges of the Aid Group -- about 
15% of total imports). I have informally consulted vdth the USA, the UK and 
Germany and my reading of their attitudes is that they 't•muld prefer to continue 
with an aid effort that has held out some promise of achievement, provided 
(i) Ceylon refrains from further political gestures embarrassing to them, and 
(ii) threats against foreign commercial interests are dropped, and (iii) a 
consistent set of economic policies is evolved that aim at a reasonable rate 
of economic grmv:th •. Further, these three countries, the largest aid givers, 
are looking to the Bank to take the lead in exploring the possibility of 
preparing a good case for continuing aid. 
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8. I, of course, did not realize how bad the situation, externall~r 
and internally, uas until I got to Ceylon, becau s e the facts only emergec! 
as a result of the work of Bl obel's mission in the two Heeks before my 
arrival. I came to two conclusions. First, if there is any possibility of 

·bringing about~ a sensible ha ndling of Ceylon 1 s problems, the IBRD is probably , 
in the_ best position to provide the help and advice neecled, and, consequently, 
that the Bank should aim at keeping discussions going with the Government. 
Second·, there is little possibility of new Bank/IDA operations in the next 
year or more and that, to the extent possible, a · disengagement would be 
desirable. I agreed v.i.th the Finance Ninister to continue discussions next 
month. I have tentatively fixed on April 27 as the date of the next aid 
meeting but holcfing this meeting will depbnd on the outcome of my discussions 
in Ceylon and thereafter 1vith the main aid givers. 

I 
9. With regard-to; our projects, the Government backed m-vay from the 
position it had -ta'ken regarding consultants -, a-vrards of contracts, etc. in 
respect of the Hahaweli ~nd Haskeliya projects. Hith regard to roads, the 
loan and outstanding por~ion of the credit 1dll be cancelled as the gover~ment 
wishes t.o adopt a 1.Jholly different a.pproach from the one it contemplated in 
the BankliDA project. T 1e outstandinrt portions of the DFCC loans will be 
cancelled. 

10. The only issue on which there is disagreement in the Bank relates 
to the pro\ri.sions for chk:lrging 1-vater rates in the l''lahaNeli project are-:1., as . 
explained in a separate ~ote attached.· Blobel and I ·and the. Projects Departnent 
staff discussed: this at ilength at all levels in Government and it '\vas clear 
that this issue 1-1as a genuinely sensitive one, as sensitive perhaps as +Jhe 
question of the rice subsidy. ,One of the clearest nromises made in the . 
election campaign 1-Tas that char&es f'or ·t-rater ip i rri i{.ation project areas 1·rould 
not be introduced and the view was unanirnous on t.he Ceylonese s i de that the 

~ cfOVernment could not at this time reverse. its position. On our last day in 
Ceylon, the cabinet was to consider the outcome of our discussions. Just 
before Blobel and I -vrere called by the Permanent Secretary of the Planning 
Department 1-Jho said that he had discussed the matter with the Prime !1inister 
"W!1o had· asked _him to try to arrive at some politically acceptable compromise. 
Blobel and I therefore Suggested a form of 1-vords which in effect defers the 
decision on the charging of water . rates until studies requ·ired by the loan 
agreement have been carried out. 

11. The Government itself has been t~;ing to get out of its predicament 
by making various proposals, none of ~rhich I found very satisfactory (e. g., 
charging a price for the change from leasehold to freehold). I think it is 
quite . possible that if. 1-1e are to insist on the retention of the original clause 
the Government 1vould have to give in. I suggested at one time that worl~ on 
the Hahaweli scheme might be halted, because of the fiscal pressures it would 
impose; ·all concerned said that this 1-~ould be practically and politically 
impossible to do., not only for domestic and technical reasons, but · on account 
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of their relationship 1tith 'Yugoslavia 1rfhich won the main civil 1·Jorks cOntract. 
· · I think that this probably is an L11practical suggest-ion. On the other hand 

it seems clear that the Government has no-vmere else to go for _the money except 
1 ' to the Bank. In my opinion, however, vJhatever we may achieve by a hard approach j of this kind 1dll be more than offset by the damage we .will do to our relations 

and consequently our influence with the Government. If, as I believe, the 
Bank· ·should attempt to maintain its position as leader of the Aid Group,· it 
would be a pity to allow what is, in present cirqumstances, a fairly unimportant 
issue to hamper its efforts ·to help Ceylon to adopt a sensible approach to 
the ve_r:y grave problems vrh;ich at present confront ·it • 

. Attachments 

IP1-1C: em 

.. . · 

--~-..------ .... -



INTI: R ATtONAL r. t·vuoFME NT 1 INTERNt..TI O\'A L BA ~-: r oP 1 trnL:, ·''·<A. TI ON AL Fl t'f,'E:E 
ASSOCIATi u f\EC.O STRUCTI Ot~ AND DE ELOP~-~ [, T COf<PO RATIO~ 

OFFICE ·MEMORANDUM 
TO: Files ;1>;:_ DATE: October 14, 1971 

FROM: Alfred S. Clevelard 

SUBJECT: Annual Heetin~ 1971 - l'!eeting with the Ceylon Delegation 

Present: 

---
Mr. N. M. Perera, }finister of Finance 
Hr. C. A. Coo ray, Permanent Secretary, Hinistry of finance 
Ambassador Neville Kanakarantne ., 
Hr. L. R. Jayav1ardena, Director, Perspective Planning, l1inistry of 
Planning ana flnployment 
Mr. N. M.Kappagoda, Director, Foreign Resources, Hinistry of Planning 
and. :Elnployment 
Hr. S. de Al1rl.s, First Secretary, Ceylon Embassy 
Messrs: Cargill, Votaw, Melmoth, Blobel, Roulet, Baneth, Cleveland 
and Kavalsky 

1. The meeting which took place ·at the Sheraton Park Hotel on 
September 29, commenced at 3:00 pm. _and ended at 4:15 pm. 

Ceylon1 s Econo~ic Development Policies 

2. }~. Blobel recalled that at the last meeting of the Aid Group most 
of the countries represented agreed to ma..l<:e new commi ttments in 1971 but also 
indicated that assistance beyond this w~uld be considered in light of the 
concrete measures taken by the Govermnent to create a CLimate in which aid 
could be effective. He referred to the forthconing refon11 po]J.cy package, the 
five-year plan and the nerr budget as possible indications that the Government is 
beginning to r.1ove in the direction suggested by the Aid Group and asked Hr. · 
Perera to explain tnese measures to the extent po~sible. 

3· Hr. Perera respoP..ded by first stating that the insurgency, -vmich 
came as a compJete surprise, had badly disrupted the timir~ of the Government's 
plans for re-structuring~conomj c po~y. Fq_r exanple, he said, the higher 
bus and rail f~-res hc.d t.o he postponed and this together v·:ith the curfm . .,; pre
vented realization of the full benBfits of tne higher r2.tes. P~so , the in.Bur
gency made it impossible to i mplement the 1!crash 11 emp1oyrnent progra.m anU. Has 
responsible for much of the short-fall of capital expenditures in ~{ 1971. 
Hr. Perera pointed out th:tt the coDt of supressin2; the insurgency uas very high 
including the destructj.on of propel' v:Y, lost production of export crops and paCfdy 
and the direct costs of increasing and equiping the armed forces. The latter, 
he said, will have to contirme in future years. · 

I 
4~ Nr. Perera advised that the reform policy package will be included 

in the regular budt;et for calendar yeo.:r 1972, vihich -rd.ll be submitted to the 
Parlic.ment on Nove.11ber 8, together ·Hith the five-year plan. The plan calls for 
average real grovrth of the economy of 6 per cent. To meet this target in 1972 
about Rs 500 million of adcli tione.J. Government reverrue and/or expenditure savir~s 
will be required. New ta..x measures are expected to increase Government revenues 
by f(.s 350-400 million. other m$asurer> nou under consideration are: 
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a). Rationing sugar at 2 pounds per person per month and possibly 
increasing the controlled price. It is estimated this .would save 
about Rs 45 million in foreign exchange. · 

b). Increasing the retail price of flour. 

c). Increasing the price of the second measure of the rice ration 
from Rs .75 to Rs 1.0. 

, 

d). Charging a small fee for medical services which are now provided 
free of charge. 

e). Increasing the school entrance age from 5 to 6 years. 

f). Realization of the full annual benefits of the higher bus 
and rail fares. 

. 
g). Continuing the ban on imported Bombay onions and banning 
imports of green gram and cr..illies beginning January 1, 1972. 

5. Hr. Perera stated that the large increase in the Government's non
inflationary borrovling in FY 1971 was due mainly to the successful compulsory 
savings scharne. 1 

6. Mr. Cargill e>~ressed his concern about the next meeting of the 
Aid Group. He pointed out - ~~at at the last meeting tne Group was pursuaded to 
continu.e assistance largely because the GoYernment vras new and had ir .... 'l1eri ted 
an ex-tremely difficult economic situation. This argument cannot be used again, 
he said. Solid evidence is needed that constr~ctive steps are being taken. 
This calls for drastic action ~~thin ~ very lL~ited period of time. He also 
urged that Ceylon try to pursuade the Federal Republic of Germany to resun1e its 
development assistance an<i suggested that this be discussed with GemCJ.n 
Officials at an early date. In reply Hr. Perera again mentioned the insurgency 
ar..d its adverse effect on resources ani policy refonn. Ho1·:ever, he said, the 

had a beneficial effect i c believed it ad reoared the 

Industrial Imports 

.. 

·I 7. Mr. Perera said that a major current problem for Ceylon was a 
shortage of foreign exchange for imported industrial materials, equipment and 
spare parts. He stated t hat the Govern.rnent had virtually eliminated all luxury 
imports and hc..d begun a drive to increc.se exports of industrial products. The 
latter, however, is handicapped because of the lack of exchange for essential 
imported inputs. T~is situation is made particularly difficult because of the 
recent requirement by foreign suppliers that letters of credit must be guaranteed 
qy foreign banks. 

1·rt has been reported that expansion of this scheme will be the major 
means of increasing Government revenues in 1972. 
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The II..O ElnnJ.oyment Strateey Report 

. . 8-.--·The delegation was asked how the Government had reacted generally 
·to the report and -wnat follovr-up steps ~-1ere planned. Hr. Perera stated that 
the report has not been considered by the Cabinet and in fact has so far been 
given very limited distribution. The principal reason, he said, was that the 
Government does not 1·rant a nything to distract attention from the forthcoming 
five-year plan and the policy reforms to be announced 1-rith the next budget. 
He added that the fiscal estimates in the ILO Report 1·1ere taken from the five- . 
-year plan as ·Here the recommendations for land reform and modification of the 
educa~ion syste.Yfl. Some of the ILO reconunendations will not be acceptable,. he 
said, but many others are most appropriate and 1-rill be incorporated into the 
policy reforms no-vr under consideration. Hr. Blo bel remarked that in the Bank's 
view the ILO renort · s i..rnmagimti ve and supports the Bank 1 s view 
of measures -v:ould have a co ec 1. e JJ pac much 
taken atctifferetr t;- J.mes. J.\ r. Votaw po1.n ed out 
published shortly and mQ..ny persons will then be 
intends to do ab0ut the reconnn.endaticrJ. s. • 

Short-Term !i'oreign Bank Credit 

9. Hr. Perera said that the proble11 of ;repayment of Ceylon's short
term indebtedness to foreign ba~~s has receded to a considerable degree. The 
K:J.n:l loan has been repaid, the loans from the British banks have been rescheduled . 
and negotiations are continuing to reschedule the balance of a loan from a 
u.s. bank. 

Comr~ercial Trade CreQtts 

10. Hr. Perera emphasized that an extremely difficult problem facing 
Ceylon over the ne2 .. r future is the large amounts of short.,·tenn trade and supplier 
credits falling due bet1-~een nou and the . end of June. Nr. Cargill ::1aid that he · 
was aware of this and that in .b..is view Ceylon has little choice but to seek 
relief through some form of refunding. He added that if the Ceylonese thought 
it would help he 1vould be prepared at some point to speak to the 1.oreign banks 
that have discounted some of these credits. Nr . Perera said that. he thought this 
would be ver>J heli)ful. Hr. Kappagoda offered to prepare a list of outstandin~ 
short-term credits indicating due dates, te~s and the identity of creditor banks 
or finns. 

Future Bank Lending 

]l. Hr. Kappagoda, referring to the agriculture miision noH in Ceylon, 
asked hoH long it might t ake to complete the lending process after the mission 
returns. Hr. Roulet replied that this '\rould depend on the findings and recoli'J'len
dations of the mission and it is thus too early to speculate on timing. Rezarding 
the Govermnent r s inter-3st in an IDA loan for railway and bus equipment }X. Roulet 
said that the forthcoming economic mission Hould look into this and that the 
funk would act as quickly as possible in the light of the mission's findings • 
Hr. Cargill added that he thought the Pm.;er Transnission Project is worth 
pursuing. 

cc H~ssrs: Cargill 
Kavalsky 

Votaw 
Jaycox 

Blobel 
D. King 

.. .;:~ . ... - -

Baneth 
Mcivor 

Roulet Clevel;t~/ 
Hedishirn.a Abd .k1 Aty 

/ 
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I.P.M. Cargill 

I 
pezlon Aid Oro~ 'I 
1. Ce;rl.on1a ecoDOJllic position is described in t1uJ attached note ).'ll'eparad ll 
by the recent eoonomio mission. Development pe~.formanoe deteriorated ehsrp]J" ~~~ 
in the _l!!St ze3l:, relat.i ve to an Sire:: · Y' very · . a e pre ous eve • ~~ 
'thii ~i introduced, on November JO, 19711 included proposals for !·~ising < -- It 
abov.t Rs v m:Ullon throt h w taxes \\"hich 11ould at least have ln~u.Ght li 
pub1ie savings - at present negative - to their 1969/70 level. On Irovom.ber 11, .1 

befors the budget had even been discussed in Parliament, measures totalling I ~ 
rou.ghl.1" Rs 200 million wero withdral'."ll under pressure !rom the Parlia"nents.ry- !! 
caucus ot the Sri. Lanka Freedom Part7. The F.liWiee-Ministez .. has repeat~ 1 

declared that he will replace these measures, at the latest in January. 
Until that is done, the .fiscal position will be tenable only it investment. 
remains severely curtailed, roughly n:t last year 1 rs level much was the J~ 
lowest in th past ten years. Failing aotion,- the Five-Year Pl. ouneed c:::-
in llovember must remain a aea e. , and the country can 

~··~.Leopmen progrm vorthT or the term. 

2. Ill 1970, the Aid Group meeting coincided with the last tage ot 
the. electoral et!:mpaign. · The .Group expra sed att ong disappoi.ntment at the 
rapid accumulation o£ short-term foreign debt and, at tha inadequacy of 
public sav:ings. However, noting the Government 's intenti.ons to improve 
its .policy perro~eeJ tho Group decided that for political re sons it 
as not d si.ralUe to euspend or substantial.ly reduce its aid just beto~o 

tJl& ~ections. · 

.) • At the 19n .Ai.d <h-ottp meeting, the new Government. had not ycrt. 
completed its first. year in powerJ it had also just finished suppre aing 
a serious insurrection of discontentoo youth. The Group expressed ita 
sympathy nth the Govarment., which had inheri.tod any evere problems . 
Nevertheless, the Group al o noted that the development policy perrormanee 
contirru to be extremely inadequate,. and in cf'feet ailed to providl.""i a 
con~..xt in which development aid, pro~erly' defined, could be given to 
C'~ylon. At a ref!trieted oting o£ t he heads o£ G.elegatlons, donor goverr.wents 
nev·ertheless agx•eed that on poll t.ical grounds tllG first ye~ of the new 
Government l!a no~ an appropriate t~~e for su pending or strongly reducing 
aid, and therai'ore the Aid Group t s joi."'l·~~: effort ohott1d ba continu d to1• 
one r.aore year. However, it was made ol ·a:r that- continuation of aid b&yund 
that ti.l'Je woulrl rAAve to be justified h7 mprovf)d davelopnent policy. ·In 
ths ·ro ds o£ the Chairman • s Report of Pr-oceedings~ !:1 ••• th·9 Group ua.s loold.ng 
to the Governr.tent ot Ceylon to set tha framswor k tdt hin mieh asaistaJ.lca 
could be given f!ect1vel;.y and that in 2terrni.nin tllB amounts and kind ot 
aid to Ceylon members would be guided b-J the eteps thea Govarniuent took 
towards resolving th8 count17 • s economic dift:teulties u. 
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4. During the 19n anrnua\.Jr;eeting, the Finabc r-ti.nister, Dr. N .. 
Perera, aak d me 'EO help arrange oome reliet" £or Ceylon 1 short-term. 
conwerciil debt. I told him that it, was r..o l~ ank to 

ervene .-: , in a technical. advisory capacity, . in arranging such 
debt relief. Howev61', before we could usetul.ly engaga 1n aJJ.'3' discussions 
about re-scheduling, wa .culd obviously have to be able to assess Ceylon' a 
balance of p~ents proapeota and, on that basis, to determine what was a 
practieabl 6chedule .for the repayment o~ eommerciu debt,. Such an evaluat-ion 
could be ma.da onl3" within an ovaral.l asses8lllell"t of the d.ev'elopm.ent programj 
and n.tter hearing .fr-om the J,.j,d Group what contributions it is planning to 
maka in the li.ght or that aaeessment,. These points were also stressed b7 
the recent, econo:.uc mission. I also in.for.ned Perera that aey action on our 
part would &leo require r eliable detai1ed information on the outstanding 
debt. FUlly r liable information could not be prepared before the economic 
mission's departure frO.m Ceylon, and the Government, promised to send it 
to 'Waebington later. Nothing has yet been received. ~ 

Atta~ 

BBaneth/MBlobelscf 

I 
I I 
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Summary and Conclusions 

1.· Throughout the past decade, the dollar value of Ceylon's exports 
has been drifting dov.n, mainly because of falling tea and rubber prices. 
This offset about half the increase in the value of cornrnodi. ty production, 
causing real per capita commodity availability to decline. Consumption 
ru1d income levels of the employed population, bolstered by numerous sub-
sidies, remained more or less stable. This was partly achieved by allowing -
many new entrants into the labor force no share in income: in 1969/70, the ~ 
unemployment rate was 12 percent of the total labor force, 40 percen~fqr 

1 to 24, an ercent for 11 0 11 level ~aauates in tJ, t 
g.-r;.;.o;;.u--.•. iiiiOij,js•q•u· e--e-.z ... e-.;d~etween falling expor pr~ces and :incomes, and almost --~ 
s a e per capita consumption, investment remained inadew1ate. Shernl~ ~ 
j,D.creased sayj n ~s, notably publfc savings, are the ifi"'dispensable precondition 
to any development policy worthy of the name. The Bank has stressed this 
point in all its reports. The employment study mission organized by the 
ILO L"rl 1971 and the authors of the Five-Year Plan published in November 1971 
fundamentally agree with this diagnosis. 

2. The long-term savings problem is now compounded by attempts made 
in the past four years to palliate it by accumulating well over $100 million 
short-term debt. This has kept Ceylon, with its armual export earnings of 
$330 million and liquid reserves reduced to about $5 million, ~ 
t be ver?e of bankrpptcy. In 1971, the situation was saved by the decis~on 

· ~ British banks to res.chedule over five years about t 8. 5 million, and by 
a $25 million free foreign exchange loan by China. In 1972, Ceylon will get 
more than $20 million in compensatory and other drawings from the JMF. A 
full-scale crisis may thus be once again postponed, but efforts to do so -
and success in so doing without major sacrifice - distract attention from 
the long-run problem. 

3. The ~ye-Year Plan proposes additional taxation, including higher 
/ 

prices for subsidized consumer goods, of about Rs 410 million in the first 
Plan year, 1972. The budget presented to Parliament on November 1 0 proposed 
additional taxes at an annual rate of about Rs 330 million. The very next 
day, the b d et was modified so as educe the net · 

.,.iWI.::.:allo~ es to an annu ra e of about Rs 130 million . The proposed expenditure~ 
were not chan~ed, and the budget is now in com lete disarray. Unless the 
Government forfows up on i s s a ed intention to rep ace e lost tax revenues, 
Government real ·investment will have to remain at the ten-year low reached 
last year. 
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The Past Decade: Steady Downwaxd Drift of Real Income 

1. In per capita term, Ceylon's real GNP has been all but stagnant 
for the past decade. While this stagnation is intuitively evident to those 
familiar. with Ceylon, it is obfuscated to an unusually large degree by the 
published national income series. In those series GDP at constant prices 
increased at an average rate of 4.5 percent from 1959 to 1970. TI1ere was 
no marked change in that trend in the course of the period. The production 
of commodities (i.e. not including services, construction and the utilities) 
increased at a slightly lo-w·er rate than GNP, to which it contributed about 
)0 percent. Correcting for the original undervaluation of the export sector, 
whose volume of production grew more slowly, GNP at constant prices grewA~t 
an average rate of about 4 percent and commodities at about 3.5 percent.l! 

2. However, prices did not remain constant. Ninety percent of 
Ceylon's exports earn.:tn.gs still come from tea, rubber and coconut; export 
earnings are equal to almost 30 percent of GDP. .The dollar prices of both 
tea and rubber have been drifting down since 1951. Coconut prices were 
firmer, but as production failed to keep pace with domestic consumption, 
there was a shift from exports to the domestic market, and export taxes 
bring the domestic price of coconut products much below the level of export ~ 
prices. These changes absorbed about half the increase in cormnodity. pro- /~ 
duction. The real availability of commodities to t:R-e ~mes+i c eeGnomy, for~ 
consumption anef"investment, ,!ncreased by less than 1 .7 percent annpally. 
With po ulation growing at abo ~t, throughout the period (and 
indeed eYer slllce e ear y fifties) thBre was a slow downward drift of per 

llshortly after the 1967 devaluation of the rupee from 4.76 to 5-95 per 
US dollar, a Foreign Exchange Entitlement Certificate (FEEC) scheme was 
introduced under which certain sales of foreign exchange earn such certi
ficates, and certain buyers of foreign exchange also must buy FEECs. The 
FEEC now amounts to 55 percent, thus bringing the exchange rate to 9. 2 
rupees per dollar. The FEEC rate has progressively been extended to most 
imports, now excluding only a few categories , the most important of which· 
is foodgrain. In this note, the equivalence of Ceylonese to import prices 
is calculated at the FEEC rate. In .correcting the national acconnt series 
for the undervaluation of exports, we have used a rate of Rs 10 per dollar, 
thus taking into account the fact that the imports paid by export earnings 
also bear a custom duty and sell for at least that price, unless they are 
effected by the Government and bear an overt or hidden subsidy. This 
treatment may result in a partial overvaluation of the GNP contribution 
of export sectors for the years prior to 1965; though there cannot be much 
doubt that imports were so scarce throughout the 19601 s that their real 
value - and therefore the real value of exports - were much higher than 
indicated by official exchange rates. 
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capita commodity availability. This uas so even if one does not take into 
accormt the rise in the db!Iar price of :imports, which becru11e marked in the 
late 1960's. · 

The Resource Pro blen:: Excessive Consumption 

4~ A less striking but equally serious aspect of this excessive 
standard of living is the level of real incomes paid to wage earners, and 
therefore also expected by the unemployed. These are excessive in relation 
to general productivity, and also distorted in relation to one another. The 
excess is largest for clerical jobs. However, even in agriculture there are 
plenty of tasks left nndone because there is no labor to perform them at the 
going wage rate, or because, though productive, they are not worth per-forming 
at the going wage rate. 

5. of the overall per capita cake, the excessive 
abare:. gf were maintained in part by gi . cake 
many new entrm1t~o (apart from e free goods). 
unemployment amounted to 1 2 percent of the labor force outs:5.de the estates, 
but over 40 percent of those aged between 15 and 24 were seeking work. The 
severity of the problem paralleled the distortion of the wage structure: in 
the same age group over 70 percent of 11 011 level high-school graduates not 
pursuing their education were looking for jobs; typically, for cleric~ jobs. 

6. Given the excessive resources absorbed by consumpt ion, not enou~~ -
indeed, ve~ l j j-,t.J e - was left over for investmept. There again, the national 
account~data are misleading. In them, the rate appears to be an impressive 
17 percent, but this figure relates to gross invest.ment, and includes a high 
proportion of simple maintenance works, which add nothing to productive 
capacity. Much investment also went to semi-productive fields, such as 
residential construction and services. Much was, it must also be admitted, 
misapplied or misused. Be that as it may, per capita investment .was inadequate 
for generating enough real new income per capita even to offset terms of trade 
losses, let alone to produce actual growth. It was also inadequate to absorb 
the additions to the labor force. 

t 
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7. Anotner aspect of the same phenomenon. is a persisting foreign 
exchange shortage. In Ceylon, excessive consum .ti e to 
tmports; food accounts for ost f o total · s and much of the 
rest is consumption-oriented. Hence, even if there were enough general 
resources for adequate investment, foreign exchange would still be lacking 
for capital goods j~ports; at present, there is no major shortage of imports 
for the current needs of industry, but it has been avoided only at the cost 
of an intolerable short-term debt b1ITden. In fact, ever since 1969, when 
productive imports were rather more ade~late · in volume, though not necessa
rily in effectiveness, than in normal years, Ceylon has been teetering on 
the verge of bankruptcy. 

8. All this is not to say that Ceylon consumes too much in an 
absolute sense; but it consumes more than it can__a:ffor..d. There is now 
widespread agreement with th~s analysis of the basic ills of the Ceylonese 
economy. The IL0 1 s Employment Mission- led by Professor Dudley Seers
and the just-published Five-Year Plan, have produced basically the same 
diagnosis. There are, of course, other problems, too, more or less tied to 
these fundamental ills. On these, we still disagree with parts of the 
Government's diagnosis and prescriptions and, occasionally, with some of 
those of the ILO mission·. Houever, these disagreements would become opera
tionally important only if the fundamental resource constraints were eased. 

Genesis of the Short-Term Payments Crisis: 1969/70 

9. Towards the middle of its term of office, the previous Government 
attempted to boost production and investment. With aid receipts roughly 
constant since 1966 and continued refusal to cut consumption more than was 
required to offset the continued fall of export prices, t!ris boost was financed 
through a major accumulation of short-term foreign debt. In 1968, $29 million 
were drawn on the IMF, in addition to minor short-term bank borrowings and 
reserve losses. In 1969, gross reserves fell by $12 million, and the Central 
Bank borrowed almost $42 million from foreign banks and $2 million from the 
IMF. In addition, medium and short-term indebtedness to suppliers increased 
by $36 million~ The total short and medium-term net foreign asset position · · 
deteriorated by $92 million in 1969. This is roughly equal to 40 percent of 
gross investment carried out during the year; and may well amount to 80 per
cent or more of the actual net increase in domestic productive capacity. 
In addition, aid receipts also resulted in a $40 million incr ease in net 
foreign indebtedness . 

10. Clearly, a major readjustment was urgently required. Additional 
resources were needed both to increase investment from its still very 
inadequate level, and to stop relying on short-term foreign debt. On the 
balance of payments side, the task was of truly heroic dimensions: the 1969 
short-term cash deficit was of roughly $92 million, and had been financed 
by such short-term means that over the next two years not only further 
borrowing had, in theo~r, to be stopped, but the flow had to be reversed: 
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a total annual i mnr ovement of about. $110 mi Jlion was ·to be achieved with · 
exports of' ~330 rlll...U.ion ana. corrunodity ai<;1 o1· aoout $45- million! 

11 • In ·fact, no substantial improvement was achieved in 1 970. 
Reliance on suppliers and on short-term trade credits net of repayments 
again amounted to $36 million, though there was a four-fold increase of 
the short-term credits within that category. Despite continued increase 
of the Central Bank 1 s net liabilities, by about $1 L~ million, ovorall 
monetary movements turned from a positive item of $57 million in 1969 to a 
negative i tern of $8 million in 1 970: a total change of $65 million. An 
uneasy equilibrium was ·achieved only through a temporary improvement in the . 
dollar value of exports by $14 million, thanks largely to· better tea prices, 
and through a $54 million cutback of imports to $392 million, from $446 
million. Import value had only once fallen so low in the 19601 s, in 1961 • 
Within that reduced total, the absolute level of food imports increased, 
and therefore the level of non-food imports was compressed in a truly 
drastic manner. 

1970/71 : Development Grinds at a Halt 

12. Following the May 1970 elections, the UNP was replaced . by a 
coalition Government which had come to. power on a platform combining 
populist, sinhala nationalist and left-wing slogans with promises of 
improved consumption. In particular, it had explicitly promised the res
toration of the second ration of rice, the suppression of which had been 
one of the UNP Government 1 s few substantial attempts at reducing ccnsmnption. 
The Government had also promised to deal decisively with t.lle unemployment 
problem. These diverse promises were probably irreconcilab;:t.e in any case, 
but their contradictory· nature was particularly palpable· in the context of 
the bala.."lce of' payments crisis with which the new Government immediately 
found itself confronted. In the event, an,.d despite some strongly worded 
public statements (notably in the 1970 budget speech) about the need for 
belt-tightening, the Government chose to sacrifice the employment · , 
and the future in general, to 1mme a . e consump 1on gains. particular, 
as proposed hi i ts elect lon platform, it rest ored the second measure of rice 
ration, albeit charging for it Rs 0.75 per measure- i.e. about 70 percent 

. of the domestic procurement price. 

13. On the revenue s ide, ver little additional effor t uas 
Large banknotes were exc ange a gains t new ones , ut out of t he Rs 1 00 million 
additional income tax the Government hoped to obtain through this forced dis
closure of 11 black money-J1 , only Rs 22 million materialized. · The Government 
announced its intention to introduce a "capital levt' but no ac~ion has yet 
followed, though of course the announcement itself affected private sector 
confidence and inves·tment activity. Much later in the year, in May 1971, 
bus, rail and air fares were raised. These measures were commendable in 
themselves, and because ~hey represented a breach in a long-established taboo 
which had kept bus fares constant since 1953. However, the raise was not 
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enough to elimj_nate the operating deficits of the CTB (buses) or of the 
railways, nor even to reduce them substantially. 

14. The only major new tax measure actually implemented (not incl ud-
ing the buoyancy of thetexisting taxes) does not appear in the Government 1 s . 
fiscal statements prope • That was a substantial upward revision of provident 
fund contributions, bot of employees and of employers, thanks to which the 
net current surplus of the provident funds increased from Rs 97 million in 
1969/70 to Rs 1 72 million in 1970/71 • Though in the fiscal and national . 
accounts these contributions appear as private savings, by their compulsory 
nature they are truly a . tax, and are most probably treated as such by 
employees and anployers'alike. They were by far the most dynamic quasi-
tax element in 1970/71, ·and in view of the sorry state of the budget, their 
contribution was extremely welcome. Nevertheless, one cannot help noting 
that they constitute an unselective employment tax, with a perverse resource 
allocation impact on em~loyment. 

15. To add to the country 1 s inn:nediate problems - and to point to the 
urgency of dealing with the unemployment or·-youth - an insurrection occurred 
in 4Eril 1971. · We have little reliable knowledge on its motivations or 
extent; rsur; is quite clear that almost a e insurgents were belo the 
age of 30. The actual destruction wrought by the insurrec ~on seem to have 
been qU!te minor, but economic life was perturbed for about a month, and 
defense and security expenditures doubled, from an admittedly low starting 
level. · 

16. The Government nevertheless managed to stave off an· economic 
crisis, but thrQugh a combination of · mea further mortgaged the 
future. ev·~~~~~~~~~~~~ww~~~~~~~~~~~Ers~a: 
-tiBily because the normal buoyan.cy of internal taxation was offset by the 
fall of taxes on foreign trade. The fall in receipts from import taxes was 
an unavoidable consequence of the compression of non-food imports, in turn 
rendered unavoidable by the balance of payments crisis and by the Government 1 s 
decision to protect food consumption. The fall in export tax receipts was· 
a consequence of the continued downward trend of exports. Current expendi
tures grew mostly according to trend, with two exceptions: as noted, s~fen~ 

. oytlay§ doubled, frcm Rs 92 million to Rs 188 million, and ~oGI e tte&il.._dies . 
iJl -.._ bout Rs 30 million. In the budget, the increase is from 
Rs 324 million to Rs on, but about Rs 150 million of these are due 
to the inclusion of FEECs in the cost of sugar purchases for the first time 
in 1 970/71 .11 

llor course, if this correction is made, the budget figure for receipts from 
imports must also be reduced by an equivalent, amount. N .B.: 1970/71 figures 
are revised prel~ninary estimates, subject to some further revision. 



- 6 -

17. . As a result, j current Government savin~ rr .fell by Rs 308 million 
and, for the firs t t ime, bec&IIG negat~ve. Tne fiscal year ended with a 
net deficit on current account of Rs 124 million as against a surplus of 
Rs 1 84· million in 1969/70. If provident fund receipts are treated as 
current revenue, the c~rrent surplus fell from Rs 281 million in 1969/70 
toRs 48 million in 19~/71. . 

18. The budget estimates had included :a stepped-up investment effort, 
and Rs 180 million for ·a crash employment pr ogram. Overall resources were 
clearly insufficient for implanenting that progrrun, given the choice not to 
curtail either current Government expenditures or pr·ivate consumption. 
Despite a large increase in its foreign borrovr.Lng, t he Govern~ent only 
managed to stave off a balance of payments crisis, and to respect the con
ditions imposed by the IMF under its standby agreement, notably on Govern
ment b~··1k borrowing3' by dras tically redu.ci ng capit al e.x.pendi tures. 
Acquisition of real assets by the Govermnent proper fell from Rs 4.59 million 
in 1969/70 toRs 274 million in 1970/71, the lowest since 1964/6.5; in real 
tenns, undoubtedly the lowest in the decade. Considering the incompressible 
salary and administrative elements in the investment progra.Irl, real additions 
to productive .capacity must have been negligible. The rupee value of the 
investments of public corporations and of departmental enterprises were better 
maintained, though in part only because of accounting changes (notably in the 
treatment of Foreign Exchange Entitlement Certificates /FEEC7). All in all, 
though no reliable figures are available yet, tQtal public sector investment 
was the lowest since 196§/6:l in money terms, a.iid in ~eal terms probably t he
lowest ih the p~ decade. The p r j ya+e ~~stor, discouraged by the uncer
tainty surrounding its role in the GoverTh~ent 1 s development scheme, also 
reduced its productive investment to the completion of ongoing projects, 
though unproductive investment, essentially in housing, proceeded at a 
brisk pace. The inadequacy of productive domestic investment relative to 
~he needs created by grovrlng population and falling export prices was the 
major cause of the lack of real ec · c roaress and of t 
since the early 195 s, ye the real value of 
now fell to the lowest 

Financial Operations in 1 970/71 

19. Curtailment of investment eased the pressure on the budget by 
reducing the need for funds . It also permitted the Gover nment to use the 
private saving$ r endered available by the fall in private investment. The 

·."'('···· ·. Goverrunent 1 s domestic non-bank bor rowing (adjusted t o exclude bor rowing 
from provident funds, whose resources are in the nature of a quasi-tax, 
and which had also increased from Rs 97 million to Rs 1 72 million) doubled, 
from Rs 169 mil]_ ion to Rs 344 million. Nevertheless, the remaining gap was 
almost exactly as large as in 1969/70 when Rs 420 million had been obtained . 
from the banking system. In 1970/71 , such continued monetary expansion would 
have gene:c-ated unbearable balance of payments pressures. It was also forbidden 
by the standby agreement with the lMF, which limited to Rs 88 million the 
Government's bank borrowing. ' That is in fact exactly the amount the Goverrunent 
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borrowed from the domestic banking system, though the total expansionary 
impact of fiscal operations was Rs 18 million larger, because Government 
cash balances decreased by -that amount. The remainder of the gap was 
covered by foreign borro~7' which increased to Rs 560 million, from 
Rs 220. million in 1969/70.-

The Balance of Payments in 1970/71 

20. The budgetary situation and the fall of private investment 
made their impact felt on the bal~ce of p~ents. Unfortunately, 1971 
data are not yet fully available;- some confusion, · which needs to be 
cleared up, still surrounds even the 1970 figures. Nevertheless, it seems 
fairly clear that imports, which had fallen from $446 million in ·1969 to 
$392 million in 1970 remained aL11ost constant in. 1971 • Their composition 
is kllOW1l only until June. , Ho-w·ever, in the twe: ve montlts E:!Hling September 
30, 1971, there was a marked increase in the Food Commissioner's imports, 
and despite some tightening of restrictions on the import .of subsidiary 
foods, there may have been some further increase in food L~ports over th~ 
calendar year 1971 and consequently some fall in non-food imports, notably 
of capital and current production goods. At best, these remained constant 
at their depressed 1970 level. Part of the compression of non-food imports 
was an automatic consequence of the low level of investment. It was further 
aided by a slight tightening of iniport controls, particularly early in the 

- second half of 1970, when open general licensing was ended. Li~ensing for 
1971 was ,on a fairly liberal basis, however, though 'With the proviso that 
beyond Rs 200,000, individual private importers should arrange for trade 
credits of 6 months up to Rs 900,000 and longer for imports beyond that 
value. These credits often proved unobtainable, as foreign lenders became 
wa:ry of increasing their exposure in Ceylon.- Nevertheless, private indus
trial production does not yet appear to have been substantially constrained 
by the shortage of imported raw materials. The position of the public 
sector corporations with regards to current production imports was actually 
eased. The import of capital goods was often much more difficult. 

21. The increasing difficulty of contracting new credits is reflected 
in the balance of payments. The net use of short-term trade credits fe~l 
from $24 million in 1970 to $4 million · iri 1971. The use of supplier credits 
of one year and longer remained roughly constant, at $15 million. One must 
stress that considerable uncertainty surrounds these credit figures; but in 
any case, the_ net use of short-term trade credits involves a constant expansion 

!(The 1970/71 figures includes Rs 1 00 million out of the total $25 million 
Chinese loan, as well as large supplier credi rs=--ror food purchases contracted 
towards the end of calendar 1 970. 

Y All figures for f 971 are preliminary est:Unates; some of them are quite 
conjectural. . 
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of gross borrowing v-rhic, , with stagnant or falling trade, must rapidly 
reach its limits even if no creditvmrthiness problem arises. Gross 
Central Bank short- term borrowing, still an important resource in 1970, 
to the· extent of $14 million, turned into estimated net rep~ents of 
$11 million, a differelce of $25 million. Export earnings fell slightly 
in dollar terms. I 

22. Changes in exports and imports very roughly balanced out. 
Because of an improved 'services account, which reflected gains from the 
nationalization of bmL~er sales, the overall c~~ent deficit decreased 
slightly from $77 million to $71 · million. Normal ai'd utilization, from 
the Aid Group and from ·Eas t Europe , remained constant, at about $50 million 
(with a slight shift in ' composition away from commodity aid to project aid). 
Various small improvements (such as a reduction of repurchase obligations 
from the n~IF), together 1iith the improved current account balance, just 
about offset the $20 million fall in the net resources brought in by short
term commercial borro1dng. Thus, taking all the usual balance of payments 
accounts together, their overall net impact was a deterioration of $25 
million, as compared tO 1 970: this corresp·onds to the forced $25 million 
shift in the Central Bank 1 s net liability account from $14 million to $11 
million, i.e. from an increase to a forced reduction in net indebtedness. 
In fact, that deterioration would have been much steeper had the Central 
Bank not been able to reschedule t 8.5 million due to British banks and 
$5 million due to the.Manufacturers Hanover Trust - a rescheduling no doubt 
helped by Ceylon 1 s palpable inability to repay these ,amounts on schedule, 
demonstrated by its temporary default to the KfW in December 1.970. 

23. The balance of payments could clearly not absorb this deterioration 
· of $25 million.· Foreign exchange reserves couid provide absolutely no cushion: 
the Central Bank's liquid reserves generally fluctuated around $5 million and 
stood below $3 million for two successive months. No doubt, it would have 
been possible to avoid a crisis, had the Government decided to cut imports 
drastically. HoHever , one must not;e that the short-term effectiveness of 
import restrictions is impaired by a serious lag. · Restrictions bear on new 
orders, while payments are made on behalf of shipments effected one to twelve, 
or even eighteen, months ago. In the event, the crisis was avoided without 
a:ny tough economic decision having to be made: Ceylon obtained a credit of 
$25 million from China, in convertible foreign exchange, untied, and interest 
free.ll In a very real s ense , Ceylon's debt service to the Aid Group countries 
was paid by China, who thus provided fully half of Ceylon 1 s total net aid 
receipts. 

1 
-Maturity is likely to be ten years, but repayment modalities have 

not yet been set. 
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1971 in Summ~ . / 

24. . J.971 11as t:be 'mr s+ ;year of a long from every point of ~ ...- ~ 
viev1. PuhJ i c saving§ and anaral l investment, · inadequate throughout '~ 
the past decade, ~ d.rlamatically. J!n8inT;tlgyment, a maJor al target 
of everybody's concern, /inc ed in the short run, and much was done to 
ensure its further rapid increase in future. orts and im orts continued 
their downward drift, particularly marked for capi t goo 1.mpor s. e · te 
the Government 1 s borrowing from every available foreign source and encourag-
ing the private sector to do the sa~me, and despite the rescheduling of · · 
a sizable part of short-term public foreign debt, foreign payments w~re 
~~tinuously in a s t.at e '?f nea~is, and .fyll crisis wa§.. avoided only 
tbagk~Q_llii rnn6:XPected, unprecedented and possibly ~gue Cb.aQs~an. 

The Future and the Five-Year ·Plan 

25. The Five-Year Plan, presented in November, reflects the Govern-
ment's concen1 at this ~ituation. It correctly identifies the joint problems 
of resources, prices and standard of living ~ as the main obstacles to be over- ~ 
come - though in the past too, correct diagnoses have been made, and not 
followed by sufficient concrete measures. In the words of the Prime Hinistei· 1 s 
foreword, "In the first place, there must be a greater emphasis in the patter~ 
of national expenditures on investments. ••• Secondly, it is nece:s~ to ~ 
.:understand the rgl e o£: prices ip the §CQJ;;lQJQ;ig S¥Rtem • • • -u: we wnt ""Chillies 
to be grown the eople must be re ared to a a · ch will brin~? a ±"air 
income o the grower o c 1. 1.es. • •• We cannot afford to consyme today al 
t1ia.t we produce wi 'flhout makmg provision for the future. That was· the 
policy of the p~st and that policy has clear_ly failed. 11 

26. The Plan proceeds to .~efine and quantify the main steps required 
to implement these resolutions. It concentrates on the need to rais.e public 
savings. This is all the more correct as the role _attributed to the productive 
private sector is modest, and - given the restrictions and uncertainty sur
rounding it - the chances of its fulfilling even that role are low. For the 
public sector, the five-year investment target has been fixed at Rs 7 billion -
rising from Rs 1.1 billion in 1972 toRs 1~79 billion in 1975. Strictly 
comparable figures are not available for the recent past, and not given by 
the Plan doc1llllen ts. HoH·ever, it seems fairly well established that the total 
public sector investment was not much more t han Rs 700 mil l ion equivalent 
in the fiscal year 1970/71. Of t his , Rs 274 million wer e Government invest
ment proper, Rs 89 million the investment o.f depar t mental ent erprises, and 
the rest mainly the investment of public sector corporations. 

27 o According to the Plan document, that investment total and the 
growth it generates would suffice to absorb all new entrants into the 
labor force, about 550,000 during the period, and also to bite seriously 
into the unemployment backlog, also estimated at 550,000. In fact, that 
estimate was made at the end .of 1969. By the time the Plan gets under way, 

/ 
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the recession of the past eighteen months will have raised the unmaployment 
level much higher. Furthermore, the Plan is rather more optimistic about 
the employment implications of its investment and growth targets than the 
Seers Mission . (or indeed, more optimistic than its own working doc~~ents). 
The Plan is also more optimistic about the growth implications of its 
investment target than we can be - unless resource allocation and utiliza
tion are drastically improved through measures which have not yet been even 
identified, let alone implemented. Nevertheless, even if they did not 
quite fulfill the Government's aims and the country's expectations, the 
planned investment level would probably stabilize or even sli~1tly reduce 
unemployment, and prepare its future re·sorption. In terms of its impact 
on employment, the investment target is · an acceptable minimum goal; but it 
is no more than the minimum acceptable goal.- ·. · 

28. To meet that investment target, the Plan proposes additional 
taxation (including higher prices on Government sales of consumer goods) 
.of about Rs 410 million in the first Plan year, 1972. If - as the Plan 
specifies - current expenditures are to rise at an annual average rate of 
only 4 percent, such new tax measures would' indeed meet the Plan's first 
year resource requirements. However, Q~Less the new taxes were of a highly 
elastic nature, major additional tax efforts would also be required in each 
subsequent year. · · · 

29. The Plan contains many other proposals, scme sensible and well 
thought out (including many of those in the agriculture field), some 
interesting but sketchy, others highly questionable, notably those con
cerning the establishment of large-scale basic industries. The need to 
promote exports is rightly stressed, notably non-traditional exports whose 
target growth rate is roughly 50 percent per annum, but not much constructive 
thought has yet been given to the meru1s of achieving this. In the recent 
Economic Mission's view, export growth would require a series of specific 
measures on research, marketing and promotion. The Government agrees with 
this in principle, but it seems to be unduly conservative in its thinking 
about the magnitude of the effort required to achieve the desired result, 
and also to be more concerned l~th the setting up of co~~odity groups and 
boards than with more concrete steps. More fundamentally, the ' Government 

. has not yet come to share the Mission 1 s view t.."'Lat practically all exports 
must be made much more profitable, ~~th the possible partial exception of 
tea. 1~is can be achieved to the desired extent only by giving exports 
much higher effective exchange rates-for their earnings. TI1e tax privileges 
now contemplated are minor, and will affect exports only marginally, if at 
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all.l/ As for the ambitious target for the development of small industries, 
whose output is expected to double by 1976, its implications have probably 
not been adequately thought through nor can it be implemented with the 
modest and somewhat hesitant efforts at research, extension and assistance 
that are being planned at present. 

30. The Hission has also arrived at the vie~ that ·rational develop
ment policies "Will be uell-nigh impossible as long as the price system has 
not been drastically reformed. At present, prices are inextricably distorted 
by a complex array of multiple exchang~ rates, taxes, and subsidies. Eco
nomic benefits can be approximated only very roughly, at the cost of complex 
calculations, and they rarely coincide 'With financial rev.~ard. Furthermore, 
the public sec:tor, which is to play an increasingly important role, uses 
wholly inadequate and haphazard accounting practices, which have li tt.le 
beal~ing on its act1•aJ performance even ~der the existing price SJ~tom. 
The Mission has repeatedly stressed these points in its conversations with 
the Government, and has elicited sympathetic agreement. There is, however, 
no evidence of concrete thinking - let alone measures. - concerning these · 
problems. 

31 ·• The Mission also partly disagrees with the Goverrunent regarding 
the lines in which import substitution is desirable. ·of course, rational 
and effective :Unport substitution policies also depend on a reform of the 
price system. Even among agricultural import substitutes, the pric.es paid 
to domestic producers are now arrayed between 70 perQent and 400 percent of 
the import price. In the industrial field, past import substitution was 
highly import intensive. Partly in reaction against that, the Plan stresses 

1 
-The multivalence of the Government's attitudes is well illustrated by its 

stand relative to the applicability of' the income ooiling to export earnings. 
Planning Ministry officials told the Ivlission that export earnings would be 
exempted from the Rs 2,000 per month income ceiling, and that they were 
counting on this to be a powerful incentive for developing exports. 
Ministry of Industry officials told the Mission that export earnings would 
not be exempted from the income ceiling. When we reported this back to the 
Ministry of Planning, we were told that the Hinistry of Industry were 
mistaken, and would be so advised; · the Cabinet had expli.ci tly decided to 
fully exempt export earnings from the income ceiling. Despite these 
assurances, we also asked N. M. Perera, the Minister of Finance, hpw the 
matter stood. He informed us that export earnings would indeed be 
exempted from the . income ceiling, but "of course11 only to the extent 
that they are reinvested in e~orts activitieso 
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the development of "bas , c industries: steel, cement, chemicals, paper, 
tyres11 • We have not exa'Tlined specific industrial projects, but we 
nevertheless have doubts as to the appropriateness of placing much 
emphasis on such capitaJ.-intensive lines, even if they are for import 
substitution. In addition to a much higher price for impor ts, effective 
import substitution wili require a much greater amount of research and 
extension to re-orient the industrial structure tov1ards indigenous 
materials. Efficiency will also often require a larger scale of pro
duction than can be absorbed by the Ceylonese market. Thus, as in the 
case of the pr oposed production of tea chests (hitherto imported) import 
substitution should be increasingly also tied to exports. 

32. For increasing agricultural production, the Government tends to 
place much greater emphasis on extending the area under irrigation than we 
do. Together with other · outside ob::;; ervers rep!'esen"l,i.ug a wld8 array of 
ideologies, the Bank would rather stress the extent of progress feasible 
through better use of existing water resources. 

33. As far as actual policy is concerned, several constructive steps 
have been taken in the past 18 months. Notably, some genuine progress has 
been made in improving management and labor relations of public sector 
corporations. According to the agricultural sector mission, improvements 
can also be expected in the organization of agricultural cooperatives, credit 
and extension. The r~form of the education system, which is henceforth to 
lay slightly greater stress on practical skills, is b.y and large also a 
favorable development. The Government has at last made offic~al public 
pronouncements in favor of population control and the Swedish Government, 
which' has just ~ppraised the program, intends to continue supporting it. 

34. There also were a number of unfavorable developments. Granting 
.the Government's ideological option for 11 socialism", its implementation has 
been ineffective. I.ncomes are to be lj;nj ted (through the an .. 11,ounced "income 
ceiling"), but · effect propert is not · ura in further se 
of capital. Private en erpr1se l.S amstrw"lg by administrative regulations 
CLtld delays, and discouraged by pronolmcements about future nationalization, 
and by the uncertainty surrounding the Government's intentions about it. 
However, few effective steps have yet been taken. The increasing canali
zation of liaports through the State Trading Corporation, and of retail trade 
through cooperative outlets, result s i n a duplication of f aci lities, ineffi
cient dis tribution , disruption of supplies and local shortages even of 
rationed goods , and has t hus artificially created a sour.ce of major conswner ~ 
dissatisfaction. ~Government is not seen to be taking -because it is ~ 
indeed not taking - the bold ti-ca italist measures wh· · ve 
politically allowed it also to tax the o ; but it is effectively 
preventing the private sector from contributing to development. Euthanasia 
of the rentier might be advisable; but for the good of the economy, . private 
entrepreneurship must be either nurtured or killed swiftl aced. 
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35. Specific backward steps have also been taken in agriculture. 
The virtual dismantling of the paddy promotion scheme need not dq long- .. 
term har.m if it is replaced- as the Bank 1 s recent ag~icultural sector 
mission thiru{s it will be - by an equally good or better program. But 
while the previous Government had at last accepted the need to impose 
water charges, at least on Bank-fin~nced new irrigation projects, this 
has now again been questioned. Yet, according to agronomists of very 
diverse ideological persuasions, metered water charges are the key to 
improved agricultural practices and higher yields. 

36. ..A~l these questions would b~come important and some of them 
vital, if enough real resources were raised for investment. Until that 
is done, however, they are largely peripher~~· 1-/i thout.muc4 more substan
tial resource mobilization, there is simply .no hope and no possibility for 
development in Ceylon. This is why the Governmentis concern, the Bank 1 s 
studies and the Aid Gro'J.p 1 s discussions · have all focused on t..~e issue of 
resources, particularly those raised through the Governmentis fiscal 
operations. 

The 1 971 /72 Budget 

37". The 1971/72 Budget presented to Parliament at the same time as 
the Plan included additional tax measures estimated to bring only about 
Rs 330 million on a twelve-month basis, as against the Plan target of 
about Rs 410 million. (The 1971/72 Budget itself covers the October 1971-
December 1972 period, beyond which the Budget will b~ placed on a calendar 
year basis.) The Budget would have left Government savings below their 
1969/70 rupee value. It would have raised Government investment slightly 
above its 1969/70 level in rupee value, but left it in . . real terms well below 
that level, which was quite inadequate even at that time, 1-when the private 
sector still played a dynamic role. Nevertheless, the Budget was at least 
in bold contrast to the previous year's dismal performance. It constituted 
a significant reversal of a long downward drift. More important still, it 
touched a number of taboos. No doubt, many measures went scarcely beyond 
declarations of intent. Thus for the announced capital levy, or the ceiling 
on rural holdings (of which it was annonnced that it will soon be announced) 
or the ceiling on urban houses, which allows a family with three children to 
keep five houses of unlimited size. The proposed income ceiling of Rs 2,000 
per month will truly hurt the urban salary earners, but it will probably 
weigh much less heavily on property owners 1 incomes - particularly from 
landholdin~s. In any case , even that measure i s not yet impl ement ed, and 
the modalities of i t s application are not yet announced. As for the levy 
of a fee of Rs 0.25 on medical examinations, it has a mainJ.y symbolic 

.impact - though in this case, the symbol is important. Various excise and 
turnover tax rises have a stronger financial impact; but the greatest share 
of the additional revenue was to come from three parallel measures, all 
symbolically important and financially effective. 

38. The price of the second rice ration (which was restored by the present 
Government after the elections) was to rise from Rs 0.75 to 1 rupee per 
measure, i.e. close to the procurement price of rice. ·. The price of flour 
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was to rise from about Rs 0.66 to 1 rupee per measure. A sugar !'ation 
of 2 pounds per person per month was to be instituted (the avei·age per 
capita consu~ption is 3.7 lbs. per person per month, ndincluding annual 
industrial consumption of about 50,000 tons). The free market price of 
sugar was to rise from Rs 0.75 per pound toRs 1.50 per pound. 

39. The Budget was tabled in Parliament on November 10. That very 
evening it was angrily attacked in the Parliamentary caucus of the Sri 
Lanka Freedom Party, and the following day the Government announced that 
the flour price rise was withdrawn and the sugar ration raised to 3 pounds -
i.e. close to the average conswnption. These revisions reduced thB net 
impact of the Budget by about Rs 200 million on an annual basis. Instead 
of a modest Rs 1 SO million current surplus, the Budget as it now stands 
will yield a Rs 50 million deficit. ~~ile better than 1970/71, this would 
_constitute the s~cond \-;orst pcr-fo:uno.nce in a ve-.,:'y unsatisfo.ctory histo:cy. ~ 

40• · As the Budget now s+ands, the fiscal position is viable only if 
investment ~mains at last year's abysmal level. Not even a token begi~
ning can be made towards the implernentation .of the Five-Year Plan; as the 
Budget now stands, n has and can have no effective develo ment program. 
This is in fact we · recognize oy n , an e Finance Ml.Ilist.er 
has repeatedly declared that the lost taxes will be fully replaced, at, the 
latest in January. At the time of writing these intentions have not yet 
been realized. 

41 • In purely teclmical and economic terms, there is ample scope for 
raising fiscal revenues for development. The most obvious measures are 
.those proposed in the Budget, or similar ones, cutting Government subsidies. 
They have no resource allocation drawback, no cost of implementation, they 
leave no possibility for tax evasion. Of course, they have political draw-
backs; but it must be realized that, in Ceylon's already fairly equalitarian 
society, there · simply no nossibilit of raising the re uired resource~ 
without cutting dee 1· into the consumption o every ody. 0 y ne ~ 
underprivilege -the unemployed youth, t_e o , e ru.capped- can be ~~ 
protected; and these in fact seem to carry little political weight. 

42. Inasmuch as public savings will need to be boosted further in 
the course of the Plan period, the tax measures with the highest elasticity 
wotud be the most desirable. These would ~inimize the need for further 

' visible, politically distas teful moves t o impose ne-r1 t axes. The redu,ct i on 
of f ood subsidies would, by and large, be Eu.J. inelastic measure. The obvious
ness of that step should not hide the availability of many other potential 
tax revenues, often· more elastic in nature. 

43. Direct taxes may be near their practical limits, and the enforce-
ment cost of implementing further rate increase~~~ be prohibitive - although 
some increase at the highest levels might ·nevertheless be desirable fo·r 
political reasons. However, there is much scope for indirect taxes on 
consumer goods_, including services and hou~ing construction • . The relative 

. :-: 
. : . '' .... _ .. 
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simplicity of Ceylon's economy, and its heavy dependence on imports, 
render such taxes easy to levy, to enforce, and to administer. For 
instance, imported cloth can be taxed di're0tly; ·factory produced cloth 
at the factory gate; handlooms at the yarn ~nport or production stage. 
Simple 1netal goods can be taxed as imported steel sheets or copper; 
housing construction, at the door of the cement factory. Such · is the 
technical ease of enforci.ng these measures, in Ceylon's circillTlstances, 
that there is no particular rate at which these levies need to be limited. 
One hundred percent or more are not to be excluded. After all, cigarettes 
and spirits currently bear such high r~tes in many countries, without 
creating major problems. And given Ceylonts socialist aspirations, it 
is appropriate to recall that "socialist accumulation" was long financed 
in the Soviet Union by means of turnover taxes of several hundred percent 
on public sector producers of consumer goods. 

44. Bank credit financing was not at all considered in the Plan. 
In the Budget, as presented to Parliament, it was estimated at about 
Rs 200 million, on a twelve-month basis. In the context of the present 
adherence to rigid price stability, that is- quite excessive. At the past 
annual trend rate of increase in the money supply of about 5.5 percent, 
only about Rs 100 million would be perrnissible, even if private credit 
expansion remained nil. Physical shortages of current consumption goods, 
even of those which are rationed, are .already current; and the politically 
demoralizing and economically disruptive effects of such shortages are 
immense. However, if prices were allowed to rise, particularly if price 
rises were systematically provoked through the imposition of indirect taxes 
and a general increase in the cost of liaports (through a formal devaluation 
or otherwise)' the scope for deficit financing would be much enlarged. 

Conclusion 

4.5. The prescription is known., the technical means are available, 
the medicine has been prepared. The ~1estion is not even whether the 
patient will take it, for Ceylon must and will cut per capita consumption. 
The question is merely whether this -rr.ill be done early enough and boldly 
enough to raise resources for preparing a long-term improvement; or so 
slowly and so late that the inevitable decline of consumption never leaves 
any surplus for investment out of the declining level of income. 

/ 

South Asia Department 
January 14, 1972 



Table 4! Ceylon: Balance of Payments 

(In .millions of U.S. dollars) 

Goods and services 
Exports, mainly f.o.b. 
Imports, mainly c.i.f. 
Services~ 
Private transfers 

1968 

-64 
332 

-396 
2 

-2 

Official transfers and capital , · 38 
Grants ·· . 5 
Commodity aid · ;_. . _. ·: ~ ·.. 43 
Project aid · · · :· -. · 7 

1969 

-142 
321 

-446 
-15 
-1 

82 
8 
. 46 
.' 15 

30 -- 6 -· 

19761-./ 
Jan.- July-
June Dec. 

-58 -19 
Ib3 . 11·2 

-211 .··. -181 
-9 -9 
-1 -1 

27 45 
7 b 

: 18 - 26 
. 3 3 

. - · ·· - ·-· --

1971 
Jan.- JulyiJ 

Total June?J Dec.3 

-77 -26 -45 
335 -154 lbS 

-392 .-:177 -210 
-18 -1 -1 
-2 -2 -2 

72 48 33 
. 13 5 8 
. 44 17) 46 

6 [ 13) 
·14 6 9 ------ 4 - --·· - - - --·----2 :· 17 : . -13 

Total 

-71 
- 322 . 

:. -387 -.. 
! • -2 

-4 

81 
13 

;- . 76 ' 

'. 15 
4-' ~

Suppliers' credit --
hort-term trade- credlt-(~e~) · -=~~_:~ -2 
ebt repayments , : . . · : -10 :.21-----······ -- .::.. ··; -· ·-- - - - -- . ·· -···- ·-·- 16 .. __ ..........__ 

- 29 i ' -11 - ~ .. -27 
Other (net) . .. _. :. ·-I , . :-' ~ '· -4 -1 

SDR allocation 

Monetary mbvements2/ . .. 30 57 
IMF (net) ' 29 2 
Central Bank assets· ( · ·. incr.eas~) 4 12 : 
Central Bank liabilities . (- decrease) · ·:·· ' 2 42 
Other (net) I • · ' : · • ~· -6 2 

Errors and omissions ' -4 '.! 

3 

Source: Data provided by the Ceylones~ ... ~uthori ties. 

Y. 
·2/ y 

Revised. 
Provisional. · 
Estimated. 

J L • 

I 

Includicg nonmonetary gold and bunker oil. 

•, i I 

--

1:1 

18 :-, -26 
-1 -14 '' . 
-4 -1 
22 -8 

1 -3 

'if 
-v Including Cro'm Agent's net balances and Ceylon-China debit balances. 

1 .- 1 -1 

13 r· .J-l 
·· - 11 

-8 I -43 18 -25 
·-14 -3 . --:t; -=9 

-5 -10 5 ' ··- ·-5 ·. 
14 -28 17 -11 . 

. -3 -1 2. :_ 1 

10 -6 ' . 4 '' 

-
~ 

... tit" ~ .. 
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Table 5. Ceylon: Short-Term Debtsl/ 

(In millions of U.S. dollars) 

', 

I 

I 
Net Outstanding (e-nd of :period) __ _...--

___ --~- .. It:.porto Cre:di t Central Bank borrow-in 2 ( Net Change (during period) 
\One year 0 (18 . One year Up to ''-, Import Central Bank 
or · less) months) or less) five yea:rs)'l/ Totalj_cred.i~ borro-vring Total 

1967 

1968 

1969 

1970 

1971 

March ' . 

June 

August 

September 

December 
(Projection) 

•' 

18.1 
• I 

. . 15.9 
'oi 

' ..... 
21.9 · 000 : .. -

' 45. 9, 0 ~ :o ' • 
0 

; ._ 

48~3 
I 

: 0 - ~ : 4.1 
.. ,_.; . 

' -
63.2 ° 

0 0 . .0 . : : . 7.2 
0., 

~ 

69.2 9.5 

. 0 

9.6 

4.8 

43.0 

67.2 

50.4 

027.4 

•· 19.0 

66.9 10.6 19.6 

------~50.~ __ :_______ .· 40.8 

Source: Data provided by the Ceylonese authorities. 

27.7 \ 

20.7 -2.2 

64.9 6.0 

113.1 24~0 .-. 

-- 102.8 6.5 

20.4 118.2 18.0 

20.4 ll8.1 I 8. 3 

20.4 ll7.5 -1.2 

20.4 111.5 I -27.2 

( 

Y Including 18-month trade credits and rescheduled Central Boank short-term debt. 
y Excluding AsDB loans. .. · 
3/ Rescheduled. . .... 0 
5/ Estimated. Includes 18-m9nth credit. 

-4.8 -7 .o . 

38.2 44.2 

: 24.2 ' 48.2 

-16.8 -10.3 
.. 

-2.6 .. 15.4 ° 

1 

-8.4 -0.1 

0.6 -0.6 

21.2 -6.0 
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Page 4 - LE t..t~ot-~DE 'vVEEKL Y - July 1-7, 1971 

A report by· 
Jacques DECORNOY 

To the casual obsern~r. n. Sodnlist J.!Ovcrnmcnt 
whkJo! inclm!c<> a Commt!!ti c: t 1\.n<l a Trotskyist as 
J&Yinistc·rs, anJ, has c!o<;c diplom~ tic tics with i'•brt!1 
l~o1·ea, China, Cub:!. and the Pr~\'isional 1\C\'Oht:!'nary 
G~J,•emm(>nt (If :"outh Vietnam, would seem to ~e safe 
L·ora lt·fti.-t p r.~s"': n.·. 

Bt.:.t on :\p1 ii ::. t h e p.:-e>:l!e of Ce-y! o n W'lk{' un b . 
.fi:jd thcmsc:·:·cs in' the ui. ls t of au nbviot ~ol :; Lt>f l 
ins;Jircd rebellion determined to hria~ (lown Mrs. 
Slrima\'o Banrl~ran r;H:e's governm.cnt. The upri s iu~ 

sm·prised the Ccy!oucsc themsdYes, and the ~hock 
was en~n &reatl'r in the outside world . . 

The rebellion wa~ put down, with the help of 
military hardw<lrc from a l an~t· ntimb~r of forei gn 
countries. Thous::m ds of rein•lo;;-mQ,.t.i y tccna g(>rs ot· 
young~t~r~ who itad barely reached adulthQ<.'d--we;-c 
•·oundcd up at the cost of n !':till uudetcrmincd l!nm H:r 
of lives. The s~P:r.zcry was ou an tw;weccd•~nted ~ c<dc 
for an h·hmd tll~t had had JiO serious pol itic<"!.! 
disorders ~incc the mhl-19th c~n tury. 

COLO:\!BO-Ne\·.:r had there 
be~n so many ~-ot:::g p~ople on 
the ca:npus of ... .Jidy ~'..1antara Uni
\' -?r~: ty, w!li:;h stands a. few miles 
outside this capi~;").L The campus 
is fenc..:d in by a tall, double row 
of bartE"d "·i:·e, topped with 
~earchliE;ht.J :1-nd gen rd('d by armed 
men. Th~ od .:t t hing is that the 
guar<!s o.:·e · 2.l1 (·1~1. and the per
sons inside all youn g, mostly be
tween sixte;:n an·.! twenty. Vidya
lankara ha3 in fact- brr.ome 
Ceyio:1's prir~cip<"::. l p:·ison camp 
wh.:re young pcoi) le rounded Uj) 

after the arn:ed revolt which 
broke out on April 5 are beir<g 
held. 

In a:: about 10.000 youngste:·s. 
boy3 and girl3, are being held in 
catlips. :\lost of them are rebels, 
cprn1y o:.- poc entirt~:y oppo~e-d to 
the "order, imposed by a govern
ll!en t •,•:hlch ls made up of "so
ch!is·.~." .pro-:!\Icsccw ''Commu
nists, ::tnd '' Trot .:.kyists" rejected 
by the Fourt!-1 Intcmat.ionaL 

Bei:-tg yot:r.g in Cc-y:on can nt 
best. n;ean hav i i6 to put up \Yith 
1JC'ing harnsscd and p:ts~Hxl around. 
At ..,~·ers t. it n~ay m~J.n torture and. 
de:-tth. In the .s0u Lhc:-n fortrc:~s.
city of Galle th is co:-respondcnt. 
.saw thrc~ "ter rorists" who had 
just bct'n a:re~tcd by the poli~e 
and wPrc b.:m~ taken away. 
"They'l l be ki!led this evening 
and their bodie:; thrc~m in the 
river." commented a lo~al in
habitant. 
, The police had n.l·Jv·ays been 

rletcsted in Ceylon. Dcployect 
with frequency by e. so-called 

Le Mond<.! correspondent J:trqucs bccornoy, who 
··spent some time t~lkin!; to both :;ovcnunent rrp
; r-!scntati\'es and people in close Lundt with the young 
•·rebels, is convinct'C that ~- guerrilla movement was 
born, pcrhltps prematurely, on the night of April 5-G, 
and th~t the government will ha,·e a long, hard 
stn•g,Ie to rnaint~in its position. 

F.conomic a:nd political mi.:;management has char
acterized all Ceylonese governments ~incc the island 
was granted independence in l~H8. The Janata 
Vimukta Pcramuna (People's Liheration Front) revolt 
seems, in retrospect, to h:we been a naturd con- . 
sequence of the persistent political myopia of Ceylon's 
leaders and their syste111atic refusal to tackle the root 
causes of ·the Island's disastrou5 economic situation. 

pro~;Tess:ve government, they are 
now !.:-c.:,ng openly com;_-~ared with 

'the lat~ H~itian pres~dcnt Fmn:;ois 
Duvalicr's not-)riOL:s "Ton tons :-.ra-

. coutcs . ... , A fe;;· example of their 
acti··o'ities suff:ce to drive the 
polnt h~me. But it would be 
wrong to im~gine that they a:e 
merely is0lated ln.stnnces of police 
~xcesses. · 

In the. vill::Jge of Kat_agarama in 
the south. a young girl was stripped 
and killed 0:1 the spot; at 
Akuressa, a1so in the south, two 
voung per£ons were shot in pub~ic 
~nd left for dead, but they died 
only later when their bodit-s were 
set on fire. At Kos:;oda , two 
bodies were strung up · for P'Jb1ic 
vic-•.v fo:- several dnys. An as
s!staat lecturer in geography wr...'l 
so badiv b'?at<m u;) that he d ied in 
a Kandv ho~pit::\1 , and a history 
stuc!ent 'was tort u1·e<i !cr two d3.ys. 

A vo~ng man was beaten up in 
Bandaragama, the solE:s of his 
feet cut oprn and the wounds 
fillrd uo with chili powder. An
other youn~ m an, picked up in :\ 
road outsi(\ e Colombo. was tort~tr
ed and thro\\ n into a nest of 
giant re-d ants. 

The rebei Janat:1. Virnukta Perr,
mtt;l:l. (JVP>-People's LibN::s.tioa 
F:-ont-has minted a nC'·s slcgan: 
"The police are <logs, t:1e soldie:-s 
are comrades. " ·It may be nn 
attempt to clrive a wecl ti e between 
the t·,Yo forc e.=; of repre~sion, but 
it is gener:tll~! true that the Ceylon 
Army has been bebaving in a le.3s 
beastly fashion. 
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Armchair leftists pontificate 

How did this "happy" 1~1and, 
where tourists soak up U1e sun on 

. beaches and child;·en with some 
schooling live far bett.er than 
their counterpa rts in neighbou!"ing 
India, this land which had 
hitherto e:-:pcr!enced no major 
crisis, plummet into such dep ths 
of unbrid:cd violt.!r-.ce? Nobody 
had fore~een the coming 'storm, ' 
although the clo:...ds had been 
building up for a while. 

Ceylo!'le..:;e poliUca1 1 e ad e r s, 
v;hcther se!f-pro~h~med ri:;i1tists 
or armchai:- leftists, and foreign 
observers alil~e. t P.nc!t:d to examine 
the situation as tl1oi.lgh it were a 
theoretical exercise. Inst-ead of 
studying what was happening in 
the countryside r.nd the hills, they 
lucubrated on the basis of western 
standards, using il:1po:·~:ed argu
ments, be they conservative or 
Marxist. 

It is hard to say which group 
wa.:; most blind to whrtt was real
ly happening in the country: the 
pro-l\1oscow Communi~ts . Prime 
1\Iinister Sirimavo Bandaranaike's 
poEtical cronies, or the trader 
class. 

In Colombo tociay, the haves
and these are not jL~st the rich, 
but all those ,,.;:~o have any eco
nomic or offici:tl we!ght-d J not 
know what to make of it all, and 
live in a wor:d thut alternates 
between fantasy and punitive 
zeal. 

"Colombo is Saigon." one 
shrewd observer remarked. The 
comparison is apt, if the capital 
is se-en as a sym!)Ol of the "old" 
world fortress whose walls have 
to be . battered down. However 
the go\·ernment. thr>.nks to its 
civil service and its schools, has in 
the course of the years spread its 
·"bourgeois" nnd bureaucratic val
ues all . throughout the island. 
Colombo had, in a \vay, reached 
out into the farthe;;t village. 

\Vhat is happening today is 
that the whole concept of po!it
ical life, of the relations between 
perso:1s. in short of the entire 
social structure, is being stormed 
by a tiny vanguard of young 
people. 

The governm -nt apparently 
held together, but it was rocked 
to its very foundation, for the 
youn;:; rebels have to be regarded 
as convinced and efficient revolu
tionaries \'v'hO cannot be fobb~d 
off \Yith a papered-over parlia
mentary far;ade. "They could 
have begged for job3, •· said a Ce y
lonese who has contacts with tile 
rebc:ls, "when the 'left-win({' go\·
ernmcn~ WUf eLc~ted in 1970. But 
they refused t'o becon~e part of 
the system." 

The rebe1s are challenging the 
present cour!jc of Ceylon's history 
and the future that is ·being pre
parcel for them. in their name. 
b v the governm~~1t of brown ~a
hlbs •.;,:ho in l iJr)t! cons titutior.ally 
stcpp~d into the white sahibs' 
l:ihoes. 

In !act, ind£>pcndence m~nnt 
little more tho.n replacing tl1e 
Union Jack \Yith the Lio11 ram
pa.nt. for since th~ Th!rties Lon
don had been putting tog~ther ,in 
Co!ombo a so~ial group J.:eer. orl 
safcguardin~ British interests, 
a group domina teci by very po·.ver
ful family clans \Yhich had not 
n. little bit of tl-:e old feudal 
instincts. 

The r~volutionary groups were 
not inactive. but were divided , 
concentrated in the capital and 
incapable of pln:mizing the Ta
mil tea plant:ttion wor~ers in the 
hill country. Their leaders, all 
scions of an~licizec!, m ~ddle-cla ss 
famill~ soon eat importar:t pc.sts 
within the ;;over:1m~nt and for 
the most par t chc~<:e a parl i::l men
tary alliance with the "progres
sive nationa l bourgeoisie." 

They got t:! ei r c~:an,.ce ln the 
Fifties wher~ ti1e t:-ad!ticnal Ri ght 
split and tJw . gToup he::tded by 
S o 1 o m on Dias Dantiamnai~e 
emerged as the domir.<mt political 
power. 1\lr. B3.ndaran~ike. hus
bar.d of the present premier, was 
assassinated while he was in 
office. 

~1r. Band::uanai!<e cashed in on 
his :1bility to influence the rur8.l 
population and the Sinhalese 
masses. Ee cmpiJasJzcd the wel
fare state. S0ct2..i~m in h is eyes 
was turning the populatio:1 into 
wards of the s~a te·--cut rate !Jtlb
lic services. free gifts of rice-and 
nntiona!ization of a few indu~
tr ies ~nd pursuing t~1e poli~y 

pr~ctiscd by t:.w prec::din~ gov
crmr.ent of p•·oviding free . and 
universal ed11eatio!1. Sinhalese 
became the officin.l lnnz ung0, but 
English rer!Htbed the real pass
port t:J soc ia l success. 

\Vhile :\Ir. BP. r.duranaike's pol
icies helped d~::1p down certain 
resentments, thPv cont ained in 
thcmsel·1es the seeds of later un
rest. As for genuine reforms af
fecting the land structure or so
cial relations In rural life, no at
tempt was made to enforce them. 

In this period the parli~men
tnrv me~hanism ,,·as still fu nc
tim1ing properly. t!nd in 1965 the. 
Hight cameo l:'r.ck to pow~r. Just 
the vear before. a yo~ng Cey
lone5~ returned to t he island. un
perceiveJ by everybody except by 

a fe,w Soviet specialists in the 
prob.cms of developint~ nations 
and ~erhaps by the govemment 
intelligence services. Rohan Wi
jeweera was his name. E·,en he 
at ~hat time could not have 
known . he v.·as goin1 to become 
t_hc secretary-g: ner>l.l of a pcopie'·· 
h?eration front and th:1t wi~r~ 
Ius party friends. he would. tcu~il 
off ~n ~rmcc! rebellion i!l u~n. 

Of 11Hddie-cbs3 0 ,. ;,...1·115 t ·n 
I · •s , e son 

o a. fo~nder of the Cevlon C ·-
rrun· ~ t P t . on, : ,_, ., ar Y, he rcfus~d when he 
\\ :t.s QUi~e young to l.:arn En er r 1 
It was ~1 t · " lS 1• . .. 1e 1rst break with an 
establ!~hed l~ i~turic t.mditlon He 
went to l\Io.scov,:'s LUiuumba. tJ~i-

versity where he studied m~dt
cinc for four years. Althou!':h he 
wns a pro-Soviet Commun:st. his 
contacts with Communis~s frora 
China and other countries k:d 
him to set up :m "anti-revi."ion
ist., ce 11. He came back to Ce \·
lon in 1964, b~it ~on!d not rctm:n 
to :Moscow to fi~1i ::h h is st'.ldies 
because the Su·;iet governn~ent 
refu~ed to ren·:;"; his visa. He 
became ~, milit.:nt pro-Pckint:; 
Comrr.unlst in Colombo. bu t ap
pears to have left th~ party in 
1966 t2-kir.g with him several 
officia ls. 

The nc·,v n'...:>vcment which he 
headed was born within the .3in
h:t.ese masses. and its id co!o;:;y 
was concei\·ed in that co~tfxt 
n!one. A new situaticn W33 cre
ated, a situP.tion chan:cterb : j bv 
a number of t>pW,<> : youth ugains.t 
the older gcn~;ations. Sinl1::.iese 
culture versus westernized cul
ture, d iplomas and c!egr ::es ver
sus a system incapable of honour
ing them. new le:"tist m il itants 
n~ainst the govcrnm~nt and also 
a gain::.t. the old left-\'.·ing parties. 

Ceylon's pea~ant ~''Jpulat!on 
was not directly inYoh·ed in the 
JVP re\·olt. even if in yarious 
regions, cspecb lly in arras '.\'!1cre 
the so-called low caste~ predom
inate., they were politicn1 ly sym
pa thctic to the aims of tr.e rebels. 

· The party's your..ci ayant-ga rdc 
was made up of rural dements 
and b~3etl in the co:1ntry!:' ide, but 
,,·a.s not intcrrnted \Vith the 
rural po;:>ul ~ltiun. Th!:-. cr~ ·.v 
uoon the JV P st!·ictnres ft\.1111 all 
u1e left -win e; pa rt ies. incluci in(, 
the pro-Ch inese Co!l1munists. who 
char~ed the r eb!:'ls with being 
.. petty bourgeois adven turers, 
and E:V<2n "fascists.'' 
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Youngsters trait:! for guerrilla 'vur 
The JVP did not fit ntH' of the 

cla~sic moulds of the pr~lPtariat 
thev had learned about ~mel t!; e 
tn>.ctitional Left con:;equenUy re
sisted it. The Marxists scoffed 
at the ic1en. of these "intelkctu
als" from po0r to middling p::as
ant home'> IJrrtcl~ding to b elong 
to the pro~etarint. . In their eyes. 
the rrhels' "pntsrhlst ten<l <'nr le5 
coukl only ,p::.1y : . • to t!le h:m C.s 
of tlle Hi~ht." 

But, in tact. the typic~~l JVP 
member had workt>d on h is family 
farm before joining the party. 
He was neither lazy nor starYing. 
but that d id not mean he had no 
worries. With the schooling he 
had received. he had hopEd to 
become a regu larly paid em
ployee. either in the government 
or in the private sector. But all 
these doors were closed to h im. 

In fifteen years, some 2 mil
lion youngsters passed out of 
schools and colleges, but only a 
tiny num~er among them were 
able to find w::d: in go\·ernment 
offices or in industry. An over
whelming majority of them mere
ly swelled the r2-nks of the unem
ployed, for only some of them 
found cmploym~nt on famil~.' 
!arms and estates. 

Mrs. Bandaranaike's gov~!;n-: 
ment says that half the numb~r 
of "terro::Lsts" arrested h r.d j0bs 
before the April r ebellion. This 
is probably true. but it oniy goes 
to show that the young peo;:Jlc 
were r.o lm1~er content \;·ith ~.::t 
ting any kind of work. Tl:ey 
have gradually become rt.:mv;n2ed 
that the pre;:,~nt regime cannot 
find a place for them in t l1e na
tional economy, and h ave Ul-?:e
fore drawn their O',\' l1 re·,·o iu
Uonary con~lus!ons. The y;holc 
present-day social structure must 
be torn dov>n and replaced with 
a ne\v, radical form of socialis::n. 

Co:ombo's leftists failed to un
derstand the changes th~1t ·wc!·e 
occurring. \V;.'1ile they reasoned 
alon_g tradi~!cn a l lines. the JVP 
ranks grew until they report:dly 
numbered about 100.000 militants 
and officials. Accordin.~ to one 
JVP sympathise r. about 20.000 
youngst ers were g:ven short and 
secret courses of guenilla instruc
tion. 

The JVP movement re~na i ned 
a well-kept s::cret until abvut 
April 1970-onc ·month before t:1e 
g.;:oneral election which s\vept :.Irs. 
BanJaranaike into power. The 
Colomho newspapc ._., did not take 
the movement seriously, as usual 
preferring to rely on "police 

sources ·• rather than undertake 
their own inr~sti g a.tions. But in 
April they began to pul>:ish items 
about "terrorists" being trained. 

Police files referred to them
absurdlY enough-as "Chc Gue
rarists .~ but the label stuck and 
C\"'C ll the pro-Peking Communist 
Party used it. Rohan \VijZ\vee
r'l·s n:-tmc suddenlv tn:lde news 
wbc:-1 he ·;\' n 3 :1!Testl' ct Thnt ar
n. ~ :- ~ntl ·: \'::ts the moment when 
t!:c J\'P 'ci ec· il! cd to come out of 
hiding. 

,When the JVP, entered the elec
tion fra·:. its mi1itants knew the 
purpose· wrts not to support Mrs. 
Bandamn:tike's "left-wing" coali
tion, or to set up a pressure 
group within the parliamentary 
svste:n. The idea was to make 
sure that all the old opposition 
candidates who had rn1li2d round 
1\Ir.:;. Bandarallaike were elected. 

So the young people voted 
heavily in faxour of the "Left." 
From now on, the go~·ernment's 
failures. setl>:tcks and excesses 
could no lon ger be laid at the 
door of the Right, and the old
time poli ti cians wbo had been 
clamouring for "Socialism," 
"Trot~kyi~m" or "Communism" 
wot.:.ld. be held to their respon
sibil itil"'s. The country would then 
learn that one part of its ruling 
class n~d simply been replaced by 
the other. 

Shortlv after the elections: 
Rohan \Vijewe-era was released, 
and the JVP organization con
tint:ed to worl~ behind the sccne5 
preparing its militants. a waken
ing the !'Ur:::tl Sinh alese masses 
and setting up a tight system of 
cells. The morement had its 
roots among the natire Sinhalese, 
reflecting their repressed nation
alism. But in the middle of last 
year. the JVP b?63n to broaden 
its base. tacklinr; other groups· 
without which a revolution would 
be ";'.· e ~ l-nigh imposs ible. City in
dustrial worl:ers and the Tamil
sp-ertkinr; tea plantation workers 
were now courted. 

This expbins the important 
meeting h sld on a tea plantation 
las t Nonmbcr r,·llen police bullets 
killed two workers. The meeting 
was addressed by a. significant 
variety of spea .,:ers-E~.la Tam
poe, a lon;; t ime revo1utionJry 
Trotskyite who has been wor~~iug 
in the indu.;tri<>.l milieu; llan
cheliyarr., the Marxist Tamil 
leader of the Young Socialist 
Front; \Vije ·.reer<~. . a S!.nhalese, 
v:ho came accompanied by tv.;o 
ycung BUddhist monks to what 
wns essentially a Hindu area. , 
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Police operate \vithout ·restraint 

The significance o! this break
through was not lost on the tra
ditional left-wing pnrties which 
had always systematicaily kept 
these socwl forceB diYided. But 
the · JVP movement had caught 
fire a.nd it grevw' rapidly, perhaps 
too rapidly, fo: it dre\y upon 
itself the attenticn of a number 
of groups, both at home and 
abroad, who were a:n-ious to 
break it up before it became 

, "dangerous." 
The governmEnt's concern to 

rna.intain order \Vas only natural. 
b'ut it made no atte:~npt to find 
out what reo.lly W:ls h:tp~ening. 
Evt>n before the first sl1ot was 
fired, or the first ~ollce statio!'l 
attacked by the rebels, a s~ate of 
cm~r6e!1cy \Yas imposed and some 
GOO milit3.nts-inc:t:l!ing Wije
\\'('<;r~-were imprisoneu. 

Rcguiation 44 issued on ~larch 
16 a~thl>.ri;:cd any po.irc super
intendent or penon having a 
warrant "to ta!:e any action 
whic!l app·ears necessary to take 
p~:;ssssion of a corpse, bury it or 
bum it" without benefit of a 
witness, and regardleE:s of the 
e:dstin~ laws. 

The police were authorized to 
arrest anybody they liked ~md 
were no long-3r under any re
stra!nt whatsoeyer. The govern
ment did nc,t ha\·e to "white
wash·· these excesses. as ic; som~ 
times necessary in o:hcr parts 
of the world. Here tl1e gove:n
ment deliberately ordered the 
ex~esses . 

ce·don's ciril war began en the 
eYening of April 5 whrn str::mge
look:ng milit iamen in dark-bl~e 
tmiforms set up control points on 
the: ro::.ds. On ;\m· il 8. !\Irs. E.m
lhmtnaike p~b :isi~ed a victory 
communique. B~r. as some oifi
cers disclos~>d, it o..ctually took l.ht! 
army two ·,r.:.'i:ks eli fighting to 
take b<tck ti1:! villa ;:e!; ~md h~m
lets captmed by the young rebels. 
The army and police were ill
prepared for the task. and the 
JVP rebE.>ls fought hard, despite 
their ludicrously inadequate 
r qu ipmcnt and at no time: did the 
orclin~t Q' p(' :, j·!C'. rise up against 
them. So':lP of them are ~till 
lwlding out, !1oled up in the h ·gh
lands where natural caves are 
plentiful. I"or supplies. they help 
themselves to what they can find 
in tn!cks park~d on the road
side, often in bl'O:ld daylight. or 
by foraging in vill?.gcs. At night 
they move into action. 

No one knows whether they are 
still recelYing reinforcements. but 
what is rcrtain is that the hard
liner~ amon~ them wi:l continue 
to hold out for a long time. They 
nrc often form!;r students or 
teachers (about a thousand are 
still missing from tt:eir class
rooms). The f act they are nll 
more or less politically oriented, 
even mors t •an the fear of bcin~ 
tortured shoui<.l they fall in~o tpe 
governmt:nL's hands, ha.s probabl)/ 
made them opt for a I on~ •guer
rilla type operation, particularly 
since the failure of their April 
coup. 

The JVP move may well have 
opc!1ed a new phase in the devel
opment of Ceylo~. but the group 
car:not succeed alone, for th~ gov
ernment, or to be more preci5e, 
the sy.:;'.em, can with thr:! help 
from all Cjuarters hold out for 
a long time to come. To s~cceed 
the JVP will haye to broaden its 
ba5es, wooing the Tamil workers 
on the "csta~s" r.nd t::e Tamils 
in the north of the island, neither 
of v:h:ch groups was involved in 
the rebell ion. 

Mrs. Bar.daranaike kno\VS this. 
Th ::-t.t is \\h~ .. ··si'le and ller n.ilies in 
the prc-:\!oscow ComJ1mnic:t Party 
and a:'1ong the "di s~i,lent Trot.
S!{yi~ts ., 11::-t.ve been to .such pair~s 

to point out that the \':orkers are 
behind them. nut the coalition 
may not be quite as smooth as 
it appears. 

The political parties which now 
ho:d tl:e reins of po\vPr are be
ginning to fr.el that. th~ir b:1~es 
are · slowly eroding. · They are 
aware o! the paradox of poWiea l 
~arties which rln.!m to be 1-~ftis t 
but show their distrust of fiO per 
cent of tlle populatiun h:: refusing 
to accept them as volunt;;-ers to 
fight for the go;·err.ment. 

If t!1e s.rmect stru;;gle continues. 
the government will have serious 
economic and financial problems 
on its h.mds. It will then not 
he able to count too long on the 
docility of -n. .working c!ass which 
has n. !on[:; histcry of s~ rike action 
going b::tck to the 1890s. 

For the . moment the govern
ment is planning to speed up the 
implementation of its programme 
and push through beforP- the end 
of the year .constitutional l'eforms 
to turn Ceylon into a republic. 
It is also . possible that it may 
nationalize a few industries, but 
many persons who voted for the 
coalition in 1970 are sceptical. 
"The JVP is right," they say, 
"when it sa.ys that the govern
ment undertook no real socialist 
measure in the c!even months it 
was in office. 

"During the electio!l campaign 
the coalition candid~te:s :1.:cused 
the Right (the previous fY,O\'ern-

. ment was that of the dghti"st 
United National P:uty) of being 
extravagant. But aftc:r t.h~ elec
tions, the present government 
bought F::-ench cars for all its 
clec~d mer:1be!'s, who also went 
on frequent trips abroad. 

"The UNP had b:-en accused of 
being a tool of the Vlorld Bank 
and Vlestern interestR. But \'.'bat 
has changed? Being a progres
sive 2broad, by reco;nizing North 
Korea and th~ Provisional Rev
oiutionary Governmeut of South 
Vietnam, diun·~ mean be:ing pro
gressiYe nt home." 

The JVP chaile!1ge to :rvirs. 
B:l.ndaranaike's government is 
not ec:onomic, but polit ical and 
cultunl. Ne\'erthck~s the gov
ernment \¥ill have a hard time 
solving two problems which ovcr
lsp each other in l:lr:;e measure 
-the presence of a la r ge n'..lmber 
of U!~cmployed pcrs:ms ::_.:1d the 
mas<·ts cf educated underemploy
ed \';l!o are ill-suited to the kind 
of work of!e !'cc~ them. 

"We created 25,UOO jobs in a 
year," said a minister. B'..lt he 
did not mention the l::i.OOO jobs 
that were suppressed when the 
"land army," organized to settle 
virgin lands .•. ,·as cish:mded by 
Mrs. Eanda:·:maike on the 
grour.ds that it was being used 
by the Right. Conservative 
estimates put the number of un
employed in Ceylon at G85,000, 
of v:hom 460.000 li\'C: in the coun
try. SomC: 230,000 of thl'3e ~re 
under nineteen , 2:,o.coo between 
nineteen and twenty-four, and 
167,000 have been to colleges or 
uni n•rsities. 



, ... .. 

-5-

Basic land reforn1 needed 
At the present 1·ate of unem

ployment, it i3 calculated that in 
five years between 800,000 and 
850,000 will be without work, and 
that in 193;j the jobless r::tte 
would be running r.t 1,500,000. 
A minimum of 170,000 new jobs 
would have to be cr..: :1.ted e\·ery 
year for the next fifteen years · 
to abs::nb the workk."3s. 

Experts lii<e Fro.nce's Rene 
Dumont, \Vho recently submi~ted 
a bl istering report to the United 
Nationf. on the economi c misman
er~ment in Ceylon. s.q~· only im
mediate and drastic measures 
would eventually pc~·mit a small 
country with a population of 
some 13 million to t ackle the 
colossa l problems with which it 
is faced. 

There must be a fur.dame::1tal 
land reform, and an end to the 
protection of m idd:'=men and 
lancto·,vners. The country needs 
a dynamic government ·,v!J?ing to 
give the right tools to the young 
to help build the country. That·. 
the young are will ing to make 
sacrifices for the good of the 
country was shown by one sm:.11l 
incident last April: the army 
summoned the inh::tbitants of a 
small village and ?.sked if there 
were any "terroris~s" in the:r 
midst who were prepared to dle 
for their cause. Three young 
girls stepped out and \Vere sh~t 
dc:'l.d on the spot. 

One of the curious deve!opments 
of the recent rt'') ~c :i o: ; in C:::: lo:1 
w:1s the ·,\·:ty in \i·!1i.:l1 ;;. :~ ~ : .:: r

o~ene i:>Us ~~~--'"'Or~ r. :-; !;: of c :~ ~! _.:--...:;, 
sometimes mutually hostile rang
ing from the Right to ti1e Left, 
rushed to the aid of ?-.1rs. B:-tn
dara.nan~e·s left-wing coali~.ion 
with guns. plant:s, and money. 
Both l!ldia and P<.:tkbt :tn P.ided 
the government. China g;:n-e 
Ceylon a $:!5 million loan three 
wce~s afte-r the jnsurrcct:.:>!l 
brol-:e out and tol<i Co o:1~bo not 
to hcsit.1te to c;\11 uron it for. 
"rnatt::rial assistance." 

Chinese Premier Chou En-lai 
is sa id to have sent a letter to 
Mrs. Bandaranaike in which he 
condemned the "handful of r....eo
ple who call tr.emseln•s 'Guev
arists' and with help from for
eign . spies have created a chaotic 
situation." ·· 

' But in the clandestine rebel 
"schools" L'1 the L:stness of the . 
jungle3. they continue to read 
both Chn.irma::-1 !'.ho and :r-.'!arshal 
Kim Il-.sung. not to mention 
C:Jb:;n an0. Vietn~mese WTiters, 
and Franz F:u~on. the blrtr.k rev
olution:uy. It may be doubted 
whether ~he Communists really 
und ~rstood the force:s they faced, 
the ori~ins. - ideology and strategy 
of the JVP. It is possible that 
this unprecedented situation, 
utterly different to any they h3d 
known befo1:e, prompt,..:d them to 
condemn the movement out of 
h and. 

' ::'.ieanwhile Ceylon's right-wing 
_and left- ·.s;ing leaders boast of 
their long year.:; in politics; the 
former recall their bygone pC'lit
icai expltJits. the latter cUssect at 
great length the thou:rhts of nine
teenth century Eurcpean Marxists. 
At r.ight there. are "rurfew pr.r
t ies " in the capital where bright 
chatter and hard liquor flow. 
Pol!ce guard the streets. and the 
visitor is assured th0-t those who 
are homeless and have to sleep 
on the pavement will not be 
mo!Ps~ect in spit~ of the 6.30 _p.m. 
...: ~ :-· >: "; :::..s ! ... l l _; as th::y s tay 
\\ :1e:-:: : h<'Y :t:-c. 

Stayin:;?: pur, in one's place is, in 
fact, the order of the day. It is 
because tl:ey did not want to 
stay put in their pl.\c~s that the 
young re\·olted. The ho:nemade 
lJomhs which went off on the 
night of April 5-6 probably \\"ent 
ofi prematurely. But th3.t was 
the nigl"!t when the Ceylon re
sist:lnce mo\·ement, af er a lot g 
slow gcst1tion in the w0mb of 
obscurity. W<'.S at hst bor:1. 



A Translation from "Le Monde11 , January 8, 1972, p. 3 

by Ananda Jayavira 

CEYLON CONFRONTED WITH A SERIOUS EDONGUC CRISIS; 
LEFT-WlliG COALITION GOVERNMENT HAS TAKEN UNPOPULAR MEASURES 

COLCliBO: Following the April·1971 upr~smg of the Front for the Liberation of 
the People, the island has fo\md a sort of calm. 'lhis has now been ended by 
the serious political crisis which has shaken the United Front Government of 
Mrs'. ·· Banda.ranaike, which must also tackle an · unprecedented economic crisis. 

J On November 11, Mr. Perera, the Minister of Finance and a Trotskyst 
dissident, presented his budget. Having to tackle a deficit of more than 
Rs 2 billion, the Government had decided on the one hand to take measures 
such as land reform, inco~e . ceiling and nationalization; and on the other 
hand to considerably diminish social expenditures. Mrs. Bandaranaike was 
proposing to announce a ceiJ.ing on landholdings and the nationalization of 
several industrial sectors, while Mr. Perera was follow up by announcing the 
measures unpopular. But the ri~1.t lling of her own party persuaded Mrs. 
Bandaranaike that a simple speech on la."ld reform would inu.iled.iately be followed 
by occupation of lands by the villagers; as for the nationalization projects 
they were abandoned so as not to anger the Western aid givers. 

Finally, on November 10, 1971 , Mrs. Bandaranaike pronounced a speech 
which announced no concrete: measures. The next.•day Vll'. Perera announced that 
the price of rice would be raised, that the sUJlle.r ratjr wmlld be limited to 
2 lbs. per month per perSon anu that the principle of free health gAfJDces 
in the state hospitals would be abapdoned. The budget limited to Rs 2,000 per 
month the income that could be spent by individual families, taxes and com
pulsory savi.n;s taking up the remainder and the ownership of .. duQlli ngs woJlld 
be controlled. 

The awakening of public opinion 

These decisions provoked a great deal of disquiet in the country. 
There were strikes and go-slow movements, an attempt was made to sabotage a 
train, and street meetings were held despite the 11 state of emergencY'' rules. 
Public pressure v1as such that it became necessarx to withdr-aw the measures 
on the increase in the price of rice, and to increase the sugar ration. It 
nevertheless remains true that the Minister of Finance, who says that he is 
a Marxist (while he is following the advice of the World Bank) had attempted 
to place upon the poor the cost of the _financial measures. Members of his 
party have in fact criticized him. The ·budget also exempted barbed wire from 
some taxes. The newspaper of the Pro-Sovietic Communist Party had an editorial 
entitled "Barbed wire is cheap", which is an allusion to 16,000 people in jail. · 
The dissatisfaction of the workers, students and the labor unions related to 
the leftist Coalition Party do not seek to hide it. 

Public opinion has suddenly awakened after the period of terror 
following the~ARril uprising and the repression which imposed measures of 
silence and censorship, forbade strikes and the exercise of fundamental rights. 
The revolt had been put down with a great deal of savagery by the army and the 
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police, helped by both Western and socialist countries and by the Asiatic 
neighbors of Ceylon. There have since been nmnerous revolts and shootings 
in jails, and some people have been killed. Mr. Sanmugadasan, Chief of the 
pro-Chinese Communist Party, is still in jail as are also several known 

r political figures who were "a danger to public security". Severcilanny 
offiuers are now undergoing'ttial because of the Kataragama affair; they 
killed a school girl in public under the pretext that she was a rebel. 

'·· An international committee against -the repression in Ceylon has 
been formed. In the island itself, the protests are numerous against the 
situatioh which has been imposed for many months. The youth movement of the 
pro-Soviet Communist Party has asked for the end of the state of emergency, 
for a Committee of Enquiry on the atrocities of the police and army, and for 
the release of Mr. Vasudera Nananayakkara and other leftist personalities. 
The Communist Party has rejected this resolution of its Youth Wing. The party 
is also facing the dissidence of its youngest members. One of the biggest 
labor unions, favorable to the Communist Party, a federation of public service 
workers, started a campaign for the return to democratic government and for 
the restoration of union rights. The Union of Ceylonese Composers, which is 
related to this union, has asked that Socialist countries, including China 
and the USSR, stop all economic and military aid as long as the Government 
has not fulfilled its electoral promises (nationalization of the banks, 
plantation, and of large companies). The Ceylon l1ercantile Union, led by the 
Trotsh.J7st Bala Tempoe, has not ceased to oppose.•the Government since the . 
beginning of the repression. In October, Ceylonese jurists asked for the 
reestablis~ment of public freedoms; some of them have constituted an "office 
of missing persons" whose aim is to trace the thousands of persons who dis
appeared during the April events. 

"The next few months will be crucial II 

However, the most important recent eyep~ was the formation of a 
11 movement for civic freedOIQS in Ceylon", constituted by well-known l~oeral and 
Ie1t-~g personalities. It is presided by Saratchandra, the most famous 
dramatist of the country. It is composed of artists, writers, well-known 
unionists and also of Buddhist dignitaries and Catholic prelates lD(e the 
Bishops of Kandy and of Kurunegala, and the Rev. Fr. Tis sa Balasuriya, ex
rector of the Catholic Aquinas University. 

The Government says it 'is democratic and socialist, and it will have 
problems if it tries to ignore all this agitation, abroad and above all in the 
island. It cannot refuse to ta~e into account the fact that this agitation 
comes not only fr~n brilliant intellectual circles, but also from labor unions 
affiliated to the coalition parties. Confronted with this situation and with 
a grave financial crisis, the authorities cannot promote serious social reforms. 
In fact, Mrs. Bandaranaike 1 s party is not at all revolutionary, nor are in fact 
the pro-Sovietic Communist Party, nor the whole Mar~ist groups. On the other 
hand, the Government could not decide on a singl~~~asure wei5hing on the poor 
classes witho14.t <Provoking a great wave of discontent in the island, and without 
losing all working class support. The question is whether a riew left-wing force 
can be organized, or whether the right-wing, assisted by the military, will 
assume power. We have the habit of saying in Ceylon that the 11 next few months 
will be crucial". For ' once this seems to be true. 
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SUMMARY 

785. It may help the reader to see the structure of the argument if we run 
over some of the points again and repeat the more important recommendations, 
roughly following the order of the report. To read this summary, however, is 
no substitute for reading the report as a whole. What has been discussed there 
with qualifications and reservations becomes blunt and sweeping in a summary. 
After all, the report itself is a summary, each chapter distilling the essentials 
from the papers and meetings of the mission members working in the cor
responding field. 

THE SIZE AND NATURE OF THE CHALLENGE 

786. The emergence of large-scale unemployment in Ceylon can be traced 
primarily to the contrast between the fast growth of its population (more than 
2 per cent a year) and the downward trend in the volume of imports which the 
country can afford. This has been due in turn to the slow growth of demand 
for tea and rubber and the rise in import prices, though from another point of 
view the blame could be ascribed to Ceylon's failure to make the necessary 
changes in the productive structure. Ceylon in brief has not responded to these 
trends, and one symptom has been a foreign exchange shortage of increasing 
severity over the past twenty years, with import controls of growing strictness. 

787. In historical perspective, what has been happening is that the profits of 
the tea industry, the original base of the social services, have failed to grow 
substantially in the past two decades, and that no comparable source of foreign 
exchange, government revenue and savings has been developed to take its 
place. Many measures, especially subsidies and taxes (including those in
corporated in the exchange-rate system), have in fact ·blocked the necessary 
structural changes. 
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788. The particular form which unemployment now increasingly takes
the jobless secondary-school leaver-reflects the still more striking contrast 
between this economic inertia and the accelerating output of an educational 
system which has also failed to adapt itself. 

789. Population, the balance of payments, education, policy inertia-we 
have here the four main factors behind the present crisis in Ceylon. 

790. Unemployment can be defined in more than one way, and measuring 
its scope is by no means easy whichever way is followed. But a starting point is 
the fact that various surveys carried out during the past decade show between 
10 and 13 per cent of the Ceylonese labour force as openly unemployed-at the 
end of 1969 nearly 15 per cent, according to the Socio-Economic Survey. It is 
particularly severe among those between the ages of 15 and 24, and more 
particularly those with some secondary education. Thus, of youths aged 
15 to 19 with ''O" level passes, more than 90 per cent are seeking work, and the 
figure is still over 60 per cent for men aged 20 to 24 with the same qualification. 
These r.ates, high even by current standards in the third world, are higher still 
among women. . 

791. The basic problem, however, is one not so much of unemployment as 
of employment-that is, the working of the labour market as a whole, which 
covers the employed and those on the margins of employment as well as the 
unemployed. This becomes clear once we recognise that the basic reasons for 
being concerned with unemployment affect the employed as much as the un
employed. Thus unemployment in the sense of shortages or inadequacies of 
work opportunities afflicts not only those without jobs, but also those working 
short hours · and those working full time but severely frustrated by the type of 
work they do or its remuneration. Incomes inadequate for nutrition and basic 
necessities are the plight of many in badly paid jobs or with little land, as well 
as those without work. Finally, unemployment in the sense of the under
utilisation of labour arises from all the various forms of low productivity and 
not merely from open unemployment. 

792. Ceylon's labour market reveals two types of imbalance: (i) an over-all 
imbalance between the total supply and demand for labour, and (ii) a structural 
imbalance, in which the types of work which people are willing and able to do 
does not match the pattern of opportunities available. The structural imbalance 
arises because the opportunities for additional work occur at the wrong season 
or in the wrong place, require special skills or offer too low an income or too 
low a status compared with what the various types of labour can offer or people 
will accept. 

793. We have emphasised the structural problems because they appear to 
be so severe in Ceylon. This is revealed by one striking fact-despite open 
unemployment of more than 500,000, the Government has been forced to 
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import several thousand labourers from India (a strange echo of the past) for 
toddy-tapping. But we must not forget that even if the attitudes, aspirations, 
skills and location of labour could be magically changed overnight, so as to fit 
the pattern of the demand for labour, there would still be an over-all imbalance, 
owing to the shortage of foreign exchange and capital-and ultimately to the 
structure of production and the distribution of income. 

THE KEY FIELDS OF LONG-TERM EMPLOYMENT STRATEGY 

794. The fundamental contrast between the fast population increase and the 
slow growth of export earnings makes it increasingly hard to sustain the ex
pansion of social services (especially education) and food subsidies (especially 
the rice subsidy). Ceylon has achieved, to an unusual degree, important social 
advances in the fields of education and health. But it should be remembered 
that, given the present condition of the tea market, the welfare state is being 
sustained only with the help of two linked deficits-in the balance of payments 
and in the budget. These will be mentioned again later. Basically, the monetary 
incentives which could sustain a growing welfare system have been impaired, 
and have not been replaced by an emphasis in the educational and political 
spheres on voluntary sacrifices, discipline and hard work, or with an adequate 
system for forming and implementing strategies of economic and social change. 

795. Our point of departure for an employment programme has been the 
socialist goals of the Ceylon Government. The content of our long-term pro
posals does not, however, depend very much on specific political assumptions: 
there are big physical and organisational jobs to be done, whatever the political 
framework. The broad shape of any programme in the years ahead will be 
determined primarily by the structure of the labour force and its prospective 
rate of growth, and by the chronic imbalances in foreign payments. We there
fore start the construction of our employment programme with a discussion of 
these problems. 

Structural balance in the labour force and in the economy 

796. The basic problem posed by the population is not excessive numbers 
(about 12.5 million in 1970) but rapid growth. Population policy raises sensitive 
issues, but we cannot avoid bringing out the links between it and employment. 
The best way to do this is by presenting the following hypothetical situation. 
Suppose that a family planning campaign policy had been implemented at the 
same time as the malaria eradication campaign in the 1940s and the present 
target birth rate of 25 per thousand had been reached in 1955. Then a mere 
continuation of past trends in employment would have been sufficient to reach 
full employment in the 1980s. 
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797. In reality, however, the labour force will grow at nearly 3 per cent per 
year. On present trends, this implies unemployment rising to still higher levels. 
If something like full employment (i.e. unemployment brought down to 5 per 
cent) is to be reached in the mid-1980s, employment will need to increase by 
3.5 per cent per year, somewhat faster than 3 per cent because of the need to 
absorb the backlog of unemployment. However important the structural 
changes required, there is no escaping the problem of expanding total work 
opportunities as the labour force grows. 

798. This being said, we come back to one type of structural imbalance 
which appears crucial-the imbalance between expectations and opportunities 
among those with educational qualifications. In the mid-1960s some 8 per cent 
of the labour force had completed "0" levels. In the year 1985-ifpresent trends 
continue-75 per cent of those entering the labour force will have had some 
years of secondary education! 

799. Expectations are relative. It is the sharp differences between the 
rewards, financial and other, of various work opportunities which aggra
vates the frustrations of those who sit waiting for jobs and incomes beyond 
what the economy can sustain, and which makes the adjustment to reality 
so gradual and painful. This may become a very severe problem unless the 
expansion of work opportunities in various sectors is accompanied by far
reaching reforms in the educational system and the structure of salaries and 
wages. 

800. Work opportunities are not going to expand fast enough, anyway, 
unless the balance-of-payments problem is solved. Since 1968 almost 10 per 
cent of Ceylon's total national expenditure has been met by a foreign deficit, 
covered mostly by costly private credits, increasingly difficult to obtain. By 1985 
Ceylon would need much more imported raw material for employees to work 
with and merchandise for them to buy. To pay for these, exports would have 
to more than double. 

801. How can Ceylon achieve this target-the minimum for a full employ
ment strategy, but requiring a huge effort? Non-traditional exports are still less 
than 10 per cent of the. total. By 1985 these could form a much bigger propor
tion; still, it is hard to see how in practice they could provide the bulk of the 
necessary increase. A continued increase of the traditional tree-crop sales (tea, 
rubber, coconuts) would be both necessary and feasible. Exports of these pro
ducts should and could take more highly processed forms-so that the income 
and employment from the industrial operations involved should be created in 
Ceylon, not abroad. Examples are tea bags, crepe rubber and coir fibre. But the 
primary stage should not be neglected. Coconut growing needs to be made 
much more profitable, especially for exportation, and the tea replanting pro
gramme needs to accelerate. 
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• Technology 

802. At present, businessmen often choose techniques of production that 
save labour to an unnecessary degree. The central reason is that policies in 
many fields combine to subsidise equipment. Machinery can, for example, be 
imported at an exchange rate of about Rs 6 to the US dollar; it is also cheap 
to borrow money; big depreciation allowances and investment grants positively 
encourage the replacement of labour by capital. 

803. On the other hand, labour is artificially expensive ip some sectors of 
the economy. Moreover, employers' contributions to superannuation funds are 
in effect a tax on wages. Many types of discrimination and patronage raise the 
cost of labour. 

804. The scope for the greater use of labour is considerable, not only in 
manufacturing but also in agriculture, construction, transport and services. The 
choice between techniques seems in fact to be more limited in manufacturing 
than in other sectors. The need for capturing export markets places a high 
premium on quality and international competitiveness, but even here the use 
of labour-replacing equipment like automatic power-looms and conveyor belts 
is questionable. 

805. Some of our recommendations are-
(i) the removal of the various subsidies on new equipment mentioned above; 
(ii) a more intensive use of installed equipment through multiple-shift opera

tions, tractor repairs, etc. ; 
(iii) the development of a national programme of building repair and main

tenance; 
(iv) labour intensification in agriculture through hand weeding of paddy, 

double-cropping, minor irrigation works and better water control; 
(v) the better synchronisation of construction work with seasonal activity in 

agriculture; 
(vi) encouragement for the selection of projects that would save foreign 

exchange and increase employment by special evaluation procedures. 

Agriculture 

806. Today Ceylon has a farm work force of about 2.25 million, but pro
vides it with less than 1. 75 million man-years of work. The gap is certainly due 
to inadequate demand-but it is also due to mis-matching, in the sense that 
people are not prepared to undertake available work. The task is therefore not 
only to encourage farmers to choose the right methods and crops but also to 
gear incentives, training and institutions to shifting the preferences of 
workers. In 1950-70 output, especially of rice, rose rapidly, but this did not 
suffice to distribute work (or income) opportunities widely. In the future, 
moreover, there will be less possibility of extending the area under cultivation. 
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And anyway the necessary increase in output cannot be attained unless more 
man-hours are applied to the soil. 

807. To absorb in useful work about 95 per cent of the (over 3 million) man
years available in the farm sector by 1985 is not an impossible target. It will need 
a new rural development strategy with the following major components: 
(i) changes in production processes; (ii) radical land distribution; and (iii) a 
rural works programme combining drainage, minor irrigation and consolidation. 

808. Little labour is used in Ceylonese agriculture by international standards; 
weeding, the application of manure and compost, non-mechanised ploughing 
and rice transplanting are surprisingly rare. Many of the causes of this state of 
affairs could be removed quite easily. They include not only tractors imported 
at artificially cheap rates (mentioned above) but also the lack of urban compost 
factories, the neglect of techniques (e.g. mouldboard ploughs, rotary weeders) 
to make work less strenuous, and perhaps an excessive concentration of ex
tension efforts on rice. Somewhat indiscriminate subsidies are leading to a 
severe waste of water (and hence reducing double-cropping and Yala work 
levels), and encouraging men to wait about (eating free rice) for office jobs 
rather than work on the farm. 

809. But changes of policy in these areas will not create enough jobs or 
output without a major shift of land ownership and use into small but viable 
holdings. It will hardly be possible to increase all the very small holdings to a 
viable size, and their owners should be given a priority claim on jobs in a major 
rural works programme, discussed later, provided they are prepared to lease 
their land out. 

810. The argument that land reform could raise employment and output 
does not necessarily apply to tea or rubber. While nationalisation is basically a 
political question-and as such not a matter for an international mission to 
discuss-it does have employment implications. The foreign exchange problem 
is so acute that any reorganisation should be carried out with the least possible 
disruption of exports. In any case, whatever the decisions on the ownership and 
control of estates and agency houses, they should be announced and imple
mented quickly; present uncertainties are damaging output and reinvestment 
and hence employment. Unless replanting rates are accelerated in tea, very 
serious market losses .(and even greater unemployment) are a serious risk. 

811. Land use can be shifted gradually towards crops requiring a lot of 
labour, many of which (fruit and vegetables) are needed to supplement the 
workers' diet. Animal husbandry, with special emphasis on dual-purpose 
ploughing-milking animals, is a high priority (particularly on mid-country land 
diversified out of tea, and also under coconut trees). Changing the structure of 
output requires an integrated system of credit, extension and marketing, based 
on co-operatives and directed at the farm rather than the crop. 
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Industry 

812. The industrial sector is relatively small. Much of the output consists of 
traditional consumer goods requiring relatively low levels of technology or 
labour skills. So far, this sector has done little to relieve the foreign exchange 
shortage or to create employment. Nearly 75 per cent of material inputs into 
industry are imported. Taking the 1960s as a whole, industrial employment 
probably did not grow faster than 4 per cent per year. 

813. The present structure of industry poses serious problems for a long
term employment strategy, namely-

(i) The basic industries, being developed within the public sector, do not 
generate much employment for unskilled labour but require on the other 
hand not only large investments but also critically scarce human resources-
technical, managerial and administrative personnel. 

(ii) Other, large-scale domestic industries, run by the private sector, have been 
so far operating in the highly protected domestic market and have not yet 
attempted to prove their competitive strength overseas. 

(iii) Small-scale manufacturing, which may cater well for immediate employment 
needs, does not seem to hold a great potential for future growth of output. 

814. The logic of industrial expansion without a heavy need for foreign 
exchange, or for much new technical research or marketing know-how, points 
at least initially to further processing of local products, especially the traditional 
export crops (tea, rubber and coconuts), as mentioned earlier. Import substitu
tion could be pushed further, however, by joint agricultural-industrial planning 
(e.g. in cotton textiles) and by developing light machinery production. 

815. In addition, a large export-oriented sector of industry will have to be 
developed. We recommend a detailed study of the costs and benefits-in the 
light of the Government's objectives-involved in establishing a free processing 
zone. But it is necessary to guard against the danger of treating the zone as a 
sort of panacea; Ceylon's planners can hardly afford to rely on something 
which is still at a very nebulous stage. More important in the short term is the 
exchange rate for manufactured exports, which will be referred to again below. 

816. Perhaps the chief requirement for the private sector is that, whatever 
the policy on nationalisation, this should be clearly defined and announced so 
as to end uncertainty (the same point as has just been made about the estates). 

817. As to the role of the public sector, we suggest linking salary and wage 
increases to performance, especially in exporting, and stress ·the need to train 
more and better managers. The most important point, however, is that, while 
public corporations should be given policy guidelines, they should be left 
entirely free to take their own day-to-day decisions, especially on whom they 
hire and fire. 
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818. Construction offers interesting possibilities. Its attractiveness for labour 
absorption does not stem only from relatively low import requirements per job. 
It can be dispersed around the country; besides, an ambitious and imaginative 
housing programme could mobilise private savings, thus restraining consumers' 
demands for foreign travel and imported luxuries. 

Labour 

819. As mentioned earlier, the relative attractiveness of different types of 
work is only partly a matter of earnings. The security of a job, the pleasantness 
of the work and the social status it brings are all attractions additional to 
income. In all these respects the present pattern of remuneration in Ceylon is 
often perverse; it over-encourages the search (or willingness to wait) for certain 
types of work, so that the demand for jobs is well beyond what the occupation 
concerned can absorb. Even more perverse are wage, salary and other differen
tials which encourage types of education and training of low priority for future 
development. These differentials in favour of formal qualifications have nar
rowed slowly over time, but far too slowly in relation to the flood of educated 
unemployed into the labour market and the numbers seeking to go on to 
higher education. They still exceed what would be necessary to attract sufficient 
qualified applicants for further study-particularly as education is very largely 
free. Even after allowing for the risks of unemployment, climbing the educa
tional ladder is still richly rewarding for those who reach the higher rungs. 
These excessive differentials must bear a large part of the blame for the con
tinuing pressures for secondary and higher education, even after educated 
unemployment has become so severe. 

820. There is no point in pretending that changes in the structure of in
centives of the magnitude required will be possible without much greater and 
tougher action by government than has been the case in the past, including the 
revision of its own salary scale. Moreover, these changes have to take place in a 
period when there is not much room for increases in consumption. The newly 
employed will raise their consumption a good deal; so there needs to be 
restraint on those already employed. The 3.5 per cent yearly expansion in 
employment-required for full employment by 1985 (see above)-would permit 
them to raise their consumption by less than 1.5 per cent yearly. Indeed, it is 
difficult to imagine how the structure of earnings can be compressed rapidly 
without some decline in real salaries at the top. 

821. Even where incentives broadly correspond to what the market needs, 
their operation is often frustrated by artificial barriers and discrimination with
in the labour market. The obvious example is the estates. The estate labour 
market, where there is already a good deal of unemployment, raises important 
issues for long-term employment strategy. 
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822. If the full programme of repatriating 50,000 residents a year (implied 
in the Ceylon-India Pact of 1964) were implemented, the general labour sur
pluses on the estates could begin to give way to general labour shortages in the 
second half of the 1970s. Such shortages would exert pressures for the integra-. 
tion of the estates with the general labour market, tending to raise wages, and 
the Government would have little option but to go along with this-in spite of. 
the effects it would have on tax revenue from tea and the need to replace this 
revenue with other measures. If, however, repatriation proceeds at a level of 
15,000 a year or less, unemployment will grow, unless there is a large outflow 
into other sectors, and a still sharper contrast will emerge between conditions 
on and off the estates. The Government would then be faced with a basic 
choice-whether to allow the estate labour market to remain sealed off or to 
take steps to integrate it in the economy. We very much doubt whether the 
present dualism is in the long run compatible with development. . 

Education 

823. In numbers of pupils and of teachers, in output of school-leavers and 
graduates, the level and growth of Ceylon's educational system are impressive. 
And yet, in spite of heavy financial outlays and less inequality of opportunity 
than in most countries, there is a widespread sense that the schools and uni
versities have failed to respond to the national needs. They have failed largely 
because they have been unable to adapt to the consequences of expansion and 
equality of opportunity. 

824. The kind of secondary education which was appropriate at a time 
when all the products of secondary schools could be absorbed into middle-class 
occupations becomes glaringly inappropriate now that some 35 to 40 per cent 
of each group receive ten years or more of education, and most of them have 
no alternative but to become farmers and manual workers. Instead of adapting 
themselves and becoming instruments of general education, the secondary 
schools retain their single-minded concern with qualifying pupils for white-collar 
jobs, by pushing as many students as possible as far up the ladder as possible. 

825. Drop-out rates in primary education and failure rates at "0" and "A" 
levels are heartbreakingly high. The years of preparatory study by those who 
fail these tests are really almost pure waste, because the passing of the examina
tion assumes in the classroom such overwhelming importance as the sole raison 
d'etre of schooling. The school's function to educate has been superseded by the 
demand that it should qualify. 

826. One consequence is that the knowledge and skills acquired by the 
majority who fail the tests (which are designed to prepare the successful minority 
for further education) are inappropriate to their needs and those of the nation. 
Even more crucial in the long run is the effect on attitudes. The frustration and 

241 



A programme of action for Ceylon 

consequent sense of alienation of those who fail are easily imagined. The effect 
on the lucky ones who succeed can be, if anything, worse. For many years they 
have been conditioned to look on learning as a means of gaining not the know
ledge to do a job, but the qualifications to get one. It is hardly surprising that 
they should see their eventual post as something which entitles them to status 
and salary, not as an opportunity to earn these-much less as an opportunity 
for self-fulfilment or for public service. 

827. If present trends continued till1985, three-quarters of all entrants to the 
labour force would have received at least ten years of education and sat "0" 
level examinations. This would be a very costly way of imparting to people 
what would necessarily be for most of them inappropriate knowledge and 
attitudes. The reason why earlier recommendations seem to have had little 
effect is, we suggest, that none of the changes has altered the structure of 
incentives making the whole system revolve round the royal road to the uni
versity, and stimulating and perpetuating the growing mis-match between job 
expectations and job opportunities. 

828. The educational strategy we propose may be summed up as follows: 
concentrate resources for expansion and (or the enrichment and diversification 
of the curriculum on level-one education, where basic attitudes and orientations 
are formed and which may provide the basis for an opening up of the rural 
community to greater social integration and economic productivity; deal with 
the problems of levels two and three primarily by structural reforms, altering 
patterns of selection· and occupational qualifications. 

829. There is a good case for dividing level one into five years for basic 
intellectual skills and three years for training as a citizen and productive worker 
through the introduction of pre-vocational courses. During the latter period the 
school would be open to all age groups and this in itself would go a long way 
towards keeping the early school-leavers in touch with education and training. 
So that the practical courses in Grades 6 to 8 should not be poor relations, 
selection for the coveted science stream places in Grade 9 should not be by the 
Grade-8 test of academic achievement but primarily by aptitude tests. The very 
recent proposals for educational reform put forward by the Ministry of Educa
tion, to be implemented from 1972, seem to go a long way in the direction out
lined above. 

830. The more drastic of our proposals concern that part of the educational 
system which at present comes after "0" level, that is, upper secondary and all 
tertiary education. They also affect non-formal education. We refer to the ideas 
now gaining ground for recurrent education combining formal education and 
in-career qualification, as opposed to sequential education and pre-career 
qualification. In the context of Ceylon, recurrent education could take some
thing like the following shape: 
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(i) The "0" level certificate should be made a terminal certificate which the 
vast majority of candidates can pass. 

(ii) Only a handful should be selected by achievement and aptitude tests for 
pre-university courses. 

(iii) All others, that is, the overwhelming majority, should leave school for work 
and/or vocational or technical training courses. The Government, followed, 
one hopes, by private enterprise, should replace graduate recruitment by 
recruitment at "0" level. 

(iv) After two or three years, everyone should be able to apply for entry into 
pre-university or university courses, usually returning to the original work
place after graduation. 

(v) At every point where selection takes place-between science and arts in 
"0" level courses, for job selection, for university places-aptitude tests 
should be given more weight than achievement tests in order to liberate the 
school curriculum from the distortion which results from preoccupation 
with the examinations on which the chances of a lifetime now depend. 

831. Recurrent education attempts to do away with the dichotomy formal 
versus non-formal education by integrating both in one consistent and com
plementary system. It also tries to marry more closely the world of work and the 
world of the school and the university. 

832. Later entry, the greater sophistication of the students and their know
ledge (particularly important in the professional schools like engineering) of the 
work environment in which they will later use their expertise should all serve to 
enliven university teaching. Equally great will be the effect on arts and social 
sciences as they become in effect in-service training for older students already 
assured of a career as administrators or teachers. 

833. The reforms suggested above would, of course, meet the needs only if 
accompanied by assistance to teachers and many complementary measures that 
we propose elsewhere in the economy, especially the reconstruction of the 
labour market. The changes we propose are drastic, but represent no more than 
a graduated response to Ceylon's educational crisis. 

Government organisation 

834. A central problem is the need to reorient the administrative structure, 
which was originally designed for routine needs, to development and planned 
evolution, so that Ceylon can respond to changing requirements more flexibly 
than in the past, and especially to employment needs. This calls for increased 
co-ordination of central departments, with the Ministry of Planning and 
Employment playing a key role. It also implies developing the infrastructure of 
planning-the statistical and research services. To maximise public commitment 
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to the objective of employment strategy means involving not only other interest 
groups but also the regions in the process of planning. 

835. The problems of plan implementation are most acute at the local level. 
First is the problem of co-ordinating the activities of officials, who are each 
responsible to a different government department. Secondly, there is the gap 
between the divisional level officers and the elected village council bodies, 
which have very limited powers. Some of these ills can be cured by administra
tive reforms, but some only by sending first-rate people into the administrative 
and technical services. Finally, there is a need to evolve a style of administration 
appropriate to the problems of planned development, and to call forth positive 
co-operation and initiative from the public at a time when some sacrifices must 
inevitably be asked for as well. 

836. The recommendations we make are the following: 
(i) to develop sectoral planning committees widely representative of the 

interests involved both inside and outside government, with core sub
committees doing detailed drafting; 

(ii) to try to build planning staffs at the district level so as to strengthen 
regional planning as a basis for national plans; 

(iii) to develop devices for the continuous monitoring by the Ministry ofPlanning 
and Employment of the economic decisions taken by other ministries; 

(iv) to expand and improve the quality of statistical information by strengthen
ing and upgrading the statistical services; 

(v) to improve the speed of delivery of statistical information so that it pro
. vi des early signals of difficulties; 

(vi) to expand and at the same time reorient the gathering of statistical infor
mation so as to concentrate specifically on data needed for an employ
ment policy; 

(vii) to involve university teachers more closely in both research and planning; 
(viii) to establish an independent social and economic research institute; 

(ix) to concentrate on building administrative centres at the local level, which 
would be centres of technical as well as of administrative services; 

(x) to strengthen village councils by expanding their sources of revenue and 
their powers of autonomy; 

(xi) to enable local authorities to control civil administration at their level, 
with safeguards both for the career structure of administrators and for the 
technical support of technical officers. 

AN IMMEDIATE PROGRAMME 

837. We were requested in our terms of reference "to recommend measures 
to reduce the magnitude of the unemployment problem in the short term". 
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• Since these were prepared, the tragic insurrection of April1971 has given fresh 
urgency to this aspect. 

838. Our report was prepared in the period of national self-questioning 
which followed the insurrection. To understand all the reasons for the uprising 
is difficult for a group of outsiders, but the frustrations of unemployment and 
underemployment obviously played a part. There was a widespread feeling 
in Ceylon that the emergency had marked the end of an era and underlined the 
need for fundamental changes in the future if the generations were ever to be 
reunited on a path of sustained development. 

839. Yet to reduce unemployment rapidly while correcting the balance
of-payments deficit is a formidable task. The dilemmas over incomes policy 
outlined above are thrown into sharper relief. We indicate how full employment 
could be reached, while realising that the strains of implementing such a policy 
might be less severe only than the strains of growing unemployment. 

840. Our ideas for the years immediately ahead can be regarded as a 
supplement to the Government's 1972-76 Plan, spelling out what a fast full 
employment policy implies for taxation, exchange rates, wages, etc. 

What can be done to raise output and employment ? 

841. The Draft Five-Year Plan sets out to increase incomes at a rate of 
6 per cent a year. New jobs would be created for 725,000 persons outside the 
estate sector: 300,000 in agriculture, 225,000 in industry (including construc
tion) and 200,000 in services. This would reduce unemployment. 

842. In agriculture we believe, as the Draft Plan does, that output could rise 
by 5 per cent a year over the period 1970-76; but this would need much more 
by way of improved water control (and pricing) than has so far been set out. 
Even so, we do not believe that agriculture can contribute nearly enough to 
employment during this period without special attention being given to the 
increased use of labour, and particularly to a major, unconventional rural works 
programme. Such a programme creates not only employment as it proceeds, 
but also yields water, drainage and reclaimed land on which people can work 
later. It complements land reform, both by providing work before the new rural 
sector has been developed sufficiently to make adequate use of labour, and by 
constructing or improving bunds, tanks and wells to help the beneficiaries of the 
reform. 

843. Labour supply is paradoxically often the main limit on the use of 
labour-intensive methods. The problem is one we have already mentioned 
several times: there may be lots of idle hands, but they are in the wrong place or 
are available at the wrong time or have unrealistic expectations regarding pay, 
conditions or status. 
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844. The contribution of industry to employment expansion in the next five 
years can only be moderate if the long-term objectives of growth and export 
promotion are not to be sacrificed. Clearly, the acute unemployment and foreign 
exchange situation justifies a greater emphasis on small-scale industries than on 
large-scale ones. But too much reliance on handlooms, for example, to attain 
additional output and employment targets during the Plan may make it difficult 
to develop textile exports-the quality of handloom products is usually un
competitive. Credit and technical advice need to be steered to small-scale pro
ducers to enable them to become more efficient. 

845. There are ways of expanding output without further burdening the 
balance of payments. To purchase second-hand machines would save foreign 
exchange (and capital). Existing capacity could be more highly utilised if 
import licensing policy were changed to favour raw materials and spare parts 
rather than capital goods. Construction could be sharply increased-imports of 
materials and finished products only account for 10 to 15 per cent of output. 

846. But even with all these various measures, it is difficult to foresee quite 
as fast an expansion of industrial employment as is envisaged in the Plan
without at any rate such a concentration on handlooms as would do some 
damage to long-term prospects. 

847. There may, however, be possibilities of expanding employment in 
services faster than the Plan envisages. In education and health, good use can be 
made, not merely of young people, but precisely of those types which are in 
biggest surplus: (a) those who live in country areas (which is where the im
provement in educational and health services is most needed); (b) those with 
some level of secondary education; and (c) women-education and health 
being traditionally their areas. 

848. Additional jobs should come from self-employment. This could and 
should be encouraged in other sectors too, but relatively easy entry and lower 
technical skill requirements of some service trades may make self-employment 
a simpler solution in this sector. 

Organised schemes for youth 

849. Can the employment targets of the Plan be fulfilled? The answer must 
be "yes" if a rural works scheme is set up to deal mainly with unemployment 
and underemployment in the countryside, and if special expansion is planned 
for education and health. 

850. The increase in employment envisaged in the Plan, however, would 
still leave considerable unemployment. Moreover, it is not clear whether much 
of the extra employment created under the Plan would be suitable for, or even 
acceptable to, youth, particularly those with "0" levels and, more particularly 
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still, girls with "0" levels. How can employment be ·created specially for young 
people? 

851. The history of youth schemes in Ceylon has not been very encouraging. 
The difficulties, particularly in the case of camp-based, residential schemes, are 
well known: heavy infrastructure costs, difficulties of finding leadership and 
effective teachers, and the low wages that can be afforded, which lead to a sense 
of being cheated. These difficulties are somewhat less in the home-based type of 
scheme, but the problem remains of finding work projects which are both close 
to the homes of the youth and also provide some sense of group accomplish
ment. 

852. It is clearly better that youth be absorbed into regular employment. The 
suggestion which follows is designed partly as a response to this need, and 
partly to improve the chances of success for such special youth schemes as are 
devised. 

853. The suggestion is to establish a national youth service wage scale, i.e. 
a scale of maximum wages graded by age and not by educational qualifications. 
During the first two or three years of any young person's working life he or she 
would be paid at the appropriate scale (say, between Rs 50 and 100 a month, 
depending on age). Thus, someone who started work at the age of 17 would be 
on this scale until the age of 19 or 20; someone who qualified as a doctor at the 
age of 24 would enter the scale at the bottom. 

854. The same rates would apply in the private sector, but here the difference 
between the national service scales and normal wage scales would be paid into a 
special fund-used, for example, for training purposes or to help finance 
special youth schemes. 

855. The main advantages of the scheme are-
(i) it makes possible an expansion of employment in the government sector 

without an increase in the salary bill; 
(ii) it generates funds for other employment creation schemes; 

(iii) it makes possible more lasting adjustments of wage differentials along the 
lines discussed earlier; 

(iv) it removes a source of frustration for young persons mobilised in special 
work schemes and being paid less than those in regular jobs; 

(v) it fits in with our educational policy proposals; and 
(vi) it stimulates self-employment, because it corrects the present strong in

centive to settle quickly into secure wage-paid employment. 

Fiscal and exchange-rate policy 

856. Inflationary pressure is building up dangerously. It is possible to 
eliminate the payments deficit, because imports of necessities like rice and fish 
could be largely replaced by home production, and imports of luxuries could 
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be cut back further. But this is hampered by the excess of purchasing power. 
Even if no special employment programme were necessary, the mere reduction 
of the payments deficit would require measures removing several hundred 
million rupees from the public's spending power. 

857. The budget deficit at present is approaching 10 per cent of gross 
domestic product. A large-scale employment programme in a short period 
requires considerable changes in the budget. These will not be easy. To restrain 
the purchasing power of the employed (both to allow increases in consumption 
by the now jobless and to bring the balance of payments under control) and to 
do this without social injustices or damaging the expansion of output and 
employment is a major undertaking. 

858. Fiscal changes should also affect prices (as well as total purchasing 
power) in ways that encourage exports and discourage imports, and that 
reorient the economy towards more labour-intensive methods of production. 

859. About Rs 550 million should be drawn off the economy as soon as is 
feasible. And to leave something for increased welfare expenditure to safeguard 
the most vulnerable types of people, the total economies need to exceed this 
figure. How can this be done? 

860. The first major measure suggested is to raise the effective rate of 
exchange paid for Foreign Exchange Entitlement Certificates (FEECs). These 
certificates should also be required for some equipment and non-essential goods 
which are at present imported at the official rate, and consequently subsidised. 
(We also discuss the possibility of a freely floating rate at a higher level.) All in 
all, the net revenue gain to the public sector would be of the order of Rs 200 mil
lion. Part of this, however, would be offset by the effects of something else we 
believe to be necessary, namely the removal of the export duty on coconuts. 

861. The only other major possibility of economising that does not reduce 
employment is to cut food subsidies. The cost of the rice subsidy runs into over 
Rs 600 million. While we are well aware of the social value of this subsidy, its 
reduction is really the only way of financing a big rise in employment and of 
achieving a major reduction in imports. Besides, welfare can now best be pro
moted by ensuring that the subsidies reach those who really need them (see 
below) and by reducing unemployment. We suggest that the ration of two 
measures of rice should be maintained, at least for the present, but that 75 cents 
should be charged for the first as well as the second. This would mean savings 
of about Rs 470 million. We also think that local sugar and tea prices should be 
raised, primarily to save imports and expand exports, respectively. 

862. The effect on income distribution would need to be balanced by higher 
taxes o.n the rich. Income tax could be raised, as could indirect taxes on luxuries. 
Investment incentives should be cut. The total yield from all these measures can 
be roughly estimated at Rs 700 million. 
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863. This fiscal programme would not only make it possible to reduce the 
payments deficit and unemployment; it would also ease the burden on import 
and exchange controls, the operation of which in any case needs rationalising. 

864. Even after the adoption of this programme, fiscal pressure will need 
to be maintained. 

Income and price policy 

865. We implied above that the income policy required in the long run 
involves a big break with past trends. The shift needed for the immediate pro
gramme involves an even sharper break. We have seen that total consumption 
can only increase at best by 1.5 per cent a year up to 1985. However, if un
employment were to be reduced substantially earlier (by 1976), employment 
would have to increase by over 4 per cent a year. This would leave virtually 
nothing for increases in average consumption per worker. Moreover if those at 
the bottom of the income scale are to receive priority, average consumption for 
better-off families will have to fall. 

866. The adjustments needed in the structure of wages are numerous and 
will be particularly difficult to carry out in a period when only modest increases 
in general consumption levels are possible. To achieve this, we make two pro
posals. The first is that those entering government service should start on a 
scale lower than the existing one. This would enable employment to expand 
faster, and also reduce the attractiveness of government jobs. The other is the 
establishment of new institutional machinery. We suggest an Incomes Council 
to lay down guidelines for wage settlements in general, and an Arbitration 
Court to deal with disputes and violations. All wage settlements would have to 
follow the guidelines laid down by the Council and be registered with it before 
they could take effect. 

867. In the next few years the guidelines would have to be so set that those 
with wages and salaries above a certain level would only benefit from nominal 
wage and salary increases, while those toward the bottom of the scale would 
enjoy some (though not much) increase in real terms. 

868. In addition, on grounds of equity and to help restrain inflation, there 
would be a case for cheap rations of some items, such as sugar, which would 
otherwise press heavily on the wage earner's budget. 

869. The process of shifting income to the newly employed will itself do 
much to relieve the poverty at present attributable to unemployment. In the 
process, however, it will also have harsh effects on families who do not benefit 
from any of their members filling the new jobs, yet who have to pay more for 
their rice or in other ways suffer from fiscal measures and price movements. For 
this reason, we have set the yield of tax increases and subsidy reductions high 
enough to allow for spending over Rs 100 million on specific welfare schemes 
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(such as free milk for young children and school meals) and supplements to 
national assistance benefits aimed at the age groups most vulnerable to the 
effects of poverty. 

Support from outside 

870. However serious the policy failures in Ceylon, we would be less 
than objective if we did not emphasise the treatment that Ceylon has 
received at the hands of the world community. Ceylon's deteriorating export 
position, her receipts of foreign aid, insufficient to offset even the fall in tea 
prices since 1965, the high interes~ rates often charged, even on aid loans, are not 
unique for a developing country; but the consequences have been particularly 
serious, indeed tragic. This is the result not so much of deliberate action by 
other countries as of a world system of trade and aid in which the most vulner
able and often the poorest are allowed to go to the wall while the standards of 
living continue to rise in countries many times richer. It is not an exaggeration 
to say that the lives of many people in Ceylon have been frustrated by un
employment because other countries have been unwilling to pay a little more 
for a cup of tea. 

871. Although this report concentrates primarily on the changes of policy 
needed in Ceylon to de~l with the employment problem, we must emphasise 
that there may well be no possible solution without a response from the nations 
of the world (East, West or both) beyond that which has been accorded to 
Ceylon in the past. 

872. The rest of the world can help Ceylon to take the difficult decisions 
implied in the employment programme in four specific areas, namely 
short-run debt, development capital, trade arrangements and technical assis
tance. Such help, backed by tough measures by Ceylon, could help to make her 
an example of how to solve the problem of chronic unemployment now afflict
ing many countries. 

873. Short-term credits (including the refinancing of interest upon interest) 
brought Ceylon over $100 million of costly relief in 1970. The interest on 
commercial and bank debts has now reached $14 million a year. Much aid to 
Ceylon is now in effect not providing the means for growth and employment 
creation, but is paying off commercial creditors. What is needed is a funding 
operation under which governments would take over the debts and spread out 
their repayment over the years ahead. 

874. Ceylon has been receiving over $60 million a year of capital aid, but 
servicing past debts was costing $25 million in 1970. If short-term credits are 
eliminated by the funding operation, we would think that a gross aid ·flow of 
rather over $400 million (in 1970 prices) from 1972 to 1976 might suffice, 
provided Ceylon adopts the fiscal and income policies indicated above. 
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Even so, conditions are critically important too. Donors should abandon 
charging interest (which cannot be paid except out of more aid), agree to untie 
aid (so that it can be spent anywhere) and guarantee support for five years 
ahead. 

875. As for trade, there are clear dangers of a new wave of protectionism 
elsewhere among the industrial countries, partly in response to their own (much 
less severe) unemployment and balance-of-payments problems. Coconuts play 
a key part in the land reform and the export thrust; a deal is needed with the 
European Economic Community on oil and dessicated coconuts. However as 
we indicated above, we expect tea to remain the most important of Ceylon's 
exports for some years to come, so that a long-term international tea agreement 
has become urgent. It would be a confession of international incompetence if 
the Second Development Decade witnessed a repetition of the price decline of 
the 1960s. 

876. Turning to technical assistance, it is clear that it is only when the 
Ceylonese authorities have considered their over-all strategy and sectoral 
policies in the light of our report that specific projects can be usefully defined in 
detail. There are certain key areas, such as statistics, land distribution, small
scale industry, education and training, which stand out as suitable for technical 
assistance projects . 
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SUMMARY STATEMENT . OF BANK LOANS 
AND IDA CREDITS TO CEYLON 

(As of December 31, . 1971) 

(US $ million) 

Total Amount (less cancellations) 
Of wnich has been repaid to 
Bank and others 

Total now outstanding 

Amount sold 3.6 
Of which has been repaid 3o3 

Total now held by Bank and IDA 

Total disbursed 

Total undisbursed 

Bank ~IDA Total 

74.1 

15.5 

.58.6 

0.3 

58.3 

43.6 

Q 

19.6 

19.6 

19.6 

~ 0 

93.7 

1.5.5 

78.2 

0.3 

77.9 

48.2 

~ 
Details of Bank Loan s/IDA Credits 

Undis-
No. Date Origi_nal Amounts Disbursed bursed Committed 

(less cancellation) 

Power I 
Power II 
Power III 
DFCC I 
DFCC II 
Power IV 
Mahaweli 

Total Bank Loans 

Lift Irrigation 
Highways 
Land Reclamation 
Nahaweli 

Total IDA Credits 

101 7/9/54 
209 9/17/58 
283 6/6/61 
520 11/22/68 
634 7/18/69 
636 7/28/69 
653 1/?IJ/70 ., 

121 6/19/68 
133 11/12/68 
168 11/13/69 
174 1/30/70 

15.9 
7.3 

14.1 
2.3 1/ 
3.0 y 

17.0 3/ 
14.5 

74.1-

2.0 · 
6.6 4/ 
2.5 

14.5 

19.6 

15.9 
7.3 ~ 

14.1 
2.2 0.1 
o.5 
3.5 

.. 0!)1 ~ 
0.2 
0.4 

43o6 30.5 o.6 

Oo8 
o.s 
o.5 
2.8 

4.6 

1/ 

~/ 

11 

4/ 

Original amount was $4 .0 million, out of which $1.7 million has been 
cancelled. 
Original amount was $8 .0 million, out of which $5.0 million has been 
cancelled. 
Original amount ·was $21.0 million, out of which $4.0 million has 
been cancelled. 
Original amount was $4.9 million, out of which $4.3 million has 
been cancelled. 





Year 

1965 

1966 

1967 

·1968 

1969 

1970 

1971 

South Asia Depar t.ment 

. CEYLON 

AID GROUP ASSISTANCE 

($ Million) 

Commit tme nts Disbursements .1( 
Connnodi ty A_M Project and Other Aid Total (Total ) --

42.3 7-0 · 49.3 1.5 

47.3 1.9 49.2 25.3 

40.7 6~ 2 . 46.9 43.6 

50.2 14.7 64.9 43.6 

61.0 39.6 106.6 50.3 

34.5 69.5 104.0 51.2 

42.0 14.0 56.0 3/ 41.0 
324.0 152.9 y 476.9 256 .5 

Source: I1inistry of Planning and Einploymerit · 

1/ Primari ly Commodity arrival s until 1970 

Y Approximate: Based on adjusted pledges 

3/ Includes $76 .3 million of Bank loans and IDA credits of 1-1hich $20 mil~on 
-. have been cancelled. 

January 1972 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I INTERNATIONAL FINANCE 

CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. J. Baneth DATE: January 12, 1972 

I}_S c_. 
FROM: Alfred S. Cleveland 

suBJECT: CEYLON - Short-term Forei·gn Bank Borrowing 

• .... , At the beginning of 1971 Ceylon' & posi tio'nt regarding short-term 
foreign bank loans seemed critical indeed. In December, 1970 the Government 
defaulted on DM 30 million outstanding on a line of credit from KFW. 
Payments of $5.0 million to Manufacturer's Hanover Trust and £8.5 million 
to three British banks would fall due in July and December, 1971 
respectively and additional repayments to Indian and Italian banks were 
also due during 1971. 

Since then the situation has eased very considerably. Agreement 
was reached on payment of the KFW balance in two equal installments in 
March and June, 1971 and these payments were made. The £8.5 due the 
British banks have been rescheduled over a five-year period. The $5.0 
million balance of the Manufacturer's Hanover Trust loan has been reduced 
to $4.8 million and falls due during tqe second half of Januar,y, 1972. 
Discussions are continuing regarding Jonger-ter.m rescheduling. 

'• 

A recent balance of payments estimated for the period of 1971 to 
1976 indicates that total short-term foreign bank borro1dngs outstanding at 
the end of 1970 amounted to $63.2 million of which $16.1 was scheduled for 
payment in 1971 and the balance to be repaid in equal installments of $9.4 . 
over the succeeding 5 years. These estimates are net of an average interest 
rate of about 10%. 

Repayment of bank borro1dngs is thus not particularly burdensome in 
itself but the amounts are not negligible and should be considered within 
the context of Ceylon's total debt service obligations. For the period 1971 
to 1976 a recent estimate indicates that total capital and interest payments 
will amount to about 47% of export earnings in 1972 and thereafter decline 
to about 31% in 1976. 
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FOREIGN BANK BORRO'ilNGS 

Name of Bank Outstandings as .at 
June 30 1 1971 

National & Grinlays Bank 

~ ... , 

/ .. 

Chartered Bank 

Hongkong & Shanghai 
Banking Corporation 

Indian Banks 

, . 

Manufactur er ' s Hanover 
Trust 

Italian Bank : ( < 

!. 4 million 

··' . f , 

!. 1.5 million 

!. 3 million 

Ind.Rps. 
50 million 

.... 

US$ 5.0 mill ion 

US$ 2.5 million 

11 · Net of average interest rate of 10% 

' Reoayment Schedules: 11 

30.6.72 - !. 705,882 

30.6.73 - !. 705,882 
"' 

30 .. 6.74 - ~ 705,882 e 

30.6'. 15 - . !. 941,177 

30.6.15 - 1S 941,177 

30.6.72 -!. 264,705 

30.6.73 - ~ 264,705 

30.6.74 - fl 264,705 

30.6.75 - 1S 352,943 

30.6.76 ., - fl 352,942 

,_ 

30.6.72 - fl 529,412 

30.6.73 - !. 529,412 

30.6.74 - fl 529,412 

30.6.75 - !. 705,882 

30.6.76 - !. 705,882 

365 days from date of each 
drawing 

Due on 7.16.71 
Reduced to $4.8 million in 
3rd quarter 1971. Balance 
$4.8 million due in 2nd half 
of January, 1972. 

180 days 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. J. Baneth 

FROM: Alfred S. Clevl:fa~ 
SUBJECT: CEYLON - Short-tenn Tr.ade; Credits 

DATE: January 6, 1972 

, . · , During the Anrrual Meeting in Septem~er, 1971 pr. M.M. Perera stated 
that an extremely difficult problem facing Ceylon over the near future is the 
large_., amounts of short-term trade credits falling due.. Mr. Cargill replied 
that in his view Ceylon had little choice but to seek relief through 
refunding. He added that if the Government thought it would be useful the 
Bank would be prepared at some point to provide informal assistance. 
Dr. Perera said this would be ver.y helpful and it was agreed that the 
Government would provide the Bank with full data on the short-tenn credits 
falling due over the next 18 months. 

This data was not received prior to the departure of the economic 
mission in mid-November and one of the initial tasks undertaken by the mission 
was to examine the status of this exercise. It was found that although the 
Ministry of Planning had requested the data from the Central Bank and the 
Bank in turn had requested the commercial banks to prepare detailed data 
for each credit, difficulties had been encountered primarily because of 
differences betl'Teen the amounts of import licenses issued and the amounts 
actually utilized. Following detailed discussion of the procedures used to 
identify and report short-term trade credits, it was concluded that reasonably 
accurate data was available and would be assembled. It was further agreed 
that the Central Bank would tabulate the data indicating the amounts of short
term trade credits falling due over the next 18 months by creditor countries 
beginning with the fourth quarter in 1971. 

A tabulation sho1.ring the total amounts falling due and separate 
tabulations for amounts due from the private sector, gover~~ent corporations 
and the Government were provided the mission shortly before its departure 
from Ceylon. Ho1..rever, examination of this data indicated clearly that 
the amounts due from the Government were substantially under-stated and this 
in turn raised doubts about the accuracy of the estimates for private sector 
industries and public corporations. The responsible Government officials 
concurred in this assessment and agreed to review the data and revise the 
tabulations. Thus far the revisions have not been received. 

( c 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Files 

/l5G 
FROM: Alfred S. Cleveland 

DATE: January 12, 1972 

SUBJECT: CEYLON - Compensatory Financing and other Fund Drawings 

The Fund has advised that Ceylon has been invited to apply for 
compensatory financing in an amount equivalent to US$16.1. If the 
government responds promptly the matter will go before the Fund's Board 
on Friday, January 14. The amount of compensatory financing for which 
a count~ is eligible has been determined in the past by a fixed formula 
expressed in US dollars. With devaluation of the U.S. dollar an interim 
procedure has had to be developed and if objection to the staff recommendation 
for Ceylon occurs during the Board's consideration of the ~atter it will 
probably center about the nature and use of the interim procedure. 

In addition Ceylon is eligible for a third drawing of $5.5 million 
iri January, under the standby of March 1971 and a final drawing of $5 million 
in February. Also, Ceylon was allocated $10.4 million of SDR's on January 1, 
1972. Ho1vever, because Ceylon utilized all of the SDR' s allocated in 1970 
and 1971 and is, therefore, far from meeting the requirement· that on average 
30% of total SDR allocations outstanding must be held in reserve, it is 
unlikely that aqy of the 1972 allocation will be utilized unless an emergency 
situation arises. 

It may also be noted that although Ceylon's short-term debt 
outstanding in September, 1971 was well in excess of the Fund's ceiling of 
$66 million, heavy repayments in October and November reduced the amount 
outstanding to $43.7 million by the end of November. 

The principal implications of the foregoing are that Ceylon's 
short-term trade credit problem, which in September the government believed 
would require some form of refunding, has now eased considerably; and 
further, that because of this and with the prospect of compensatory 
financing, Ceylon's credit position regarding continued financing of imports 
on trade credit may have substantially improved. At best, however, this 
would be a short-term palliative and the price would be high. The cost of 
imports financed in this way runs 15-20% higher than spot purchases • . 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Files 

A SG 
FROM: Alfred S. Cleveland 

_ DATE: Jarroary 12, 1972 

SUBJECT: CEYLON - Compensatory Financing and other Fund Drawings 

The Fund has advised that Ceylon has been invited to apply for 
compensatory financing in an amount equivalent to US$16.1. If the 
government responds promptly the matter will go before the Fund's Board 
on Friday, January 14. The amount of compensatory financing for which 
a countr,y is eligible has been determined in the past by a fixed formula 
expressed in US dollars. With devaluation of the U.S. dollar an interim 
procedure has had to be developed and if objection to the staff recommendation 
for Ceylon occurs during the Board's consideration of the matter it will 
probably center about the nature and use of the interim procedure. 

In addition Ceylon is eligible for a third drawing of $5.5 million 
in January, under the standby of March 1971 and a final drawing of $5 million 
in February. Also, Ceylon was allocated $10.4 million of SDR's on January 1, 
1972. Houever, because Ceylon utilized all of the SDR 1 s allocated in 1970 
and 1971 and is, therefore, far from meeting the requirement· that on average 
30% of total SDR allocations outstanding must be held in reserve, it is 
unlikely that aQY of the 1972 allocation will be utilized unless an emergency 
situation arises. 

It may also be noted that although Ceylon's short-term debt 
outstanding in September, 1971 was well in excess of the Fund's ceiling of 
$66 million, heavy repayments in October and November reduced the amount 
outstanding to $43.7 million by the end of November. 

The principal implications of the foregoing are that Ceylon's 
short-term trade credit problem, which in September the government believed 
would require some form of refunding, has nou eased considerably; and 
further, that because of this and with the prospect of compensatory 
financing, Ceylon's credit position regarding continued financing of imports 
on trade credit may have substantially improved. At best, however, this 
would be a short-term palliative and the price would be high. The cost of 
imports financed in this way runs 15-20% higher than spot purchases. 





INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Files DATE: Jarru.ary 12, 1972 

tJ~ 
FROM: Alfred S. Cleveland 

SUBJECT: CEYLON AID GROUP 

The Ceylon Aid Group was formed to provide coordinated assistance in 
overcoming the severe economic problems faced by the country following the 
crisis of 1965. Examination of the situation indicated that restructuring 
of the economy was required but that the balance of payments had deteriorated to such 
an extent that sizeable external assistance would be necessary. The Bank had 
begun discussions in the last months of ~~s. Bandaranaike's first government on 
how this assistance might be mobilized. This led to creation of the Ceylon Aid 
Group - primarly consisting of Australia, Canada, France, GermaQY, Japan, the 
United Kingdom and the United States with representatives from IMF, Asian 
Development Bank, UNDP and observers from Denmark, India, Italy, Sweden and 
OECD. 

The Group has met every year since the first meeting in July, 1965 under 
the chairmanship of the Bank. In one sense the group is unique, being neither 
a consultative group nor a consortium. The question of the Group's status 
has be~n discussed •~th the prinicpal memebers from time-to-time who have 
concluded that the present structure suits the Ceylon situation very well and 
that the Group has functioned both efficiently and effectively so far. 

The development strategy that prevailed throughout the last half of the 
1970's and which was worked out in consultation with the Bank and concurred in 
by the Aid Group, together with the record of success and failures, is described 
in the Country Program Paper included with this briefing material. In general 
the group was satisfied with the progress made and the amount of new aid 
committments therefore increased steadily over this period. 

At the meeting in April, 1971 however, the group expressed its disappointment 
at the failure of the new government during its first year in office to face up _ 
to its extremely difficult problems and to undertake the urgently required 
reorientation of economic policies. The group concluded that although continuation 
of aid was probably not warrented on grounds of economic performance, it would 
not be politically desirable to discontinue assistance. Nevertheles~ the indications 
of additional aid were disappointing amounting to about $65 million as compared 
to nearly $100 million in 1970. This was largely due to abstention by Germany 
for political reasons and the position taken by both the United Kingdom and 
France that their pipelines of aid to Ceylon were aaequate for the time being. 
The group made it clear, however, that assistance in subsequent years would 
depend upon establishment of an economic framework within which aid could be 
given effectively. 

Between its inception in 1965 and the end of 1971 total committments 
by the group have amounted to about $477 million of wmich about $256 million 
have been disbursed. Nearly 70% of cammittmemts have been in the form of 
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relatively quick-disbursing commodity aid and a much higher percentage of 
disbursements have been in this form. The largest donor has been the United 

· States followed by the U.K., Germany, France and Ca~da. From 1965 to the 
present total Bank/IDA lending to Ceylon has amounted to $76.3 million of 
which $20 million has been cancelled, largely by the present government. 
In recent years AID Group assistance has financed about 20% of Ceylon's 
imports. If the group's support were to be discontinued or substantially 
decreased and not replaced from other sources, Ceylon's import capacity 
would decline drastically. Should this happen, and even with best of 
intentions, it is unlikely that the Government would be able to cope with 
its present difficulties. 
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