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INTRODUCTION

It is hard to imapine a country which has never experienced economic growth.
Most of the cases studied under the heading of "underdeveloned countries' are either
instances of continuously insufficient economic crowth or of crowth which was once
fast enouch but has since becorme insufficient. #National accounting and other statis-
tical methods are used in attemnts to derive nurerical rates of srowth but whether
a prowth rate is sufficient can only be defined nolitically, according to the hopes
and expectations of a country's citizenry. A commonly cited minimal condition for
sufficiency is that real per capita income must risc. But depending on the politi-
cal conditions obtainine in a given countrv some low rates of growth in per capita
income may or may not be deemed sufficient. As a host of writers have pointed out,
expectations are rising.

The "export economy" falls into the catepory of countries which at some time
in the past experienced rapid, more than sufficient growth. Characteristically,
though, this growth was uneven in its relative impacts on various sectors of the
economy. The commonly observed dual or plural economy is the result, Statisti-
cally, with export production growinpg rapidly and per capita income in the rest
of the economy presumably about constant, real sross national product climbed at
a fairly rapid rate., Even if this arowth rate had been maintained up to the pre-
sent it would in time have ceased to be politicallv sufficient as the masses of
people living in the neglected sector aradually sained political consciousness.

In fact, it lost its momentum in most of these countries with the depression of

the thirties and has never fully regained it. With political awareness now reaching
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a high state of development, the performance of most export ecouomies has become
actual

increasingly insufficient on three grounds, (1) The/srowth of the export sector

has slowed down. (2) The acceleration of population growth and the rise

of income expectations have raised the politically sufficient provth rate sharply,

(3) A new galaxy of sectoral growth rates is now demanded: even a very rapid crowth

of exports would not be enough today; other sectors must be built up and the struc-

ture of the economy transformed. It is the last noint in narticular which may

doom the export economy to the history books: even a sunerbly performing expnort

economy will not be politically acceptable in the future and if a country can break

out of this pattern it will. Just what will renlace the export economy is not

clear, but the search for a new tvpe of aconomic svstem coes on and the nressure

of circumstances on the export econormies lends urpgencv to the search.

Ceylon is a small country and thus of only limited interest to most non-
Ceylonese. Aside from thosc who have visited the island and been won over by its
charms, most foreirsners are unlikely to nossess much knouledae of it or interest
in acquiring any. The big countries, like India, arc of more inherent political
and economic interest, Yet Ceylon is econormically important as a clear-cut pro-
totype of the kind of export economy just outlined. It was, in fact, an exemplary
export economy in its colonial days, a wonderful nlace for Enelishmen to make money
growing tropical plantation crops in the late nineteenth and carly twentieth centuries.
Receiving its independence in 1948, it has since proven less successful economi-
cally as an independent nation than it did as a coleny. Some necple, notably many
former British colonialists and middle-class Ceylonese, regard the period since
1948 as one of steady economic retrogression. It is clear that this popular concep-
tion is false. All the data show that Ceylon has been makine definite, though hardly
spectacular, economic progress and that apgregate and per capita income have been

rising slowly. It is the social changes and the distributional aspects of prowth



rather than the lovw -rowth rate per se which cause the white sahib and his brown
counterpart to lament. For the ordinary man on the Colombo street or in the villape
it is likely that growth since 1948 has been noticeable but certainly not sufficient.
Despite occasional and half-hearted attempts to transform the structure of
the economy, prowth from 1948 through 1960 proceeded basically within the old pattern
of the export economy. Mainly because of the effects of political and demogpraphic
changes in raising the demands made on it, the old pattern proved increasingly
inadequate as time went on. Some sort of new system had to be evolved if popular
expectations were not to be utterly frustrated, This meant building up non-export
sectors of the economy, through the mobilization of savings and allocation of invest-
ment to other sectors and through other policies. As it happened, Ceylon's policy
makers moved too slowly and eventuvally the virtual break-down of the old system
forced their hand. From 1961 on, irports were restricted and import substitution
encouraged. The development of food-producing peasant asriculture, which had proceeded
with fair success during the fifties, was pushed further., Industry, always a timid
actor in Ceylon's economic life, bepan to show its face. IHow successful the new
adversity-born pattern of development would be was still an open question in 1964.
The pessimists who see the entire economic history of Ceylon since independence
as a downward movement may yet be proven ri~ht. Or the crisis of 1960-61 may turn
out to be a needed challenpe, which will succeed in shaking the island out of its
lethargy. Time alone will tell. ELven if a fair prowth rate and healthy structural
change are brought about the time will soon come when Ceylon will have to face up
to the autarkic bias in this form of development and the difficulties autarky.
poses for such a small country. In no case, then, is the future a bed of roses and
under no circumstances will it bring a return to the past way of life, which is gone
forever,
The main subject matter of this book is the economic development of Ceylon in

the period 1946-60. This development would be incomprehensible, however, without
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some understanding of the historical backeround of the island's economy. The eco~
nomic history of Ceylon is still largely in the process of being written, but some
of the parts of it which are most relevant to more recent events are nresented in
Chapter 1. Cevlon's economic experienc: indicates an intimate relationship between
economic structure and nrouvth., Chapter 2 attempts to define the nature of this
relationship durinpg the heyday of the export economy. Chapter 3 provides a bridge
from the nrewar classical export economy to the pastuar period, showing how UWorld
tJar II, the phenomenal acceleration of ponulation crouwth around 1946, and the granting
of independence by Great Dritain ir 1948 combined to create the vastly chanped
economic environment of recent years. The 1948-60 period is seen as an ape of trans-
ition from the classical export economy to something else, the precise shape of
which is yet to be revealed by the passape of time. Chanter 4 sketches the main
output trends, apgrepate and sectoral, of the period, showing how a chanped pattern
of resource prowth (labor increasine faster, capital and land more slowly) and other
factors in the environment helped produce some unexpected sectoral prowth records.
Aside from cnvironmental factors, the active intervention of public policy was the
most important influence on relative srowth rates and helped brine about what struc-
tural change there was during these years. Chapter 5 examines this influence, its
direction and magnitude. In Chapter 6 the output growth reported in Chapter 4 is
contrasted with the increase in apgreprate demand, uvhich, thanks mainly to widespread
deficit finance by the central governmeat late in the 1950's, managed to exreed the
supply capacity of the economy by a considerable amount. In the export economy

the cffects of excess demand are felt mainlv in the balance of payments and it is
shown how this phenomenon finally brought about the sudden closing of the economy

in 1961. Some characteristics of the new era which beran in 1961 are outlined in
Chapter 7 and a short excursion is made into the uncertain realm of speculation

about the future.
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It is the author's hope that the monopraph will be of interest to a variety of
readers. The book is intended mainly as a case study, an analysis of growth in
a common type of underdeveloped country, the export economy, under a set of pres-
sures which is all too common in our modern world. Also, though, even for those who
know little about Ceylon, it is hoped that it will have some appeal as a story in

itself.



1.1

Chapter 1, Historical Background: The Rise of the Estates

In this day of economic nationalism Ceylon has often been refarred to as a
prototype of the colonial economy. Yet the fact is that the island had been a
European fief for three and a quarter centuries before it emerged with dramatic
suddenness in the 1840's as a model of the export aconomy. Portugal and Holland
had each enjoyed a century and a half of rule of the island, but their effective
sovereignty had alvays been limited to a narrow coastal belt. Their economic interests
had been similarly circumscribed, consisting mainly of trade in the na.ive-grown
cinnamon, pearls, ivory, and other exotic commodities fcr which Ceylon had been
renownerd, even in ancient times. The Portuguese had failed in efforts to subjugate
the Kandyan Kinpgdom of the hinterlands and the Dutch formulated a policy of leaving
the feudal political, social, and economic structure untouched to as great an extent
as was consistent with their control of the prized cinnamon trade. The seizure of
Holland's coastal forts by the British in 1796 had no immediate effect on this situa-
tion. The British valued the 1sland for strategic reasons -- its proximity to India
and the fine natural harbor at Trincomalee -- and apparently gave little thought at

first to its potential economic worth,

COTFEE
The economic side of British interests in the early years centered on the cinnamon
trade1 and not even the extension of European rule to the whole island for the first

time in 1815 had any profound effect on its economic structure. Although Ceylon

1. See Colvin R. de Silva, Ceylon under the British Occupation, 1795-1833,
v. 2, Colombo, 1962,
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had throughout recorded time been a participant in international trade it was not
until the revolutionary introduction of the coffee plantation in the 1840's that it
became the classic example of the export economy. An export economy can be defined
as one with not merely a high ratio of imports and exports to national income, but
one in which all the important macroeconomic quantities ~- government revenues and
expenditures, private investment, imports, and nztional income itself -- possess a
stronn functional dependence upon the level of export receipts. This Ceylon very
clearly became during the decade of the 1840's and remained, certainly throughout the
remainder of the colonial era, and in some respects to the present day.

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

of its historian,

Bringing with it nev modes of economic behaviour and a host of con-
cepts foreign to the prevailing economic system, it ate quickly into the
[ . .::ions of the existing structure. Capitalisn had arrived, aad it
is with its advent that the Island's modern economic history takes its
ctrt,  Acvirile commercial agriculture soon displaced in importonce the
old pursuits of the people and within the short space of a few years coffee
had made itself responsible for almost a third of the Government's income.
The stake was large enough to render it the State's most favoured child.
In the years that followed the planters' pioblems came to be regarded as
synonymous with those of the country, and in the quest to solve them,
-~ an undertaking to which the Government lent its energetic support --
nuch that was new was introduced with startling rapidlity. Thus, did
Ceylon dance to the coffee-growers' tune for the greater part of the 19th
century. In the process a new cconomic structure began slowly to evolve.
The factors of production, - “and, labour and capital, took on a new meaning;
roads, railways and ports appeared where there had been none before, poli-
tical affairs were invested with a novel significance, and class in the
modern sense of the term bepgan its slow growth. Aloup with these develop-
ments a money economy emerged, br}nginn with it a consciousness of prices,
profit, wages, rent and credit...

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

to the confluence at that time of a number of favorable influences. Britain had

1. I. H. van den Driesen, The Economic History of Ceylon in the Nineteenth
Century, vol. 1, Plantations, Land and Capital, unpublished English manuscript of
Sinhalese book, 1961. Much of the material in this manuscript had previously appeared
in the articles cited in the bibliography. As will become evident in the following
pages the section on the coffee industry of this monograph depends heavily on van
den Driesen's work.
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developed a taste for coffee during the eighteenth century as consumption of wine
dropped, but previous supplies had come first from the East Indies and later increas-
ingly from the West Indian colonies. In Ceylon, on the other hand, the plant had
long been grown-by the peasants, but never as a cash crop. 3poradically, it had been
Dutch policy to offer incentives to native producers and the Brit sh at first tried
this, too, but in 1823 the first plantation was set up and in the Jollowing year
Sir Edward Barnes, a man who had unbounded confidence in the future of coffee in
Cevion, became Governor. Incentives were niven to estate production in the form
of abolition of an export duty, exemption of coffee land from the land tax, repeal
of import duties on agricultural and manufacturing equipment, and exemption from feu-
dal labor dues of those employed in coffee growing.l Despite these powerful incen~
tives, in an early demonstration of the fundamental principles of the export economy,
production failed to resmond much until a good foreign market opened un. By the
1830's all conditions were right: the carly experimental plantations had begun to
evolve a greatly improved technolopy, the discriminatory import duty in favor of
Wlest Indian coffee which Great Britain had previously maintained was aqualized, and
the West Indian slaves were freed, thus climinating the cost advantage that New
World coffee nad enjoyed over that of Ceylon. Ceylon, which in 1827 had supplied
1.8 million lbs. of coffee to the British market (versus 29.4 from the West Indies),
was supplying 19.5 million by 1847 (the West Indian contribution had fallen to 5.3
million lbs.).2
volume

Export/. responded strongly to the favorable demand. From 1834 to 1842 it rose

ftue-fold,3 yet 1842 was only the chreshold of the era when coffee was king. From

that year un to 1849 a further rise tothree times its former level was recorded

1. Ibido, PP- 47-48-

2, Ibid., p. 55.
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(see Table 1,1), In 1846 something happened which was unprecendented in the economic
history of Ceylon up to that time: the island felt the effects of a world depressiou.
Coffee prices fell from 41s. per hundredwoight in 1845 to 28s. in 1848, With plant-
ine decisions long since made, total output of coffee continued to rise rapidly,
but sales of government land to planters fell off precipitously. Van den Driesen
estimates that perhaps ten per cent of thc estates being farmed in 1847 had been aban-
doned by 18491 and official data show a decline in planted acrease of ncarly 25 per
cent (see Table 1.1).2 lany planters were ruined and estates chanced hands at nrices
representing a fraction of their value just two years earlier. Yet, as time proved,
the frightening depression of 1847-49 was just the first of several such incidents
in the history of Ceylon's exnort econory. TIven for tbe coffee industry, which it-
self proved to be only a transient feature of the lonrer-lived economic structure,
two extremely prosperous decades lay ahead.

The 1850's and 1860's were the years when King Coffee reigned supreme. Over
that twenty-year span the area planted with the crop tripled and the quantity produced
rose almost as much. Prices rose steadily during the fifties and then remained almost
perfectly stable at favorable levels during the sixties. With the coming, of the
seventies, though, this golden era drev to a close. The fall of coffee, which bepan
at that time, was even more dramatic than its rise; within fifteen years the industry
went from peak prosperity to utter ruin. The cause of coffee's downfall made its

first appearance in 1869: Hemileia Vastatrix, the coffee leaf disease. This fungus,

which ultimately destroyed the Ceylon industry, also hit coffee in India and Java

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

1. Ibid., p. 79.

2. These acreage data were probably compiled on a "care and naintenance" basis.
That is, acreage which had not been uprooted but had merely fallen into disuse was
removed from the total. This explains why the recovery of acreage in the ensuing
prosperity was so rapid.



1.5

world market. The spread of the disease coincided, as it happened, with a very
rapid rise in world prices, in which the unit value of Ceylon's coffee exports more
than doubled between 1872 and 1876, Attempts were made to combat the funpus: for
instance, Liberian plants were substituted for the Arabian variety in some cases, but
they proved even more susceptible to the ravages of the disease. Soaring prices,
though, meont that for the time beinps the planting fraternity was much less concerned
with the funpus than it might have been in a more normal market. The area planted,
which had been rising at a relatively modest pace, began to iucrease more ranidly.
New parts of the island were introduced to coffec cultivation. Meanwhile, the funpus
caused year-to-year instability (the pattern of one pood year, then a bad one, then
another pood one emerped) and a steady decwmward trend in per acre yield, 1In this
race between rising vrices and acrcape on the one hand and fallinp yields on the
other, the positive forces remained ahead throughout the seventies. In fact, 1879,
with its record price of 119s. per hundredweicrht and its total export proceeds of
nearly ¢ five million was in these respects one of the best in the industry's history.
But per acre yields were slipping fast as the funpus spread. After 1879 the price
fell (though not sharply), acreage planted dropped off rapidly, and yields fell
more. DBy 1886 the industry was, for all practical purposes, dead.

Although remote in time from the main interests of this study, the history
of the coffee industry is worth studying in some detail because it set the pattern
for the later development of the plantations (the fact that it was tea, rubber, or
coconut that was planted in later years did not fundamentally alter the sature of
the system) and the plantations in turn monopollzed the center of the stage through-
out the colonial period. All the characteristics which remained basic to the planta-
tion system in Ceylon, at least up to independence in 1948, made their first appearance
in the nineteenth century coffee industry: British ownership and management of most

estates, including almost 1] the largest ones; provision of finance by British



Year

1834
1835
1836
1837
1838
1839
1840
1841
1842
1843
1844
1845
1846
1847
1848
1849
1850
1851
1852
1853
1854
1855
1856
1857
1858
1859
1860
1861
1862
1863
1864
1865
1866
1867
1868
1869
1870
1871
1872
1873
1874
1875
1876
1877

Table 1.1

The Ceylon Coffee Industry, 1834-1886

Export Volume
(thousand cwts,)

26
38
61
43
52
43
67
71
120
95
134
179
174
293
280
374
323
288
373
329
408
507
441
602
545
590
620
648
605

829
671

927
887
868
1,007
1,005
1,054
946
723
951
731
924
666
974

Export Unit Value
(sh./cuwt.)

30
31
49
50
45
60
64
55
45
41
40
41
38
31
28
29
41
41
37
40
42
44
45
50
49
50
51
51
51
51
52
51
51
55
51
52
52
51
51
89
88
98
113
102

(continued)

Area
Planted
(th. acres)

10
13
13
14
15
31
44
44
57
57
52
43
60
64
58
70
71
86
138
155
155
155
157
172
233
211
223
236
242
247
247
242
248
267
280
289
298
311
317
321

1.6

Yield3

(cwts./acre)
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Table 1.1 (cont.)

Area

Export Volume Export Unit Value1 Planted Yie1d3
Year (thousand cwts,) (sh./cut.) (th, acres) (cwts. /acre)
1878 632 108 315 2.0
1879 730 119 286 2.7
1880 657 102 286 2.3
1881 437 98 285 1.5
1882 465 77 ' 247 1.9
1883 305 39 193 1.6
1884 299 79 164 1.8
1885 316 78 139 2.3
1886 179 89 110 1.6

Notes:

1. Export value in shillings divided by export volume in hundredweights; this
is not to be interpreted literally as a measure of price, since a small part of
the rise in the later years represents the displacement of lower-nriced peasant
coffee by estate coffee (see Table 1.3, p. 1.17). Also, there seems to have been a
conventional aspect to these price data: e.o., in 1873 a sudden upward adjustment
was made in the conventional price used in making customs estimates, to allow for
the rise in the actual price which had been taking place over the nrevious several
years. Source: Ceylon Blue Books.

2. Sece note 6 to Table A-32, below.
3. Exports in hundredueights divided by area planted; the measure is thus dis-
torted by irrepgularities in shipment (e.o. when bad weather kept the coffee from

reaching the port and delayed sailings) and by the inclusion of immature acreage
in varying depgrees at different times.

banks and "acency houses'; larpe-scale, factorv-style operation of the estates using
massive forces of Indian labor specially imported for the purpose; control of the
import-cxport trade by the British; virtually comnlete reliarnce on imported supplies
of capital equipment, estate supplies, and cven food for the labor force; virtually
complete reliance on foreipn =- and especially British -- markets for the product.
.hese key characteristics had important consequences for the working of the economy

and its capacity for economic growth,
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Land for plantation development was purchased from the Crown. With the con-
quest of the Kandyan Kingdom in 1815 all the land in the central part of the island
which was not at that time occupied -- and this mecant vast stretches of forest land
-- was taken over by the Crown. As it happened, this was the land which later proved
suitable for coffee cultivation and it was the sale of Kandyan land by the Crown
to plantevs that furnished the starting point for the estate cultivation of coffee,
This land, for which there was little alternative use (but see p. 1.15, below), was
at first sold to British investors at a nominal price of five shillings per acre;
the government cven defrayed the cost of surveying the plot that the investor sclected.
Beginning in 1833, when only 146 acres of Crown land were sold, the demand for this
land rose very rapidly and in 1840 an all-time record was set when 78,686 acres
were sold.1 In just four years, 1840-43, some 230,000 acres of land was sold by
the povernment, mostly to developers of coffee estates.2 Not all sales were made
to Europeans and not all were for use in the coffee industry, but records show that
between 1844 and 1860, while sales continued at a pace somewhat less hectic than
that of the early forties, government land sales of all types totalled some 150,000
acres and of thesc over 105,000 acres represented land in the coffee producing areas
sold to Europeans; of the remaining sales, to natives, most were also in the coffee
country.3 The averare sale to a European between 1833 and 1860 was 97 acres; this
can be taken as a first approximation of the size of the average coffee plantation,

During the land rush of the carly 1840's speculation ran wild as investors

vbought up government land at the five shilling price and resold it not long after

1. Ibid., p. 59.
2. Ibid.
3, Ibid., pp. 122-23.

4, Ibid., p. 125.
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at thrze or four times as much., The government lacked adequate personnel to do a
good job of surveying land before selling it and the result was a wave of land 1liti-
gation, In June 1844 the speculative bubble was pricked by an edict declaring that
in the future no land would be sold before being surveyed and that the price would

be raised to 20 sh, These measures immediately struck down speculation. Coffee
acreage continued to grow despite a much lower rate of government land sales by means
of cultivation of previously purchased but unpnlanted acres. The growth of the in-
dustry was thus not stifled but the era of virtually free land was over, This policy
change, coupled with the effects of the 1847-49 depression, which weeded out the

less efficient producers, meant that the days when almost anyone could make money

in coffee were also ended.

From 1850 to 1857 the area under coffee tripled, rising at a much faster rate
than can be explained by reference to government land sales. After about 1860 a new
era of massive land sales began. The Surveyor-General's Departmen t had finally
been organized in an efficient enough way to cope with requests to buy land as fast
as they came in and the prosperity of the 1850's and 1860's created a brisk demand,
During the sixties about 35,000 acres a year were sold, but it was not such good
land as had been sold in earlier decades and prices were higher now. After Hemileia
Vastatrix struck in the seventies, the volume of land sales remained sizeable but
the makeup of the buyers changed; less and less land went into coffee and more was
bought by the peasants.

During its formative years, then, the coffee industry enjoyed easy access to
cheap land. Later, the cost of land rose but extension of the area cultivated con-
tinued, By the seventies, when world prices soared, high~cost areas upon which
nothing had ever been grown before were being brought into production, despite the
ravages of the leaf disease. Then, abruptly, the incursions of the fungus became so

serious that per acre yields dropped to the point where production was no longer
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profitable, even at a price of 100 shillings per bushel. When that happened, the
Ceylon coffee industry melted away in the space of a very few years.

Labor was one of the first problems encountered by the pioneer planters, The
indigenous inhabitants of the plantation area, the Kandyan Sinhalese, had been under
European domination for only about 20 years when the coffee industry began and their
acquaintance with the money economy was slight., In 1833 the government decreed the
end of feudal labor service dues, which they had been insisting on up to then. As
an attempt to create a large supply of wage labor, however, this policy was an utter
failure. The Kandyans continued to prefer their traditional semi-feudal village
existence to the regimented life and work of the estates. Whether they could have
earned higher incomes working for the plantations one cannot say, but it is not prob-
able that they thought of the question in that way, anyhow, Yet coffee, perhaps
more than any other plantation crop, required a large, disciplined work force, es~
pecially at tie annual three-month harvest season., An alternative source of labor
supply had to be found if the industry was to grow.

"Indian immigration to Ceylon," says van den Driesen, "began in earnest in

1839."

Two factors distinguished the South India of this time from neighboring
Ceylon. One was the much more severe poverty of the mainland, arising out of the
pressure of population (by establishing peace among a previously warring people

the British accentuated this problem) on natural resources generally inferior to
those of Ceylon. The other was the greater experience of the South Indians with
industrial routine (their extensive weaving industry had been ruined by British

free trade). By 1839 word had spread among the Tamils of South India that relatively

well-paid employment was available in Ceylon and the exodus began. The journey to

the coffee country was a rigorous one, involving a sea voyage to Colombo or, more

1. "The Need for Immigrant Labour,” unpublished manuscript, 1963, p. 12.
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often, Talaimannar, the port closest to the m~inland, and then a walk of more than
150 miles to the planting region. The earliest immigrants came of their own initia-

' who negotiated for the gang and

tive, in ganps of 25 to 100 headed by a 'kangany,'
subsequently acted as their foreman. They came with the idea of staying only long
enough to amass some modest savings but many never saw India again.,

The trickle of 1839 soon became a flood. Arrivals swelled from about 3,000
in 1839 to 77,000 in 1844.1 Throughout the 1840's and 1850's the inflow averaged
over 50,000 a year, with the return flow to India standing at about half that amount
(see Table 1.2, below). The new labor was cheap (its wapes amounted to only 18s,
per monthz), but it had all the usual disadvantapes of transient labor. At first
(see table), the men rarely brought their wives and children and the resulting sep-
aration from normal family life provided a motive for a quick return to India; later,
as a Tamil community bepan to form in the estate country, more families came, Des-
pite a remarkable expansion of immigration in the 1840's, there continued to be a
shortage of labour in Ceylon up to the end of the decade. Then, with the island's

workers

first depression setting in, immigration fell off precipitously and many of the /
who had taken up residence in Ceylon returned to their homeland., In 1848 arrivals
totalled only 32,000.3 Besides the depression, another factor in the reduced im-
mipration was the extreme difficulty of the trip the immiqrants had to make and the
exploitation to which they were prey. In the early fifties the Ceylon povernment,
in an attempt to increase the supply of labor to the estates, began to take some

responsibility for immigrant labor. I!Medical services and amenities at ports and

major planting centers were set up an’' this, along with the revival of prosperity,

1. 1Ibid., p. 17.
2. Ibid., p. 13.

3. Van den Driesen, The Economic History of Cevlon..., p. 18.
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again swelled the tide of immigrants., Arrivals rose to 58,000 by 1858 and in the
last years of the coffee era the figure was about 100,000 a year. By the 1880's

the accumulation of Indian estate laborers and their families permanently settled

in Ceylon amounted to about 200,000,

Table 1.2

Migration of Indian Estate Laborers, 1839-721

(annual averages)

ARRIVALS DEPARTURES2 NET INFLOW
Women & Yomen & Jomen &
Period Men Children Total Men Children Total Men Children Total
1839-42 4,827 437 5,263 6,361 506 6,866 -1,534 -69 -1,623
1843-49 46,597 1,518 48,115 23,524 750 24,275 23,073 768 23,840

1850-59 48,568 7,544 56,112 36,335 2,686 39,021 12,233 4,858 17,091

1860-72 52,405 17,269 69,673 54,673 12,421 67,094 -2,268 4,848 2,579

1. Source: A.M.& J. Ferguson, The Cevlon Directory for 1874, Colombo, 1874, n. 244,

2, The official figures have been inflated by 25 per cent here, as a rough allowance
for unregistered departures, which were put at 25 per cent of recistered ones by
a contemporary source.

* * %

Because of the economic and cultural differences between the estates and the

villages, the Tamil immiprants lived almost completely apart from the Sinhalese natives
of the island. They lived in barracks-like '"lines" provided by the estates, had

their own bazaars adjacent to the estate land, and followed Hinduism in a basically

Buddhist country. To as great an extent as the British, they represented a foreipn

enclave in Ceylon,

1. 1Ibid., p. 19. This contemporary estimate refers to the number who stayed
from year to year, not the number in Ceylon at harvest time. The 1871 census pave
537,800 as the total Tamil population of Ceylon, of which Ferguson (op. cit., p. 414)
estimated that only 115,000 were estate laborers and their families (the rest were
"Ceylon Tamils," a group of considerably lonper residence in Ceylon, centered in
the Northern and Eastern Provinces).
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Capital, once the industry was established on a prosperous footing, was self-
generating., The first investors were those most familiar with Ceylon's potential,
the civil and military officials stationed there. As coffee became a mania under
the stimulus of cheap land, however, a wave of small investors pcured in from outside.
In 1844 the minimum cost of setting up a plantation was perhaps £3,0001 and many
of the small men obtained part of this sum in the form of advances on future crops.
British-owned banks in Ceylon and "apency houses" (which supervised the operation
of the estate and shared in its returns until the owner had paid off his debt) came
to invest large sums in coffee mortgsages. DBecause the banks and apency houses were
in British hands and were extremely reluctant to extend credit to Ceylonese (and did
so only at high rates of interest when they did) estate ownership was at this time
almost entirely LEuropean, Native coffec preduction, which also enjoyed a considerable
boom, was strictly on a smallholding bhasis.

Almost all of Ceylon's coffee cutput went into the British market. DBetween
1868 and 1872, for example, 3,054,200 hundredweiphts, 94.7 per cent of the total
quantity exported, went to the U.K., mostly for consumption there (although a small
proportion of this was re-exported).2

Estate development falls into two periods, with the 1847-49 depression as the
dividing line between them, In the early days credit was freely extended and with
its aid an immense number of Englishmen in all walks of life noured into the industry,
The depression bankrupted many of the smaller men, sobered the banks and agency
houses, and led to an era of calm rationality., During the post-depression period
and right up to the disaster of the seventies, a well-manapged coffee estate must

have been at least a tolerably profitable enterprisc. An informed contemporary

1. Ibid., p. 27.

2. A. M. & J. Ferpuson, The Ceylon Directory for 1874, p. 243.
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estimate put profits at 25 per cent of sales. Uowever, the same authority states
that by the time the coffee era was over not more than one tenth of the estates had
. 1 . .
succeeded in makinpg a fair return on their capital. It is probable that the devia-
tions between the most efficient estates and the least efficient were very great,
feature
One ¢haracteristic:ift of the later estate industries, corporate ownership and
management of estates, did not become dominant during the coffee era. Even in the
1870's, when corporations had taken over some of the estates, over two-thirds of
the estates in operation were still owned by individuals. Of these, about one-third
lived on their own property and manaced it, while the rest left the management in the
hands of an agency house.2
When the coffee cra ended there was remarkably little cvidence of its former
prosperity left. As Ferguson, a contemporary observor, laments,
The accumulated profits made during the time of prosperity, which
elsevhere, e.g., Enpland, form a reserve fund of local wealth, to enable
the sufferer from present adversity to benefit by nast earnings, were
so far as the planters were concerned, wanting in Ceylor., There was no
reserve fund of past profits to fall back ~.-cn, no class of wealthy LEuro-
peans enriched by former times of prosperity...circulating the liquidated
profits of former industry, when the period of adversity and depression
arrived...Ceylon, in fact, in the best days, used to be a sort of incubatcr,
to wvhich capitalists sent their eggs to be.hatched, and whence a pood many
of them received from time to time an,abundant brood, leaving sometimes
but the shells for our local portisn,
No doubt the benefits of the coffee era to the European commercial class (which
Ferpuson represented) -- and still more to the Ceylonese -- wore transient. But
time was to demonstrate that a vaivable national capital had been built up,

During its era of supremacy, the plantation coffee industry completely dominated

Ceylon's economy. It was at this time that the outlines of the plantation-centered

1. Ferguson, quoted in van den Driesen, The Economic History of Cevylon...,
p. 197,

2. 1Ibid., p. 189.

3. Quoted in ibid., p. 197.



economic structure came to be defined. Other segments of the economy were profoundly
affected by the rise of the estates.

The traditional sector was influenced in two important ways. The estates some=
times took over lands to which the villapers felt they had traditional rights (even
though the government designated them as "Crown lands"); at the same time, the peasants
were offered a prospect of making a cash income throupgh smallholder coffee production.
The seriousness of estate incursions on the neasants' lands remains a major point
of debate in Ceylonese economic history to this day. It is, on the one hand, certain
that the lands taken by the planter were not those on which the Kandyan peasant de-
pended most -- his precious paddy lands, which were located in the wet upcountry
valleys and were not suited to coffaze cultivation. On the other hand, the traditional
agricultural system worked on a combination of thesc nuddy lovlands with the highland,
which performed important secondary functions acting as grazing land and also as an
area in which the peasant nlanted fruits and vevetables and, on an occasional basis,
supplementary food prains. In a few cascs vhole villanes were moved to make room
for estates, but on the whole such severe hardship seems to have been rare. Most
probably the losses suffered by the villagers were rore potential than actual --
their effects were to be felt only in the future, when the acceleration of rural
population growth caused people to press much more heavily on land.

The pood market for coffee offered by the spread of marketing facilities, on
the other hand, offered the villager an attractive profit-makinen opportunity. Even
before estate development cained momentum, in the second throuch the fourth decades
of the century, smallholder coffee production expanded by nearly ten fold,1 encouraged
by peace and good administration and reflecting an increasingly commercial outlook

on the part of the villager. Later, cstate output eclinsed that of the smallholders,

1. 1Ibid., p. 44.
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whose product was markedly inferior in quality and commanded a much lower price

on the London market (see Table 1.3, below). Still, throuchout the 1850's and 1860's
the smallholders managed to account for about a quarter of the total output (although
because they earned a lower price for their nroduct they received only a bit more

than 20 per cent of the exnort proceeds).l In the seventies, though, peasant productior

was the least well eauipped to withstand Hemileia Vastatrix. It dropped off sooner

and more ranidly than estate output and its share in the total narket fell to less
than ten per cent, Thus, vhile coffee introduced the Ceylon peasant to the notion
of producing for a cash market, it must have left an unpleasant taste in his mouth,

Other than the two impacts mentioned here, the effccts of the coffee estates
on the traditional villare economy were remarkably feu. There was little trading
in either end products or factors of production between the estates and the villages.
Estate coffee, of course, was almost exclusively for export. The modern equipment,
fertilizer, etc. needed to run an estate were all imported. Even the food to feed
the estate labor force, which micht conceivably have been bought from the village,
was all imported; Table 1.4 shows the rise in imports of the few sirnle items con-
sumed by the coolies which resulted from the expansion of the coffee estates. In
a fundamental sense the economic svstem of the villare was left untransformed by
the coffee experience. Some bitterness had been aroused over land richts, a few peas-.
ants had made somc money corowing coffee and a very few others workine on estates,
more had been indirectly affected throurh the openine up of their native districts
to modern transportation and communications, but basically the impact was slight,

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

the

marked the bepinnings (or at least the marked expansion) of feommpercial wivg of
Ceylon's economy. The British banks which onened branches in the island and the

British commercial firms which were set up to service the estates have already been

1. Ibid., p. 101.
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Table 1.3
Estate and Srallholder Coffee Exports, 18&9-861
Estate Smallholder Smallholder
Volume Unit Value Volume Unit Value Volume Share
Year (thousand cwts.) (s,) (thousand cwts.) (s.) (%)
1849 210 33 127 18 38
1850 219 H4 104 34 32
1851 198 45 90 33 31
1852 255 42 153 28 37
1853 210 43 113 32 35
1854 304 44 130 36 30
1855 316 44 167 33 35
1856 325 46 113 39 26
1857 368 51 161 44 30
1858 384 54 172 40 31
1859 407 54 195 40 32
1860 469 54 160 40 26
1861 433 54 130 40 21
1862 477 54 124 40 21
1863 649 54 158 40 20
1864 574 54 82 40 13
1865 714 54 215 40 23
1866 676 54 210 40 24
1867 720 54 143 40 17
1868 789 54 219 40 22
1869 836 54 169 40 17
1870 922 54 133 40 13
1871 775 54 170 %0 18
1872 582 54 141 40 19
1873 830 90 122 30 13
1874 634 90 97 75 13
1875 810 100 114 80 12
1876 586 106 30 80 12
1877 892 104 82 82 8
1878 586 110 46 76 7
1879 725 106 54 66 7
1880 612 104 45 68 7
1881 407 100 30 68 7
1882 429 30 35 46 8
1883 291 90 15 60 5
1884 288 80 12 50 4
1885 295 80 21 50 7
1886 169 90 10 70 6

1. Source: Ferpuson, p. 242; van den Driescn, The Ecomomic listorv..., pn. 107
(for 1870-; his source was Cevlon blue Books). The Terpuson fieures refer to
the twelve months ending on Cctober 10 of ecach year. This fact, and differences
between Terpuson and the Blue Books, explain the discrepancies which exisc be-

tveen this table and Table 1.1.
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mentioned., The emergence of moderr commerce can be closely identified with the

growth of Colombo, whic': had gone from an insicnificant town in pre-Luropean days
commercial

to a city of 120,000 by the end of the coffee era. The British/firms were heavily

concentrated in the capi.al, yet functionally they were mere appendages of the estates.

Table 1.4

Selected Imports, 1837-721
(annual averages)

Cotton poods Rice Fish
Period (thousand £s) cwts, thousand £ s (thousand £s)
1837-39 162.5 798.2 166.9 6.6
1840-49 184.6 1,689.3 295.6 14.8
1850-59 313.8 2,727.8 323.1 42,1
1860-69 707.6 4,197.4 1,185.9 67.2
1870-72 883.7 4,793.9 1,558.0 81.5

1. There is no way of knowine what nart of these imports were consumed by estate
laborers. Other segmente of the population also received hisher incomes as a
consequence of estate prosperity and their consumption of these things may also
have risen. The goods are, however, those which would be consumed in overvhelm-
ing proportions by the lower income sroups. They arc in any case indicative of
the prowing link betueen the estate and comercialsectors, on the one hand, and
the world economy, on the other.

Source: Ferpuson, p. 243.

% * %

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

estates. 1In 1833 a Lenislative Council was set up to govern the Colony and by the
forties the planters vere an important force on the Council, working for measures
close to their own interests, particularly improved transportatinn to quicken and
cheapen the process of moving estate supplies up to the planting areas and coffee
down. At times transnortation difficulties became intolerable as the inadequate

dads disinteprated under the fury of the monsoons and a great urrency was imparted
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to the planters' drive to gain a measure of nolitical power, Roads were built as
fast as government revenues permitted (although still more slowly than the planters
demanded), even to the extent of allocating 15 per cent of movernment expenditures
to road building. Hot until the completion of the Colombo-Kandy railroad in 1867,
though, was the central part of the island really opened up. The railroad renortedly
cut transportation costs for the coffee estatcs by as much as 60 to 75 per cent.1

In one sense, the planters mipht justifiably arque that the povernment should
devote a large portion of its budget to expenditures on their behalf, for it was
they who were providing the bulk of its revenue. Prior to the cominc of coffee the
Colonial Office had dreamed of nlacing the Colony on a self-supnortine basis, but
the pearl fisheries and cinnamon crops they counted on to balance the budget often
fell short of that goal. In 1843-45, however, the combination of cexport duties on
coffee and land sales proceeds produced » surnlus of £133,000.2 tThen the depres-
sion hit irmediately thereafter the «overnment incurred larpe deficits and tried
to make up the revenue losses by sharply increasing the tax burden of the peasant.
A rural insurrection was the conscquence. Dy trimming expenditures and waiting for
the recovery, the government finally weathered the denression. Surpluses accrued
throughout the fifties and sixties ard were used to finance extra-budgetary public
works cxpenditures. By the 1870's covernment revenues werc runnine at about one and
a half million pounds a year (over three times what they had been in the forties) and
when coffee collapsed in the following Jccade they fell off by more than a third.

By that time, the foundations for the excellent road and railroad networks of the

island had been laid; it was up to povernments fed by revenues from later estate

l. Van den Driesen, The Economic History of Cevlon..., p. 23.

2. 1Ibid., p. 85.

3. Ibid., p. 112.



1.20

crops to build upon the groundwork laid during the coffece era. 1In the two years
1871 and 1872, for instance, some £600,000 (26 per cent of total povernment expendi-

ture) was spent for public works, mostly road and railroad construction and mainten~

ance,

TEA
When coffee fell with such a resoundine crash in the 1880's the planters, with
land lying idle and an orpganizational system embodyving the accumulated knowledpe
of half a century at their disposal, quite naturally becan castine about for an alter-
native crop to which these assets might be anplied. Actually, some vears before
coffee collapsed its eventual demise had been forescen by a few far-siechted planters
and officials and the search for a substitute had becun. Cinchona (aquinine) was
the first one tried. Trom its beginnines in 1870 the cinchona industry expanded to
an 1885 peak, at which 39,000 acres were cultivated and 12 million pounds were ex-
ported at a value of over Rs. four million (g 387,000).2 Althouph some estimates
of the world market for the crop had been nlowine, the London market was soon glutted
with exports from Ceylon. The price of quinine per ounce fell from 12s. to ls.5d.
during the decade of the cichties, and the crop was abeudoned as a plantation endeavor.
Another crop t:ied as a substitute for coffee was cocoa. Tt had some past history
in the island as a smallholder crop, but suitable land proved to be too limited in
supply for it to be widely adopted on an estate basis. It did, however, serve as an
important crop in some of the middle-country areas which were later to become the

domain of rubber and it has continued to the present day as an item of subsidiary

1. Terguson, op. cit., n. 270. This excludes the repular expenditures of the
government railroad, some of which went for maintenance.

2. 5. Rajaratnam, "The Growth of Plantation Apriculture in Ceylon, 1886-1931,"
Ceylon Journal of Historical and Social Studies, January-June 1961, p. 3.

3. Ibid.
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cultivation for both estate and neasant producers,

At first, then, tea wos just one of several alternatives to coffee being con-
sidered by Ceylon's planters. Early exreriments with the crop in the 1840's were
not encouraging, but twenty years later varieties imported from Assam (where an ex-
pansion of estate production was already under way) were successfully cultivated on
several estates in Cevlon. For the time being, thouph, coffec served as a complete
distraction from scrious efforts to grow tea commercially., The ~rowth of the tea
industry proceeded in close step with the decline of coffee (see Table 1.5).

Once the failure of coffee was a clear and indisputable fact and the imperfection
of such crops as cinchona and cocea as renlacements for it was shown, intercest came
to center on tea. Early hindrances to the development of the industry were the gen-
erally bankrupt financial standine of the nlanters, their lack of technolopical in-
formation on tea, and the shortace of tea nlantine material in Ceylon. All of these
werc in time overcome and in 1386 the passine of an era was marked wvhen for the first
time acreaecec in tea exceeded acrease in coffee. Thereafter, the tea industry expanded
rapidly. The area nlanted rose by some 20,000 acres a year for the remainder of
the century and output underwvent a ten-fold increase. Then, in the late 1890's,

a decline in world prices sct in as the exnansion of demand, esnecially in the United
Linpdom, was finally overtaken by the ecrouth of world supply. Production costs had
been running around 6d. a pound in the eightics (about Te. 0.35)1 and as long as a
pound of tea continued to fetch Re. 0.70 (ls.), as it did in the 1880's, or even

Re. 0.50, as it did in the 1890's, the estates remained hiechly profitable. By the
turn of the century Ceylon was nroducing about one-quarter of the world's tea,” a

proportion which has remained remarkably stable ever since, but many estates were in

1. 1Ibid., p. 8.

2. See V. D. Wickizer, Coffee, Tea, and Cocoa: An Lconomic and Political Analysis,
Stanford, 1951, p. 157, for estimates of -sorld exports at various times.




1830
1881
1882
1883
1884
1885
1886
1887
1888
1889
1890
1891
1892
1893
1894
1895
1896
1897
1898
1899
1900
1901
1902
1903
1904
1905
1906
1907
1908
1909
1910
1911
1912
1913
1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924
1925

Table 1.5

The Cevlon Tea Industry, 1880-1939

Estimated
Output
(million 1bs.)

(5)
(5)

oSN UL

24

34

46

68

72

82

85

99
110
114
122
149
149
144
152
150
159
143
172
182
181
195
186
190
195
195
197
220
207
200
186
214
190
167
178
188
211
216

Arca
Planted Export
(thousand Unit Value
acres) (Rs./1b.)
9 0.93
14 0.93
15 0.85
20 0.46
58 0.76
121 0.71
165 0.64
200 0.59
232 0.53
207 0.52
2306 0.50
261 0.45
270 0.45
304 0.50
332 0.54
323 0.50
369 0.38
405 0.41
425 0.38
417 0.36
4006 0.36
406 0.33
434 06.36
461 0.38
419 0.306
458 0.42
434 0.36
438 0.42
553 0.41
458 0.44
53 0.46
457 0.46
458 0.44
433 0.40
487 0.46
477 0.57
498 0.52
509 0.49
506 0.46
499 0.56
- 0.44
418 0.70
.o 0.84
1,02
.o 1.05
440 0.95

(continued on next nare)

Yield per
Acre

(1bs.)

18

26

46
100

35

33

49

70
103
164
195
261
267
270
256
307
298
281
298
357
367
355
350
325
379
312
396
416
327
428
320
416
428
404
405
461
416
393
368
429

400

491

1,22
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Table 1.5 (cont.)

Area

Estimated Planted” Export 3 Yield per

Qutput (thousand Unit Value Acre
Year (million 1lbs.) acres) (Rs./1b.) (1bs.)
1926 224 442 0.98 507
1927 235 450 0.94 522
1928 245 457 0.82 536
1929 260 457 0.82 569
1930 252 .e 0.75 .o
1931 253 0.57
1932 263 .o 0.43 .o
1933 221 557 0.55 397
1934 225 559 0.66 403
1935 221 559 0.69 395
1936 226 559 0.70 404
1937 225 557 0.80 404
1938 247 557 C.73 443
1939 237 554 0.82 428
Notes

1. Exnorts plus estimated local consumption, the latter taken as zero through
1899, with a smooth arowth from zero to three pounds mer capita in 1953
(the latter fiocure is from Central Bank of Ceylon, Survev of Ceylon's
Consumer Finances). -

2. Sec note 2 to Table A-32 below.

3. Export value divided by export volurc.

4. Estimated output divided by area planted; the reasure should not be inter-
preted literally because export variations from year to year (which are
preater than output variations) have not been removed; only its eceneral

trend should be noted., In the 1920's, it seems likely that an understate-
ment of acreage had led to an overstatement of yields.

5. Lless than 0.5 mil{%on pourds. .
trouble. Even after prices began to risc amain in the first decade of the twentieth
century, profits for many operators were slim and many plantexs changed over to rubber
wvhen it appeared on the scenc.

In 1907 world demand beran to rise after a period of stagnation as the threat
of competition from Chinese preen tea was finally quashed and British per canita

. 1 .
consumption resumed its unward trend, At the same time, Ceylon planters adopted

1., Between 1907 and 1914 it rose by nearly one pound. S. Rajaratnam, "The
Ceylon Tea Industry, 1886-1931," Cevlon Journal of Historical and Social Studies,
July-December 1961, p. 189.
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the policy of plucking more finely than before, sacrificing the very ranid prowth
of output which they had tried for in an earlier, stronper world market and concen-
trating on preducing a tea of higher quality. World War I brought developments which
were almost identical to those experienced later during World Yar II: strong demand,
rising shipping costs and shortapes of shippinn space, short supplies of artificial
fertilizers (before the war these had come nostly from Germany), and eventually
replacement of the free market by a system of bulk purchases at contracted prices
by the British novernment. Over the protests of the nlanters, the price for the bulk
purchases was set at the averane level for the three nrewar vears; 90 per cent of
Ceylon's output was purchased at this price at the heicht of the war.l tith costs
risinp, the planters were totally unable to capitalize on the war.

After the war the industry was left with large stocks on hand in Ceylon. An
output-restriction scheme was essayed by the planters' associations in both India
and Ceylon and it, along with the recovery of demand, was responsible for the strone
upward trend in prices which ensued in 1920-22. 1In the course of the decade, though,
overproduction apain developed (thanks in nart to the emercence of the Netherlands
East Indies upon the scene as a major nroducer) and prices slinped off. By this time
Ceylon tea was enjoying a ten to 30 per cent premium over the prices of teas from
other sources. The industry was thus able to remain profitable throughout the
twenties (though its costs were also somewhat hirher than those of producers in other
countries).

Ceylon's favored position in the world market stood it in erood stead when the
depression of the 1930's struck. Ceylon tea fell less in price than any other tea

2
in the world market™ and export proceeds from tea were more nearly maintained than

1. Ibid., p. 191,

2, TIbid., p. 195,
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those ecarned by the island's other export crons (see Table A-47,below). In 1933
the International Tea Reculation Scheme, a model of its kind, went into effect and
prices were restored to their predepression levels.

In terms of the organization of production, tea was -- and still is -- the
classic examnle of the plantation crop. It followaed quite closely the pattern of
the estate system first set up in Cevlon to ~row coffee, makine only minor refinements
in it. In many cases, the same land, canital, and labor wvere applied to tea as had
been used in coffee. !Most of the old coffec estates were in time converted to tea
(althourh not always under the cld ovnership and management) and they formed the
nucleus for the new industry. Lven wherc new resources were draun into the industry
(and as early as 1894 the total acreare under tea surpassed the neak coffee acreape)
a similar orpanizational system prevailed.

The Ceylon tea industry has always been one of larne estates, European-run and
European-owned in the main. One of the more substantial estates, vith its hundreds
of meticulously planted, carefully drained, and flawlessly maintained acres is a
thing of beauty as well as an extrerely valuable capital asset. To keep it beautiful
and valuable, the constant attentions of a trained and dedicated supervisory staff
and the exertions of a small army of wvorkers are required. (Tca is not so labor
intensive as coffee was, thourh: rwhere coffee required tvo workers per acre, tea
has traditionally used less than one.) A tea bush takes three or four years to come
into bearine and, with all the facilities which nust be provided, settine up a roing
estate may take six to ten years. Once nlanted, the bushes remain productive for a
very lonp time (even today, with most bushes 50 years old or more, there has been
little replamting), but only with constant attention., The basic reason why such
continuous care is needed is that the tea "bush" is not naturally a bush at all, but
a trec which must be continually pruned so as to induce it to grov out (and thus

expose the preatest possible leaf area to the sun) and not up, as is its natural
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inclination. This, along with the need to fertilize, drain, and so on, necessitates

a large maintenance force. Plucking the bush remains a virtually unmechanized pro-
cess, also requiring hordes of laborers, becausc of the high degree of selectivity
required in pluckinpg. The only leaf that should be plucked is the "flush," the

young and tender leafs on the new shoots; the older, coarser leafs would be too strong
and bitter to make a desirable beverage, This means that the pluckers, who are
traditionally women, must go over the bushes with great frequency (it can be as often
as every three days) to assure that the flush is plucked and not allowed to age.

All of these technical characteristics co tocether to exnlain the short-run
constancy of tea output and its failure to respond stroncly and rapidly to nrice
stimuli, To maintain the value of an estate as a capital asset over the long run,

a fairly steady rate of output is an absolute necessity. Thus the ~rowth of the
industry has been relatively slow and steady but irreversable. A price change produces
an output responsc only if it is exnected to be a permanent chance, calling for a
marked increase or diminution of output over a number of ycars., Otherwise, the lonp~-
term rationality of keepins production on an cven keel outueiphs the temntation to
raise or lower production in the short run. It is this rationality of stabtle output
which makes the tea industry one in which tradition counts and thines are done in

the same way from year to year.

The economies of scale in tea production are considerable. tlickizer puts the
optimum estate size at 500 acres.1 Besides the economies realized in the field,
there are very considerable economies available to the large estate in the processing
of the green leaf. While there has been little mechanization of the field work over
the years, the factory work -- drying, rradine, rolling, and packing the tea -- has

long been a mechanized operation. This essentially industrial work is traditionally
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done on the estate and only a larpe estate can afford a factory, Small estates and
peasant producers must sell their preen leaf to estates possessing factories and,
because of their weak market position, suffer considerably thereby.

Despite the residual supplies of land, labor, and cazpital remaining after the
coffee era ended, the expansion of the tea industry soon created a need for more,
After the old coffee lands had been planted with tea, new lands begsan to be opened
up. This, fortunately, was casy to do because tea can be grown at a much wider range
of altitudes than coffee (varying, in Ceylon, from near sea levelto over 5,000 feet).
A new boom in the sale of Crown Lands developed. To meet rising demands for labor,
more Tamil labor was imported. Official statistics, which arc undoubtedly overstated,
show the net inflow of Indian estate laborers rising to 334,000 in the 1890's, after
a relatively small inflow of 122,000 in the eighties, then continuing at a pace of
316,000 in the first decade of the present century and 430,000 in the second.1 The
1921 census reported an Indian Tamil ponulation of 602,700, perhaps three times as
many Indian Tamils (who were almost all estate laborers) as there were in Ceylon at
the height of the coffee days. Capital continued to come from British banks and
agency houses, as well as from internally renerated funds, which were often substantial,
One spreading development was the increase in the depree of corporate control over
tea acreape. Companies replaced individual proprietorships and, in time, merged into
larger corporations having control over several estates. Dy the time the first of-
ficial data were pathered in the 1950's, over 60 pner cent of the total industry
acreape and about 75 per cent of the estate acreage was hel’ by corporations.2

Smallholders in tea held a position similar to that occupied by their predeces-

sors in coffee. They developed in the wake of the more profitable estate industry,

1. See Table A-10 | below.

2. See Table A-33 .
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operating on small plots with less efficient methods, making relatively little use
of hired labor. The fact that they had to rely on nearby estates to buy and process
their preen leaf put them in a disadvantaceous market position and they thus had to
settle for relatively low prices. Nevertheless, by 1935 there were nearly 70,000
tea smallholdings, accounting for some 11.8 per cent of the total area cultivated.
Many of these holdings were only intermittently cultivated, though, and it is safe
to say that they accounted for less than ten per cent of the total output. They can
thus be dismissed as a minor force in the industry. From the point of view of ;he
uction

opening of the traditional sector to the influences of the market, smallholder pro-/

of tea must similarly be rerarded as a development of only secondary importance.

RUBBER

As with tea, rubber's bepinnings as a plantation crop in Ceylon derived from
the fact that the main crop of the time ran into difficulties. The weak prices for
tea which prevailed in the carly years of this century, up to 1907 (sec Table 1.5,
above), made some planters search for a more profitable cron. Rubber, which was
just beginning to be demanded in larece quantities in the industrial countries, was
fetching attractive prices, From just 1,750 acres in 1900 the Ceylon acreape went
to some 150,000 by 1907.

The Ceylon rubber boom thouph dramatic, was not so overwhelming as the contem=—
poraneous upsurpe in the Malayan rubber industry. Two factors —-- the relative scarcity
of good uncultivated rubber land (most suitable land was already under tea) and the
revival of tea prices after 1907 -- limited the ¢rowth of Ceylon's industry. MNever-
theless, growth was rapid. By 1913 rubber earned abcut three-fourths as much foreign
exchanpe as tea. In 1917, with the industry enjoying war-inflated prices, it actually

surpassed tea for the first time in value exported. Because of rubber's five to

1. Sena Tahle A'U.-M.
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seven year gestation perind, it was not until about 1917 that the full fruits of
the first extensive plantings began to be realized. This would have corrected the
peneral excess demand in the world market if the war had not intervened. Despite
the difficulties of importing supplies and finding shipping space for the bulky
export product, the volume of exports continued to grow during 'orld Yar I. Bv the
War's end, though, the world oversupply made itself felt and nrices plummeted to
less than half their 1919 level by 1921.

In 1922 the Stavenson Restriction Scheme came iuto effect and in the following
ycar prices rallied. Despite the Scheme, Ceylon's acreage continued to rise (see
Table 1.6). The limitation of the Stevenson Scheme to the British colonies (an
effort to enlist the lictherlands East Indies was unsuccessiul) doomed it to ultimate
failure. Tor a time, thoupgh, the growth of the autonobile industry in the United
Kinpdom and especially in the United States broucht prosperity to the industry.
Acreape, output, and exports all rose steadily throughout the decade of the twenties
and by 1929 Ceylon claimed about a tenth of the world's acreace, ranking a poor third
behind Malaya and the lletherlands East Indies. Prices, hovever, hit a peak in 1925
and tken began to decline. This fall was indicati ~ of the failure of the Stevenson
Scheme to prevent oversupply, but soon the wvorld denression set in and demand fell
off catastrophically. The bottom fell out of the world market.

The sensitivity of the Ceylon rubber industry to the depression of the thirties
was axtreme.Prices sank. Cevlon's rubber proved to be in an especially poor com-
petitive nosition: much of its rubber acreape was already netting old (40 -~er cent
of it had been planted before 1911), some of it had been planted at altitudes which
were too high and on ground which was too hilly, and in many cases cultivation tech-
riques that were inappropriate to the industry had been transferred intact from

tea cultivation (e.qs., clean weedina, which resulted in extensive erosion in the
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hilly rubber country).1 Furthermore, legal minimum wapes remained under the influence
of the relatively prosperous tea industry and declined very little. There are refer-
ences in official documents to considerable reductions of output in the early thirties:
according to the Director of Agriculture some 40 per cent of the tappable area was

left untapped in 1932 and about half of the Indian laborers who had been employed

in 1929 were by then laid off.2 Nevertheless, the quantity exported declined only
modestly. Prices fell towards the vanishing point. 1In 1932, with prices at one quarter
of their 1929 level, output was down only 39 per cent. By 1934 a nev international
output restriction scheme (this time includine the Dutch and all other important
producers) went into cffect and prices began to recover. Soon after, a partial
recovery of demand, based partly on German rearmament and partly on the subsequent
limited revival of civilian demand and upsurce of military needs elsewhere, set in

and the market improved further., By 1939 the rubber industry was back on the road

to grood health and in the following year it felt the becinnines of a new boom.

With the sh{ft to rubber, the estate scctor in Ceylon moved avay from the classic
model which had been initinted in coffeec cultivation and later transferred virtually
intact to tea. Like tea and coffee, rubber is a tree crop, but unlike them it re-
quires very little maintenance to continue to thrive, nor is constant harvesting
required. A rubber tree is casily planted, takes approximately five to seven years
to come into full bearing, and may be tanped at varyinc rates thereafter for the
25-30 years of its productive life., Even if conscientiously maintained, it uses
less than half as much labor per acre as tea. DMoreover, if left untapned for a
year or two its future productivity will actually be enhanced:

Some bark removal is...inevitable [in tapping a rubber tree] and
this naturally varies not only with the skill of the tapper but also with

1. P. T. Bauer, The Rubber Industry, London, 1948, n. 51.

2, Ibid., bp. 54.
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Table 1.6

The Ceylon Rubber Industry, 1900-39

Arean

Estimated Planted™ Export Yield

Output (thousand Unit value per Acre
Year (million 1lbs.) acres) (Rs./1b.) (1bs.)
1900 .o 2 .o ..
1901 .. .. .o .o
1902 .. 4 .. .o
1903 .. 12 ..
1904 . 13 .o .
1905 . 36 . .o
1906 ‘e 50 .o .o
1907 o 116 .. .e
1908 .e 132 .. .e
1909 . 154 .. .o
1910 .e 187 ‘e .o
1911 .e 185 .o .o
1912 .. 223 .e -
1913 25 233 2.42 107
1914 34 163 1.67 202
1915 49 199 1.62 246
1916 55 222 1.90 248
1917 72 229 1.81 314
1918 46 260 1.34 177
1919 101 309 1.31 327
1920 38 . 1.02 .o
1921 88 390 0.59 226
1922 105 . 0,54 .o
1923 B4 .e 0.88 .o
1924 83 - 0.77 .o
1925 102 439 1.66 232
1926 130 475 1.29 274
1927 125 490 0.95 255
1928 128 534 0.58 240
1929 181 534 0.48 339
1930 171 . 0.28 .o
1931 133 .o 0.14 .o
1932 111 . 0.12 .o
1933 142 .o 0.16 .o
1934 179 606 0.32 295
1935 120 629 0.32 191
1936 112 605 0.42 185
1937 162 604 0.49 268
1938 112 604 0.39 185
1939 134 615 0.50 218
Notes:

1. Throupgh 1936, equals exnorts; thercafter, actual output data from the
Administration Report (henceforth abbreviated: A.R.) of the Rubber Con-

troller have been used.

(continued on next page)
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the frequency of tapping :nd with the tapping system adopted. If a tree
is left untapped bark reserve will be ‘reater, with the possibility of
higher yields later; where bark removal exceeds bark renewal it will
eventually be necessary to susEend or slow down tapping, or else to tap
on imperfectly renewed bark,..

This relationship between present and future output is diametrically opposed
to the relationship in tea cultivation, where present plucking enhances future
output. Rubber output is thus more variable than that of tea, the range of pos-
sibilities running all the way from letting a tree stand idle to "slaughter-tapping"
it, that is, tapping so fast that proper bark renewal is impossible and the tree is
permanently damaged. The level of current output depends on the level of prices.
More precisely, it depends on the relationship of present prices to expected future
prices; output forgone this year raises future cutput and if the level of expected
prices relative to present ones justifies it, output will be foregone.

Rubber technology is inherently much simpler than that of tea. The "manufac-
turing" process which must be gone through after the latex is tapped consists simply
of drying it out and rolling it into one of two popular forms, sheet or crepe. No
mechanical power need be used: the water can be pressed from the latex using hands
and feet and the final drying can be left for the sun to achicve but simple power
machinery and a smoke house are more commonly employed.

It should be clear from this brief description that rubber is inherently much
more of a smallholders' industry than tea. The economies of scale in the industry

are evidently much smaller. Moreover, the location of good rubber land -- at the

2. Sce note 3 to Table A-34 , below.

3. Export price divided by export volume.

4. Estimated output divided by area planted; to a greater degree even than
with other crops, these figures vary with changes in the ratio of bearing acres to
the total planted; they are thus not a sensitive measure of chanpes in intensity

of cultivation or of technological progress,

1. Bauer, p. 1.
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middle altitudes, closer to the bulk of the peasant population than tea -- made

the crop appealing to smallholding peasants. So, from the early days of the industry
in Ceylon, smallholders have played a significant role., In 1936, the first year

of official data collection on the subject, smallholders were found to hold 21 per
cent of the island's rubber acreage. This, though, is true only uader the arbitrary
definition that an estate is any holdinf ten acres or ore in extent. About 40

per cent of Ceylon's rubber land in the 1930's was in holdings of less than 100
acres.1 Rubber smallholders in Ceylon typically usce the cultivation of the crop

as a supplementary sideline, shifting their atteations from rubber to their other
agricultural or nonanricultural interests when rubber prices decline and back to
rubber when they risce., UYWhen they decide to tap they hire casual labor from the
villape and when they decide not to tap their trees stand almost completely unat-
tended.

Aside from the greater importance of the smallholder segment of the industry,
rubber also brought other chanpes in the familiar pattern of resource use in the
estate sector. The less repular need for labor meant that local workers employed
on a casual basis were heavily relied upon, even by the estates. Of the 540,000
Indian estate workers in Ceylon ir 1929, perhaps no more than 100,000 were employed
on rubber estates. Capital flowed into rubber cultivation from a wide variety of
sources, ranging from larpe British corporations with holdings in various parts
of Ceylon and often Malaya and India as well to peasants with just a few acres

planted.

COCONUT
With coconut, the third of modern Ceylon's three great export crops, one moves
still further away from the classic plantation system. The coconut palm goes back

to ancient times and was the "Trece of Life'" to the Ceylonese peasant (Kalpa Vriksha

1. Sce Table A-34, below.
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in Sanskrit) long before it became a plantation crop. One of many similar quotations

suggests its vital role in the village economy:

The leaves are used for roofing, mats, baskets, torches, fuel,
manure, whilst the stem of the leaf is utilised for fences, pinpoes and
fishing rods. Pickles and preserves are made of the cabbage or cluster
of unexpanded leaves. The sap forms toddy, from which arrack is distilled.
By evajoration, jagpery (a form of sugar) is obtained. Acetic fermenta-
tion produces coconut vinegar. The unformed nuts arc utilised in medicine.
The milk of the young nut makes a refreshing drink. The meat itself is
used to make curry and generally in cooking. The oil from the nut is use-
ful in medicine, for anointing the hair, to make soap, candles and to
provide lipht. Cattle are fed on the poonac or copra cake. Trom the
shell of the nut, drinking cups, charcoal, tousth-powder, spoons, medicine,
beads, receptacles and knife-handles are mavufactured. The coir is used
for matresses, cushions, ropes, cables, cordage, canvas, fishing nets,
brushes, fuel and floor-mats. The trunk, sometimes called »orcupine-
wood, is used for rafters, lathes, sailing boats, trouphs, furniture,
buttons n?d firewood. The roots of the tree are used for medicinal
purposes,

The coconut industry is dominated by smallholders, to an even preater extent
than rubber, with which it shares many technical characteristics. Even more than
the rubber tree, the coconut palim can live without systematic human attention.
Weeding, fertilizinp, and pest control all cnhance yields, of course, but they
are not at all necessary. The tree will go on producing dozens of nuts per year
without them. It is very long lived, althouph after 50 or 60 years senility sets
in and the yield drops. The tree is easily grown in small plots and even in pardens
attached to houses and in the Wet Zone low country, where soil and climatic con-
ditions are favorable, one finds them everywhere.

Aside from its almost endless village uses, which have frequently absorbed
half of Ceylon's total production, the coconut palm produces five products of com-
mercial value which are traded internationally: copra (the shredded meat of the nut,
intended for later pressing into coconut oil), oil, poonac (the residual cake left

after the oil is pressed out of the copra), dessicated (dried and finely shredded)

1. Report of the Coconut Commission, Sessional Paper (henceforth abbreviated:
S-P.) 12 Of 1949, pp. 11"120
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coconut, and coir (coconut fibre, derived from the husks). The copra is used as

a raw material to obtain oil, the ei) is used in food products (as a raw material
in the manufacture of marparine and as a cooking o0il) and in soap, the poonac serves
as a cattle feed, the dessicated coconut goes mainly into the confectionery industry,
and the coir fibre is used for a variety of purposes.

Information on the coconut industry, because of the dorinance of the small-
holders and also because caoconuts never came under an international regulatory agree-
ment as did tea and rubber, has always been sparse. Table 1.7, however, summarizes
what is known or can be estimated about its development up to ‘orld Yar II. TFrom
1870 -- when coconut was already a much more firmly established crop than tea was
and rubber had not even been planted -- through the 1930's, coconut output and acreage
grew at a fairly steady rate., During this growth process, mainly in the first decades
of the twentieth century, the plantation began to take a place in the industry.
Unlike the tea or rubber estate, though, the coconut plantation was almost entirely
locally owned. As time went by it came to represent an important transitional step
taken by the village landowner on the way to becoming a member of the urban elite.

In later days, many of Ceylon's leading politicians were to be coconut landowners.
According to the only census of coconut lands ever madc,1 in 1951, only 20 to 25
per cent of the island's coconut acreage was on estates., Of the estates, 84.9 per
cent vere in the hands of Ceylonese individuals, while only 7.7 per cent were evi-
dently in foreipgn hands (owned by non-Ceylonese companies or individuals).2 The
foreign role in the industry is somewhat understated by these figures, howaver, in
view of the fact that the processing of coconuts, unlike that of tea and rubber,
is not usually done on the estate, but at a scparately located and owned mill,

The mill may be a very simple affair or it may be a modern factory. A small number

1. Census of Apriculture 1952, v. 3; see TableA-34 below, and note 4 attached

2. See Table A-33, below, and its note 6.
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of modern British~owned mills process a high proportion of the coconuts grown in
Ceylon,

Under the beneficent influence of attractive and steadily rising export prices,
coconut acreage and production expanded steadily up to World VWar I. After the war,
the growth of acreage appears to have slowed down (though it may be that the over-
estimation of acreage in the earlier period is what creates this impressicn), while
output continued to rise. In the world market for coconut products, and dessicated
coconut in particular, Ceylon was a leading supplier in the 1920's. ller position
was undercut, however, by the incrcased entry of the Philippines into the world
market in the twenties; the American market for dessicated coconut, for instance,
was lost to the Philippines, which enjoyed a preferential tariff. Then the effects
of the depression were felt. Despite the popularity of the coconut as an article
of domestic consumption (which might be expected to work for greater price elasticity
of supply in the export market), exports in terms of nut equivalents were higher
in the depressed thirties than they had been in the prosperous twenties. Prices

fell by more than half.

PEASANT AGRICULTURE

Just what happened to peasant agriculture during a century of estate development
between 1840 and 1939 is hard to say. Rcliable data on output are totally lacking
and the only available quantitative indications of levels of activity come from
information on resource use in the sector. It would be a mistake to think of this
sector, wnich provided a livelihood for the major part of the population during the
period, as static. In fact, its population grew and the quantity of resources avail-
able to it underwent some changes. On the other hand, it is clear from an examina-
tion of income levels and other quantitative indicators of well-being and technology

levels in 1939 that the estate revolution bestowed few immediate benefits on the

peasant sector.



Table 1,7

:. Annual Averares
~ “he Ceylon Coconut Industry, 1870-1939
. ' Coconut fil 4 Copra . dessicated Coconut
Taticalpl Area Vielg 3 fmit 4 , ,
Outn 1t Planted”™ n2r Acra Volure Yalue  Velume  WUnit Yalue” 'blumeé Unit Value
Period (million nuts) ('000 acres) (nuts/ncre) ('000 cwts) (Vs.) ('000 cwts) (s.) ('000 cuts) ('s.) .
L2370-79 274 .o .o 174 12,37 36 7.45 .e. .o
1530-39 433 582 = 311 17.45 127 Y28 e ..
1390=-9¢ 711 813 747 443 13,93 1569 17,17 ’ 752 39,52
1S00=-00 533 920 ©145 554 tr.2n 545 11.43 157. 17.91
1210-19 1,211 0972 1,172 493 21,55 1,122 15,77 32¢6. 27,41
1029-2% 1,517 1,075 1,401 €10 27,17 1,729 15,70 775. 25.5%
1230-39 1,774 1,376 1,555 1,111 11,23 1,399 7.2 653 11,34
Jotes:

1. “krouarh 1936, estimated by takin- nut ecuivalents of coconut~product exnorts
(su~>2sted in Census of Arriculture 1952, v. 3, n. 10) and adding an nssume?
115 wts per canita annuallv (7rom Contral Dank of Cevlon, Survev of Cevilon's
Consuier Finances, n. 29); from 1937 on: there are official firures, simi-
larly 2scimated (see Table A-27, heler),

2. fBec 1otz 4 to Table A-32, belor.
3. Lstimated output divided by ares nlanted.

4. Sourca: Table A-47, below.
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The opportunities to earn higher incomes offered to the peasants by the estate
revolution were relatively few. Once the pattern of immigrant labor and imported
supplies was established (that is, ignoring the basically unanswerable question
of whether the Sinhalese were given a fair chance to work on the estates or provide
food for them) the number of cconomic transactions taking place between the estate
and villape economies was small. Estate inputs were almost all imported. In time,
Sinhalese peasants came to supply a fair proportion of the labor services used by
the estates (by the 1930's, some 100,000 Ceylonese were working on the estates,
making up about 20 per cent of the labor force), but this remained a minor tie be-
tween the two worlds of the estate and the village. Smallholding was a second link,
which in time involved a relatively small number of peasants in producing coconuts
and rubber (and an even smaller number tea) for the market., The great majority of
peasants, though, had no contact at all with the estates.

In most instances (especially in the casc of up-country tea) the estates were
not physically contiguous with the peasant areas, but even where they were (as was
frequently the case with low-country tea, rubber, and coconuts) there were remarkably
few economic relations between the sectors. The villager grew paddy (rice) to feed
himself and his family, ofter enjoyed the easily-gained produce of a few coconut
trees, and relied on a small plot of garden or "highland" to furnish fruits and
vegetables to supplement his diet. Ilis ideal was self-sufficiency and the ideal
came close to being realized in practice. llis technology was primitive -- even
draft animals were considered a luxury, available only to the relatively well-to-
do peasant -- and his per capita income was correspondingly low, much lower than
that of the plantation sector (though the estate income was distributed so unevenly
that the estate laborer was probably very little better off than his village counter-
part). Fortunately for the Ceylon peasant, nature was generally kind -- especially

in the rich "Wet Zone," which comprises the southwest corner of the island. In the
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Wet Zone two rice crops were easily grown each year; in the remaining Dry Zone (which
1s dry only in comparison to the richly watered et Zone) two crops are possible but,
in the absence of good irrigation, rather unlikely.

Technolopy in the peasant sector had been essentially unchanged for centuries.
Peasant population grew at only about one ner cent a year (see Table 1.8). A high
incidence of infant deaths and periodic outbreaks of malaria vere the main forces
keeping thc rate of natural increase down in the face of a high birth rate. In
addition, there were gradual population losses to the cities and the estates. The
supply of land to the peasants also expanded slowly but steadily, partly through
the gradual restoration of the extensive ancient irrigation vorks which exist in
many parts of the tsland, so only in the 1920's did the ratio of population to cul-
tivated land in the pecasant sector begin to rise. Despite frequent claims in Cey-
lon to the contrary, the estates seem to have cut very little into the supply of
arable land available to the peasant., In other ways, though, the effects of the
estates on resource availability in the neasant sector may have been more harmful.

It is probably true that the grow.h of the estates did reduce the reservoir of land
available for future expansion of traditional cultivation and thus bring about suf-
fering among the peasants later, in the twentieth century, when their population

began to rise rapidly. And what actual diversion of land formerly used by the peasants
to the estates that there was did not involve paddy land, but rather the supplementary
pasture and "chena" land (land used for the occasional slash-and-burn cultivation

of secondary grains) of the Kandyan peasants. This can be interpreted as being

the reason that the ratio of draft animals to rural population, after rising in the
late nineteenth century, fell almost continuously during the twentieth (see Table 1.9).

Despite the lack of quantitative information on the history of the traditional
sector, the broad outlines of the estates' influence on it are clear: the effects

of estate development on the village were relatively minor in quantity and indirect
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Table 1.8

Estimated Cultivated Land and Population in the Peasant
Agricultural Sector, Census Years, 1871-1959

Cultivated
Peasant Land Annual Growth Peasant Annual Growth Peasant
(thousand Rate since Population Rate since Population

Year acres) Previous Year (thousands) Previous Year per Acre
1871 954 1,831 1.9
1881 1,092 1.47 1,996 0.9% 1.8
1891 1,243 1.3 2,219 1.1 1.8
1901 1,370 1.0 2,541 1.1 1.9
1911 1.544 1.2 2,818 1.0 1.8
1921 1,676 0.8 3,051 0.8 1.8
1931 1,809 0.8 3,921 2.5 2.2
1946 2,076 0.9 4,941 1.6 2.4
19533 2,200 0.9 6,044 2.9 2,7
1959 2,351 1.1 7,297 3.2 3.1

Source: TableA-31. "Peasant land" consists of paddy acreage, plus "other"
crops, plus certain nroportions of coffee, tea, rubber, and coconut cultivation:
20 per cent of coffee, ten per cent of tea, 20 per cent of rubber, and 60 per
cent of coconut. Each of these embodies an estimate of the preportion of total
acreage under the crop which consisted of holdings under ten acres. TFrom 1946
on, actual percentages are used for tea and rubber (see Table A-34., below) and
part of the rise in peasant land after 1931 consists of land bought from estates
by smallholders.

Rural population from Table A-13, minus estate population; the latter is taken

as equal to Indian estate population from 1931 on (see Statistical Abstract of
Ceylon 1961, p. 185); before that the assumption is that the land-labor ratio

in the estate sector during the 1920's applies in all periods. This formulation
leaves Sinhalese estate workers in the peasant sector, which is probably desirable,
since they tend to be peasants at heart and only casual estate workers.

1959 was not a census year, so the origins of the data used are somevhat dif-
ferent from those of the other years (see Tables A-13, and A-31).
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Table 1.9

Draft Animals and Population in the Peasant 1
Agricultural Sector, Census Years, 1871-1959

Draft animals Draft animals per hundred
(thousands) of peasant popylation
Year Buffaloes Cattle Total Buffaloes Cattle Total
1871 . 997 ve .o 54 .o
1881 281 1,056 1,337 14 53 67
1891 393 1,065 1,458 18 48 66
1901 521 1,477 1,998 21 58 79
1911 462 1,465 1,927 16 52 68
1921 419 1,386 1,805 14 45 59
1931 528 1,052 1,580 13 27 40
1946 522 1,080 1,602 11 22 32
1953 656 1,229 1,885 11 20 31
1959 781 1,486 2,267 11 20 31

1. Peasant population is the same total as was used in Table 1.8 ; data on draft
animals are from Table A-35, below.

2, Cattle in Ceylon are used mostly as draft animals; there are few dairy cattle.

% % %
in nature, The economic opportunities offered to the villager were relatively few.
The negative impact of diverting land from the peasants was of consequence only
with the passing of time, and even then the indignities suffered by the peasants
might as logically be ascribed to the acceleration of their rate of population growth
as to the effect of the estates in limiting the amount of land available for the
expansion of peasant agriculture; that, after all, was ultimately limited by nature

anyhow,

THE ESTATES AND ECONOMIC GROWTH
The first century of Ceylon's modern economic development -- from the coming
of the coffee estate in the 1840's to World War II -- was utterly dominated by the
emergence and subsequent prowth of estate apriculture. Roughly, the century can
_ be divided into a number of periods, distringuished on the basis of what was happening

in the estate sector at the time: the rise of coffee and establishment of the
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estate system, c.1845-70; coffee's decline, 1870-88; the rise of tea and rubber up
to the first World War, 1888-1913; war and peace prosperity, 1913-29; and the de-
pression of the thirties. Taking the present as a point from which to look back,
the entire 1929-46 period can be vieved as a kind of "abnormal” era in which depres-
sion and war were the dominant influences on production, and the years since 1946

as an era dominated by the political fact of independence. Within the unchanging
framevork of an economy dominated by its estate sector, each of these periods has
its own particular growth experience (see Table 1.10 and Figure 1.1). Total exports
(and presumably national output, though there are nc data) rose and fell with coffee
in the early decades. The 1888-1913 period is the one in which tea propelled the
economy forvard; tea is mainly responsible for the fact that over-all export vo lume
moved upward at a 4.7 per cent annual rate during these years. In 1913~29 the
estate sector experienced its most rapid growth -- 7.6 per cent a year; in this
period rubber, growing faster than tea ever did, provided the main impetus. Thus,
up to 1929 coffee, tea, and rubber had cach in turn served as a leading sector, an
engine of grouth for the economy. After 1929 no sector boomed. In the "abnormal"
1929-46 era, output stapnated. Since 1946 it has resumed its upward movement, but
at a much slower rate than previously. Much more will be said about this later.

The prowth of estate output was accompanied by substantial increases in the
quantity of resources employed in the sector. Total land area devoted to the three
major crops rose from about 0.9 million acres in 1890 to 2.3 million in 1960.

Total employment rose from7§88,000 to over 800,000, Still, most of the increase
in output can be attributed to steady rises in both labor and land productivity.
In the tea industry from 1901 to 1960, for instance, output rose by 187 per cent
but labor and land inputs increased by only 43 and 35 per cent respectively; output

per man went up by 58 per cent, while per acre yields doubled. Comparable estimates

for coconut show a 174 per cent output gain, 27 and 19 per cent increases in the
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Table 1,10

Annual Rates of Increase in Qutput
and Exports, 1845-1960

Coffee Tea Rubber Coconut Combined ExpoEt

Period Exports Qutput Qutput Qutput Volume Index
1845-70 6047.: - - ) .e
1870-88 -12.7 o - 2.47 .o
1888~1913 - o 8.77 w 3.0 4.77%
1913-29 - 1.8 13.2% 2.8 7.6
1929-46 - 0.5 0.9 -1.1 0.5
1946-60 - 3.2 0.3 2.6 1.8
"Lifetime":

1845~88 0

1890-1960 3.3

1913-60 4.7

188G-1960 2,0

1888~1960 3.8

(1) "Lifetime" growth rates have been taken from about ten years after the estab-
lishment of the industry.

2. The index from which these growth rates are taken is plotted in Figure 1.1,

Because of the frequent changes in the composition of Cevlon's estate output,
computing such a long-term index poses a formidable index~number problem.
Using either constant weights from any sinple year or period or current-year
weipghts causes gross distortion; the former towvard understatement and the
latter toward exaperation. A third alternative was thus clected; constant
weights within cach of the subperiods chosen, taken from the first year of
the subperiod, and linkape of the subperiod indexes at the end years of the
subperiods.

% % %
amounts cf land and labor amployed ia the iadistry zespectively, and strikine
117 and 130 per cent increases in output per acre and per man respectively. 1In the
rubber industry, output (taking 1921 as a base) rose 133 per cent by 1960; increases
in inputs were also high, though -~ 71 per cent for land and 70 per cent for labor --
and productivity gains were not so impressive as in tea and coconuts -- 36 pex cent

for labor productivity and 37 per cent for land productivity. The apeing of the



trees and widespread replanting with younger trees (which required several years
to cowe into bearing) in the 1950's are Brgely responsible for the less striking
productivity increases recorded in rubber.1

Each of the estate industries appears to have followed a life cycle in its
development which, up to a point, differs remarkably little from crop to crop.
The opening of the industry is dramatic. Acreage orows by leaps and bounds and
output climbs almost as fast. Output per acre, measured using the sross acreape
planted in the denominator, rises rapidly as morc and more acres reach optimal bear-
ing age. Soon a fairly clear extensive margin is reached, however, beyond which
it is not profitable to extend acreage. Acreape ceases to rise and, after a lag
of a few years, output also stapnates. Employment, which had beeun rising briskly
in the early years, stops growinm. A period of near stagnation is ushered in.
Coffeec, tea, and rubber all clearly demonstrate the pattern up to this point. Beyond
this phase of the cycle, though, there is considerable room for variations among
cases. Output, if it is to grow again, must rise mainly throuph increases in out-
put per man and per acrej a variety of circumstances determine whether this is
achieved.2

Table 1.11 shows these trends in tea, rubber, and coconut. Tea and rubber
had similar early grouth patterns up to the 1920's and simiiar stagnation there-
after. Coconut's initial period of rapid growth, if it had one (and it may not have),
is lost in the mists of pre-statistical antiquity. The years since 1946 show a vari-
ety in the latest phase of estate development. The tea and coconut industries have

been able to accelerate their rates of output growth through acceleration of productiv-

1

1. The data upen viich thzer cnlculatiens v basod all a»ppear in the /Zppe.dix.

2. There is no inherent reason why output must stagnate after the intensive
margin is rcached. ‘'the upsurge in productivity could follow close on the heels of
the exhaustion of suitable land supplies. It can be arpued that with tea and rubber
it was only the coiucidental appearance of the depression soon after the marpin was
attained which produced the period of stagnation which is observable in the statistics.
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ity rise, while rubber, hampered by less favorable markets and (in the short run)

replanting, has not.

Table 1,11

Subperiod Trends in Tea, Rubber, and Coconut, 1888-1959
(average annual prowth rates)

Jutput Cutput
Subperiod Output Acreagpe Emplovment per Acre per man
Tea
1888-1913 8.7% 3.04 . 5.6% ..
1913-29 1.8 -0.3 (; 1,(1)) 2.2 (5 15(1))
A7 0.17%
1929-46 0.5 1.1 (T 0.6 S
1946-59 3.0 0.4 0.4 2.6 2.5
Rubber
1929-46 0.9 1.2 G ) -0.4 " )
1946-59 -0.2 0.1 -0.3 -0.3 0.2
Coconut
1888-1913 3.0 1.6 . 1.4 .o
1913-29 2.8 0.8 (__1 1(1)) 2.0 (2 2(1))
1929-46 ~1.3 0.7 (G ) 0.3 (. )
1946-59 3.4 0 2.0 3.4 1.3
(1) 1911-46

It is clear that the estate sector of Ceylon's economy has repeatedly demonstrated
its capacity to grow, both by bringing new resources under its command and by improv-
ing the efficiency of its resource utilization. Uhat are the implications eof this
capacity for the apgregate grouth of the economy? As one would expect, similar
long run data on the growth of the peasant and urban parts of the economy are lacking,
so it is impossible to say just how fast Gross Domestic Product has grown histori-
cally. A rough estimate of over-all growth is possible, though. If the whole modern
sector is taken, very roughly, to account for half of Ceylon's real GDP, ji its
mnual growth rate is taken as 3.8 per cent, 1888-1960 (the arowth rate f the com-

bined export volume index in Table 1.10) and if constant output per head is assumed
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in the rest of the economy, then the overall growth rate works out to 2.7 per cent

a year.1 Since population growth has averaged 1.7 per cent annually since 1888,

this implies an annual growth rate of real GIP of one per cent. U'hile not a spectac-
ular rate of growth, this is a discernible one and is definitely significantly

different from zero. There is thus evidence that over the last century the trend

of Ceylon's domestic output has been distinctly wupward and at « rate somewhat
faster than population growth.

This growth record is rendered more impressive by the diversity of products
which went into its compilation. Coffee, tea, and rubber were all bellwethers of
the economy in their turn. Several times, a reverse in the world market for one
good stimulated the development of another profitable one. The one consistent
principle in the history of the estate sector has been the continual sifting through
the array of possible export crops, discarding the infeasible and picking the most
profitable. Of course, in world depressions the prices of all primary products
drop and adaptability is to no avail. Ceylon was hit several times by depressions
during the plantation era and the impact was often considerable. DBut in each case
the estates rode out the depression a.d recnrar:e with output levels higher than ecver,
Fluctuations were the price of the higher income levels afforded by the plantation
system. Individual estate companies often went bankrupt but the system itself con=
tinued as virile as before.

One side of the historical record of the cstate sector, then, is the not in-
considerable amount of economic growth it produced for Ceylon. There is another
side, though: the failure of estate development to touch off any remarkable nrowth
or transformation of the rest of the economy. Despite a century of estate develop-

ment, the average income of Ceylon's 5,916,000 people was only about Rs., 140 in

1. That is, real output is thoucht to have risen at a 3.8 per cent rate in
the modern sector and 1.7 per cent in the traditional sector; 2,7 per cent is the
mean of these two rates,
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1939;1 it had been higher -- about Rs. 190 in the late twenties -- but had suffered
in the depression. Other quantitative indicators pointed to a very poor country,
The birth rate was very high, 35.9 per thousand, and the death rate was also sub-
stantial (22.0); of every 1,000 live births, 166 infants died in their first year.,
The population was 86.8 per cent rural. Public health and education were fields

in which some progress had been made but standards were still low: fewer than

40 per cent of the nation's school-age children were actually in school and infective
and parasitic diseases, which medicine and public health could in time eradicate,
accounted for 20 per cent of all deaths in the island. Most of Ceylon's population
lived in the villages, relying heavily on the traditional cultivation of paddy;

per acre yields in the crop were among the lowest in the world. The main reasons
for the poverty of the traditional agricultural sector were the primitive technology
and the small quantities of cooperative resources the peasants had to work with.

The average paddy holding was just over one acre and, with supplemental holdings of
other kinds, the typical peasant family had no more than perhaps three acres of land
to vork., Mechanical power use was spdrse; electricity consumption amounted to some
25 kilowatt hours per capita a year and even this was almost entirely limited to

the cities and the estates. Lven draft animals were in short supply: there was
only one buffalo for every wight rural persons and one cow or bull for every four.
Low incomes were the inevitable consequence of such low levels of resource use,

The coexistence of so poor an economy in general and a peasant sector in par-
ticular with a prosperous estate sector raises several questions., Did the estates
create the poverty? And even if they did not, why did they not eliminate it? The
failure of the estates to transform Ceylon's economy must be considered in detail,
The explanation for it lies in the basic structure and dynamics of the pre-tJorld

War II economic system.

1. Warnacena Rasaputram, Influence of Foreipn Trade on the Level and Growth
of National Income of Cevlon, 1926-57, unpublished Ph.D. dissertation, University of
Wisconsin, 1959, p. 133, Data supporting the other statements made in this paragraph
appear in the Appendix.
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Chapter 2. The Structure and Dynamics of the Classical Economy

Both the strengths and weoknesses of Ceylon's colonial economy grew out of
its basic structure and dynamics. The economy was a veritable model of what might
be called a dualistic export economy. There are two identifying features of this
kind of economy: (1) close dependence of national income on foreign trade and
(2) a split of the economy into two sectors, one modern in organizational struc-
ture and technology, producing for the world market, and the other traditional
in both these regards, precducing for the immediate village market. Dualism can
be and has been defined in many different terms -- capitalistic versus subsis-
tence, monetized versus nommonetized, nedern versus traditicnal, export versus
domestic, and so on. In Ceylon, the various definitions were closely coincident
and the two sectors, however defined, were clearly visible. The modern sector
consisted of the estates, the financial and commercial establishments of Colombo
and a few smaller cities, and the central government. The traditional sector
vas made up of the villages and depended preeminently on agriculture, with a
sprinkling of native crafts and traditional service occupations. The classic
purity of the Ceylonese case is illustrated by the clearness of this two-sectlor
division and the near absence of any in-between or third case. Only later did
a "third sector," comprising industrial and urban activities not directly related
to plantation agriculture develop.

The dualism of the economy was nearly perfect. The estate and peasant
economies touched at only a few points. There was little blurring of the sectoral
lines. The coconut industry was a pixed form, but in tea and rubber smaliholders
produced no more than fifteen per cent of the crop. The rest of the economy
did not count for much. There was a small plumbago (graphite) mining industry;
. unimportant remnant of the old spice trade, which had been the principal

commercial activity of Portuguese and Dutch times; and only tlie barest rudiments
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of a manufacturing sector (almost no modern industry -- unless the simple "fac-
tories" attached to the largest tea and rubber estates are counted -- and cottage
industries which compared most unfavorably with those of neighboring India).
For even the simplest manufactured goods the reliance on imports was virtually
complete.

Approximately 35 or 4O per cent of Ceylon's national output went into exports

and a similar proportion of the national income was spent on imports.

INTERSECTORAL FLOWS

The economy of Ceylon before Yorld Var II, then, can be regarded as consisting
of a modern and a traditional sector, both open to trade with each other and with
the outside world. The overwhelming bulk of trade flows, though, ran from the
modern sector to the outside and back again. Few goods and services flowed
between the traditional sector and the modern sector or between the traditional
sector and the outside. The government, an institution with a potential for
changing the pattern of intersectoral flows, was small at the time and did little
to alter this basic pattern. The pattern can be illustrated in a rough and im-
complete way with respect to one fairly typical prewar year -- 1929.

In 1929 by far the largest number of (Ceylon's people earned their living in
the traditional sector (see Tablec 2.1). To the 72.7 per cent of the total
population that lived in the rural areas but not on estates can be added the L.4
per cent dwelling in towns smaller than 20,000. The estate population accounted
for 14.1 per cent of the total and the further 5.4 per cent living in Colombo
must also be added to the modern sector. The 3.4 per cent living in towns of
20,000 and up other than Colombo were a mixed lot, some or them working in the
‘;raditional sector and some in the modern. Thus, cverall, nearly 80 per cent

of the population was in the traditional sector and 20 per cent in the modern.
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Table 2.2
Breakdown of Receipts from Domestic Exports between

Modern and Traditional Sectors, 19291
(Rs. millions)

Mcdern Sector Traditional Sector Total
I. PFood, drink, and tobacco 202.1 32.7 234.8
a. Teal 188.4 16.8 205.2
b. Dessicated coconut3 k.9 7.0 11.9
c. Othersh 8.9 8.9 17.7
IT. Rav materials 96.2 k5.0 ih1.2
a. Rubber’ 734 13.2 86.6
b. Coconut oil T4 10.6 18.0
c. Copra3 10.5 15.5 26.3
d. Minor ummanufactured
coconut products 1.9 2.5 4.4
e. Plumbago (graphite) 2.7 -- 2.7
f. Othersé -- 3.2 3.2
II. Manufactured gocd56 -- 3.7 3.7
IV. Animals not for food -- - --
DOMESTIC EXPORTS 298.3 81.4 379.6
Per cent of Total 79.6 21.4 100.0

lAs the following notes make clear, this is only a rough breakdown.

Ten acres is the dividing line between smallholdings and estates; the acreage
ratio was teken to be that of 1935 (88.2 per cent estate) and yields on small-
holdings were assumed to be two-thirds of estate yields per acre.

3121 coconut output is divided cn the basis of the 1946 acreage ratio (31.9 per
cent estate) and the assumption that smalllholder yields are two-thirds of estate
yields.

L
Assumed 50-50: includes minor estate crops, spices, etc.

5Acreage ratio taken as in 1936 (78.7 per cent estate); smallholder yields assumed
to be two-thirds of estate yields.

6Arbitrarily allocated entirely ito traditional sector; actually contain small
proportions of mcdern-sector output.

Sources: Tables /-34, '-47, anc =48, below.
Thirty Years Trade Statistics, v. 1.
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Table 2.3 (below) breaks down 1929 imports among several categories: consump-~
tion goods, Western-style and traditional, intermediate goods, and investment
goods. The Western-style consumption goods amounted to 16.8 per cent of total
retained imports at this time. Since the European population was no more than
seven or eight thousand, less than one per cent of the total, the figure is
indicative of both the much higher income levels enjoyed by the few Europeans
in Ceylon and the spread (which was later to become much vider) of Western modes
of living to the Ceylonese population. The Ceylonese consumers of Vestern-type
goods at this time may have numbered ten or twenty thousand, were largely limited
to Colombo, and consisted of pcople with high-lcvel positions in the estates,
commerce, and the government, as well as a small but growing Ceylonese middle
and upper class, consisting of landowners and professionals in law, medicine,
and similar fields. Traditional consumption goods, which accounted for Jjust
over half the import bill in 1929, consisted mostly of staple foods (especially
rice), with basic manufactured goods like cotton textiles, kerosene, and matches
rounding out the total. No division of these goods between modern and traditional
sector consumers (e.g. between villagers and estate workers) can be made, since
the c-nsumption patterns of the two groups were similar in many respects. One
can speculate that most of these goods went to the estates and to urban consumers,
thpugh the villager, tco, had by this time become dependent on foreign sources
of such things as cloth, matches, and kerosene and used much of his meagre cash
income to buy them. The intermediate and investment goods which made up the
remaining 37 per cent of the import bill went almost exclusively to the modern
sector -- the estates, commerce, and the government. Almost all the raw materials,

tools, and construction materials employed by the traditional sector were of

native origin.
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Table 2.3

Breakdown of Retained Imports among Consumption Goods,
Western-style and Traditional, Intermediate
Goods, and Investment Gocds, 19291
(Rs. million)
Consumption goods
Intermediate - Investment =i

Item Western-style Traditional froods goods Total
Food, drink, & tobacco 27.5 7.1 . 3.8 -~ 178.4
Rice -- 99.5 -~ -- 99.5
Sugar - 15.8 -- -- 15.8
Fish 0. 10.2 -- -- 11.1
Curry stuffs -- 5.8 - - 5,8
Other food 18.4 15.2 3.8 -- 37.4
Drinle k.6 - - - L,6
Tobacco 3. 0.6 -- -- k.2
Rawv materials - - 30.2 - 30.2
Fertilizers - -- 15.2 -- 15.2
Other -- -- 15.0 - 15.0
Manufactured goods 33.6 36.k 33.h4 49.9 155.k4
Cotton gocds -- 25.7 - - 25.7
Motor vehicles 5.5 - -- 9.5 15.0
Iron & steel & their
products - - -- k.7 1h.7
Gasoline 4.8 -- 8.3 -— 13.1
iachinery - -- -- 7.8 7.8
Kerosene .- 7.6 -~ -- 7.6
Other 23.3 5.1 25.1 17.9 TL.h
I'nimals not for foocd - -- -- -- --
Total 61.1 185.5 674 49.9 364.0
Per cent of total 16.8 51.0 18.5 13.7 100.0

Source: Thirty Years Trade Statistics, v. 1.

lAs in Table 2.2, there is some roughness inherent in the arbitrary assignment
of items to one category or another; however, the existence of a finely detailed
summary of imports in the source reduces errors arising from this difficulty
considerably. Retained imports are taken as 1929 imports minus 1929 re-exports,
with no adjustment for changes in stocks.
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Like the outside world, the government of Ceylon in 1929 dealt mainly with
the modern sector. The government was much smaller then than it was to become
later (its consumption and investment expenditures together amounted to about
14 per cent of GNP, compared with the 19.4 per cent disposed of by the 1960
government)l and its later function as an instrument of intersectoral redistri-
bution had hardly been used yet. The revenues of the government in 1929 came
mainly from customs duties (49.0 per cent of total revenues), nontax receipts
(32.1 per cent), and excise taxes (16.1) and only to a small extent from direct
taxation.2 By far the greater proportion of revenue was raised in the modern
sector; the traditional sector was barely touched by the revenue system. Import
duties, the largest single revenue source, vere levied at an average rate of 9.5
per cent of the total c.i.f. value of imports. rbout a third of this duty was
raised from imports of traditional focd items (much of which was destined for
consumption by estate laborers), but the rest fell on consumption, intermediate,
and investment good imports of the modern sector and on items which were subse-
quently re-exported.3 About 80 per cent cf the revenues raised frem export
duties, of which the duty on tea provided by far the most revenue, fell on estate
exports.u The average rate of export taxation was just 3.1 per cent of the value

of domestic exports. There was no inccme tax, either on companies or individuals,

lRasaputram's data put GNP in 1929 at about Rs. 775 million (p. 121); for 1960,
see Appendix A, below.

2See Table \~50, below.

3Thirty Years Trade Statistics of Ceylon, v. 2; this is for 1930.

uIbid.

5During the following year, with the onslaught of the depression, export taxation
was temporarily abandoned.
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) The nontax revenues of the government were mostly payments for services performed
for the modern sector -- land sale proceeds, surveying fees, tolls, electricity
charges, port and warehouse dues, etc.

Similarly, the expenditures of the government were in large measure the
costs of providing services to the modern sector. Table 2.#, which provides a
rough functional breakdown of expenditures in the 1928/29 budget, shows this.
Aside from the fairly heavy burden of administrative cost and light defense bur-
den which it bore, the government ccnfined its activities to providing services
which were of direct or indirect benefit to the estater. It was the fact that
some of the services which were provided apprcached the character of public goods
and, once provided to the estates, were also consumed by the traditional sector
that created a government contribution to the transformation of the traditional
sector. Many of the services the gevernment provided -- electricity, roads,
railroads, and others -- were of this public-goocd type. The areas in which the
colonial government had the profoundest impact, though, were education and health
services. Both of these were provided to the Ceylonese largely because they
increased the productivity of the population. IEducation in English was a requisite
of an efficient civil service and the relatively early development of education
in the country arose largely from this fact. The avoidance of epidemics among
the great labor force of the estates was ancther necessity if the colonial economy
vas to operate smoothly and the result was a good public health service. Both
educational and health services were usually best in Colcmbo, next best on the
estates, and poorest in the villages, but nevertheless there vwas considerable

benefit to the whole country.
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DYNAMICS

The dynamics of Ceylon's classical export economy were extremely simple.
Export earnings provided the exogenous stimulus and national income -- as well
as almost every other economic magnitude -- adjusted accordingly. In the
traditional sector the sensitivity to changes in foreign earnings was of course
much less than in the modern sector, but for the economy as a whole both secular
growth and short-term fluctuations originated principally in the world market.
The only other influence on the weifare of the peasant was the immemorial natural
cycle of weather and disease,

Table 2.4
Functional Breakdown of Central

Government Expenditures, 1928/291
(Rs. millions’

Transfer payments
Interest on public debt
Pensions

Extraordinary expenditures

Administration 27.
Defense .
Economic services 35.
Social services 21.
Education 1
Health 1
1
1

Pk @i~ OFG;=
OV ~ITVw\O OoOwo

N

TOIAL 125.9
l'l‘his breakdown, which is based on The Report of the Colonial fwditor for 1928/29,
is necessarily rough; it is only approximately ccmparable with the data for later
years presented in Table A-Gl, below.

2Nonrecurrent expenditures of the Irrigation, Public Works, Railway, and Electrical
‘Departments; this figure serves as a rough measure of government investment.

(1) Labor supply to the modern sector can be viewed as perfectly elastic at
customary wage rates. As has been seen, one of the reasons for the economy's
dualism was that the Sinhalese peasant refused to become an estate laborer; he

has clung to this preference to the present day and joined the labor force on
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the estates only as a matter of dire economic necessity. The growth of the
plantation system was predicated on the existence of a virtually unlimited supply
of labor in South India, which was free of the scruples of the Sinhalese, lived
relatively close at hand, and preferred estate ._abor to severe poverty and under-
emplcyment in their native villages. Wages were set by statute and labor ebbed
and flowed from India according to the needs of the estates. To a much more
limited extent, the same flow occurred between the estates and Ceylon's own
peasant sector. /,lthough there were still labor shortages at times,l labor was
relatively plentiful and it must Lc saz. that “he plantation system in Ceylon
would have been an impossibility in the ebsence of Tndian immigrant labor. In
Ceylon's traditional sector (see Table 1.8 p. 1.40, above) the laber force grew
slowly as population increased, but with the gradual loss of peopie to the cities
and the estates, as well as the slow growth in the supplies of complementary
resources availanle to the peasant produccr, it did not swell so rapidly as to
apply downward pressure to rural incomes.

Never at any time did the estates themselves employ more than a third of
Ceylon's labor force./ A11 through the late nineteenth and early twentieth
centuries at least as many people were c¢mployed in traditional agriculture as
worked on estates (roughly 30-40 per cent). Of the remaining third or less &
the work force which was employed in nonagricultural pursuits, about one third

held manufacturing jobs and the remainder worked in the service sector, which

lsee pp. 1.10- 1.12, abo

2See Table A=21, below,
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was therefore about 20 per cent of total employment. Prior to World War II,
census data on the industrial attachment of the economically active ponulation
show no tendency for this pattern to chang;e.l It is very hard to say, but it

may be that by the eerly years of the twentieth century as many as half of the
economically active population worked in the modern sector (adding together the

30 per cent of the total work force on the estates and another 20 per cent in the
urban modern sector -- in trade and transport, goverument, manufacturing, mining,
construction, public utilities, and the profecsions).

/ (2) Land was available to Eurcpean planters in unlimited supply and at nominal
cost early in the coffee period, but this golden age soon passed. By the last

two decades of the nineteenth century the scarcity of land suitable for tea cul-
tivation had become the main factor limiting the further expansion of production.
Similar problems werc encountered with coconuts, for which adequately watered
land was the scarce factor, and later with rubber. After the 1920's, total

estate ucreage stagnated (see Table 2.5). Since increases in Ceylon's production
would have little effect on world prices it was the exhausiion of the supply

of land which could be planted profitably at prevailing prices (coupled in scme
cases with a declinc in world price arising from world-wide overexpansion) which
provided the initial check to further output growth in the case of cach plantation
crop. Coffee reached this point in the 1880's and only the soaring prices of

the seventies induced the area planted to rise above 240,000 acres.2 For tea

lThe relative rise in estate employment from the mid nineteenth century up through
World War I does not in the main appear in the statistics, since estate employees
can be distinguished from other agricultural workers in the census data only
from 1901 on.

2See Table 1.1, pp. 16 - 1.7 above.
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the 1limit was reached in the first decade of the twentieth century.l Rubber
reached the extensive margin in the late 1920's, though a considerable amount
Table 2.5
Areas Cultivated by Estates and Peasants,

Census Years, 1871-19591
(thousand acres)

Total Annual
Estate Land Cultivated Rate of
Year Coffce Tea  Rubber Coconuts Total Area Increase
1871 21k - - 200 413 1,367
1881, 228 12 -- 210 450 1,5k2 1.2%
1891 L5 235 - 30k 584 1,82 1.7.
1901 5 366 2 339 711 2,081 1.3y
1911 - L2 146 hio 971 2,516 1.9/
1921 -- 376 312 k1o 1,099 2,775 1.0
1931 -- b6 L1 L30 1,337 3,146 1.3
1946 - k9o 507 ho8 1,406 3,501 0.7
1953 -- 505 kg2 428 1,415 3,620 0.5
1959 -- 502 b7 Lot 1,08 3,758 0.6
Peasant Land
Total
Export-crop Smallheldings lion-export Crops Peasant
Year Coffee _ Tea  Rubber Coconuts Total Paddy  Cthers Total firea
1871 53 - - 300 353 5l 58 601 95k
1881 57 1 -- 315 373 549 169 718 1,092
1891 11 26 -- 456 493 563 18 750 1,243
1901 1 b1 -- 508 550 670 150 820 1,370
1911 - 46 37 618 701 645 199 843 1,54k
1921 -- Lo 78 615 735 727 215 okl 1,676
1931 -- 51 113 645 €08 811 190 1,001 1,809
1946 -- 63 152 €3 858 913 305 1,218 2,076
1953 -- 70 176 643 888 96k 353 1,317 2,206
1959 . 78 191 6L3 911 1,124 315 1,40 2,351

lSource: Table A-31. The split of export crop acreage between estates and peasants
wrior to 1946 is based on an assumed constancy of their relative shares in total
acreage. See Note 1 to Table 1.8, p. 14D, above.

Of unprofitable planting continued to be done into the 1930'5.2 Coconut, which

lSee Table 1.5, pp. 122+ - 1.23, above.

25ee Table 1.6, p. 1.31.
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never experienced the rapid inflow of European capital and enterprise that tea
and rubber enjoyed, took longer to reach the margin: it could be said to have
arrived there around VWorld War I. The apparent stability of tc%al coconut acreage
since then has been quite remarkable.l Thus, in each of these industries there
came a time when, barring spectacular increases in the world price, extension

of the acreage planted became infeasible. It is irrefutable logic that from

this time on output had to stagnate -- unless yields per acre could be raised.
Until means could be found to raise yields, land was to be the limiting factor

of production.

(3) Capital was generally less of a problem than land. .In eras of pros-
perity it was generated in considerable amounts by the internal profitability
of the estates. Once the estates were planted and the need for further capital
expenditures vas slight, they returned handsome dividends to their shareholders.
Rippy found that 20 British plantation companies operating in Ceylon paid a
median dividend of 19.0 per cent over the first half of the twentieth century,
not counting stock dividends, which were substantial during the early years of
the century. During their best five-year subperiocd vithin this fifty-year span,
thesr corporations paid a median dividend of 50.0 per cent! By the late 1940's
their average dividend had not fallen, but was running at 19.1 per cent. /fin
additional group of L2 companies had only slightly less impressive pay-out
ratios. They had a median yield of 14.8 per cent between 1911 and 1950 and 36
of them were still paying at a rate of 13.3 per cent in the late forties (the

2]
other six had disappeared, through mergers or othervise). These companies,

lThis apparent stability is partly attributable to lack of informaticn; see note 4
to Table -t-32, below.

2
J. Fred Rippy, "Trinidad and Ceylon: Two Profitable British Colonies," in Iyle
W. Shannon, ed., Underdeveloped fireas, llew York, 1957, pp. 247-52.
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while ne Jdoubt an unrepresentative group, cawtitute a substantial fraction of
the universe of British plantation companies operating in Ceylon (Rippy puts
the total of companies registered in the United Kingdeom to grow tea or rubber in

1
. Cver the estate scctor ws a whole such

Ceylon between 1830 and 1950 at 200)
rates were no doubt unusual but they give some indication of the power of the
estates, at least the more efficient ones, to supply their own nceds for capital.
To the extent that external finance was nceded, apency houses and British tanks
vere willing to make short-term advances on the security of future crops. The
estates seldom suffered for lack of capital.

Foreign demand, of nearly infinite elasticity with respect to price, provided
the stimulus {or estate production. Since labor was available in unlimited
amounts at fixed wage rates and capital, tco, was generally not too hard to come
by, only the quantity of goocd land available limited the amount of expansion of
the plantations which could take place at a given world price for the product.

The peasant sector, by contrast, created its own demand, or, rather its subsistence
production was relatively unresponsive to market stimuli. Peasant smallholders

of crops which were also produced by the estates, on the other hand, were generally
very responsive to market stimuli. In fact, they were often over-responsive,
planting too much of whatever crop appecared attractive at any given moment on

land that was not really suitable. Returns to smallholders were for this reason
and because of their technical and market disadvantages much less per acre than
estate returns from the same crops.

Tea, rubber, and coconut were all tree crops, as was coffee. In each case
the production of the final output had to be preceded by several years by the

planting of the tree and its tending while young. Tea, once it reaches maturity,

lmbid., p. 248.



2.15

must be plucked continuously or else its value as a producing asset is quickly
diminished. Coconut trees bear automatically, year after year; such output
fluctuations as occur are attributable to natural causes and are virtually outside
the control of the owners of the trees. Cnly for rubber is output easily varied
from year to year; in fact, with rubber a missed tapping seascu may even enhance
the future productivity of the tree. Except for rubber, then, the output of
Ceylon's cstute sector was extremely price inelastic. It was export receipts
vhich were the main exogenous force in the econcmy and it was world prices, not --
in the short run and in the pericd since the extensive margin has been reached

in the industry -- physical domestic exports, that primarily determined export
receipts. The real value of the export receipts was of course a matter determined
by the relationship of these receipts in money terms to the prices of the imports
wvhich they basically went to purchase.

Demand originating within the economy of Ceylon played only a small part in
this scheme. The peasants lived in a semi-subsistence world, buying very few
goods which were not produced in their own immediate neighborhood. The estates
(and their urban auxiliary) relied heavily on imports, both for inputs into their
production processes and for consumption. Two further considerations also helped
to restrict the growth of internal demand:

(1) Government finance played only a small role in the economy. As has

already been seen, the colonial government took little interest in influencing
economic trends via fiscal policy or the composition of its expenditures but
generally reacted passively to demands to satisfy the most basic needs of the
colony, especially those of the planters. According to the conventional doctrine,
rolonial governments vere expected to live within their revenues; these, of course,

depended on the tax base, which meant mainly the modern sector (see p. 2.7, above).
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Had the government been willing to impose heavier taxes on fhe export sector, it
could have done so. Because of the elasticity of world demand for Ceylon's
exports and the lov elasticity of supply, the incidence of additional taxation
would have been on the export producers and, as has been seen, the after-tax
profits existing in the sector were considerable and could have supported a
heavier tax load. The government, however, had no such ambitions. It conceived
of its role as maintaining law and order, providing transportation and other
utility services to the estates, and improving health and educational levels.
The colonial administrators, who were typicelly capable men, depended for the
revenues needed to finance these services on the tax and nontax receipts generated
by the modern sector. In prosperous times they often accomplished their limited
assigned tasks quite successfully.

(2) Monetary developments, whether conscicus policy or spontaneous event,

were effectively prevented from having any important impact on the economy by

the "currency board system" of note issue and the British commercial banking
tradition. The currency beard scheme, which was in effect from 1864 to 1949,
provided for a 100 per cent backing of the government's note issue, first by

either silver or British and other non-Ceylonese Commonwealth government securities
and later only by the latter. These assets were purchased mostly out of export
receipts, so their supply in Ceylon was closely related to the country's foreign
trade fortunes. This system made currcncy supply yet another magnitude which

was closely dependent upon expor!’ returns. The banking system was almost exclu-
sively in British hands (prior to 193¢ the only rivals to the British in the
banking field were a few small Indian banks and one short-lived attempt to found

a Ceylonese bank) and lent almost exclusively to the planters and the export-import
trade. Naturally, the hallowed practice of making only self-liquidating short-

term business loans was followed. The supply of credit was thus almost as closely
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linked to exports as was the currency supply; except that in the case of credit

it was anticipated export proceeds which gave rise to the creation of money (not,
as with currency, actual realized export proceeds), so the over-extension of credit
was possible and there were occasional panics.

In sum, the structure and dynamics of Ceylon's classical export economy
were such that the modern sector was capable of extensive growth and short-term
fluctuations as severe as those of any advanced economy. The [luctuations were
largely determined by world prices for Ceylon's exports, something which the
country could not affect. Growth, too, was possible only with the all-important
existence of favorable prices for tea, rubber, and coconut products in the world
market. For the foundation of each plantation industry prices had to be high
enough (and the expectation had to be that they would remain favorable long
enough) to Justify clearing and planting considerable land areas. Later, when
the extensive margin had essentially been reached in an industry, output tended
to stagnate and little further planting was dcne unless prices took a sharp
upvard turn. Once the extensive margin had been reached, further increases in
output depended mainly on the ability of producers to increase per acre yields
profitably. Although the standard of price "favorability" needed to produce at
least constant output became lower once the trees vere planted, still the future
development of the industry depended strictly on the uncontrollable variable,
world price trends. The cconomy itself generated only a nezligible amouat of
demand for tea and rubber, although the existence of the coconut industry was

partly based on home demand.

lThe most famous was in 188h, when the Oriental Bank failed; this was the largest
bank in the colony at the time and its collapse gave rise to a government note
issue and the currency board system. OCn this wvhole subject, see H./.. de S.
Gunasekera, From Dependent Currency to Central Banking in Ceylon, London, 1962.
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As for the peasant sector, it received little direct stimulus from the growth
of the modern sector. Its traditional patterns of resource allocation, technology,
and commercial structure were relatively little aliered by the rise of the estates.
In the context of what has happened since 1939, though, it is possible to sece
that the colonial system had scme important indirect implications for the future
of the peasant econcmy. The two most important of these derived from the role of
the colonial government and have become important elements in the post-¥orld Var
IT picture. They are the development by the government of health services,
vhich wvere instrumental in slashing the death rate and forever upsetting the
old population balance in the colonial econcmy, and the develepment of education,
vhich eventually produced as protf'ound changes in the qualitative aspects of the
labor force as the population explosicn did in the quantitative.

Within the classical framework and in the abscnce of fortuitous rises in
export prices, the only way that Ceylon's econcmy could grow was by increasing
per acre yields in estate crops. As we have seen (see pp. 1.42 - 1.46, above),
much of its past growih had resulted from just that. The nature of the world in
1939 was such, though, that this offered only a meagre chancc of econcmic growth.
The alternative was to break out of the classical mcdel, change :he structure
of intersectoral flows, increase internal demand, and try to transform both the
traditional and the modern sector, the former by technological modernization and
the latter by diversification and industrialization. t is the emergence of these
alternative growth opportunities and attempts to pursue them that are of most

interest in the more recent neriod of Ceylonese development.
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Chapter 3: New Forces: The 1940's and Beyond

Although Ceylon's economy in 1939 was vastly different from what it had been
a century before it still conformed closely to the pattern of the export economy
to which it had clung for so long. The depression had been a trying experience
for the country, cutting export earnings at one point to only 38 per cent of their
1926 peak level. The expansion of the plantation sector and the roads, schools,
hospitals, and other public facilities that went with it had abruptly ceased.
To add to the trials of the thirties, a severe malaria epidemic had ravaged the
country in 1935 and 1936. Yet the fruits of past economic growth within the
export econcmy mold were visible in several aspects of Ceylonese life. Income
per capita was high relative to what it had been in the past and compared quite
favorably with the South Asian regional average. In 1938, according to the
Department of Census and Statistics, GDP in current prices was Rs. 652 million;
this amounted to Rs. 112 per capita or, using the import price index as a crude
deflator (if anything, it deflates too much), Rs. 509 per capita in 1953 prices.1
Literacy had advanced to a rate of about 60 per cent.2 And the educational and
health systems were strong and growing.

In 1939 over 800,000 students were enrolled in the nation's schools,

representing some 4o per cent of the total population of school age.3 Over

1

The GDP figure (actually, the total is "national income" as defined by the CSD,
which also includes income earned abroed by Ceylonese nationals) is unpublished;
for the import price index, see Table .~45, below.

2
See Table . ~18 below.

3See Table .'~14, Since 1939 is not a census year, there are no data on population
of school age; however, the total number of pupils in 1939 is a higher percentege
of total population than is total number of pupils in 1946; since the 1946
population was, if anything, younger than the 1939 population and since h1.1

per cent of the school-age population was enrolled in the latter year, it can

be deduced that at least 40 per cent of the population of school age was enrolled

in 1939.



3.2

. 21,000 teachers were employed in this educational venture.l The students were
about evenly divided between government schools and private government-assisted
schools with a very small additional number attending unaided private institutions.
The nation's school system was thus at this point nearly half-way down the road
to universal education. As has been seen, the government had played a major
role in this development, in establishing government schools (mostly in the vil-
lages) and aiding private schools on the estates and in the towns.

Health services, by Asian standards, were similarly advanced. Not counting
private nursing homes, there were 120 hospitals in Ceylon in 1939, containing
over 10,000 beds, roughly ocne for every 500 persons in the population.2 More
than 400 doctors worked in them, along with some 3,000 employees of other kinds.3
Like Western education, Western medicine had a potent cultural effect as it spread
through the countryside. It helped to lay the foundations for the period of change
upon which the economy was about to embark.

A note should also be added here on developments in the political sphere.
By the Donoughmore Constitution of 1931 the island had been granted adult sufferage
and a considerable measure of internal self-government and during the thirties a
nucleus of future political leaders began to form. A State Council, consisting
of 50 elected members and eight appointees of the Crewmiytras set up te lacislace on
internal affairs and seven of its members also took on the duty of administering
the seven ministries dealing with domestic matters: Home Affairs; Agriculture and

Iands; Local Administration; Health; Labour, Industry, and Commerce; Education;

lMinistry of Finance, Economic and Social Development of Ceylon (A Survey),

1926-54, Colombo, 1955, p. 90.
2

Ibid., p. 99.

3bid.
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and Communications and Works. D. S. Senanayake, later to become the first Prime
Minister of independent Ceylon, toox the portfolio of fgriculture and Lands.

One result of this constitutional change was that interest in diversification of
the economy and possible industrialization came to the fore with the new leaders.
The Report of the Ceylon Banking Commission, which appeared in 1934, reflected
this new interest. It expressed support for the ideas that industry should be
encouraged, that it had been impeded hitherto by the profitability (up to the
depression) of the estates, and that the formation of an indigenous bank would

aid its development.2 fin Indian advisor produced a list of 12 industries which

he felt suitable to Ceylon's resource endowment and market conditions and was
criticised for being too unambitious.3 Then, in 1936 the Executive Committee

on Labor, Industry, and Commerce came under the Chairmanship of G.C.S. Corea,

e vigorous proponent of industrial progress via government pilot plants, research
sid, and other assistance. The State Council in the late thirties was sympathetic
to tariff protection for industry and two industries which had been founded,
matches and soap, received assistance of this kind. The private but government-
subsidized Bank of Ceylon was founded in 1938 over British opposition. Work on
the hydroelectric scheme at Laxapana, which had been started in the 1920's by the
British but abandoned when the depression hit, was resumed in 1937. Several pilot
plants were put up and the industrialization program was just beginning to gather

momentum when the outbreek of the world war brought it to an abrupt stop. Thus,

lFor a detailed account of Ceylon government in the Donoughmore period, see Sir
Charles Jeffries, Ceylon - The Path to Independence, London, 1962, pp. 66-75.

25,P. 22 of 193k.

3On this point and for a full treatment of thinking about industrialization, see
Henry M. Oliver, "The Industrialisation of Ceylon: Opinions - Policies, 1916-1951,"
Ceylon Economist, November 1956, pp. 175-225.
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_.ittle that was tangible was done in the 1930's, but considerable intellectual
ferment had been stirred up. Another economic consequence of internal self-govern-
ment was the development under D.S. Senanayake of plans for extensive resettlement
of peasants in the Dry Zone but here, too, there was little time for action.

The forces of change which had begun to build up in the thirties came to
full maturity in the forties. Three developments of that decade can be said to
have brought the classical era of 1!~ export economy to an end and ushered in a
period of transition to an uncertain future: the war, incepandence, and revolu-

tionary changes in the island's pattern of nipulation sarowtl,

WORLD WAR IT

Of the three great forces of change operating on Ceylon's economy in the
1940s, the war was perhaps the least important and pernmanent in its effects. In
common with the depression of the thirties, it was in many vways a repetition of
past experience. Like VWorld Var I befcre it, the Second World Var called a halt
to the usual pattern of development of the export econcmy, but in itself it provided
no reason why the old econcmic order should not be reestablished soon after the
cessation of hostilities.

As had nearly all other influences on the economy up to that time, the war
first made itself felt in the foreign markets. Inmediately after var broke out
in Europe in 1939 Britain put into effect a scheme to assure unbroken supplies
of her normal food and raw material imports i'rcm the colonies. Contracts were
to be entered into for the purchase of most of the colonial produce at "fair"
prices for bulk delivery to the U.K. By 1942 almost all of Ceylon's exports had
come under such a contract: +tea, rubber, copra, coconut oil, and plumbago,

1
amounting to 97 per cent of total exports by value. Prices were first set at

15.8. Kelegama, "The Ceylon Economy in the War and Post-War Years," Ceylon Economist,
May 1957, pp. 318-70.




3¢5

srevar levelsl and later adjusted to compensate producers for increases in produc-
tion costs; they were renegotiated annually. It is quite clear that the net
effect of the bulk purchase contracts was to hold Ceylon's export prices substan-
tially below the level they would have reached on a free world market. Export
prices rose by about 80 per cent during the course of the war (see Table 3.1,
below) while import prices more than fripled. Further, since production costs
were reduced by certain measures, notably the food subsidies, designed to damp
the rise in the cost of living, Ceylon taxpayers were actually subsidizing British
tea drinkers in even greater measure than might be thought.

Meanwhile, prices of all kinds of imports -- food, other consumer goods,
raw materials, and capital goods -- shot up. Many of these goods, in fact, became
completely unavailable. On items that could still be obtained short supplies
and enormously increased freight and insurance rates combined to push prices
far above levels which had been imaginable even a short time before. The import
shortage had both external and internal consequences. Externally, it meant that
Ceylon's barter terms of trade deteriorated sharply, to the point where a unit
of exports bought less than half as much in imports as it had in 1939. Vhat
imports did come in entered at extremely unfavorable terms. Partly by choice,
then, and partly because there was simply nothing to buy, Ceylonese piled up
external assets in unprecedented quantities. Between 1939 and 1945 approximately
one billion rupees were amassed. Internally, the effect of the trade situation
vas to create the most attractive domestic market for Ceylon-produced goods in
history and, at the same time, place considerable obstacles in the way of entre-

preneurs seeking to satisfy that demand. Tn addition to normal sources of money

LFor instance, in the case of tea each estate had to sell at the average price
its produce had realized in the period 1936-38.



Table 3.1

Prices, Output, and External Assets, 1939-50

National Income6

Real Cost
Export, Import. Terms of Export Export of Current 1939 External
Year Prices™ Prices trade? Volume Receiptsu Living5 Prices Prices Assets
(1939 = 100) (Rs. mlns.) (Rs. mlns.)
1939 100 100 100 100 100 100 6528 6528 275
1940 110 118 93 101 100 103 .. . 32k
1941 121 1k 86 99 91 113 .. .o 435
1942 138 209 66 111 78 150 e .o 521
1943 145 291 50 113 60 182 ‘e .. 672
1944 169 345 4o 108 60 184 .. .. 960
1945 179 323 55 97 6 203 1,990 616 1,2
w9h6 193 332 58 108 70 211 2,268 €83 1,210
1947 248 373 66 103 73 232 2,608 699 o7
1948 248 4oo 62 117 75 239 2,879 720 998
1949 266 382 70 117 s 237 3,056 800 o6h
1950 359 391 92 128 110 250 3,868 989 1,133

lSource: Tables A-45 and .~40, below; these are the Census and Statistics Department
indexes. :

2
Export price index divided by import price index.

3scurce: CSD indexes in Tables ’~43 and .=544.

hIndex of export value (merchandise exports only, from Tables 1~51 and '~52)
divided by import price index, i.e., the "purchasing power of exports.”

5From Table 4-G6 the index grossly understates increases in consumer prices over ,
this period, even for low-income groups, because of its heavy weightage of rationed
and price-controlled items and its omission of the black market.

6

Unpublished CSD data;
price indexes and so are probably conservative.

the consiant-price fipures have been deflated by the import
Dividing these figures by popula-

tion suggests that not until 1950 was the 1938 level of real per capita income
regained.

7Source:

81938.

Table

."."'53 .
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income, the war added to the income stream additional sums rising out of the
large export surpluses which were run throughout the war,l the modest budget
deficits incurred by the government,2 and a considerable volume of military expen-~
diture arising out of the fact that after lth Ceylon became the headquarters for
the Allied operations in the Southeast fsian sector.3 Cn the other hand, machinery,
building supplies, and raw materials from foreign sources became virtually unob-
tainable. Despite the difficultier, there were war-induced increases in the pro-
duction of manufactured goods. Meanwhile, the output of export preducts and
(apparently) fcod stagnated.

Both the government and private businessmen responded to the drastically re-
duced supply of imported manufactures. ©On the government side, action was taken
to get plants producing a wide variety of products inte overation as rapidly as
poussible. In some cases, plants which had originally been intended to function
as pilot projects were thrown into the production of far larger quantities than
they had been intended to make; in other cases herisic efforts were made to take
over vacant buildings, adapt second-hand machinery designed for scme cther purpose,
hire and train a lebor force, and begin production as soon as possible. Cn this
basis government plants vere soon opened toc manufacture hats, coir products, and
leather goods. These pioneers were followed in 1942 and 1943 by a plywood mill,
an acetic acid plant, a quinine factory, a steel rolling mill based on the utiliza-

tion of scrap, and glass, ceramics, and paper operations. Costs and prices were

LMerchandise surpluses totalled more than Rs. 800 million over the course of the
war. See Table A-51, below.

2Actually, the governmer - ran dzficits only at the height of the war, in 1941/42
and 19&2/&3. See Social and Econcmic Development..., p. 110.

3Kelegama estimates that by 1944 military expenditure in Ceylon exceeded Rs., 400
million annually, more than a quarter of national income at the time.
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high, the quality of the end product was low, but in the sellers' market of the
early forties no onc objected. 'Through 1945, at least, most of the government
factories made profits.l Yor the timr ing, they served their purpose. After
the war ended and imported manufactures began to flow into the island again the
government factories soon demonstrated their unsuitability as o base for peacetime
industrial developmeni. In an open cconcmy it soon beecame clear (though not so
soon and not so clear as to keep the povermment from losing millions of rupces

in trying to keep the plants open) that the ureat majority were uncconomic, even
after substantial overhauls. The government plants did have one effect that out-
lasted the war, then: they diverted the govermment's attention from other methods of
encouraging industrial development for i pericd of several years.

Private manufactures, tco, responded tc c.ae challenge of the sellers' market.
Local handicrafts in particular enjoyed a golden era, as consumers who had never
before used them turned to Ceylon-made brooms, rugs, textiles, and other goods
vhich could be produced with the materials at hand. As with the government plants,
though, the market abruptly crashed at the end of the war and the only lasting
effect of the boom was the disillusionment with which it left those who suffered
from its sudden end. Modern private industry, mainly because of its inability to
find substitutes for imported materials and equipment which were no longer available,
seems to have responded less impressively than government factory output and handi-
crafts. HNevertheless, Kelegama mentions that saw mills and factories producing
moulded rubber gcods, batteries, eau-de-cologne, packing chests, toilet gocds,
bricks and tiles, plywood, hosiery, lacquered gocds, glass, ink, matches, soap,

cigarettes, sealing wax, twine, paper, chocolate, and "many others" appeared during
’ ) » paper, P P

1n,R, of the Acting Director of Industries for the Years 1940 to 1947 (Part I:
October, 1940, to September, "1947), Colombo, 1948, pp. 11-16.
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the war and that a few of these plants survived the transition to peacetime.
Estate producers, facing compulsory deliveries of all or nearly all their
output at prices which vere adjusted to the rapidly rising level of production
costs only with a lag, had little incentive to increase production. Tea exports
rose only from an average of 221 million pounds in the late thirties to 25k
million in the war years; its prices had risen by only 36.5 per cent. Rubber,
which was essential to the British war effort and thus got more favorable price
treatment (wartime prices averaged 171.0 per cent of the late-thirties prices)
was slaughter-tapped and output jumped from 128 million pounds to 218 million.
Coconut exports were channeled into the form of copra, whose volume rose from
1,198 thousand hundredweights to 2,20€ thousand, largely at the cost of other
coconut products,whose prices rose sharply as a result of this limitation in
supply. In terms of nut equivilents, total ¢xports of coconut products,actually
fell, from 1,02k million nuts a year in the late 1930s to 880 million during the
war; the percentage of output consumed domestically rose from 37.4 to k4.2. For the
traditional export crops in general, then, output and export response was clearly
related to the price incentives offered to the producers of the various crops.
Producers of rice and other focd crops for local consumption generally failed
to <espond to the increased demand for their products, mainly because they were
given little incentive to do so. The food shortage vorsened as the war went on.
The government took direct action. In 1940 all food importers were required to
purchase scme fixed proportion of any focds they imported in the local market.
Three years lster estates of 35 acres or more in extent were required to devote

some proportion of their land to domestic food production. Then, in 1942, a

1t a1l these calculations, "late thirties" means 1935-39 and "war years" means
1940-L45, Loth periods inclusive. Source: Table A-47, helow.
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standing offer was made to purchase any quantity of paddy at Rs.'E.SO a bushel.
There were few purchases made at this price and by 1944 a levy of two to three
bushels per acre was imposed. Then all preduction over a fixed allowance for
own consumption became liable to compulsory purchase.l There are no adequate
data on the response of food proiction to all of these blandishments but what
evidence there is suggests that it was not impressive. At no time was a really
attractive price incentive offered to producers and even if one had been offered
the primitive rature of preduction and marketing for peasant crops at the time
doubtless would have rendered the supply extremely inelastic. Rice imports,
meanwhile, fell to about a quarter of their 1939 level. Consumption was cut
back and other grains (notably Australien wheat) were substituted.

¥ith imports falling, at low ebb (1942), to 60 per cent of their 1939 level®
and local production utterly unable to satisfy the soaring level of demand, in-
flation ensued. The 103 per cent increase recorded by the official cost of living
index between 1939 and 1945 greatly understates the actual rise in consumer prices,
even of goods consumed by the common man. The import price index more than
tripled (see Table 3.1) and had not rationirg been intreduced consumer prices
would have gone up by thi. much, too. Rice rationing, combined with fixed retail
prices for the basic ration, was introduced early in 194%2. 1In time the majority
of consumer goods were covered. A#As the prices of food imports rose, the govern-
ment embarked 1'pon a policy of maintaining the retail price of rationed foodstuffs
and obsorbing the difference as a subsidy. Up to September 1947, some Rs. o7
million was spent on food subsidies. /s subsequent events were to prove, this

policy was one of the few events of the World War II pericd with major long-run

lror a comprehensive discussion of policy towards food producers during the war,
see Kelegama.

2See Table :A~43, below.
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implications.

Vith the war's end things changed rapidly. The prewar level of imports was
restored by l9h7. By the following year imports in all major categories were
markedly higher than prewar.l Price controls and rationing vere eased soon after
the war ended and, amid rapidly rising priees, the flow of imports resumed. In
this one instance of postwar disequilibrium prices paid for imports were for once
largely determined in Ceylon, since supplies available in Ceylon were inadequate
to meet the demand and the prices of vhat goods did arrive were bid up. Exports
increased, too, but not so rupidly as imports. The late 1940's saw much reduced
surpluses (and even, in l9h7, a deficit) on merchandisc account. During 1947
a quarter of Ceylon's wartime-amassed external assets went to meet the backlog
of consumption demand2 s we but thereafter export proceeds increased, the
blocking of part of the asset holdings by Britain limited the rate at which the
assets could be run through, and their level was stabilized.

One of the most notable poipts about the war's economic effects is their
utter transience. With the fesumption of normal import flows the great majority
of the war-induced manufacturing plants, both government and vnrivate, collapsed.
Since the initial impulse of the policy makers was to return to the prevar struc-
ture of taxes, expenditurcs, and controls -- Ceylon did not achieve full indepen-

dence until early in 19i8 and even after independence colonial modes of thinking

lsee Table A-43, below.

2The volume of consumer goods imports in 1948 was 28 per cent above the prewar
(1938) level, while intermediate gocds were only three per cent higher than pre-
war and investment goods 11 per cent. Consumer durables were being imported at
an especially high rate. See Table /=43,
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retained & grip on the policy makers -- no concerted effort was made to bring into
being an economy of a markedly different type from that of the thirties. Conse-
quently, the late forties were a periocd of stagnation in agricultural outputl

and collapse in industrial output.2 The legacies of the war era wvere surprisingly
fewv: food subsidies, a set of direct controls which was seldom used in the next
few years but was never completely abandoned, substantiai foreign balances, a few
plants to formm the nucleus of a government industrial development drive, and an
estate sector which had just emerged from a time of high production and considerable

capital consumption.

INDEPENDENCE

After 17 years of internal. self-rule, Ceylon gained full independence on
February 4, 1948. The effects of this political transformetion on economic struc-
ture and growth were to show themselves only through time, but they were ultimately
to be revolutionary in their impact on the ewport economy. As time was to show,
independence changed several of the key parameters of the classic model, contri-
buting in large degree to the progressive infeasibility of the open economy in
the 1950's. Much of what the government of independent Ceylon has done will be
recounted in later portions of this monographk, but a summery here in terms of
the parameters of the model specified in the preceding chapter will help to under-
line the ultimate impact of the independence achieved in the late forties.

Lebor supply was the main factor of preduction affected by independence. The

free ebb and flow of Indian estate labor to and from Ceylon began to be limited as

lsee Table A-27.

2
“There are no daia to support this statement, only impressions gathered from
contemporary accounts.
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soon as an independent government was set up in Colcmbo. One law or regulation
after another added to the constriction of the Indian labor supply. The flow

of Indians out of Ceylon during the war had been strongly reversed in the late
1940ts, but after 1950, under the influence of the new policy, the net flow was
steadily outward again. In 1954 immigration virtually ceased. The estates were
nov cut off from the unlimited pool of labor on which they had relied for so

long. The Ceylon nationalists had hoped to gain from this cessation of immigra-
tion an upsurge of estate employment for Ceylonese. Their hopes of repatriating
the 770,000 Indians then living on the estates were frustrated, though, by the
refusal of the Indian government to recognize their Indian nationality. Since
Céylon has granted citizenship to only a small fraction of these people, they
remain stateless to this day. As a nationalistic device to expand job opportunities
for Ceylonese, though, the policy has been a failure. The natural increase of the
present Indian estate population has continued to provide accretions to the labor
pool on the estates over a period in which total estate emplcyment has grown only
slowly, so relatively fev openings for Ceylonese have been created,

The impact of independence on the other factors of production, land and
capital, was more limited. The efforts of the colonial government to expand the
total land area available for cultivation were continued and at times redoubled
but the net effect was slight relative to the continuing population-induced rise
in the demand for land among the peasantry. The supply of private foreign capital
was largely shut off, but with the frequently unspectacular state of world markets
for primary products.during the years since independence it is unlikely that it
would have poured into Ceylon in any great quantity even if the country had
*emained a British colony.

In the field of economic policy, independence made all the difference. The
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new government bore no commitment +to the colonial concepts of limited povermment
and the use of autamatic policy rules such as balanced budgets and 1CO per cent
reserves. .lthough the United HNational Farty governments which ruled Ceylon up

to 1956 vere generally conservative, fiscally as in other vays, the unbalanced
budget as a tool of development policy gradvally gained a quasi-respectability.

In almost any area of activity one mighl clicose to look at, both the scope and the
magnitude of government!'s respensibilities became greater. In the monetary area,
the creation of the Central Bank of Ceylon in 1950 marked the intrcduction of the
possibility that monetary policy might become an active influence on the path of
econcmic development. The emergence of other new financial institutions contri-
buted to this tread. The independert influence of the Central Bank has nroved

in practice to be small (especially in recent years has it become a passive hand-
maiden of the government, useful chiefly as a means of financing its budget deficits)
but the potential is there.

Most important of all, independence greatly increased the sensitivity of all
kinds of policy formation to popular desires. It is for this reason that a whole
nev economic role for the government evolved. VWhereas the colonial povermment
had been a s.rvice institution for the estate sector, the government of independent
Ceylon increasingly became a device for the redistribution of income from the
estate sector to the traditional sector and an instrument for restructuring the
economy. The level of taxation on the estates was raised, deficits were run,
and the proceeds vere spent on transfer payments, social services, and investment
projects designed to benefit the traditional sector and increase its productive
capacity. In addition, the government entered increasingly into the direct
planning of industrial projects intended to build up a modern sector. Government,
#hich in colonial days had been a minor and passive economic force, now became

the most important factor for good or ill iu the country's cconomic develnpment.
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POPULATION GROWTH

The environment in which government and other actors on the economic scene
had to perform, though, was profoundly altered by the dramatic population boom
which started in 194%6. It was this demographic phenomenon, so common in today!s
underdeveloped vorld but perhaps no vhere so spectacularly illustrated as in Ceylon,
which so completely changed the underlying environment for economic developnment
in the country as to guarantee an imminent end to the classical exporti economy.

As has been seen, Ceylon's classical export ccoromy was a delicately balanced
mechanism. The world prices for the country's export crops and the amount of
suitable land available for each crop defined the parameters within which the system
worked. Labor and capital flowed to the areas in which they were needed. The
government budget was balanced and the traditional sector traded little with the
modern sector or the world. Imports tended 15 equal exports. The acceleration
of population increase affected this pattern in two ways. For one thing, it pushed
the labor supply up until it was far out of line with labor demand; unemployment
became rife. This created a need for economic diversification and the creation of
Jjobs outside the estates. But as such jobs were created and as the traditional
sector was increasingly brought into the cash nesus of the market, import demand
rose rapidly. Soon import demand far exceeded the ability of the estate sector
to create foreign exchange and something had to be done to correct the foreign
balance. Action to increase export receipts was possible only to a limited degree
because of the failure of world prices to rise and the difficulty of altering
factor proportions in the plantation sector, so the main requirement came to be
keeping imports from rising too fast. In the early stages, this could have been
done by mild measures -- e.g., raising tariffs -- but when it was not done that
way it eventuzlly became necessary to close the open economy, suddenly and forcibly.

There were other factors at work in the persistent balance of payments deficit of
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the 1950's, notably the series of budget deficits run by the central government,
but it is likely that even in the absence of these factors the population booum
would eventually have necessitated the abandonment of the export economy.

In world experience, whati happened to Ceylon's population in the latter part
of the forties is really unparalleled. The spectacular fall in the death rate and
the striking success of the public health campaign which was its main cause bear
some similarity to what has happened elsevhere in recent years, but the magnitudes
invglved and the radical nature of the changes wrought make the case of Ceylon
the most sensational example of the global trend.

The bare outline of what happened is best presented through the medium of
the official vital statisties, which in this instance can be accepted as com-
pletely accurate (see Table 3.2). The immediate, dramatic change is easily stated.
Between l9h5 and 1947 the birth rate rosc slichtly (from 35.9 per thousand of
population to 38.5), the death rate was cu: by a third (from 21.5 to 1%.0), and
the rate of natural increase, as a result, leaped upward from 1.4 per cent to
2.5

The fall in the death rate ranged widely over the various segments of

"race" (in Ceylon this term is used to

population classified by locality, sex,
apply to the island's diverse ethnic groups), or age. Its biggest single cause

was a large and spectacularly successful campaign to control malaria. In addition,
other factors wvorking for lower death rates, which had been in operation for several
decades, continued to cut deaths further in the post-1946 period: rising living
standards, improved public health facilities, "the development of a public health
conscience" (to quote the Director of M:dical and Sanitary Services at the time),
Afree milk and midday meals for school children, ete. But such things work very

gradually through time. For the sudden, dramatic reversal of trend that took

place in the late forties, the conquest of malaria is largely to be credited.
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Table 3.2

Rates of Births, Deaths, Natural Increase, Infant and
Maternal Deaths, 1900-60

Births per Deaths per Natural Infant deaths Maternal deaths
thousand of thousand of increase per thousand per thousand

Period population population (per cent) live births live births
1900-09 38.1 28.9 0.9 180 .
1910-19 37.8 30.1 0.8 195 -
1920-29 39.6 26.9 1.3 183 ..
1930-39 36.7 23.5 1.3 17k ..

1940 35.7 20.6 1.5 149 .

1941 35.6 18.3 1.7 129 15.3
1942 35.8 18.1 1.8 120 kb
1943 39.5 20.8 1.9 132 13.3
19k 36.1 20.8 1.5 135 13.7
1945 35.9 21.5 1.4 140 16.5
1946 37.5 19.8 1.8 1 15.5
1947 38.5 k.0 2.5 101 10.6
1948 39.7 12.9 2.7 92 8.3
1949 39.1 12.3 2.7 87 6.5
1950 Lo.2 12.h 2.8 82 5.6
1951 39.8 12.7 2.7 82 5.8
1952 38.8 11.8 2.7 78 5.8
1953 36.7 10.7 2.8 71 k.9
1954 35.7 10.2 2.6 72 4.6
1955 37.3 10.8 2.7 71 k.
1956 36.4 9.8 2.7 67 3.8
1957 36.5 10.1 2.6 60 3.7
1958 35.8 9.7 2.6 6L 3.9
1959 37.0 9.1 2.8 58 3.k
1960 36.6 8.6 2.8 57 3.0

Source: Reports of the Repistrar-General

In 1935 a terrible epldemic of malaria struck Ceylon. Before it died down,
sometime during the following year, over 50,000 persons had lost their lives.
For 1935, the vitel statistics show more deaths registered than births. The
infant death rate shot up from 173 per thousand live births in 1934 to 263 in
1935. During the peak year of 1935 alone, 5,&5&,781 cases of malaria were said

to have been treated at govermment hospitals and disPensariesl -~ this at a time

1A.R. of the Director of Medical and Sanitary Services for the Year 1935, p. 28.
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vhen the estimated total population was 5,608,000. Vhile there is some double-
counting in the dispensary statistics, it is true to say that the great majority
of Ceylonese suffered a case of malaria in 1935. #And with 47,315 malaria deaths
during the year, nearly everyone must have had a friend or relative di(.l
The malaria epidemic of 1935-36 was one of the most telling and certainly
the best documented of its type, but it was certainly not the only one in the
history of Ceylon. Others had come at fairly frequent intervals and struck
equally high proportions of the population, though the numbers infected and killed
were not so great. But the effects of epidemic malaria on the country were probably
not so important as those of endemic malaria.
Endemic malaria had played a key role in Ceylon's history. In many parts
of the country, especially in the Dry Zone of its north and east, it was an
ever-present merace to human existence. lMany historians accord malaria a key
role in the downfall of the ancient 3inhalese civilization, which was centered
in the Dry Zone, and it is certainly true that it had been a major hindrance to
efforts to resettle population in the Dry Zone over the preceding century and
make greater use of its agricultural potential. The malarial season in the Dry
Zone coincides with the period of greatest agricultural activity, making life
there doubly hazardous. Afnd the effects of the disease in sapping the energies
of the labor force can best be suggested by the fact that from 1926 to 1946 malaria ca
cases treated at govermment hospitals and dispensaries averaged 40.3 per cent of
the population per year.2 It is not surprising that malaria was thought of in
much the same matter-of-fact way as residents of the Temperate Zone regard the

common cold.

lThis and the other figures in this paragraph are from various issues of the Report
of the Registrar-General on Vital Statistics.

2
Based on figures given in the A.R. of the Director of Medical and Sanitary Services

for 1935 (p. 28) and 1948 (p. 8G).
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For years prior to 1946 the government of Ceylon had been greatly concerned
about malaria. In many respects Ceylon had a superb public health record: smallpox,
yellow fever, cholera, plague, and other infectious diseases which were still
scourges elsewhere in the tropics had been brought under control in Ceylon and
were unlikely ever to be a major problem again.l Malaria thus came to command
increasing attention. Year after year it was the leading cause of death and after
the 1935-36 epidemic ravaged the island, a malaria controcl unit was set up in the
Department of Medical and Sanitary Services. It oiled rivers and streams and took
other steps to prevent the breeding of mosquitoes. The increased attention was
not enough, though, to overcome the disease. FEpidemics in 1939-40 and 1945-46
each succeeded in killing about 20,000 people in a two-year pericd. Something
more was needed,

The "something more" was added in the late forties as the result of a sudden
technological breakthrough. In November, 1945, a program of killing live mos-
quitoes by spraying houses in malarial areas with a DDT solution was inaugurated
in the Anuradhapura District (in the heart of the Dry Zone and one of the worst
regions for malaria). As the success of the new chemical became increasingly
apparent the program was broadened and by 1946 some 200, 000 houses were being
sprayed once every six weeks. The following two years saw spraying spread to
the entire island. The number of houses included in the spraying rounds rose to
1.8 million in 1947 and 3.4 million in l9l+8.2 The success of the campaign, as

revealed in Table 3.3 was stunning.

lgee Tuble A=19, below.

24.R. gf)_‘_ the Director of Medical and Sanitary Services for 1947 (p. 31) and 1948
(p. 83).




Table 3.3

Malaria Mortality and Morbidity, 1930-60
Rates per million of population

Period Deaths Cases Deaths Cases

1930-39 (annual average) 8,210 2,h27,766 1,475 436,154
19ko 9,169 3,413,618 1,535 571, 604
1941 7,132 3,220, 360 1,15k 521, 60k
1942 5,143 3,225,477 832 522,006
1943 6,765 2,141, 329 1,07k 340,109
19h4 5,609 1,672,478 871 259, 621.
1945 8,521 2,539,949 1,281 381,947
1946 12,578 2,768,385 1,835 403,908
1947 k, 557 1,350,521 648 191,917
1948 3,349 175,276 k62 107,023
1949 2,403 681, 62k 302 91,432
1950 1,903 610,78k 28 79, 550
1951 1,599 48,100 203 56,894
1952 1,049 269,02 130 33,320
1953 722 106, 35C 87 12,829
1954 b7 37, k€ 52 k, 397
1955 2608 19,929 31 2,285
1956 Ll k3,158 16 L, 8623
1957 177 35,066 19 3,828
1958 105 61,711 11 6,573
1959 82 1,736 9 180
1960 61 460 6 46

Source: Reports of the Registrar-General on Vital Statistics

£lmost as spectacular as the complcteners of the victory over malaria was
the lov cost at which it was achieved. . . cotal cost of the campaign in the
crucial 1946-48 years was in the neighborhood of six million rupees.l And for
this expenditure literally millions of lives were saved.

As Table 3.3 suggests, preventative measures are not to be given all the
cradit for the abatement of malaria deaths. In 1957-58 the first post-DOT epi-
demic broke out. Cases treated in government hospitals and at dispensaries rose
sharply from their previous low of about 20,000 in 1955. But deaths, with the

exception of a small temporary rise in 1957, continued to fall. TFor this facy,

lbia.
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improvements in curative medicine (e.g. the development of improved substitutes
for quinine) must be credited. The 1957-5% revival of the disease led to a
United States grant of $388,840 to expand the malaria control unit with a view
to the utter eradication of the disease within five years.l No doubt the next
few years will see this goal achieved and malaria will becomc as much of a rarity
in Ceylon as cholera or plague.

If the birth and death rates of 1930-46 can be taken as a standard of com-
pariscn, there were nearly a million and a half more people alive in Ceylon at
the end of 1960 +han there would have been had not the demographic pattern changed.
Yet, on a similar calculation only about 143,000 ot these people were alive because
they had been saved from a death by malaria. OCnly about a tenth of those whose
lives werc saved would have died of malaria itself. Iowever, the effcct of' malaria
eradication on the prevalence of other diseases dwarfs the direst impact of cut-
ting malaria death. Peter Newman estimates that nearly a2 million of the million
and a half people just mentioned owed thelr lives directly or indirectly to the
anti-malaria campaign.g The indirect effects of malaria prevention have becn
felt more gradually through iime. Along with the other more slow-moving influences
on the death rate. they account for the further decline of the death rate until,
at 8.6 for 19€0, it is lower than the /American rate. .lso, by 1960 the infant
death rate had sunk to little more than one-third its traditional level and the
maternal death rate to only a fifth the rate per thousand live births of past
decades.

Besides malaria eradication, what has caused these continuing declines in

1p.R, of the Director of Health Services for 1960.

tmlaria Lradication and Popula-ion Growéh, Ann Arbor, forthcoming, Summer 1964.
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death rates? As suggested by the figures just quoted, the saving of lives among
mothers and infants is one area of concentrated gains. Tor this, the spread of
midwifery, prenatal and baby clinics, and maternal hospitalization must be credited.
In part, this trend is associated with a bhroader one, which has had a deep-seated
influence for better health: the tremendous rise in education which has svept
postwar Ceylon. The other category of deaths which merits special attention is
the general decline in importance of all kinds of infectious disease, especially
(in addition to malaria) typhoid.l 48 a percentage of all deaths, deaths from
infectious diseases fell from 21.1 in 1946 to 7.7 in 1949; since many of these
diseases vere already comparatively rare in Ceylon, the extent of recent improve-
ment is especially striking. No other major causes of death show particularly
noteworthy declines. Some, like cancer (because of the increased longevity of
the population and perhaps because of improved diagnosis as well) and violent
death of various kinds have actually become more prevalent. ~side from the out-
standing examples of malaria and other infectious diseases and of afflictions of
infancy and childbirth, the fall in the death rate has ranged widely across the
spectrum of causes.

Several causes enter into this continuing and wide-ranging aspect oi' d ath
rate decline. Certainly, the slow-working but important forces of education and
rising living standards are important. Moreover, the fact that the composition
of the population has been shifting markedly towards a lower average age should
not be overlocked; this phenomenon, itself a result of the lowering of the infant
death rate, has a strong depressing effect n deaths measured per thousand of
population. It cannot be denied, though, that the availability of public health

services has been greater in the postwar period than in the prewar and has improved

lSee Table .A-19, below.
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slowly since the late l9hOs, despite the astronomical increase in the population.
Table 3.4 shows that there has been improvement in the quantitative provision of
health services relative to total population and it is also true that there has
been a notable spread of these facilities geographically, bringing Western medicine
to vhe villager for the first time in many areas.

Has Ceylon's birth rate, meanwhile, shown any notable trends? With the rate
of natural increase nov at 2.7 per cent, some observers are anxiously scanning
the horizon for a sign of decline in the birth rate. /And indeed, if one takes
the era of the 1950's as an observation period, a slight fall is discernible.
In part, this decline (from 40.2, an exceptionally high figure in the light of
past experience, in 1950 to 36.6 in 1960) represents nothing more than the effect
of a slight decrease in the proportion of the population that is female and of
child-bearing age. The fall in births per weman of child-bearing age has been
negligible so far, as Table 3.5 shows. Anyhow, the decade of the Tifties whows
no overall birth rate decline as against previous decades. And the basic sociolo-
gical preconditions for a significant fall in the birth rate -- the thoroughgoing
urbanization and industrialization of the society (is education, which has swept
Ceylon in recent years, an additional or alternative precondition?) -- do not
seem to have been satisfied yet in Ceylon, or at best have been only partially
satisfied. On present evicence, then, it seems likely that experiz=nce elsewhere
will be repeated in the case of Ceylon and that the fall in the birth rate, if
it comes, will lag behind the fall in the death rate by some decades. An additional
reason for believing that Ceylon can expect a continuation of roughly her present
high rate of natural increase is that the government has not as yet even taken a
stand on the question of a consciocus effort to reduce the rate of population

growth through birth control. Despite the fact that no strong religious



Table 3.4

Population Relative to Beds, Doctors, and Minor Employees
in Government Hospitals, Selected Years, 1929-601

Persons per Persons per Persons per

Year hospital bed Doctor Minor cmployee
1929 572 15, 347 2,231
1938 567 15,918 1,999
1945 Les 12,936 1,822
1946 408 12,261 ..

1947 385 . ..

1948 381 10,334 .

19ka 376 11, 59k .

1950 385 11,392 1,328
1951 388 10, 529 1,161
1952 38 10, 486 1,103
1953 388 10, 72h 1,146
1954 368 10,467 1,057
1955 359 9,163 1,011
1956 351 9,074 1,023
1957 b7 9,678 987
1958 34 8, 345 &83
1959 345 &,212 761
1960 340 8,105 796

1These figures exclude private nursing homes and doctors in private practice, but

these are relatively unimportant, catering only to the vealthy. Source: Eeonomic
and Social Development, p. 6; Statistical Abstract 1962, p. 75.

taboos would be impinged upon, the govermment has, for reasons that are obscure,
taken no action in this area. It does, though, permit private crganizations like
the Planned Parenthood League tc operate in Ceylon.

A

Table 3.5

Female Populaticn fAge 15-45 and Births, 1946, 1953, and 1959

Femele Population, Age 15-45 .. Births per thousand fcmales
Year Thousands % of total population  Births of child-bearing age
1946 1,459.3 21.3 256,886 176
1953 1,703.k4 20.5 321,21 189
1959 1,990.0 20.7 356,336 179

lFigures for 1946 and 1953 are census data, slightly adjusted to allow for growth
from cersus day in March to midyear. The 1959 fipure is based on a projection
of the age-sex structure of the population made by the author (see Table A~11,
below).

2 ps
Source: Report of the Registrar-General on Vital Statistics.
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Migration trends since l9h6, while not involving massive numbers of people,
have also had some significant effects on the structure of the island's population.
The early vwar years -- 1939-42 -- saw net emigration of 171,000, as Indians in
particular returned home in time of trouble. The danger past, the late forties
saw a reversal of this flight, and more. From 1944 through 1949 the official
data show a net inflow of 305,000. Stricter legislaticn and the drive to
"Ceylonize" employment changed all this. Frem 1950 on the net flow was consistently
outward. After 1954 the legal immigration of Indian estate laborers was drastically
cut and after 1957 it all but ceased. The result, over the 1950-60 period, was a
net outflow of 24,000 Indian estete workers (these are official figures; the
illicit flow cannot, of course, be measured, but it is rumored to be considerable
and preponderantly in the direction of Ceylon). Ceylonese legislation has also
been instrumental in the expulsion of 127,000 otker Indians, including estate
workers'! families, over the pericd. In addition, there was net emigration of 3,000
"Europeans" (i.e. Caucasians) and 6,000 Ceylon citizens during the fifties.l

A sudden upswing in the rate of population growth such as Ceylon experienced
in the last half of the forties could conceivably have any one of several economic
effects. It could, in the manner envisioned by Malthus, put pressure on nonlabor
factors of preoduction, inducing diminishing returns to labor and lower per capita
output and income. OCn the other hand, if accompanied by sufficient growth of other
resources, increased division of labor, technological progress, or economies of
large-scale production, it could provide a valuable resource to aid the growth
of aggregatc and even per capita income. This is the famous "hands" versus
"-ouths" race, the outcome of which vas the bone of contention between the

Malthusians and the anti-Malthusians, the former fearing that population growth

a1 figures are from Reports of the Registrar-General on Vital Statistics.
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would lead to a fall in per capita income and the latter hoping for a rise. And
even today one cannot state categor%cally which will win out in the general case,
that is, what the effects cof acceibfated population growth on national income will
be. It depends on exactly how the population increase comes about and on what

" occur in the econcmy at the same time. A similar analytical ambiguity

"other things'
applies to the effect of population growth on »ther econcmic aggregates. The
balance of payments, to take an important example, can be shifted in either direc-
tion. Especially if supported by some degrec of monetary expansion, the increase
in the number of mouths to feed can apply pressure to the current account. Al-
ternatively, if the hands win, increased production for export may bolster the
balance of payments (but vhere there is heavy underemployment amonz even the
existing labor force this is unlikely).

Though one cannot define the economic effects of population acceleration in
the general case, it is possible to say on vhat the cutcome depends and, in any
glven instance, what it is likely to be. Statistically, total population can
increase in an infinite variety of ways -- involving falling death rates, rising
birth rates, and net immigration in any one of innumerable combinations, as well
as differential application of any of these to the diverse age, sex, and cultural
(i.e., racial, religious, geographical, occupational) groups which make up a
population. In any given case, the economic effect of population growth is likely
to be largely a function of the structure of population increase. Since different
kinds of people make different contributions to preduction, different permutations
will have different impacts on the supply of labor to the economy. Since dif-
ferent groups affect consumption differently -- e.g., children less than adults --
the mouths effect will also depend on the composition of the newly added population.
Vhat characteristics of population growth in Ceylor since 1946 are economically

important?
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The trends in the broad aggregates have already been outlined: little or no
fall in the birth rate, a net outflow by migration, and a dramatically plunging
death rate, with the last of these being almost the sole cause of the population
surge. fis noted, the fall in the death rate has been sharp among infants and
even more impressive among mothers; both of these tendencies have worked to minimize
the impact of the mouths effect -- but, still more, the hands effect -- in the
short run. Relatively few new workers had been added to the population by 1960 and
the additional need for food and other consumption goods, while substantial, was
not so great as it would have been had all the new additions been adults. In
both cases, though, a tremendous potential was being built up for the future. The
mothers saved from death in childbirth were, in most cases, saved to have more
children. These children, added to the ones who survived because of the sharp
drop in infant and childhood deaths, were to become a gradually increasing economic
problem (and potential) for the country.

Other, more subtle demcgraphic trends also had an cconomic effect. Of
Ceylon's several ethnic groups, the two largest, the Sinhalesc and the Ceylon
Tamilsl, have had high rates of natural increase (see T-ble 3.6). Several
smaller groups, the aboriginal Veddahs, the "Moors" (i.e. Muslims, usually of
Indian origin, and the Malays, have had still hisher rates, wvhile the Indian
Tamils (because of their special circumstances, living on estates, sometimes
8s single men without families) and the "Burghers" and Europeans (because of
their urbanization and modern outlook) have had markedly lower birth rates and

hence lower rates of natural increase. These trends, coupled with differential

Ly "Ceylon Tamil" usually belongs to a family which has been in Ceylon for a

century or more, while an "Indian Tamil" is a more recent arrival, generally
as an estate laborer.
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migration, have produced the changes in the ethnic composition of the population
shown in Table 3.6. While the changes have not been dramatic, nevertheless a
tendency toward a Ceylonization (perhaps Sinhalization would be a better word) of
the population to parallel a similar trend in employment is discernible. Each
of the non-Ceylonese (or at least non-Sinhalese) groups whose relative numbers
have declined played an important role in the colonial economy. The key contribu-
tion of the Indian estate laborers to the rise of the estates has already been
mentioned, as has the entrepreneurial function of the Europeans. The Burghers,
a product of Portuguese and Dutch intermarriapge with the Sinhalese and Temil
population, Tormed an urban professicnal and administrative class. A variety of
miscellaneous Indian groups (the "Others" of Table 3.6) performed business roies --
chiefly trading and money-lending -- which were as necessary as they were unpopular
with the rest of the populace. In one vay or another, each of these jroups has
been a victim of nationalistic policy in ihe days since independence and their
progressive dwindling in numbers creates more jobs for Sinhalese but also results in
the loss of valuable skills.

Another important influence on the econcmic impact of population growth --
as well as on its capacity to maintain itself -- is the rate of urbanization
and the way it is coming about. 1In Ceylon, as in other countries, birth rates
are higher in rural areas than in the city. In Ceylon, as not, perhaps, everyvhere,
death rates are also higher in the countryside. The rate of natural increase is,
however, substantially higher outside the cities. In 1960, for example, Colombo
residents had a birth rate of 31.2 per thousand, a death rate of 8.1 per thousand,
and a resulting rate of natural increase of 2.3 per cent. Dwellers in towns
and cities other than Colombo had rates of 31.9, 8.4 and 2.4 respectively. The

all-island rates for the year were 36.6, 8.6, and 2.8, so it can be deduced
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Table 3.6
Ethnic Composition of the Population, 1946 and 1960

Annual

Population in 1_9&6l Rate of Population in 19603
Increase,

Group Thousands % of total 1946-60= Thousands % of total
Sinhalese L, 621 69.4 3.0 6,993 70.7
Ceylon Tamils 73k 11.0 2.9 1,088 11.0
Indian Tamils 7681 11.7 2.1 1,052 10.6
Moors Lo9 6.1 3.2 633 6.1
Burghers 42 0.6 1.8 5h 0.5
Malays 23 0.3 ) 32 0.3
Europeans 5 0.1 (0.5 / 7 0.1
Others 43 0.7 ¢ ) 37 0.k
TUTAL 6,657 100.0 2.9 9,896 100.0

lsource: Census of Ceylon 1946.

2These rates include both natural increase and net migration.

3Source: estimates made by the Registrar-General's Department on the basis of
birth and death registrations and net migration; see Report of the Registirar-
General on Vital Statistics for 1960, p. 12.

l"These groups are so small that if rates of increase were shown for each separately
the errors in the original data would greatly distort them; hence, they are
aggregated.

that the birth rate for the rural population was 37.6 per thousand, the death

rate was 8.6 and the rate of natural increase was 2.9 per cent.l If the rurel-

urban differentials for 1960 can be accepted as typical then it can be concluded
that there is a strong natural tendency for the proportion of the populace

dvelling in rural areas to rise. Yet, in fact the percentage of the population
resident in towns of 20,000 or more rcse from 9.9 to 12.9 between 1946 and 1960.°2

Actually, urbanization in Ceylon has been more a movement of towns to people than

1source: Report of the Registrar-General on Vital Statistics for 1959 and 1960.

25ource: 1946 Census and ibid.
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of people to towns; the number of towns claiming 20,000 population rose from
ten to nineteen between 1946 and 1960 and this is the main reason for the higher
degree of urbanization.

One more point about the anatomy of population growth in Ceylen should be
made. That is the fact that the age-sex structure of 1960 iswery different from
that of 1946. The upswing in the rate of natural increase, abetted by the parti-
cularly sharp fall in the infant death rate, has raised the proportion of the
population in the lower age brackets quite markedly. And the steep drop in the
maternal death rate, together with the emigration of a disproportionate number
of males who had been working in Ceylon on a temporary basis, has raised the ratio
bf Females Lo males. Scmewhat rough calculations suggest that the percentage of
the population that is under 15 years old rose from 39.2 to 41.1 between 1946
and 1960 and the percentage that is female went from 46.6 to 4.8 (Ceylon has
always had an unusually .. . .-male population).

To summarize, the aspects of Ceylon's population experience which are of
greatest econcmic significance are:

(1) The sharp fall in the death rate, of which mothers and infants have been
the primary beneficiaries.

(2) The relative increase in the less well educated and less skilled ethnic
groups, accompanied by the loss through emigration of a small but significant
number of adults with highly developed skills or previous experience in the modern

sector.

(3) Higher rates of naturael increase in rural areas, along with a rapid

growth of towns.

.lBased on the author's calculatien ¢ the age-sex structure of the population in
1960, which derived frem the 1953 census, birth registraticns, age-specific
death registrations, and net migratien.
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() 4 rise in the proportions of women and children in the population.
Armed with this knowledge of the pattern of popvlation growth, one can
say something about its economic effects to date and -- hecause demographic
trends are tolerably regular phenomena -- make predictions about expected future
trends. Judgements on these matters will form part of the discussion of overall

economic trends in the 1946-60 period which makes up the following chapters.



Chapter 4. The Growth of Cutput, 1946-60

Since independence, Ceylon's economy has continued to expand. As is esppropriate
to the changed environment in which it found itself, however, its growth has been
of a rather different sort from the growth experienced in the past. The swelling
population of the island has set in motion a Malthusian race between output and
population. Through the end of the 1950's the economy was still running ahead of
the relentlessly increasing demands of its population, though by a thin margin.

How this race -- or rather its first lap -- was won is discussed in this chapter.

RESOURCE SUPPLIES: LABOR

The overciding influence on labor supply since 1946 has been the new phenomenon
of extremely rapid population increase. With the link to the Indian labor market
virtually severed and migration between Ceylon and other countries slight, the
country's labor supply has for the first time become closely dependent upon the
natural growth of the domestic population. Whereas in the past labor supply had grown
in close step with demand, now the trend became steeply upward regardless of demand.
The particular pattern by which Ceylon's rate of natural increase accelerated, how-
ever, tended to moderate population's impact on labor supply. The rise in the
proportions of women and children in the population reduced the impact on labor
supply, as did a trend not discussed up to now -- a swift rise in the number of
students. As a result, labor force rose less quickly between 1946 and 1960 than
did total population. It also rose less rapidly than it might have if the same
aggregate population rise had been realized in some other manner.

Ceylon's labor force, as estimated for various years by the author, is given

1
in Table 4.1.” The nature of the impress mede by population growth clearly emerges

lThe methodology used to calculate labor force, employment, and unemployment is
described in the Note to Chapter 4, pp. 4n.l - ln.1s, below.
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Table 4.1
Population and Labor Force, 1946-60%
(thousands)
Labor Force as a %
Year Population Labor Force of Population
1946 6,854 2,583 37.7
1947 7,037 2,630 37.4
1948 7,244 2,690 37.1
1949 7,455 2,758 37.0
1950 7,678 2,831 36.9
1951 7,876 2,886 36.6
1952 8,07k 2,957 36.6
1953 8,290 3,012 36.3
195k 8,520 3,077 36.1
1955 8,723 3,162 35.8
1956 8,929 3,235 36.2
1957 9,165 3,268 35.7
1958 9,388 3,35k 35.7
1959 9,625 3,415 35.5
1960 9,896 3,502 35.4

lSource: See the Note to Chapter 4, pp. 4n.l - kn.ix, below.

from these calculations. While population grew at 2.7 per cent annually the labor
force increased at only 2.2 per cent and thus fell as a percentage of the populaticn,
from 37.7 to 35.4. It is clear that the effect of the population upswing on the
labor force has in large part been delayed by the very nature of population increase.
While the population has swelled by more than three million, fewer than one million
persons were added to the labor force. One might say that since the number of

pairs of hands available to produce food for the burgeoning population has been slow
to increase, Ceylon's pattern of population growth has been particularly disadvan-
tageous. But in fact the island has had throughout this period a high level of
unemployment and from that point of view it is clear that the additional unemploy-
ment problems have been minimized. Surely up to 1960 the pattern was a blessing.
Looking into the future, though, it is easy to see that the blessing is a very
temporary one. If roughly the present birth and death rates continue, as they are

likely to do, the proportion of young people in the population will gradually begin
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%o decline again as some of the poat-1946 swell moves into the upper age brackets. A
hfall in birth rates, if it were to emerge, would accelerate this process. In any
case, the rise of school attendance among young people must eventually taper off --
though it is not likely to do so for some time yet -- and this will induce the labor
force to stop falling relative to population. For these reasons, the rate of growth
of the labor force can be expected to accelerate during the 1960's, possibly even

to the point where the labor force begins to rise again as a percentage of population.
When that happers, unemployment will soar -- unless something is done to accelerate
the growth of emplcyment opportunities.

Up to 1960, however, Ceylon's economy appears to have been successful ’n opening
up job opportunities nearly as fast as the labor force rose. The author's estimates
suggest that population growth added 919,000 persons to the labor force from 1946
to 1960. As nearly as can be discovered, some 803,000 of these people were able to
find jobs, leaving the unemployment rate only a little higher in 1960 than it had
been at the beginning of the period.l For this record to be achieved, it was neces-~
sary that a considerable restructuring of the employment pattern take place. Tha
estate sector provided only 51,000 new jobs, so the brunt of labor absorption had
to be taken up by other industries. Manufacturing, with 183,000 new jobs created,
transport and communications (46,000), and construction (21,000) took up some of
the slack and the rest of the newly employed went into areas where their produciive
contributions to society were perinaps less great: traditional agriculture (245,000);
trade, commerce, and finance (80,000); services n.e.c. (89,000); and government n.e.c.
(80,000). The chenging employment pattern has led to a decline in the relative

importance of primary employment, wiile industrial employment has undergone a rapid

lmis statement, howerser, rests on somewhat shaky evidence; see pp. T hn.i&a
below.
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Table 4.2

Estimeted Employment by Industry, 1946-60%
(Mid-year averages)
thousands
Industry 1046 1947 10WS 19h9 1950 19531 1952 1953 195h 1955 1056 1057 1958 1950 1980
Agriculture,
fishing, etc. 1,k25 1,453 1,470 1,460 1,525 1,530 1,563 1,57% 1,587 1,618 1,647 1,676 1,692 1,709 1,729
Agriculture 1,385 1,513 1,430 1,419 1,484 1,438 1,521 1,531 1,543 1,573 1,602 1,630 1,645 1,662 1,661
Estates 632 64k 646 619 66E 656 672 664 657 667 677 65k 678 674 683
Tea & minor
crops k99 509 517 501 535 516 530 526 531 539 547 555 555 551 560
Rubber 117 119 111 99 112 119 121 118 1ok 1ok 106 104 101 99 100
Coconut 16 16 17 19 21 20 21 20 22 2k 24 25 22 pZLS 23
Other 753 769 784 8Buo (16 832 849 867 885 906 925 oké 967 985 998
Fishing, hunting,
forestry Lo Lo Lo Ly Ly L2 4o 43 Ll 45 ks 46 L7 L7 48
Mining & Guarrying 8 9 9 10 11 12 12 13 12 11 11 10 9 8 7
Construction L6 L7 48 L6 50 L9 51 51 52 55 58 60 62 6k 67
Menufacturing 195 185 175 210 193 199 25k 273 277 308 337 352 345 361 378
Electric, gas, water L L L L L b L L L It i 5 5 5 5

Trade, commerce, fishing 173 186 189 196 298 225 221 292 201 235 233 237 233 252 253

Transport and

cammunications 87 8 8% 90 92 9% 9% g4 93 108 165 111 103 129 133
Services nec 293 298 303 309 313 319 32k 329 337 3kk 351 358 365 3713 382
Government nec 66 77 83 90 97 103 110 116 106 106 106 102 122 142 148
Total 2,299 2,248 2,370 2,415 2,493 2,535 2,633 2,67€ 2,689 2,791 2,852 2,911 2,936 3,043 ~ 102

1see Sou notes, pp. kn,1" - bpn,12. .
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relative and absolute rise and service employment a more gradual one (see Table 4.3).

Table 4.3

The Structure of Employment, 1946 and 1960, and Additions
to Employment, 1946-60

1946 Employment ~dditions to employment, 1960 Employment
1946-60

Sector  Thousands % of total Thousands % of total % increase Thousands % of total
Primary 1,425 62.0 30k 37.9 2L.3 1,729 55.7
Estate 632 27.5 51 6.4 8.1 683 22.0
Other 793 3k.5 253 31.5 31.9 1,046 33.7
Industry 253 11.0 20k 25.4 80.6 Ls7 4.7
Services 621 27.0 295 36.7 k7.5 916 29.5
Total 2,299 100.0 803 100.0 3k.9 3,102 100.0

To some extent, these shifts in employment structure represent a transition
towards a more "modern" economic structure. It is likely (although there is no
cvidence to support this speculation) that there has been little actual movement of
laborers from one sector to another in Ceylon over this period. Instead, former
workers have probably remained where they were and the new younger workers have found
Jobs in the rapidly expanding sectors. Thus, peasants have only rarely moved into
industrial or white collar occupations but peasants' sons have made the move quite
frequently. From this point of view it can be said that it is the increase in the
labor force which has helped to raise aggresate and, to the extent that productivity
is higherin the modern areas, per capita income, without any marked transfer of
labor out of the traditional sector. The general impression created by the data is
one of an economy which has been undergoing transition and a noticeable degree of
industrialization but which still has a very substantial traditional sector, peasant

agriculture alone using a third of the labor resources of the couniry.



L.6

RESCURCE SUPPLIES: CAPITAL

Independent Ceylon inherited as a legacy frcm the colonial government a consider-
able stock of private and public capitcl. Notable in the latter category were the school,
hospital, road, railroad, harbor, and conmunications systems which had been built up
to a very considerable level over the years. ZAmong the various types of private
capital, the estates themselves formed the most significant item, though in their
case the value of the legacy was qualified by the fact that much of their ownership
still resided in the hands of the British. In the late forties, the foreign-owned
share of the tea industry was over 50 per cent and that of rubber over Lo (foreign-
owned coccnut acreage amounted to less than ten per cent of the total: see Table
A-33, below). British firms also controlled cubstantial fractions of the modern
industrial and service sectors. A further difficulty was that after a period of
near neglect, fostered by the depression and the war, the value of both private and
public assets had undergone some deterioration.

Efforts to expand the capital stock since the late forties have ccentered on
attempts at least to maintain public social and economic overhead capital at a per
capita level no vorse than previous levels, on trying to maintain and mcdernize the
estate sector, and on trying to diversify the economy, especially into industrial
lines. Iess is known about investment than about almost any other aspect of Ceylon's
economy, but it appears that gross fixed investment totalled some Rs. 6.8 billion over
the years 1950-60 inclusive.l Of this total just half, Rs. 3.h4 billion, was spent by
government. A further Rs. 1.5 billion represents private residential construction.
Fixed canital formation by private enterprises lagged throughout most of the period;

it totalled Rs. 1.9 billion for the 11 years together, but over Rs. 600 million of that

-See Table A-T7, below.
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total came in the upsurge of private investment which started in 1959. (n the
average, gross fixed investment ran at about 12 per cent of GNP.:L Beyond this,
little can be said. Nothing precise is known about the industrial distribution of
investment expenditures. The extent to which these gross expenditures represent net
additions to the capital stock also remzins @ mystery. On the latter count, though,
it can be surmised with reasonable safety that net private enterprise capital formation
prior to 1959 was very low.

The role played by international capital flows can hardly be described as favorable.
The net flow of private long-term direct investment throughout the period as a whole
was out of the country, to the tune of Rs. 182 million, 1950-60 inclusive. Most of
this represented purchases of foreign holdings in Ceylon ~-- estates and mercantile
houses in the main -- by Ceylon nationals. The movement of private long-term port-
folio investment was also adverse (Rs. 188 million). Therc was some net inflow of
government long-term capital, but it only amounted to Rs. 208 million and thus did
not offset the outflow of private long-term capital. In the net, then, Ceylon was

a net capital exporter during this vital period of her develcpment.2

RESOURCE SUPPLIES: LAND
Since 1871 the total land area under cultivation in Ceylon appears to have been
rising at a rate of somewhat more than one per cent a ycar.3 ¥ith the gradual

exhaustion of the supply of good cultivable land and the rising costs of clearing,

l11.6 per cent of GNP in current prices and 12.2 per cent of real GNP, according to
Tables A-2 and A-3, below.

2For all these figures, see Table A-52, below.

-38ee Table 2.5, p. 2.12, above.
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trrigating (where necessary), and planting, though, it has become progressively more
difficult to maintain the past growth rate. In the postwar period, with the rural
population rising much more rapidly than in the past and the existing cultivated area
thus coming under severe population pressure, efforts were made to accelerate the
growth rate of the cultivated extent.

The main wey by which acreage had been brought under cultivation in the past
was by the sale or "alienation" of public or "Crown" land to agriculturalists. In
earlier days alienation of Crown land had provided the estate owner with immense
quantities of land, but in independent Ceylon almost all such sales have been made
to the peasantry.l In fact, to supplement the rapidly diminishing quantity of Crown
land suitable for any cultivation at all, there has been in operation in recent years
a program under which the government buys up estate land for subsequent resale to the
peasantry; this program, however, has not amounted to much in practice (sce Teble
4.4, velow). The other prong in the government's traditional land policy, like the
sale of Crown land, a holdover from colonial days, was the colonization of the Dry
Zone through the building of new communities near newly built or renovated major
irrigation schemes. This program, too, continued through the 1950's, but the pace
was slow and the expense high. Through all the government programs together, about
50,000 acres a year were transfered to non-estate agriculture, but not all of this by
any means went directly into cultivation.

Only minor new plantings of export crops were made during the periocd and since
land-hungry smallholders bought out some of the previously existing ectates the total

estate acreage actually registered a slight decline. In all, only 257,000 acres were

1There has also been a program of alienation to "middle-class Ceylonese," but the
mount ol land alienated under this scheme has been small and the actual development
of the land alienated has lagged; see Table U.k.
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" 1dded to the cultivated extent between 1946 and 1959, although inecluding purchases

e

-

from the estates the peasant sector managed to increase its holdings by 275,000

1
acres, The annual rate of increase in total cultivated area fell to 0.5 per cent,
less than half of its historical rate, and in the peasant sector the population

density rose from 2.4 to 3.1 persons per cultivated acres.a

Table k.k
Land Alienation, 1950-50%
(acres)
Alienated to Peasants flienated to
Of which acquired middle-class Colonization Total: [fl1
Year Total from estates Ceylonese Schemes Alienation
1950 39,485 . 1,942 16,253 57,680
1951 36,61k . 5,369 7,306 L9, 289
1952 32,573 .o 1,959 9, 30k 43,836
1953 18,137 oo 922 13,107 32,166
1954 24,359 2,216 12,210 12,753 kg, 232
1955 2,262 2,156 9,663 12,586 Lh 511
1956 31,88k 499 14,048 13,910 59,842
1957  3h4,248 1,362 8,393 16,017 58, 650
1958 26,183 2,290 5,460 22,505 54,143
1959 25,701 1,646 19,575 7,326 52,602
1960 15,270 1,534 6, h1h 8,234 29,918

l7otals are net of cancellation of allotments (for reasons of non-development of the
land, non-residence, failure to pay annual dues, etc.).

2prior to 1954 a total of 12,686 acres had been acquired and alienated.

Source: A.R.s of the Land Commissioner.

lSee Table 2.5, p. 2.12, above.

2See Table 1.8, p. 1.40.
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MATIONAL CUTRUT

In looking at the growth of Ceylon's GNP over the post-lorld War II years, the
researcher has the choice of three main series of data: the official estimates made
by Ceylon's Department of Census and Statistics; the United Nations Tigures, wvhich
are reported by the Department of Census and Statistics on the basis of a general
(but not complete) conformance with UN definitions; and the estimates of the present
author, vhich can best be described as the UN data revised to fit the Center integrated
accounts series as closely as possible.l These three series produce scmewhat different
totals for GNP but the estimates are usually no more than five per cent apart (see
Table k4.5). Moreover, there is only a negligible discrepancy among the overall growth
rates implied by the three sets of data.2 A1l three suggest that GNP at current prices
rose at an average of 4.5 per cent a year, 1950-60. Cnly one series, the official
one, goes back before 1950. It indicates a 7.2 per cent growith rate for the entire
1946-60 period, bucyed up by a massive 11.3 per cent rate between 1946 and 1960.
These figures of the late forties antedate some of the better sources of date under-
lying the national accounts estimates, though, so it is at least possible that they
somevhat exagerate the growth rate of those years. /nd in any case what was going
on then was not, strictly speaking, new growth but only recovery of the prewar level
of per capita income.3

Price increases in the 1950's vere extremely gradual. VWhat inadequate deflator

series there are suggest inflation at a rate of only 0.5 per cent a year,LL leaving

L7y Aprendix dives a detailed description and critique of all three series.

2This i1s true only for the period as a whole. Year by year there are siguificant
differences among the three series in implied growth rates.

See Note 6 to Table 3.1, p. 3.6, above.

uSee Pa L=i2y -bolbw, - .
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".0 per cent as the annual increase in real Gross National Income. TIn the late forties
price increases were more rapid. On the basis of a rough calculation, it seems likely
that the GNP deflator rose by 31 per cent between 1946 and 195C. However, improvement
in the terms of trade all but wiped out the effect of the internal price increases

and the deflator of GNT

rose by only four per cent.l Thus, it appears that between
19h6 and 1960 price incréégés could not have amounted to more than one per cent a
year. If the Census and Statistics Departrent figures for the late Torties can be
accepted, then the real growth rate, 1946-60, was 6.5 per cent.

Table 4.5

Gross National Product at Current Prices, 19&6-60l
(Rs. millions)

Official Ul Center
Year "GNP" GliP GNP
1946 2,268 . .
1947 2,608 . .
1948 2,879 . .
1949 3,056 . ..
1950 3,868 L ok6.7 L, 170.5
1951 L, 619 k,752.9 L 888.9
1952 4,507 L ko2.9 4 606.2
1953 b Lho1 L,679.2 L 900.7
195M b, 748 %,950.7 5,050.9
1955 5,23k 5,546.7 5,70L.C
1956 5,096 5,087.8 5,146.9
1957 5,200 5,331.0 5,k22.9
1958 5,493 5,622.0 5,763.1
1959 5,753 5,996.2 6,162.1
1960 6,033 6,301.2 6,476.3

a

Source: /ppendix,

lRasaputram ("Gross National Product of Ceylon at Constant (1948) Prices," Central

Bank Bulletin, January 1956, pp. 8-16) provides a deflator for the 1947-50 period
which rises by 21 per cent and the fact that the Colombo cost of living index rose

in 1947 by ten per cent and the import price index by 12 per cent suggests that the
1946-47 rise was about ten per cent. Here, as elsevhere in this volume, a distinction

.5 made between real GNP and real GII. The former is a measure of national output,
with each type of good produced valued at the price paid for it. The latter measures
the constant-price income (i.e. the purchasing power) carned by this precduction. The
two differ in that changes in the terms of trade alter the real income arising from

a given assortment of moods nroaduced.
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Real gross national income per capita (in 1953 prices) by the Center measure
fose from Rs. 587 to Rs. 677 between 1950 and 1960, that is, at an annual rate of
1.4 per cent. By 1960 it had thus reached a level of $142 U.S. (1953 prices) at
the official exchange rate (the unsatisfactory nature of comparisons of this sort
is common knowledge, but no attempt will be made here to provide a more sophisticated
estimate of Ceylon's real per capita income).
Table 4.6

Gross National Income, Total anid per Capita,
at Constant (1953) Prices, 1950-60

Real GNI Real GNI
Year (Rs. mlns) per Capita (Rs.)
1950 4,510.2 587
1951 h,918.4 62k
1952 k,627.8 573
1953 k,900.7 591
1954 5,267.5 618
1955 5,802.7 665
1956 5,217.1 584
1957 5,382.1 587
1958 5,847.1 623
1959 6,279.7 652
1960 6,698.6 677

Source: Tables A-3 and A-9, below.

Disaggregating into components of gross national expenditure, one notices several
things: the constancy of private consumption's share, the steep climb in government
consumption expenditure (from 8.2 per cent of GNE in 1950 to 13.5 in 1960), and the
decline (possibly a cyclical fall) in the export ratio from its 1951 high of 40.2
per cent of GNE to 32.1 in 1960. Imports are seen to fluctuate cyclically but show
no long-run tendency to move away from their average of 35 per cent of gross national
expenditure. The gross domcstic investment ratio does rise & bit in the late fifties,

rom about ten per cent to approximately 13. But in 1952, 1953, and every year
from 1956 on, aggregate expenditures on private and public consumption and on domestic

capital formation exceeded the income created by domestic production and spilled over
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into an import surplus. Table 4,7 shows the relative importance of the various
components of gross national expenditure in current prices; recalculating in constant
1953 prices (see Table A-3, below) yields only minor variations on the picture in
Table 4.7; chiefly that consumption, both private and public, take on a slightly
larger share and investment a somewhat smaller one.

Table 4.7

Expenditure Components as a Percentage of Gross National
Expenditure in Current Prices, 1950-60

Gross
Domestic Net
Private Government Fixed Factor
Consumption Consumption Capital Increase Income

Year Expenditure Expenditure Formation in Stocks Exports Imports  irom Abroad

1950 17.2 8.2 9.0 -0.5 38.8 32.2 -1.3
1951 77.5 8,2 10.7 0.2 Lo,2 35.5 ~1.3
1952 8k.5 9.6 13.4 -0.1 3k.0 Lo.3 -1.0
1953 79.8 9.5 11.2 1.8 34,7 36.2 -0.8
1954  75.1 9.6 9.5 -0.7 37.9 30.5 -0.9
1955 73.8 9.3 10.3 0.k 36.3 29.1 -1.1
1956 78.0 11.0 11.8 0.5 35.9 36.1 -1.1
1957 80.9 11.8 12,4 0.7 33.1 37.9 -0.9
1958 76.3 12,9 11.8 1.3 33.1 34.6 -0.7
1959  T76.5 13.5 13.5 -0.2 33.7 36.3 -0.6
1960 77 -4 13.5 13.0 -0.9 32,1 34,4 -0.7

Source: Table A-2, below,

Looking at national output in terms of industrial structure, one sees a certain
amount of structural change during the 1950's. What most quickly strikes the eye in
Table 4.8 is the gradual but definite decline in the relative importance of agriculture
and related activities, from 49.8 per cent of gross domestic product in 1950 to 44.7
in 1960. The fall in the relative importance of estate c.ops is especially abrupt:
from 36.7 per cent in 1950 to 22.5 at the end of the period. This relative decline
in agriculture's importance is not the result of any absolute drop in the value of
primary output but only of a tendency for the latter to grow more slowly than output

in the more rapidly expanding parts of the economy: manufacturing; administration and
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lefense; electricity, gas, and water; and banking, insurance, and real estate. Of
the other sectors, two -- transport and communications and wholesale and retail
trade (in part because of their close ties to estate agriculture) -- have declined
relatively. Mining and quarrying ic now nearly moribund. Construction continues to
boom. Ovnership of dwellings remains a constant fraction of income. And miscellaneous
services has risen a bit in relative importance. These changes can be summed up as a
slow but distinct movement away from agriculture and preduction for foreign markets
and towards domestically-oriented urban pursuits. The change, however, has been
evolutionary rather than revolutionary.

Table 4.8

Industrial Origin of Gross Domestic Product
at Current Factor Cost Prices, 1950 and 1960

Percentage

1950 1960 Increase,

Industry Rs. mins. ¢ Rs. mlns. % 1950-60
Agriculture, fishing, & forestry 1,963.7 4L9.3 2,716.7 L7 38.3
Tea & minor estate crops 660.6 16.8 817.3 13.5 23.7
Rubber 387.3 9.8 210.2 3.5 - 45,7
Coconut 398.0 10.1 331.1 5.5 - 16.8
Other 517.8 13.1  1,358.1 22.k 162.3
Mining & quarrying 6.2 0.2 5.8 0.1 - 6.5
Manufacturing 154.6 3.9 31k.2 5.2 103.2
Construction 278.8 7.1 571L.7 9.k 105.1
Electricity, gas, & water 17.6 0.4 47.6 0.8 170.5
Transport & communications 294.1 7.5 347.3 5.7 18.1
Wholesale & retail trade 325.0 8.2 473.0 7.8 43.5
Banking, insurance, & real estate k4.0 0.k 52.5 0.9 275.0
Ownership of dwellings 281.7 7.1 406.5 6.7 b3
Public administration & defense 199.6 5.1 482.8 8.0 1h1.9
Services n.e.c. 406.9 10.3 654.6 10.8 60.9
GDP at factor cost prices 3,942.2 100.0 6,072.7 100.0 54.0

Source: Table A-8, below.

If one views the industrial origin of GDP in terms of constant rather than
current prices a somewhat different picture emerges, especially with regard to estate

and peasant agriculture. Although the price and outpu®t data needed for a really
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‘horough deflation of the data in Tablec 4.8 and A-8 are lacking, some notion of the
broad trends of sectoral shares in real output can be gained by expressing agricultural
output and total GDP in constant-price terms and letting real GDP originating in the
secondary and tertiary spheres (vhere both price deflators and indexes of real output
are scarce and imperfect) be determined as a residual. This is done in Table L.9.
Looking at that table, one sees that the declines in the primary and estate shares

are genuine ones, applying to physical production as well as to output value. Part

of the decline in the estate share, though, is clearly a result of price trends
unfavorable to it. On the other hand, peasant agricultural output in real terms

has not been so dynamic as Table 4.8 implics, since relative prices have been shifting
in its favor. 1In real terms, the output of the peasant agricultural sector and

the vhole nonagricultural sector have been rising at about the same rate. Estate
agriculture has grown more slowly and has fallen behind, in real terms and even more
in value terms.

The results of the economic growth described by these figures can best be
expressed in terms of what happened to the consumption levels of the average Ceylonese
over the period. Private consumption per head (in prices of 1953) rose from Rs. Who
to Rs. 525, or by 19.3 per cent. Tood consumption rose especially rapidly, by nearly
25 per cent, vhile expenditures on clothing, rent, and other goods rose less quickly.
Since there was a higher proportion of children in the population in 1960 than in
1950 and children have lower caloric requirements than adults, it is sale to say that
the population was substantially better fed in 1960. The rise in the consumption of
"other" goods is a sure sign of <the spread of the consunption of a wider variety of
the goods which are used by a more modernized, more urbanized society; that food
consumption rose more rapidly than consumption of tlese items is indicative of the
tountervailing influence on consumption patterns of a younger population, which

needs a smaller variety of goods.
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Table 4.9

Estimate of Gross Domestic Product by Industrial Origin
in Factor Cost Prices of 1953, 1950-60
(Rs. millions)

Agriculture, Forestry, Fishing A1l Ls a % of GDP:
Tea & Minor 5 3 L Other 6 Estate A1l

Year Estate Cropsl Rubber” Coconut”® Other' Industries® GDP Crops Agriculture
1950 595 336 334 839 1,679 3,783  33.h 55.6
1951 633 310 379 889 1,998 L,209 31.bk 52.5
1952 615 285 hi7 1,022 2,015 4,354 30.2 53.7
1953 666 292 396 921 2,320 4,595 29.5 k9.5
195k 712 278 38k 1,1k2 2,123 k,639  29.6 54,2
1955 738 278 Lh2 1,263 2,355 5,076  28.7 53.6
1956 729 282 Lo6 1,066 2,087 4,500 31.3 54.5
1957 773 289 350 1,179 2,423 5,014 28.4 51.7
1958 802 296 327 1,298 2,559 5,282 27.0 51.6
1959 802 271 373 1,291 2,809 5,546 26,1 Lok
1960 850 287 349 1,476 2,957 5,919  25.1 50.0

Percentage change, 1950-60:

42.9 -14.5 4.5 75,0 76.1 56.5.

1l
Figure for 1953 from Table A-8 times the output index (1953 = 100) for tea implied in
Table A-27,

2Tpid.
3mbid.

uA residual: figure for agriculture, forestry, and fishing for 1953 from Table A-8 times
the author's index of agricultural output (see Table A-26, below), minus the sum of the
three preceding items.

op residual: real GDP minus the sum of the four preceding items.

6GDP in current prices from Table A-8 divided by the implicit price deflator of GNP
(see Teble A-67).
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'CREASING PRODUCTIVITY

' The reader might well ask at this point how it was possible for output to rise
faster than population in a period when the labor foree was rising relatively slowly,
when land resources had been pushed to the point of diminishing returns, when
foreign markets for export products were not especially favorable, and when capital
stock was not being augmented at a particularly impressive rate. The answer to the
question is -- and would logically have to be -- that the economy experienced suf-
ficient grcsth in output per unit of labor employed to keep total production rising
at least a short distance ahead of population growth in their all-important race.
How great were these productivity increases and in which sectors of the economy did
they occur?

Since estimates of income originating and employment by industry for the years
1950-60 have already been made (Tables A-8 and 4.2) it is now possible to divide
the first by the second and derive estimates of value added per man employed. The
relative levels of productivity in the various parts of the economy and, to the extent
that the data permit, the comparative rates of productivity growth by industry,
will thus be revealed.

Table 4.10 gives a view of productivity levels by industry. Although this
table absorbs all the errors inherent in its two component tables, it does tell much
about the structure of the economy in the fifties. In it, the highly-capitalized,
"modern" industries are easily identified by their high levels of value added per
worker. Outstanding among these, as might be expected, is the electricity, water,
and gas industry, where a high degree of capitalization is a virtual necessity.

(The even higher level implied for construction is overstated; its employment denomin-
~+or is too low, since it includes only those who do construction work as a primary

economic activity and excludes the thousand who are engaged in it on some kind of a
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wrt-time basis.) Estate agriculture (especially rubber and coconuts, vhere the
land-labor ratio is much higher than in tea) also appears in the table as a relatively
preductive industry. On the other hand, the mining and cuarrying and manufacturing
industries were still rather primitive affairs technologically in the fifties and had
low velue added per man (in the case of manufacturing, heavy reliance on imported
rev materials is zn additional possible explanation of the low productivity found).
As in most countries, value added per vorker is higher in industrial and service
activities taken as a whole than in agriculture. But in Ceylon the ratio of produc-
tivity in agriculture to prnductivity in such industries is relatively lov., Estate
agriculture is obviously a "modern" industry and cven "Cther' agriculture and primary
activities yield about 60 per cent as much value added per workeir as the average for
all nonagricultural activities together.

Table 4.10

Value Added per Worker: Average, 1950-60l

(Rupees)
Industry Output per Worker
A. Agriculture, fishing, forestry 1, bhl
1. Tea & minor estate crops 1, 364
2. Rubber 1,458
3. Coconut 3,999
L. Other : 1,202
B. Mining & quarrying 536
C. Manufacturing 786
D, Construction ‘ 8,1522
E. Electricity, gas, & wat-r 7,350
F. Transport & communications 2,648
G. UVholesale & retail trade (
H. Banking, insurance, & real estate ( 1,89k
I. Ownership of dwellings (3)
J. Public administration & defenre 3,090
K. Services n.e.c. ‘ 1,518
All non-primery industries 1,992
1 industries 1,798

(notes on p. 4.19)
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story. Some sort of a closer look at the most important industries seems to be
_equired if one is to find out just what factors have determined the new pattern of

development which the economy has experienced.

Table 4.11

Value fidded per VWorker in Constant
(1953) Prices: 195C and 19601

% Increase,

Industry 1950 1960 __1950-60
Agriculture, fishing, & forestry 1,390 1,713 k.1
Tea & minor estate crops 1,004 1,476 34.9
Rubber 1,750 1,495 -14.6
Coconut 3,884 b, 106 5.7
Other 1,193 1,685 ha.2
A1l non-primary industries® 1,735 2,15k 2h,2
M1 industries® 1,517 1,908 25,8

lsources: Tablesk.2 and 4.9, above.

2Excludes income originating in ownership of dwellings.

EXPORT AGRICULTURE: TEA

As had been the case in the past, the growth of all of Ceylon's traditional
export industries depended heavily on wvhat happened to world demand. Foreign demand
for each of these crops was viewed by the planters in terms of prices in the Colombo
market.t Mlong with production costs and taxes, the level of the Colombo price for
the commodity they produced determined the estates' profits. Profitability, in turn,
determined their willingness to expand production. .Althcugh output was not easily
varied in the short run regardless cf price levels, steady long-run growth in

output required that the general level of prices be satisfactory relative to costs

Actually, much Ceylon produce is sold in other markets -- e.g. London for tea and
Singapore for rubber -- but prices in these markets move very closely in line with

Colombo prices.
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and taxes; it was als~ desirable that it did not fluctuate too violently from year to
year. To be sure, short-term price upswings did prcduce handsome profits, but if
the price was expected to fall back to some (subjectively) normal level in the
future, they afforded no incentive to expand output, aside from any limited increases
wirich could be achieved immediately, in the few months over which wprices might
reasonably be c.pected to remein at boom levels.

It is often said that estate producers are at the mercy of world prices, a
force vhich is completely beyo. i their control. This is true, but it is only part
of the story: it is also correct to say that both the individual producer and the
country which produces cnly a small chare of the world's total supply of a commedity
are offered pgreat opportunities to benefit from their almost perfectly competitive
position. If they can work on the cosl side of the profit equation and lower their
production costs they can benefit from the foct that this will have no effect on
price and any gains they make will be theirs to keep, rents accruing to the relatively
more efficient producers. This benefit accrues only to the individual producer or

nation which succeeds in lowering costs relative to other producers, though; if all

producers cut costs together and demand does not change, prices will fall and everyone
will lose (assuming the usual inelastic world demand curve for primary prcducts). But
both individual estates and Ceylonese producers as a group can gain from relative
cost reduction, regardless of the world price level. Their welfare and the amount
which they can profitably produce thus depend not only on world prices, the force
outside their control, but also on their ability to cut per uniit costs ond make an
epension of output profitable, something which is very much under their control.
Of the three main exporti crops, it was tea that experienced price movements

which came closest to satisfying the criteria of a good environment for industry

owth which have been outlined. ith the freeing of the tea irade from its restric-

tive vartime shackles in the late forties, prices climbed to a level, in 1950, nearly
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twice the controlled wartime price.l Being an article of final consumption and not
an industrial raw material, tea did not share to any appreciable degree in the heady
Korean boom enjoyed b, rubber and coconut preducts. ffter a Rs. 2.11/1b. average
price in 1950, three mediocre years cnsued. With production costs inflated after
Korea and taxes rising (see Table 4.12), profit margins sagoed. lowever, output,
adjusting with a lag to the 1950 price rise, continued to increase. As it turned
out, this rising volume of output vas a tremendous asset to the planters and the
country, since in 1953 a strong upsurge of pricec cecurred and export proceeds
swelled. The estates benefited through rising profits and the government through
unprecedented tax collections. The good prices lasted, with only a little weakening,
through mid-1956 and during this period tea virtually supported the economy. There-
after prices fell from the prevailing average of Rs. 2.11 a pound to about Rs. 1.85,
vhere they remained with remarkable steadiness for the rest of the decade. Production,
meanvhile, continued to risc at an annual rate of about four per cent and export
receipts increased accordincly.

Tables 4.12 and h.13 represent an attempt to summarize the financial position
of the industry over a fifteen-year pericé. Aside from the price trends which have
Just been ocutlined, the other determinants of the industry's welfare are the level
of per-unit costs and government tax policies. On the former score, a considerable
degree of success has been enjoyed in industry cost control. Quite rapid increases
in cost per pound vere recorded in the late 19401sg, amounting to more than 5C per
cent through the Korean pericd. Thereafter, though, it has proven to be possible
to increase the productivity of the resources employed in the industry fast enough
to prevent any significant rise in unit costs. The average hourly earnings of labor
employed in the industry, which form the main element of cost in so labor-intensive

-« industry, rose from Rs. 0.18 in 1948 to Rs. 0.26 in 1951 by virtue of the prosperity

of the late forties and early fifties. Since then they have been held firmly in

Lsee Table A-68, below.
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‘lace through the government dominance of the wages boards system of wage determination
and by 1960 they had risen only to Rs, 0.30.l Meanwhile, output per worker was rising
(see Table 4,14) and average weekly hours were falling somewhat. VWhat emerged was
an approximately constant per-unit margin on a rising volume of production. This
would have generated enormous profits had it not been for the readiness of the govern-
ment to step in and appropriate large proportions of any increases in receipts,
whether generated by price increases, volume increases, or cost reductions. Export
duties vere frequently adjusted to allow for price changes (the apparent goal of
this policy was to maintain an approximately constant per unit profit margin) and
the rate of company taxation went steadily and steeply upward, just doubling between
1946 and 1960. The government thus upped its share of before-tax: profits to more
than 80 per cent.2 Profit rates on sales were forced downward and apgregate profits
did not rise despite the ever-increasing volume of exports,

Despite the scant opportunities for profit which government tax policies left
them, tea prcducers managed to write an impressive record of industry growth.
Thanks largely to the gradual adoption of a series of technical improvements, output
grev steadily, in the aggregate, per acre cultivated, and per worker employed.
Table 4.14 summarizes trese achievements. It shows output rising at an average
annual rate of about three per cent and rising very steniily, alrost regerdless of
price trends, the weather, or other factors which have a major influence on the output

of most crops. The absence of sharp year-to-ycar fluctuations is largely attributable

lsee Table A-2k, below.

This figure (and all those in the last column of Table 4.13) depend on an assumption
of infinitcly elastic demand for Ceylon tea. Actually, of course, demand is less
than perfectly elastic, so some of the tax is paid by the consumer and does not
‘eally come out of producer prefits. To the extent that this is true, the percentage
rate of taxation on producers is reduced.
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Table L.,12

Export Tea: Per Unit Value, Cost, Taxes, and Profit!

(Rupees per pound)

F.0.B. Minus; Before-taﬁ Export Compan% After-tax
Year Unit Value® Costs3 Profits Duty5 Taxes Profits
1946 1.298 1.029 0.269 0.030 0.086 0.153
1947 2.007 1.188 0.819 0.327 C.197 0.295
1948 1.99k 1.261 0.733 0.381 0.187 0.165
1949 2.121 1.306 0.815 0.369 0.179 0.267
1950 2.567 1.385 1.182 0.hhs 0.311 0.he2
1951 2.555 1.575 0.980 0.525 0.216 0.239
1952 2.316 1.615 0.701 0.367 0.16k 0.150
1953 2.437 1.467 0.970 0.410 0.350 0.210
1954 3.126 1.668 1.458 0.594 0,540 0.32h
1955 3.309 1.711 1.593 ¢.632 0479 0.287
1956 2.918 1.700 1.218 0.617 0.393 0.203
1957 2.879 1.683 1.196 0.675 0.357 0.16k
1958 2.997 1.643 1.349 0.745 0.1k 0.190
1959 2,646 1.68k C.962 0.5C0 0.316 0.1k46
1960 2.736 1.684¢ 1.052 0.347 0.508 0.197

1

This table attempts to estimate the value of' a pound of exported tea and what
happens to the proceeds, Returns to the tea industry from the local sale of tea
are not cocnsidered.

2Export procecds (source: Thirty Years Foreign Trade Statistics; Statistical Ibstracts)
divided by export volume (éource: £i.Re5 of the Tea Controller).

3Ex-factory costs per pound of tea, as estimated by the Department of Cencus and
Statistics from sample survey data (scurce: Statistical Abstracts), plus a ten per
cent additional allowance to cover transportation and handling costs from factory
to ship and cesses levied for health programs, tea research, cte.

uUnit Value minus €osts.

5Source: Thirty Years Foreign Trade Statistics; Statistical Abstracts; equals export
duty collections divided by quantity exported.

6

Profits remaining after costs and export duties have been subtracted from total
export proceeds, times the prevailing rate of company taxation (including income
tax on companies, profits tax, and -- for early years -- excess profits duty).
This assumes all producers to be companies, of course; individuals pay taxes at
various rates and no attempt has been made to adjust for this.

7Provisional.



Export Tea:

Table 4.13

(Rs. millions)

hpgregate Receipts, Costs, Taxes, and Profits

Profit Rate on

L.25

cates (%)7 Tax Rate
Export . Total Before-tax Export, Company After-tax Before After on Profits
Year Receipts™ Costs® Profits3 Dutics Taxes?  Profits® Taxes Taxes (%)8
1946 379 300 79 9 25 L5 20.86 11.8 L3.1
1947 567 335 231 92 56 83 Lo.7 1k.7 64.0
1948 590 373 217 113 55 49 36.5 8.3 7.4
1949 650 Loo 250 113 55 32 38.5 12.6 67.2
1950 752 ko6 346 131 91 12k 46,0  16.h4 (5.3
1951 800 493 307 164 €8 75 38.4 9.4 75 6
1952 723 50k 219 115 57 L7 30.3 6.5 78.7
1953 825 Lot 329 139 119 71 39.9 8.6 78.3
1954 1123 599 52 21k 194 116 Le.7 10.k 7.8
1955 11.94 618 577 300 173 1ok 48.3 8.7 82.0
1956 1044 606 436 201 1h2 72 41.8 6.9 83.4
1957 1016 59l hoo 238 126 58 41,5 5.7 86.3
1958 1131 622 509 281 156 T2 45,0 6.k 85.9
1959 1045 665 380 198 125 58 36.4 5.5 8k.9
1960 1096 674 Loy 139 203 79 38.4 T.2 81.2
lSource: Thirty Years Foreipn Trade Statistics; Statistical fbstracts.

2Cost per pound (sce Table 4.12) times pounds exported (source: A.R.s of the Tea

Controller.

3Export Receipts minus Total Costs.

uSource:

SThe prevailing rate of company taxation (see noie 6 to Table 4.12) times before
tax profits.

Thirty Years Foreipgn Trade Statistics; Statistical Abstracts.

6Before-tax profits minus export duties and ccmpany taxes.

7Profits, before and after taxes respectively, divided by export receipts.

8Total of export duties and company taxes, divided by before-tax profits.
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%o the technical qualities of tea cultivation which encourage long-run profit maximiza-
’tion and make any response to short-term stimuli difficult (see pp. 1.25 to 1.28, above).
The fact that output grew at all is striking, though, especially in view of the
fact that from 1946 to 1960 acreage increascd by only 5.3 per cent and employment by
a mere 7.5 per cent. Almost all the increase in output can thus be attributed to
productivity increases, which are reflected in Table 4h.14 by virtually equiproportional
rises in output per acre and output per man. Vhat explains these rises?

Ceylon's tea industry has remained basically an estate industry. There was in
the early fifties a certain decline in the importance of the larger estates, which
was arrested by the government in the interests of efficiency -- there arc tremendous
variations among tea holdings in yield per acre, with the larger, better managed
estates achieving yields frequently twice as large as those on the smallholdings and
the smaller "estates" of under 100 acres.” 4 considerable decline in the relative
importance of Furopean ownership alsoc occurred -- the share of Sterling companies
and non-Ceylonese in total acreage declined from well over half to about L0 per cent2 --
but this appears not to have had any particular effect on efficiency. Vhat accounts
for the rising yields is the willingness of producers, within limits of profitability,
to accept technical innovations and the fact that such innovations became available
at a fairly impressive rate over the pericd in questiion.

Perhaps the most important yield-raising factor is the greatly increased use
of fertilizer, especially as ccmpared with the shortage years during and immediately

after the war. Ceylon as a whole immensely increased its fertilizer consumption

lThe 1952 Census of Agriculture showed a yield of 642 1bs. of made tea per acre for
the modern estates (defined as those which were 20 acres or more in extent, had ten
.or more resident laborers, and had its census scheaule filled out in English), which
mplied an average of only 335 lbs./acre for the rest of the industry. See Census
“of fgriculture, 1952, Part I - Tea Plantations.

2

See Table £-33, below.
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Table L.1k4

Production, Acreage, Employment, and Productivity in Tea, 1946-60

Productionl Ibs. per Employment3 Ibs. per
Year (thousand 1bs.) Acrea{;e2 Acre gthousands) EmEloyee
1946 282,911 551, 370 531 536 528
1947 298, 526 553,463 539 537 556
1948 298,791 554,578 539 538 555
1949 298,559 555,330 538 539 55k
1950 306,215 558, 30k 548 s5hl 563
1951 326,279 564, 160 578 548 595
1952 316,8k42 569, 648 556 520 609
1953 343,033 573,129 599 523 656
1954 366,738 574,877 638 545 673
1955 380,013 570,807 666 5h2 701
1956 375,578 567,785 661 sh7 687
1957 397,775 570,016 696 557 T1k
1958 413,155 571,640 723 559 739
1959 k13,130 576,179 717 566 730
1960 k34,709 580,736 749 576 755
lSource: A.R.s of the Tea Controller.
°Tpid.

3See Table bn.l, p. In. J4below.

between 1946 and 1960 (see Table 4.15, below) and while it is not possible to say just
what proportion of the additional fertilizer went into tea, it is certain that the
industry was in the vanguard of the new trend.l As Table k4.15 shows, fertilizer
consumption increased most during periods of export bocm (in 1951 and again in
1954-55), when it offered one of the few ways to get quick increases in estate output,
but there is also a strong upward secular movement, indicating that even after each
boom receded estate superintendents found it profitable to continue to use fertilizer
in larger quantities than prior to the boom.

Aside from increased fertilizer use, the other important productivity-raising

factor was the technical work done by the government's Tea Research Institute in

‘Data supplied the Tea Controller's Department suggest that perhaps half the total
-~ and probably more than half of the increment of recent years -- goes into tea.
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Table 4.15

Imports of the Main Artificial Fertilizers, 19&6-60l
(thousand cwts.)

Sulphate of Muriate
Year Ammonia Superphosphates of Totash
1946 591 2l 135
1947 881 68 150
1948 9k6 2 111
1949 1,087 10 259
1950 996 1k 371
1951 1,726 10 L82
1952 1,027 18 2ho
1953 1,459 34 bho
195k 1,792 k7 588
1955 .. . .
1956 1,951 69 918
1957 2,428 161 767
1958 1,953 26 702
1959 2,841 65 852
1960 2,577 19 781

lThese are actually the most important fertilizer materials. None of them are
produced in Ceylon, although the mixing of them into prepared fertilizer is done
there. Sources: Thirty Years Foreign Trade Statistics of Ceylon, Part I; Statistical
Ibstracts.

developing new strains of tea, improved production metheds, and preventative action
to be taken against diseases and pests. Perhaps the most serious natural threat faced
by the industry during this period was the outbreak of "Blister Blight," a fungus
which was first noticed in Ceylon in 1946. Experiments carried out by the TRI sug-
gested a copper solution as the best disease-preventing device and a vigorous cam-
paign by planters and the government succeeded in bringing the menace under control
by 1952. Despite the impressive level of estate technology which had been reached in
t he past, a number of modifications in planting technique suggested by the Institute
also played an important role in the productivity increases of the 1950's.

It can be surmised that adoption of the variocus improved techniques had by 1960
not spread inuch beyond the circle of the largest and most up to date plantations.
-.nd in the case of the new strains of tea, which were potentially the most important

contribution of the TRI, even these most advanced segments of the industry proved to be
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hard to persuade. By 1956 the Institute had perfected strains which, when growm
with generous quantities of fertilizer, could yield 2,000 pounds or more of made
tea per acre ~-- this at a time when the industry!s average yield was only 661
pounds.l In most cases, the estates were still tending their original tea bushes.
Replanting was obviously called for, since tremendous gains were evident.y realizable
(although not all plots could achieve 2,000 lbs./acre, since this was possible only
with near-ideal conditions). But the prospective cost was staggering. In meterials
and labor alone it amounted to something between Rs. 2,000 and Rs. 6,000 an acre.2
And the cost in terms of the output which would have to be foregone during the replant-
ing process was even greater. Two years of a soil-reconditioning grass crop normally
had to intervene between the uprooting of the old tea and the planting of the new.
Then, once the new tea vas planted it would be a further three to five years before
anything approaching full bearing was reached. Based on 1956 prices and per-acre
yields, this might mean a revenue loss of from Rs. 6,000 to Rs. 10,000 per acre.
On the other hand, the fall in productivity connected with the aging of the tea
bush had proved to be very gradual and in fact, as has been seen, was being offset
easily by increased fertilization and improved techniques. This lessened the incen-
tive to replant still further and it is not surprising that the planters were reluc-
tant to enter into so costly a process for gains which it would take so long to
realize.

Very little replanting was done until the advent of the government's replanting
and rehabilitation subsidy schemes. Only with the passage by Parliament of these
new subsidy provisions in late 1958 did the refurbishing of the industry begin at all.

The government offered estates a replanting subsidy of Rs. 2,500 an acre, to be paid

see A.R. of the Tea Controller for 1956, p. 8.

2Ibid.
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“'m six installments at various stages of the uprooting, reconditioning, and replanting
néperations. Clearly, this by no means covered all the costs of replanting, but it

did make a start (by 1958 prices were down but yields were up since 1956, leaving

the value of output foregone in replanting perhaps o bit lower, say Rs. 5,000 to Rs.
9,000). The goal of the scheme was 10 replant a total of 30,000 acres with high-
yielding clones during the first sixz years of its operation, but by the end of 1960
only 3,074 acres had been uprooted for replanting and a merc 1,129 had actually been
replanted with the new varieties.l The Tea Controller, reporting on this disappointing
performance, blamed the shortage of the new plants available for replanting and the
general lack of experience cf planters and officials with replanting (this was the
first major tea replanting to be attempted anywhere in the world). The relatively
modest amount of the subsidy, the fact that prices rose slightly between 1958 and
1960, the continuing climb of per-acre productivity, and the extreme reluctance of

the European estates to trade present output for future output in what they considered
a hazardous political environment were probably more important factors, though.

Much more seriously in need of rehabilitation than the estates were the small-
holdings. Smallholders numbered abcut 87,000 in 1954 and controlled some 12 per cent
of industry acreage, which they worked by methods vastly less efficient than those
employed by the estates.2 Some of the smallholders' problems -- lack of credit to buy
fertilizers and get out of debt to the estate factory-owners who processed their tea,
ignorance of proper drainage and terracing techniques, and so on -- vere attacked
initially through a scheme of cooperatives, which were to disseminate materials and

information and operate processing factories. But by 1957 only 25 Tea Producers'

LA.R. of the Tea Controller for 1960, p. 43.

#.R. of the Tea Controller for 1957, p. 9.
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-operative Societies had been founded. With the advent of the Tea Replanting
“Subsidy Scheme, intended to enhance estate output, a new start was made with the
smallholdings as well. Rather than replanting, what the smallholders needed was a
general improvement in production practices, as well as an increase in the stand of
tea bushes per acre. For them, the Tea Rehabilitation Subsidy Scheme was launched,
offering subsidies of Rs, 300, 100, and 250 per acre respectively for increasing the
stand, improving conservation methods, and buying fertilizer. The goal was to
rehabilitate some 30,000 acres in six years. 3y the end of 1960 (that is, after two
years of the scheme) some 9,000 acres had been supplied with additional plants and
about 13,000 had received the subsidy for soil conservation.l Moreover, permits had
been issued for thousands of additional acres and work under thre scheme was accelerating
rapidly. The drive to bring standards of operation on smallholdings closer to estate
levels thus appeared to be going well.

It should be clear from what has been said here that ithe Replanting and Rehabili-
tation Subsidy Schemes will in time effect substantial increases in the productive
capacity of Ceylon's tea industry. Yet it is equally obvious that through 1960
their net effect on output must have been nil, even negative. They could thus
have made no contribution to the sizeable increases in output @nd productivity re-
corded between 1946 and 1960. As already noted, it was increased fertilizer use
and technical improvements which must receive most of the credit here.

In relation to the substantial increases in output per worker which took place,
employment trends in the industry are worth a bit of attention. Total employment in
the industry, which is the island's leading employer, rose by only 40,000 or so at
a time when 150,000,000 pounds of made tea were added to annual production. Part of

"he rise in output per employee is attributable to the fact that the structure of

1A.R. of the Tea Controller for 1960, p. U45.
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smployment in the industry underwent a considerable shift. The proportion of work
M'allotted to children fell sharply but the proportion done by women went up, leaving

men with a reduced percentage of the industry's employment, though there were about
25,000 more male workers hired in 1960 than in 1950. The number of managerial,
technical, clerical, and other non-laboring jobs in the industry underwvent a sﬁbstantial
increase, but these remained only a small percentege of the total. As a provider of
national inccme and foreign exchange tea thus did a far better job than as a provider
of rew employment. Technical improvement in the industry was neutral as regards

the usc of labor and land as productive inputs‘-- the labor-land ratio was substan-

tially the same in 1960 as it had been in 1950.

Table 4,16
The Structure of Tea Employment, 1950-—60l
(thousands)
Managerial, technical, Workers 5 Total
Year clerical, efc. Men tiomen Children Employment
1950 8 231 23k 59 532
1951 8 226 229 5k 516
1952 8 232 2ho kg 530
1953 8 23k 243 4o 526
1954 8 240 246 37 531
1955 11 2l ash 3k 539
1956 11 ol 259 32 547
1957 13 26 26k 32 555
1958 13 248 266 28 . 555
1959 13 250 269 20 551
1960 13 256 275 16 560

lRefers to employment reporied under the VWages Board Ordinance. These totals include
some employment on cocoa, cardamom, and pepper estates, as well as rubber vorkers.on
estates which produce both tea and rubber; they are not comparable tc the totals
in Table k.1k.

2Defined as males below the age of 16 and females below 15.

Source: A.R.s of the Commissioner of Labour.
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'XPORT AGRICULTURE: RUBBER

If all ﬁhree of the major estate industries had done as well as tea in the late
forties and fifties the econcmic history of the period would have had to be written
quite differently. But for rubber and cocoaut the situation was not go Favorable.
The wartime development of é synthetic rubber industry in the United States had
demonstrated that the future of the world's natural rubber industry, especially in
the debilitated form in which it emerged From the slaughter-tapping (in some parts
of the world) or neglect (in others) of the war years, was dim. And in the more
immediate future, the disappearance of the military component of world demand and
the release of previously accumulated /merican stockpiles depressed prices. 1949
marked the nadic of the postwar slump; in that year the average Colombo price of
R85 No. 1 sheet fell to Rs. 0.57 a pound, after a wartime peak of Rs. 0.98.l Cutput,
too, was off -- about ten per cent below the vartime level. Then, out of the blue, came
Korea. Colcmbo merket prices soared to Rs. 1.55 per pourd in 1950 and Rs. 2.15 in
1951. Producticn responded instantly, hitting a high of 254 million pounds in 1950,
a figure which exceeded both the previous record and, incidentally, anything which
has been achieved since. Cutput per acre and per man also rose sharply as trees
which had been left idle since World Var II were brought back into production. But
for Ceylon the Korean episode was disappointingly short-lived. By 1952 the price
was back down to Rs. l.38/lb. and the trend since that year has been distinctly
downward.

With demand from the Western industrial countries dropping off after Korea,
Ceylon was rescued from the worst effects of the slump by the sudden appearance on

the scene of a new large buyer. Communist China was in need of considerable quantities

+See Table A-68.
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f natural rubber from an assured supply and in December 1952 a bilateral trade
agreement -- the first of many for Ceylon -- was signed. The agreement stipuloted
that Ceylon would sell China 50,000 metric tons of sheet rubber cach year for the
next five years. This quantity came to almost the entire sheet rubber production of
the island and over half of its current production of all types of rubber, In
return, Ceylon was to import 27,000 tons of rice a year from China. The prices sct
for Ceylon's rubber -- 32d. a pound for Gradws 1, 2, and 3, 29d. ror Grades I and 5 --
were favorable and became espccially attractive when offered as a one-year guarantee
in a falling market. The price which Ceylon agreed to pay for Chinese rice, £ Sk a
metric ton, vas also favorable. In December 1952 the Rubber Commissioner, acting
as the purchasing agent of the government, beran to buy shect from preducers at
Rs. 1.35 a pound for shipment under the agreement.

During 1953 and 1954 prices continued their dowmvard trend. In Ceylon, prices
paid by the Rubber Commissioner to prcducers of sheet rubber remained constant while
crepe prices, reflecting the world trend, fell. Crepe preduction fell relative to
sheet. But in the second year of the agrecment with China Ceylon was forced to
agree to a reduced price scale -- 28d, for grades 1, 2, and 3 and 25d. for grades
4 ana 5. Still, China was paying a premium over the world market price. In late
1954, with prices still depressed, a further cut of 1d. per pound was negotiated.
Then, in mid 1954, world prices suddenly recovered. A Ceylon delegation left at
once for Peking. The Chinese agreed to continue buying Ceylon rubber at above-market
prices and a formula was worked out: China was to pay a premium of 5d., kd., or 3d.
above the price in the Singapore market, depending on the level of that price (that
is, the higher the free market price, the smaller the premium 'paid. by China). In

<the Tollowing year the formula was retained but the premia were cut (they now

ranged between 1d. and Lk 1/2 4.).
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When a new five-year agreement was signed in 1957 the premium paid by China,
which had been ebbing away slowly for five years, disappeared entirely. The new
pact, which came into effect in January, 1958, called for a minimum annual exchange
of Rs. 95 million worth of goods in each direction, including at least 30,000 metric
tons of rubber bought by China and 200,000 metric tons of rice imported by Ceylon.
Although the Ceylon delegation naturally pleaded for the continuation of some price
premium, the Chinese steadfastly declined to grant one, using the argument that they
could not afford to set a precedent which could be used as a talking pd nt by other
countries (notably Indonesia) with which they might enter into similar agreements.l
In lieu of a premium, China entered into an aia program, which would give Ceylon
Rs. 15 million a year for the five-year life of the agreement. On the basis of
30,000 metric tons a year, this aid was equivilent to a price premium of Rs, 0.23
(kd.) per pound.

The second agreement with China remained in effect through the end of the decade.
Its achereuce to world prices and the greatly reduced volume of rubber exported
reduced the advantages of the agreement to Ceylon, but it still remained the saving
grace of the market situation and China continued to be the leading purchaser of
Ceylon rubber.

Meanwhile, in the free market, the familiar ups and downs had continued. Prices
surged upward in 1955 and 1956, then plunged precipitously. 1958, with an average
Colombo price for Grade 1 sheet of Rs. 0,93, was the worst year since 1949. Some
recovery took place in the following yecar, but there was scant cause for optimism
at the decade's end. A spectre haunted the world market for natural rubber -- synthetic
production, which increased every year and was rapidly approaching the world total

~“or natural rubber production. Ceylon's exports to the United States -- once her

lSee A.R. of the Rubber Controller for 1957, p. 11; these Administration Reports are the
main source for this description of the workings of the China rice-rubber agreements.
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More and

more, sales had to be directed towards those countrics which had rubber-using indus-

tries but little synthetic preduction

so far; this meant largely the Communist bloc.

By 1960 the world price for natural rubber was well on its way toward Rs. l.OO/lb., a

crisis level for most growers. t was becoming increasingly apparent that unless

Table 4,17

Export Rubber: Per Unit Value, Cost, Taxes, and PTofitl

(Rupees per pound)
F.0.B. . Before-tax Export, Compané After-tax

Year Unit Value Costs” Profli,s)4 Dutv) _Taxes® Profits
1946 0.995 - .. 0.025 . ..
1947 0.748 .. .. 0.001 e .
1948 0.688 .. .. - .o .o
1949 0.629 .o .. - e ..
1950 1.530 . .o 0.069 . .o
1951 2.534 . .. 3.332 . ..
1952 1.760 0.97h 0.736 0.21k4 0.316 0.256
1953 1.544 0.993 0.551 0.154 0.248 0.1%9
1954 1.360 1.035 0.325 0.153 €.107 0.065
1955 1.578 1.068 0.510 0.166 G.21h 0.130
1956 1.581 1.058 0.523 0,204 9.158 (.080
1957 1.453 0.963 0.4oo 0.291 0.136 0.063
1958 1.253 0.877 0.376 0.237 0.096 0.043
1959 1.455 0.886 0.569 0.221 0.234 0.114
1960  1.620 0.8867  0.734 0.22h 0.367 0.143

lThe table tries to estimate what happens to the proceeds from a pound of exported

rubber. Latex exports and local sales of rubber, both minor items, are excluded.
2Export proceeds divided by export volume; source: Thirty Years Foreign Trade
Statistics; Statistical Abstracts.

3Note 3 to Table k.12 applies here, too.
hUnit value minus costs.

5Source: Thirty Years Foreign Trade Statistics; Statistical Abstracts.

6See note 6 to Table L4.12.

7Provisional.

.o8ts could be cut substantizally the industry was doomed.

The survival of the industry in the 195C's was largely attributable to successful
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~0st control. What data there are (see Table b.17, below) show a declining trend
in cost per pound late in the decade. The decline vas associated witn a stabilized
industry wage level,l and some slight rises in productivity, early returns on the
dramatic reformation of the industry which was undertaken in the late fifties (of
which more presently). Up to 1960, though, the industry remained unremunerative.
Affer the Korean boom industry profit rates before taxes ran a bit lower than those
in the tea industry. These before-tax earnings were taxed, through export duties
and company taxation, at much the same rate as tea prolits, so after-tax earnings
were lower, too, running consistently less than tea per cent of sales after 1952.
hs with tea, variations in efficiency among producing units were wide (this vas
even more true in rubber, where smallholders formed an important part of the industry)
and many small operations must have been running at a loss, just managing to cover
their variable costs. Had it not been for the promised benefits of replanting, the
industry would have been well down the road to ruin by 1960. Table 4.17 and 4.18
give the dismal financial resulis for the fifties.

Table 4.19 sumnmarizes the physical performance of the industry through 1960.
Output, employment, and total land input showed no secular trend at all over this
15-year span. Only in the decline of acres in bearing and the rise in yield per
bearing acre does one sense the beginnings of the indusiry's rejuvenation. The
1960 yield of 418 pounds per bearing acre had been matched or excecded in the past,
but only when very attractive world prices induced intensive tapping; this latest
high-yield figure, by contrast, reflected the beginning of prcduction from newly

planted high-yielding clones and foretold much better yields in the future.

lAverage hourly earnings in rubber rose more than tea wages through 1953, from Rs.
.18 an hour to Rs. 0.34, but thereafter they ceased to go up. The 1960 figure
was Rs. 0.33. See Table A-2l, below.
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Table 4,18

Export Rubber: Aggregate Receipts, Costs, Taxes, and Profits
(Rs. millions)

Prefit Rt Tax Rate
on Sales () on 3
Export = Total_ Before-tax Export Compang After- tay Before /fter PTofits&
Year Receiptsl Costs® _Profits3  Dutics® Taxes? Profits® Taxes Taxes ()

1946 226.7 .. . 5.8 .. .. .. .. .o
1947  135.5 .. .. 0.3 .. .. .. cen .o
1948 1k1.6 .. .. - .. e . .o .
1949 122.9 .. .. -- .. .. .o .. e
1950 L4oi1.1 .. e 18,0 e .. . .. .
1951 572.4 .. . 75.0 .. .o .e .. ..
1952 363.1 200.8 162.4 W1 65.1 53.2 hh 7 k.7 67.2
1953  328.9 211.5 117.4 32.8 52.9 31.7 35.7 9.6 73.0
1954  276.0 210.0 66.0 31.1 21.9 13.1 23.9 W7 8a.0
1955  350.3 237.1 113.2 37.0 L7.6 26.6 32.3 8.2 7h.7
1956  292.6 195.5 96.8 52.8 29.2 14,6 33.1 5.1 8h.7
1957  300.3 199.1 101.2 €0.1 28.2 12.9 33.7 4.3 87.3
1958 258,1 180.6 7.5 43,8 19.7 9.0 30.0 3.5 8.4
1959 297.8 182.3 115.5 hs.3 he. 1 22.1 8.8 7.4 £0.9
1960  378.4 206.9 171.5 52,4 85.8 33.3 45.3 8.8 80.6

lSource: Thirty Years Foreipn Trade Statistics; Statistical Abstiracts.

2Cost per pound (see Table 4.17) times pounds exported (sources: Ibid.).
3Export receipts minus total costs.

hSource: Thirty Years Foreign Trade Statistics; Statistical Abstracts.

The prevailing rate of company taxation (see note 6 to Table 4.12) times before-tax
profits.

6

Before-tax profits minus export duties and company taxes.

7Profits, before and after taxes respectively, divided by export receipts.

8Total of export duties and company taxes, divided by before-tax profits.
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Table 4.19

Rubber: Output, Acreage, Employment, and Yield, 1946-60

Produc‘cionl Acreage2 Lbs.per Acre Employment3 Lbs. per
Year (thousand 1bs.) Totel Bearing Total Bearing (thousands) Employee
1946 210, 560 635,251 610,57¢ 331 345 19k 1,085
1947 199, 360 634,142 418,432 31h 476 190 1,049
1948 212,800 633,215 624,765 336 341 190 1,120
1949 - 200, 480 629,450 562,484 319 353 189 1,061
1950 254, 240 655,225  6L7,205 300 o 192 1,324
1951 235,200 655,501 617,701 259 381 207 1,136
1952 216,160 656,572 615,553 329 351 202 1,070
1953 220,886 657,427 68,800 336 363 200 1,10k
1954 210,41k 659,209 ok, 175 319 348 187 1,125
1955 210,179 660,965 581,866 315 361 194 1,083
1956 209,191 659, 2h7  5Cs,o7¢ 317 365 20k 1,025
1957 219,887 800, 725 550,443 333 399 203 1,083
1958 22l 439 66k,536 s5hi,219 330 h15 195 1,151
1959 205, 397 663,178 519,706 307 395 186 1,104
1960 217,898 660,0h8 521,832 326 Lt 192 1,135
Source:

1A.R.s of the Rubber Controller.

QDearing acreage cxcludes areas which have been newly planted or replanted within the
previous six years and areas which arc left untapped. The figures for 1950 and
later years are official estimates of the Rubber Contiroller, while those for the
earlier period are made by the author on the basis of statistics on nev-planted,
replanted, and untapped extents (the latter data are a bit wveak, so the estimates
before 1950 are less reliable than those after). Source: A.R.s of the Rubber Con-
troller.

3see Table bn.k, below.

As far back as 1947 a committee appointed to investigate the situation had
reported that some 175,000 acres of Ceylon rubber ‘cre unacouoric by resson of their
their 1
being past [/ most productive age.” In view of this, a replanting program was urged.
But with prices depressed and long-term prospects hazy estate owners were not pre-
pared to act on this recommendation. HNor did the government secem ready to offer

sufficient inducement. Then, when prices rose sharply in 1950-51, producers continued

"0 be uninterested in replanting, instead concentrating on very heavy tapping of their

lE.w. Vhitelaw and S.F.H. Perera, Report on the Rubber Industry of Ceylon, S5.P. 18
of 1947.
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trees to maintain present output. As a consequence, more and more trees apprecached
“a state of exhaustion and in his 1951 report the Rubber Commissioner estimated that
the uneconomic acreage had risen to some 20C,000 acrcs.l Now, with prices falling,
producers professed themselves interested in replanting but unable to afford it.
In 1953 the government stepped in with the Rubber Replanting Subsidy Scheme.

Under the new scheme o subsidy was offcred amounting to Rs. 700 per acre ror
large :states (100 acres cr morc), Rs. 900 for small estates (10-100 acres), and
Rs. 1,000 for smallhclders (lcss than ten acres) to replant with hih-yielding
varieties developed by the RIubber Rescarch Institute. The subsidy was to be paid in
installments, so as to insurc preper cxecuticn of all the operaticns connected with
replanting: clearing the land, ncw plariing, and care of the younyg trees for the
six years or so before they begin bearing., Fach siage was to be inspected by the
Rubber Controller's Department. The initial program was to run for five years and
replant 05,000 acres. Hovever, the response of producers was much more enthusiastic
than had been anticipated and by the end of the Cifth year (1957) over 90,000 acres
had already been replanted under tihe subsidy scheme.n

A second five-year scheme was inaugurated. Its more ambitious goal was to
replant a further 110,0C0 acres and thus virtually eliminate the island's uneconomic
acreage. By the end of 1960, with two years still to o on the sceend rive-year
scheme, a total of lSl,Oh3 acres had been replanted.3 In terms of cxtent replanted
the scheme had been a huge success. This was seven years after the start of the
first subsidy scheme and the first trees planted under it werc just coming into

bearing. As has been seen, though, the greatly improved yields which were made

ip, 11.
“AR. for 1959, p. 39.

3p.R. for 1961, p. 46,
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technicélly possible by replanting had barely begun to show ‘themselves. Still, a
sound foundation had been laid for the industry's future and the advent of attractive
prices could be expected to call forth record Crops.

The first five-year scheme was paid for by the producers themselves, through an
addition to the export duty on rubber. Towards the end of the Tirst five year
period, in late 1957, the precipitous fall in prices and the ensuing complaints of
producers led to the suspension of this special levy. In any case, the Rs. 15 mil-
lion of economic aid to be received from China during the 1958-62 period had already
been earmarked for the financing of the second rubber replanting scheme. It was
estimated that the cost of the second Tive years of replanting would be Rs., 20
million a year and that the govermnent would make up the Rs. five million not covered
by Chinese aid out of general revenues; the estimate turned out to be substantially
correct.

Thus after some years of trying Ceylon achicved striking success in the late
1950's in inducing planters to replant their overage rubber with the new high-yielding
strains. Actually,; it was the severe preductivity-reducing effects of senility
which forced the planters to this step, leaving them only the choicec of replanting
or getting out of the industry. 1In view of the doubtful prospects of natural rubber,
one might indeed ask whether the latter alternative might not have been preferable.
Certainly it was in the national interests of China, still far away from self-suffi-
clency through synthetic rubber production and desirous of realigning Ceylon's foreign
trade toward the Communist bloc, to subsidize this commitnent, But was it in Ceylon's
best interest? The complete returns are not yet in, but the technical experts are
now saying that replanted natural rubber should be able to compete successfully with
synthetic production and if this is so Ceylon was definitely right in moving to assure

<r share of the world output.
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EXPORT /GRICULTURE: COCONUT

The postwar story for coconut products draws elements from the cxperience of both
rubber and tea. Like tea prices, the prices of coconut products on the world market
rose substantially in the late forties. Like rubber prices, they reached completely
unprecedented heights during 1950 and 1951. But coconut production could not be
adjusted to meet the unexpectedly high level of world demand so readily as rubber
output. Consequently, the sains in export proceeds enjoyed by coconut growers during
the Korean var boom were not so lavish as those of the rubber planters. In fact,
coconut export volume peaked, not in 1950 or 1951, but only in 1952, after world
prices vere already sinking fast, The years since 1952 have seen this frustrating
pattern repeated. ilorld prices for coconut products have shared with rubber prices
a tendency to vary sharply from year to year, though they have not shown the general
downwvard trend taken by rubber prices. Bul the Ceylon industry was apparently too
rigid in its organization to benefit by the occasicnal price surges. In 1953 prices
for copra and coconut oil, which along with dessicated coconut ferm the principal
export products of the Ceylon industry, rose swiftly. The output response, however,
did not come until 1955, by which time prices had actually fallen beleow the level at
which they had stocd prior to the 1953 rise. Again in 1959 there was a price in-
crease, but once again the output response was delayed and did not come until 1961.
All in all, the pattern of price changes for coconut products was less favorable for
the growth of the industry than that of tea prices, though it was considerably less
dismal than that of rubber prices.

Despite the problem of supply inelasticity, coccnut producers must have made
handsome profits in some of the early postwar years: during the late forties and

1 . . .
“he Korean period and again in 1953. l.ggregate output is estimated to have risen

lJust how large these profits were one cannot say. Data problems are much greater for
coconut than for tea and rubber and a financial analysis similar to that presented for
the other two export industries cannot easily be done for coconuts. Table 4.20 contains
such scraps of information on the subject &s are readily available.
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by over 70 per cent from 1946 to 1952 (see Table k.21). Thereafter, though, the indus-
try went into the doldrums. Profit margins sank. Prices, except for the 1959

flurry, remained low. Meanwhile, the coconut industry came increasingly uider a
shadow: the approaching semility of many of its trees. /[ttempts to forestall the
problem were only partially successful (see below). Exports, in both volume and value
terms, stopped rising and then, in the mid fifties, dipped below levels of previous
years. Part of the reason for declining exports was the rapid growth of the local
market (Ceylonese, whose numbers were of course increasing rapidly, consume some 110
coconuts a year per head), but total output, too, dropped off, far more than demand

conditions justified. This fact reflected the mounting problems of the industry.

Table k.20
Export Coconuts: Selected Financial Data, 1946-60
Export Export Ex-estate Costs3 "Margin”u
Receipts Duties? Per thou- % of axport’
Year (Rs, mlns,) (Rs. mins.) Rs. mlns. sand nuts(Rs.) Rs. mins. receipts
1946 56.L -- 29.1 h7,27 27.3 484
1947 92.8 77 28.5 49.82 56,6 61,0
1948 151,5 30,k Lh,1 45,50 77.0 50.8
1949 168.4 33.5 58.0 61.68 76.9 45,7
1950 248.0 35.7 59.2 57.43 153.1 61.7
1951 319.8 hr.1 97.1 Th,72 175.6 54,9
1952 231,6 27.9 103.7 71,31 100,0 43.2
1953 243,8 32,2 95.1 75,31 116.5 47.8
1954 211.9 34.9 753 6l 29 101.7 48,0
1955 225,k 33.1 102.3 65.09 90,0 39.9
1956 213.0 28,0 92,3 65.02 92.7 43.5
1957 156.1 17.9 60,5 63456 7.7 49.8
1958 163.6 16,3 57.9 64,93 89.4 54,6
1959 243.8 26,2 76.1 66,61 141,5 58.0
1960 151.6 2k,0 ey 66.61° 4.0 48.8

1
Includes only the three leading coconut-products exports (coconut oil, copra, and
dessicated coconut), which together account for some 90 per cent of total coconut-
products exports by value, Source: Thirty Years Foreign Trade Statistics; Statistical
Lbstracts.

2Source: Ibid.

- Bx=estate costs; since processing is done away from the estates these Figures are not
to be compared with the similar ones for tea and rubber; aggregate cost is cost per
thousand nuts times export volume, with coconut products exports expressed in terms
of standard nut equivilents,

(notes continued on p. .lk)
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Includes transportation cost from estate to factory, brocessing, transportation
from factory to ship, company taxes, and profits. This measure should move roughly
with industry profits (aggregate or as a rate on sales), except that the rising
level of conpany taxation through the period would make actual profits tend downe
ward more rapidly than "margin".

5Provisional:
Table %.21
Coconuts: Cutgut, Employment, and Preductivity, 1946-60T
Estimated Cutput? Estimated Employment Cutput per man

Year _(million nuts) (thousands) (thousand nuts)
1946 1,361 67 20.3
19k7 1,339 7L 19.2
1948 1,765 76 23.2
1949 1,763 81 , 21.8

1950 1,877 86 21.8
1951 2,129 93 : 22.9
1952 2,34k 97 2k, 2
1953 2,223 91 o L
195k 2,159 93 23,2
1955 2,485 91 27.3
1956 2,391 92 26.0
1957 1,965 93 21,1

1958 1,836 83 22.1

1959 2,099 87 2h,1

1960 1,96k 85 23.1

lpata for coconuts are of a generally lower quality than those for tea or rubber. The
last estimate of total acreage was made in 1946. An educated guess is that the area
planted has changed little since that time, so output mer acre must have followed a
path much like that of estimated output,

2Reconstructed_from exports and estimeted domestic use. Source: Department of Census
and Statistics,

35ee Table bn.k, below.

Why did output drop? Coconut broduction is much more of a smallholders' affair
than tea or even rubber and this fact provides part of the ansver. The agricultural
;j'nsus of 1952 revealed that only about 25 per cent of coconut acreage vas located on
estates and only 17.1 per cent on large estates, of 100 acres or more in extent;l

Similarly, it indicated that only 20,000 acres out of a total slightly greater than

lSP.e MTahle At hata
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- & million were under corporate rather than individual ownership.l This is preeminently
" an industry composed of villagers' smallholdings and the even tinier town and village
gardens which surround most low-éountry houses. Yet the census of agriculture sug-
gested that while large estates did enjoy a measurable advantage in yield per acre
over small estales it was a relatively unimportant one; moreover, the industry as a
whole appeared to have achieved per-acre yields in 1951 that were somewhere in be-
tween these two groups -; above yields on the small estates but below those on the
large ones.2

The structure of the industry must bear some responsibility, though, for getting
coconut produttion into the state in which it found itself in the 1950's. Coconut
producers had paid scant attention to fertilizing and other methods of raising yields
and in particular had never made a practice of regularly replacing worn-out trees with
new ones. By the 1950s more than half the island's trees had passed the age of 50
and were well beyond their period of maximum productivity.3 In 1956 the government
launched an attempt to arrest the deterioration of the industry through the subsidized
distribution of fertilizer and seedlings. Although the problems of the two industries
were similar, it is clear that the incentives given to coconut producers to rehabilitate
tﬁeir land were much milder than those received by the rubber planters. The subsidies

offeet only a minute fraction of the costs of replanting, especially when the implicit

See Table A-33, below.

2The census indicated an average per acre yield of 2,117 nuts for estates of 100 or more
acres, contrasted with only 1,850 on the smaller estates. But, on the basis of 1951
estimated output and 1946 acreage, the yield for the whole industry was 1,990; estimated
smallholders' yields as a residual work out to an average of 2,028 nuts to the acre,
Of course, if any marked expansion of acreage occurred between 1946 and 1951 the small-
holders! yields may be somewhat overestimated. Still, it is certain that coconut cul~
 tivation does not exhibit the wide productivity gap between estates and smallholdings
\at is evident in tea and rubber. See Census of Agriculture 1952, Part 3. Coconut
--lantations, p. 1h.

3mid., p. 110
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fcost of foregoing output for several years while the newly planted seedlings are
’maturing is taken into account. Just how much progress had been made by.L9GO in terms
of acres replanted is not certain, but in the late Cifties enough seedlings were being
distributed at subsidized prices to replant about 22,000 acres a year.l Thus not more
than ten per cent of the island's coconut acreage had been replanted by the end of the
decade. The future of the industry, with poor practices continuing relatively ﬁnchal-

lenged and the march of senility perhaps checked but certainly not reversed, was not

bright.

DOMESTIC PEASANT AGRICULTURES

It is an intriguing deviation from simple stages-of-z2conomic growth notions that
one of Ceylon's most dynamic sectors in the 1950's -- in terms of output and produc-
tivity and certainly in employment growth -- should have been tlhe "primitive" peasant
agricultural sector. Yet consider the facts. The gross output of its primary crop,
paddy, considerably more than doubled from 1946 to 19€0 (though the gross output of its
other products rose somevhat more slowly).3 The value of its contribution to real
GDP rose by 75 per cent during the 1950's.u Value added per worker (in constant prices)
went up by roughly 40 per cent over the same period.5 It employed, at this much higher
level of productivity, some 245,000 more persons in 1960 than it had in 1946; it thus

accounted for about 30 per cent of the total increase in employment over the period.

lAbout 1.3 million seedlings were distributed in both 1959 and 1960. See Ceylon Year
Book, 1960 (p. 66) and 1961 (pp. 66-67).

eThis sector is defined here so as to exclude all tea, rubber, anc¢ coconut produiction.
Tea and rubber are consumed in only minute quantities domestically and produced mainly
on estates, but coconut is a real borderline case. Since splitting output, income, etc.
between estates and smallholdings, exports and domestic consumption, and so on can be
difficult and arbitrary it is often convenient to assign an entire industry to one or
~the other group. Even though it has been treated as an export industry and is not covered
" n the present section, coconut production has many of the characteristics cf domestic
“peasant agriculture.

3
See Table A-26, below. PSee Table k.11, above.

hee Table 4.9, above. bsee Table k.2, above.
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All the data point to a dynamic sector, discovered in a most unlikely place. Vith
chc ancient cultural roots of paddy farming and the failure of the British to bring
the forces of the market to bear upon it, one would expect it to be 2 backwara, stag-
nant sector. And at the end of World War IT that is exactly what it was. This fact
makes its rapid transformation in the pastwar period all the more siriking.

Several Tactors plaved a part in turning this ancien: but long neglected part
of the economy into a growth poiirt, but basically the astonishing growth of peasant
agriculture is a tribute to the sheer strength of market incentives. Furdamentally,
paddy output grev sc fuost because producers were rewarded for their production by
guaranteed purchase at prices which were not only unprecedented in past experience
but represented a subsidy of cpproximately 50 per cent over world market prices,
Before a detailed account of how the subsidy scheme achieved its effcel is presenued,
some background information on the Ceylon peasant's traditional crop should be
sketched.

The question of paddy output is a ccmplicated one, involving as it does mil-
lions of small peasant cultivators and an intertangled web of social and economic
problems: technclogy, kncvwledge, ancient custom, =2concmic incentive, cooperative
action, tenure relationships, law, and government administration. Starting with
people, the great majority of the nearly one million people cmployed in peasant
agriculture during the fifties gpent at least part of their time cultivating paddy;
the total number dependent in some way cn paddy production -- as dependents of paddy
cultivators or as transporters, millers, etc. of raddy or as their dependents ~-
must have numbered four or five million.

In mode of production, paddy is Strictly and undeniably a reasant crop. Despite
a few unsuccessful experiments in the past, there is no large scale Production of

-

crop i Ceylon today. Plots are, almost without exception, very small. According
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-0 & survey carried out by a visiting FAO expert, based on the Maha cropl of 1953-54,
over 80 per cent of the parcels which form the actual working units were less than

1 1/2 acres in area; a further ten per cent centered around two acres and fever than

[R

o

one per cent vere greater than ten acres in extent. l. corroborative view of the size
distribution of plots was given by the 1946 census. VWorking with holdings rather than
parcels (i.c. with the total extent worked by one man, tenant or owner, whether in a
single geographically contigous parcel or not) it cbtained findings similar to those
of the later study.3 More than G0 per cent of the holdings (vhich, however, represented
only 22.8 per cent of total paddy land) were of an acre or less. /A third of the
holdings and almost half the land werc in the cne to five acre class and the 1.1 per
cent of the holdings that the census found to be over ten acres in extent accounted
for 16.3 per cent of the land. There arc no compareble estimates for different years
so it is impossible to substantiate one's suspicion thet the average size of plot is
slowly declining. The average holding vwas 1.2 acres in 1946 and the average parcel
was 1.0 acre per parcel in 1953-54. This may be indicative of falling plot size,

but basically what it shows is that the working units are smaller than the holdings
as a result ol the latter's fragmentation into noncontiguous plots.

Of the 771,900 paddy holdings enumerated in the census of 1946, 60.5 per cent
(representing 55.1 per cent of the land) were nujar—cultivuLed,a Various tenancy
arrangements regulated the cultivation of the remzinder, but by far the most common
was the "ande" system, a share-cropping arrangement, cften based on 2 nominal equal
sharing of the crop by landlord and tenant ('"nominal" because the tenant was commonly

in debt to the landlord and thus ended up giving him more than half the output all

75ee pp. h.49-4,50.
“See Table -3k, below.
3mia.

)
*See Table A-33, below.
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1d). In 196 ande tenancy applied to about one-quarter of the holdings and land
xin paddy. Roughly half the remaining holdings, 6.8 per cent of the total, were held
on a "thatamaru" basis -- a system by which co-cvmers of a plot rotate its cultivation
among themselves, the cultivator in any particular season receiving all the output.
Other arrangements -- lease for cash, cultivation by a hired worker, etc. -- vere
less common. The economic significance of the tenancy contract lies in the extent
to which it inhibits production, either in the current scason or -- by discouraging
land improvements -- in future seasons. A1l in all, the inhibitions placed on the
cultivator in Ceylon at this time were perhaps not so great as those often found in
peasant cultivation elsewhere. The main favorable factor was the high degree of
ovner cultivation. But where ande tenancy existed its effects werc ceverely
deleterious to efforts to obtain output above the minimum needed to sustain the cultiva-
tor's family; the need to share increments of production so generously with the land-
lord inhibited effort and also discouraged capital formation by the tenant, who often
had no security of tenure. UNor was thatamaru much better: it gave no disincentive
to greater production efforts in one's own year of cultivation, but the difficulty
of deciding who should expend time and morey to improve the plot must have been a
sharply limiting factor on capital formation. The kind of tenancy which most encourages
productive effort and land improvement -- a fixed rent in money or kind, accompanied by
a fairly long lease -- was very rare.
Traditionally, paddy cultivation occupies a central position in village culture.
It is the basic economic activity, around which a large part of the social and religious
life of the villagers revolves. Thus, it is natural that the techniques of rice
production should themselves have become highly traditionalized over the centuries.
{f"ddy is grown throughout Ceylon. The pattern of cultivation varies somewhat, espe-
Lcially between the Vet and Dry Zones, but something like the following can e taken

as the traditional procedure. Two crops are grown each year: the Maha (great) season,
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'“iepeudent on the northeast monsocn, which is sown some time between July and November
ﬂand harvested five or six months later, and the Yala (lesser) season, which relies

on the southwest monsoon, is usually sown between February and June, and is harvested
in about four months (quicker-, and therefore lower-yielding varieties are generally
sown in Yala). In much of the Dry Zone there is little Yala cultivation, owing to

the absence of the southwest monsoon. Paddy cultivation takes place on "asweddumized"
paddy land, that is, land vhich has been ridged in preparation for flooding. First,
though, the land is broken up; this is usually done with a crude wooden plow pulled
by one or two bulls or buffalces, but where the land is marshy or the cultivator

very poor a man wielding the traditional mamotty (a large, heavy hoe) does the job.

A measured amount of water, either from irrigation works or directly from the sky,

is then allowed to flow into the paddy field and stand for several days; at this

time buffaloes may be driven through the field to break up the clods and muddy the
water, the ideal being a uniform soupy texture. Seed paddy, which has been saved
from the previcus crop, is allowed to germinate for about three days and then sown
broadcast. After the young shoots rise to a height of six inches or so, water is
allowed to flood the field, though care is taken to aveid drowning the plants. Within
a month the paddy has reached a point where no more care need be given to it until the
crop is ready to harvest. For three tc five months there is hardly any work to be
done, but when the time for harvest is reached all the labor available is needed to
get the arop in.quickly. The cultivator's whole family is enlisted and additional
laborors may be hired on a cash or cooperative basis. The next step, threshing,
typically takes place on a mat-covered hard dirt floor made in the middle of the
field and is done by driving bullocks around and around a central post, letting their
+coves separate the grain from the stalk (sometimes, when smell amounts of paddy

are involves, the threshing is done by human feet). UYinnowing, the separation of the

husk from the kernel, is accomplished simply by tossing the grain in the air, allowing
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the jusk to blow away and the kernel to fall again to the floor. After that all that
remains to be doue is to measure the harvest and (where the plot has been tenant-
cultivated) divide it between the cultivator and the owner, who is sure to be present,
elther himself or in the person of a representative.l

One more production-inhibiting circumstance surrounding traditional paddy culti-
vation deserves mention. The village economy has always been riddled with debt. The
average cultivator is continually -- and in some cases continuously -- indebted to the
village boutique-keeper and often to his landlord as well. These worthies provide
him with both consumption and production loans -- at a traditionally usurious rate of
interest -- in the season preceding harvest, take a substantial part of the harvest in
the form of loan repayment when the time comes, and frequently renew their profitable
lending business soon thereafter. When the inevitable happens and the presence of' too
little water -- or too much; both are common occurrances in Ceylon -- ruins the crop,
peasant indebtedness rises by leaps and bounds. Thus, the cultivator is unable ever
to build up a surplus to use for land development and, indeed, may not even be atle
to obtain the tools and materials needed for the full exploitation of his land in the
short run.

It can be seen that traditional paddy cultivation in Ceylon follows very closely
the classical pattern of peasant cultivation everywhere. All the common characteristics
are there: small holdings, fragmentation of even these small holdings into still
smaller vorking units, a technology which has come down virtually unchanged from the
dawn of known time and is hallowed by traditional usage,2 tenancy arrangements which

give the cultivator scant incentive to make lasting improvements in the land and little

lOf the many accounts of traditional paddy culture that are available, the main source
used here is a description of a small Wet Zone village by Bryce Ryan and associates,
Sinhalese Village, pp. 15-22.

2And even religion; religious rites accompany several of the steps in traditional paddy
cultivation just described.
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“2nough to strive for increased output in eny given season, and an enmeshing web of

)indebtedness which keeps the cultivator from accumulating any sort of surplus and
holds him perpetually in the power of his creditors, the village shopkeeper and the
landlord.

Yet it is in this context that the remarkable output and productivity gains
outlined in Table 4.22 were scored. How were these achievements made? For one thing,
paddy cultivation in Ceylon was backward relative to paddy cultivaticn elsewvhere in
the world and this opened up the possibility of quick gains through the adoption of
foreign techniques. The smallness of the country and the relatively high standard
of literacy were other favorable factors. But all of these were merely permissive;
the positive, dynamic force behind the output srowth was a successful, multi-fronted
government campaign.

Table k.22

Paddy Output, Acreage, and Yield, 1946-60

Cutputl Area Sown? Yield3

Year (million bushels) (thousand acres) (bushels per acre sown)
1946 17.2 . ..
1947 16.7 .. ..
1948 18.7 .. .o
1949 23.1 .. ..
1950 22.0 1,066.0 20.6
1951 22.0 1,073.5 20.5
1952 28.9 1,161.9 2k.9
1953 21.9 1,046.9 20.9
1954 31.1 1,253.8 4.8
1955 35.7 1,346.9 26.5
1956 27.5 1,203.6 22.8
1957 31.3 1,207.6 25.9
1958 36.6 1,382.2 26.5
1959 36.4 1,330.2 27.3
1960 43.0 1,468.4 29.4

lEqua.ls the sum of the Maha and Yala crops harvested in a given calendar year; sece
Table A-27, below.

‘quals acres sown in the Yala season plus acres sown in the Maha season. Source:
Statistical Abstracts.

3Column 1 divided by column 2; yield is more commonly expressed in terms of bushels per
acre harvested; not all of the acres on which paddy is sown are harvested (vbecause of
drought, flooding, etc.), so these yield figures are somewhat lower than those
figured on the couventional basis. For the latter, see Table 51-28, below.
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One front in the campaign was technical. No scientific experimentation was
needed to show that the adoption of various improved practices could raise yields
enormously. Practices which were standard elsewhere -- especially in Japan, vhere
yields per acre vere running about four times as high as thosc in Ceylon at this
time -- were scarcely employed at 2ll in Ceylon. These ii-cluded transplanting rather
than broadcast sowing, the use of pureline seed, row planting, harrowing, the use of
insecticides, and even such basic operations as fertilizing and weeding. The Depart-
ment of Agriculture and the Department of Food Production (later recorganized as the
Department of Agrarian Services) embarked upon an intensive campaign of demonstration
and propaganda. Attempts were made to persuade peasants to adopt several specific
improved techniques and, beginning in 1954, a more ambitious campaign was launched
to bring ebout a full-scale conversion to the "Jepanese method" of cultivation,
"...the special features of which are the selection of good sced, transplanting in
wide-spaced rows so as to facilitate weeding and intercultivation, the use of heavy
dressings of artificial fertiliser in two applications and the practice of mechanical
weeding."l The adoption of the Japanese methcd by a few of the more pregressive
cultivators where conditions were favorable (a sizeable labor force is needed for
the extremely labor-intensive transplanting process and in some area. this cannot be
obtained) produced striking results. By 1956 the Director of Agriculture was reporting
yields ranging from 60 to 150 bushels per acre on land cultivated by the Japanese
method, with an average of about 70 (this at a time when the all-island average was
30 bushels).2 In 1957 it was estimated that 20,700 acres were being cultivated using

the entire system.3 But this was only & drop in the bucket, representing a mere 2.5

'4.R. of the Director of Agriculture for 1954, p. 7.

2Tbid., 1956, p. 7.

31wid., 1957, p. 10.
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' ver cent of the acreage sown in the 1957-58 Maha season. Even in regard to the

piecemeal improvements, gains during the fifties were very limited (ese Table 4.23).

This bodes well for the future, since it shows how much potential for future gains

remains to be realized, but it indicates that only a small proportion of the output

and productivity gains observed up to 1960 can be explained by improved techniques.
Table 4.23

Use of Improved Practices, Maha 1959-60 and Yala 1960l

Maha 1959-60 Yale 1960

Extent ¢ of Extent % of

(Acres) Total (Acres) Total
Transplanting in rows 8,968 1.0 2,633 0.5
Transplanting, not in rows 54,899 6.0 7, kb7 1.4
Sowing in rows 19, 100 2.1 9, 360 1.7
Harrowing 6,552 0.7 L 874 0.9
Pureline seed 59,800 6.5 23,898 L.h
TCOTAL ACRES SOWN 920, Th7 100.0 547,659 100.0

lsource: Statistical Abstract 1961, pp. 200-201.

A certain further contribution to increased paddy output has been made by the
extension of irrigation facilities which has paralleled the development of new peasant
land already discussed (pp. 4.7 - 5.9, above). VWater availability is a crucial factor
in paddy cultivation and since ancient times Ceylon has depended heavily on irrigation
to increase the chances that the right quantity of water will be available vhen
needed. Reliance on irrigation is especially heavy in the Dry Zone, where rainfall,
though not light, is narrowly concentrated in four months (October through January) "and
is unpredictable, leaving the area liable beth to drought and to flooding. The
classic solution is to build reservoirs ("tanks" in Ceylon parlance) to trap the
water and systems of canals to carry it to the fields when needed. Through the

efforts of the Department of Irrigation the proportion of the paddy crop that was

artificially watered was raised substantially during the fifiies. Table 4.2k tells
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the tale in brief. Even with irrigation, of course, the dependence of the crop on
the vagaries of the monsoon is not eliminated; it is lessened, though, and an impor-

tant step toward higher and steadier levels of output is thus taken.

Table L4.2k

Distribution of Paddy Acreage by Watering System, 1950 and 19601

Major Irrigation Schemes Minor Irrigation Schemes Rainfed

Acres Sown % of Acres Sown % of feres Sown % of
Crop (thousands) Total (thousands) Total (thousands) Total
Maha,
1949-50  131.3 19.5 1ko.5 20.9 400.3 59.6
Maha
1959-60 258.2 28.1 239.0 26.0 Lho3.2 46.0
Yale 1950 11k.8 29.1 64.8 16.4 21k.s5 54.5
Yale 1960 196.4 35.8 10,7 25.7 £10.8 38.5

1
Source: Statistical Abstract, 1952 and 1961.

A few other technical factors deserve mention. To go with the advice given by
extension workers, the government hac been producing simple agriculitural implements of
improved design -- plows, harrows, rotary weeders, and rov seeders. The fertilizer
subsidy is another case of the government's trying to bracket new techniques and new
materials. Since 1951 a one-third subsidy has been given to cultivators who buy
fertilizer throug. cooperative societies for use on paddy land. The subsidy has led
to a rapid increase in fertilizer use during the 1950's: by the end of the decade
over 20,000 tons of paddy fertilizer were being bought through the coops each year
(this does not count additional amounts being pur chased through private dealers).

Although it is not possible to assign a precise quantitative significance to
each factor working for greater paddy output, it should be clear that the factors
mentioned here cannct account for more than a fraction of the observed increase in

roduction. New land has been brought into cultivation very slowly and the spread
of improved techniques has not (with the exception of fertilizer use) gone very far

yet. More important than any of these during the fifties was the Guaranteed Price
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Scheme (GPS).

The GPS, which provides for government purchases of paddy (and certain other
products of peasant agriculture) was innaugurated in 1948. The dating is deceptive,
though, since the incentive offered for increased output has risen gradually through
time as the effectiveness of the scheme's administration has risen. The mechanics
cf the GPS are as follows. The government authorizes a producers! cooperative society
to act as its agent in a given village. The society buys the produce from the cul-
tivator at the government-set price (this price is revieved annually by the Minister
of Agriculture, but for paddy it has remained constant at Rs. 12 a bushel since 1952)
and subsequently resells it to the govermment at the guaranteed price, plus a commission
and reimbursement of transport costs. The overnment then ships the grain either to
a government-owned mill or, more likely, to a government-licensed private mill for
milling. In the final Step, the milled rice is distributed to consumers under the
rice rationing scheme.

The proportion of the paddy crop which was purchased under the GPS rose during
the fifties from a mere one ber cent to over half the total. In physical terms,
there was a hundredfold increase, from 221,000 bushels collected in 1950 to nearly 22
million in 1960 (see Table 4.25, below). Both the rapid rise in the amount collected
and the continuing tendency for large quantities of paddy to be marketed outside the
GPS are significant. The rise is not, in the main, explained by increased subsidization.
The guaranteed price has remained at Rs. 12 ever since 1952; previously, it had been
Rs. 7 (to February 28, 1950), Rs. 8 (to March 31, 1951), and Rs. 9 in succession. So
only in 1950, 1951, and 1952 can increased purchases be attributed to a higher
absolute government purchase price. To some extent, though, increases in GPS
rurchases since 1953 can be explained by the rise of the guaranteed price relative to

svee market price, since the latter has fallen slightly. VWhen the Department of

Census and Statistics collected its first data on free-market paddy prices in 1953
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it found the producer price on the open market to be above the newly-established
GPS price of Rs. 12 in eight of Ceylon's nine provinces (in the ninth, VWestern
Province, it was Rs. 11.9%). By 1960 the situation had altered sharply: by that
time only three provinces were found with a free-marke: price of Rs. 12 or greater,
In most areas, therefore, the free market price fell from 1953 to 1960, making sales
to government a more attractive outlet to the cultivator than they had been. All
this does not answer one fundamental question, though: why, in the six provinces
where the free-market price was below Rs. 12, d4id not everyone sell to the GPS? Vhy
was any paddy available on the free market? The key to this riddle lies in the
administrative effectiveness of the ;cheme.

Table 4.25

GPS Purchases and Total Paddy Output, 1950—60l

GPS Purchases Total Cutput GPS Purchases as a
Year (thousand bushels) (thousand bushels) % of Total Output
1950 221 22,000 1.0
1951 592 22,000 2.7
1952 1,535 28,900 5.3
1953 ‘311 21,900 1.k
1954 3,372 31,100 10.8
1955 12,918 35,700 36.2
1956 9,hsk 27, 500 344
1957 13,111 31,280 h1,9
1958 16,261 36, 600 Ly L
1959 16,642 36,400 hs5,7
1960 21,836 k3,000 50.8

lSource: Statistical Abstracts.

One important part of the GPS, for instance, is the functioning of the coopera-
tive societies which act as the government's purchasing agents. These societies have
to be formed by the cultivators themsclves and then be officially recognized by
the government; both processes are fraught with delays. The number of such societies
- existence grew from about 200 at the beginning of 1950 to more than 5,000 by the

end of 1960; aggregate membership mounted to roughly 700,000, which should have
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‘ncluded the great majority of paddy farmers in the country, but some of these
societies were in fact defunct and not more than half the cultivators were actually
members of an active society.l Naturally, the existence of an active cooperative so-
ciety in his village is a necessary prerequisite for a cultivator's selling his crop
under the GPS,

Another important question, though one which cannot be answered precisely, is
the extent to which the system has functioned as planned. The scheme lends itself
to fraud and an astonishing variety of abuses have been uncovered. Many abuses
grow out of the indebtedness of the cultivator and his constant need for liquid
assets. Some shopkeeper or other enterprising soul (contemptuously called a
"mudalali” in Ceylon) with transportation facilities at his command will show up
at harvest time with a spot cash offer: Rs. 8 a bushel, say, for the crop, to be
paid immediately in cash. The farmer can get Rs. 12 under the GPS, but even assuming
that there is a cooperative society in his village and that it can buy his crop --
many societies have been unable to buy their members'! crops because they lacked the
storage facilities needed to keep the produce until representatives of the govermment
come to purchase it -- he will have the problem of getting the paddy to the coop
himself (and poor peasants do not even have bullock carts) and, in addition, it may
be some time before he actually receives payment from the society, which is likely
to be so illiquid that it will have to wait for the government to pay it for the
paddy before it can pay the farmer. Transportation difficulties and his crying need
for cash combine to induce the peasant to sell now for ready cash. The mudalali,
if he is willing to push enterprise over the line of legality, can then make some

arrangement to take the crop to the cooperative socieiy himself and sell it for Rs.

~The figures are from the A.R. of the Director of Food Prcduction for 1954, p. 10, and
the A, R. of the Director of Avrazlan Services for 1959, p. 56. The last estlmate
was made by the Director of Agriculture in his 1960 A.R. (p. 159).
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12 a bushel, though this privilege is Supposed to be open only to cultivators.

This ploy is only one of several kinds of abuse possible under the GPS. There
are others, all related to four basic facts:

1) There is a very wide gap between the GPS paddy price and the consumer price
of rationed rice -- and even, at times, between the GPS péddy price and the open-
market paddy price.

2) Paddy is purchased under the GPS by volume (bushels), while the rice milled
from it is issued by weight.

3) Paddy is milled by hundreds of registered private millers and this involves
the transportation of both paddy and rice over long distances, where checking is not
feasible.

L) There are large quantities of paddy and rice in the hands of middlemen.

Aside from the increases in the level of price support already noted, the main
cause of the increase in GPS paddy purchases is ihe success of the government in
widening the coverage of the system, providing additional facilities, and mitigating
abuses. Recently, attempts have been made to move ahead on three measures which
interiock with price subsidies to make them more effective output inducements:
credit provision, land reform, and crop insurance.

The cooperative societies, among their other functions, channel government
credit to the cultivator. Loans are made for various purposes, the most important
among them being for seed paddy, fertilizer, and other cultivation expenses., In
recent years about Rs. 15 million of such loans has been extended per annum. But
the program has had a spotty history. The default rete on these loans has always
been very high and the total amount defaulted grows every year. And in any case

the system of cooperative rural credit has made no move than a superficial impression

lsee A.R. of the Director of Agrarian Services for 1960, p. 45.
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' 1 the overall structure of rural credit. The Survey of Rural Indebtedness of 1957
“found that the coops furnished only 3.9 per cent of all rural credit, while "undesirable
sources of credit" accounted for 48 per cent.t

The desire to do something about the production-inhibiting effecté of some
forms of land tenure -- especially ande tenancy -- was first expressed in the Padiy
ILands fict of 1953. The act provided for security of tenure and maximum levels of
rent for paddy-farming tenants, as well as the enforced leasing of paddy lands not
at present in cultivation. The act was proclaimed effective in two of the island's
(then) 20 revenue districts, but it proved to be unenforceable and had little impact.
In 1958 another attempt was made. A new Paddy Lands Act was vassed, embodying much
the same features as the earlier act, but written so as to be mcre easily enforced
and administered. It gave life-long security of tenure, as well as the power to
assign tenancy rights to an heir; there was only one escape clause; within five
years of the passage of the act, the landlord could evict his tenant, provided that
he would cultivate the land himself. Other features of the new act were the fixing
of maximum rents and the creation of village cultivation committees, which were
elected by all the paddy cultivators in the village and had the responsibility of
administering many sections of the act.

In 1958 the security of tenure provisions were applied throughout Ceylon and the
rest of the act, which came into effect'only through ministerial decrece, tc the |
Colombo and Hambantota districts. A few months later, although the Commissioner of
Agrarian Services complained that he lacked the staff to administer the act effi-
ciently,2 it was extended to four more districts. The first reaction to the act was

an island-wide spate of evictions; the great majority of these were illegzal under the

Department of Census and Statistics, Survey of Rural Indebtedness, 1957.

2p,R. for 1958, p. 55.
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act, but it proved to be hard to take effective legal action against them. For one
thing, while the security of tenure provisions of the act applied to the whole island,
the provisions embodying sanctions for improper eviction were appliceble only to the
decreed districts; in the rest of the island the tenant had no legal recourse. Even
in the decreed districts the number of such cases clogging the courts was so great
that it was not unusual for a case to take two years to complete. The initial impact
of the act was thus harmful to the tenant cultivator.

The Paddy Lands Act of 1958 was amended twice (in 1958 and again in 1959) in an
attempt to bloc: illegal evictions and make the cultivation committees a more effective
instrument of the act's intentions (they were being veakened in many areas by the
refusal of the landlords to cooperate), By 1960, despite considerable legislative
and administrative effort, little overall progress had been made.

Crop insurance is the most recent device tried in the continuing attempt to
raise rice production. The scheme, a simple one involving the collection of premiums
from all cultivators and the payment of benefits to those whose crops suffer mis-
fortune from natural causes, was initiated on a pilot basis in 1959. By 1960, then,
it had no measurable effect on output, though it does appear to have promise for the
future. The hope is that the peasant can be induced by the insurance to abandon the
traditional conservatism which leads him not to plow his land until the village tcak
is full, thereby wasting time and (through evaporation) water.

Only in rough terms can one say what the main causes of rising paddy output and
productivity have been. The GPS, extension services, the fertilizer sulsidy,
colonization, and improvements in irrigation have all clearly had some effect. On
the other hand, the value of some other elements in the government program -- land
reform, cdoperative credit, and crop irsurance -- was still more of an open question

an 1960. It scems obvious, though, that the cornerstone of the whole progran. and by
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.the GPS. Iis existence and, even more important, its progressive eff:ctuation during
the fifcies have worked a virtual revolution in the peasant economy. For the first
time paddy has been established as a cash crop and the peasant has been taught to
think of it as such. An incidental result i. that the GPS has created an environment
in which producers are more economically minded and in such an environment many of the
other efforts of the govermment arc likely to meet with more success. A large area
of potential future gains is thus opened up. The GP3 has, in fact, been so successful
that the government has begun to wonder how it will be able o go on paying the subsidy
bill if producers continue to expand output and sell increasing proportions of it to
the government. Of course, the magnitude of the subsidy might be questioned, particular-
ly at this point. Perhaps the same job might be done in the fuiture with 2 more modest
subsidy, though Ceylor.‘s political history suggests that it would be a brave Minister
of Agriculture who would actually take the step of reducing it.

Gains in output and preductivity in vhe various minor peasant crops grown in
Ceylon have, in the main, been much less impressive than those recorded in paddy
production. Basically, this is because the inducements offered to expand output have
been less attractive than the rice subsidy and also because the vigorous response to
the rice subsidy has diverted land and ciffort away irom some of the minor crops. Table
4.26 summarizes the trend of output in 13 of the leading minor crops, showing the
effect of acreage changes and variations in per ecre yields on production. If the
crops listed in the table can be taken as representative of all minor faod crops (and,
in general, they can) and if the rather unreliable statistics on minor fcod crops
can be trusted (this is less certain) it can be said that output rose by about 70 per
cent between 1950 and 1960 and that this rise was entirely attributable to increased
output per scre, the area devoted to mincr food crops actually falling slightly over

.he decade. According to the table, yields rcse even more rapidly in the minor Crops
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percentage increase only three-fourths as great as that of paddy.
Table k.26

Minor Food Crops: Changes in Output, Acreage, and Yield, 1950-60

% Change % Change % Change Area Sown in 1960

Crop in Outputt in Acreage? in YieldS (thousand acres)
Kurakkan - 12.7 - 13.7 - 1.2 88.8
Maize 1.6 - 8.5 11.0 36.8
Mineri 95.4 75.9 11.1 6.5
Greengram 647.5 9.2 584,5 11.6

Cow pea 979.0 216.0 241.5 8.1
Manioc 1.1 - 39.2 132.1 112.3
Sweet potatoes  51.2 - hh.3 171.5 31L.2
Potatoes 28.6 101.0 - 3%.0 1.0
Chillies 19.6 36.1 - 12.1 31.3
Oniong 53.5 97.1 - 22.1 14.3
Ginger 15.9 21l.4 - k.5 5.7
Tumeric 102.3 29k 56.3 3.4
Pepper 99.6 51.2 32.0 19.7
Weighted averageu70.5 - 2.9 79.6 -

lSource: Statistical Abstracts. Refers te the total output during the two growing
seasons.,

2Source: Ibid. Refers tc the total area sown in the two growing seasons.
3Output index divided by acreage index.

AWeighted by total acreage planted in 1960.

Mary of these minor crops have traditionally been grown by the villager, as an
adjunct to his main occupation as a paddy cultivator, to satisfy his family's limited
demand for foodstuffs to supplement their staple diet of rice. These are known as
"highland" crops, meaning that they are grown on land which is too high and dry for
paddy cultivation. Others of the crops in Table 4.26, especially the secondary grains --
kurakkan, maize, and mineri -- are grown mainly on 2 chena basis, in shifting plots
hacked from the jungle, planted for a year or two, then left to lie fallow for a decade
'r more. In neithcer case would one expect to find scientific farming metliods

practiced, but in several instances the data show the same kind of striking rise in
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yield exhibited by paddy. The technical advisory and subsidization efforts of the
government have been applied to minor crops as well, though usually with less vigor.
Most -- though not all -- of the crops in Table 4.26 have been covered by guarantecd
prices throughout the fiftics, but the degree of support offered has generally been
less and the collection network has been less well developed than for paddy. Many
of the coops have preferred dealing exclusively in paddy, which comes to them in
larger volume and yields higher commissions, and have discouraged farmers from
selling them minor crops covered by the GPS. Cnly for maize and onions have GPS
collections ever exceeded ten per cent of estimated annual production.l

The nonagricultural part of the primary sector is not very important in Ccylon's
economy. Its main component is fishing, a traditional economic activity similar in
many vays to peasant agriculture. The official statistics indicate a rise in total
catch of 15.1 per cent from 1950 to 1960.2 The data for all years are definitely
understated and nothing is knowm of their biases, but the gradual rise of Ceylon's
fish imports suggests that the general picture that they give of very slowly rising
output is likely to be correct. During the late fifties in particular attempts have
been made to reform the industry and make its operation more commercial, mainly by
improving marketing facilities and providing better equipment, such ws light outboard
motors. The basic problems of the industry remained to be solved in 1960, but the
measures taken up to that time were largely responsible for the rapid rises in annual

catch which seem to have occurred late in the decade.

INDUSTRY
Industrial activity was only an insignificant part of Ceylon's economy before

World War II. By 1960 the industrial sector remained small but some notewvorthy

lSee Statistical Abstracts.
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developments had taken place. From 1946 to 1960 total employment in industry expanded
from about 250,000 to some 450,000, or from 11 to 15 per cent of aggregate employment.l
The industrial contribution to gross domestic product grew similarly: in 1950 it
amounted to 11.7 per cent of the total; by 1960 it had risen to 15.5.2 According to
the best available output index, industrial output stood at 135.0 in 1960, with 1952-
56 equal to 100.3 This considerable overall increase masked some divergent trends
within the sector. It has already been noted (pp. %.13 - 4.1k, above) that mining
declined, manufacturing and construction grew noticeably, and utility output climbed
steeply. Another way of looking at the sector is in terms of (1) small-scale and (2)
large-scale industry; the latter category can be split further into (a) private and
(b) government operations. A brief glance at how each of these fared in the pericd
since 1946 is called for.

As in most countries, small-scale industry is one of the sectors of the economy
about which least is known. Ofrficial Ceylon government definitions cut the sector
into three parts: (1) cottage industry (firms run wholly or largely by family labor
as a full-time or part-time occupation), (2) small-scale industry, narrowly defined
(firms using hired laborers: fewer than 20 or, if no motive power is used, fewer than
50), and (3) handicraft industry (cottage or small-scale industries which require
artistic skill and craftsmanship in their manufacturer).h Categories (1) and (3)
include the handloom weaving, carpentry, pottery, coir products, gold and silver work,
bamboo products, and similar trades, all of which have some basis in Ceylon's ancient
traditions. Category (2) covers the smaller units found in virtually all of +he
island's manufacturing industries, as well as in construction. Of output and employ-

ment trends in categories (1) and (3) relatively little is known; of category (2)

1l
See Table 4.2, above. "Industry" here includes mining and quarrying; construction;
manufacturing; and electricity, gas, and water.

25ee Table 4.8, above. k. R. of the Director of Rural Develop-
3 ment and Cottage Industries for 1955,
See Table A-36, below; the index leaves pp. 4859,
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it is virtually correct to say that nothing is known, since no organized inquiry into
this area of economic activity has ever been made.

As has been noted, all forms of industry boomed during World VWar II. 'The market
was willing to absorb any available local output and the only importent limitations
on production were the shortages of capital equipment and rawv materials. Small
industry, because it worked with little copital and relied heavily on local materials,
was able to benefit from this situation even more than large industry. VWhen the war
ended and the normal flow of imports vwos gradually restored the shock to small-scale
industry was correspondingly severe. It appears that the resulting disillusionment of
the participants in cottage and handicraft trades has been o blight on these industries
ever since, a powerful deterrent to their growth in later times. Although the coir
products industry is the largest of thig group in terms of output and employment, it
is handloom textiles which has received the most govermment attention. Elements of
the government program have been the establishment of demonstration centers, assis-
tance of producers through their cooperative societies (these two measures have been
extended to most of the cottage and handicraft industries), and protection from
foreign competition through the Industrial Prcducts Act. Under the latter provision,
which was instituted in 194%9 to cover towels, banians (a widely worn man's garment
similar to an uncershirt), and sarongs (the other half of the standard working class
man's attire), ratios were set requiring merchants importing such goods to buy fixed
proportions of locally produced articles at the same time. Protection was later
increased by tightening up the ratios and extending the coverage of the act to other
textile products. By the end of the decade, with cottage output bolstered by the
production of one modern private spinning and weaving mill, self'-sufficiency in these
textile goods had been attained. Further attempts to build up the cottage weaving
industry were now taking the form of establishing powver weaving centers in selected

villages and making other organizational and technical improvements in the interests
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This was the most successful cottage industry program. The other industries,
despite sporadic attempts to help them, appeared to be in dire straits at the decade's
end. Many were feeling heavy competitive pressures from newly developing modern indus-
try: e.g. hand-made bricks from locally-produced machine-made bricks, pottery from the
growing domestic output of aluminum and plastic ware. A1l in all, the progress of
small-scale industry appears to have been uneven and slow in the fifties, ith the
exception of handloom textiles. The future of the sector is beclouded. It is a pity,
in a way, that cottage and handicrarft industry has not received more wholehearted
government support because its poteniial for soaking up underemployed rural labor,
teaching rudimentary industrial skills, and, with proper organization, producing
efficiently a wide variety of useful articles, was and is considerable.

Vhen private large-scale industry was surveyed in the 1952 Census of Industry it

was found to consist of some 700 establishments, employing 53,000 perscns and produecing
value added of Rs. 224.7 million with a productive capital employed of Rs 355.8 million.
Value added per man employed averaged Rs. h,203.l In terms of both employment and value
of output, the most important industries were engineering (which included producers of
tea and rubber machinery, truck todies, etc.), coconut and oil milling, printing and
bookbinding, and coir fibre and coir goods.  Smaller contributions to employment and
output were made by firms in other are: s: plumbago mining, salt, rice milling, confec-
tionery, brewing and distilling, soft drinks, tobacco, textiles, lumber, rubber goods,

fertilizer mixing, soap, matches, ceramics, cement, and clectricity. The sector was

LCensus of Industry 1952, pp. 20-11. The scope of the census included establishments
which met three criteria: (1) they had not less than five paid employees, (2) they
employed a capital of not less than Rs. 3,000, and (3) they used mechanical pover in
at least part of their operations (p. 2). Mining, menufacturing, construction, and
gas and electric utilities were covered. Many small-scale establishments were obviously
excluded and even within the chosen field of purview coverage was far from complete.

Of the list of establishmen®s to which qQuestionnaires were sent, about 85 per cent
responded (p. h); those which failed to answer were predominantly the smaller ogerations,
but, on the other hand, the list probably suffered from some omissions.
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small and almost all the industries included clearly fell into one of three categories:
(1) those processing locally produced raw materials for export and, to a lesser degree,
for local consumption, (2) those preducing for local consumption gocds which were too
bulky to import cheaply, and (3) a small number of industries vhich existed because of
protection in earlier times (notably matches). About a quarter of these enterprises were
corporations, but they were the larger ones and produced G4 per cent of the output.l

Some of these corporations were locally owned, but more often foreign-owmed organiza-
tions (British or sometimes Indian) were dominant. Most of the sector was in private
hands, but there were areas (the utilities, as well as cement and ceramics) in which
government plants had been established.

It has already been noted that through 1958 there was very little private enter-
prise investment on Ceylon's economy.2 Until the very end of the decade there was
little expansion in the private large-scale industrial sector. The probable reason for
this is that, given the structure of the econonmy, there were very few additional fields
into which modern large-scale industry could be pushed profitably. Even the existing
large-scale firms made, in general, low rates of return on their invested capital,
especially late in the decade as company taxation rose to over 60 per cent of before-
tax profits.3

Private foreign investment was especially reluctant to come forth, despite
attempts made from time to time to attract it to <ie island. In l9h9 tax concessions

were granted for certain types of investment and lour ycars later, though the Minister

lihid., p. 1k.
2See -, 4.6 - 4.7, above.

3Much of what expansion there was did come through the growth of existing ~irms,
though. N. Ramachandran, "Finances of Fanufacturing Companies in the Post-Wer
Period," Central Bank of Ceylon Builctin, December 1963, 10-15, found thet six of
the leading corporations doubled their aggregate assets between 1948 and 1961.
Their after-tax profit rates on capital fell, though, from 5.6 per cent in 1948-50
to 5.5 per cent in 1951-53, to 5.1 in lQSM-56, and finally to only 3.3 per cent in
1957-61 (p. 14).
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of Finance conceded that they had had little effect on the volume of investment, they
were extended and made more 1iberal.l In 1951 a complete exemption from income and
profits taxation for three years was offered to new industrial undertakings, but this
too seemed to have little impact. Despite avowals of good faith made on various
earlier occasions, it was not until 1955 that a general statement of policy regarding
private foreign investment was issued.? This statement was in fact too general, since
while it welcomed foreign investment and granted various kinds of tax relief, it
failed to spell out precise criteria for acceptable private investment (each case was
left subject to individual negotiation), gave no guarantee that the announced policy
would not be altered in the future, and spoke vaguely of the desirability of hiring
large proportions of Ceylon nationals.3 In any case, *“he government changed hands
within a year and once again the established policy was a matter for doubt.

The new government which came in did not define its policy towards private
investment in general until 1957, when it granted a limited investment allowance on
individually approved new investment projects.h As for foreign private investment,
the first statement of official policy was made late in 1950, when the previous
policy of granting tax and tariff concessions to individually approved investments
was reaffirmed; this *ime, though, criteria of approval were somewhat more precisely
stated and, in uddition, long-term guarantees of capital repatriation and no
‘nationalization for at least ten years were given.5 Numerous lengthy negotiations

with foreign business interests were entered into, but something, either the

lsee Budget Speech, 1949-50, pp. 136-37.

2M.D.H. Jayawardane, Minister of Finance, Government Policy in Respect of Private
Foreign Investment in Ceylon, 1955.

3See Reinhard Kovary, Investment Policy and Investment Legislation in Under-developed
Countries, Rangoon, 1960, for a critique of this approach to attracting foreign capital.

uBudget Speech 1957-58, pp. 35-36.
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difficulty of reaching sufficiently attractive terms in particular cases or the
general distrust of the new government felt by many foreign investors, led to frequent
break-downs in the negotistions and the volume of foreign private investment remained
low. Total enterprise investment in plant and equipment, though, rose to a substantial
level in 1959 and 1960 (estimated at about Rs. 300 million in both years).l Here the
main factor was the sharp increases in import duties which were being made, starting
with the 1958-59 budget, to improve the country's ailing balance of payments. Con-
cessions on direct taxes and import duties on raw materials and competing final goods
remained to be hammered out on a case-by-case basis with the government, but the
attraction of a;protécted domestic market proved to be far stronger than all the
inducements which had been tried earlier and a large number of entreprencurs came
forth to negotiate. An expansion of the industrial sector which was to accelerate
considerably in the early sixties thus had its start.

The government, meanwhile, was attempting to build a publicly-owned industrial
sector. At first, it tried simply to maintain what industry had been built up during
the war.2 Since these plants were jerry-built and obviously unsuited to the rigors
of the postwar competicion to which they were subjected, this proved to be a futile
attempt. By the end of 1950 these plants, which had earned an accumulated profit of
Rs. 412,000 through 1946, had incurred aggregate losses of Rs. 5.35 million.S The Com-
mission on Government Commercial Undertakings, which reported on the situation in

1953, found iault with the government plants on technical grounds and also criticized

lSee Table A-7, below. These totals include investment by government corporations,
but this could not have been more than about Rs. 100 million for the two years
together; see Table A-65, below.

2See pp. 3.7 - 3.8, below.

3Development Division, Ministry of Industries, State Industrial Projects, Bulletin 1,
1961, p. 1l2.
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their organization as direct arms of government departments.l It recommended closing
some plants, selling others to private industry, and reorganizing others, making

them technically more efficient and turning them into corporations with a considersble
degree of freedom in decision-making. Some of the recommendations of the Commission
were implemented shortly after the publication of its repoit, but not until 1955 was
a general policy for government-sponsored corporations laid down.2 The existing
plants, producing cement, ceramics, leather products, oils and fats, and plywood,

vere given corporate status, but not until the act was amended in 1957 was authorizati
to establish new government corporations written in. Meanwhile, progress in building
a substantial government industrial sector had been slow. Three factors inhibited
advance along these lines: (1) the preoccupation with reorganizing the older plants,
(2) the fact that the UNP government placed more stress on investment in agriculture
and in the infrastructure of the economy than on industry, and (3) the general
stringency which prevailed in government finances from 1952 through 1955, as expendi-
tures were adjusted to the much lower revenues available after Koraa.

With the defeat of the UNP and the accession of the MEP government in 1956, a
new attitude towards government economic activity became dominant. It found its
expression in a sharp rise in government investment and especially in an acceleration
of government activities in the industrial field. Through 1960, projects to produce
caustic soda and chlorine (1956), ilmenite (1957), sugar (1957), salt (1957), cotton
vern (1958), brick and tile (1959), and hardboard (1959) were launched. Together,
these projects represented an investment of about Rs. 120 million.3 Like their

predecessors, the new industrial plants usually ran into delays in construction and

lg.p. 19 of 1953.

2By the Government-Sponsored Corporations Act, No. 19 of 1955,

3See Table A-65, below.
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further difficulties in breaking in new equipment and untrained labor and getting
production up to planned capacity. At the end of 1960 the situation was as follows.l
On an invested capital of nearly Rs. 200 million, output worth about Rs. 50 million
at prices inflated by heavy protection was being produced. Employment had been fur-
nished for just over 3,000 men. Cnly four corporations (Ceylon Ceramics, Ceylon
Plywoods, D.I. Leather Products, and Ceylon Cement) had even been able to show & one-
year profit and only one, the cement corporation, had shown the ability to earn sub-
stantial profits with any consistency. Of course, several plan*s were still either
under construction or in the break-in stage at this point, but it is still basically
correct to sey that the state industrial corporations had performed disappointingly
in terms of output, employment, and import compeiitiveness and had been an expensive
experiment in government economic initiative.

Part way between government and private enterprise lay an experiment in the

Jointly-financed corporation. This organizational form was tried with a small number

of medium-sized companies -- producing, for example, asbestos cement, light bulbs,
glassware, and flashlight batteries -- but under the MEP government the emphasis put

on it declined and it was not extended to a large number of industries.

Although the upsurge in industrial investment which started about 1958 and
accelerated after 1960 was largely not a product of conscious government policies
to promote industry, it did receive an important boost from the publication for the
first time in 1957 of an attempt to define exactly the government's views on the
proper role of government and private initiative in the industrial sector of Ceylon's
economy.2 Three lists were published. One, of seven industries, defined the area

reserved to government production. It was composed of some of the industries in

lSee Table A-65 for the data on which these estimates are based.

®p.R. of the Director of Industries for 1957, pp. 32-3b.
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which the government had or was planning plants: (1) iron and steel, (2) cement,
(3) chemicals, (4) fertilizers, (5) sait and its byproducts, (6) mineral sands, and
(7N sugar, power alcohol, and rayon. The second listed 23 areas open to government
corporations, mixed corporations, or private corporations; the possibility of more
than one of these forms operating in any one industry was specifically menticned.
This list was made up of generally lighter indusiries, such as textiles, tires and
tubes, bicycles, ceramics, glassware, paper, etc. The third list, containing 82
industries, most of them producing light consumer goods, defined areas reserved to
private enterprise (though prolonged negotiations with the government over tax and
tariff concessions were necessary for profitable operation in almost all cases).
This policy statement can be regarded as an important preconditici for the later ex-
pansion, especially in the areas covered by the third list, where most of the later
activity centered.

One industrial area in which govermment initiative did succeed in bringing about
a tremendous expansion was electric power. The development of Ceylon's ample hydro-
electric potential had begun under the British in the late 1920's, but depression
and then world war had interrupted the work. As soon as possible after the war ended
construction was resumed and in 1950 the first hydro generation facility ("Stage I"
at Laxapana) was opened, with a capacity of 25 megawatts. Although there had been
fears that Stage I would provide more power than would be needed for many years to
come, capacity generation was actually reached by December 1952. Financial stringency
followed by delay in obtaining a World Bank loan and then construction d.fficulties
put off the opening of Stage IIA, with another 25 megawatts, until late 1958. By
1960 a Stage IIB expansion of hydro and thermal capacity was under way and a Stage III
hydro project
fwas under investigation. Demand showed a distinct tendency to grow as rapidly as
supply conditions allowedvand between 1946 and 1960 nearly a six-fold increase in

government power generation, from 53 million kilowatt hours to 302 million, took
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1
place. Private power generation, which had dwarfed government generation prior to

e
the hydrn era, grew more slowly and declined to secondary importance.

SERVICES

Having said something about output and employment trends in agriculture and
industry, on2 is left with that large and hetrogeneous mass, the service sector, to
analyze. Between 1946 and 1960 the service sector absorbed nearly 300,000 additional
workers; its employment grew more rapidly than that of agriculture -- though more
slowly than industrial employment -- and it thus raised its share in total employment
from 27 to about 30 per cent.3 What is the economic significance of {this increase
in service-sector employment? No government ever sets out deliberately to raise
aggregate employment in services, though there are several high-productivity portions
of the sector which it might try to enlarge. Services can be among the most modern
parts of the economy and they can be among the most backward. To complicate matters
still further, problems of measuring output and productivity are much more acute
for services than they are for goods-procducing sectors.

Looking at income originating in the service sector, it is seen that during the
1950's it has been rising slowly as a percentage of gross domestic product at current

4

factor cost prices: from 28.5 per cent of the total in 1950 to 29.5 on 1960. Eslimated

output per employee has also been going up, climbing from Rs. l,7h6 in 1950 to

lSee Statistical Abstract 1962, p. 229

2See Table A-38, below.
35ee Table 4.3, above.

hSee Table h.8, above. Income originating in the service sector is taken to be the sum
of transportation and communications; wholesale and retail 1rade; banking, insurance,
and real estate; public edministration and defense; and services n.e.c. Income origi-
nating in ownership of dwellings is excluded from the total so as to make the income
figures comparable with the employment totals.
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Rs. 2,195 in 1960; this is an increase of about 26 per cent.l What is not known is

10w much of this rise represents growth in real output and how much price increases.

there is some evidence to suggest that prices of services rose somewhat more rapidly
2

during the fifties than did prices of goods, Since real. output per man employed in

the economy as a whole rose by 25 per cent over the decade of the fifties3 it is

evident that in rea. terms productivity in the service sector rose distinctly less

than productivity in other arcas. Does this mean, then, that the service sector

has been used as a haven for the disguised unemp.oyed, perhaps soacking up labor ~hich

has moved out of agriculture?

Something can be learned by locking at the four main parts of the service sector
separately, as is done in Tabie 4.27. The scetor can be split inte (1) trade, com-
merce, and finance, (2) ‘ransportation and communications, (3) other privave services,
and (&) other government services (i.e. those not already included in a functional,
category). This breakdown is useful in some ways, but ii still leaves lumped together
in each subcategory groups with widely divergent productivity levels and cconomic
implications: bank employees with boutique keepers, expowrt shipping workers with
bullock-cart drivers, doctors with domestic servants, and government engineers with
the peons who swarm around every government office. Since there are no census data
for the terminal year to give an idea of what has happened t~» the employment
totals for each of these small categories, one cannot say which types of groups are
growing. One does get the strong impression that the number of professionals in the
country -- doctors, lawyers, accountants, and, to a lesser degree, engineers and

scientists -~ isg increasing rapidly, but in only a few cases aore there data to prove

lObtained by dividing income criginating (Table A-8) by estimated employment (Table 4.2).

D
"The "miscelleneouc" component of the consumer price index, which includes services
other than housing and goods other than food, clothing, and fuel, rose by 29 per cent
in the fifties; some of this risc is atiributable to luxury goods but service prices
also rose. See Table A-66, below.
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this. In terms of broader aggregates, the figures in Teble k.27 indicate that it is the
two groups with the highest productivity levels, transportatior and communications and
government se‘vices n.e.c., which have cxperienced the most ra apid increases in employ-
ment. The services n.e.c. group, which is likely to contain the highest proportion of
disguised unemployment, grew slowly and, in addition, experienced a fairly rapid rise
in the value or ’ts per-capita output. The addition of approximately 50 thousand per-
sons to government payrolls in the 1950's ig ¢specially dlfinLth to interpret.
Apparent productivity did rise substantially in this sector, but all this means is
that the salaries of govermment employees went up, since it is virtually impossible to
measure the output of government employees and conventional accounting simply assumes
it to be equ~l o the labor input, which is measured by wages and salaries puid.
Although govermment service continues to occeupy a high rung on the ladder of occupa-
tional prestige, the Ceylon government has not shown any general tendency to use
government employment as a form of unemployment relief. It is legical to conclude,
then, that the rapid expansion of government employment is attributable to the areat
expansion in the scope of government activities as the population has risen and the
government has become active in more ficlds of social and economic endeavor and not
to a desire 1o expand employment beyond the requirements of the work fo be done.

Table 4.27

Employment and Cutput per Man in the Service Sector: 1950 and 1960l

Net Cutput per Man Employment % Change in

(current-price lupecs) (thousands) Employment,
Industry 1950 1960 1950 1960 1950-60
Trade, Commerce, & T

Finance 1,630 2,077 208 253 21.6
Transportation &

Comnuni.cations 3,197 2,011 5 133 L. 6
Government n.e.c. 2,058 3, 862 97 148 52.8
Services n.e.c., 1, 300 1,71k 313 362 22.0
Total: Services 1,746 2,195 710 916 29.0

lsource: Tables A-8 and 4.2

23ee note 4 pe 474,
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Within the bounds of the very incomplete information pertaining tc the service
sector, then, one is inclined to say that it has not been used to any marked extent
as an artificial way of absorbing additions to tlhe labor supply for whom there would
otherwise be no work. The proportion of very low-productivity workers in the service
sector remains high relative to what would be found in a more developed country, of
course, but there is no evidence that it has risen very much during the 1950's. A
fair part of the increase in service-sector employment can be accounted for by rises
in the numbers of relatively high-productivity service occupations -- profess .onals and,
if one agrees with the foregoing argument, government servants. Of course, inis
situation could change sharply in the future: as the labor force grows more rapidly
and the development of industry and the estates fails to absorb more than a fraction

of the new workers, the service sector could be come more and more of a reservoir of

underemployment

SUMMARY

National output rose by 49 per cent in the 1950's, despite the fact that the
labor force increased by only 24 per cent, the supply of arable land by only eight
per cent, and the capital stock too by only a small percentage. With a population
increase of 29 per cent, the economy was able to record a noticeable increase in real
income per i-ad. The saving grace of the situation was the fact that some key sec-
tions of the economy, through a combination of apt government policy and good luck,
achieved substantial increases in output per man employed and, in the case of tea and
rice cultivation, per acre of land used. The economy did not depart merkedly from
its past economic structure but it did benefit from the emergence within that structure
of sone new foci of economic growth. The resource-cxutersive growth of plantation
igriculture and the "modern" sector which supported it was replaced by technical
innovation and increasingly intensive use of resources in tea cultivation and peasant

agriculture and by a fairly rapid rise of the still-small industrial sector. For the
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time being, this pattern of growth proved to be an acceptable successor to the old
pattern and an adequate answer to the new Malthusian challenge as well. By the

latter part of the fifties, though, it was becoming increasingly obvious that this
pattern of growth was not likely to solve the nation's economic problem in the longer
run and that it might even be said to contain within it the seeds of its own destruction.
This side of independent Ceylon's economic experience is examined in Chapter 6. A

Note to Chapter 4, which details the method used tu derive the labor force and employ-
ment estimates used in the early part of the present chapter, and Chapter 5, which
examines the govermment's role in promoting economic growth and transforming the

structure of the economy, intervene.



Note to Chapter Ut
Trends in Labor Supply and Use, 1946-60

SOURCES OF INFORMATION

The reader is asked to start with this minimal premise: if one is to study the
economic development of Ceylon in the period 1946 to 1960 it is necessary to have
estimates of the growth of labor supply and also of the extent to which the available
labor has been utilized in the economy. Given this premise it is clear that whatever
materials are availlable and whatever past surveys have been made must be used to
develop fhe best possible estimates, however weak those materials -=- and, thus, the
estimates themselves -» may be.

Ceylon has no regular series of data on labor force, no good data on unemployment,
and only a spotty coverage of employment by industry: There have been sporadic inves-
tigations, though, which can be used to put together a proximate picture of trends in
labor supply and use:

(1) The population censuses of 1946 and 1953 included questions on the economic
status of the populace ~- whether gainfully occupied or not and, if so, in what area
and in what status (whether paid employee, employer, owne-account worker, etc.). The
censuses also asked those who considered gainful employment their normal activity
whether they were actually employed at present, but the answers received are of little
v alue, since they obviously yield too low a total for unemployment (which, in any
case, is defined so as to exclude first-time job seekers)., Moreover, there is
definitional variation between the two censuses: while the 1953 census provides a
fairly conventional industrial classification the 1946 census uses an older and less
useful system of classification, which combines industrial and functional status
(e.g. it identifies "paddy cultivators" and "paddy land ownerc" but lumps all "land
cultivators" and "land owners" of other food crops together); while the 1953 census
includes unpaid family workers in the "econcmically active population" the 1946

census excludes them. The difficulties of using census data as inputs into these
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estimates are evident enough;

(2) A census of the unemployed was conducted in 191&9,l but its results are of
little value for the present purpose, being rendered utterly noncomparable with any
other data by their exclusion o:f all job seekers who were over 60 or under 17 in
age from the ranks of the unemployed, as well as all those who desired seasonal rather
than year-round employment: Tt is not surprising that these constricted terms of
d efinition resulted in the low implied all-island unemployment rate of 3.1 per cent
(based on estimates made here of the labor force at the time).

(3) An annual series of the numbers of unemployed registered at employment
exchanges throughout the island has been in existence since 1939 but is of no use at
all for these estimates, As is the case almost everywhere else where this type of
data exist, the amount of unemployment is grossly understated. Moreover, the degree
of understatement is not ascertainable and it does not even seem likely that the trend
in registered employment can be taken as equivalent to the trend in total unemployment,
since the number of employment exchanges has changed from time to time.

(4) Employment data for selected industries, generated by the operation of the
Wages Boards Ordinance, have been published since l9h8; They are of some value. TFor
the plantation industries they can be taken as equivalent to industry employment
figures: For some other industries they are good, but for yet other industries the
collection of data started only in more recent years and in still others the number
of establishments reporting varies too much from year to year fqr the figures to
afford much help.

(5) The Central Bank Survey of Consumer Finances of 1953 also canvassed people

on their economic status: not in the labor force, unemployed, or cmployed (and if so

in what industrial group). The survey ottained a labor force equal to 40 per cent of

lsee Statistical Abstract 1952, pp. 155-56.
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the population sample and an unemployment rate of 16.6 per cent of that labor force.
Its sample, however, was extremely small for this purpose -- just over 5,000, or about
.06 per cent of the population -- ana since labor supply and use were not the main
concerns of the study the investigation of them was not overly intensive (e.g., no
attempt was made to determine the degree of seasonality in the unemployment that was
found).

(6) The most recent sample survey dealing with the problem -~ and one that was

specifically designed to do so -- was the Employment, Unemployment and Under-employment

Sample Survey of 1959.l It investigated the anatomy of employment, unemployment, and

the many borderline states that can lie between the two, especially in an underdeveloped

country. Although there are some difficulties involved in interpreting the EUUSS (as

it can be abbreviated) it has served as é basic source for the calculations made here.
In summary, there is no absolute shortage of materials bezring on the supply and

use of labor in the 1946-60 period. There are instead a great problem of compara-

bility and, of course, sizeable gaps in the existing knowledge as well. The task

that must be undertaken is to try to provide as accurate and complete a picture of

labor availability and use as possible, given tue basic materials which are at hand.

LABOR FORCE

The most important measure of labor availability is probably the labor force,
defined as the total number of people who are either working or seeking work at &
given point in time. It is true, as the EUUSS notes, that the labor force concept
presents certain difficulties of interpretation in underdeveloped countries, where
seasonal unemployment, perpetual underemployment, and multiple job-holding are
endemic. Under these conditions, the specific identification of a severely limited

time frame of reference made by the labor force concept may be misleading. The

1Sti11 unpublished.
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alternative is the "gainfully occupied worker" or "economically active population"
concept, which classifies people on the basis of what they state their "normal"
activity to be, with no mention made of any explicit time horizon over which the
respondent should make his judgement about a "normel" activity. Actually, as far
as labor supply gues, the conceptual difference seems to matter little in practice.
The EUUSS estimated the labor force to be 32.4 per cent of its sample population and
the gainfully occupied 30.7.

The simplest way to estimate the size of the labor force in various years would
be to take an estimate of it as a percentage of total population (e.g., for 1953
from the Central Bank survey; for 1959 from the EUUSS) and apply that percentage to
the estimated population for other years. In some circumstances this simple procedure
would yield an adequate measure. In the specific context involved here, though, this
will hot do. At least two important trends in Ceylonese society lead one to expect a
changing ratio of labor force to population. For one thing, population started to
grow very rapidly in l9h6; the cause was a falling death rete and the mein hensficizries
of the falling death rate were infants and mothers. As a result, the proportions of
young people and women in the population should have risen and this would be expected
to reduce the lebor force-population ratio. The other notable trend is the striking
spread of educatiocn, both in terms of the increasing numbers vho attend school and
the lengthening period of time for which they attend. This, too, should have worked
for a falling ratio of labor fo;ce to population.

Allowances should be made for the effects of these two trends on the labor force.
They can be made usirg three tools: the breakdown in the 1953 census of the gainfully
occupied by age and sex groups, a projection of the 1953 participation rates by age-sex
group to other years, and some calculations about the student population. A precondi-
tion of this operation is the need to vork with the "economically active population"

concept, since it is the one employed in the census. Vhat is measured, then, is
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actually the "econimically active population”, but this is unlikely to differ much
in practice fr-m the labor force and for that reason the latter term, vwhich is more
convenient and familiar, will continue to be used.

Use will be made of a well-known and generally accepted fact of labor economics:
over a span of just a few years the size of the labor force relative to population is
almost entirely determined by the age and sex structure of the population, the other

' of the various age and sex groups in

possible determinant, the "participation rates'
the labor force, being institutionally determined and changing only very gradually
over time. The basic technique of the estimates made here is to apply participation
rates taken from the 1953 census to tle estimated population of each age-sex group
in other years, thus obtaining an estimate of labor force in each of those years.
This procedure, used in conjunction with estimates of the Jhanging age-sex structure
of the population, automatically corrects Tor the rising ratiss of young people and
women in the population; a special correction will have to be mude subsequently for
the spread of education.

The participation rates implied in the 1953 census are 15 follows:

Table Un.l

Participation Rates from the 1953 Census

Age group Male Female
O-1k 2.9L 2L
15-19 46.5 27.7
20-2k 81.4 28.7
25-5k4 95.1 31.9
55-59 91.2 3h.1
60- 73.6 25.
All Ages 53,1 8.9

l'I‘he rates for the 0-1l age group were not based directly on the census totals but
on those totals corrected for underenumeration in the O-l age bracket, which the
Registrar-General's Department says amounted to some 135,000 children. See A.R.
of the Registrar-General on Vital Statistics for 1960, p. 11l.
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These rates yield a labor force on the census day (March 20, 1953) of 2,993,000,
or 36.4 per cent of population. This ratio is a very low one relative to other
countries but is not too surprising in a country whose population is growing very
rapidly and is thus heavily weighted towards the age brackets with the lowest parti-
cipation rates and in which the participation rates of’ women are very low. It is
somewhat lower than the ratio found by the Central Bank {or May of the same year
(which was 40.0 per cent) but seasonal fluctuation and statistical error in both
sources could easily explain the discrepancy. In the light of the findings of' the
EUUSS for 1959, the fact that we are working with "economically active population"
and not directly with the labor force concept may result in some slipght understate-
ment.

The labor force estvimetles {or uther years vere obtained by the foullowling means.
First the age-sex structure of the population in each year was calculated. The
1953 census, with the addition of 135,000 children in the 0-k bracket, was the
starting point in this. Estimates were then made of the numbers at each year-end
back to 1945. This was done by "demcting" the population of the preceding year by
one year and adding in deaths by age and net emigration registered dvuring the year
following the year-end in question (previously, a medification of this procedure
had been used to convert the census-day figures to an end-of-1952 basis). In some
cases, upvard adjustments had to be made in the lowest age brackets because the
number of infants projected frcm the census totals plus registered deaths in the
intervening period was less than the number of registered births in the year in
question (births tend to be under-regictered, never over-registered, so such a thing
is impossible). For the years after 1952 the procedure was reversed: the population
at each age was "promoted" by one year, deaths by age were subtracted out, births
wer2 added, and net emigration was removed. The final results for all years accorded

wvell with theestimates of total population made by the hegistrar-General's Department,
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but gave in addition a reasonable estimate of the age-sex structure in the various
years, something the Department does not provide.

The 1953 participation rates times the estimated numvers in each age-sex
category yielded the "uncorrected estimates" of Table kn.3.

The correction to allow for the spread of education was maue by taking the 1953
census totals for the gainfully occupied in the 0-1% and 15-19 brackets and comparing
these with estimates of the participation rates of non-students in 1953. The A.R. of

the Director of Education gives the numbers in school by age. Using the residual,

non-student population,as the divisor, the new (non-student) participation rates turned
out to be 4.9 per cent for the O-1L group and 48.4 per cent for 15-19. These new
rates were assumed to hold among non-students in all years of the pericd. This new
estimate of labor force in the 0-19 age group minus the original uncorrected estimate
(i.e. total population at these ages times overall 1953 participation rates) gives

the student correction, a measure of the number of potential labor forece participants

whose entry into labor supply has been delayed by the continuation of their education.

Table 4n.2
School and Non-school Population, Age O--l9l
(thousands)
Age O - 14 Age 15 - 19
Not in Not in
Year In School School In School School
1946 872 1,812 73 729
1947 956 1,814 85 766
1948 1,046 1,832 100 673
1949 1,147 1,832 116 65
1950 1,176 1,913 127 623
1951 1,h11 1,775 132 : 596
1952 1,348 - 1,927 136 588
1953 1,416 1,974 165 558
1954 1,437 2,06l 191 539
1955 1,475 2,100 184 576
1956 1,537 2,120 184 , 623
1957 1,679 2,083 211 ' 633
1958 1,785 2,076 235 647
1959 : 1,892 2,073 267 653
1960 1,963 2,107 293 659

1
"Source: A.R.s of the Director of Education; age-sex group projections (see text).
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Table 4n.3

Mid-year labor Force Estimates, 1946-60

(thousands)

Uncorrected Student Corrected Per cent of
Year Estimates Correction Estimates Population
1946 2,516 67 2,583 37.7
1947 2,573 57 2,630 374
1948 2,643 L7 2,690 37.1
1949 2,721 37 2,758 37.0
1950 2,801 30 2,831 36.9
1951 2,871 15 2,886 36.6
1952 2,939 18 2,957 36.6
1953 3,012 “- 3,012 36.3
1954 3,087 -10 3,077 36.1
1955 3,165 -3 3,162 35.8
1956 3,23k 1 3,235 36.2
1957 3,308 -30 3,268 35.7
1958 3,377 -23 3,354 35.7
1959 3,451 -36 3,415 35.5
1960 3,549 -b7 3,502 35.4

EMPLOYMENT

The ideal way to measure the degree and pattern of labor use in the economy would
be to use data that are completely independent of those used to estimate labor supply.
If both independent estimates were accurate, a comparison of their totals would yield an
accurate measure of unemployment. This, however, would require a very high degree of
accuracy: unemployment, as a small number found as the difference between two much
larger numbers, would absorb the errcrs of both -- unless they happened to be offsetting
-- and have its total distorted by a much larger degree. Here the ideal of independent
estimates can be only a goal; in some industries there are good independent data, but
in others some reliance on census informaticn will be necessary.

First among the industries with relisble independent data is the plantation
sector, where there are good wages boards employment totals. There is some irdependent
indication of trends and fluctuations in manufacturing employment and goverrment
» employment can also be directly estimated. For the other sectors of the econony,

unfortunately, the information on labor use must come from sources which, strictly
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speaking, deal with labor supply: the population censuses of 1946 and 1953 and the
EUUSS of 1959. 5till, with appropriate adjustments, these data can be used to gain
et least a paftially independent view of labor use,

The employment estimates for the 1946-60 period are given in Table %.2, pp. k.b,
above, and their method of calculaticn is explained in detail in the source notes
below on pp. 4n.10 - 4n.12. Some general comments are necessary in addition,
however,

(l) In those industries where 1946 and 1953 census data serve as a basic
source, the two have been rendered comparable by an adjustment of the earlier totals
to include unpaid family workers, who were included among t-e "gainfully employed"
in the 1953 inquiry but not in 1946. This adjustment is made on the assumption that
unpaid family workers bore the came ratio to total "gainful employment" in each indus-
try in 1946 as they later proved to bear in 1953.

(2) A particularly knotty problem concerns the interpretation of the EUUSS
relative to the censuses. Since there has been no census since 1953 the EUUSS is
essential as a scurce taken from near the end of the pericd for industries for which
there were no independent estimates. But how is it to be interpreted? The EUUSS
founa the "gaiufully employed" té be an extremely small -- an unbelievably small --
proportion . of total population: only 30.7 per cent. By contrast, the percentaze
calculated for thie 1959 labor force here was 355, itself very low in a world context.
This poses a dilemma: if the EUUSS finding were to be utilized in estimating 1959
employment, absolute totals substantially below 1953 levels would be the result. Yet
the EUUSS did furnish figures on the distribution of the gainfully employed by groups
which are essential to the present estimates. A solution to the dilemma, though not
an entirely satisfactory one, is to assume that the EUUSS reflects sampling error in

putting the labor force-population ratio so le but that its breakdown by industry
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reflects the correct proportions. These proportions are applied to the labcr force
total obtained here to yield the estimates shown in Table 4.2. The trouble with this
is, of course, that the question of whether employment in these sectors has grown

over the 1953-59 period has to some extent been begged. But, since the only alternative
was to accept utterly incredible totals, the unpleasant choice has been made.

(3) Where the data used are of the "gainfully occupied" type there is the diffi-
culty that they obviously over-state actual cmployment according to the concept of
current -- as opposed to "normal" -- status. Some deflation must be made, but how
much? Here the simple assumption has been mede that there was five per cent
unemployment among the "gainfully occupicd" in "other" (i.e. traditional) agriculture
and ten per cent in all cther industries where data on the "gainfully occupied” are
used, The assumption of a lower percentage in peasant agriculture is founded on the
general notion that the sector is characterized more by underemployment than by outright
unemployment, but obviously nothing very sophisticated is neant by this (unemployment
in the sector probably varies between nil and a level far sbove five per cent on a
seasonal basis). These assumptions are probably not too far off the mark in the

employment estimates they provide. They do go a very long way, though, toward begging

the question of unemployment (see below, pp. 4n.14 = 4n.15).

Source notes to Table 4.2 (p. 4.k, above):

Agriculture, fishing, etc.: Agriculture plus Fishing, hunting, forestry, below,

Agriculture: Estates plus Other, below.

Estates: Vages Boards data back to 1948. For earlier years, other data reported to
the Labour Departient (on "labor strength") were used, corrected for the under-
reporting they seem to exhibit relative to the later data. The three components of
estate employment are frcm the same source. Each includes only estate employment and

so to a certain extent underestimates the total amount of labor involved in all (i.e.,
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estate and smallholder) cultivation of each crop.
Other: For 1946, 1953,and 1959 the census and TUUSS totals for the whole Agriculture,

fishing, etc. group were reduced by the Estates and Fishing, hunting, forestry totals

and by the five per cent assumed unemployment, leaving non-estate agriculture as a
residual. The figures for other years were interpolated and extrapolate:l,

Fishing, hunting, forestry: Census totals for 194%6 and 1953 were simply interpolated

an 1 extrapolated.

Mining and Quarrying: 1946 and 1953 census and 1959 EUUSS were deflated by the assumed

ten per cent unemployment, interpolated and extrapolated.

Construction: From the 1946, 1953, and 1959 figures (minus the ten per cent unemployment

allowance), a trend was established. Fluctuations around this trend vere allowed,
baced on the fluctuations of estate employment around its trend (this was taken as a
rough indicator of how employment in the construction industry might have fluctuated).

Manufacturing: A trend was determined from the usual three figures, minus assumed

unemployment. An allowance for short-run fluctuations was made as follows. Six Wages
Boards industries were chosen for which the year-to-year employment changes were
identifiable. The percentage fluctuations from trend for these six industries were
taken to be those for total manufacturing employment from its trend. For the pre-
Wages Boards years of 1946 and 1947 employment in the six industries was assumed to
be, respectively 110 per cent and 105 per cent of 1948, on the assumption that there
was during these years a general declining phase, caused by the eclipse of war-born
industrxy.

Electric, water, gas: The 1946 and 1953 census totals, interpolation, and extrapolation

were used. (The EUUSS total for some reason, probably sampling error, was far too

large to be believed.)

Irade, Commerce, Firance: Censuses, EUUSS, unemployment allowance, interpolation, and

extrapolation were used to develop a trend. Fluctuations were based on an index of the
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of
total value/foreign trade.

Transport and communications: Same procedure as with trade.

Services n.e.c.: Census and EUUSS data, interpolation, extrapolation, and an unemploy-

ment allowance of ten per cent.

Government n.e.c.: This total excludes government services already classified else-

where (transport, communication, utilities, health, education, etc.). For 1946 and
1953 estimates were based on census figures. The years 1947-52 were interpolated.
From 1954% on the figures are based on an ecxamination of comprehensive figures on

employment
central and local government/published each year in the Statistical Abstract.

After an exposition of methodologzy such as this, it hardly seems necessary to
say that the employment estimates must be used with great care. Only for the estates
and, since 1954, government n.e.c. is a literal interpretation of both growth trends
and year-to-year fluctuations fully Jjustified. For other industries, therc are control
figures which keep the growth rate of employment close to the true mark (subject to
the problems of interpreting the EUUSS already mentioned), but year-to-year fluctuations
have either been ignored altogether (in cases where they were not thought to be impor-
tant) or assumed to be related to some outside variable (in cases where it was felt
that such a rough approximation of prcbable fluctuations was preferable to implying
no fluctuations at all). Cbviously, for these industries the yearly fluctuations can-
not be treated as legirtimate research findings. For the economy as a whole there is
slightly more justification for viewing them that way. But even there the "findings"
are heavily dependent on the assumptions made for the various industries., Probably,
little more can be said about employment trends than is hazarded above, pp. 4.3 - L.5.
For same purposes (e.g. for estimating output per worker in various industries;
see p. 4,18 above) it is desirable to have employment within the primary sector broken

down on a strictly industrial basis, as opposed to the estate versus other approach
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used in Table 4.2 and elseﬁ ére. Table Ln.4 shows the results of such a recalculation.

Year

1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960

1

Estimate Taployment within the Primary Sector
' By Industry, 1946-60

Table L4n.l

(thousands)

Other Primary Total: Agriculture,
Zggi Rubber® Coconut3 Activityt Fishing & Forestry
536 19% 67 638 1,ke5
537 190 71 655 1,453
538 190 76 666 1,470
539 189 81 651 1,460
shly 192 86 703 1,525
548 207 93 682 1,530
520 202 97 Tl 1,563
523 200 91 760 1,57k
545 187 93 762 1,587
5h2 194 oL 791 1,618
57 20k 92 8ok 1,647
557 203 93 823 1,676
559 195 83 855 1,692
566 186 87 870 1,709
576 192 85 876 1,729

From 1750 on, estate employment is divided by the ratio of acreage covered by estates

to tctal acreage under the crop and the product is multiplied by .86 (this is an
allowance for overstatement, obtained by comparing an estimate made by this method
for 1953 with the figure from the 1953 census, assuming 95 per cent actual employment
The 1946-49 totals are derived from total acreage
on the basis or an assumed constancy of the .97 labor/land ratio which held in 1950.

among the "gainfully employed").

2For 1950-, the same as for tea, except that the overstatement allowance for rubber
works out to .84, The 1946 figure is 95 per cent of the census total and the 1947-49
estimates depend on the assumed constancy of a labor/land ratio of .3 (the average of

1946 and 1950).

3For 1950-60 the method is as above, but the hazard of estimating employment in this
way is greater for coconut because total acreage is not precisely known.

as constant at 1,070,000 acres throughout.

It was taken

The overstatement allowance for coconut

is .664. The 1946 figure is 95 per cent of the census total and the figures for

1947-L9 are simply interpolated.

4A residual:

the total minus the three preceding items.
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UNEMPLOYMENT

It is inevitaeble that estimates of labor force and employment in an economy must
also constitute estimates of unemployment, since the latteris simply the difference
between the former two concepts. The estimates of the preceding two sections of the
present paper are no exception. Even though they were made with the measurement of
labur force and
Junemployment as primary objcctives, still they do yield employment estimates and these
should be examined, if only briefly. The reason that they should be examined is only
partly that it would be desirable to know what actual trends and levels of unemployment
have been. Approached in that light, the unemployment estimates presented here must
be judged most unsatisfactory. For one thing, their general level is heavily dependent
on the assumed ten per cent employment emong the "gainfully occupied”" in several
industries. For another, as already suggested, unemployment is so small a quantity
compared to employment or labor force that estimates which give a reasonably accurate
view of the growth and fluctuation of these may be very bhad representations of the
degree -- or even direction -- of change in unemployment. Really. the main question
that shouid be asked about unemployment is only whether the implied size of it is
reasonably credible. If the question can be answered in the affirmative, a check on the
estimates of labor force and employment will be obtained.

Not surprisingly, the level of unemployment implicd by the present estimates
hovers around ten per cent. Through time there is perhaps some very slight tendency
for the level to rise; but certairly not sc much as popular discussion -- to say nothing
of the data on registered unemployment -- would lead one to expect. The apparent
cycles in percentage unemployment shown in Table Un.5 do make some sense in terms of
economic events of these years and also coniform loosely to cycles in registered unem-
ployment. The really interesting and important question, though, is whether the

virtual failure of unemployment to rise as a percentage of the labor force is credible.
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Table 4n.5

Estimated Labor Force, Employment, and Unemployment, 1946-60

Labor Unemployment

Year force Employment  Unemployment as a % of Registered

labor force Unemployment
1946 2,583 2,299 284 11.0 29
1947 2,630 2,348 282 10.7 37
1948 2,690 2, 370 320 11.9 51
1949 2,758 2,415 343 12.4 68
1950 2,831 2,493 338 11.9 67
1951 2,886 2,535 351 12.2 59
1952 2,957 2,633 32k 11.0 53
1953 3,012 2,676 336 11.2 52
1954 3,077 2,689 388 12.6 57
1955 3,162 2,791 371 - 11.7 67
1956 3,235 2,852 383 11.8 99
1957 3,268 2,911 357 10.9 99
1958 3,354 2,936 418 12.5 115
1959 3,415 3,043 372 10.9 123
1960 3,502 3,102 koo 1.4 140

On this nothing positive can be said in view of the evidence at hand. Too much
depends on arbitrary assumptions: the subtractions of a constant ten per cent from
"gainful employment" in non-agricultural ficlds and five per cent in peasant agricul-
ture; the interpretation of the EUUSS employment data as applying to the labor force
estimates made here. All that can be said is that, using the assumptions which seem
most appropriate - - . there is no apparent tendency for percentage unemployment to

rise.l

IEvidence from outside sources is confusing rather than helpful. The Central Bank, in
1953 found employment of 16.6 per cent (significantly, i% did not even mention this
findings. but it is implicit in its figures, given in the Survey of Consumer Finances).
Six years later the EUUSS calculated unecmployment at 3.5 per cent. (Again the figure

is implied in the data -- if labor force is defined as those who worked at least one
hour in the past seven days plus those who vere seeking work and the unemployed as

the latter category -- rather than explicitly spelled out). Yet it is unlikely that
unemployment fell between 1953 and 19%9. Similar definitional differences and

sampling errors make comparisons of any two of the various studies that have been carried
out from time to time exceedingly difficult.
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Chapter 5. The Government!s Role in Resource Allocation

Aside from the pressure of environmental changes -- outgrowths of independence
and the demographic upswing -- the other major force working to alter the structure
of the economy between 1946 and 1960 was the resource reallocating activities of the
government of Ceylon. These were motivated partly by political and social philosophy
and partly by simple expediency but they did result in some sectors of the economy
being, in the net, subsidized and others being heavily taxed. Such disproportionate
government impacts on resource availabilities in the various sectors could not help
but lead to a certain amount of structural transformation of +he economy .

The main means of financing the government's contribution to economic developnent
in Ceylon has been its revenue system. Other methods of diverting resources to the
government's purposes have assumed some importance at times -- drawing down foreign
assets, assuming loan liabilities at home and abroad, and even, of late, inflationary

finance -- but the prime source of finance has always been the revenue system of tax

and nontax receipts.

THE SEARCH FOR GOVERNMENT REVENUE

Like so much else, the revenue system of independent Ceylon is a legacy from
colonial days. As such, it reflects the structure of the classical export economy
and the limited revenue needs of the colonial government. It would be a fortunate
coincidence if it should happen to be the revenue system best suited to the vastly
different revenue needs of the present-day government, which requires considerably
larger volumes of revenue from a system that provides (1) an elastic growth of
revenues as the income level rises, (2) reasonable year-to-year reliability without
excessive revenue instability, (3) easy and cheap enforcement, and (4) a pattern of
differential burdens on the various social and economic groups in the country which
conforms with the prevailing social philosophy and the economic interests of the

country. In many ways the inherited s7stem failed to satisfy these canons of taxation.



5.2

Modifications were essayed from time to time, but these achieved only very limited
success. |

In 1947-48, the first financial year of independent Ceylon, the inherited
revenue system brought in just over half a billion rupges.l Of this total, about
60 per cent was provided by customs duties, which had long contributed 50 to 75 per
cent of the government's revenues, depending on the level of foreign trade. Import
duties, which had been the largest single source of revenue since the nineteenth
century, aécounted for Rs. 177 million of revenue in 1947-48; they were collected
at an average rate of about 18 per cent of the c.i.f. value of imports. In 1947-L48
export duties gave somewhat less revenue than import duties: Rs. 137 million, which

amounted to about 14 per cent of the f.o.b. value of domestic exports. Besides
these major revenue sources several minor ones (e.g. port dues) also depended on
foreign trade.

Direct taxes were in existence but underdeveloped. A bare total of Rs. 100
million was raised in 1947-48 from an income tax (applying both to individuals and
to companies), a profits tax, an estate tax, and pension contributions (plus a
wartime excess profits tax, which had been replaced by the profits tax in 1947 but
was still yielding a certain amount of revenue in the form of arrears). The base
for these direct taxes was extremely narrow. The income tax at this time had an
exemption limit of Rs. 4,800 annual income (had incomes been up to 1953 levels, which
they were not, this tax would still have covered fewer than two per cent of the

‘country's income recipients)2 and only a 1 1/2 per cent tax rate in the lowest bracket.

lvarious delimitations of the government sector can be made. In this section reference
is to the central government, including such quasi-commercial activities as health
services, posts and telecommunications, and port facilities, but excluding the
government-run railroad and electrical networks. OSee Table A-~68,. below.

2Based on Central Bank of Ceylon, Survey of Ceylon's Consumer Finances, 1954, Table 10.
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The base of the profits tax was similarly narrow: it was that part of agricultural,
" business, or professional income that exceeded Rs. 50,000 or, alternatively, six per
cent of invested capital. The estate tax, too, applied to only a miniscule fraction
of the population; it had an exemption limit of Rs. 20,000 and its rates ran from one

to twenty per cent (during 1948 these were raised to three and forty per cent respec-

tively).
Table 5.1
Central Government Revenues, 1947/L8 - 1960/61l
(Rs. millions)
TOTAL
Export  Import Direct Commodity  Nontax REVENUES Overall

Year Duties Duties Taxes Taxes Revenues Surplus
1947/48 137.0 177.0 100.5 64.0 62.1 540.6 - 52.3
1948/k49 149.1 180.2 117.7 62.8 66.2 576.0 -115.1
1949/50 167.6 188.3 128.0 65.0 b 623.3 ~172.4
195C/51 282.7 2k5.0 14k, 3 8h.6 75.7 832.3 - 58.3
1951/52 227.3 259.9 218.1 78.3 86.2 869.8 -287.7
1952/53 193.2 250.6 243,5 92.8 87.8 867.8 -2k7.0
1953/54 259.1 ok 231.3 100.6 99.6 934.8 5.0
1954 /55 370.7 258.2 219.7 95.4 119.8 1,063.8 90.5
1955/56 322.1 286.3 313.6 112.1 122.8 1,156.9 - 65.5
1956/57 323.9 303.6 282.6 131.9 112.6 1,154.6 -2h5.5
1957/58 325.0 292.0 278.7 147.9 137.1 1,180.7 -273.3
1958/59 328.9 367.0 218.2 160.9 142.5 1,217.5 -hh2.8
1959/60 327.2 406.5 215.2 190.9 143.6 1,283.4 -458.6
1960/61 303.6  435.3 313.9 190.6 1h7.1 1,390.5 -490.9

lsource: Table A-60, below.

The remainder of the government's tax revenues were supplied by a stamp tax
and various excise duties. The former coverecd a wide variety of legal transactions
and the latter centered on gasoline, tobacco, and liquor. A1l told, tax receipts
made up 85 per cent of central government revenue. The remainder came from charges

‘or services and property income of various kinds.

The revenue structure was, of course, a reflection of the colonial economic
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structure. The heavy dependence of national income on foreign trade was the main
reason for the parallel concentration of the tax burden on the trading sector. It
was not, however, the only reason. FEase of administration and collection, the
desire of the colonial ruling class to avoid the more severely progressive forms
of direct taxation, the fact that the colonial regime had no need for more extensive
revenue sources, and the extremely low ability to pay of the masses also helped to
shape the revenue structure. Independence introduced a desire for more rapid growth,
some restructuring of the economy, more equitable income distribution, and additional
social services. The revenue system was called upon to serve a multiplicity of social
ends -- to redistribute income, foster the growth of particular sectors, discourage
certain kinds of consumption, and so on. Far and away its greatest problem, though,
was to raise the additional funds needed to finance the government's many programs.
Up to and through the Korean boom the inherited revenue system, with only a
few modifications, did a fairly satisfactory job of fulfilling the limited demands
made on it. Revenue from both export and import duties rose each year from 19L7-48
through 1950-51, with export duty receipts more than doubling and eclipsing import
duties at the top of the boom (import duties rose by 38.L4 per cent). Direct tax
revenue also rose satisfactorily (by 43.6 per cent), while commcdity taxes and non-
tax revenues were predictably less elastic. Overall, the revenue increases (which
came with essentially constant tax rates) were sufficient to permit a 50.2 per cent
rise in government expenditures accompanied by only modest levels of borrowing.l Even
this record is one of inelasticity with respect to income growth, though, since GNP
(by the Census and Statistics measure) climbed by about 60 per cent during this
period and revenue did not keep up. That the government was still running a deficit

at the top of the greatest export boom in recent history underlines this inelasticity

lgee Table A+63 , below.
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of revenue.

At the height of the boom in 1950 a number of changes were made in tax rates.
Import duties were reduced (they reverted to the levels at which they had stood
before being raised in December 1947). Income tax liability among the middle class
was lessened by raising the exemption limit. These were billed as "anti-inflationary"
measures but they did not attack inflation's cause. They would be more accurately
described as devices to ease the supply of imports and allow inflationary pressures
to work themselves out in the form of increases in import volume rather than price
rises, though this, too, might well be regarded as a form of inflation. Some attempt
was made to hold down the level of demand through export duties: the tea duty was
raised from 38 to hS cents per pound; a duty on rubber, amounting to 15 cents a
pound, was reintroduced and a two rupee duty was imposed on the minor export of pepper;
coconut duties were left unchanged except for a steep rise in the tax on copra. The
Minister of Finance stated in his budget speech that as a result of these measures
he expected an addition to customs revenue in 1950/51 of Rs. T71.25 million.l The actual
increase turred out to be more than twice that, Rs. 152.2 million.

Although there was naturally some accretion to government revenues during this
period of prosperity the revenue system was sluggish in its response. Such changes
in tax rates as were enacted were perhaps appropriate to the short-term stabilization
problem but they hardly tock full advantage of the revenue-raising potentials of the
situation. The magnitude of the opportunity to capture control of resources for
development which the Korean boom offered was not recognized until it was too late.

Since 1951 the government has been faced with the basic problem of trying to
increase its revenues and expenditures as a percentage of GNP during a period when

income generated in the export sector, its traditional source of tax receipts, was

lJ.R. Jayawardene, Budget Speech 1950-51, p. 19;
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rising much less rapidly than GNP (though imports grew a bit faster than GNP and,
strictly from the revenue-raising point of view, this helped). This attempt has
engendered a vigorous fight for revenue, in which the rates of most existing taxes
have been increased repeatedly and attempts have been made to impose new taxes of
various kinds.

Perhaps the most serious error made by the government at the time of the Korean
prosperity was to raise rates of export taxation too little and too late and thus
allow estate producers and traders to reap large windfall profits. In late 1951
this failure, for which the government had been roundly criticized, was corrected
by a change-over from a system of specific duties to a sliding scale of duties,
still levied on a per-pound basis but varying automatically with the price of the
commodity. Alas, the sliding scale proved to be just one more decision which came
too late. Almost immediately after its adoption the boom came to an end, prices
plummeted, and export duties slid to the minimum points on their scales.

Using hindsight, it is now clear that the colonial revenue system had failed
its crucial test. Neither by automatic adjustment nor by administrative action had
it been able to take full advantage of the unique opportunity for raising revenue
afforded by the world commodity bocm. The boom did, however, have the effect of
substantially increasing the revenue expectations of the government. It is clear
from a reading of the budget speeches of the period that the government was tacitly
assuming that revenues would continue at something like their 1950/ 51 levels.
Expenditures were planned accordingly. The conservative United National Party
government acquiesced to the food subsidy program, tewards which it had previously
been unfriendly, and even adopted measures which ultimately led to sizeable increases
in expenditures on the program: increasing the size of the ration, selling subsidized
rice in unlimited quantities outside the ration, and raising the GPS producer price

of paddy from nine rupees to Rs. 12 a bushel. Other brograms, some directly related
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to economic development and some much less so, were also refrgned along more generous
lines. There was no systematic effort made at the time to weigh the alternative
uses to which the additional resources might best be put; the various spending schemes
Just grew according to their natural bent. Meanwhile, populat expectations for the
provision of consumer goods and services, both private and collective, were soaring.
All these expectations were based on a woefully inadequate estimate of the
country's and the government's resources. With the end of the boom total government
receipts underwent their first absolute decline since independence. Income and
profits tax collections, which have about a two-year lag, continued to move up but
customs revenue sagged, dropping 8.9 per cent in 1952/53. The budget of that year
contained no new tax proposals at all. Instead, an economy-minded government tried
to meet the crisis by trimming current expenditure by a large enough amount to keep
either taxation or borrowing from increasing. The end of the boom was an especially
rude shock to the totally unprepared public. Vhen in desparation the government
resorted to successive cuts in the food subsidies popular discontent reached the
boiling point. The first forced change of government in Ceylon's independent history
followed, with Dudley Senanayake (who had replaced his father, the first Prime
Minister, upon the latter's death in 1952) resigning for "healih reasons" and being
replaced by Sir John Kotelawala, his leading rival within the United National Party.
The generally traumatic effects of the boom's culmination and its political
af’ermath, coupled with ever-mounting pressure on the government to satisfy both
the current and the long-term needs of the country, led to a demand for a thorough-
going review of the government revenue system. In time, a Taxation Commission
was aprointed. Its report, however, was not made public until 1955l and in the

meantime two more annual budgets had to be framed. In 1953 the import duty cuts of

lReport of the Taxation Commission, S.P. 17 of 1955.
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1950 an& 1951 were more than restored. Rﬁtes charged on government postal, telegraph,
railroad, and electrical services were raiscd. An excise tax was put on locally
grown tobacco. Income tax rates were raised and made more progressive. Despite these
rate increases revenue from both income taxes and import duties fell in 1953/5&, as
the size of the tax bases declined. Yet government revenue turned out to be 7.7

per cent higher than in 1952/53, in fact a record high. The reascn was the sudden
revival of the tea and coconut markets, which led to a whopping 34%.1 per cent gain

in export duty receipts. Aided by a substantial cutback in expenditures, the revenue
increase wiped out the quarter-billion rupee deficit of the preceding year and
replaced it with a small surplus.

Further gains in export duty revenue were made in 1954/55 as tea continued to
boom (though the coconut upsurge had proven to be short-lived). Export duty receipts
in that year totalled Rs. 370.7 million, by far the largest sum ever recorded,
before or since. Ironically, this record collection was achieved without the use of
the vaunted sliding scale which had been introduced in 1951. The sliding scale had
not been a success; it had been subject to manipulation by the larger export com-
panies to reduce their duty liability and had been dropped in October 1953. £lthough
the duty increase in May 1954 did help the government benefit from the boom not so
much revenue was raised as would have come in under the sliding scale. Leaning
heavily on tea, the l95h/55 budget stood pat and waited for the Taxation Commission's
report.

Unfortunately the Commission evaluated Ceylon's revenue structure from a false
premise. To express the government's intended expenditure on development it had only
the modest recommendations of the World Bank team, which had called for expenditures
of Rs, 1,600 million over a six-year period (there had been an additional Rs. 400
million worth of projects which might be carried out if adequate financing could

be provided). On this basis the Taxation Commission predicted that the prevailing



‘tax structure would produce anything from an overall six-year deficit off As. .=~
million to a surplus of Rs. 201 million.l It thus concluded ithat the overal: ieve:
of taxes was adequate, though it did suggest a number of specific changes to stimuiate
growth. Actual central government investment, however, ran close to two billicn
rupees. Since no one spelled out government intentions on current expenditures (the
government itself could not have provided an accurate prediction at this time) there
was a natural tendeacy to underestimate. The Commission counted on current expenditure
of Rs. 5,&99 million for the six years beginning in 1954. The actual total turned
out to be Rs. 7,048 million. |

The 1955/56 budget made a few revenue-seeking tax increases; the estate duty
was raised, as were some excise taxes and import duties on luxury consumption goods.
Total revenue rose slightly in 1955/56 (by 8.5 per cent) but tuis was more a lagged
response to the tea boom than a result of the minor rate increases in the new budget.
Meanwhile, government expenditures had now climbed back above Korean boom levels.
The Rs. 90,5 million surplus of 1954/55 turned into a deficit of Rs. 65.5 million.

Before the 1956/57 budget was presented to Farliament a general election took
place and, to the surprise of most observesr, the UNP, which had ruled since inde;en-
dence, was swept out of office and replaced by tlie "Peoples' United Front" (Mahajana
Eksath Peramina; MEP), led by Mr. S.W.R.D. Bandaranaike. From 1956, with a more
ambitious and more populaply sensitive government in power, the growth of government
expenditures, both current and capital, was to accelerate rapidly and the pressure
on the Finance Minister to uncover new sources of revenue was to become increasingly
intense.

At first, though, there was little action on the tax front. In 195¢ 57 there
were small increases in rates of inccme and estate taxation and minor adjustments in
apurt duties. Government receipts were virtually unchanged from 1955'56, though,

as declines in tax bases offset slightly higher rates. Again in 1957/:58 scattered

1. Dl 30.
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rate increases had little ultimate effect on revenue. At this point the first of
several new taxes, designed to broaden the tax base, was introduced: & bank Yebits
tax, amounting to one-tenth of one per cent on all debits to current accounts in com-
mercial banks. Still total revenue stagnated and the deficit rose.

| Now came the vicit of a notable Toreign expert in taxation. Nicholas Kaldor

was invited to survey the system of direct taxation and meke recommendations for

its fundamental revision. Kaldor's proposals were designed to make it possible for
the government to rely more heavily on direct taxation in the future. He suggested
.tightening the income tax as applied to individuals by taxing capital gains, greatly
reducing the range of‘deductible business expenses, and making compulsory the
aggregation of children's income with that of their parents. Vith regard to business
taxation, he advocated merging the profits and income taxes, abolishing tax con-
cessions on the commencement and cessation of businesses (these had been exploited
by companies and partnerships which had liquidated in years of high profits and
reformed in years of low profits), and granting liberal investment allowances.

Three new personal taxes were proposed. The net wealth tax was to take a small
percentage of the net wealth of families possessing over Rs. 100,000 in net wealth
each year. To compensate for a recommended cut in the progressivity of the inceome
tax scale in the highest brackets, an expenditure tax was promulgated; it provided
for the taxation, at rates starting at 25 per cent and rapidly progressing to 300
per cent, of expenditure over and above a Rs. 10,000 allowance (for a single person),
excluding certain categories of business and investment expenditures and "necessitous"
personal expenditures. The third personal tax, the gift tax, vas designed to prevent
the avoidance of the estate duty by meahs of gifts made during the lifetime of the
donor; its rates were set so as to equalize the tax burden between the two metheds

Jf bequest. Finally, Kaldor espoused a nev system of tax administration, vwhich
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featured automatic reporting on a single form for all the personal taxes.l

The 1958/ 59 budget put into effect most of the Kaldor reforms, in at least
prezimate form. The taxation of capital gains (though not at the rate applying to
ordinary income, as Kaldor wanted), disallowance of certain business expense deduc-
tions (again, in less stringent fcrm), aggreration of family incomes, cbolition of
the commencement and cessation provision, immediate depreciation of new investiments,
abolition of the profits tax, and other reccmmended features were all added to the
income tax law. A perscnal tax, which included the wealth, expenditure, and gift
taxes of the Kaldor proposals, was enacted. The nevw tax called Lor higher exemption
levels and lower rates of taxation on both expenditures and wealth than Kaldor had
proposed. But the administrative reforms advocated by Kaldor were not brought
into being and this ommission was soon tn have serious consequences.

The 195€/59 budget speech marked a new departure in government finance in Ceylon.
Projected expenditures were at an altogether unprecedented level. Yet the Finance
Minister said that he did not expect the revised system of direct taxation to yield
any appreciable revenue gains during the year to ccme.2 The export crops, he said,
were in no position to stand additional duty impositions. Only import duties were
left and some increases were made there: on oil, tobacco, and lusury cars (the last
of these now almost prohibitively taxed and thus yielding little revenue). The
speech left unresolved the question of how;%hgigggigated deficit of Rs. 464.6 million
which remained after predicted receipts from the duty increases were added in; this

was the first time that such a large deficit was not covered somehow in the budget

1 .
The Keldor proposals are embcdied in Nicholas Kaldor, Suggestions for a Comprehensive
Reform of Direct Taxation, S.P. 4 of 1960.

o
“Stanley de Zoysa, budget speech, Hansard, vol. 31, no. 12, July 17, 1958; revealingly,
this is the only budget speech since independence which was not published as a
separate ramphlet by the Department of Information.
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estimates, if only by planned borrowing. What in fact happened was that income tax
receipts fell of sharply (as a lagged response to the three lean years through which
the export sector had just passed and as a result cf the complications of switching
over to the new tax law) but import duties compensated for this decline as import
expenditures soared to record heights. The net result was that the deficit turned
out to be Rs. 442.8 million, easily a record but a little less than expected.l

1959/60 was a year of marking time while the external position of the economy
worsened rapidly. It was estimated that Rs. 32 million would be raised through a
number of import duty increases but the continuing large vclume of imports led to
an actual increasc in revenue from this source of Rs. 73.4 million. The rise in
expenditures was slightly greuter, though, so the budget deficit was even greater
than in 1958/59.

By the time the budget for 1960/ 61 was announced a nev sct of duties and excise
taxes, intended to yield Rs. 55 million, had come into effect. The budget aimed at
a furtner revenue increase of Rs. 130 million, to be raised partly through a 15 per
cent surcharge on the income tax and incrcases in scme fees and excises. More impor-
tant, though, four new taxes were grafted on to the already complicated tax struc-
ture. A land tax of Rs. 15 per acre of agricultural land was enacted; plots under
100 acres and land under government-sponsored replanting and rechabilitation schemes
were exempted and the tax was made non-additive with the wealth tax, only the higher
assessment of the two being charged. A second levy was the share capital tax, of

Rs. 50 per Rs. 10,000 of share capital, to be levied on nev companies incorporated

lThe Rs. 367 million collected in import duties in 1958/59 signalled the failure

of the attempt to stop the rise of imports by raising duty rates; see pp. 6.13 -
6.20 below.
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after September 15, 1960. Thirdly, a business registration tax of Rs. 1,000 for
non-nationals and Rs. 250 for nationals was enacted. Finally, a visa tax of Rs. 400

a year was imposed on foreigners resident in Ceylon for longer than three months.,

The Finance Minister affirmed his expectation that the land tax would add Rs. 15 million
to revenues, the share capital teow teil million, the business registration tax Rs.

50 million, and the visa tax 15 Gitlion. !

Collections under ﬁhese nev taxes, particularly the share capital and business
registration taxes, did ntf‘éome up to the finance Minister's optimistic expectations.
An overall revenue increase of Rs. 107 million over 1959 60 was rcecorded, but this
was thanks largely to a recovery of income tax collections.

The further convoiutions of Ceylon's revenue system lie outside the time period
of this section. Suffice it to say that through 1960 the frantic search for revenue
increases through direct teaxation had proven a failure and that only rising import
duty collections kept the governmment's finances from deteriorating more than they
did. What did occur was bad enough, since by 196(/ 61 the deficit was up close %o
half a billion rupces and a sm2ller and smaller proportion of it was being covered

[n)
by noninflationary domestic or foreign borrowing.”

THE ELASTICITY AND RELIABILITY OF REVENUE

It is clear that Ceylon's revenue system had proven to be deficient by several
of the criteria on which it should logically be judgzed. It has been inelastic with
respect to income growth because it relied so heavily on foreign trade at a time

when the trade sector was lacking in dynamism. Despite a general upward trend in

lFelix R. Dias Bandaranaike, Budget Speech 1960-61, pp. 25-26.

2See pp. 6.4 - 6.5, below.
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import duty rates, it proved hard to raise the proportion of the tax base collected
(see Table 5.2). Part of the problem, vhere import duties are concerned, is the
conflict with other policy objectives. It is axicmatic that excluding imports to
protect local industry or to reduce the balance of payments deficit reduces the
usefulness of the import duty as a revenue device; through 1960, though, policies to
promote these other gozls often failed and revenue did not suffer much in practice.
Another limitation on the expansibility of duty receipts is demand elasticity for
imports in Ceylon; there comes a point at which further duty increases will reduce
quantity demanded Ly enough to cut into duty receipts and by 1960 this point was
being reached for many goods. Export duties run into even clearer limits as revenuc
sources. Even if the government is willing to tax at a very high rate it must
avoid bankrupting the estates, since the incidence of the tax is mainly on the
producer. Customs duties as a vhole were capable of only a little expansion relative
to national income, as Table 5.2 shows.

Table 5.2

Export and Import Duties as a Percentage of their
Tax Base and of GNP, 1947/48 - 1959/ ot

Export Duty as a % Import Duty as a % Customs Revenue

Year of Exports f.o.b. of Imports c.i.f. as a % of GNP
1957/48 13.8 16.0 11.2
19&8/h9 15.4 17.6 10.9
1949/ 50 13.6 17.5 9.7
1950/ 51 14.9 16.8 11.9
1951/ 52 14,6 15.9 10.7
1952/53 13.9 15.6 9.9
1953/ 54 15.7 16.2 10.7
1954/ 55 20.1 18.0 12.3
1955/-56 18.1 18.6 11.9
1956/ 57 19.6 16.4 12.1
1957/ 58 23.3 18.6 11.k
1958/.59 18.4 18.2 12.2
1959/ 60 12.2 19.5 12.3

lAll data stated in financial years; GNP is the Census and Statistics Department
concept. Source: Ceylon Customs Returns; Statistical Abstracts.
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Over most of the period from independence to 1960, direct taxes showed a
greater elasticity, relative both to their tax base and to national income as a
whole, than customs duties. Primarily as a result of a long series of rate increases
but also because of income spurts in 1951-52 and 1954-55 the relative impact of
these taxes rose steadily (see Table 5.3). Still, the highest percentage of national
income ever mobilized through direct taxation was only 6.1 per cent, in 1955/56.
Direct taxes on individuals (income and estate taxes) ran around ore or two per
cent of personal income. The reason for the relative unimportance of direct tax
collections was, of course, the narrow range of application of these taxes. During th
1953/5k assessment year, to take just onc example, only 46,014 individual income
tax assessments were made, covering inceme of Rs. 598.7 million, or 14,5 per cent
of all personal income earned during the peri od.l This narrowness of the tax base
persisted throughout the period and was the main cause »f the failure of direct
taxation to become more important. Starting in 1958/59 direct tax collections and
especially income tax receipts underwent an absolute decline. The cause of the
decline was an overloading of the administrative machinery (already heavily burdened
by the cumbersome procedure used in applying the income tax) which resulted from the
precipitate application of succeeding rounds of tax reform. These difficulties
had been largely overcome by 1960/61.

Commodity taxes and nontax revenues, almost by their very nature, are limited
and inelastic sources of government revenue. Excise tax rates were raised very
rapidly during the late fifties but they still remained a relatively unimportant

part of the revenue system. The only reform which could have promoted commodity

14.R. of the Commissioner of Inland Revenue for 1954, p. 15; some further assessments
covering the year in questlon were made later, so the coverage was actually a bit
broader than the above figures suggest.
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taxes to a major role would have been the levy of a general sales tax. This was
talked about from the mid fifties on and actually tried in 1962, but badly mis-

managed and withdrawn a few days after its introduction. Most nontax revenues --

fines, charges, sales -- are incidental byproducts of government policies in other
fields -- land policy, the existence and profitability of state corporations, the
amount of business done by the ports -- and can seldom be manipulated very much

for revenue raising purposes.
Table 5.3

Direct Taxes on Individuals as a Percentage of Personal
Income and Total Direct Taxes as a Percentage of
National Income, 1947/48 - 1959; 501

Direct Taxes on Individuals Total Direct Taxes as a %
Year as a % of Personal Income of National Income
19h7/48 . 3.6
1948/ 49 . 3.9
1949/ 50 . 3.5
1950/ 51 1.4 3.3
1951/ 52 2.1 4.8
1952/ 53 2.3 5.b
1953/ 5k4 2.2 k.9
1954/ 55 1.9 5.3
1955/ 56 2.3 6.1
1956/ 57 2.1 5.5
1957 58 2.1 5.1
195¢ 59 1.7 3.8
1959/-60 1.5 3.6

lsource: Table/.;~, below; Statistical Abstracts.
2

National income is measured by the Census and Statistics Department concept.

Taking all revenue sources together, how successful was the attempt of the
government to appropriate an ever-increasing proportion of national income to its
own uses? Through the mid fifties a fair degree of success was achieved (see Table
5.4). In 1955/56, revenues, riding the crest of the tea boom, topped 20 per cent
of GNP. It was only after that year, though, that serious attempts were made to

increase tax revenues by raising tax rates and these attempts were not notably
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Successful. By 1960, in fact, the proportion of national income collected had
actually slipped slightly. The main reason for this slippage was that export mar-
kets were weak and that export duty collections (these duties are progressive in
everything but name, since rates are raised when prices go up and reduced when they
fall) were thus actually lower than in the mid fifties. What economic growth there
had been was mainly in production for the domestic market. Much of the new output
was produced by recently founded firms which enjoyed various exemptions froem direct
taxes. Then there was the administrative disruption connected with the new tax
system. And finally, many suspect that higher rates of direct taxes have meant

increased tax evasion, though this cannot be proved.

Table 5.4

Government Tax Revenues as a Percentage of GNP,

1947 /hE - 1959 /€0

1947/48  17.0 1952453 17.h4 1957758 19.3
1948/L9  16.9 1953/54  17.8 1958/59  18.9
1949/50  15.0 1954/55 18,5 1959/60 19.1
1950751  17.1 1955/56  20.2
1951752 17.3 1956/57  20.1

Source: Table §-6Q. below; Statistical Abstracts.

Aside from its lack of Jong-run expansibility, another fault of Ceylon's revenue
svstem has been that a certain ameunt of year-to-year unreliability follows naturally
from its reliance on foreign trade. This shortcoming should not be cxagzerated,

In only one year, 1952/53, when exports suffered a catyclysmic decline, did total
revenue actually fall. Otherwise, the authorities have been able to count on at

least some rise in revenues each year. Particular revenue scurces have been far

less reliable. Export duties, which account for over a quarter of total revenues
in an average year, have registered gains as large as €8.7 per cent and drops

of 19.6 per cent. Import duties, too, have shown an occasional drop, despite the
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steady upward trand in their base. A saving grace of the system, though, is that
income taxes are collected with a lag averaging about two years and thus peak later
than customs duties (export duties rise first, import duties about a year later,
and direct taxes a year after that). This series of lags greatly smoothed the
transition following the Korean boom. Given the openness of the economy total

government revenues have been remarkably dependable.

Table 5.5

Revenue from Selected Sources as a Percentage of
The Previous Year's Revenue, 1947/48-1959/60

Import Export Income Total Tax Total
Year Duties Duties Tax Revenue Revenue
1947/48 106.2 16k.5 112.3 118.1 117.2
1948/ 49 101.8 108.8 123.5 106.5 106.1
1949/ 50 10k4.5 112.4 102.5 107.7 108.2
1950/ 51 130.1 168.7 122.8 137.8 134.1
1951/ 52 106.1 80.4 152.4 103.6 0k:7
1952/ 53 96.k 85.0 111.1 99.6 99.6
1953/ 5k 97.k4 134.1 95.0 107.1 108.0
1954/ 55 105.8 k2.1 98.8 113.0 113.5
1955/-56 110.9 86.9 139.0 109.5 108.6
1956/ 57 106.0 1C0.6 9%.9 100.8 99.8
1957/ 58 96.2 100.3 95.2 100.2 102.4
1958/ 59 125.7 101.2 101.2 103.0 103.3
1959/ 60 110.8 110.8 97.3 106.0 105.6

Source: T-ble )-60, below.

THE RISE OF GOVERNMENT EXPENDITURES

Reference has already been made to the ever-rising demand for government expen-
ditures of all kinds. These expenditures can be divided into four basic categories:
(1) expenditure on current goods and services (these may or may not be closely
related to economic development), (2) expenditure on capital goods, (3) transfer
payments and subsidies, and (4) net loans of the government to private and local
bodies. Table 5.6 shows the broad trends in each of these as far as the central

government is concerned in the years since independence.
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As the table indicates, all kinds of expenditure rose substantially from indepen-
dence through 1960. The rates of increase were by no means equal, though. While
capital expenditure went up 162 per cent transfer payments rose 218 per cent and
current expenditure increased by 234 per cent. The type of expenditure which
presumsbly contributed most to the economic growth of Ceylon thus fell as a percentage
of total expenditure. Government investment started out at about a quarter of total
central government spending and on two different occasions was pushed by strenuous
efforts up to 30 per cent, but by the decade's end it had dropped back again to
little more than 20 per cent of the total. Current expenditures and transfer pay-
ments also had their ups and downs, but by the end of the period they were propor-
tionally a little greater than they had been at the beginning. Current expenditures
and transfers were not without their contributions to economic growth but in general
Ceylon government finance in this period is a story of the more essential kinds of
expenditure (from the growth point of view) being elbowed aside by the less essential.
The cause of this phencmenon is political. At all times during the period Lhe
effective political pressures for consumption and transfer spending outweighed the
drive to create new capital assets. It was the government's misfortune to be
committed in a fairly rigid way to .oughiy constant per capita expenditures on a
variety of consumption services -- notably educaticnal and health services -- and
to the provision of subsidized food and other forms of transfer payments, also on
a per capita basis. The rapid increase in the size of the population for which
these services had to be provided, coupled in some instances with rises in the
per-unit cost of providing the services, pushed the tctal bill to the government up
at a brisk pace. Caught between these ris’ug service bills and the relative
inelasticity of government revenues, capital expenditures suffered.

These commitments to provide current services had their origins in the

decade of the forties. For example, food subsidization for the consumer started as
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a natural outgrowth of wartime rationing but both the subsidization and the rationing
were permitted to linger on long after their initial justification had disappeared.
During the war the program had been a relatively expensive one, since consumer
prices were held constant while the cost of imported rice rose, but in the late
forties increased world food supplies brought the cost down and reduced the burden

on the government. The efforts of the government to provide cheap food and thus
block any rise in living costs during the Korean period have already been alluded

to. By 1952 they had resulted in rice being sold to the consumer at less than
one-third its imported cost. In 1951452 & third of government expenditures went

to subsidies and food subsidies bulked large within the total (that government
revenues were allocated in this way is another indication of the shortsightedness

of the government attitude towards the boom). The later turnzbout, with the
announcement in July 1953 that all net subsidization of food would cease, and the
violent demonstrations and forced change of government which followed sealed the
political commitment t« food subsidies once and for all. The UNP government, anxious
to make up for past misdeeds, raised the per capita ration to two measures a week
for all persons in November 1951+l (it had previously been two measures for manual
workers and 1 l/k measures for all others) and cut the price from 55 cents to 50
cents in May of the following year. Under the MEP government which followed in

1956 the price was eventually reduced to 25 cents. These moves to liberalize the

food subsidy simply accelerated the effects of population rise cn the total subsidy

bill.

14 "measure” equals about two pounds.



Table 5.6

Types of Central Government Expenditure, 1947/48 - 1960/61l

Current Capital Transfer Net Loans
% of % of % of % of TOTAL
Year Rs. mln. Total Rs. min. Total Rs. mln. Total Ks. mln. Total EXPENDITURE
1947/48  260.6 L, 0 152.5 25.7 172.7 29.1 7.1 1.2 592.9
1948/49  293.6 4o.5 209.2 30.3 158.6 22.9 29.7 4.3 691.1
1949/50  321.7 Lo.h 2h1.6 30.k 141.5 17.8 90.0 11.4 795.7
1950/51.  383.6 43.1 228.7 25.7 2h6.4 277 31.9 3.6 890.6
1951/52  420.7 36.3 320.7 27.7 382.7 33.1 33.k 2.9 .1,157.5
1952/53  457.3 41.0 316.5 28.4 278.6 25.0 62.4 5.6 1,114.8
1953754 L470.1 50.6 253.8 27.3 147.9 15.9 57.8 6.2 929.8
1954/55  526.2 54.1 295.1 30.3 191.0 19.6 -39.0 - 4,0 973.3
1955/56  s5L47.1 4.8 307.8 25.2 288.4 23.6 79.1 6.5 1,222.4
1956/57  595.3 L2.5 298.8 21.3 3h1.h bk 164.5 11.7 1,k00.1
1957/58 684.6  L7.1 350.4 k1 Lo6.5 28.0 12.9 0.9 1,hsk.2
1958/59  790.1 47.6 357.2 20.5 480.4 27.6 56.9 3.3  1,7hk2.0
1959160  871.7 46.3 399.0 21.2 549,3 29.2 61.4 3.3 1,881.k

lSource: Table A-61. below.

Looked at from a real resources point of view, the consumer food subsidy (like
21l transfer payments) is simply a device for redistributing inccme from taxpayers
to transfer recipients, basically from the wealthy to the poor. As such it must
be attacked or defended on simple equity grounds. It does not reduce the quantity
of resources available for the use of the government for current and capital expen-
ditures. But the government of Ceylon did not look at the food subsidy and its
other transfer programs in this way. Expenditures on transfers appeared in the
government's accounts and it looked on them as a drain on its resources, as indeed
they were in a financial sense, and saw the rise in spending on transfers as an
occasion for cutting down on expenditures in other lines. Because of this outlook
the more equal income distribution produced by the food subsidy and other transfer
payments was achieved only at the cost of a certain amount of growth-inducing
investment expenditure.

Since the tide was turned in 1953 transfers made to consumers via the food



subsidy have slipped somevhat in importance relative to otlier types of subsidies
and consumer transfers. As Table 5.7 shows, subsidies to food producers (already
discussed, pp. 4.56 - 4.59, above) and to government corporations and transfers to
individuals in the form of social security benefits, welfare payments of various
kinds, and interest on the public debt have assumed much greater inportance. The
general line of explanation for most of these is similar to that of the food subsidies:
t he government has taken on fairly ambitious commitments in each of these arees
and then stuck with them as their total cost has climbed. In only one case, that
of subsidies to public corporations, was it the adoption of new policies (in this
case the founding of new public corporations, most of which proved to be unprofitable,
at least at first) rather than the continued execution of old pclicies which was
the key to the scaring transfer expenditures. As regards producer subsidies, the
impact of the commitment on economic growth is by no means entirely negative, however,
as the story of the GP3 paddy scheme suggests.

Table 5.7

Types of Subsidy and Transfer Payments, 1950-60%
(Rs. millions)

SUBSIDIES TRANSFER PAYMENTS

TJTAL:
SUBSIDIES

To Public To Interest Social PLUS
To Food  Corpora- Private on Public Security Fond TRANS~

Year Producers tions Firms TOTAL Debt Benefits "Subsidy" Other TOTAL FERS
1950 0.8 6.8 6.3 13.9 20.2 31.4 59.0 L47.6 158.2 172.1
1951 0.3 8.5 6.0 14.8 21.9 35.5 160.4 54,8 272.6 287.k4
1952 0.1 10.9 6.1 17.1 2.8 Lo.k 217.5 65.4 348.1 365.2
1953 1.7 18.1 7.2 27.0 31.1 L3k 96.7 61.8 233.0 260.0
1954 8.9 k.6 2.2 25.7 35.3 50.7 9.5 56.3 151.8 177.5
1955 55.5 36.4 5.0 96.9  33.6 52.1 - 8.6 57.5 134.6 231.5
1956 h3.4 55.1 8.3 106.8 3h.2 63.4 k2.6 71.2 211.4 318.2
1957 €8.8 55.4 17.7  1k1.9 35.7 70.2 38.3 86.9 231.1 373.0
1958 85.1 61.4 31.0 177.5 37.9 80.5 35.5 99.1 253.0 k430.5
1959 89.3 62.4 22.9 174.6 46.3 91.8 €8.8 95.7 302.6 Uu77.2
1960 124k.9 57.9 9.9 192.7 57.0 ok.8 81.9 100.0 333.7 526.4

lSource: Table A-3, below. This table differs from Table 5.6, above, in that it in-
cludes all levels of government, goes by calendar rather than budget years, and nets
out transfers from central government to local governments; its total is thus not
comparable to the figure for transfer expenditure in Table 5.6.



The mechanism working to increase current government expenditure was very
similar to the one operating on transfer payments. The colonial government had
assumed fairly smbitious obligations in the areas of education, health care, trans-
portation, and communications. The independent government accepted these obligations
in all cases and in several areas enlarged upon them. For instance, the already
impressive commitment in education was enlarged to a guarantee of free education
from kindergarten through university. Of course, facilities could not be provided
to allow everyone who wanted this free education to have it, especially at the
highest levels, but a valiant attempt was made. Despite a 50 per cent rise in the
school-age population between 1946 and 1960l the percentage of t'.ese young people
who were enrolled in school was raised from just over 4O per cent to more than
60.2 Hundreds of new schools were opened and thousands cf teachers hired. The
literacy rate and other indicators of educational achievement rose. The story
for health services is similar. Despite heavy pressures on facilities enough new
hospital beds were provided and enough nurses and doctors trained to raise the
level of medical services relative to total population. In other areas, such as
road maintenance and telephohe service, past standards were scmetimes permitted
to deteriorate but in general the commitment to maintain past services and do this
on a per capita basis where appropriate was recognized and met.

It would not be currect to regard the provision of current services by the
government as entirely competitive with economic growth. Most current services
can be construed to contribute something to growth, though some types are clearly
more closely related to it than others. Table A-5, the relevant part of which is
duplicated in Table 5.8, below, breaks current expenditure into two categories:
general expenditures, which represent the “averhead cost" of government and bear

only a tenuous relation to economic growth, =mnd developmental expenditures, which

lsee Table A-11, below.

ESee Table A-14, below.
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by supporting investment outlays on ecither human or physical resources make a
direct contributicn to the development effort. As the table suggests, trends in
the proportion of current expenditure devoted to these two types of activities
leave something to be desired. Through 1955 general expenditures rose faster than
developmental expenditures. In part this rapid rise in the overhead costs of
government was attiributable to increasing defense requirements; Ceylon had been
fortunate in needing to devote only a very small percentage of its resources to
military expenditure at first, but internal unrest -- principally in 1953, 1957, and
1958 -~ eventually led to a ten-fold increase in military spending over the decade.
Also, though, administrative expenditures moved steadily upyard as government emmloy-
ment rolls lengthened and wage and salary increases were granted to various groups
of government employees. nly in 1959 and 1960 was the 1iAd placed on general expen-
ditures; at that time the rate of increase was slowed/Ck“g;ough that the percentage
of current expenditure going for developmental purposes coculd be raised (though it
ended up below its 1950 level in 1960). The rise in expenditures on education and
health has already been commented upon. Government commitments in most other areas
of social services and for all economic services were less firm, so these areas
tended to be squeezed in a manner simitar to capital expenditures. Only in the last
two years of the decade were substantial increases in spending on these important
services -- community development, irrigation maintenance, road repair, and many
others ~- achieved.

Left tc compete on rether unequal terms with expenditures on current, geods
an. services, goverument investment in Ceylon has had a checkered history. Through
1960 it increased neither so much nor so regularly as current spending. Besides
having to compeie disadvantageously with current expenditures, capital expenditure
faced two &dditional liabilities., Ior one thing, planning investment projects is
more of a job than continuing or even extending current spending programs; often

investment projects must be integrated into a full-blown national plan and this
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entails still more time-consuming delays. Secondly, even after investment plans
are drawn up investment expenditure is harder to execute than current spending;
capital expenditure has thus tended to take up a smaller proportion of actual

government spending than it did of the original budget allocations.

Table 5.9

Types of Current Government Expenditure, 1950—60l

GENERAL DEVELOPMENTAL

Admin- % %

istra- of all Edu- Other of all | TOTAL
Year tive Defense TOTAL Current | cation Healtn social Econeomic TUTAL Current |{CURRENT
1950 88,6 7.6 96.2 23.1 97.4  65.2 7.2 75.8  246.0 1.9 | 3he.e
1951 106.9 11.1  118.0 29.5 108.9 72,6 9.6 90.2  281.5 70.5 | 399.5
1952 103.5 8.4 121.9 27.7 122,80 8k, 12,8 o8k 318,77 72.3 | Who.6
1953 115.3 29.2 1bkhk.s5 30.7 126,85 88.9  12.5  97.3  325.5  69.3 | 470.0
1954 120,k 30.2  150.6 31.1 125.5 91,7 2.0 9k.0  333.2  63.9 [ 483.8
1955 138.6 27.5 166.1 31.3 k07 95.3 0 2203 a12.h 0 367 68.7 | 530.8
1956 148.7 3.2  179.9 31.7 149.9 10k 22,9 1114 388.2 0 6R.3 568.1
1957 167.8 hi.2  209.0 30.7 171.9 112.h 0 1807 1264 h29h 67.3 | 638.4
1958 179.3 66.2  2h5.5 32,9 196.5 126.h 33,1 1ke. s00.1 0 67.1 | 7L5.6
1959 188.9 71.9 260.& 31.L 232.3 14,6 51.6 1kz.2 57007 68.6 631.5
1960 198.7 7L.3  270.0 30.9 201.0 146.% 95.1 161.3  603.8  69.1 873.8

1
Source: Table A-5, below.

ECONOMIC PLANNING

For a number of reasons, economic planning in Ceylon has never measured up to
its potential. Several national plans have been drawn up, reflecting a recognition
of the need for economic development and a desire to conceive and implement an
investment vprogram to enhance growth, but these have never become a major effective
force in guiding investment allocations. The effective decision-making unit within
the government has remained the ministry (rather than the various planning institu-
tions which have been set up from time to time) and the main decision maker the
minister (rather than the plannerj. How much investment expenditure is made in

each area is thus likely to depend more on the vigor and political influence of the



minister involved than on any preconceived scale of national priorities.
Economic planning of a sort began even before independence. In the Post-Var

Development Proposals of 1946, ministry plans to smooth the conversion to peacetime

production and "...to raise the standard of living by designed action, to maintain
full employment, and to provide [*the people_7'with the opportunities to lead a
fuller lifc"l were published. Added together, the ministry proposals took the form
of a national pl .n, though they were really scmething less than that. They envisioned
the spending of' Rs. 1,739 million on capital projects by the government and laid

out the genernl order of priorities which reipgned throughout the UNP regine.

Communications and works (Rs. 500 million), agriculture and lands (Rs. L20 million),

2

and education (Rs. 372 million) were to receive the bulk of the funds. Diversifi-
cation of agriculture, the promotion of Bry Zone colonization by peasant agriculture,
and the building of infrastructure were given prime emphasis. Plantation agriculture
was generally ignored and industry received cnly nominal allocations. Emphasis on
industrialization was in fact deliberately scorned: the ministers proclaimed that
they could think of few prospectively efficient industries; the level of protection
would be reduced in the future so as to prevent the formation of inefficient industry.

Although the Post-War Development Proposals were little more than an intellectual

exercise they did represent the kind of thinking which guided policy through the
early UNP years. Central government investment expenditure grew from year to year,
rising from about Rs. 150 million in 1947/48 to over Rs. 300 million in 1951/ 52 and
1952/53. As has already becn mentioned, investments in electricity, land development,
and other pet projects of the UNP govermment were cut back in the adjustment to

the post-Korean slump; central government capital expenditure fell to just over

lPost-War Development Proposals, l9h6, D V.

2. . .
Ibid., p. 51.
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Rs. 250 million in 1953/54. The cut was restored in the following year, though, and
the total continued tc run at about Rs. 300 millicn through the rest of the UNP era.
Several flurries of activity in the field of planning during the UNP years had
relatively little effect on actual investment allocations.l With the formation of
the Colombo Plan in 1950 the Ceylon government was called upen to submit a six-year
development plan for the pericd beginning in mid 1951. Tts submission was an extremely
modest proposal to invest Rs. 1,359 million in the economy, Rs. 503 million of it
in agriculture, Rs. 375 million in social services, Rs. 297 million in transportation
and communications, and much smaller sums in power and industry. The plan was purely a
pro forma exercise and had no influence on poll.icy.f3 Then in late 1951 came the
visit of a World Bank team, which nroduced an exhaustive analysis of Ceylon's develop-
ment prospects and also a propcsed development plan for the years 1953-59.3 A
modest plen, the IBRD proposal lcoked for government investment of Rs. 1,600 million
over the six-year periocd. Its emphasis was heavily on agriculture (and on irrigation
and land development within agriculture), transportation, and power; health and
education also received substantial allotments but industry was virtually neglected.
The report thus reflected the familiar UHP priorities but became & pelitical foot-
ball when it was attacked by politicians te the left of the government for being
insufficiently ambitious in bpoth its growth and its siructural transformation geals.
In any case, the plan had little influence on actual investment allocations, less
because of the raging debate over national pricrities than because soon after its

publication came the commodity price slump and growth began to teke a back seat to

YThe 1947/48 and 1948449 budget speeches were published by the Information Department
as A Gix-Year Plan for Ceylon, which they were only in the general sense that they
stated long-run goverament intentions in several economic fields.

2See The Colombo Plan for Co-operative Economic Development in South and South-East

Asia, Report of the Commonwealth Consultative Committee, London, 1950, pp. 28-32.

3International Bank for Reconstruction and Development, The Econcmic Development of
Ceylon, Baltimore, 1953.
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stabilization policies.

Caly in 1954 was a serious plan produced by the Ceylon government itself. The

Six-Year Programme of Investment 1954/55 to 1959/60 was only a plan for government

investment and not a full national plan but it did represent an attempt to coordinate
the investment decisions of the various ministries and fit them into a general frame-
work., The plan indicated a desire on the part of the government to accelerate its
investment rate; total planned government investment over the six years amounted

to Rs. 2,529 million. The system of priorities had. changed little from earlier
periods: public utilities and agriculture between them were to receive about 10

per cent of the aggregate sum invested; social services were downgraded somewhat

but industry remained a minor concern. Like its predecessors, the Six-Year Programme

was destined to have little effect on policy. The UNP government which drew it up
remained in office only long enough to write the budget in two of the six years
covered by the Programme and when the MEP came to power in 1956 it brought with it
& quite different idea of how public investment should be allocated; the Six-Year
Programme thus became a dead letter.

Though economic issues had not played a major role in the defeat of the UNP
government the new government did come into office possessing a conviction that
economic development was being mismanaged and that improvements were called for.
Of two things in particular was it convinced: that the government should play a
more vigorous role in development and that the promotion of industry should be
given a much higher priority than it had received hitherto. The MEP government
set about drawing up a new national plan which would express these convictions. An

unprecedented degree of interest in planning was engendered by the Ten-Year Plan

vhich finally emerged in 1959. The new plan was for the first time a plan for the
whole national economy, embodying programs for ihe government to follow not just

in regard to public investment but also in other aspects of government policy including



5429

ways of influencing the decisions of the private economy. The plan was designed,
according to its chief architect, as an exercise to show that despite the relatively
unimpressive growth record of recent years it was possible to draw up a plan con-
taining reasonable magnitudes which could overcome Ceylon's economic problems and

set income and employment upon a satisfactory growth path.l As such, it was ambitious
though not impossibly so. For public and privete sectors together totel iavestment
over the ten years 1959-68 was to come to Rs. 13,600 million; this meant annual
investment of Rs. 1,360 million, as compared with the then current figure of about
Rs. 800 million.2 Relative allocations were greatly altered from past plans: agri-
culture was downgraded and industry moved far up the priority scele (agriculture

wvas to get Rs. 3.1 billion in total investment, industry Rs. 2.7 billion); investment
in social services, transportation and communications, and other areas trailed
behind in positions of secondary importance. Technically an elegant document, the

Ten-Year Plan then went on to calculate in great detail the policy ramifications in

various sectors of its proposals. But as things were to happen, it too failed to
become a working document.
A combination of changes in the economic environment and political instability

doomed the carefully worked out Ten-Year Plan. “ithin just a few months of its

publication the Prime Minister, Bandaranaike, was assassinated and the worst periocd
of political turmoil since independence was ushered in, featuring three governments,
two general elections, and innumerable minor political crises in the course of less

than a year. Simultaneously, the econcmic positiocn of the country approached crisis

lGamini Corea, formerly Secretary of the Planning Secretariat and now Director of
Research of the Central Bank of Ceylon, in an interview, June 27, 1963.

2The climb was to be gradual, from about Rs. 700 million in 1959 to approximately
Rs. 900 million in 1960, and so on, up to more than Rs. two billion in 1968.
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proportions. The paralysis of decision making which followed naturally from the
political ferment helped worsen the economic situation. As in the past, political
interests came to dominate econcmic interests and, when attention could be spared
for economics, short-term stabilization took precedence over long-term growth.

Thus planning, though it had made great strides in terms of the quality of the
documents produced, failed once again to make itself a major influence on investment
policy.

Meanwhile, economic policy was being made on a continuing basis within the
cebinet and particularly through the annual budgeting process. Despite the attempt
to create new institutions -- planners and a plan -- virtually all expenditure
proposals, developmental and nondevelopmental, still originate through a financial
procedure which has changed little since colonial days. £ brief account of the
budgeting process will aid the reader in understanding the government's role in

Ceylon's economic development.
BUDGET FORMATIONl

The financial year runs from October 1 to September 30. /fbout Hovember of the
preceding year the Treasury asks all departments to submit expenditure estimates
for the coming budget year. Revenue-raising departments are asked for estimates of
revenues from taxes and charges under their administraticn, made on the assumption
that prevailing rates will continue. With regard both to expenditures and to revenues
past experience serves as a guide to the future. Thus, it is deviations from past

levels of expenditure and revenue which must be defended specifically and in detail;

the continuation of past programs has the burden of proof on its side.

lpublic Accounts in Ceylon, 1956 (a government training pamphlet); I.D.S. Weerawardena,

"Parliamentary Control of Finance," Ceylon Econcmist, September 1951, $f. 28-39;
and several interviews constitute the sources of this section.
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On the expenditure side, the departments invariably ask for a continuation of
past allecations and frequently add a request for new funds for various purposes (it
is a useful bargaining device to have something that can be sacrificed relatively
painlessly to later Treasury pruninz). In addition, they add in the estimated costs
of any new programs for the coming year; these are often development projects.

How do development. projects come to be incorporated in the budget at all? Ideas
for projects may originate}gny one of several places: the minister having jurisdic-
tion over the department into whose bailiwick the project falls, the department
itself, or even the Prime Ministcr. 1In any case, the proposal is referred to the
relevant department for study of its feasibility and probable cost. In some cf
the more important cases the services of independent experts, usually Coreigners, are
engaged. A project plan is drawn up and submitted to the ministry and, if it is a
major project, to the Cabinet for approval. The necessary sum is then voted by
Parliament. The final decision to undertake a project can come at any time but
funds must be voted as part of the annual budget. If the possible origination of
a project during the coming financial year is [orescen, a "tcken vote" of, say,

Rs. 10 is included in the budget; later, when the project receives f'inal approval,
a supplenentary vote can be passed by Farliament. This is a necessary legalistic
device, since supplementary votes can only increase old votes, not originate new
ones.

The task of preparing budget estimates belcengs to the departments. There is
no real central control over the number and nature of the projects proposed. There
need not even be interdepartmental cocrdination on projects which for their execution
will require the efforts of more than one department (e.g. the Pepartments of Land,
Land Development, Agrarian Services, and Irrigation must all cooperate on colonization
schemes). Where the departments are 2ll constituents of' a single ministry there

may be a miniccerial planning committee set up to facilitate coordination, but this
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is by no means always the case. Project planning is generally a highly decentralized
operation.

The Treasury scrutinizes departmental proposals and generally cuts them. The
cutting, which is done mainly by minor bureaucrats within the Treasury, is a purely
administrative process. The total volume of expenditure is reduced in a rather
indiscriminate manner. For instance, it is common for the travelling votes of all
departments to be cut by, say, ten per cent. The bargaining items added by the
departments to meet just this eventuality tend to be weeded out. Occasionally,
though, Treosury review is a more meaningful process; the Finance Minister may feel
called upon to question some of the projects which have been put forward. In part,
he is guided by the general economic policy of the government in such actions but
the political interrelations among ministers and the noneconomic goals of the
government also enter in as deciding factors.

Any cut, whether routine or fundamental, can be appealed, but it seldom is.
The ministry in question must be willing to press the claim of the department which
has suffered the cut. If it agrees to do so it enters into negotiations with the
Treasury. Routine matters can be worked out at this level, but more basic questions
must be set aside for Cabinet consideration.

Meanwhile, estimates of revenues have been made. In some years a 'pre-budget
commodity conference' has been held to predict export and import quantities and
prices and thus forecast vhe most important components of government revenues.
Estimates made in this way are at least quasi-scientific; often, though, revenue
estimates are based on simple projections by the revenue-producing departments.

When the cabinet gets the estimates of revenue and expenditure two types of
questions remain to be solved. Cne is the resclution of outstanding differences
between the operating departments and the Treasury; such issues are now decided on

basically political grounds. A favorite project of the Prime Minister, a minister
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close to him, or an independently powerful minister will go through; one coming from
a relatively unimportant minister may well be shelved. The question of overall
magnitudes is then tackled. Some degree of imbalance is implied in the revenue

and expenditure estimates made so far. Almost inevitably, there is a deficit. The
Minister cf Finance then puts forth his views on the feasible amount of noninfla-
tionary domestic borrowing and on anticipated foreign aid. There is likely to be

a deficit remaining after borrowing and aid are counted in, so the question of' cut-
ting expenditures or raising taxes arises. Usually the Finance Minister calls for
nev taxes which he claims will fill the gap. Since 1959, though, the gap has not
been filled. Prior to that year, with the help of generous estimation of aid and
borrowing potentialities, it was always filled -- on paper.

The budget is then presented tc Parliament by the Finance Minister in his
annual budget speech. He reviews the econcmic situation, the success of previous
policies, and the new projects to be proposed. He then considers ways and means,
outlining the expected results of the current budget year (it is July by this time
so the present financial year still has two months to run) and presenting the
government's tax and spending program for the new year. Following the speech there
are 20 days of Parliamentary debate. Since the budget is always passed intact
(there can be no amendments, since any government defeat would mean its falll)
debate centers on minor points of interest to Cpposition members and Government
backbenchers. Parliamentary review seldom gets down to basic points of economic
policy.

Cance passed, the budget tightly binds the expenditures of the departments.

Each department has been allocated a fixed sum, broken up into the amounts which

lThe only important exception occurred in 1962, when the two desperate measures which
-had been resorted to by the Cabinet to close the gap -- a cut in the rice ration and
the introduction of a sales tax -- were withdrawn after backbench indignation
threatened to wipe out the Government majority.
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may be spent in providing each of a number of specific services. By law, the
department cennot exceed its voted expenditure; the only way that additional funds
cen be secured should they be needed is by obtaining a supplementary vote from
Parliament. This must be approved by the Treasury. In theory supplementary votes
are frowned upon but in practice the reception they receive depends on the harmony
of the service in question with the goals of the government. Departments are also
subject to criticism if they spend less than the sum allotted to them, since this
opens them to the charges of tying up funds which could have been used elsewhere
and failing to provide the services which they promised to give. The basis for
expenditure estimates, it will be remembered, was highly inexact, but the standards
applied in matching actual with planned expenditures are rigid. Frequently depart-
ments are either starved for funds or are driven to some lengths to find ways tc
spend the money they have been given. The post-expenditure audit, which is performed
by the Auditor-General's Department, is & searching inquiry into the use of allocated
funds. The audit itself is scrutinized by the Public /.ccounts Committee of Parliament,
vhich is composed of leading Government and Opposition members. Between these two
watch-dogs, the departments are sometimes hard pressed to justify their actions.
Post-expenditure audit, though, is mainly concerned with questions of administrative
detail, particularly instances of incompetence or fraud, and only occasionally
touches upon questions of whether announced policies are being executed, whether
they are appropriate, etc.

This budgeting process is the sole means of releasing public funds for any
type of economic policy which necessitates the expenditure of public monies. It
has been seen that the impetus for new policy proposals comes from many places --
departments, ministries, the cabinet -- and at no point are all these proposals

surveyed collectively as an econcmic policy. No overview of the whole budget is

undertaken, except in terms of total expenditures and revenues. Projects are subjected
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to no uniform tests of suitability. Moreover, the execution of policy will
depend on the vigor and ability of the particular civil servants charged with
carrying out the project. The degree of decentralization in both the meking and the
execution of policy is striking.
Tt is cleaer that this budgeling procedure is in its fundamentals a colonial
system. The system is well suited to the routine annual renewal of funds nceded
to carry on usual government activities in much the same form year after year. Il
is a system in which bureaucrats make most of the decisions and is thus best adapted
to solving purely administrative problems. Expenditure along lincs familiar from
past experience is encouraged by weight of precedent; new and unfamiliar types of
spending are discouraged by having to bear a heavy burden of proof. If one sub-
stitutes "consumption" for "familiar" and "investment" for "unfamiliar" he gains
an appreciation of one of the basic difficulties of Ceylon's economic development.
The rigidity of old procedures works against the expansion of developmental activities.
What relation, if any, has there been between the various national plans and
the all-important annual budget? In the first place, there is no legal connection
at all. VWhether a plan has any practical significance depends entirely on the
initiative of the politicians and civil servants who are concerned with budget
formation and policy execution. Of late there has been increasing talk of institu-
tional changes to tie project planning to the national planl but as yet nothing has

come of it. To be sure, some of the projects mentioned in the Ten-Year Plan are

currently being implemented by the ministries anu departments, but this does not
meen that they originated with the plan. On the contrary, the plan was made up

from the submissions of these same ministries and departments, which simply outlined

lgee the Draft Short-Term Implementation Plan prepared by the Department of National
Planning in 1962, pp. 58-59.
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projects that they already had under way or in the planning stage. It was the
departmental plans which came first, not the national plan. The drawing up of a
true national plan is for several reasons a promising portent for Ceylon's economic
development but its influence on the budgeting process to date has been minimal. In

other, harsher, words the plan has remained unimplemented.

PROJECT EXECUTION

More than just political and demographic pressures and the system of budget
formation works in favor of govermment consumption and against government investment.
There has been a pervading tendency for actual expenditures on consumption programs
to come much closer to the budgeted sum than does actual spending on investment
projects. Table 5.9 shows how persistent the underspending on capital allocations
has been. Since by law no money can be spent for any purpose which has not been
voted by Parliament actual expenditure cannot exceed total (i.e., original plus
supplementary) provisions. Actual expenditure as a percentage of the original
provision gives the best indication of the relation between intended and actual
spending: a percentage greater than 100 indicates that it has been possible to obtain
supplementary provisions and thus push spending beyond the limits specified in the
budget, while a percentage less than 100 shows that spending did not reach original
planned levels. The contrast between current and capital expenditure in this regard
is striking. Current expenditure has always either gone over the original provision
or at least come within one or two percentage points of it. Capital expenditure
went over the original provision in only one year and has more often fallen far
short, sometimes by more than 40 per cent. The reasons for the much greater short-
falls in capital expenditure are not hard to imagine. According to one Finance
Minister of recent times, they "...may be found mainly in the lack of trained staff,

the inadequacy of existing orgenisation to meet the increased demands of development
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and the dilatory effects of certain existing financial regulations."l In short,‘the
need for creative originality and the shortages of men and material which inevitably
crop up in development projects add further to the bias against government investment.
It is not clear from Table 5.9 whether this difficulty was being overcome to any
significant extent as the years went by.

Table 5.9

Expenditure from Revenue and Loan Fund Expenditure as a
Percentage of Original and Total Provisions, 1947/48 - 1959/60

EXPENDITURE FROM REVENUE LOAN FUND EXPENDITURE

Actual Expenditures as a% of: hctual Expenditures as a % of:

Original Total Original Total
Year Provision Provision Provision Provision
1947/48 k1.3 90.3 .. ..
1948/49 102.8 93.2 72.6 67.2
1949/ 50 99.9 92.2 86.2 71.6
1950/51 122.8 92.5 103.6 71.2
1951452 10bk.1 85.7 5.5 54.3
1952153 978 89.7 58.0 55.8
1953/.54 99.8 95.1 66.4 65.0
1954/ 55 107.1 9k.3 Th.T 70.7
1955/ 56 116.2 93.4 70.9 67.9
1956/57  103.6 95.4 73.0 69.4
1957/ 58 114.2 91.0 88.4 80.8
1958/ 59 120.5 95.3 61.h 59.7
1959/-60 110.2 93.9 81.3 77.8

lThe distinction between expenditure from revenue and loan fund expenditure refers
to method of financing end is an accounting convenience employed by the Ceylon
government through 1960. It is not identical to the current versus capital
dichotomy but it is close to it: loan fund expenditures are almost all capital
items and expenditures from revenue are mostly current. The figures thus give
a general idea of underspending on consumption and investment. Source: Accounts of
the Government of Ceylon, S.P., various years.

lreilix R. Dias Bandaranaike, The Budget and Economic Growth, presented to Parliament
on July 27, 1961, p. 10.
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Teble 5.10

Categories of Expenditure as a Percentage of Original
Estimate (Central Bank Data), 1955/56 - 1960/611

Category 1955/56 1956/57 1957/58 1958/59 1959/60 1960/61 Avg.
Purchase of goods & services 97.h  102.6 106.1 99.8 100.9 97.7 100.8
hdministration 102.1 106.9 110.9 93.6 ok .6 98.6 101.1
Defence 97.8 100.8 107.8 85.1 84.6 9Lk 96.3
Civil ' @340 109.2  111.8 95.2 96.8 100.8 102.8
Legislative 100.0 90.0 111.6 111.0 115.5 102.5 105.1
Social services 95.3 103.0 110.9 108.0 107.1 99.1 103.9
Economic services 95.1 ol.3 9.6 92.6 97.2 91.8 93.6
Economic development gk.0 95.4 79.6 90.9 93.1 8.0 89.5
Utility services 96.3 93.4  102.5 ok, b 101.8 101.2 98.3
Payments to government
enterprises 99.2 106.9 109.2 99.1 98.8 100.7 102.3
Transfer payments 171.2 108.0 108.7 119.5 125.4 106.6 123.2
To private current accounts 183.9  108.1 108.0 122.0 128.7 107.3 126.3
Focd subsidy ' .. 105.5 83.6 135.1 178.7 124,0 125.h4
Interest on national debt 96.0 92.3 97.5 99.5 100.6 103.6 98.3
Pensions 109.6 106.4  107.7 106.7 106.0 100.2 106.1
Direct relief 136.1 139.9 134.3 115.5 105.9 91.6 120.6
Other 28855 106.3  357.5 20Lk.h 52.4 8.2 165.7
To local governments 107.5 106.5 116.5 99.1 98.9 98.k 10k4.5
Total current payments 110.2 10k.1  106.9 105.1 107.4  100.5 105.7
Total capital expenditure 88.1 7.3 107.9 75.5 90.7 99.3 90.1
Acquizition and creation of real
assets 5 7.5 73.0 91.9 69.3 80.6 93.7 81.2
(Capital maintenance) 97.0 95.2 156.1 9k.3 96.0  79.5 103.0
Administration 52.7 61.5 ok.5 80.2 75.8 7.4 73.7
Defence 56.0 51.9 121.8 89.9 98.9 73.0 81.9
Civil 5L 2 68.0 4.9 64,7 43,7 8k.9 65.4
Social services 83.2 70.3 85.3 55.0 57.8 T7.%  73.7
Health 56.8 64.0 96.0 37.9 54.8 72.2  63.6
Education 0.k 72,1 111.2 59.2 65.6  86.1 7.4
Housing £8.0 77.9 7.7 52.8 55.7 67.2 69.9
Rural development 220.0 58,2 65.3 4.7 418.9  81.0 91.4
Economic seirvices 80.5 75.2 93.5 72.3 8.5 100.1 85.0
Public utilities 72.6 73.0 82.1 hL.2 4.8 76.6  73.k4
Sgriculture, irrigation &
fisheries 95.5 774 99.0 89.1 10k.1 120.4 97.6
Manufacturing, mining, &
trade 23.5 81.k  120.9 464 80.8 111.0 T77.3
Total expenditures3 10k.3  104.8 103.0 95.1 102.5 100.9 101.8

lThe data on which these calculations are based are compiled by the Central Bank from
a reclassification of the official government accounts. The categories used differ in
several ways from those used elsewhere in this work, but the differences are not im-
portant for the purpose at hand. Source: Contral Bank, Annual Reports.

2"Capital maintenance" is also included in the various categories of capital expenditure.

3Certain loan activities of the government have not been listed separately but are
included in the total.
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As Table 5.10 shows, certain types of activities have suffered much more from
the underexpenditure problem than others. Transfer payments have been immune to it,
consistently running well in excess of alloied sums. Consumption expenditures have
come very close to intended amounts, although those kinds of current spending which
are most intimately related to economic development have fared less well than other
types. Capital expenditure as a whole has fallen about 20 per cent below planned
levels and when allowance is made for the fact that this figure includes maintenance
expenditure, which averaged just a bit more than allocations, the picture is even
dimmer. Investment in civil administration, health, education, housing, public
utilities, &nd industry have all run far belind estimates. Rural development and
agricultural projects, perhaps because these are more Tamiliar government activities
in Ceylon and have thus required fewer innovations in their execution, came closer

to intended levels.

SECTORAL IMPLICATIONS CF GOVERNMENT ACT'IVITY

Throughout the period of its concern with economic development the government of
Ceylon has been faced with the problem of sectoral priorities. Il is convenient
in this regard to think of the economy as being composed of three sectors: (1)
export agriculture (mainly, but not entirely made up of estates), (2) domestic
(almost entirely food-producing) agriculture, and (3) the rest (including both modern
industry and trade and traditional handicrafi and service occupations). Into which
of these sectors should the bulk of the government'!s resources be poured? From
which should the bulk of taxation be extracted? Intellectually, these questions
were often asked but never answered conclusively. But with or without intellectual
support policy decisions have been made which have supplied de facto answers. A
consideration of the facts presented here suggests that the de factc answers are

not closely aligned either with what thinking there has been on the suhject or with
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vhat the most desirable pattern migat in fact be.

It has already been suggested that there have been some changes in thinking as
time went on.l If only because D.S. Senanayake, the founder of the United National
Party and Ceylon's first Prime Minister, was passionately interested in the development
of peasant agriculture, the UNP in its early years of power stressed the building up
of traditional agriculture, especially its extension into a broader land area through
land development and irrigation schemes. The UNP government proclaimed its interest
in promoting the development of all sectors, of ocourse, but in fact no great effort was
made to promote export agriculture and industrielization was regarded with scepticisn
(though power development vas stressed). As time passed, various factors led to some
evolution in this outlook. The death of Senanayzke in 1952; the growing realization
that tea, coconut, and especially rubber would have to be replanted; and the rising
pressure for more ambitious diversification and industrialization programs “ed the UNP
gradually to turn its interest away from traditional agriculture and increasingly toward
the other two sectors. As far as industry was concerned, the advent of the MEP govern-
ment in 1956 hastened this trend. More resources were now to be directed towards indus-

try, though the dezire to do something for everyone persisted.2

lFor & detailed discussion of thinking on economic development, see Henry M, Oliver, dJr.,
Economic Opinion and Policy in Ceylon, Durham, N.C., 1957, particularly pp. 66-110.

2The visit of a star-studded panel of visiting economists in 1958 and 1959 did nothing
to resolve the dilemma of sectoral priorities. In his "Reflections on the Econcmic
Problems of Ceylon' (Planning Secretariat, Papers by Visiting Economists, 1959, pp.
7-21) John R. Hicks came out for emphasis on traditional agriculture as the only sector
which offered a real hope of increasing employmentéfdgtaéﬁbuéhf{bagﬁgbgbi%ﬁbzy*iﬂéyy
growing labor force and one area in which considerable productivity gains could be
made with little capital cost. WNicholas Kaldor (Cbscrvations on the Problem of Kconom-
J.c Development in Ceylon," pp. 23-33), by contrast, noted that Ceylon owed what pros-
perity she had realized so far to her plantation agriculture and urged further concen-
tration on that relatively productive sector: "Contrary to the videspread belief accor-
ding to which a 'colonial' economy is necessarily at an economic disadvantage as com-
pared with countries which do not depend on the exports of primary products for their
livelihood, it seems to me that it is the further development of the plantation economy
which provides the means for a rapid increase in Ceylon's national wealth." (p. 25).
And in the third paper in the volume ("Economic Possibilities of Ceylon," pp. 35-71)
Joan Robinson rounded out the list of possible sector emphases by stressing industry
as the ultimate solution to Ceylon'’s economic problems, It is no wonder that the
discussion within Ceylon was inconclusive,
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But in the overall sense, when all government economic activities -- taxation,
borrowing, consumption expenditure, investment, subsidies, lcans, and transfer pay-
ments -- are considered it is nearly impossible for the government to do something
for everyone. Except insofar as foreign aid comes to the rescue by adding to the
supply of resources at the govermment's command, injections into one sector of the
economy via the provision of public services, investments, subsidies, or loans must
be balanced by withdrawals from the same or other sectors in the form of taxes or
borrowing. In the general case scme secters are net recipients of resources from
the government and some are net providers ol rescurces to it. The structure ol the
economy and the rate of growth of output in each scctor is likely to be intluenced
by the pattern that these injections and withdrawals take.

In Ceylon, the differences in treatment among the three main sectors in regard
to eaclh type of government activity have been great and this fact has indeed bheen
an important influence on the relative growth rates of export agriculiure, domestic
agriculture, and non-primary output. Table 5.11 summarizes a set of rough cstimates
made in this regard. In brief’, thesec calculations show, taking cither the population
or the income share of each sector as a basis for compariscn, that export agriculture
has been subject to disproportiocnately heavy taxation and has reccived only a small
share of recource injections from government investment and transfer payments, that
domestic agriculture has been a major recipient of benelivs from the government vhile
it pays only a small share of total taxes, and that the rest of the economy has paid
taxes and received benefits in slightly less ihan its proportionate share.

It has already been seenl tnat export agriculture has borne an extremely heavy

tax load, made up mainly of export duties, direct corporate taxes, and import duties

lpp. 4.22 - 4.43, above.



Table 5.11

Estimated Share of Three Main Sectors in Government
Expenditures and Government Receipts, 1950-601

Export Domestic The
Agriculture' Agriculture Rest Total
(% of total)

Control figureSé

Poprlation 25 25 50 100
Income3 25 20 55 100
Government expenditures:
Consumption 25 25 50 100
Investment> 6 15 50 35 100
Transfers & subsidies 20 25 55 100
Total 20 35 45 100
Government receipts! 50 10 4o 100
(Rs. billions)
Government expenditures 3.0 h.6 6.h 1.0
Government receipts 5.7 1.0 L. L 11.1

lAs the following notes will make clear, these estimates are very rough.

2These arc the proportions of the sconomically active population attached to each
sector, as shown in the 1953 census (rounded off). BSee Table A-21, below.

3Relative proportions of gross demestic product at factor cost prices originating in
each of the three sectors, 1950-60. See Table A-3, below,

hThere 18 no easily available methcd of improving on the very rough estimate that
government consumption expenditures were distributed approximately in proportion
to population,

5Source: Central Bank of Ceylon, Annual Report for 1262, Table 20. Investment in
administration, healtl, education, and housing vas allocated among the three sectors
on the same proportions as population; investment in "rural development" and "agricul-
ture, irrigation, and fisheries" var assigned to domestic agriculture; investment in
public utilities vas allocated on the same ratio as income; and investment in
"manufacturing, mining and trade" was assigned to the third sector.

6

Source: Table £-5, below. Subsidies to food producers were assigned to domestic
agriculture, subsidies to government enterprises and public corporations and social
security benefits to the rest, and subsidies to private firms (mostly replanting
subsidies) to export agriculture; interest on the public debt was allocated by in-
come shares and other transfer payments to individuals by bopulation shares.

7Corporate profits taxes were arbitrarily divided cqually between export agriculture
and the rest; property taxes, excise taxes, import duties, other business taxes and
fees, and property income raid to government were all divided according to the income
ratio; export duties were assigned to export agriculture; surplus of government
enterprises and social security contributions were put intu the third sector; and
personal taxes and other payments by individuals were Split between export agriculture
and the rest on a ratio corresponding to their relative incomes (domestic agriculture
was omitted in the belief that peasant farmers do not pay income taxes),
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on many of the consumption, intermediate, and investment goods used by the sector.
By contrast, it has received a disproportionately small share of government spending,
with total withdrawals from the sector adding to roughly twice as much as total
injections. All this is in contrast to the situation that prevailed in colonial
days, when taxation depended heavily on export agriculture but government receipts
were largely plowed back into the sector as well., The government of independent
Ceylon has retained the colonial revenue structure whilc redirecting its expenditures
to other parts of the economy. Indeed, the burden exacted from expert agriculture
for the support of other sectors is so great as to make one marvel at +he ood
performance of at least part of the sector in the postwar years. In part this per-
formance is attributable to the extreme inelasticity of supply characteristic of
tree crops; despite heavy taxation estate owners with large sums tied up in tea or
rubber could find no preferable alternatives to continuing to produce, even at lower
levels of profitability. Vhen the trees gave out, as most of Ceylon's rubber
acreage did during the periocd studied here, producers could have chosen to convert
their land to other uses, like food production, which would have been much less
heavily taxed. That they did not is largely attributable to the government's
replanting subsidy, which emerges as a shrewd device Tor inducing a socially
desirable activity at the same time as i{ was being heavily taxed.

The striking performance of dcomestic agriculture, and especially paddy produc-
tion, is more easily understood when one sees the extent to which this sector has
been the government's favored child. Exempt from income and profits taxes, as well
as export duties, traditional agriculture received very light tax treatment. Cnly
a few import duties and excise taxes succeeded in making notable withdrawals from
the sector. But govermment expenditures, especially investment, were directed towards
it in generous amounts. By contrast to preducers of export crops, vho benefited

from virtually no government investment during the period, focd producers received
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large outlays for irrigation, land development, and agricultural services and
facilities of many kinds. This channeling of government funds to domestic agriculture
was largely responsible for the increasing substitution of locally produced focd

for imports and the building up of domestic egriculture during the fifties.

The rest of the economy includes both modern and traditional nonprimary ac-
tivities. Relative to its share'in income and population, this residual sector
received more nearly proportional treatment from the government than did the other
two sectors. Within the sector, though, and unrevealed by the figures in Table 5.11,
there was highly divergent tax treatment as between corporations and corporate and
government employees on.the one hand and individual proprietors, partners, and their
employees on the other. Income and profits taxes hit only the former group and
import duties, too, fell much more heavily on them. =renefits were distributed on a
roughly equal per capita basis. Here, as in agriculture, the modern, efficient
producers were penalized by being liable for more kinds of taxes and at higher rates
and thus having to bear a large proportion of the total tax bill. In the interests
of equalizing income distribution, of course, this policy can be defended but there
is no doubt that it hampered the growth of the potentially more dynamic sectors of
the economy. It has already been noted that efforts to overcome the effects of the
tax burden by offering various economic incentives to ney industrial producers were
less successful than the siunilar attempt to induce estate ovmers to replant. Not
until severe import restrictions came along to offer gn even more attractive incentive
to industrial development did any notable growth in the IMustrial sector take place.

In the net, then,estate agriculture and mcdern industry hisre been penalized
by government economic activity and traditional economic activities weyardged,
Whatever the correct answer to the question of sectoral priorities is, i\ ig unlikely
that this pattern accords well with it. Nor does it fit closely with the avayed

preferences of Ceylon's leaders; although their tastes are to some extent mirroryy
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by the pattern of expenditure, the structurc of ;jovernment revenues remains basically
a tribute to inertia and expediency. The sectoral pattern of the government's
economic activities does go a long way, though, towards explaining why export
agriculture had its troubles in the fifties, why neasant agriculture did so well,

and why the birth of a modern industrial sector was such a painful process.

SUMMARY

There are fcur important points which must be made about the relation of Ceylon
government finance to the country's economic development. (1) Given the lingering
(but progressively weakening) attackment of the government to financial responsibility
in the traditional sense, the scope of the government role was limited by the
inelasticity of its revenue structure and, to a lesser cxtent, its short run unrc-

liability. (2) Yhat expenditure the government did make was biased by a number of

influences -- demography, political pressures, inertia, and the difficuliies of
planning and executing development projects -- towards current programs and avay from

investment. (3) The sectoral patterns of taxation and spending had an important
effect in biasing sectoral gsrowth rates: favoring demestic apriculture and penalizing
export agriculture and mcdern indusirial activity. (%) The increasing failure to
cover total expenditures by tax revenues and non-intlationary borroving introduced

an element of excess aggregate demand intc the econcmy, which proved to be fatal to
the continued existence of the export eccnomy. The first threc points have been
brought out in tle discussion of the present chapter; the fourth, for dramatic effect,

has been saved for Chapter 6.



6:1
Chapter 6. The Growth of Aggregate Demand, 1946-60

DEMAND AND THE EXPORT ECONOMY

Despite the fairly steady growth of Ceylon's national output in the years
since the war; the aggregate demand of Ceylon nationals for goods and services of'ten
rose at a faster clip. By definition, the emergence of this excess szggregate
demand would necessarily have had to have some combination of three possible effects
on the island's economy. It could raise prices. It could lead to increased imports.
And it could act as a stimulus to increased domestic production. Within the pattern
of the export economy, which of these effects might actually be expected to appear
is quite predictable. In the short run, if an unexpected upsurge appears in the
demand for some particular good, prices do rise, but this is a purely short-run,
disequilibrium situation. In a matter of weeks or months increased imports will
flow into the country to answer the rise in demand and prices will fall back to their
previous level. Except for such intermittent disturbances, Ceylon's price level in
the fifties was basically determined by the world price level, depending on the
supply-demand relation in the global market and only in the very short run on the
valance of the local market. Prices of imported goods were invariably equal to
prices in the supplying country, plus margins for shipping costs, import duties, and
dealers' costs and profits. Since domestically produced goods were usually in close
competition with imports, the world prices of the competing imports determined their
prices as well. For services, which usually cannot be imported, local market conditions
were more important in setting the price. But in general prices were determined
abroad, not at home. Nor did the development of excess demand provide much impetus
for the expansion cf local production. For Ceylon's traditional export goods, which
wvere consumed in only very small quantities at home, it was obviously world prices,
not domestic prices, that ruled. It has already been noted that for import-competing
local production for domestic use, which included nearly all the remainder of national

output, foreign prices also exercised great influence. Hence a rise in local prices



6.2

gave scant incentive for the expansion of domestic output of any kind and it is not
surprising that output responses to the growth of local demand were negligible.

There are exceptions to this last generalization. Through the Guaranteed Price
Scheme of subsidies, to cite the most important exception, & price incentive was
deliberately offered to rice growers, giving them substantially more than the
world price for domestic output. Late in the decade of the fifties, other goods
began to be offereé such incentives. These examples, of course, do not disprove the
contention that local demand is irrelevant to price-level determination in an export
economy, but rather suggest that by the late fifties Ceylon was beginning to move
out of the classical pattern.

If one is willing to accept a somewhat overly rigid variant of this argument
and regard both the price level and real output as completely unrelated to domestic
demand, then the deficit in the current account of the balance of payments, which
is the scle channel into which the excess demand can flow, can be taken as a measure
of the excess demand actually present in the economy. Table 6.1 lists the annual
deficits for the years 1948-60. As the table shows, there were two periods of
serious excess demand during these years. The first was 1952-53, when a lagged
response to the Korean export boom, coming after export prices had slumped badiy,
produced sizeable current-account deficits. This episode, though, was less a casee
of excess aggregate demand than of demand lagging behind a rise in income. The
surpluses earned in 1950 and 1951 largely balanced out the deficits of 1952 and
1953 and for the four-year period as a whole the current account deficit was small.
Following this two-year period of lag-induced deficits came another two years of
great export prosperity. The really persistent deficits, and the only ones vhich
can be strictly assigned to excess aggregate demand, started in 1957 and continued
through the rest of the decade. The 1957-60 years formed a periocd of essentially

constant merchandise exports coupled with rising merchandise imports and a generally
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unfavorable balance on invisible items. In short, it was a period in which aggregate
demand continued to grow despite the stagnation of exports. To what can this new
and alarming tendency be attributed?
Table 6.1
Items from the Current Account of the Bzlance of Payments, 1943-60

(Rs. millicns)
Current account

Merchandise Merchandise Trade Balance on Balance
Year exports imports Balance invisibles excluding transfers
1948 985 891 ol .. .
1949 1,06k 1,027 37 -6 31
1950 1,412 1,173 239 -33 206
1951 1,783 1,545 238 -72 166
1952 1,410 1,707 -297 -45 -342
1953 1,495 1,633 -138 25 -113
1954 1,72k 1,384 340 9 349
1955 1,893 1,478 415 -31 36k
1956 1,772 1,576 196 -59 137
1957 1,669 1,764 - 95 -61 -156
1958 1,62k 1,713 - 89 - -130
1959 1,773 1,956 -183 -13 -196
1960 1,796 1,999 -203 -39 -2h2

lExcludes international transfers. Net private transfers were invariably outward
and only in 1960 did official donations oatweigh them, so the overall current-
account balance was somewhat less favorable than the balance shown here in all
years except 1960. Transfers are generally unrelated to the volume of aggregate
demand present in the economy and this is the reason why they are excluded from the
ttable.

Since households did not dissave during this period and corporate investment
demand remained an insignificant element of aggregate demand, government is left as
the likely culprit. And once the government accounts for the late fifties are
examined it is all too clear that it is the deficits run by the central government

and the way in which these deficits were financed which are mainly responsible for

the excess demand and the persisﬁent external imbalance.
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ROLE OF GOVERNMENT FINANCE

Except for two years in the mid-fifties (1953/54 and 1954/55), when a ‘ave of
austerity prompted by the post-Korean debacle sripped the nation, all central govern-
ment budgets in independent Ceylon (i.e., post-1948) have shown overall deficits.
As has been seen, the basic reason for these deficits was that while the pattern of
government revenues reflected the pattern of the export economy the effective
political demand for government services of a wide variety of kinds had grown far
out of the bounds of traditional governmental activity under the colonial regime.
Revenues were heavily dependent on customs duties (see Table 6.2) and thus varied
mainly with the wide year-to-year vicissitudes and the slow secular growth of the
aggregate value of trade. Demands on the government were continuous and insistent
and grew far faster than revenues. As a result, deficits were run in nearly all
years, throughout the period of independence. Starting with the rinancial year
1956/57, though, a new trend set in. It was closely connected with the fact that
in 1956 a populist government had replaced the conservative rule which independent
Ceylon had had up to that time. The size of the deficit grew but, more important,
the way in which it was financed began to change. In the absence of any noteworthy
upswing in foreign grants and loans, the proportion of the deficit which was financed
locally began to rise. And to cover the locally-financed proportion, increasingly
inflationary measures were resorted to. Although borrowing from the nonbank public
tock place at an increasing r atemuch of the deficit was "financed" in name only
through the sale of gorernment bonds to the Central Bank, through "administrative
borrowing" from various of the government's deposits and trust funds, and through the
drawing down of the government's cash holdings. As Table 6.2 indicates, these
three methods were used to "finance" nearly two-thirds of the total deficit in the
last four financial years of the decade. Together they added nearly one billion

rupees to the stream of aggregate demand with no corresponding withdrawals from
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the private sector. There can be no doubt at all that it is here that the predominant

cause of the payments deficits of the late fifties lies.

Table 6.2

Selected Items of Central Government Finance, 1945/46 - 1959/60l
(Rs. millions)

Revenue Expenditure
Customs "Inflationary

Year Duties Other Total Current Capital Total Deficit Financing"2
194546 146.6 236.7 383.3 .o . 348.9 | - 3h.k ..
1946/47 250.0 211.2 L61.2 . .o 437.5 | - 23.7 e
1947/48 314.0 06,6 540.6 Yokt 152.5 592.9 52.3 e
1948/49 329.3 2h6.7 576.0 481.9 209.2 691.1 115.1 ..

1949/ 50 355.9 267.4 623.3 554,10  241.6 795.7 172.4 156.7
1950/ 51 527.7 304.6 832.3 661.9 228.7 890.6 58.3 15.0
1951/52 487.2 382.6 669.8 836.8 320.7 1157.5 287.7 272.1
1952/.53 443.8 hok,0 867.8 798.3 316.5 111k.8 2k7.0 6.8
1953/5) 503.3  L431.5 934.8 676.0 253.8 929.8 | - 5.0 -210.2
1954/ 55 628.9 43h.9 1065.8 678.2. 295.1 973.3 | = 90.5 - 15.7
1955/ 56 608.4 548.5 1156.9 o1k.6 307.8 1222.4 65.5 36.1
1956/57 627.5 527.1 1154.6 1101.3 298.8 1400.1 245.5 100.8
1957/58 617.0  563.7  1180.7 | 1103.8 350.k 1hshk.2 | 273.3 295.6
1958/59 695.9 521.6 1217.5 | 1297.3 363.0 1660.3 4h2.8 211.4
1959/60 733.7  549.7  1283.% | 1384.8 357.2 17h2.0 1 L58.6 349.0

1
The budget year ertends from October 1 to September 30. See Tables A-60, A-61,
and A-62, below, for additional detail.

2Defined as domestic borrowing from all sources other than the nonbank public; i.e.,
borrowing from the Central Bank and commercial banks, "administrative borrowing"
from government trust funds, and declines in cash balances and reserves. For a
breakdown, see Table A-62, below.

" BALANCE OF PAYMENTS EFFECTS

The balance of payments deficits of the late 1950's are of supreme importance
to the analysis of Ceylon's economy because they marked the end of the era of the

open export economy. Table 6.3 surveys the key elements in the growing payments

crisise.
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Table 6.3

Selected Ttems from the Balence of Payments, 1948-60%
(Rs. millions)

CURRENT-ACCOUNT BALANCE Mutono-
Net trans- mous Increase  Other
Merchandise Surplus on fers from Capita12 BASIC 3 in Foreiﬁn Balancing

Year Surplus Invisibles  Abroad Overall Inflow BALANCE Assets Ttems?
1928 9% . - 24 . .. 51 ¢
1949 37 -6 -59 -28 .. .. -34 ..
1950 239 -33 -69 137 b 138 169 N
1951 238 -72 -77 39 55 2}, 3¢ - &
1952 -297 -5 ~10k -hl6 ~17 0 =483 -343 L120
1953 -138 25 - 45 -158 -22 -180 -233 53
1954 340 9 - 43 306 50 355 304 52
1955 h15 -31 - 61 323 -k2 281 285 - 4
1956 196 -59 - 55 82 ~43 . 39 k7 - 8
1957 - 95 -61 - 39 -195 -18 215 -21k4 1
1958 - 89 -1 -23 -153 ¢ ~145 -129 - 16
1959 -183 -13 - 12 -208 8 -200 -199 . - 1
1960 -203 -39 22 -220 22 -198 -193 - 5

lUnless otherwise noted, the source for all items is the balance of payments (see
Table 4-52, below).

2Defined as net inflow of long-term capital on private or public account, minus net
chenpes- 3 in long-term foreign assets held by the govermment and Ceylonese banks.
Source: Central Bank of Ceylon, Annual Reports.

3Defined as current-account surplus (deficit), minus any autonomous capital outflow
(inflow).

hSource: Table A-55, below.
oA residual; consiste of declines in short-term liabilities to foreigners, plus
errors and omissions.

Lookirg first at' current transactions, it has already been seen that late in
the decade a strong tendency developed for Ceylon's demand for goods and services
from abroad to exceed the value of her sales to foreigners. On merchandise aczcount
there were more surpluses than deficits in the fifties (the cumulated surplus amounted
to Rs. 423 million), but things went steadily dowmhill in the later years of the

decade and deficits of ever-increasing magnitude were run. Moreover, the effect

of the fading merchandise surplus was made worse by the steady outpayment for
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invisible items (in all years except 1953 and 1954), coupléd with the considerable
outfiows of private remittances and migrant transfers (mainly to India). These

were both familiar facts of the past and probably inefitable consequences of the
export economy, but as the merchandise balance deteriorated they served to drag the
current-account balance down into a heavily deficit position. The cumulative surplus
of Rs. k23 million on merchandise account was turned into a cumulated deficit of

Rs. hHS millior on the current account overall. Exchange control was tightened
‘up and succeeded in limiting remittances and invisible imports to an increasing

extent in the late fifties ahd increasing official donations from abroad also worked
to reduce the deficit-creating effect of these transactions, but the combined effect of
these two developments was not large enough to prevent a mounting current-account
deficit.
An attempt has been made in Table 6.3 to separate out capital flows to and

from Ceylon which are autonomous (i.e. motivated by considerations of foreign economic
aid, private direct investment in Ceylon, purchases of assets like estate property
from foreigners, and the like) from those which are simply induced by the necessary
accounting of balancing the foreign payments accounts. Of the latter type of capital
movement, there are two variants which are particularly important in the case of
Ceylon. All changes in the external assets of the government and the banks can be
regarded as induced capital movements; doing so entails very little oversimplification.
That is, foreign assets are drawn down primarily to finance payments deficits and

are built up primarily as an incidental accompaniment to payments surpluses. The
other kind of capital movement which can be identified as an induced flow is changes
in Ceylon's short-term liabilities to foreigners. This leaves flows of long-term

capital other than changes in holdings of long-term assets by the government and the

banks as autonomous capital movements.
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The "basic balance" of Ceylon's balance of payments can be dcfined as the
balance on current account, plus the balance of autonomous capital flows as just
defined. Under favorable circumstances in a developing country it would be hoped
that autonomous capital inflows would be adequate to cover whatever current-account
deficits might be incurred in the process of development and that there would thus
be no deficit in the basic balance. Unfortunately for Ceylon, net inflows of the
magnitude needed have not been forthcoming. There has been some foreign aid, of
course, and a small amount of private foreign investment, but these have amounted
to very little relative to the current-account deficit. Furtheriucre, in the early
years of the decade in particular there were actually some autonomous capital outflows,
representing sales of assets which had previously been foreign-owned to Ceylon
nationals. Many tea and rubber estates and a wide range of commercial concerns --
newspapers, hotels, departiment stores, etc. -- changed hands during the early fifties.
The revenues generated by ithe Korean commodity boom greatly stimulated such sales,
which had started some years before with independence. In a sense, since the current-
account surpluses accelerated this kind of capital outflow, it might be regarded
as partly induced rather than strictly autoncmous. In any case, capital outflows
of this type, which were heaviest during the years 1950-52, were sufficient to out-
weigh -- by a margin of Rs. 1.7 million -- all autonomous inflows enjoyed by Ceylon
during the 195C' s As a resull, the overall payments account was in an even worse
state of imb2lance than the current account: the cumnulated deficit for the fifties
mcunted to Rs, ZCE€ million.

There were two basic ways in which Ceylon could finance this half-billion rupee
deficit. It could draw down its accumulated foreign assets or it could take on more
short-term liabilities to foreigners. The extent to which the latter alternative
vias really open to it, of course, depended on the willingness of foreigners to

supply goods and services on payment of such I.O0.U.'s. In fact, only in the case
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of the 1952 deficit did increasing foreign liabilities serve as an important means
of financing the deficit. Over the rest of the period and particularly during the
uniformly deficit years of the late 1950's the full brunt of financing fell on the
external assets. The level of the foreign assets and the rate at which they were
being dissipated thus served as the best indicators of how much excess demand was
being financed through external deficits and how long this process could be con-
tinued.

It is not too much to say that the total value of foreign assets furnishes the
best indication of the overall viability of an export economy. Over the long run,
viability requires a tendency for the basic balance as it has been defined here to
be positive or, at worst, zero. There must be no persistent defirit or eventually
total foreign assets will be exhausted. For the reasons which have just been dis-
cussed this condition for viability was noi satisfied by Ceylon's export economy
in the late fifties. Consequently, it was only a question of whether the tide
would shift before the foreign assets were all gune or whether the export-economy
pattern would have to be abandoned. Had the late fifties been marked by even a
relatively short export boom, similar to those which graced the early and middle
portions of the decade, the need to make fundamental revisions in the structure of
the economy might never have arisen, but since the period brought only an unbroken
string of bad or mediocre years the level of foreign assets was in time forced
down to rock bottom. By the end of 1960 foreign assets were so badly depleted (see
Table 6.4, below) that a reluctant government was forced to take drastic and
unpalatable policy measures.

The fall in external assets is more dramatically and more relevantly illustrated
if one takes account of the fact that the burgeoning population and the slovwly

rising per capita income level were also applying upward pressure to the import bill.
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In terms of the value of imports in the preceding year, Ceylon had on hand at the
end of 1946 foreign assets equivalent to nearly 21 months' purchases. At the top

of the Korean boom, on the other hand, this figure reached not quite 12 months.

In 1954 it peaked again, but at less than ten. /ind by the end of 1960 it had fallen

to just over three and could not go much lower.

Table 6.4

Foreign Assets, 1946-601

Change in Assets Aasets in Terms

Foreign Assets, End of (Rs. million) of Months of
Year Year (Rs. million) During Year Cumulated Importse
1946 1,210.3 - k9.6 - k9.6 20.9
1947 9k7.3 -263.0 -312.6 11.8
1948 997.9 50.6 -262.0 13.4
1949 963.7 - 3k.2 -296.2 11.3
1950 1,132.9 169.2 -127.0 11.6
1951 1,216.8 €3.9 - k3.1 9.5
1952 873.8 -343.0 -386.1 6.1
1953 640. 4 -233.4 -619.5 b7
1954 oLk, 3 3u3.9 -315.6 8.2
1955 1,228.8 28h.5 - 31.1 9.2
1956 1,275.7 L6.9 15.8 9.7
1957 1,061.9 -213.8 -198.0 7.2
1958 933.2 -128.7 -326.7 6.5
1959 . 734.0 -199.2 -525.9 4.5
1960 541.3 -192.7 -718.6 3.2

lSource: See Tables A-31, 4=5Z7, andA-35, below,
2Tncludes only merchandise;tcki: « accountof invisible imports as well would lower
all of these figures slightly.
POPULATION GROWITH
Although it was not the main cause of the mounting payments crisis, population
growth also made some contribution to the island's difficulties. Population's
impact was felt in both private and public consumption expenditures. The need to
clothe

feed and/ the new additions to the populace (and since they were mainly children

there was relatively little need to provide other kinds of goods) led to rapid
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increases in national consumption of these necessities. For both food and clothing,
Ceylon had in the past relied heavily on imports financed by her estate exports.
There was only an insignificant domestic textile industry; the main sources of
supply were India, Japan and Britain. Food production, of course, was a major local
endeavor, but in the late forties nearly 60 per cent of the rice consumed in the
country was imported and the reliance on foreign sources for many other staple

foods -- as well as virtually all luxuries -- was correspondingly heavy. The precise
effect of population growth on aggregate demand is hard to work out, but it seems
likely that it did lead to a chanelling of demand into staple commodity lines and
perhaps to a more rapid growth of private consumption than would have ensued with
the same level of income and a less rapidly growing population. In addition,
population growth was a major factor contributing to the tendency for government
expenditures to outrun revenues.

Another condition Tor the continued viability of an export economy is that its
exports must, over the long run, provide enough foreign purchasing power to maintain
its imports at, to say the least, a constant real per capita level. This means that
the value of exports, deflated by an inde:x of import prices, must rise at a rate
at least equal to the rate of population growtn. The only other way that imports
can be maintained over time is for there to be a capital inflow; for short periods
declines in foreign assets and increases in foreign liabilities can also be used
to tide the economy over lean years. Between 1946 and 1960 Ceylon's population rose
at 2.6 per cent a year. The purchasing power of exports in terms of imports did
rse at a somewhat higher rate over the period as a whole (2.9 per cent) but by
far the briskest increase came in the late forties. The rate of increase from 1950
to 1960 was only 1.3 per cent a year. In some years -- 1949, 1952, 1953, and 1957 --
the purchasing power of exports (figured using 1946 as a base) actually fell behind

the growth of population. Putting the condition for viability in these minimal
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terms the economy barely managed to satisfy it over the entire postwar era and to
an increasing extent failed to live up to the condition in the later years of the
pericd (see Table 6.5).

Despite a rise in the percentage of Ceylon's rice supply that was produced
internally (from 47.6 in 1946 to 52,6 in 1960) the volume of food imports rose at
an annual rate of 3.1 per cent. The volume of textiles, the other important item
of mass consumption, imported increased by 4.6 per cent a year. In both of these
cases the press of population was probably a stronger force for raising the import
bill than vas rising per capita income. The latter is the cause of the soaring
quantity of other consumption goods imported, thiough; for these less essential items
the annual rate of increase in volume was a stortling 11.5 per cent.

One might claim that any developing country should have a deficit in its
balance of payments, representing large quantities of capital-goods imports, intended
for its development program, which have not yet matured and added to exports or
substituted for imports. In the case of Ceylon, there was some substitution of
capital goods for consumer goods imports as all imports rose but investment goods
imports rose fastest. Between 1948 and 1960 the annual rate of increase in the
quantity of all consumer goods imported vas 4.9 per cent ;during the same period;
imports of intermediate goods rose at 5.6 per cent and capital goods 8.9. By
far the largest part of the import bill in 1960 continued to be made up of consumer

goods, though.l

le1.1 per cent, according to an estimate of the author. In making up the import
volume indexes just cited, the Central Bank has classified many imports into one

of the three categories, but a sizeable unclassified residual remains and there

is thus no official estimate of imports for consumption, intermediate, or investment
purposes.
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Table 6.5
Population and the Purchasing Power of Exports, 1946-60%
(1946 = 100) 1
§
POPULATION EXPORT82 | FURCHASING POWER OF EXPORTS
% Change, IMPORT 3 % Change, Per

Year Total Annual Value Volume Prices | PRICES | Value Annual  Capita
1946  100.0 . 100.0 100 100 100 100 100
1947  102.7 2.7 5.4 a5 129 112 10k i 101
1948  105.7 2.9 132.2 108 129 121 109 5 100
1949  108.8 2.9 139.0 108 137 147 95 -13 87.
1950 112.0 3.0 2ok b 119 184 155 132 39 118
1951 11k4.9 2.6 248.8 120 223 198 126 -5 110
1952 117.8 2.5 197.9 123 172 196 101 -20 86
1953 121.0 2.7 214 .6 125 175 196 109 8 90
1954  124.3 2.8 2h2.0 129 195 182 133 22 107
1955 127.3 2.4 261.6 136 20k 175 149 12 117
1956  130.3 2.4 233.4 128 189 175 133 -11 102
1957 133.7 2.6 226.9 123 182 186 122 -8 91
1958  137.0 2.4 2h1.6 133 179 173 1ko 15 102
1959  1hko.4 2.5 262.9 130 136 175 150 7 107
1960  1hh.4 2.8 262.7 138 186 175 150 0 10k
Annual rate of increase:
1946-60 2.6 2.9
1950-60 2.6 1.3

Lsources: Tables A-9i.,0=4%..A==15, and. d=46, below; Thirty Years Foreign Trade
Statistics; Statistical Abstracts.

2Value includes invisible items (from 1950 on), but the quantity and price indexes

are based only on merchandise trade; for this and other reasons, price times quantity
does not necessarily equal value.

3Equals export value divided by import prices.

LLPurcha.sing pover of exports divided by population.

THE CRISIS OF THE EXPORT ECONOMY

The government of Ceylon has always had a problem of conflicting policy ob-
Jectives when it comes to deciding on its commercial policy. On the one hand,
import and export duties have traditionally been its most important sources of
revenue. For import duties, this implies a goal of trying to set duty rates at a
revenue-maximizing point, which, given the infinite elasticity of supply from the

world market, would mean charging duties so as to determine an import price that
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ywould drive quantity demanded in the local market to the point of unit elasticity.
Setting it any lower would mean that there was still an unexploited range of inelastic
demand from which more revenue could be earned by raising the duty; setting it any
higher would mean that local demand was being choked off by a large enough extent

to cut into duty receipts. For export duties, short-run revenue maximization implies
using the inelasticity of supply of export-crop output to extract as much revenue

as possible from producers; long-run protection of this source of revenue, as well

as equity considerations, suggests not pushing duties so high as to maximize revenues
in the short run, though, and an ideal of providing a generally constant per-unit
profit margin by varying duty rates as world prices changed has been adopted by the
Ceylon government. Under this rule, export duties vere set in close accordance

with the formula and were thus not really available for use as discretionary policy
tools.

Competing with revenue considerations, though, were other criteria of duty
application. For exports, the main worry was to keep Ceylon's export crops competi-
tive in price and quality with crops from other sources. For imports, considerations
of balance of payments policy and the protection of local industry entered in.
hen export revenues fell off import outiays tended tn excced them; increases in
import duties were often used to offset the tégdency for balance of payments deficits
to develop in such cases. In an export boom, ltwever, the government would either
halt the rising trend of import duties or (as it 1id on onc rceasion) actually
reverse it. This prevented the large surplus vhi® otherwise would have been
accumulated, but it also let demand vork itself ouws in the form of higher imports
rather than in higher prices. It ran counter, tioigh, to the long-run goal of balance
of payments policy: to achieve a rough balance [ inflows and outflows on the trade

and autonomous capital accounts in the long rurand thus protect the stock of foreign
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assets. Finally, protection of local industry is more of a matter of duty structure
than of duty level: capita] equipment and necessary materials must be allowed to
enter the country cheaply and competing final gocds must be penalized. In some
cases, though, protection considerations might be expected to compete with balance
of payments and revenue criteria.

In colonial days this potential. conflict of policy goals did not arise in
practice. Within the colonial concept of limited government revenue needs wvere
slight and could be easily satisfied through modest import duties and, at times, export
duties. Balance of payments problems were seldom severe, since local demand for
imports was tied closely to export receipts and there were often substantinl autonomous
capital inflows; changes in rates of duty were required only infrequently. Protec-
tion of local industry and the structural transformation of the economy were not
important policy goals. With independence, though, the policy conflict became a
very real one. Government revenue needs multiplied. Balance of payments problems
became acute. And import substitution through protection came to be a major national
goal, though only hesitatingly and selectively at first. Successive governments
understandably found it difficult to decide which pclicy goals should be given
maximum emphasis at any particular time.

Al of the foregoing is stated in terms of import duties. Actually, since
World War IT the government has had at hand three separate tools of commercial policy:
duties, quantitative import and export control, and exchange control. Trade and

means of achieving
exchange controls can be used to reinforce duty changes zs af ~ ' balance of payments

goals
apd protection policyé: ; and exchange control has the additional property of being
able to work on other kinds of international transactions besides goods trade:
invisible imports, flows of factor payments, and capital movements. Import control

and exchange control in Ceylon have their historical roots in the desire of the

colonial government to coéntrol a wide range of international transactions during
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the Second World War. They were relaxed to the vanishing point during the late
forties and the Korean period but were always maintained in stand-by form. Vhen
severe balance of payments difficulties struck in the late [ifties it was easy to
reinstate these strong forms of control.

Before the 1930's Ceylen hed had extremely low trade barriers. In 1929, for
example, import duties collected ran to only about ten per cent of merchandise
imports. With the depression and then the war duties were raised but as soon as
the war ended rates were cut again. As the availability of world commodity supplies
and the Sterling-area trade position permitted, import control and exchange control
were also eased. Vhen the new government of independent Ceylon gained control of
the island's finences with the 1947/48 budget it raised most duties as a protective
device. Several classes of goods were excluded from the general risc, either on
welfare or on protecticn grounds: (1) those which entered into the coust-of-living in-
dex, (2) industrial raw materials, (3) capital goods, and (4) drugs and medicines.
The new duty structure was left intact (thouzh other restrictions were gradually
relaxed) until 1950, when many of the 1947 increases vere revoked as an allegedly
anti-inflationary measure. £As export receipts continued at fabulous levels as a
result of the Korean boom, the following year saw additional duty cuts. Lven such
luxuries as cars reverted to pre-lQh? duty levels at this point. In retrospect,
this two-year episode emerges as a wasteful squandering of precious foreign resecrves
for consumption purposes. On the other hand, the selective protection of promising
local industries was begun at this time; rubber goods, tobacco products, soap, and
furniture were the first beneficiaries.

The Korean boom did not last forever, as some Ceylonese policy makers apparently
expected it to, and in 1952 and 1953 export reccipts came crashing down. There vas

a backlog of demand, though, and imports continued to rise, to the severe detriment
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of the stock of foreign assets. Drastic retrenchment measures were indicated. Only
in 1953 was the growth of the import bill finally brought to a halt. Balance of
peyments considerations necessarily dominated commercial policy during this period.
In September 1952 a ten per cent surcharge vas added to import duties on all but

the most essential goods. A few months later tariffs on automobiles and other luxury
goods were raised substantially. Exchange contrcl was tightened and a permit system
was applied to a variety of imports from outside the Sterling area. Then, with

the partial recovery of export receipts in l95h, a selective manipulation of the
tariff structure was enacted: auto duties were raised but bicycles were cut; conces-
sions were given on some machinery and raw meterials imports. levertheless, vwhen
the Taxation Commission published its report in 1955 it found Ceylon's import duty
structure to be insufficiently differentiated as between luxury and necessity
consumption items and between all consumption goods cn the one hand and capital

and intermediate goods on the other. It recommended lower duties for capital goods
and raw materials and moderately higher duties for many consumption items. In a
modified form, these proposals were implemented in the 1955 budget.

The new MEP government, in its first (1956) budget, pushed the policies recom-
mended by the Taxation Commission further, but it also complained that duties on some
consumption goods had been driven so high that revenue collections were falling off.
As Table 6.6 indicates, it was indeed true that at this time further increases in
duty rates ceased to produce much rise in collections, either in the aggregate or
relative to import value. Since external assets had been bolstered by the 1954-55
tea boom, the government actually cut tariffs on some products which it described
as semi-lwxuries for the avowed purpose of increasing duty revenue. Lpparently it
had some idea of what the elasticity of demend for various imports might be, though,
since it raised the duty on petroleum products, again citing increased revenue as

its goal. Vhen the balance of payments deteriorated in the following year, the
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government was forced to accept the dominance of import-centrol and import-substitution
goals over revenue considerations. It cut duties on raw materials and capital goods
further, raised some consumer luxuries to a 100 per cent duty, and hit gasoline,
tobacco, and beer hard. Again in 1958 it enacted more increases for contrel and
protection purposes; luxury autos were by this time subject to a virtually prohibitive
tariff. The 1959 budget brought more of the same: cuts for materials, some increases
to protect nascent local industries, and further increases on cars, gasoline, and
watches. By now, though, the balance of payments deficit was growing rapidly (see
Table 6.3, above) and the piecemeal measures adopted each year at budget time were
obviously not enough to stop it. No decubt the government kept hoping for a revival
of export prices, but none came, At last it was forced by its ill luck and lack of
foresight to extreme measures.

Table 6.6

Export and Import Duty Receipts: Total and as a Percentage of
Their Tax Base and of GNP, 1047/48 - 1959601

EXPORT DUTIES IMPORT DUTIES TOTAL CUSTCMS REVENUE

t5 & 4s @ % of i o 3sof % of as a %
Year Rs. mln. exports f.o0.b. Rs. mln. imports c.i.f. Rs. mln. of GNP
1947/-48 137.C 13.8 177.0 16.0 31k.0 11.2
1948/ 49 149.1 15.4 180.2 17.6 329.3 10.9
1949/.50 167.6 13.6 188.3 17.5 355.9 9.7
1950/-51 282.7 1k.9 25,0 16.8 527.7 11.9
1951/:52 227.3 4.6 259.9 15.9 Lg7.2 10.7
1952/.53 193.2 13.9 250.6 15.6 4436 9.9
195345k 259.1 15.7 24l .1 16.2 503.3 10.7
1954/.55 370.7 20.1 253.2 18.0 628.9 12.3
195556 322.1 18.1 286.3 18.6 608.4 11.9
1956&/ 57 323.9 19.6 303.6 16.4 627.5 12.1
1957/ 58 325.0 23.3 292.0 18.6 617.0 11k
1958/ 59 328.9 18.4 367.0 18.2 695.9 12.2
1959/ 60 327.2 12.2 406.5 19.5 733.7 12.3

lSource: Customs Returns. The periods shown are budget years (October 1 - September
30). GNP is measured using the Department of Census and Statistics concept and
converted from the calendar to the budget year. The percentages given here represent
average duty yields; no attempt has been made here to measure average rates of duty;
see the text for a general qualitative idea of rate changes.



http:1948/.49
http:1947A.48

6.19

The 1960 budget increased import dﬁties once again. The familiar targets --
cars, gasoline, liquor, and tobacco -- were hit again. This was the ninth consecutive
year of duty increases and the continual raising of the duty level was at last
beginning to have some effect on import value. Merchandise imports, which had been
almost continuously on the upgrade for six years, leveled off. The volume of duty
collected, meanwhile, wa{jbeing pushed towards the maximum possible sum, given the
elasticity of demand for imports in Ceylon. Exports failed to recover, though, and
the decline in external assets continued unabated.

Ceylon's policy on import duties in the late fifties was not successful in
achieving its main goal, which was to right the increasingly precarious balance of
peyments. The rate increases enacted were too little and too late to coriect an
imbalance as large as the one which actually developed. Had another export hoom
emerged from the blue to restore the balance, as policy makers at the time must
devoutly have wished, the crisis would have been solved -- at least for the time
being. A measure of the failure to achieve the balance of payments goal is the
relative succecs enjoyed in revenue collection. Duties which keep imports out
cannot collect revenue and the fact that receipts from import duties socared to over
Rs. 400 million & year shows that the goods vere still flowing in abundance despite
the high duties (some of these flows were speculative, based on a belief on the part
of traders that the situation was scrious and that ample stocks should be obtained
before more severe sanctions were imposed). Probably the basic failing of Ceylon's
policy makers at the time was that they continued to think of balance of payments
defense as a cyclical problem which could be counted on not to persist for more than
three or four years at a time. They failed to understand the strong demographic and
political forces within the economy working for persistent deficits and thus underrated
the need to manage import trade and encourage more actively the restructuring of the

economy. In the light of these forces, it can now be said that even if there had



been another export boom it would only have served to postpone the day of judgement,
not to cancel its appearance.

In January and August 1961 the government finally took ?igorous action. The
measures taken included still more increases in import duties: a five per cent
surcharge was added to the general duty and additional five per cent increases vere
levied on a wide range of goods. More important, though, textiles, many focd items,
and a large number of manufactured gonds were placed under quantitative import restric-
tion for the first time. Several luxury items, notably cars and watches, were banned
outright by the simple expedient of declaring that no more licenses would be issued
for their importation. From now on, duties were to be abandoned as the chief tool
of commercial policy and import and exchange control would come to play the dominant

and payments
role. The framework for a system of state-managed foreign trade/was esteblished;
novw all that needed to be done was to extend these measures to a wider and wider
variety of transactions and eventuslly to the entire balance of payments.

It is qui‘te possible that future economic historians will date the end of the
export economy in Ceylon from January 2, 1961. Even though the nation's economy
would continue tc be tied closely to foreign trade in the future and even though the
economy had in many ways deviated from the classical export economy model in earlier
years, it is probable that on that day the irrevocable move away from the old economic
system wvas made. Less by conscious design than by the sheer weight of circumstance,
a vhole new enviromment was created for economic growth in Ceylon., In it, the
emphasis on local production and import substitution would have to rise. Management
of interna. ~nal trade and, indeed, most of economic development would be thrust into
the hands of the government. Both industrializaticn and price inflation would for

the first time become real possibilities. It would be a very different world from

that of the classical export economy.



Chapter 7., Since 1960: A New Era?

SINCE 1960

By 1960 the export economy of Cey.on, whether permanently or temperarily, had
become unviable. Years of excess aggregate demand had led to the virtual] disappear-
ance of the country's foreign.assets. Yet the central government, vhich through its
massive bﬁdget deficits was the main source of the excess demand, continued to pump
purchasing power into the system. It was no longer possible to draw down foreign
assets to cover the balance of payments deficit. Loans from abroad did not come
close to closing the gap. There was no alternative left but to trim imports to the
level permitted by Ceylon's export receipts, plug any capital inflow which might develop.
Since there vas a tendency inherent in the cconomy for deficits to arise this in turn
meant that import controls of various kinds would have to be imposed.

The measures taken have already been outlined. Unlike the duty changes and
comparatively mild forms of direct control used in the late 1950's, these severe
direct measures were strikingly effective in their initial cask of controlling over-
all import volume. The aggrepate quantity of imports, which by 1959 had risen to
145 per cent of the 1953 level, was sliced by 20 per cent as a result of the 1960
and 1961 measures. To put this feat of economic control in perspective one should
keep in mind the inexorable pressures pushing imports up. In only one previous year
since Werld War IT (1953) had import volume failed to rise. Not only were ihic direct
controls unprecedentedly cffective in holding down the over-all volume of imports
but they also succeeded in discriminating, according to a predetermined scale of
priorities, among imports of different types of goods, c.acentrating their restrictive
efforts on those deemed less essential to the national welfare. Food imports fell
relatively little., Within the food category the distinction between staple foodstuffs
on the one hand and luxury and semi~luxury food and drink items on the other was

sharply made. Staples, which were by this time imported and sold largely by the
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government or cooperative organizations, were little affected by the controls and
continued to be imported in about their past volume. Canned goods, apirits, and
other foods of the less essential type were put under severely limited quotas or
banned outright. Among other consumer gocis, textiles had previously been subject
to more controls than other consumer goods and were thus hit relatively lightly at
this point (though textile supplies were tightly curtailed later, in 1963). It was
consumer goods other than food and textiles which were most easily identified as
nonessential imports and thus felt the full brunt of import restriction. As Table
7.1 indicates, these goods as a class suffered a 70 per cent drop in import volume
from 1960 to 1962. Many luxury consurier goods which had once teen imported in con-

siderable quantities were now cut to zero.

Table 7.1
1

Import Volume and Structure, 1958-62
1958 1959 1960 1261 1962 1963
(Rs.millions)
Imports (current prices)2 o 2,176 2,20 1,972 2,070 2,014

Indexes (1958 = 100)

Consumer goods 100 112 111 83 78 65
Food and drink 100 111 104 96 a0 85
Textiles 100 89 86 75 74 42
Others 100 129 148 49 45 25

Intermediate goods 100 121 121 118 131 124

Investment goods 100 131 117 102 116 93

All imports 100 116 113 o1 92 79

1

Source: Central Bank, Annual Report for 1963.

2Theze figures, which include both visible and invisible items, are derived from
a new Central Bank series which originates in 1959 and are not directly comparable
with any earlier data.
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It 1s a tribute to the selectivity of the new controls and to the relative
efficiency with which they have been administered that it was possible to make such
sizeable cuts in luxury consumer goods imports while at the same time allowing the
vqlume of intermediate and investment goods imported to continue at much the same
level as before. It is true that at a lower level of aggregation the concrols were
often arbitrary. In particular cases, local producers -- especially new manufacturers
of goods not previously made in Ceylon -- often did encounter difficuities in obtaining
permission to import needed materials and capital goods. Looking at the indexes in
Table 7.1, though, one is impressed with the degree of effective discrimination
involved in the new policy. Only in 1963, as the continuation of austerity came to
require even more stringency, did the volume of intermediate and investment goods
imported begin to suffer.

Up to mid 1964, at any rate, it seems that the physical control of imports has
been adopted by the Ceylon government as a permanent feature of its ecanomic policy.
Both exchange control and import control have been gradually tightened since their
sudden stiffening in 1960-61. During 1962, for instance, the percentage of total
imports which were subject to individual licensing was raised from 17 per cent to
48 per cent of the 1961 import bill; by the end of 1963 coverage had been extended to
60 per cent.1 Although these controls may be partially relaxed at some time in the
future and even though there had been some direct trade controls in effect through-
out the fifties, it does seem that an important qualitative change took place in
1960-61 -- a move from an essentially open economy to an econony with government-
controlled import trade.

The immediate improvement which the drastic policy changes of 1960-61 wrought in

the balance of payments was slight.2 Export volume rose by four percent in 1961

1This is in terms of 1961 imports; as a percentage of 1962 or 1963 imports the figures
would be lower, since by this time the structure of imports was changing in response to
the controls themselves. See Central Bank Annual Report for 1962 (p.56) and 1963 (p.52).

2‘l‘he gsource for all data in this paragraph is the Central Bank Annual Report for 1963.
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and another seven percent in 1962, then suffered a decline of three per cent in the
following year. But export prices registered falls of nine and two per cent re-
spectively in 1961 and 1962 (they were constant in 1963) and prevented a rise in
export receipts. When invisible items are added in, the value of exports followed
a generally downward path, going from Rs. 1,796 million in 1960 to Rs. 1,725 (a pro-
visional total) in 1963. Through 1962, through, falling import prices kept the
purchasing power of exports on the rise. With 1960 = 100, an index of export re-
ceipts deflated by import prices féll to 96 in 1961 but rose again to 106 in 1962,
thus nearly keeping abreast of population grcwth. But in 1963 prices of imported
food and other consumer goods rose sharply and the purchasing power of exports
index slumped to 93.

As a result of all these volume and price changes the current deficit in the
balance of payments was reduced in size but not eliminated. It was brought down
from Rs. 220 million in 1960 to only 94 million in 1961,but crept back to Rs. 144
million in 1962 and Rs. 146 million in 1963. After a slump in 1961, there was a
noticeable increase in autonomous capital inflows: from Rs. 11 millicn in 1961 to
Rs. 38 million in 1962 and Rs. 79 million (provisional) in 1963. These increased
flows helped to reduce theamount of further balance of payments financing needed.
Still, there remained a basic deficit to be covered somehow: Rs. 83 million in 1961,
Rs. 106 million the next year, and Rs. 67 million in 1963. Foreign assets could
not fall much further (they did drop fromRs,.541.3 million at the end of 1960 to
Rs. 462.3 million at year-end 1963), so a rise in external liabilities, particularly
two drawings from the International Monetary Fund, had to be resorted to as the main
means of financing the continuing deficit. To sum up, the rapid deterioration in
the external accounts which had characterized the late .fifties was arrested but there
was no reversal of the earlier trend. Although production for export continued to rige
quite satisfactorily declining prices in the world market kept export value from

going up. And despite the severity of the new controls and the fillip they gave
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to import-substituting local industry imports were not reduced by a large enough
amount to eliminate the deficit entirely.

The fiscal operations of the central government kept the economy brimming over
with excess demand. The deficit for 1960/61 -« Rs. 490.9 million -- was the largest

1
ever, breaking the 1959/60 record by some forty million rupees. Again in 1961/2

a deficit of about half a billion rupees was run, while in the following year the
size of the deficit was reduced by some Rs. 50 million.2 The effect of these con-
tinuing large deficits on aggregate demand was moderated, however, by two key mone-
tary phenomena. For one thing, only a small proportion of the debt was monetized.

The money supply rose at a relatively modest rate through 1962 (as money supply is
defined in Table A-36, below, it went up 6.7 per cent in 1961 and 1.1 per cent in
1962), then accelerated (1ll.4 per cent). And, secondly, the putlic showed a help-
ful willingness to hold on to currency, presumatly on the assumption(which was
without doubt irrationally optimistic) that while there were few goods available
which were worth buying at current prices supplies would improve in the future and
prices would fall., The bank debits tax, the prohibition (in 1961) on the opening

of new accounts in British and Indian owned banks by Ceylon nationals, and, worst

of all, the fear ﬁhat the government might freeze or even confiscate bank accounts
created a move away from demand deposits and into currency. Total demand deposits
fell from 1960 through 1962 (Rs. 588.¢ million at the end of 1960, 571.6 in 1961, and
565.6 in 1962), then rose again in 1963 (to Rs. 595.5 million). Currency in circula-
tion rose steadily, though: from Rs. 595.3 million at year-end 1960 to 692.2 in 1961,
712.6 million in 1962, and 828.4 in 1963. The extent to which the putlic was using
this currency as a store of value rather than to satisfy its current transactions

needs is indicated by the rapid rise in the number of Rs. 100 bills outstanding,

1See Table A-60, below.

2The data needed to make a precise comparison of the 1961/62 and 1962/63 deficits

with deficits of earlier years were not available to the author in mid 1964; the

former deficit was, however, very close in size to the one run in 1960/61 and the
latter was a bit smaller.
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This denomination, the largest issued, is too big to be used in any but a very few
transactions in Ceylon but it is admirably suited for hoarding purposes. The value
of Rs. 100 notes issued shot up from Rs. 148.4 million at the end of 1960 to Rs. 211.9
million by the end of 1961, then continued its brisk c¢limb and was up to Rs. 275.3
million by December 1963. Of course, it was naive for people to believe that while
the government could tamper with demand deposits it could not touch currency and to
doutt that prices would continue to rise. The more sophisticated recognized the
fallacy in this thinking and instead bought real property of various kinds.1

For all of these reasons not so much inflation as one might expect was created
by the abrupt closing of the economy. Of course, there was some upward pressure on
prices. Just how much is hard to define. The official consumer price irdex, which
is heavily weighted by subsidized and price-fixed items and has other dowrward
biases as well, had been rising at an annual rate of only 0.7 per cent throughout
the fifties; after 1960 it started going up a bit faster: 1.3 per cent in 1961, 1.4
in 1962, and 2.4 in 1963.2 Even allowing for the considerable understatement which
is obviously inherent in this index the rate of increase in consumer prices in
general was clearly moderate. However, the Ceylonese public is extremely sensitive
to rising living costs and by 1963 the popular clamor had grown so loud that the
government was directing more attention to attempts to bring living costs down than
to efforts to raise incomes. Many prices which were not included in the consumer
price index, particularly those of consumer goods used mostly by the niddle and
upper income groups and those suitable for use as a store of value, rose more

rapidly. An extreme case was used cars, whose prices doubled in the course of

1The public as a whole had no choice, of course, but to hold the money supply iggued
by the government and the banks (though it could and did alter the proportions held
in currency and bank deposits respectively). Those with inflationary expectatiaons
presumably bought tangible assets, even at prices which were grossly inflated by
past standards, and the others held cash. Cash, especially large bills, was also
attractive to those holding wealth acquired through illegal operatiouns of various

kinds.

2Central Bank, Annual Report for 1963, Table 41.
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about two years. DPrices of intermediate and investment goods, whose importation
had been less severely curtailed, presumably rose less than those of consumer
goods in general. How much inflation one says there has been since 1960 is thus
clearly dependent upon the particular types of goods one wishes to price. And,
even though price increases have perhaps not been so great as one might expect
given the severity of the shortages which developed, an important step had been
taken: the tie with world prices had been severed and the door was now open to
an inflation of considerable magnitude.

Aside from price inflation, the other way in which excess aggregate demand might
work itself out now that imports were being forcibly restrained was through increased
local production for domestic use. The abrupt choking off of imports of a wide
range of goods upon which the middle class and, to a less extent, the ordinary
people, had learned to rely created for the first time an extremely attactive
market for domestic manufactures of the simpler consumer goods. There was a great
flurry of new activity in these areas. Delays in obtaining tax concessions and im-
port licenses for machinery and supplies and in clearing other bureaucratic details
with the government appeared to be all that inhibited the rise of a2 host of small
private manufacturers. Vhereas previously entrepreneurs had been reluctant to
enter manufacturing they now showed no tendency to be discouraged by the capital
shortages, lack of skills and technical knowledge, inexperience, or other problems
to which their former inactivity had long been ascribed. The products of these
small manufacturers -- joms, pickles, chocolate, pots and pans, and an almost
endless list of similar consumer products -- were often crude but they usually
improved as time went on and some even succeeded in gaining the favor of a critical,
import-coddled public. Thus the controls, for all their faults, did achieve one
thing for which official policy had long striven with only slight success: a

channeling of the proven abilities of the local entrepreneurial class out of the
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old faniliar licec -- e:state agriculture, real estate, and trade -- and into manu-
facturing.

Other side effects of the inpnrt controls were less desirable. The lower
volume of imported goods handled created a recession in some segments of wholesale
and retail trade, especially in the large import firms and department stores of
Colombo. Holders of imported consuner goods and of used consumer durables, notably
cars, nade huge windfall gains. Offsetting in part the salutary influence of the
new incentives that had been injected into the economy were the additional layers
of red tape through which the potential nanufacturer was forced to wade and the
increased number of rather arbitrary government decisions upon which the success of
his business came to depend. For the crdinary man a period of cugterity began. Real
consumption per head ceased to grow, stagnating at about Rs, 480.1 For the middle
class man, who had formerly consumed a high proportion of imported goods, real
income undoubtedly fell and a considerable amount of belt-tightenirg became necessary.
All in all, then, the abrupt transition from open inflation via the balance of
payments to inflation suppressed by direct trade controls was far from painless.

It is too soon to say just what effect the closing of the economy will have on
the rate of econnmic growth. In the early sixties the econony experienced growth
rates which were gsomewhat lower than those of the fifties, but problems of transition
and an unfavorable turn in export nrices were mainly to blame for this slackening of

the rate of expansion. As Table 7.2 shows, real output rose from 1959 through 1963

lUsing Central Bank aggregate consunption figures (Central Bank Annual Report for
1963, p. 27), the CPI as a deflator, and population egtimates frow the Registrar-
General's Department and from the 1963 census, apparent consunption per copita

in 1959 prices rose from Rs. 486 in 1959 toRs. 513 in 1960. Thereafter, though,
figures of Rs, 480 for 1961, Rs. 477 for 1962, and Rs. 482 for 1263 were reccrded.
Any bias in these data is upwards, since the downward-biased CT'I is an inadequate
deflator and the 1963 preliminary census count seerms a bit low relative to the
estinates made for earlier years by the Registrar-General's Department. Actual
real per capita consunption thus fell considerably from 1960 to 1963.



Table 7.2

Gross National T'roduct and Main Components, 1959-63
(Rs. millions)

1959

A. In Current Market

Private consumption 4,678
Government conjunption 881
Grogs domestic fixed capital formation 1,069
Change in stocks -11
Exports of goods & services 2,016
Imports of goods & services 2,176
Gross Damestic Product 6,457
Net factor income from abroad ~-37
Gross National P'roduct 6,420

1960

Prices
4,991
911
966
-47
2,011
2,209

6,622
A

6,578

7.10

B. In Constant (1959) Factor Cost Prices

2
Gross National Product 5,854

Gross National Income3 5,854

C. Annual Growth Rates (per cent)

GNP in current market prices -
GNP at 1959 factor cost prices -

GNI at 1959 factor cost prices -

6,078

6,064

2.5

3.8

3.6

1
Source: Central Bank Annual Report for 1963, pp. 25-26.

21bid., p. 33.

1961 1962 1963
4,849 5,010 5,309
926 979 1,011
978 1,021 982
67 2 12
1,907 1,966 1,914
1,972 2,070 2,014
6,755 6,919 7,213
=40 -47 ~52
6,715 6,872 7,161
6,260 6,493 6,611
6,087 6,391 6,349

Av.

1959.-

1963

2:1. 2.3. 4.2.72.8

3.0 3.7 1.8 3.1

0.4 5.0 -0.7 2.1

3Al1ows for chmges in the terms of trade by deflating export value in current
prices by the import price index rather than by export prices; see Table A-3 and

the last note attached to it.
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In physical terms, production for domestic use grew at almost the same rate
as output for export: by 13,1 per cent from 1259 to 1963.1 Faddy output and yield
continued their strong upward trends, even though interrupted by bad years in
1961 and 1963; gross output rose by 34.8 per :cent, 1959-63.2 Industrial production
had begun to grow at a good pace (see Table 7.3), but it was still too small a
proportion of national output to influence the overall growth rate very much.

Table 7.3
1

Indexes of Industrial Production, 1958-62
(1952-56 = 100)

1958 1959 1960 1961 1962

Mining & quarrying 53.3 73.0 101.0 87.1 86.8
Manufacturing 113.8 124.5 133.0 139.0 151.3
Electricity 140.7 157.5 174.4 185.0 202.3
Industrial production 114.2 125.1 135.0 141.1 152,3

1Source: Table A-36, below; Developreni Division, Department of Industries. There
is a distinct possibility that increases in manufacturing output after 1960 arising
from small-scale private activity are understated in this table.

In seeking to determine what Ceylon's growth rate might be in the near future,
one should look not only at recent rates of growth but also at the rates of capital
formation which have prevailed in the post-1960 enviromnment. Capital formation rates
give some limited basis for optimism. Even though there were new incentives to
invest in facilities designed to produce for the local market, the straitened
circumstances of the economy led to a fall in gorss investment from 1959 to 1960
(see Table 7.4). Thereafter the volume of investment made a limited recovery, but

in 1963 import restrictions bit into investment goods imports for the first time and

Libid.

21bid, p. 35.



7.12
investment volume nmay have slipped again. Throughout the whole period, though, gross
domestic fixed investment as a percentage of GNP was apparently running ahead of its
average level for the fifties; according to Central Bank data it averaged 14.5 per
cent of GDP in 1960-63.1 Mofeover, the composition of fixed investm¢nt underwent
some promising changes: inported transportation equipment declined sharply while pri-
vate investment in plant and machinery (still a relatively snall item) showed a
healthy buoyancy. Although the changes in investment volume and composition were far
from dramatic the optimist might be able to see in them some promise that the accelera-
tion of growth and structural change which had not yet fully materialized by 1963
might emerge in the near future,

On the basis of all this fragmentary evidence, the operation of the post-1960
economy can be tentatively assessed. Despite some fairly high transitional costs, most
of which can be ascribed to the suddenness with which the economy was closed, it is
clear that the process of restructuring the economy has been accelerated.2 At the game
time, though, growth has slowed down a bit. 1In part this is a transitional problem.
Some of the blame must also go to world price movements, the factor perennially out-
side the control of Ceylon's policy makers. Still, through 1963 the closing of the
economy had net had any noticeable effect of accelerating economic growth, What the

future holds one can only guess. If, as the author believes, the changes of the early

1The average for 1950-59 according to the Center acccunts (see Table A-2, below) was
11.5 per cent. A direct comparison of this figure with the 14.5 per cen% Central
Bank estimate cited in the text wculd be misleading, though, because on the basis

of a comparison of the two accounting systems for 1959 and 1960 (the only two years
of overlap) the Cencral Bank accounts yield an investment ratio which is two or
three percentage pcints above the one derived from the Center accounts. Thus it is
even possible that the investment ratio of the early sixties was not actually higher
than that of the fifties.

2Especially in the sense that investment has been redirected to new fields. As noted
in the text, no tendency for real output/ggrr§g¥e§éigt¥3% to output for export had
emerged by 1963 (though output for domestic use did rise as a percentage of GDP in
current value terms as export prices fell).
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Table 7.4

Gross Domestic Capital Formation, 1959-621

(current Rs. millions)

1959 1960 1961 1962 1963
Private Sector_and Putlic Corporations
1. Gross domestic fixed capital for-
mation.
a, Planting and replanting 62 63 63 64 61
b. Building 336 341 320 342 262
¢. Plant & machinery 119 77 113 113 154
d. Transportation 153 109 85 92 63
e, Imported capital goods n.e.-. 64 59 55 57 59
Total 733 618 652 627 610
2. Change in stocks 12 -31 16 =41 12
Total Private GDCF 745 618 652 627 610
Government and Government Enterprises
1. Gross domestic fixed capital for-
mation 336 317 341 364 384
2. Change in stocks -23 -17 52 43 0°
Total Government GDCF 313 300 393 407 3842
All Sectors
1. Gross domestic fixed capital for- 2
mation 1,069 266 978 1,031 9832
2
2. Change in stocks -11 -47 67 2 12
2
Total GDCF 1,058 918 1,045 1,033 904 .
GDFCF /GNT 16.7 14.7 14.6 15.0 13.7
GDCF /GNP 16.5 14.0 15.6 15.0 13,¢

1Source: Central Bank AnnualReport for 1963, p. 28,

2Provisiona1.
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1960's are permanent alterations in the economic environment in which the economy

must operate and not just a passing phase, the future holds rcoblems and possibili-

ties unimagined in the past. Under favoratle circumstances both growth and
structural change might prcceed more rapidly than in the past. If the circum-
stances are not favorable and the challenges not met, then economic retrogression

a very real possibility.

A NEW ERA?

It has been contented here that to be adequately understood the economic
experience of Ceylon since the late forties must be looked at in the light of the
structure and dynamics of the classical export economy. From this point of view
that experience emerges as an attempt to continue on with the old econonic
system at a time when several features of the enviromment in which the classi-
cal econonmy had once operated successfully had changed and when a number of ad-
ditional demands were being made on the economy which no one had asked of it in
earlier times. The period from 1946 to 1960 was thus a time of mounting con-

tradictions and tensions, culminating in a

is
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breakdown of the svstem which, given the apparent inability of Ceylon's leaders to
reform the export economy and make it viable, came to be inevitable.

The features of the classical exvort economy were outlined in Chapter 2. To
recapitulate, they were:

(1) A dualistic economic structure, consisting of (a) a dynamic export
sector producing for the world market which, given sufficiently high and
steady prices, was capable of rapid output and employment prowth (first
resource-extensive, then resource-intensive) and (b) a traditional sector
producing for the village market which was static in the sense of having its
cultural and technical roots in ancient customs, though it was subject to
gradual change through the indirect influence of export-sector growth;
minimal economic interrelations between the sectors.

(2) 1In the export scctor, a labor supply which adjusted automatically
to labor demand; in the traditional sector, a low growth rate of the population
and hence of the labor force.

(3) .idequate land (to a point) for the export sector and few severe
land scarcity problems for the traditional sector.

(4) Relatively easy access to capital for the export sector,

(5) Limited povernmment, collecting revenuc from the export sector and
providing services mostly to it; total expenditures trimmed to match revenues.

(6) Automatic adjustment of money supply (both currency and bank money)
to export-sector conditions; no indepencent monetary.policy and few monetary
problems. . e

Several importani deviztions-£rdom Lhis systery most of wiich entered the®

picture in the late 1940's, became increasingly evident during the 1950's:
(1} Covernment activity expanded; tic export sector was taxes mucit more

heavily and rescurces werc channeled from it into the traditional sector and
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Into an embryonic "third sector" (i.e. a sector which is technologically modern
but domestically oriented); this attempt to grow through structural change was,
however, only moderately successful.

(2) HMigration ended; labor supply became tied to g3 high rate of natural
increase of the domestic population,

(3) Cultivation was pushed so far out on ter the extensive margin that
the rost of putting new acreage into cultivation rose to prohibitive heights,

(4) Capital shortage became a problem.

(5) The government fel: severe pressures to provide me-.e current services
to a public whose numbers were increasine rapidly; it pushed its traditional
revenue sources to their limits, generally failed in attempts to develop nev
sources, and finally resorted to massive budget deficits.

(6) Institutional changes opened up the possibility of autonomous monetary
policies and events; inflationary fiscal policy had inflationary monetary re-
percussions.

By 1960 most of these effects had had time to work themselves out. In many
ways the years intervening since independence had been food ones: there had been
some output and productivity grewth in almost all sectors, a lot in some of them.
In a few economic spheres -= unemployment, pressurc on land, international finance -~
things had been getting worse. 1In general, insufficient preventative action was taken
to forestall further deterioration in these areas. Tor the first time in 1960, though,
something deteriorated to the point where the need to act became imperative. Pre-
dictably, it was the foreign balances which reached this point first, but it could
have been somethins else. The actions taken by the ~overnment brourht import trade
under ticht government control for the first time and thus constituted another major
step away from the classical export economy. It is nrobable, thouph, that this
was more than just another modification in an extemnorized transitional version of

ginning

[%

the export economy. 1More likely it was nothinp more or less than the be

of 3 new cra.
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It is unlikely that Ceylon can ever return to its old pattern of export depend-
ence and relatively free entry of imports. The likelihood that sovernment deficits
vill continue and the probability that once a fairly substanctial industrial sector is
built up behind a protective tariff wall it is not likely to be exposed to the risors
of open competition with imports in the foresceable future both work apainst a re-
opening cf the economy. True, another export boom similar to that of the early fifties
could provide a sudden improvement in the external balances. If it did, imports
would be eased once more (thoucrh hopefully not so much as in 1950-52 -- one hopes
that the Cevlon povernrment has learned somethine from exnerience) but such an occur-
ance could only be a temporary reversal of the trend. The lone term forces vorking
arainst the continuation of the export economy are too great and vould soon serve
to recstablish the tendencies noted throuchout the 1950's. The risine population,
coupled with the necessarily slcw rise of export preduction and the unfavorable
trend of export prices, make it most unlikely that the plantation sector can ever
again penerate enourh export rece.nts to satisfy all the import needs of Ceylon's
population. In ay case, to think in terms of another major export boom is probably
to indulpe in fantasy. The more likely course of events is that 1961 will truly
turn out to be the end of an era and that the export economy, even in the modified
form in which it existed during the fifties, will not be reinstated, cven briefly.

The end of the export economy does not imply, of cocurse, that Ceylon will abandon
the production of tea, rubber, and coconuts for the world market and become autarkic,
T. the new era the export sector can be expected to continue along a erowth path
similar to the one it followed in the 1950's, Bunc the permanent control of import
trade by the government and the forced alteration of the structure of imports should
induce more and more local production for the domestic market. This opens a new set
of potentials for economic growth and structural change.

Just what are the potentials of the new era, if indeed one is beyinninpg? Cer-~

tain trends, some transitional? and others likely to become permanent features of
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the new environment, have already been noted. "ith the turning of agpregate demand
invard which followed the closing off of imports, a stinulus was given to the domestic
sector., But would the domestic sector resnond? Throuch 1962 the response was fairly
impressive, but still not great enough to prevent shortages and increases in the price:
of many poods, All in all, there is reason to be optimistic about the prospective
srowth of production for local use. There are roadblocks in the way of this prowth

-~ capital scarcity, lack of skills, nceds for imported machinery and materials -

but all of these can be overcome. Despite hich company tax rates, capital can be
asenerated by plowing back nrofits. Given the demand for goods, skills can be acquired.
The need to import capital equipment and supplies is perhaps a more difficult problem,
especially since it invulves positive covernment action on individual cases and often
this takes time. There is hone, though, that the povernment, now recognizing the
importance of zction to aid private industrial development and trying to gpain ad-
vantapes from adversity, will be able to streamline its administrative machinery and
make it work more closely in line with the needs of the country.

All of this is.on the positive side. Tt leads one to exnect that Ceylon's
economy will now be rapidly restructured. If output for local use can be made to
grow more rapidly and 'output of exnort roods continues to rise at its past rate,
then ipso facto the rate of economic srowth will be enhanced. This is the hope held
out by the new economic system. On the darker side, though, there are some major
forebodings. Uill employment grow as fast as outnut and will it ~row fast enourh
to soak up the increasingly larpe annual increrents to the labor force anticipated
in the years to come? Uhat is the long run promise of economic arowth based on
internal demand for a small country like Cevlon; isn't a particularly inefficient
form of autarky likely to be th» ultimate result?

There is indeed much less cause to.be sanruine about employment prospects in

Ceylon than about the chances of a sufficiently rapid rise in national product,
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The natural consequences of past demographic trends, abetted perhaps by a slowing
dovn of the spread of education as bottlenecks in the provision of educational faci-
lities prow worse, will pradually raise the rate of arowth of the labor force from
the 2.2 per cent annual rate of the fifties towards the population growth rate of
about 2.6 per cent. Lven very rapid erouwth of industrial output will absorb little
additional labor. The government plants built so far have been highly capital-
intensive (see Table A-65, below) and the ones under construction or beine contemplated
at the present writing -- steel, tires and tubes, grain milline, and fertilizers --
are even more so. The tyne of small-scale private industrv which has nroliferated
since 1961 is less capital-intensive but it vill provide emnloyment for only a tiny
fraction of the available labor. Perhaps with increases in the nrices of imported
factors of nroduction relative to domestic factors private firms will be induced
to use more labor-intensive methods than they othervise would. Even using high
nrojections of industrial ecrouth, thouech, it is clear that the main burden of
providing jobs for new workers will continue to fall, as it did in the fifties, on
the agricultural and service scctors. l!lere Ceylon's rapidly risine level of educa-
tional achievement poses a serious nroblem. Increasing education means that many
new entrants to the labor force rule out employrent in virtually all of apriculture
and much of the service sector as unbefitting to their social and intellectual level,
Outside of industry, the only jobs open to their consideration are thus professional
and clerical service occ:mations. It is hard to say vhich asnect of the unemploy-
ment problem is more forbidding: the aperecate problem of findinp jobs for some
100,000 newv workers every year or the difficulty of obtainine suitable employment
for the much smallir but growine number issuing forth from the Ceylonese educational
system each year.

Is concentration » production for the local market a blind alley {or Ceylon?
There are two major limitations to the industrialization of Ceylon: lack of almost

all of the raw material Inputs needed for modern industry except hydroelectric
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power1 and the smallness of the national market for most finished poods. The former
consideration dictates that industry must be based either on processing local agricul-
tural raw materials or on imported materials, There is esome possibility of extending
the processing of Ceylon's traditional export crops furthev: e.u., by manufacturing
"{nstant" tea from areen leaf or by producing auto tires. Aside from these possibili-
ties, which are obviously quite limited, and unless the production of some agricultura
raw material which has not been a major product of Ceylon in the nast == such as
cotton or supar, both of which have been tried with scant success -- can be develoned,
the main reliance will have to be put in imported raw materials. This is a serious
limitation, but not necessarily a fatal one, as the Japanese and llon~ Kong success
stories show.

The hurdle posed by the smallness of the national market may be a more difficult
one to clear. In part, the crouth of income and population =ill solve this problem
over time by enlarping the national market. But at no conceivable level of per
capita income will Ceylon be able to support an efficient automobile-nroducing oper-
ation, for example. This is an extreme case, but it is true that the list of goods.
for which a substitution of local production for imports can be made quickly and
easlly will soon be exhausted. The smallness of Ceylon's ponulation and the still
low per capita income level place a fairly definite limit on the number of commodities
that can be produced in Ceylon purely for the local market without an enormous sacri-
fice of efficiency., Uhen this limit is reached, economic policy will be faced with
three alternatives: to be satisfied with the depree of industrialization already
achieved, to press on rerardless with increasinely inefficient plants requiring
ever-increasing decrees of subsidization, or to seek foreign markets for industrial

exports, presumably in countries which are trying to bring about a similar change

1Ceylon has little mineral wealth; there are some iron deposits but as of 19v4
these seemed to be of no commercial value.
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in the structure of their own economies and are simlarly penalizing or excluding
foreipn competition. The first two alternatives are unacceptable. The chances for
a reasonably efficient industrial sector depend on Ceylon's being able to escape from
the autarkic pattern they imply and enter into international trade in manufactures.
Such trade will probably not e possible alon~ conventional private, multilateral
lines. It may be conducted throush bilateral barter agreerents of the kind which
were entered into by the Ceylon government with various Communist-bloc and underdevel-
oped countries during the late fifties and early sixties. UBetter still, it micht
be worked out through some multilateral rerional trade and cooparative development
system. The obstacles to full-scale industrial development, while formidable, are
clearly not insurmountable,

Partly because of the nature of the author's commetence and interests and partly
because the subject of a book must be limited somehov, relatively little has been
said here about noneconomic aspects of Ceylon's exnerience with cconomic rrowth,
Yet they have clearly been important in the nast and will continue to be in the future.
Many Vestern observers have viewed Ceylon as a country with creat econormic potential
which, for some set of political, sociolorical, and even psycholorical reasons has
failed to rcalize its potential. Without coing into the country's noneconomic problams
in any detail, one might ask whether these difficulties are likely to worsen or ease
in the future. During the fifties the noncconomic issues of national life often
distracted the attention of the public and the ~overnrent from economic development.1
Education, religion, languape, international politics, the civil service -- each of
these spheres provided a burning national issue durinz the 1950's, drawing the atten-

tion of the nation away from economic matters and preventine the emergence of a strong

1For a good summary of Ceylon's political experience (which, however, covers
only the period up to 1959 and says relatively little about events after 1956), see
¥. Howard Yriggins, Cevlon: Dilemmas of a Newv Hation, Princeton, 1960; for an analy-
sis of the deep~rooted split between the Sinhalese and the Tamils, see B, Il, Farmer,
Cevlon: A llation Divided, London, 1963.
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feeling of national identity and unity., liany of these thorny issues had been essen-
tially resolved by 1960, but often at the cost of leavins an embittered minority

feeling more and more alienated from the mainstream of national life. Thus, by 1960
there were fewer distracting issues cutstandine than there had been earlier but the

sought-for national unity was no closer at hand.
with

Some readers who possess prior familiarity/Ceylon's troubles may have felt
that some of the hopes and judsments expressed in this volume have been overly opti~-
mistic. Yet this book has dealt with economics, and the ecconomic nroblems of the
country, while considerable, are far {rom insurmountable. The view that Ceylon's
economic future is black -- and the fear that its hue may be red -- are not predi-
cated on a disparaping judpment of the island's economic notential but on doubts that
its pgople can do vhat is required of them. This nessimistic assessment of the
noneconomic imponderables mav yet turn out to be correct. On the other hand, a
more optimistic view of Ceylon's economic future has much to recommend it: now
that a new and independent nation has been formed and the basic issues of nation—
building settled, it is possible that Ceylon's people can nov devote their full
attentions to a determined effort to lift themselves sten by step up the ladder of

economic development.



