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FOREWORD
 

This study was conducted in 1981 by the National Savings and LoanLeague under the auspices of the Office of Housing and Urban Development of
the Agency for International Development and through funding provided by this

office. 
The purpose of the study was to develop information and set forth the
possibilities that exist for the Government of Sri Lanka to influence the
 
expansion of housing finance.
 

The report was prepared by a team of consultants who spent threeweeks in Sri Lanka in December 1981. The team was headed by Donald Gardner ofthe National Savings and Loan League. Additional members were Samuel Peck of

the National League, Pradip 
 Shah of the Housing Development FinanceCorporation of India, and Bessy Kong of A.I.D.'s Office of Housing and Urban
Development. Professor Charles Haar of the Harvard 
Law School assisted with

the preparation of some of the legal background affecting housing finance.
 

While the 
report has been discussed with representatives of the
Government of Sri Lanka, the report is not to be interpreted as an officialposition of either the Government or the Agency for International Development.
 

It is hoped, however, that the Government of Sri Lanka will find the
 
report and its findings useful.
 

Peter V. Kimm 
Direct or 
OFFICE OF HOUSING
 
AND URBAN DEVELOPMENT 
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I. INTRODUCTION
 

The approach to this study of housing finance in Sri Lanka was 
to be on a
 
two phase basis: 
 initial field work for the gathering of information and data

with preliminary analysis followed by the dissemination of the report prepared

from the field work to a small group of experts and AID Office of Housing per
sonnel for consideration of the findings. 
 Out of this would come any recommen
dations which could be developed.
 

The scope of work on which the study was 
based in Annex 1 to this volume.
 
The report containing the results of the field work is published as 
Volume II
 
of the study.
 

The study has been done by the National Savings and Loan League through

its contract with the AID Office of Housing and was under the overall direc
tion of Mr. Philip Gary, the Office of Housing's Advisor stationed in Sri
 
Lanka. 
 The field work was done in December 1981 and the report distributed in
 
mid-January 1982.
 

The group of experts who participated in the discussion of the field
 
report included Dr. James Christian, Chief Economist of the U.S. League of

Savings Associations; Dr. Bruce Ricks, private consultant and Mr. Dennis
 
Berlin, private consultant along with Donald Gardner of the National Savings

and Loan League who was responsible for the field work and preparation of that
 
report. Also participating and representing the Government of Sri Lanka were

Dr. S. Rajalingam, Director of Economic Affairs, Ministry of Finance and Plan
ning and Mr. Disa Weerapana, Additional Director, Projects and Planning, Minis
try of Local Government, Housing and Construction. A comprehensive list of
 
all participants is contained in Annex 2 which is 
a summary of the discus
sions.
 

Mr. Peter Kimm, Director of the AID Office of Housing, in his introduc
tory remarks to the discussion meeting, set the 
tone for the meeting and this
 
final report when he said that there was no specific goal to be achieved, but
 
rather there should be a concentration on the exchange of ideas. 
 This was

reiterated at the close with the conclusion that such a two-day "seminar"
 
constitutes a basic first step in dealing with the problem; 
at a later stage

and as you proceed, details to an approach are worked out. 
 The above reflects
 
the competing economic, social, political, and bureaucratic forces at play in
 
anything as 
complex as housing finance precluding any quick and easy answers.
 

This report, however, attempts to set forth the possibilities that exist
for the Government of Sri Lanka 
to influence the expansion of housing finance,

presenting realistic alternatives which recognize certain constraints. It was
indeed evident from the discussions that there were distinct pros and cons to
 
the different possible courses of action and that the chief value to the study

at this stage lay in getting the issues out 
on the table and getting several
 
days of uninterrupted concentration on these issues.
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II. THE EXISTING FINANCIAL STRUCTURE AS IT RELATES TO HOUSING
 

In effect, no organized system for providing housing finance now exists

in Sri Lanka at a level that 
can assist in dealing with the expanding housing
 
problem. 
Pieces of a system do exist scattered throughout the institutional
 structure in Sri Lanka, but not in a way that can be brought meaningfully to
 
bear on the problem. There is no 
institution or group of institutions in Sri

Lanka similar to the savings and loan system in the U.S. or the building

societies in the U.K. That is, 
no institution which takes in deposits and

mobilizes resources with the primary aim of providing long-term housing
 
finance to its clients.
 

With regard to resource mobilization, the commercial banks 
are the
 
largest as 
a group with time and savings deposits of Rs. 13.7 billion as of

September 1981. The government-owned National Savings Bank (NSB), utilizing

its extensive branch network and that of the postal. system, mobilizes substan
tial savings (assets over Rs. 5 billion). Two other government organizations,

the Employees' Provident Fund (employer/employee contributions by law and
 
slightly over Rs. 1 billion of new investments in 1980) and the Insurance
 
Corporation (Rs. 2.7 billion of life insurance in force at the end of 1980)
also mobilize substantial resources. 
 However, all three of these institutions
 
invest primarily in government securities or in the debentures of government

corporations or agencies even though, for instance, the NSB could invest up to
 
40 percent of its resources 
in housing loans and the other agencies could also
 
make other investments with government approval.
 

One newly created institution, the Employees Trust Fund (ETF) will
 
require employers to contribute 3 percent of employee wages 
to a Fund that
 
will make equity investments. ETF, when fullyunderway, will bring in some

Rs. 12 million per month. Finally, there are some 
company and voluntary

provident funds which attract some 
resources and finance companies, which also
 
take in deposits, but they don't represent major sources.
 

With regard to capital markets and the possibility of mobilizing resour
ces through some secondary market; 
there is no formal stock exchange in Sri

Lanka but, rather, an informal, over-the-counter Colombo Share Market which

has operated for many years. 
 The market is a very narrow one but included in
 
a share list for December 1981 are many government bonds as well as debeatures
for the SMIB and the NHF which sell for considerably below par to reflect cur
rent interest rates. 
 In effect, there is no secondary market available for
 
mortgages or housing bonds at present, even if backed by mortgages, because of

the level of interest that government lenders (SMIB and NHF) are lending at.
 

With regard to the provision of housing loans, the 
State Mortgage and
 
Investment Bank (SMIB) is the only institution in Sri Lanka primarily devoted
 
to providing this type of finance. 
 It is a wholly government-capitalized
 
institution which began operations in its present form on January 1, 1979,

resulting from a merger of the State Mortgage Bank and the Agricultural and
 
Industrial Credit Corp. 
 Both of its predecessors go back some years. For all
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intents and purposes, it is really a housing finance institution. Its current
 
level of operations is at Rs. 
60 million annually with a portfolio of about

Rs. 128 million at the end of 1980. 
 It raises its money through the issuance
 
of debentures, the level and interest rate determined by the MOF. 
 Because of

the current interest rate it pays, 
16 percent, all of its recent debentures
 
have been purchased by the NSB, EPF and the Insurance Corporation, not by the

public or by private corporations. Its loans for housing range from 12-18
 
percent with loans for the purchase of property going up to 22 percent.
 

It operates with a headquarters and two branches in the Colombo area but
 
makes loans countrywide. Repayments can be made through the Bank of Ceylon
 
branches.
 

As can be 
seen when comparing its operation with the government's direct
 
programs which were close to Rs. 
I billion in 1981 and, historically, the
 
commercial banks which had outstanding housing loans of about Rs. 875 million
 
as of mid-1981 (see below), it is relatively small. Servicing has resulted in
 
slow payments, but defaults are 
rare.
 

The NSB which, by law, could be a big housing finance operation (up to 40
 
percent of its assets, Rs. 5.2. billion in deposits at the end of 1980, could
 
go for housing loans but, 
in fact, almost all goes for government securities
 
or government agency obligations). Therefore, it doesn't have an experienced

staff for housing finance operations and it is unlikely that government would
 
free-up its resources in a major way--it's too much of a key to the govern
ment's overall financing needs.
 

The local commercial banks (Bank of Ceylon, People's and Hatton but
 
excluding Commercial Bank) were significant lenders for housing up until about

mid-1981 (see Conclusions Section). 
 At that time BOC had outstanding housing
 
loans of Rs. 324.6 million, People's Rs. 
530.8 million and Hatton Rs. 17.9
 
million.
 

As far as could be ascertained, the commercial banks, even when engaged
 
in housing finance, did it more as a service 
to clients, at least in later
 
years, than as a profit-making venture and by the time they quit (mid-1981)

loans were being made at 
less than the cost of money. This is still true of
 
People's contract savings program where the loans 
are made at 15 percent.
 

However, by far the largest amount of housing finance at present comes
 
from the government's own direct financing programs, i.e., loans made and
 
administered by the National Housing Development Authority (NUDA) and the
 
National Housing Department (NHD) which manages the National Housing Fund
 
(NHF) loans. These programs are running between Rs. 700-800 million per year
 
at present.
 

Government programs for housing fall into four broad categories with
 
financing unique to each category: the Aided Self-Help (ASH) Program,

primarily in rural areas, which provides financing for a package of building
 
materials in the neighborhood of Rs. 25,000 at payments of Rs. 50 per month

for 30 years (this represents a zero interest rate and does not 
even recover
 
the full capital costs); the urban-oriented Direct Construction Program of
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apartments with prices going as high as Rs. 1 million per unit and interest
 
rates varying from 6 to 12 percent depending on cost (although a recent
 
project was being offered at 18 percent); the Urban Loans Program to finance
 
houses for families owning their own land and with interest rates at a maximum
 
of 9 percent; and the Slum and Shanty Upgrading Program, a new and as yet
 
small program, which provides for upgrading infrastructure in these neighbor
hoods but as yet doesn't provide for improving the house.
 

In addition to these programs, the government maintains a rental stock of
 
approximately 5,000 units. Furthermore, as best can be determined, cost recov
ery on government programs, both its loan programs and rentals, is extremely
 
poor and is non-existent on the upgrading (see separate housing subsidy
 
study).
 

Finally, to complete the picture there is some housing finance done by
 
finance companies, the Insurance Corporation, private provident funds and
 
company-assisted housing finance for employees. These are all relatively
 
small in the overall scheme.
 

This is the structure that now exists on which to build an expanded
 
housing finance system. Such an expanded system includes the possibility
 
of a brand new institution(s) concentrating solely on housing finance, either
 
a government housing bank and/or a private institution or some type of joint
 
venture.
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III. FINDINGS
 

It appears that (1) with the government's continuing level of deficit
 
(1982 budget projection of a deficit of Rs. 21.1 billion and a final 1981
 
estimate of a deficit of Rs. 14.2 billion), (2) the resulting credit squeeze

and the government's need to preempt almost completely its major "captive"
 
sources of finance, i.e., 
the National Savings Bank, the Employees' Provident
 
Fund and the Insurance Corporation of Sri Lanka, and (3) historically high

interest rates, e.g., 
22 percent for two-year fixed deposits, growing out of
 
both the deficits and the need to attract savings into NSB, the availability
 
of long-term housing finance for the private sector has almost dried-up.
 

The commercial banks have almost ceased to make housing loans (People's
 
may still be making a few growing out of its contract savings plan) opting

instead to use their available resources for more profitable short-term loans
 
or utilizing the Central Bank's refinancing facilities for government
designated priorities of which housing is not one 
(at least in terms of
 
Central Bank refinancing). There is also a perception among bankers that you

can't make long-term housing loans above 15-16 percent; people won't borrow at
 
higher rates or, if they do, repayment will be a problem.
 

The State Mortgage and Investment Bank, with its level of resources con
trolled by the government, will make housing loans in 1981 
of only some Rs. 60
 
million. This is not a significant amount given the overall need. SMIB, inci
dentally, and contrary to some of the commerical banke:s' opinions, reports a
 
strong demand for its 18 percent housing mortgages (loan amounts between Rs.
 
100,000 and Rs. 200,000).
 

The National Savings Bank which, under its law, could invest up to 
40
 
percent of its total assets in housing loans, in fact has less than 2 percent

of its new investments going into housing (although it does purchase some SMIB
 
debentures).
 

The Employees' Provident Fund does not allow withdrawals until age 55
 
(with minor exceptions). Thus, this source (its equivalent in India allows
 
withdrawals by individuals to finance a home) is not available for housing
 
finance until an individual is well along in his/her career.
 

The other major potential source for private individuals is the Insurance
 
Corporation. Here, a policyholder can get a housing loan up to two times the
 
face value of the policy. But the average policy is only about Rs. 
15,000 so
 
the loan available for housing is too small to be significant.
 

Other than direct government programs (see below), the remaining 
sources
 
of housing finance available to private individuals are through company provi
dent funds, personal short-term loans from commercial banks, family assis
tance, private borrowings (if available, again short term) and finance compan
ies (also short term). These sources are usually for amounts that are small
 
and/or high interest with a short term or reach only a small number of people.
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When a family can affort it, it often pools the above sources to provide the
 
difference between personal savings and the cost of a house, but the financing
 
payments can be steep. Bear in mind that some 50 percent of Colombo's popula
tion resides in slum and shanty areas and, in the case of the latter, squat
ters build on illegally occupied land on a piecemeal basis).
 

When the new Public Investment Plan was put forth in 1977, it envisioned
 
the government programs as providing 100,000 units over the ensuing six years
 
and the private sector producing another 400,000; however, the private sector
 
has not met its target. Although escalating costs have been a factor, the
 
lack of long-term housing finance has contributed. Private developers, except
 
for isolated cases, have almost ceased to operate because there is no effec
tive demand. It does appear, however, that construction financing would be
 
available from the banks for reputable builders if they were developing
 
projects with long-term financing available.
 

Thus, with a limited resource pool in Sri Lanka and the government run

ning sizeable deficits, the government has chosen to control the use of its
 
"captive" resources very closely and 
to channel funds into housing only
 

through the approval of limited debenture sales by SMIB and through direct
 
allocation of budgetary resources to the NHDA or, in a small way, National
 
Housing Fund resources.
 

The end result is that the direct government programs, which provide
 
their own long-term finance, offer the best hope at the moment for most lower
 
and lower-middle income families to get a house financed. However, the
 

continuance of these programs at current levels is under severe pressure due
 
to the budgetary constraints.
 

Rural families, when not able to get an ASH house, build their houses
 
incrementally as they can afford. The urban poor, with the exception of the
 
just beginning slum and shanty upgrading program and a small pilot program for
 
building materials loans through Save The Children Foundation, squat illegally
 
in "shanty" areas or overcrowd the existing slums. The "middle class," span
ning a broad range of incomes, also wind up in multifamily households until
 
they are able to obtain financing through one of the mechanisms outlined
 
above.
 

Thus, the situation in Sri Lanka is that the need for housing, estimated
 
to be on the order of 50,000 units annually in urban areas and perhaps double
 
that in rural areas, is not being met. Some way of expanding the availability
 
of long-term housing finance must be found if Sri Lanka is to begin to solve
 
its housing problem.
 

It would appear, however, that any expansion of the housing finance
 
system would have to come at the expense of competing demands by the govern
ment on the existing pool of resources and this doesn't appear likely. It
 
does not appear that there are substantial untapped resources available in the
 
economy. That is, a major effort by the SMIB, the commercial banks, or a new
 
housing finance institution to attract new funds into housing would be simply
 
a shift of resources from one pot into another. One answer might be the more
 

effective use of resources.
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However, despite the limited resource base in Sri Lanka, the Study Team
 
found tremendous interest in Colombo, among government and private sector

individuals, in setting up some sort of new housing finance bank with a
 
private orientation. 
The feeling seemed to be that such an institution would

be much more effective in its operations than a government institution and
 
could raise deposits if people saw the opportunity of eventually obtaiuing a
mortgage, i.e., an institution with which they could identify.
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IV. ALTERNATIVE APPROACHES
 

A. FRAMEWORK
 

If one accepts the premise that there is a shortage of housing in Sri
 
Lanka at most income levels (except perhaps the highest) and that this short
age is growing and, furthermore, the lack of long-term finance is one of the
 
problems contributing to this shortage, the question then becomes wht can be
done to address the housing finance problem. The alternatives set forth in
 
this section deal with that question.
 

The alternatives do not deal with the broader issue of whether the govern
ment should allocate a greater share of its existing resource base to housing,

i.e., move housing up the scale of priorities. In fact, it is evident that
 
there is not going to be a significant shift of government available or con
trolled resources into housing; the trend is the other way.
 

In dealing with this issue what must be looked at is whether there is an

additional source of resources 
that can be tapped and/or whether the existing
 
sources can be used more efficiently.
 

To summarize, the main considerations being faced when looking at 
a new
 
or expanded housing finance system are:
 

1. Mobilization of Resources
 

2. The Institutional Structure
 

3. Lending InstrumenL
 

During the workshop there was some disagreement over the order in which
 
these considerations should be addressed, the major difference being whether

the institutional structure question should be addressed first and then the
 
question of new and/or modified lending instruments dealt with or whether the
 
two are so closely interlocked that they should be dealt with together. 
This
 
final summary doesn't settle this issue but because more time was spent in the
workshop on institutional matters, that is given more emphasis in the folllow
ing discussion.
 

B. RESOURCE MOBILIATION
 

Several approaches to increasing government-controlled resources for
 
housing finance present themselves. One, the government could approve a
higher level of debenture issues by the SMIB, directing their purchase by NSB,

EPF and/or ICSL. A variation of this would be to sell mortgages or mortgage
backed bonds to those institutions. Two, the government could shift 
some of
 
its budgetary allocations now going to NHDA to SMIB in the form of increased
 
capitalization. 
Three, the government could direct commercial banks (the two
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largest are government-owned) and/or the NSB to lend 
a percentage of their
 
resources for housing or in the case of commercial banks, add housing to the
 
refinancing availabilities of the Central Bank. 
 Four, the government could
 
permit or encourage the new Employees' Trust Fund to make equity investments
 
in a new housing finance institution. Five, the government could provide tax
 
benefits to savings in a housing finance institution (new or SMIB) similar to

that currently available to NSB savers recognizing that this would be another
 
way of shifting existing resources.
 

Since what we are 
talking about is not increasing total resources, just
 
shifting them in some way, the rationale must be that t:his will result in a
 
more effective utilization of these resources (staying away from the broader
 
and more controversial issue of whether resources 
for housing should be
 
increased at the expense of some other sector than the resources now going
 
into housing). That is, if there is a shift of 
resources to housing finance
 
from some other use, in whatever manner, and the government wants to limit the
 
total resources going into housing, then direct government housing programs

should or could be cut. 
 The idea is that expanding the availability of hous
ing finance to an institution lending to the private sector will result in a
 
more efficient use of the 
resources than through direct government programs.
 

If this idea is adopted, a conscious policy decision must be made to
 
limit the direct government housing programs by some amount without, however,

reducing beyond a certain point because of the need to provide 
some level of
 
assisted government housing. Another approach would be to 
shift the financing
 
function in direct government programs, i.e., the making of housing loans and
 
their servicing, to financial institutions and have the NHDA act only as
 
developer/buiider/administrator of government housing programs.
 

With regard to raising resources from the private sector, it should be
 
pointed out that a number of individuals felt that the creation of a new
 
deposit-taking housing finance institution would attract considerable clients
 
if they could identify with such an institution as a possible source of a
 
house loan. 
 Further, that this could well attract additive overall resources
 
not now going into the financial system. No information or data is available
 
to support Luch a conclusion and it could well be 
that a new institution,
 
while attracting dcposits, would simply take them from existing institutions
 
in which case it would just fall into one 
of the above categories. If SMIB
 
were 
to take in deposits, it might also be able to achieve greater identifica
tion with its clients.
 

The major problem facing a new housing finance institution in the private

sector would be the mobilization of its capitalization, Although there
 
appears some enthusiasm for such an institution, there also appears to be an
 
assumption that some considerable capital would come from government, either
 
directly (NHF allocations) or through some government-controlled organization
 
(e.g., ETF), and either as equity or loan. However, there was also real skep
ticism on the part of some 
that private funds would be invested in a new hous
ing finance institution given the current level of interest rates to attract
 
funds and what interest rate could be charged on mortgages. It is considered
 
possible, though, that a broad range of private institutions could be tapped
 
for relatively small amounts.
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Finally, mortgage-backed bonds could be sold to 
the public or to private
 
sector institutions by a housing finance bank (again, SMIB or a new one).

With very little in the way of a capital market in Sri Lanka at present, this
 
would probably be difficult to launch right now.
 

With regard to attracting individual deposits, some expansion of the
 
contract savings concept should be considered. People's administers such a
 
program now with limited success even though it's paying 22 percent and lend
ing for 15 percent. Obviously, this approach isn't viable. The approach
 
should be reversed with lower rates for savings with the reward being a
 
mortgage. There are a number of variations of contract savings schemes and
this should be studied in more detail.
 

Any housing finance institution should also have a fairly broad-based
 
branch network it it is to attract individual savings.
 

C. INSTITUTIONAL STRUCTURE 

Institutionally, expanding the availability of housing finance can take
 
the form of increasing the capacity of the existing institutions now involved
 
in housing finance and/or creating a new institution. The assumption is that
 
these considerations will exclude the NHDA which currently acts 
as a housing

finance institution for government produced or financed housing; that for the
 
reasons cited in this report and others (subsidy study and Shelter Sector
 
Assessment) NHDA and NHD should divest themselves of their housing loan admin
istration roles (see below). 
 The institutions involved in the considerations,
 
therefore, are the SMIB, the NSB and the commercial banks.
 

The NSB, as one of the government's major sources of financing, with
 
almost all of its resources going for that purpose (albeit with some of these
 
resources used to purchase SMIB debentures) and with limited staff capability
 
to make and service mortgage loans, should not be considered for an expanded
 
role as a primary lender for housing. It can continue to be regarded as a
 
potential purchaser of SMIB debentures, mortgage-backed bonds or mortgages as
 
a secondary source of housing funds depending on government's other needs.
 

The commerical banks are not currently lending for housing (except

People's small contract savings program) because of the high interest rates to
 
attract deposits, the apparent feeling on the part of at 
least some management
 
that housing loans can't be made above 15-16 percent, the greater profitabil
ity of industrial/commercial credits, both in terms of spread (its obviously
 
negative now in mortgages) and the short-term nature of these credits. 
 Fif
teen or twenty-year terms for mortgages in a time of high and volatile inter
est rates is not appealing to the commercial banks. Finally, housing is not a
 
priority lending sector as 
set by the Central Bank and its refinancing avail
abilities.
 

However, the commercial banks have the experience and capability, they've
 
been major lenders for housing in the past and they do perceive a need on the
 
part of their clients to provide mortgages. Therefore, they could be a factor
 
in expanding the availability of housing finance and they could presumably do
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it efficiently. Whether or 
not they would be interested in participating

beyond their immediate clients is not known. 
It was stated that people at the
middle and lower end of the income scale do not identify with the commercial
 
banks.
 

It would appear chat for the commercial banks to again play a major role

in the provision of mortgages, some facility would have to buy or refinance
these mortgages as a secondary lender with the banks continuing to service the
 
mortgages. 
This could be the Central Bank as 
it does for other sectors.
 

This, then, raises the issue of the proper role for SMIB, and, relative
 
to government, whether it should create a new institution to 
deal with housing
finance on a more comprehensive basis or whether it should improve the exist
ing institution. Institutionally, there appear to be three factors that need
to be addressed: 
 the need for some secondary lending facility; the need for
 
some type of regulatory function for housing finance; and the need for a
banking-type institution to handle the long-term financing function of direct
 
government programs rather than the NiDA and the NHD.
 

Certainly, there is much to argue for SMIB being utilized in some modi
fied and/or expanded way. It is the government's existing housing finance
institution. It has an organizational structure with trained staff and such
 
staff are hard to 
come by in Sri Lanka. If the GSL were prepared to increase
somewhat the level of debenture issue by SMIB (Rs. 100 million has been sug
gested for 
1982) at a higher level of interest and to increase its capital
ization as well as 
transfer some of the current government budgetary alloca
tion for housing to the SPIB, SMIB could utilize a part of the increased
 
resources 
for the purchase of mortgages form the commerical banks or other
 
institutions, e.g., finance companies.
 

SMIB could continue to operate as a primary lender with a part of its
 
resources, at least for the immediate future. 
All mortgages and home loans
 now being serviced by NHDA and NHD should eventually be turned over to SMIB

and no more new loans (either from NHDA new construction or from National

Housing Fund resources) should be made by these institutions, but instead by

SMIB.
 

There was some strong feelings expressed that SMIB should get out of the

primary lending business; 
that it should turn over both the origination of
 
mortgages and the servicing of its portfolio to 
a private institution(s).

This doesn't appear feasible at present from a governmental standpoint or from
the standpoint of who would pick ip 
the function. It would be unlikely that

the commercial banks would want the SMIB portfolio and highly unlikely they

would want to pick up the NHDA/NHD portfolios. Yet it is important that the
 
latter be serviced by a financial institution.
 

Therefore, the solution that presents itself as most 
practical at present

would be for SMIB to take on a froader role as both a secondary lender and to

continue to carry out its 
functions as a primary lender including the finan
cing of direct government programs. 
 It would also begin to assume the powers
of a regulatory agency with regard to housing finance in Sri Lanka. 
 As time
 
went on, it could increase its role as 
a regulatory institution and secondary
 



- 12 

lender and decrease its responsibilities in primary lending if there appeared
 

to be justification for this.
 

As part of the process for this expanded SMIB role, there would have to
 
be a detailed study of functions that SMIB should take on. The organizational

and procedural study supposedly underway would have to be broadened to take
 
new functions into account and, among other things, staffing needs assessed.
 
Assuming that the primary lending role would continue for the present; in
 
fact, be expanded to take on the direct government programs, SMIB would have
 
to establish selected branches around the country.
 

To play such a role, SMIB would have to increase its resources other than
 
increased debenture issuing authority and government allocation. Consider
ation should include, for instance, raising funds by deposits of various sorts
 
and by issuance of mortgage-backed bonds.
 

With regard to the creation of a new housing finance institution, from
 
the government standpoint the SMIB should be expanded rather than create a new
 
govenrment institution. However, the possibility exists for the creation of a
 
private housing finance institution. As was stated earlier, there appears to
 
be support for such an institution although there is skepticism that private
 
investment would be made available.
 

Such a decision, i.e., to create a new housing finance institution,
 
should be left to private initiatives. If private investment does not see an
 
adequate return, then the institution should probably not be created. How
ever, there does appear to be a role for such an institution.
 

First, and as has been mentioned earlier, many families do not identify
 
with the existing institutional structure, particularly the commercial banks,
 
as serving their needs. Therefore, a housing finance institution devoted to
 
that purpose could develop a broad base of clients, not only as potential
 
borrowers, but savers as well. People do save for the opportunity of buying a
 
house and there is a relationship of the rate of savings with the probability
 
of getting a house financed. Finally, if there is some merit over the longer
 
term (and this hasn't been established yet) in ultimately having the SMIB get
 
out of primary lending other than government programs, then a private housing
 
finance institution could play that role along with, possibly, the commercial
 
banks.
 

Therefore, the government could encourage the creation of a privately
oriented housing finance institution. It could do this in several ways. One, 
it could contribute to the capitalization in a modest way but not so that it 
was in a position to exercise significant control. Since the Bank of Ceylon 
has played a lead role in the idea of a housing finance institution, it could 
further encourage, or at least not discourage, this effort, both on the part
 
of the BOC but People's Bank as well. It could permit the new Employees'
 
Trust Fund to make an equity investment. Foreign commercial banks could be
 
encouraged to take small equity positions. Finally, SMIB could purchase
 
mortgages to enable a new institution to expand its operations more rapidly.
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Depending on what role government finally evolves for SMIB, government

should enter into a dialogue with those private interests, but including
government institutions run on a profit basis such as 
the commercial bnaks,

who are interested in forming such a housing finance bank. 
 If the idea moves
forward and appears to be sound, government should then be prepared to
 
approve.
 

D. LENDING INSTRUMENTS
 

The conclusion of this report is that Sri Lanka needs to make its basic
institutional decisions with regard to housing finance first before beginning
to deal with the complicated issue of different types of new lending instru
ments. 
This recognizes that there was some difference of opinion on this
among the experts but also recognizes that, at present, the commercial banks
 
are making no new mortgage loans (People's contract savings plan being the
minor exception), that SMIB is 
a relatively small operation, and that finan
cing under the government's highly subsidized operation isn't the place for

innovation. 
Therefore, the institutional aspects appear paramount.
 

In fact, it was 
pointed out that standard mortgage practices have been in
place in Sri Lanka for 
some time, are conservative, and it would be difficult
 
to introduce new concepts. 
 However, the institutions now making long-term
housing finance loans in Sri Lanka at present, whether government-owned or not

and those which are potential lenders (commercial banks and a new institution)

face the same problems of mobilizing resources and making loans with interest
 
rates at high levels that are being faced elsewhere. Therefore, there most be
attention paid to adapting or 
trying out new instruments that may be applic
able to Sri Lanka. 
At the moment, the SMIB presents itself as a place to
 
start.
 

Finally, to make lending more attractive to the commercial banks and any
new privately-oriented housing finance institution, some sort of mortgage

insurance needs to 
be provided, probably by a government agency initially.
 

E. SUMMARY OF GOVERNMENT OF SRI LANKA REPRESENTATIVES' VIEWS
 

At the conclusion of the seminar, and based on the rather wide-ranging

discussion and variety of approaches suggested, the GLS representatives outlined an approach, or 
series of steps, that they felt the government might be
prepared to consider while recognizing that it did not represent official
 
government position.
 

It appears clear that there will be steps taken to improve the housing
finance situtation in Sri Lanka. 
However, it also appears clear that for the
immediate future the emphasis would be on 
strengthening and expanding SMIB.
 

To start, SMIB would continue to carry out functions as a primary lender
for housing and that it would (should) probably drop its other lending activi
ties, i.e., agriculture and industry. However, there would be support for
SMIB taking on the functin of a secondary lender for housing mortgages and
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eventually assume the role of a regulator of housing finance. The government
 
would give consideration to increasing the level of debentures SMIB could
 
issue (the figure of Rs. 100 million for 1982 was used) and make available the
 
Rs. 45 million of loan funds from the government now going to the National
 
Housing fund on an annual basis to SMIB.
 

In addition, the mortgages now being serviced by the NHD and NHDA could
 
be turned over to SMIB. In the case of mortgages made from NHF funds, SMIB
 
could keep the re-flows, even though NHF funds are Treasury loans, because
 
with t1!e loans considerably in arrears Treasury isn't being repaid anyhow.
 
In the case of NHDA loans made from its budgetary allocations, some appropri
ate arrangement would have to be worked out.
 

Mr. Rajalingam said that he felt you needed to build an expanded institu
tion one step at a time, not only with regard to resources, but with regard to
 
operating efficiency. SMIB needs to be examined with a view to making adminis
trative changes to strengthen its operations. In summary, SMIB could raise
 
funds by deposits, increase the issuance of its own debentures (perhaps at a
 
rate closer to market), set up a branch network, become more like a true bank
 
and compete for savings.
 

As this process proceeded, different types of lending instruments could
 

be considered, problems such as titles and title insurance addressed, mortgage
 
insurance considered; in short, look to improving the entire system. With
 
regard to the possible creation of a new privately-oriented housing bank, this
 
would probably get government approval if the capital were raised in the pri
vate sector. Government participation couldn't be assured.
 

The importance of taking initial steps in the near future and looking
 
toward improvement in the overall situation as soon as possible was stressed.
 



- 15 -

V. FINAL CONCLUSIONS
 

As was stated earlier, the evolution of this study with participation in
 
it by both outside experts and GSL officials and recognition of the complexity

of housing finance systems, pointed more toward opening a dialogue, the identifying of issues and alternative approaches, and agreeing on some first steps

rather than producing a concrete set of firm recommendations. It is hoped

that this study will, then, make a contribution toward the eventual improve
ment of the housing finance system in Sri Lanka by a concentrated focussing on
 
the issues.
 

It seems clear that, with a limited resource base form which to draw on
 
and a growing housing problem, a more efficient and effective utilization of
 
the resources available for housing is 
a must. By improving the existing

housing finance system as 
a starter, Sri Lanka would take an important step in
 
this direction.
 

Specifically, by transferring decisions on 
types and levels of housing

increasingly to private individuals and developers (from government programs),

the resulting housing would be what people wanted and what could be afforded.
 
The provision of adequate long-term finance is essential for this. 
 In addi
tion, the transfer of the servicing of existing NHD/NHDA mortgages 
to the
 
SMIB, a rather simple procedure, should result in improved cost recoveries
 
since at 
present cost recovery is extremely low.
 

Finally, it is recommended that the financing of direct government

housing programs in the future be through an expanded SMIB by loan from
 
Treasury rather than as 
a budgetary allocation to NHDA.
 

These steps could immediately improve the effectiveness of government

housing programs and provide an expanded base of operations from which SMIB

could increase its role. From this point additional steps could be taken to
 
expand SMIB's role as a primary lender and depository institution and to take
 
on the larger roles of secondary lender/housing finance regulator.
 

Government could simultaneously support efforts by private investment to
 
create a new housing finance institution.
 

As a next step it is recommended that the government reconvene its commit
tee to examine housing finance and, using this report as 
the basis, consider
 
the alternative approaches set forth.
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Annex I
 

SCOPE OF WORK FOR SRI LANKA HOUSING FINANCE STUDY
 

I. PURPOSE
 

To provide a complete description of the existing system for providing

financing for housing in Sri Lanka, government and private, banking and non
banking, construction financing for development and long-term financing for
 
the homeowner; to assess the strengths and weaknesses of the system as 
a

whole and the institutional and other sources of housing finance; and to make
 
recommendations and/or present alternatives for consideration to improve the
 
system.
 

II. BACKGROUND
 

The Sri Lanka Development Plan allocates approximately 80 percent of
 
housing investment to the private sector. 
 In fact, it appears that this goal

is not being met. The current government in 1977 launched a major initiative
 
to produce and finance housing by the public sector ranging from the upgrading

of slum and shanty areas through aided self-help housing for poorer families
 
up to expensive housing for more well to do families.
 

Even allowing for the construction of shanties by poor individuals 
to
 
count as private sector housing, it does not appear that the private sector
 
is producing housing at a rate comparable to the public sector.
 

In addition to the shortage and high cost of land and the rising cost
 
of construction which have priced housing beyond the reach of most families,

the lack of significant long-term housing finance has also acted as a con
straint. 
With the exception of the government's financing of its own programs,

there is little in the way of housing finance available. The government's

Housing Loans Program, which was 
to provide for long-term housing loans for
 
individuals owning their own 
land from National Housing Fund resources,
 
ceased to operate in early 1980 because of a lack of funds.
 

The State Mortgage and Investment Bank (SMIB), which gets its funds from
 
sale of debentures 
to government, has only a limited availability of funds.
 
(New loans approved in 1980 amounted to Rs. 26.9 million).-/ The National
 
Savings Fank allocates only 
some 5 percent of its resources to housing finance,

the rest going to government in 
some form. Both the People's Bank and the
 
Bank of Ceylon, government-owned commercial banks, do a small amount of mort
gage lending but it is believed this goes mostly to employees. The activity

of the other two local commercial banks, both private, in housing finance
 
isn't known. Construction financing for housing projects is also reportedly
 
in short supply.
 

1/ Exchange rate in September 1981 was approximately $1 = Rs. 20.
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Approximately one year ago a committee was formed by the govenment to
look into the feasibility of creating a new housing bank. 
 This committee's

work is currently in abeyance. Nevertheless there is a clear interest 
on
the part of the Ministry of Local Government, Housing and Construction (MLGHC)

in creating such an institution.
 

III. SCOPE OF WORK
 

A. EXISTING SITUATION
 

1. 
 The Banking and Financial Sector
 

This should be a relatively brief and concise description of the banking,
financial and capital markets sector and should be couched so 
as to set the
framework in which housing finance now takes place and in which an expanded

housing finance activity could take place.
 

The contractor should obtain copies of the pertinent banking laws, rules
and regulations, reserve requirements, etc., 
and should describe government's

supervisory role and its organizational make-up to play this role, both the
Ministry of Finance and the Central Bank. 
To the extent possible the study
should also analyze government's overall philosophy toward banking in general,
both toward government-owned banks and private banks, and the role of housing

finance in the banking sector.
 

The study should also contain a brief description of how the government

finances its debt and what it 
pays on this debt.
 

The contractor should briefly examine the extent to which there is 
a
capital market, including methods for issuing bonds, in Sri Lanka and 
govern
ment's plans to create a Colombo Stock Exchange.
 

2. Government Housing Programs
 

Considerable information is available on government housing programs

and the financing terms to beneficiaries in the USAID Shelter Assessment of
late 1980 and 
the recent Housing Subsidy Study.
 

This study should contain only summary descriptions of these programs,
incorporating the rest by reference, for comparison with the housing finance

activities described in detail in the study. 
 Special attention should be
given to the raising of capital by government housing and urban development
organizations, not 
including financial organizations, outside of government
budget allocation, e.g., 
sale of debentures by the Urban Development Authority.
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3. Institutional Analysis
 

This part of the study should contain a complete description of all
 
institutions in the banking and financial sector; 
institutions which engage

in housing finance activities, institutions which take in savings from the

public or institutions which in 
some way have an effect or potential effect
 
on housing finance activities, e.g., insurance companies, trust funds, provi
dent funds, etc.
 

a. Commercial Banks: 
 The study should provide a complete but

overall description of each of the four major commercial banks operating in
 
Sri Lanka:
 

Bank of Ceylon
 
People's Bank
 
Commercial Bank of Ceylon
 
Hatton National Bank
 

This should include the legislation governing (if any), capitalization,
 
ownership, policies, resource mobilization, current activities, organization,

coverage of country, staffing, and subsidiaries. Mention should also he made
 
of any foreign bank branches which might have a significant role in domestic
 
Sri Lankan banking.
 

Contractor should then provide a detailed description of any aspect of
 
these bank's operations, including subsidiaries, which relate to the develop
ment or financing of housing.
 

b. National Savings Bank: 
 As above, there should be a complete
description of the operations of this bank with particular attention to the
 
utilization of funds by Treasury. 
Here again, there should be detailed des
cription of the Bank's housing finance activities.
 

c. 
 State Mortgage and Investment Bank: 
 This bank is a whollyowned government bank which began operations in 1978. 
 It was created by

merging the State Mortgage Bank and the Agriculture & Industrial Credit
 
Corporation. It now operates primarily as a home mortgage financing bank.
 

As such, the contractor should provide a complete and detailed descrip
tion of the Bank's entire operations, policies and procedures. This should
 
include an 
analysis of the Bank's relation and responsiveness to overall
 
government housing policies and programs.
 

d. Other Financial Institutions: The contractor should examine
other financial institutions such as 
insurance companies, trust funds and
 
provident funds to determine the level of 
resources they attract, how these
 
resources are applied, the extent, if any, to which housing is financed and

the potential for financing housing. 
How are these institutions regulated?
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e. 
 Consumer Finance Companies: The contractor should obtain
information on 
consumer finance companies such as 
The Central Finance Co. Ltd.,
and Mercantile Credit Ltd. to determine how and at what cost they raise
funds, whether they lend for housing or housing-related improvements and any
other pertinent facts relevant to this study. 
How are these companies regu
lated?
 

4. Market For Hoising Finance
 

a. Housing Finance Gap: 
 Based on existing statistics and the
analysis outlined below, the contractor should develop an overall level of
housing needs in the country and the amount of housing now being financed-government and private. 
From this, a rough order of magnitude of the gap

that exists for housing finance should be determined.
 

b. Private Developers and Real Estate Brokers: 
 The contractor
should talk to a representative group of private developers or potential
private developers to determine the degree to which they feel that the lack
of finance, either for construction financing for their own operation or for
the long-term financing for potential buyers, acts 
as a constraint. The
contractor should attempt to 
elicit whether and at what level such developers
might step up their operations if financing were available. 
In this connection other constraints such as availability of land or serviced land needs
 
to be considered concomitantly.
 

Special attention needs 
to be paid to organization such as: 
(1) Property
Development Limited, a subsidiary of the Bank of Ceylon, to determine if such
a company or similar ones, 
are able to attract adequate financing from its
parent; and (2) brokerage concerns soch as 
the Real Estate Division of the
Finance Co. Ltd. to determine whether or not they provide any financing

services 
to their clients.
 

c. Private Individuals: 
 Other than government programs such 
as
the National Housing Development Authority (NHDA) and the limited financing
presumably available from the SMIB and the commercial banks, how do individuals
finance their housing now? Recognizing that this study cannot do ary kind of
detailed market analysis, the contractor should nevertheless attempt to
determine whether and 
to what degree there appears to be a significant latent
demand for long-term housing finance, particularly among middle-income families
who could afford to pay market rates for long-term financing. Such analysis

should be order of magnitude ouly.
 

The contractor should also ascertain the financing mechanisms, if any,
and levels utilized by families in the informal sector, both urban and rural,
in constructing their houses and shanties, either in squatter areas or on
regularized land, e.g., 
money lenders, credit extended by petty contractors
 
or building material suppliers, family sources.
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B. CURRENT GOVERNMENT VIEWS
 

Given the gcvernment's stated interest in considering the creation of 
a
 
specific housing bank, contractor should give particular attention to the need
 
for such a bank as a means of abbreviating the current shortage of long-term

housing finance. The contractor should examine, to 
the extent possible, the
 
deliberations of the housing bank committee, described in the Background

Section, the types of issues that 
arose and the conclusions at the point at
 
which the conmittee's work was interrupted. Views of other government offi
cials should be sought and the current state of considerations assessed so
 
that full weight 
can be given to this aspect in the final set of recommendations.
 

C. 
 ANALYSIS, CONCLUSIONS AND RECOMNENDATIONS
 

This section of the study should contain the findings and conclusions of
 
the contractor supported by appropriate analysis.
 

It should contain recommendations for improving and expanding the housing

finance system in Sri Lanka when the contractor feels such recommendations
 
can clearly be supported. Where the complexity of some aspects may not make
 
it 
possible for the contractor to reach firm conclusions or make unqualified

recommendations, the contractor, in such cases, 
should suggest areas where
 
further and more detailed study should be undertaken.
 

Recognizing the above constraints, this section of the study should deal
 
with the following issues although these are not 
necessarily all-inclusive:
 

State contractor's conclusions with regard to theneed for an 
expansion

of housing finance resources in Sri Lanka and what form such an expansion

might take e.g., creation of a new institution or expansion of existing

mechanisms; 
more informal mechanisms outside of the formal institution
 
structure; private vs. government.
 

The contractor shoull examine what income levels an 
expanded institu
tional structure should try to address, both initially and ultimately, i.e.
 
who would the institution serve, who would its clients be? 
 Should for
 
instance, lower-income people be served exclusively by government programs
 
run by NHDA or should some new bank, or modified existing institution try
 
to serve poorer families, both urban and rural, as 
well. If not, can govern
ment programs adequately meet 
this need? Are there informal mechanisms
 
which can be expanded, e.g., by providing formal financing 
to small contrac
tors who in turn provide financing for poor families.
 

How can an expanded institutional structure obtain continuing resources;
 
savings, or some form of modified savings such as 
contract savings, from
 
households, institutional deposits, sale of debentures and to whom, and what
 
impact would this have on existing savings institutions and on the utiliza
tion of these resources by others, particularly government? What is, say,

the potential for secondary market funds from insurance companies, provident
 
funds, etc.
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What kind of legislation would be needed to establish a new institutional
 
structure, for instance, 
a bank or modification of an existing institution;

how would government supervision be provided, the Ministry of Finance and,
 
if so, what kind of policy guidance might be exercised by MLGHC?
 

Should an institution do construction financing for private developers
 
or restrict itself to long-term financing for housing?
 

Recognizing that this is 
an area that might require further study the
 
contractor hsould give its opinion on whether a new institution, if one is

recommended or suggested, should be private, government or 
some mix and give
 
pros and cons.
 

If an institution, if recommended, is to be private or mixed the con
tractor should look at 
likely sources of equity and, no matter whether
 
government or private, the level of capitalization needed and the possible
 
source of this capital, both equity and loan.
 

The contractor should look at 
the likely return required by equity

investors, if any, and the likely cost of 
resources, both short and long
term.
 

If the institution is to be private, should there be mortgage insurance
 
provided by government in order to permit lending with lower down payments
 
or to poorer families?
 

Consideration should be given to 
a banking institution, new or existing,

servicing for a fee existing NHF loans and loans growing out 
of NHDA programs

i.e., direct construction and ASH, and have the NHDA play a strictly develop
ment role.
 

It may be that many of the issues listed above can only be identified

by the contractor and proc and cons put forth for consideration by government
 
with potential further study needed.
 

IV. TIMING AND METHODOLOGY
 

The study will be done on a two-phase basis. That part of the scope of

work, i.e., Sections III, A&B, up 
to the conclusions and recommendations
 
section would be done in 
three weeks of field work to include all of the
 
data and information gathering contained in the scope. 
This will include
 
discussions of preliminary findings with GSL officials and the USAID Housing

Advisor. 
These findings and underlying analysis supplemented by all the
 
information obtained would be written up in the form of 
a case study-type

document after return to Washington. Washington time will be two weeks.
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SRI LANKA HOUSING FINANCE STUDY
 

WORKSHOP
 

January 26-27, 1982
 

Participants: Philip Gary - USAID Sri Lanka Housing Advisor
 

Dr. S. Rajalingham - Director of Economic Affairs, Ministry
 
of Finance, Government of Sri Lanka
 

D. Weerapana - Additional Director, Projects and Planning,
 
Min. of Local Government, Housing and
 
Construction.
 

Donald Gardner - National Savings and Loan League Consultant
 
(member of field team)
 

Bessy Kong - Office of Housing (AID) (Member of field team)
 

James Grossman - Office of Housing (AID) Asia Backstop Officer
 

Bruce Ricks - National Savings and Loan League Consultant
 

Dennis Berlin - National Savings and Loan League Consultant
 

James Christian - United States League of Savings and Loan
 
Associations Consultant.
 

Phil Jones - Consultant 

Peter Kimm, Director, AID Office of Housing made brief introductory
 
and closing remarks. In his introductory remarks he said that there was no
 
specific goal for the meeting but rather a concentration on exchange of
 
ideas.
 

The following is a summary of the remarks made during the discussions
 
based primarily on notes taken by Phil Jones, Don Gardner and Phil Gary.
 
The discussions lasted all day on January 26 and a half day on January 27.
 
The participants had all received the background paper prepared from field
 
work in December. That paper should be read in conjunction with these notes.
 

Phil Gary and Don Gardner made opening remarks to provide a further
 
background to the discussions.
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Dr. Rajalingam then made some initial comments relating to 
the paper
 
and in general.
 

There are three main sources of funds for the Government, other than
 
revenues, and these are "captive" resources for the government. Government
 
agencies such as 
the State Mortgage ana Investment Bank (SMIB) cannot go
outside of government for a large amount of funds unless 
told to do so by
 
government.
 

Rajalingam mentioned that 
the paper refers to "rumours" that IMF had
required cuts in government expenditures. 
He said this was fact. Government
 
expenditures have been cut 
in housing and in other sectors. These cuts are
 
accepted within the ministries.
 

He said the problem in Sri Lanka is 
the limited size of the 
resource

pool. He was concerned that the paper was an advocate for more housing

finance (we said, no, the paper was 
intended to represent the situation,

including views, as 
the team found them in Sri Lanka, not to prevent a case

for increasing funds for housing in general or housing finance in particular

and there might be other sectors more important at the present time).
 

He went on to 
say that he (hopes) these are 
temporar- :estraints, not
 
to continue over a long term. 
 Long term solutions (for housing finance) and
 new proposals should not be based on 
the present situation but should look
 
at the longer term. 
He did say that he felt housing construction provided

short-term employment and for this 
reason needed to be increased.
 

He corrected that point in the paper where it 
was stated that SMIB

could not sell its debentures to 
the public and therefore the Central Bank

purchased them. 
He said that Central Bank merely acted as 
agent for the
 
government and that debentures were actually taken up by the National

Savings Bank (NSB), the Employees Provident Fund (EPF) , and the Insurance

Corporation of Sri Lanka (CSL). He 
 mentioned that the Urban Development
Authority, in addition to 
SHIB, sold this type of debenture.
 

Dennis Berlin commented jome on history of housing in U.S. 
and its

special role in genprating economic activity. 
He said it was not viewed as 
taking money out of one sector and putting it into another, i.e., agricul
ture vs. housing,etc.
 

Dr. Rajalingam responded that US is 
a developed economy. How could S&Ls

divert fundF? Not possible unless 
resources are increased. There cDuld be
 
no substantial diversion from the existing pool.
 

Gardner provided a brief background on the government's Public Investment

Plan and the proposal by the new government in 1977 to finance 100,000 new
housing units through government programs during the Plan period with the

private sector building four times as many, i.e., 
400,000. The question was
posed that private sector was not fulfilling this role and that 
one of the prob
lems was long-term housing finance.
 

K
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Dr. Rajalingam said that private institutions are not providing housing

funds. Commercial banks have other higher priorities for their funds, i.e.,
 
private sector endeavors relative to industry, agriculture and exports.
 

Phil Gary asked what was the basis for the government assuming that
 
private sector would build 400,000 units over the Plan period.
 

Rajalingam said that in 1977 government's two main projects from an
 
expenditure point were the Mahaveli Multi-purpose Project and the Construc
tion of 100,000 houses. But in 1980 there was re-thinking and changes

because of budgetary and economic problems. Mahaveli is now contemplated
 
to be a 15-year project rather than six years. 
 There was a necessity to
 
scale down expenditures on housinR also. Other sectors were also being
 
cut back (that is, in government programs). 
 He said government wanted to
 
encourage ,rivate sector to do more in housing. But he spoke of this in
 
terms of SMIB financing private sector housing. 
 (This is still really a
 
government program as it is operated, however).
 

Christian said the new govenment budget appeared clear. 
That certain
 
high priority items were being cut back. 
But you could use a housing finance
 
system to mobilize new resources. In Sri Lanka it now appeared as if the
 
NSB pre-empted the savings situation and it 
was a "captive" resource for
 
government. New mechanisms would just compete with NSB. 
 If you shift
 
resources 
from one pot to another what have you done? According to some
 
calculations that Christian had done, there is not much available in the
 
way of savings in Sri Lanka that is not already tapped; maybe 10 percent.

A new institution might be successful in a country if the untapped savings
 
potential is 30-40 percent.
 

Gardner comment: But if you move savings from one 
institution to another,
 
you might get much more effective use of those resources. For instance,
 
there has been criticism of government's (NHDA's) direct construction program
 
as 
being too expensive, uneconomic, non-responsive. ASH program is not
 
recovering costs, etc.
 

Rajalingam said that MOF will encourage new mechanisms to improve

housing finance. All long term lending inS&Ls has been on 
fixed rate basis.
 
housing and other. This is not likely to change easily.
 

Ricks questioned subsidies, policies on collections, re-lending ability,
 
lack of enforcement, etc.
 

Weerapana said there is a long history of subsidies in Sri Lanka.
 
Sort of built in. No clear policy.
 

Ricks raised more questions on subsidies, etc. and asked how important
 
are Lhese things to a government seeking re-election.
 

Rajalingam said inflation and unemployment will be very important in
 
election.
 

Christian spoke about housing finance considerations. Need to include
 
secondary mortgage market.
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Developing countries usualj.y consider only the primary system. 
In
 
Sri Lanka it would be diffict1.t to compete with NSB for savings.
 

Several choices face S&Ls on housing finance: Improve the present system
 
(based on SMIB) or establish a new organization. For the primary system you

could establish a branch network for SMIB aimed at households. Relative to
 
a secondary institution, this ties into the existing commercial banks and
 
lending for housing. But where would funds come from in a secondary approach
 
by SMIB?
 

There is need to define realistic choices and eliminate those that are
 
unsuitable.
 

Rajalingam said there would be no problem with creating 
a new institu
tion in housing finance. (He did say as an aside he questioned whether
 
private funds would be invested in a housing bank. In this sense he does
 
not feel that Bank of Ceylon (BOC) is private; it's a government-owned bank
 
It is also short of funds with its new headquarters building).
 

But, government agencies are not part of these private initiatives.
 
SMIB is a government agency and will continue to be the only government
 
agency doing public housing finance. (Gardner comment: Not quite sure what
 
he was driving at here since NSB can make loans for housing, NHDA finances
 
housing, BOC can engage in housing finance unless he is saying he (MOF?)
 
would not support a new housing finance institution fostered by BOC). He
 
went on to cite some statistics of increasing number of housing loans being

made by SMIB and stated that even though it could make agricultural and
 
industrial loans under its law that was not where it would be heading. 
He
 
reiterated that it was MOF policy to support SMIB as 
the sole public housing
 
finance agency.
 

As an aside it was mentioned that NSB pays 22 percent for fixed deposits
 
and when it pays SMIB debentures it is only receiving 16 percent interest.
 
Rajalingam said that government sets interest rates. 
 There are no "market"
 
rates (except for "black" money).
 

Gardner asked what is the purpose of SMIB relative to housing finance.
 
What are its directions to be. Christian reiterated the question - what are
 
government views for future of SMIB.
 

Rajalingam said to raise funds by deposits, issue its own debentures,
 
set up a branch network (it does no advertising now to speak of), make it
 
more like a commercial bank, maybe even compete with NSB for deposits.
 

Ricks suggested SMIB could be the "Central Bank" for housing.
 

Christian laid out the following scenario:
 

You could view SMIB as a secondary mortgage institution. You would not
 
then need a new branch network. It would operate as an umbrella agency buy
ing mortgages from the private sector and regulating housing finance. The
 
primary system would complement the secondary.
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You could set up a separate private institution from among banks or it
 
could be mixed using existing and/or new personnel. Could compete with
 
National Savings Bank on minimum basis but not really get on anybody else's
 
turf.
 

The secondary market would be controlled by SMIB which then controls
 
development of primary market.
 

Rajalingam countered by saying that SMIB should be responsive to
 
Ministry of Housing. With regard to secondary market, he said that Central
 
Bank provides relending facilities and that housing is not now eligible for
 
CB refinancing. Rajalingam proposed that Central Bank be used as the
 
secondary lender, SMIB as the primary lender.
 

Christian then suggested that mortgage-backed bonds provided a new
 
instrument for the capital market. They would increase investor familiarity
 
with long term financial instruments. The real estate is the underlying
 
security.
 

Rajalingam mentioned that monetary control is extended to the entire
 
financial system.
 

Ricks suggested that people will save for the opportunity of buying a
 
house. There is a relationship of the rate of savings with the probability
 
of getting a house.
 

Mid-day Break At This Point
 

Afternoon's opening discussion centered about Christian's proposal of
 
whether private investors would get involved in such (housing finance) pro
posal. Christian presented example of Thailand. Rajalingam said he did not
 
feel you can really get private money into housing finance institutions.
 
You would if there was a source of money you could lend out at a profit.
 

Rajalingam presented racionale of the creation of National Development
 
Eank in answer to Gardner's question as to why NDB was created when you
 
have private Developemnt Finance Corporation of Ceylon. Essentially the
 
answer was to fill a role not being played by DFCC, but this was not com
pletely clear.
 

Ricks raised the possibility (in fact, he strongly proposed) of SMIB
 
turning over mortgage servicing function to private institution. He sugges
ted this would bring down the delinquency rate. He then went on to suggest
 
that both the origination of loans and the servicing could be done better
 
by a private institution. Ricks feels that SMIB should not be a primary
 
lender.
 

Christian then discussed possible savings mobilizations by SMIB if it
 
were to play this role:
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1 
 Savings by small 
savers 
through b*:anches established by SMIB
 
or an agent
 

2. Debentures sold to investors
 

3. Institutional lenders such as 
pension funds or insurance companies
 

But he stressed that you must increase total savings, not just get piece

of the same pie.
 

In response to 
a query on provident funds, Gardner described the
Employees' Provident Fund, the private provident funds, and the newly established Employees' Trust Fund which is 
to make equity investments.
 

Ricks then suggested the CSL should encourage private pension funds
which could make funds available for housing. Rajalingam countered by
saying the government discourages private pension funds; 
that EPF is the
 
preferred scheme.
 

Phil Gary asked whether there are other potential options for funding

for housing.
 

Jim Christian mentioned the expanded role of IRAs in the US, of which
the savings and loan system will get 
some part. He said that in the US
IRAs and pension funds are about the same size: 
around $685 billion each.
 

January 27 
- Christian opened with a discussion of savings mechanisms
and discussed contract savings plan. 
 He mentioned that they are tied 
to
the housing delivery system and that future costs are unknown. 
You could
tie in bonus at the end of the contract period. Contract savings can provide
 
ways to obtain cheap money.
 

In designing a contract savings system, you could leave room for NSB to
make direct housing loans as is possible under its charter (but not now done).
But if you are 
to do such a program you need to make a ccmmitment at the
start 
to provide both mortgage financing and a bonus at the end.
 

There was some discussion at this point of the government's commitment
to provide 100,000 new housing units duzing its tenure, with the private
sector providing 400,000. 
 Ricks asked how the private sector housing would
be financed. 
Weerapana said non-institutional savings by families. 
But it
was mentioned by Gardner that private sector is apparently not meeting its
goal, and long-term finance is 
one of the problems.
 

Bessie Kong discussed the role of company pension funds and their loans
for housing and the Transport Board (bus company) was 
used as an example.
 

Christian emphasized that he thought it was very important to 
establish
and maintain a momentum in the direction of a new or expanded housing finance
system and that the details would evolve. He mentioned Egypt as a place

where a new system was established.
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Rajalingam mentioned that many houses in Sri Lanka are built by owner
 
working with contractor. These are single family units.
 

As part of a general discussion of the National Housing Fund and its
 
problems, Rajalingam said MOF would have no problem with having reflows
 
staying with MLGHC for re-lending even though NHF funds are supposed to be
 
a loan from Treasury. In fact these loans are considerably in arrears, so
 
Treasury is not getting them anyhow. There was also a discussion of the 
possibility of the Department of National Housing portfolio (MiF loans) 
which is reputedly in bad shape, -- both accountingwise and delinquencies -
being turned over to SMIB or a new institution.
 

In response to discussion raised by Phil Gary, Rajalingam said the GSL
 
would be willing to guaranty the foreign exchange risk of HG-type lending,
 
i.e. market rate international funds, to a new institution. Weerapana said,
 
however, that GSL would see this middle income recipients.
 

Ricks - what about Libor-tied long term loans?
 

Rajalingam said that MOF would tie variable rate on foreign loan to a
 
variable rate to the end user. But he went on to say that its difficult to
 
commit long term variable rate funding.
 

Considerable discussion at this point by Ricks over systems now in use
 
in informal sector in Sri Lanka, the need to come up with new mortgage
 

instruments, etc. vs. Jim Christian's view that you should get institutional
 
questions settled first.
 

Ricks and Gardner discussed what you might do with SMIB. It could be
 

re.tructured somewhat to handle a higher volume of loans. Perhaps home
 

improvement loans. Wrap-around old loans with new higher rate loans suggested
 
by Ricks.
 

At this point Rajalingam offered whac GSL could do:
 

Keep SMIB as the primary housing finance institution. It would continue
 

to act as primary lender but would also serve as a secondary lender/regulator.
 

GSL would make available the Rs. 45 million now going to NHF and, in addition,
 
increase the amount of debentures SMIB could issue. Assign the old mortgages
 

serviced by DN1 to SMIB.
 

Look at the organization with a view to making administrative changes
 

and improving. Address problems such as titles, title insurance. Improve
 

the efficiency of the system. Offer new lending instruments.
 

Weerapana said that you need to do something that can be achieved in
 

a short period of time. There is now no effective housing finance agency.
 

Divert reasonable amount of resources to a new or expanded institution.
 
Cut back subsidies. You need an acceptable initial step.
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There was 
then a general discussion of 
financial instruments in Sri
Lanka; the nature 
of government debentures, interest rates, 
terms etc.
The fact that government tried out bearer bonds but they did not work was
mentioned. Rajalingam said that trying to attract "black money" with bearer
bonds would not work because the holders of this money could make far more
in other endeavors. 
As a variation Christian discussed discount bonds
briefly; issued at 
lower than market rates but sold to 
the buyer at less than
 
par to reflect current market rates.
 

At this point Ricks discussed various types of lending instruments:
wrap-around loans for some percentage of the existing balance on a mortgage
loan. 
 Set up revolving loans for building materials purchases from suppliers.
Or a revolving loan fund for the supplier. 
This concluded the general discussion, and Phil Gary asked each of Le participants to give a short summary.
 

Ricks - Emphasized that whatever comes out with regard to 
a new or
expanded housing finance system, it must avoid the U.S. problem of short-term
 
borrowing and long term lending.
 

Focus on the level of mortgage payments, not interest rates 
in deter
mining how an institution will lend. 
 That is, 
to get over the conceptual

hurdle of 15 percent interest 
rates being too high for housing loans, you
need 
to focus on the monthly payments and what level can be afforded.
 

You must focus on the institutional structure and its lending instruments together. The institution will finance if given the instrument (I
agree, the commercial banks would clearly start lending for housing again

if they had a product).
 

Christian -
Whatever is developed must be within the context of the overall national economic policy. 
There are a wide variety of competing claims
 
for the existing resources base.
 

Therefore, what part of the market do you attack? what institution is
best able to make the attack? What kind of instruments do you use to make
 
the attack.
 

You can launch an effort with small steps but you need the institution
 
to do this. 
 Therefore, you need to determine the institution.
 

There are a number of options but 
some of these require significant

changes in government policy.
 

But, important, you must make the beginning.
 

Berlin -
Feels you must do some early experimenting with new instruments.
 

Gardner said that you must 
take a look at overall practices in housing
as part of any consideration to expand the housing finance system. 
There
 are a number of non-economic government policies now related to housing

which must be addressed.
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Rajalingam said you must build your housing finance institution one
 
step at a time. Improve the efficiency of SMIB. Increase SMIB's resources.
 
At the same time different lending instruments can be examined in light of
 
the current situation in Sri Lanka. No elaborate mechanisms can be imposed
 
overnight.
 

Weerapana agreed with Rajalingam and said before you do anything you must be
 
satisfied that your institutioanl arrangement will be acceptable. He stressed a
 
need to look for new potential resources.
 

Gary and Kimm made closing remarks. It was clear that no details were
 
resolved. But such a two-day "seminar" constitutes a basic first step. At
 
a later stage and as 
you go along you begin to work out the details.
 

There was a recommendation that both MLGHC and MOF should appoint 
a
 
staff member to work on the problem and liaison with each other.
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I. INTRODUCTON AND PURPOSE
 

This report (Volume II of the Study of Housing Finance in Sri Lanka) sets
 
forth a description of the existing mechanisms for financing housing in Sri
 
Lanka; puts these mechanisms in the context of the banking and financial
 
sector, government programs for housing, and the market for and private

development of housing; and attempts 
to relate the whole in a general way to

the existing economic/political situation in Sri Lanka and 
current government

thinking on expanding the availability of housing finance.
 

The report was prepared by a team of consultants who spent three weeks in
 
Sri Lanka in December 1981. 
 The team was headed by Donald Gardner of the

National Savings and Loan League. Additional members were Samuel Peck of the
 
National League, Pradip Shah of the Housing Development Finance Corporation of

India and Bessy Kong of AID's Office of Housing. Professor Charles Haar of
 
the Harvard Law School assisted with the preparation of some of the legal
 
background affecting housing finance.
 

Because of the short time available in the field work to cover a broad
 
subject area, certain shortcomings emerged. First, because the study was done

in December, published data for 1981 wasn't available for the most part. 
 In
 
fact, in Sri Lanka, as in many countries, published data in general was hard
 
to come by and, in some cases, 1980 statistics were not yet published or even
 
readily accessible for some institutions.
 

Second, and again because of the time frame, it was 
not possible in many
 
cases 
to follow-up meetings when such a follow-up would have been desirable.
 
In sme cases, the Team was able to 
see a key institution or individual only

once. Consequently, there tended to be 
a concentration on those institutions
 
considered most important and/or which were moreacces-sible.
 

The end result is that some of the institutions are treated in more depth

than others, and along with this, shortcomings are more easily identified.
 
The reader should bear this in mind in reviewing the material, particularly as
 
it relates to an institution such as 
the State Mortgage and Investment Bank.
 

The repGrt was used to assess 
the housing finance situation in Sri Lanka
 
at a two-day workshop ("brainstorming") session on January 26 and 27, 
1982 in
 
Washington. Participating in this session were 
three experts from the U.S.
 
housing finance industry, several of the Team members who prepared the report,

other officials of the AID Office of Housing and two Government of Sri Lanka
 
officials 
involved in finance and hoiising. 
 At the session the group discussed
 
considering the strengths and weaknesses of the housing finance system as a

whole and the institutional and other sources of housing finance specifically,

with the intent to make suggestions and/or present alternatives to improve the
 
system.
 

Volume I of the report contains the conclusions reached at the meeting, a
 
more detailed treatment of the discussion, a list of participants and the
 
scope of work for the overall study.
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II. BACKGROUND
 

Sri Lanka's political system and economic policies underwent a dramatic
 
change after the 1977 elections that swept in President J.R. Jayawardene's
 
United National Party (UNP), placing Mrs. Sirimavo Bandaranaike's Sri Lanka

Freedom Party (SLFP) in the opposition. The UNP changed the constitution,
 
introducing a presidental system (with Mr. Jayawardene moving over from Prime
Minister to 
President), and proportional representation. In terms of economic
 
policies, Sri Lanka made an abrupt about-turn from a "controlled economy under
 
a policy of state socialism to unbridled, free-enterprise capitalism." 
 To
 
push industrial development, Mr. Jayawardene slashed state welfare subsidies,

scrapped import and price controls, lowered taxes, and devalued the rupee by
 
46 percent. Foreign borrowing was increased; Sri Lanka took a $110 million
 
standby loan in 1978 and negotiated a $325 million extended facility for
 
1979-1981 from the International Monetary Fund (IMF). Under its Public
 
Investment Plan, the government commenced work on four major capital projects
 
that were intended to lay the foundation for longer-term development:
 

-- the Rs. 31 billion ($1.6 billion) Mahaweli irrigation and
 
hydro-electricity project;
 

-- a 500 acre Free Trade Zone near Colombo airport; 

-- a new parilamentary building and township at Kotte, east 
of the capital of Colombo; and
 

-- public housing. 

(See Annex 1 for a Washington Post article on Sri Lanka's efforts.)
 

Along with unemployment. the shortage of housing was 
a key reason for
 
popular disenchantment with the SLFP Government. 
 In 1973, it had introduced a
 
scheme for "self-help housing"--building materials and land provided by the
 
state, labor by the future homeowner--but was 
not followed through. The UNP
 
Government took up the idea partly because of self-help housing costs are much

less than direct construction of completed units by the government and partly

because the program was rural-based and related to the government's new
 
"village re-awakening" efforts.
 

Public housing is the responsibility of the Prime Minister, Mr.
 
Premadasa, who is also the Minister for Local Government, Housing and
 
Const-:uction (MLGHC). Mr. Premadasa is a strong advocate of public housing

and pursued a vigorous program of housing development through two newly

created agencies: the National Housing Development Authority (NHDA) and the
 
Urban Development Authority. 
Programs launched by the new government ranged

from the upgrading of slum and shanty areas 
through the aided self-help
 
housing for poor rural families up to expensive housing for more well-to-do
 
families.
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Despite the high priority accorded to government housing programs, the
 
Public Investment Plan, 
a rolling five-year plan, allocated approximately 80
 
percent of housing investment to the private sector. 
 In fact, it appears that
 
this goal is not being met.
 

Even allowing for the construction of shanties by poor individuals to
 
count as private sector housing, it does not appear that the private sector is
 
producing housing at a rate comparable to the public sector.
 

In addition to the shortage and high cost of land and the rising cost of
 
construction which have priced housing beyond the reach of most families, the
 
lack of significant long-term housing finance has also acted 
as a constraint.
 
With the exception of the government's financing of its own programs, there is
 
little in the way of housing finance available. The government's Housing

Loans Program, which was to provide for long-term housing loans for individ
uals owning their own land from National Housing Fund resources, ceased to
 
operate in early 1980 because of a lack of funds.
 

The large expenditure on government housing programs was an important

contributor to recent budget deficits. 
 The substantial increase in invest
ments, the greater use 
of foreign resources, and soaring construction costs
 
resulted in a marked deterioration in the balance of payments, the rate of
 
inflation, and the budgetary position for 1980. 
 (See Annex 2 for the Central
 
Bank's review of government's fiscal operations in 1980.)
 

The IMF suspended disbursements under the Extended Fund Facility (EFF)

which had enabled the government to dismantle decades of exchange and import
 
controls. In June 1981, Finance Minister, Ronnie de Mel, succeeded in negoti
ating a resumption of disbursements under the EFF. However, the IMF imposed a
 
ceiling on 
the amount that Sri Lanka could borrow abroad, put a limit on bank
 
credit, budget deficits and government expenditures, including housing.
 
Excerpts from the 1982 budget message (see Annex 3), 
which also contain
 
supplementary 1981 
figures, focused further attention on the unsatisfactory

budgetary situation and the need for trimming expenditures and raising
 
finances. Annex 3 also contains 
an article analyzing the new budget.
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III. GOVERNMENT ROLE RELATIVE TO HOUSING FINANCE
 

A. CURRENT GOVERNMENT THINKING
 

There appears to be a growing feeling in some government circles that a
 
new housing finance bank or institution of some type would solve, or at least
substantially contribute to solving, the housing problem.
 

The more recent history, recognizing that this account will tend 
to be
over-simplified and may be missing some of the pieces, is 
as follows.
 

There was a visit to Sri Lanka by an IFC representative sometime in
mid-1980 in which was 
discussed, with both GSL officials and individuals in
 
the private sector, the idea of a housing finance bank. 
 The approach was to
 
float an idea for the Sri Lankans to think about.
 

IFC thinking was that it would be interested in some small equity
position, say, up to 15 
percent, and that the remainder of the equity would
 
come from government and private participation. Initial capital might be on
the order of Rs. 100 million. 
The Bank of Ceylon apparently evidenced the
 
most interest in the idea.
 

Indicative of interest generated by the proposal were articles published

in at least several of the newspapers at the time (see Annex 4) which implied
that the creation of a new bank with IFC assistance was a distinct possibil
ity.
 

One article said that the Prime Minister had appointed a committee to
 
prepare a report on setting up of such a bank.
 

A committee was, in fact, formed to explore the idea. 
 Its members were
 
as follows:
 

Additional Secretary of MLGHC--Mr. Wijeyedasa
 
(still in this position)
 

Deputy Assistant Director for Planning and Project
 
Development, MLGHC--Disa WeerapanE
 

(still in this position)
 

Assistant Director for Planning-Ministry of Finance
 
and Planning--H.M.A. Codipilly
 

(since gone to the World Bank)
 

General Manager of Bank of Ceylon
 

Deputy General Manager of Bank of Ceylon--Hugh Perumal
 
(since gone as head of Property Development Ltd.,
 
a BOC affiliate)
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Deputy General Manager of People's Bank--Mr. Amarasinghe
 

Director of Research of the Central Bank--A.S. Jayawardena

(now Special Assistant to the Governor)
 

The Director of Economic Affairs, Ministry of Finance, Dr. S. Rajalingam,
who oversees banking policy and regulation, was not a member of the Committee,

but tile 
Committee did meet with his Additional Director. 
The State Mortgage
and Investment Bank (SMIB) representative(s) attended some meetings, but the
SMIB was also not on the Committee.
 

The Committee had 
.5out five meetings and the work was 
then abandoned.
 
As far as could be determined, there appeared 
to be several reasons for this.

(The following are interpretations of the Team and do not imply government
 
acceptance.)
 

First, there was a problem with with Treasury who appeared basically

against the idea. This was primarily because it was not agreeable to letting
some new institution such as this tap sources of funds which now are used by

Treasury as 
its own source of funds. 
 These are referred to as "captive" funds
and include, for instance, the National Savings Bank and the provident funds.

(The National Savings Bank, for instance, although permitted to invest up to
40 percent of its funds in mortgages, in fact invests over 95 percent of its
 
resources in government bills and debentures.)
 

Second, there was 
the overall credit squeeze by government and a reluc
tance to start up a new program.
 

Third, many of the Committee members were occupied with other things and

although some were keen on pursuing the idea, they didn't have the expertise
 
cr the time that was 
needed.
 

The first approach by the Committee was to consider setting aside the

annual budgetary allocation for the National Housing Fund (NYV) to such a bank
and let the bank lend it out for government programs rather than NHDA (NHDA

would become strictly a developer).
 

The Committee was supposed to prepare a Cabinet paper on the idea but it
 never got beyond the draft stage. Apparently Treasury was not prepared to
allocate any funds. There was 
Rs. 45 million for NHF in the 1981 
budget, but
 
Treasury wouldn't consider allocating this to a new housing bank. 
 It suggested, instead, 
to get funds from NHF recoveries. As a consequence of the
 
above, the Committee more or less died out.
 

The Bank of Ceylon, meanwhile, was proceeding on its 
own to pursue the

idea. 
 (The IFC has a $5 million loan to the BOC for on-lending to private,
medium-scale industrial enterprises and a resident advisor to that bank.) 
 In
September 1981, Philip Gary, AID's resident housing advisor in Colombo and Don
Gardner met with BOC officials in an introductory meeting. It was apparent

that the bank had done a fair amount of thinking on the possibility of taking
the lead in setting up a new housing bank. 
Details still appeared to be lack
ing; so did the level of interest at which such a bank might lend. 
 It was
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clear, however, that BOC officials envisioned such a bank as serving middle
and upper-middle income clientele.
 

In a subsequent meeting with the Secretary of the MLGHC, he indicated
that he thought the creation of a housing bank to be of the highest priority.
He, however, saw such a bank as 
serving a wider income range and picking up
the financing for some of the government programs and, thereby, somehow,
adding to the funds available for housing finance for lower-income families.
 

In fact, what emerged at this point was a significant interest on the
part of government in a new housing finance mechanism. 
It was decided that
AID would proceed to assist in an examination of the housing finance question
 
to be done later in the year.
 

Gardner then met with Mr. Rajalingam who, despite his title (Director of
Economic Affairs, Ministry of Finance), oversees banking policy and regulation
by the government. Rajalingam is on the Board of Directos of BOC and was both
 aware of its proposal to form a housing finance institution and of IFCs
 
interest in the proposal.
 

Initial Treasury reaction at that time was negative to the BOC proposal

and the BOC was asked to study the issue and come up with more detailed
recommendations. 
 There was a feeling at Treasury that there were too many
government institutions being created and that the expansion of the State

Mortgage and Investment Bank was an alternative to be considered.
 

In a meeting witb Dr. Rajalingam, he stressed that there is a limited
volume of savings and said the primary savings institution is the National

Savings Bank which invests the bulk of its 
resources in government paper. If
some other institution ccmes along (a new-housing bank that would take in
savings), it would probably reduce the funds flowing into NSB.
 

Therefore, he said government supports the SMIB by buying debentures from
it 
.ather than allowing it to take in savings. 
 This gives control to
government. Rajalingam said that the Ministry of Finance had just approved an
additional Rs. 
60 million in debentures for SMIB for the rest of 1981.
 

Other feelings at the time, however, particularly in the MLGHC, were that
the idea of a new or expanded housing finance function was merited, but there
is no money and people who need to focus on the issue are busy with other
things; i.e., the need is established, someone must just carry through on the
idea and the details. With regard to expanding the role of the SMIB rather
than creating a new institution, it was stated that SMIB was not originally
included as a member of the Committee because it had no way of attracting
savings and it did not have a network of branches to operate countrywide.
 

Since these are obviously difficulties that could be overcome, it appears
there are other reasons. 
 It is clear that many people feel that SMIB
management must be improved and its slow procedures speeded-up if it is to
play an important 7ole. 
 There is also the question of SMIB being under the
supervision of the Ministry of Finance and the desirability of a housing bank
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being responsible to a country's Ministry of Housing for policy guidance even
 
if required to meet banking rules and regulations.
 

In late September 1981, the timing and approach to be used for this study
 
were agreed to with the MLGHC.
 

During the course 
of the field work to gather the information presented
 
in this report, 
the following emerged as relevant to considerations on where
 
Sri Lanka should go with housing finance.
 

The MLGHC appreared to be very much interested in pursuing the idea of a
 
new housing fiance institution.
 

The MOF appeared to favor an expanded role for SMIB rather than the
 
creation of a new institution (at least a government institution). In

addition to the source of funds 
issue, the shortage of experienced staff was
 
cited as a problem.
 

The BOC has and is generating expanded support for its proposal to create
 
a new privately-oriented housing finance institution in both the private and
 
quasi-private sector. 
 The BOC has produced a "feasibility" report in support

of such an organization, but it is lacking in hard detail.
 

The SMIB is generally regarded by many people as not 
really up to an
 
expanded role.
 

The receptivity in most financial and housing circles to 
a new housing

bank is so high that a remark by a government official in a meeting with BOC
 
officials that government might be prepared to support such an institution
 
with inputs from NHF allocations was repeated 
to team members in subsequent

days by a number of people as if it 
were already almost an accomplished fact.
 

It appears that with or without any recommendations emanating from a
 
study such as this one, some type of 
new or expanded housing finance
 
institution will probably proceed.
 

B. GOVERNMENT AGENCIES AND HOUSING PROGRAMS
 

The primary government ministries and organizations that are involved in

the question of what to do about overall housing finance in Sri Lanka are 
the
 
Ministry of Local Government, Housing and Construction (MLGHC), the Ministry

of Finance and Planning, and the Central Bank. 
Other ministries with some
 
involvement or interest would be the Ministry of Labor which supervises the
 
provident funds and the Ministry of Trade and Shipping which supervises the
 
insurance companies.
 

The MLGHC, whose minister (as pointed out earlier) is also the Prime
 
Minister, is responsible for developing, implementing, and administering the
 
government's housing program. Its operations are covered in detail in the
 
Shelter Sector Assessment (SSA) of Sri Lanka and by AID's Office of Housing in
 
September/October 1980. As pointed out in the SSA, there is 
no comprehensive
 



-8

national housing policy issued by the government. Housing is, however, one of
 
the lead sectors of the Public Investment Plan, a rolling five-year plan
adjusted each year, set forth by the current government after its election in
 
1977.
 

That Plan originally set out a goal of 100,000 new housing units 
to be

constructed over the initial plan period and also envisioned a goal for the
private sector of four times that number of units. 
 (See Annex 5 for an
 
excerpt from the 1981-85 Plan covering Housing and Urban Development and Table
19 from that Plan covering Allocation of Government Capital Expenditures.)

The government's goal, while somewhat behind, is moving along but the private
sector, although data is lacking, is apparently not providing housing at 
a

level anywhere near to meeting the goal set 
forth for it. 
 The SSA provides a
 
complete description of government programs.
 

One of the problems in provision of housing by the private sector is the
availability of long-term finance. 
What to do about this is, therefore, of
 
great interest to the MLGHC. To this end and in response to the interest
generated by the International Finance Corporation, the committee described in
 
the previous section was 
formed.
 

The Ministry of Finance and Planning, as its name 
implies, is composed of

the finance and planning functions of government, and these functions 
are
still often referred to as 
the separate ministries they once were, i.e.,
Ministry of Finance (MOF) and Ministry of Planning (MOP).
 

The MOP plays an equivalent role to the U.S.'s OMB role in Sri Lanka and,

as 
far as housing goes, has beee instrumental in efforts to cut-back on
 
government allocations 
to housing as part of the overall effort to reduce the
government budget. 
 On the finance side, the MOF is responsible for policy
decisions in money and banking, w.th more direct supervisory involvement
 
withgovernment-owned banking or banking-type institutions such as 
the State
Mortgage and 
Investment Bank, the National Development Bank, the National
Savings Bank and the government-owned commerical banks, Bank of Ceylon and
People's. 
 The MOF's Director of Economic Afftirs is 
on the Board of Directors

of BOC, for instance. The establishment of a new commercial bank, the opening
of a branch, 
or acquiring the business of another commerical bank must be
 
approved by the MOF.
 

The Central Bank is involved in operations and supervision of the banking
 
system.
 

C. CENTRAL BANK (CB) 

The CB was established under the Monetary Law Act (MLA) to administer and

regulate the monetary and banking system of Sri Lanka. 
 There is no codified
set of banking regulations per se. Regulatory measures applied to banking

institutions are derived from the MLA and the Companies Act, 
a specific part
of which deals exclusively with banks. 
 Separate legislation governs the

state-owned banking institutions such as 
Bank of Ceylon and People's Bank
(commercial banks) and the National Savings Bank (NSB) as well as state-owned
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credit institutions such as 
the State Mortgage and Investment Bank (SMIB) and
 
the National Development Bank (NDB). Finance companies are governed under the
 
Finance Companies Act which was initiated by the CB.
 

The overall responsibility for management, operations and administration

of the CB as well as the determination of policies and measures to be taken
 
under the MLA rests with the Monetary Board of the CB. The Monetary Board is

composed of the Governor of the CB, the Secreatry of the Ministry of Finance
 
and Planning, and an appointee of the President, currently the Secretary of
 
the Mahaveli Development Authority.
 

The Department of Bank Supervision is responsible for the continuous
 
supervision and periodical examination of all commercial banks and other

banking institutions in Sri Lanka. Commercial banks accept from the public or
 
create demand deposits among other things. 
 Other banking institutions refer
 
to agencies or institutions acting on behalf of government to 
make loans,
 
advances or investments, or to accept deposits from the public, e.g., SMIB,

NSB, NDB. The establishment of such institutions must be approved by the MOF.
 
However, a financial institution (finance company) that does not accept demand
 
deposits and is not a government-owned institution does not 
require the
 
approval of either the CB or 
the MOF. For such institutions there are, how
ever, many other requirements plus inspection of books by the CB that do
 
apply.
 

Among its many authorities (described in detail in the MLA) the CB
 
insures deposits, issues the currency and regulates the supply, availability,

and cost of money. It also sets reserve requirements for the commercial banks
 
(currently 6 percent on total 
term and savings deposits and 14 percent on
 
demand deposits), regulates credit, and provides the banking system with
 
liquidity. 
 It may discount, rediscount, buy and sell bills, acceptances,

promissory notes and othir credit instruments from commercial banks and 
the
 
NSB for short-term commerical and production credits with maturity up to 
270

days, and make short-term loans and advances against certain promissory notes
 
for periods not exceeding 180 days. In certain special cases and with pre
scribed conditions, when the CB considers it necessary to promote or facil
itate particular classes of operations, the CB may make loans against
 
mortgages when supported by promissory notes supported by the mortgage.
 

The CB also fixes the interest and discount rates to be charged on its
 
credit operations and general conditions under which the credit facilities 
are
 
available. The bank rate is 
now 14 percent.
 

The CB also makes available various preferential lending schemes to the
 
banking system, commercial banks and others such as 
the Development Finance

Corporation of Ceylon (DFCC). 
 These schemes are known as refinancing and are
 
to facilitate government priorities. 
 The bank makes the loan and, in effect,
 
gets it "refinanced" by the Central Bank, i.e., 
the CB lends the bank an
 
amount of money to cover the loan. The bank charges an interst rate to 
its

borrower something above the rate charged by the CB to 
the bank, i.e., its
 
spread. How this I- determined isn't quite clear but in the case of long-term

lending (see below), the DFCC refinances from the CB at 13 percent for indus
trial credits for which it charges 17 percent.
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Short-term CB Refinancing Rates
 

1. 	For cultivation of paddy and other government approved crops--I 1/2
 
percent.
 

2. 	For purchase of such commodities--3 percent.
 

3. 	For lending related to export financing--12 pecent.
 

4. 	For lending related to commercial and productive purposes--14
 
percent.
 

IMF restriction on credit in Sri Lanka has resulted in global limits on
 
the amount of credit available under items 3 and 4 above. Thus, credit is
 
distributed to banks on the basis of assets held on June 30. 
 (Assets would be
 
bills--discounted and purchased, overdrafts, and loans.) 
 Foreign commercial
 
banks are eligible for these facilities.
 

Above these global limits, penalty rates come into play as follows:
 

10% above limit the rate would be 21%
 

10-20% above limit the rate would be 22%
 

20-30% above limit the rate would be 24%
 

30-40% above limit the rate would be 26%
 

40-50% above limit the rate would be 30%
 

The CB also operates a Medium- and Long-Term Credit Fund on the following
 
basis:
 

The 	repayment term is between 5 and 15 years.
 

1. 	For government approved agriculture and fishing projects -- 8 1/2% 

(Special horticulture project related to Ceylon Tobacco) -- 6 1/2% 

2. 	Development Board approved projects for exports -- 10% 

3. 	Agriculture, fishing, ect., projects not specifically 
aproved by government -- 11% 

4. 	Projects such a tourism, warehousing, industry, etc. -- 13% 

** NOTE: 	Housing is not on this list. The General Manager of the DFCC made a 
point of saying that if it were profitable, DFCC would be prepared to 
lend to a housing institution. 
In addition, it should be noted that CB refinancing facilities cannot
 
be used to finance working capital.
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The Central Bank has the authority to limit the amounts of commercial
 
bank loans and investments and 
to fix the maximum rates of interst which these

banks pay on various classes of deposits. Currently, however, commercial bank
 
interest rates have tended to follow the lead of the NSB. 
 It appears that
 
this was a decision involving the MOF, the CB, and Inland Revenue, but exactly

how it ws arrived at isn't known. 
 The high rates being paid have had some
 
success in raising deposit levels of the NSB and the commercial banks.
 

Finally, the CB is empowered to guaranty loans of banking institutions.
 
For instance, it 
can guaranty loans to small-scale enterprises by credit
 
instituitons. Presumably, it could also guaranty mortgages for a housing
 
bank.
 

With regard to the government, the CB acts as fiscal agency, banker, and
 
financial advisor to the government. 
 In this respect, the issue of securities

of the government are made through the C3. 
 The CB can subscribe, however,
 
only to Treasury Bills.
 

The Central Bank has made some attempt to capture the "black" money

supposedly in the economy. This is unreported money, much coming from the gem
trade, which is reported to be significant but no one knows the level. 
 The CB
 
issued Bearer Bonds which were sold through the commercial banks at 10-12
 
percent. However, these were not competitive rates and, hence, the bonds were
 
not successful.
 

'A
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IV. TlE BANKING AND FINANCIAL SECTOR
 

A. OVERVIEW
 

Sri Lanka's financial sector is at an early stage of development. The
 
private sector is mainly self-financed, while public corporations have drawn
 
most of their resources from the central budget. The financial system is
 
limited in breadth, dominated by the commercial banks of which the two state
 
banks, Bank of Ceylon and People's Bank, are the largest in terms of assets,
 
deposits, and size of branch network. The commercial banks account for some
 
85 percent of industrial credit. The government-owned savings institutions,
 
National Savings Bank, Employees' Provident Fund (EPF), and the Insurance
 
Corporation of Sri Lanka are used by the government as sources for funding the
 
budget, with about 80 percent of their domestic assets invested in government
 
paper.
 

The financial system also includes the Employees' Trust Fund (ETF); the
 
Development Finance Corporation of Ceylon (DFCC), a private development
 
finance company with a minority government participation; the recently
 
established National Development Bank (NDB), a wholly government-owned apex
 
development institution; the State Mortgage & Investment Bank (SMIB), 36
 
small, private finance companies; a leasing company and several corporate
 
provident funds.
 

The government has approved the establishment of seventeen multinational
 
banks (most of them with only one branch). It is also encouraging the estab
lishment of an offshore banking market through the creation of foreign cur
rency demand and time deposits from enterprises in the Free Trade Zone and by
 
making advances to these enterprises.
 

Commercial banks provide over 80 percent of institution finance. About
 
74 percent of commercial bank advances are short term (below one year), 20
 
percent are medium term (1-5 years), and only 6 percent are long term (above 5
 
years). The maturity pattern of the advances made by the foreign banks is
 
also characterized by concentration on short-term credit--only 2.4 percent of
 
loans are medium term and 3.5 percent are long term. About 45 percent of all
 
commercial bank loans are to the commercial sector; 28 percent to industry; 18
 
percent to agriculture.
 

Interest rates in Sri Lanka have been relatively high since 1977 and have
 
kept pace with a fast-changing financial environment. To encourage greater
 
financial savings, the maximum permissible deposit rate on time deposits of
 
one year or more was raised in 1977 to 15 percent for commercial banks and 18
 
percent for the National Savings Bank and, subsequently, was further increased
 
to their present levels; 20 percent for one-year deposits and 22 percent for
 
two-year deposits. NSB and commercial banks pay the same. (See table on next
 
page.) Real interest rates were still positive and attractive in 1978; how
ever, the acceleration of inflation in 1979 and 1980, with an inflation ratc
 
reaching 40 percent, eliminated the differential. More recently the inflation
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SELECTED INTEREST RATES IN SRI LANKA, September 1981
 

(percent per annum)
 

DEPOSIT RATES
 

Commercial Banks 
 Minimum Maximum
 
Savings Deposits 10.0 14.0
 
Fixed Deposits
 

3 months 
 12.0 16.0
 
6 months 
 15.0 	 18.0
 
1 year 20.0 20.0
 
2 years 22.0 22.0
 

National Savings Bank
 
Savings Deposits 12.0 /a
 
Fixed Deposits
 

6 months 
 15.0
 
12 
 20.0
 
24 months 
 22.0
 

Savings Certificates (10 years) 11.0
 

Government Securities
 
Treasury Bills 
 13.0 lb
 
Secondary Market T-Bills 
 16.0
 

LENDING RATES
 
Bank Rate (Central Bank) 14.0
 

Commercial Banks
 
Inter-bank Call Loans 
 18.0 21.0
 
Bills Purchased and Discounted 15.0 
 25.0
 
Loans 	and Overdrafts Secured by:
 

Government Securities 
 15.0 28.0
 
Shares of Joint Stock Companies 15.0 28.0
 
Stock in Trade 
 16.0 	 28.0
 
Immovable Property 13.0 28.0
 
Others 
 11.0 28.0
 
Unsecured 
 19.0 	 30.0
 

State Mortgage Bank and Investment Bank 5.0 24.0
 
National Housing Department 6.0 
 9.0
 
National Savings Bank 
 9.0 17.0
 
DFCC 
 10.5 	 17.0
 

/a Compounded interest on savings deposits.
 

/-b Weighted average of bills issued on tender.
 

Source: Central Bank of Ceylon.
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rate has dropped to 18-20 percent and long-term rates are once again positive.
 
(Annex 31 is the 
cost of living index in Sri Lanka through September 1981.)
 

Interestingly, one foreign bank manager feels that NSB was 
a disturbance
 
in the field because it offered very high interest rates and tax concessions.

He felt that if NSB lowered interest rates on deposits there would be a
 
general tendency for interest rates to come down.
 

Taking the oppositve view, another foreign official said that he does not
 
believe that interest rates would generally go down if NSB lowered the rates
it offers on deposits. He sees 
the extent of deficit financing by the govern
ment as 
the main reason for high interest rates and expects no substantial
 
improvement in 
the budgetary position of the government.
 

The Study Team was also told that NSB is losing deposits. Although 1/3

of interest income received from NSB, up to Rs. 
2,000 is tax free, commercial
 
banks pay the same interest. 
 They have the edge in that they provide over
draft and other banking facilities.
 

See Annex 6 for a series of statistics on banking through September 1981,
 
covering assets and liabilities of commercial banks, reserve positions of

commercial banks, commercial bank loan and deposit rates, lending rates of
 
long-term credit institutions, and total amounts for savings and fixed
 
deposits.
 

Capital Markets in Sri Lanka: 
 There is no formal stock exchange in Sri
 
Lanka. Thee is, however, something known as the Colombo Share Market which

has existed since the 1800s. 
 It is essentially a private institution run by

the Colombo Brokers Association and has little direct support from government
 
agencies.
 

The market, developed primarily to cater to the needs of the plantation

and other ancillary industries, has been under the control of British inves
tors and was directly supported by them. Sri Lankans in the past have not
 
taken an active interest in share investment except for a very small group of

middle-class urban investors. 
 The market is principally an over-the-counter
 
market and trading is conducted through "call-overs" at fixed hours, twice a

day, and at set locations. 
 However, most business is finalized later over the
 
telephone.
 

On January 9, 1981, 
there were 89 public companies listed with the CBA,

but trading was limited duo to 
an extreme shortage of floating stock. Fol
lowing passage of various tax incentives; ten new public companies came to the
 
market during the period January to September 1981, as against five in 1980;
 
three in 1979; and one in 1978.
 

One of the new issues this year was the Rs. 
200 million by Property

Development Ltd., a subsidiary of the Bank of Ceylon. 
This was an unprece
dented issue in terms of size for Sri Lanka.
 

According to Forbes and Walker, a Colombo stock and commodity broker,

only Rs. 127 million was actually subscribed by the public; the remaining Rs.
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93 million being taken by the BOC along with the 60 percent (Rs. 
330 million)

originally allocated to the Bank itself out of the total capitalization of Rs.

550 million. Nevertheless, brokers considered the issue 
a large success.
 

Forbes and Walker, which handles 90 percent of the new issues, says it
has about 12 new issues coming up by early 1982. 
 The General Manager for
 
Forbes and Walker is working actively with the Bank of Ceylon on the idea of a
 
new housing finance bank.
 

The International Finance Corporation has completed a study of the
 
capital market in Sri Lanka and is actively pushing the idea of a formal stock
 
exchange.
 

Included in the share list for the CBA for December 3, 1981, 
(copy

available for review) are many government bonds as well as debentures for the

State Mortgage Bank and the Urban Development Authority, which are selling
 
considerably below par to reflect the current interest rates.
 

B. COi4IERCIAL BANKS
 

I. Bank of Ceylon
 

a. Introduction: 
 Because of its interest in developing a new
 
housing finance institution (see section below for details), 
contacts with the

BOC were more extensive than other commercial banks although most of the dis
cussions centered around the possibility of a new housing bank.
 

BOC is one of the two largest commercial banks in Sri Lanka, the other
 
being People's, and both are government owned. Several interviews were con
ducted with the Chairman and staff members followed by a series of meetings

with the Assistant General Manager for Planning and Development, who is the
 
individual most involved in the proposal to start 
a new housing finance bank.
 

The BOC was 
the recipient of a $5 million loan from the International

Finance Corporation in 
1981 for on-lending to medium-scale industrial enter
prises. A comprehensive summary of the Bank and the scope of its operations

taken from the IFC appraisal is contained as Annex 7. Highlights are covered
 
in the narrative below. The 1979 Annual Report, the most recent the Study

Team could obtain, is available for review. The Balance Sheet and Profit and
 
Loss Statement through 1980 are contained in Annex 8.
 

b. Capitalization: 
 The Bank is wholly owned by the Government of

Sri Lanka. Paid-up share capital at the end of 
1980 was Rs. 4.5 million. The
 
government announced that its intention was 
to increase the paid-up capital to
 
Rs. 50 million in 1981 and subsequently higher. It is not certain whether
 
this has been done yet.
 

c. Organization and Staffing: 
 As of the end of 1979, the bank had
 
some 562 branches and sub-branches covering the entire island with 155 of
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these full service. Somewhat similar to People's, BOC had a number of sub
offices known as Agrarian Service Centers. Total employees at that time were
 
close to 8,000. There has been some reorganization of BOC's management and
 
this is described in the IFC Appendix.
 

d. Overall Figures: The 1980 figures indicate total assets were Rs.
 
10,077 million, of which Rs. 6,414 million were outstanding advances. Current

deposits and other accounts at the end of 1980 totalled Rs. 9,500 million.
 
Profits before 
taxes were Rs. 331 million.
 

e. Resource Mobilization: BOC mobilizes deposits similar to other
 
commercial banks and at competitive interest rates. It does some borrowing

abroad, primarily to finance trade (but also note the IFC loan) and also
 
borrows from the Central Bank against the pledge of securities. It, along

with the other commercial banks, participates in the on-lending of a World
 
Bank loan for small-scale industries.
 

Its deposits for the years ending 1979 and 
1980 were as follows:
 

1979 1980
 
(Rs.000)
 

Current Accounts 2,215 3,147
 

Savings Accounts 579 806
 

Fixed Deposits 1,539 3,066
 

f. Investment: The Team was told that BOC's current policy, as set
 
by the Central Bank, is to increase the financing of exports. The General
 
Manager said that with funds in short supply it has stopped making long-term
 
loans (this includes housing--see below).
 

General Categories of investments are as follows:
 

1979 1980
 
(Rs.000)
 

Trade Bills 
 580 1,073
 

Government Securities 
 368 364
 

Advances and Other Acts 4,194 6,414
 

Investment in subsidiaries and
 

other companies 33 328
 

The Bank is currently experiencing some cash flow problems because of the
 
cost of its new headquarters building constructed.
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g. Housing Finance Activities: According to the Assistant General
 
Manager for Planning and Development, the BOC stopped making housing loans as
of 6/30/81. At that time the outstanding amount due on housing loans 
was Rs.
 
324.6 million; 81.7 percent on loans for new construction and 18.3 percent for
 
loans for the purchase of existing houses.
 

As far as could be ascertained, the average interest 
rate on these loans
 
is in the range of 8-10 percent with some loans apparently on the books at 7

1/2 percent but increasing up to 21 percent for the most recent. 
 The average
life of the loans is 15 years 
so it would appear that BOC is taking a substan
tial loss on 
the loans (even though this category is a relatively small percen
tage of BOC's assets), although initially they were probably profitable.
 

BOC made housing loans only to its customers, intending to encourage

people to bank with BOC. 
Thus, housing loans were considered a tool for
 
developing business.
 

BOC used to lend up to Rs. 220,000 for a given housing loan. 
The ceiling
 
was calculated by applying the then estimated construction cost of Rs. 100 per
 
sq. ft. to 2,000 sq. 
ft., which was then the ceiling on the size of a house.

(The current ceiling stipulated by law is 3,000 sq. ft. 
and the estimate for
 
current construction costs for upper-income housing is Rs. 
250 per sq. ft.)
 

In making housing loans, BOC's loan processing procedures require details
such as 
the applicant's income, assets, liabilities, other commitments, number
 
of dependents, etc. 
 BOC's credit officer would verify these details, guage

the monthly expenditure of the applicant from informaiton such as 
the number
 
of dependents, and determine the savings capacity of the applicant and the

loan amount 
that BOC could offer. BOC also reviewed the applicant's business
 
history with the bank. 
The maximum loan was limited to 75 percent of the
 
value of the property. The installment on the loan was limited to 25-30
 
percent of income. 
 Loan approval powers were delegated down to the credit
officer's level,, 
After the "approval in principle", a "title bond" and title
 
search report were obtained form the title insurance company.
 

The bank's legal officers would scrutinize the title search report and if

it was found acceptable, the mortgage bond was signed. 
After this step, title
 
insurance was 
obtained and then disbursements could commence. The whole pro
cedure could 
take from six months 
to one year, with the title insurance com
pany responsible for a greater part of the delay.
 

h. BOC's Proposal for a New Housing Finance Institution: BOC's

interest in setting up a new housing finance institution apparently goes back
 
to discussions with IFC representatives in 1980. As a result of these discus
sions, a committee was formed by the government to look into a new housing

bank (see earlier section on history of this). 
 Both the General Manager and

Deputy General Manager of BOC were members of this committee which, as
 
described, ultimately disbanded.
 

Nevertheless, BOC kept up its interest in the idea; perhaps because of
the working relationships established with IFC through IFC's loan to BOC for
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on-lending to medium-scale industrial enterprises and the secondment of a
 
resident advisor by IFC for the loan. 
The IFC encouraged contact between the
 
Housing Development Finance Corporation of India (in which IFC has an equity

and also a loan and which has been a recipient of an AID-HG) and BOC for
 
further development of the proposal.
 

In a meeting with the AID Housing Advisor in September, the Chairman of
 
BOC outlined the BOC's interest in (at that time) setting up a subsidiary

housing finance institution which would have other equity participation
 
including the IFC.
 

The idea was 
that the institution would make loans to middle-income
 
families for housing at something like 15 percent interest, terms at perhaps

15 years. The Chairman stressed that middle-income individuals in Sri Lanka
 
could nct now afford a house given current salaries (he suggested Rs. 4,000/

5,000 per month as middle income and appeared to be talking about professional
 
people, including the earnings of both husband and wife. 
As a result, many

professional people were going to the Middle East to earn higher salaries and
 
this was causing a big problem for Sri Lanka. If, among other things, such
 
people could afford to finance a house it might be one inducement for them to
 
stay. He specifically stated that he did not feel such a bank could deal with
 
low-income people because they could not afford the interest rates.
 

He mentioned, as one of the inducements for forming such a bank, the
 
modifications to the Inland Revenue Act (income tax act). 
 Apparently, if a
 
housing bank is formed as a public company, profits would be tax free for the
 
first five-year period. Somehow or other, as explained, the tax-free status
 
would permit the loans to be made at 15 percent.
 

The Chairman said the BOC is also interested in developing its own cus
tomers further (presumably builders, suppliers, etc.), as well as financing

the houses of middle-income borrowers. 
As an aside he also mentioned the
 
current interest in setting up a Colombo Stock Exchange and related this to
 
the creation of the new bank (perhaps, by enabling such a bank to raise
 
capital through selling its shares publicly).
 

As part of this study, the Team met with the Chairman again in early
 
December to discuss the status of BOC's considerations.
 

The Chairman mentioned that one of the constraining factors in establish
ing a new bank was that there was no firm commitment by government, presumably
 
as to both approval and commitment of some fiancing. He said he envisioned a
 
capitalization of Rs. 500 million at the rate of Rs. 100 million per year for
 
five years. One source of equity funding was the new Employees' Trust Fund
 
(see separate section) and a meeting had been scheduled with ETF to discuss
 
this possibility.
 

The Chairman again suggested 15 percent as the interest rate borrowers
 
from the new bank should pay and, consequently, the bank needs to be able to
 
raise its funds at no more than 12 percent which is what he intended to
 
propose to ETF officials. Interestingly, in a later part of the discussion,
 
the Chairman said that people in Sri Lanka are very conscious about things
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like interest rates and more and more are seeking out the best terms. 
 He said
that as a result BOC planned to raise its passbook savings rate to 14 percent

in the near future.
 

The fs'lowing are the Chairman's ideas on a new bank's operations. A
 
twenty percent down payment (the person must have a stake); 
core housing with
the individual to finish developing on his own; 
local authorities must provide

the infrastructure and recover the capital cost 
over 30 years through rates
and taxes. 
 The borrower should pay only for the land and building. He did
 
not think, however, that the bank should get involved in development. He also
mentioned that the BOC has many rural depositors who he feels should be able
 
to get housing loans.
 

It 
was at this meeting that the MLGHC represenEative raised the possibil
ity of the government contributing some financing from the yearly allocation
(some Rs. 45 million) that normally goes to the National Housing Fund.
 

At one point in the meeting the question of mortgage insurance came up.
The BOC lawyer said it would not be legal but no one else thought so, or at
 
least that it could be instituted. Everyone thought it was a good idea. 
 (See
 
comment on guarantees in Central Bank section.)
 

Several subsequent meetings were held with the Assistant General Manager
for Planning and Development who appears to be the BOC officer most knowledgeable about the proposal. In fact, a brief feasibility report had been pre
pared which was deated August 17, 1981.
 

The report appeared to be based on BOC's willingness to contribute to the
 new company, Rs. 100 million per year for five years with the new company
actually lending out about RS. 50 million each year. 
 The report assumed that

20 percent of housing loans disbursed would be deposited with BOC as 
term
deposits (thus effectively jacking up the lending rate). 
 The report indicated

that the new company would be viable and would generate an acceptable rate of
return on investment, and that BOC would get total returns of Rs. 204.2 mil
lion in the first 10 years. (See Annex 9 for 
a brief synopsis of the report.)
 

The following summarizes the Team's understanding of BOC thinking based
 
on the discussions held and the feasibility report.
 

The current thinking of top management at BOC seems 
to be that lending

for housing fits in with the present government's policies and BOC perception
of housing needs and its desire to play a role. 
 BOC recognizes the fact that
the Prime Minister gives high priority to housing and 
so BOC would like to do
something in that direction without tying up too large an amount of assets for
too long a time. Thus, it is actively promoting a new housing finance institution. 
 If it could find suitable partners for such a company it would be wil
ling to put in substantial seed capital to get it going.
 

BOC seems to believe that 
a new housing finance institution needs to and

could raise Rs. 100 million as initial capital from banks, with perhaps Rs. 45
million each year from the National Housing Fund. 
 BOC seems to believe that
the company's continuing sources of funds (repayments and profits) would be
 
adequate for its needs.
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The Study Team feels this does not appear to be feasible, however. BOC
 
has not though about deposits as a source of funds for the new institution.
 

Further, BOC seems to believe that the company would be viable if it made
 
housing loans at 15 percent per 
annum. In the current money market condi
tions, 15 
percent appears to be an uneconomic rate of interest. BOC's justi
fication for the 15 percent rate seems to be that at higher rates people will
 
borrow and then have trouble and not repay, or not borrow at all. 
 BOC does
 
not appear to have given much thought to encouraging applicants to reduce
 
their housing requirements and theref3re their loan requirements. (If housing
 
costs (and loans) could be reduced, perhaps rates higher than 15 percent could

be affordable and feasible.) Indeed, BOC's thinking is that there should be
 
no 
limit on the maximum amount of loan an individual can obtain--the maximum
 
amount should be determined only with reference to repayment capacity.
 

BOC also feels the possibility of reducing housing outlays in the long
 
run by educating applicants and by innovative construction management. In
 
fact, in one meeting the Chairman spoke about core housing (see above).
 

BOC does not expect any interference or resistance from government
 
officials to the idea of setting up a new housing finance company.
 

BOC acknowledges that the new housing finance company could find it
 
profitable and convenient to lend to developers.
 

Just in the short period that the Study Team was in Sri Lanka, the BOC
 
proposal seemed to be getting a lot of support. The Chairman of the ETF,

subsequent to his meeting with BOC, seemed 
to be enthusiastic about supporting
 
the proposal. There seemed to be a concensus among both private and govern
ment people that some sort of private housing finance institution was needed
 
to permit the private sector to play its role.
 

2. People's Bank
 

a. Introduction: 
 People's Bank is the second of the two government
owned commercial banks in Sri Lanka. Consistent with its name, it appears to
 
be the bank most identified with lower-income people and the rural sector
 
although it engages in the entire range of commercial banking activities. In
 
connection with its rural activities, it operates a system of some 580 rural
 
cooperative banks.
 

The Deputy General Manager for Finance and Development was interviewed.
 
The latest annual report the Team was able to obtain, 1979, is available for
 
review.
 

b. Capitalization: Established in 1961 
by an Act of Parliament, 50
 
percent of the initial equity came from government and 50 percent from coopera
tive societies. Under pressure from People's in 1980 that it was under capi
talized, government contributed an additional Rs. 40 million in equity in
 
1980; bringing the total paid in capitalization to Rs. 50 million. Rs. 46
 
million was held by the government.
 

6i1 
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c. Organization and Staffing: 
 The Bank has a ten-person Board of

Directors, eight of whom are appointed by the Ministry of Finance and two by
the Ministry of Cooperatives. 
 Thus, the MOF has a strong, direct control over
 
all policies and operations.
 

The Bank is headquartered in Colombo and has 
15 regional offices and 295
 
branches. 
 It has recently been opening about 30 new branches annually.
People's also supervises the cooperative rural banks. 
 The total staff amounts
 
to 9,500 with 
1,500 at the manager, assistant manager, and loan-clerk level.
 

The branches carry out all standard commercial banking functions with the

regional offices providing supervision and inspection as well as 
some technical assistance. 
 Loans above certain levels must also go to the regional

offices for approval. The headquarters' office carries out management of the
regional offices as 
to operating policies and practices and approves loan
 
application at the next higher level.
 

With regard to the cooperative rural banks, these banks take in deposits

from their members and in turn deposit them with People's. In 1980, the
cooperative banks deposited Rs. 
50 million in People's. In return, People's

makes below-market rate loans to cooperative banks (Rs. 
25 million to date),

which are not receiving adequate deposits to cover 
loan demand. People's

disburses funds to the co-op banks for consumer loans to co-op members for
anything from consumer, to housing, to agricultural, to industrial purposes.

The credit reviews are performed by the co-op banks, with technical assistance

provided by the regional offices of People's. People's also regularly pro
vides technical assistance to the co-op banks free of charge in all account
ing, bookkeeping and finance matters, as 
requested by the co-op banks.
 

As of June, 30, 1981, 
the rural banks had about Rs. 90 million in loans
 
outstanding, 47 percent of which were for housing (see Annex 10).
 

For a detailed examination of the organization of People's, as an example

of commercial bank organization, see the organization chart presented as Annex
 
11.
 

d. Overall Figures: As stated, the 1979 Annual Report is the latest

comprehensive statement of figures although later figures in certain categor
ies are stated in the narrative below.
 

Highlights through 
' 79 are as follows:
 

-- Total current assests: Rs. 7,959 million of which Rs. 6,124 million
 
are outstanding advances
 

Current deposits and other accounts: Rs. 7,933 million
 

-- Profit before taxes: Rs. 168 million
 

e. Resource Mobilization: Like other commercial banks, People's

mobilizes savings by offering current, fixed-deposit, and savings accounts at
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rates comparable to the other institutions. As of 12/31/79, People's had 56
 
percent of the total savings deposits in the commercial banking sector.
 

The magnitude and trends of fixed, savings, and current accounts are
 
summarized below:
 

As of As of
 
(Rs. millions)
 

6/30/80 6/30/81 

Current Accounts 1,443 1,502 

Savings Accounts 1,411 1,653 

Fixed deposits 1,845 2,890 

People's has experienced a significant increase in deposit mobilization
 
at all of its banks, particularly i,-2cxed-deposit accounts. The target
 
groups for the deposit mobilizatiL. campaign undertaken by People's has been
 
the small-saver and Sri Lankans employed abroad. The reasons, in addition to
 
higher interest rates which are clearly a major factor, presented by People's
 
management for this increase are:
 

Increased investment by the government in rural development projects,
 
most notably Mahaweli project. Rural income and demand for agricul
tural credit has therefore increased significantly.
 

--	 More branches opened. 

--	 Close contact that People's maintains with the co-op banks and its 
customers, particularly in rural areas. 

--	 A more active savings mobilization advertising campaign (increase in 
advertising budget) and the introduction of several new types of 
accounts. 

Examples of the new types of accounts are: The Investment Savings
 
Account (explained below under housing)--a new instrument currently of
 
insignificant magnitude, but with high public exposure; the Minor Extended
 
Deposit Accounts--a lump-sum or a monthly deposit for 2-5 years which permits

one's child, after reaching 21 years of age, to draw on it. This type of
 
account currently pays 22 percent (see newspaper ad contained as Annex 12);
 
and the Resident Foreign Currency Account.
 

This scheme is intended to attract foreign currency deposits that
 
People's can use to re-lend to the Free Trade Zone and international business.
 
Sri Lankans abroad can open a savings account in foreign currency, paying

interest that is free of income tax. With a minimum of $1,000 in such an
 
account, the depositor also qualifies for a 17 percent, 10- to 15-year loan up

to Rs. 300,000 to purchase a house. This scheme was started in .'pril 1981.
 
No data was available on this scheme as yet.
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f. Investment: The investment portfolio has also increased
 
significantly as indicated by the following:
 

As of As of
 
(Rs. millions)
 

6/30/80 6/30/81
 

Overdrafts 
 771 1,148
 

Loans 
 3,751 4,060
 

Pawning 
 398 613
 

As specified by the Board of Directors, People's also holds reserves and
 
government securities.
 

A study is currently underway to determine what percent of the portfolio

should be invested in each sector of the economy.
 

g. Housing Loan Activity: 
 Despite the current high interest rates,

People's seems interested in continuing to try and provide the same level of
 
housing finance as a service to its customers.
 

The procedures People's follows in processing housing loans are contained
 
in Annex 13.
 

Of the total outstanding loans of Rs. 6,505 million as of 6/30/81 (there

is some discrepancy here with the figures under Investment above), Rs. 
531
million or 8.2 percent consisted of housing loans. Approximately 5,300

housing loans are outstanding and a major increase in housing loans

applications is being experienced by People's. 
The two mechanisms used to
 
mobilize savings specifically for housing loans are 
the Resident Foreign
Currency Account scheme (described above) and the Investment Savngs Account
 
(ISA) scheme.
 

The ISA is essentially a contract savings plan and includes three other
 
types of purchases besides housing. 
The plan is not large; there were approximately 10,000 loans in the portfolio with perhaps 2,500 active savings con
tracts towards the end of 1980. 
 The program has been popular but, to conserve

the limited funds available, the bank has set high credit and income s~arkdards
 
for applicants.
 

For housing, the maximum loan amount under this plan is Rs. 
150,000 or 60
 
percent of the value of the property, whichever is less. The interest rate is
15 percent on the mortgage and 22 percent of the savings account. 
The latter
 
was increased substantially in the past year.
 

The ISA contract is for from one to five years with the length of time a
 saver actually participates determining the term of the mortgage. 
The amount
of the mortgage is based on the maximum monthly payment allowable, which is
 
ten times the monthly ISA contract payment. The minimum monthly payment is
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Rs. 100. The longer the participation in the ISA contract, the longer the
 
term of the resulting mortgage and the lower the montly payment per Rs. 
1,000;
thus the longer the mortgage that can be granted. The schedule for the ISA
 
contract is:
 

Maximum Period
 
Duration of ISA 
 of Repayment
 

12 - 18 months 
 8 years
 
19 - 24 months 10 years

25 - 36 months 
 12 years
 
37 - 48 months 
 14 years
 
over 48 months 
 15 years
 

Participants are encouraged to continue savings for the full five-year

contract even if they exercise their claim on a mortgage earlier. 
The bank
 
offers savers, who live up to the contract, the right to exercise the unused
portion for another loan to extend or modify their home. 
 Even so, most savers
 
drop out when they receive their mortgage.
 

People's is prepared to offer these loans at 
15 percent, although paying

22 percent for the savings, as a special service drawing on its profits from
other operations. 
 Thus, it represents a type of cross-subsidy. The bank does
 not, however, intend to ±ncrease its activities in this area while interest
 
rates are high.
 

The repairs and extensions program (home improvement) is a short-term

loan for a maximum of five years which carries an interest rate of 20 percent.
Applicants are 
evaluated based on income and employment verification from
 
their employers. 
Each loan is secured by a recorded lien against the
 
property.
 

People's is also involved in an experimental low-income housing program

which was developed in late 1980 with the American Save the Children Foundation. Experience is limited to date. 
Details can be found in Annex 14.
 

Essentially the program works as follows. 
 The program involves approx
imately 300 low-income families in a shanty upgrading project being funded by
the Foundation and which offers loans for building materials. 
The People's
Bank branch in the vicinity of the project has established a program to evalu
ate loan applications, collect payments, and provide financial counseling to
the residents. The financing is being provided through a grant from the

Foundation and a type of revolving or participating fund will be set up.

People's Bank's responsibility is administrative only, and for which it will

collect a three percent fee. 
 Costs to the bank for this program are estimated
 
to be somewhat higher; 
the shortfall is regarded as a public relations cost.
 

Each applicant for a housing loan will be reviewed for basic criteria:
 

" 
He must be a project resident.
 

" 
He must not have been blacklisted for loans from People's

in the past.
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" He must be a citizen.
 

" 
He must be over 21 years old.
 

* He must have a guarantor.
 

Each applicant will then be required to open a savings account and attend

meetings in which the need for repaying the loan and maintaining the houses
will be discussed. Bank officials expect to remain involved with this con
munity after granting loans because they believe personal contact is necessary
to achieve a reasonable rate of repayment. 
 Similar loan programs in the past
(with rural housing and street vendors) have had mixed success, but it is 
 31t
that the tight-knit community, the assistance of Save the Children, and close
 
supervision by the bank personnel should yield a repayment ratio of about 85
 
percent.
 

In summary, relative to housing, People's said it can continue to provide

some loans at 15 percent. This subsidized 15 percent rate of lending is possible as long as its lucrative import/export (25-26 percent) business continues.
 
As 
a service to its customers and as a savings mobilization incentive, the
bank is willing to continue to lose some money on housing loans at 
15 percent.

The sizable profits of its commercial banking activities are covering the
losses incurred from making housing loans at 
15 percent (when funds cost 20-22

percent). 
 Profits for 1982 are being estimated at Rs. 206 million. 
This
 
cross-subsidy approach to housing is certainly one alternative for improving

housing finance conditions, but clearly has its limitations.
 

According to People's management, the main operating problems with the
 
housing loan portfolio are: 1) borrowers do not make loan payments on
schedule, frequently delaying 1-2 months; and 2) securing of land title is

time consuming, taking up to 
6 months and resulting in project delays and
 
escalated buidling costs.
 

3. Commercial Bank of Ceylon Ltd. (CBC)
 

This is one 
of the two local, private commercial banks in Sri Lanka. 
 It

specializes in export trade finance. 
 It does little consumer lending and has

given no thought to housing finance.
 

One interview was conducted with the Deputy General Manager and an
Assistant General Manager. 
 In addition to the pertinent items from that
 
interview which are presented below, there is a comprehensive annual report

for 1980 available for review.
 

a. General Characteristics: 
 CBC has 1,000 employees; 120 officers.
 
It has 10 branches, none outside of Sri Lanka. 
 It is 11-years old and is
owned 40 percent by the State Chartered Group (England), 30 percent by the
 
government, and 30 percent by the general public.
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b. Summary of Operations: 
 CBC raises capital through fixed deposits

(interest rate 
12-20 percent), savings accounts (interest 12 percent), and
current accounts. Total deposits amounted to Rs. 1,048 million at the end of
 
1980. Fixed deposit accounts are the dominant source of funds. 
 All of its
funding sources are short term, repayable in 1-2 years at the very most. 
 CBC
 
is not interested in either borrowing or lending long because of the risk
 
attributable to volatile interest rates.
 

Known as the exporters' bank, most of CBC's lending activities (total
advances to customer at the end of 1980 were Rs. 
767.8 million) are in the
 
export finance area. 
Working capital is provided to exporters through the
 
following types of instruments:
 

Overdrafts: 
 Interest rate charged on overdraft depends on the type

of export and the customer, but averages 19 percent;
 

Packing credits: loans 19 percent, 1-3 months to pay for 75-80
 
percent of the cost of purchase--packing and export of goods;
 

Purchase of export bills at 
a discount.
 

CBC attempts to provide to its customers more export lending services
 more efficiently than its competitors through the following:
 

Credit provided on same day as requested;
 

-- Exchange-rate market instantly maintained; 

Advice provided to clients on letters of credit, guarantees and
 
export documents;
 

Seminars, meetings, and symposiums regularly provided by the Bank's
 
technical experts to its customers.
 

CBC became specialized in export finance because it was originally part

of Eastern Bank which had an aggressive, competent export fiance department.
With this base, the Commercial Bank was a key contributor in building up many

of the leading local export trading companies which have remained with the
 
Bank for most of their export finance needs.
 

The longest term financing provided by CBC is for 5 years; 24 percent

loans for commercial, industrial, and some agricultural purposes (all agricultural loans are granted out of one branch). CBC does not make loans, 
even
with these terms, to any real estate developers. Long-term lending is a minor
 
component of its overall lending operations. Demand for the 5-year loans far
exceeds the amount of funds that CBC is prepared to allocate for long-term
 
lending.
 

CBC's exposure to consumer lending is minimal because: 
 1) it believes
 
that the return from export industrial lending is superior; and 2) the
preference by state authorities, although not in writing, is to discourage
 
consumer lending.
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c. CBC's Exposure to Housing Finance: 
 There is none except for
 
mortgage loans to its own employees.
 

d. International Loans: 
 None, except a portion of the World Bank
 
loan for medium- and small-scale industry which is channeled to CBC through
the National Development Bank. 
 This loan scheme was started last year. The
 
Commercial Bank made loans of Rs. 
25-30 million at 16 percent.
 

e. Summary: 
 CBC appears to be a highly profitable commercial bank.
 
CiteJ as problem areas by its General Manager are: 
 a lack of space to expand
(a new building is being constructed); 
a heavy training burden associated with
 
a rapidly expanding staff (70 employees 11 
years ago to 1,000 currently); an
inadequate mobilization of deposits to provide more long-term financing (5
 
years) for industry and tourism.
 

4. Hatton National Bank Ltd. (HNB)
 

Hatton is the other local, private commercial bank. It also does the

bulk of its lending for commercial purposes. 
 It does little consumer lending

or 
housing finance but, contrary to the Commercial Bank, its Managing Director
 
evidences some interest in lending for housing.
 

One interview was conducted with the Managing Director and an Assistant
General Manager. The important facts from that interview are 
presented below.

The 1980 Annual Report is also available for review. 
Because of the consider
ably greater interest shown by the HNB officials in the work of the Study

Team, supplemental information was provided in the form of statistical data on
 
advances and the Articles of Association.
 

a. History: 
 HNB, in its present form, began operations on May 1,

1970, when it amalgamated with two branches of Grindlays Bank. 
 Its history
 
goes back to the late 1800s when it was formed as the Hatton Bank Ltd. In
1974, it absorbed the Mercantile Credit bank, also with a long history in Sri

Lanka. 
 The HNB and its merged interests have had a long involvement with the
 
tea industry over many years.
 

b. General Characteristics: 
 HNB has about 1,200 employees; some 300
of whom are professionals or non-clerk status. 
 It has 27 branches.
 

c. Summary of Operations: 
 HMB raises its funds (total deposits were

Rs. 
775.9 million at the end of 1980) through the standard means, i.e., fixed

deposit (at rates up to 
22 percent for two years) savings accounts and current
 
accounts. 
 Fixed deposits constituted some 72 percent of deposits at the end

of 1980, reflecting a growing percentage over the last several years presum
ably due to the higher interest rates on this type of deposit. HMB plans to

issue Certificates of Deposits early in 1982.
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HNB's loans go primarily to exporters/traders, industry, and construction
 

companies for up to 5 years (property collateral required on 5-year loans), at
 

25-27 percent; 3-year terms are the norm. HNB also loans for packing credit
 

with terms of 6 weeks at 16.5 percent. In addition, it provides letters of
 

credit and overdraft services and makes loans to other commercial banks from
 

overnight to one month.
 

As with the other commercial banks, Hatton is involved in making loans to
 

small- and medium-sized industries at special rates of 15 percent which
 

includes a 4 percent spread. These are World Bank funds available through the
 

National Devleopment Bank. Hatton made Rs. 112 million of these loans in
 

1980.
 

Hatton is also involved in loans to the Mahaweli Resettlement Project.
 

It on-lends funds received from the Central Bank at 9 percent for small
 

agricultural projects involving an average 2 1/2 acres per household.
 

It was stated that HNB does not invest in government debentures or
 

T-bills because of their low return relative to the 25 percent Hatton can earn
 

on most of its other lending activities.
 

To give a picture of Hatton's portfolio, outstanding loans as of
 

September 30 in 1980 and 1981 are listed below:
 

1981 1980
 

Rs(000) % Rs(O00) %
 

Commercial 771.9 79.8 E27.2 78.7
 

Agriculture 19.1 2.0 14.0 1.7
 

Financial 13.4 1.4 14.9 1.9
 

Industrial 82.3 8.5 77.9 9.8
 

Housing 17.9 1.8 16.1 2.0
 

Consumption 23.4 2.4 12.1 1.5
 

Tourism 30.6 3.2 28.5 3.6
 

Others 9.1 .9 6.7 .8
 

Total 967.7 797.4
 

The lending rates for the various types of loans is given in Annex 15.
 

With regard to housing, the Managing Director said that Hatton stopped
 

making housing loans in 1977 when fixed-deposit interest rates at the National
 
Savings Bank started increasing and eventually reached 20-22 percent. In
 

response, the commercial banks followed suit. The consequent requirement that
 
the cost of funds would result in loans with terms of at least 24-25 percent
 

led Hatton to stop making housing loans. According to the Managing Director,
 

(I'
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"leave 
 the housing loan market to the State Mortgage Bank who could provide

subsidized interest rates under 18 percent." 
 Hatton feels that the market
could not support such high interest loans for housing. All Hatton employees,

however, are eligible for 25 year, 4 percent housing loans.
 

Nevertheless, the Managing Director expressed some interest in Hatton's
 
returning to the housing finance market. 
He felt it would provide Hatton's
large customer base with a service in much demand. 
 le sees Hatton as an
 
excellent institution to undertake a housing finance progr--n for the following
 
reasons:
 

It can process loans applications, (and disburse funds) quicker and
 
with greater precision than other institutions;
 

It has 27 branches.
 

Large customer base (250,000), 
a number of whom would be interested
 
in a housing loan and about whom Hatton is familiar as to financial
 
status and capabilities. It would, therefore, not have to start
 
credit reviews from scratch.
 

Unlike the State Mortgage Bank, Hatton is not politically pressured

into giving loans without proper evaluation of the loan applicant
(this is his opinion, not a fact uncovered by the Team).
 

Hatton has an extremely low delinquency track record on its
 
portfolio.
 

Presumably, these views relate to a comparison of Hatton with the State

Mortgage Bank or some new institution. Certainly other commercial banks and,

possibly, the National Savings Bank could also make these statements. The
 
issue becomes, then, how could Hatton raise the funds for housing finance.
 

As opposed to the Commercial Bank, however, the interest is there.
 

5. Foreign Commercial Banks
 

With the recent opening of the Amsterdam Rotterdam (AMRO) Bank in

December, the number of foreign banks operating in Sri Lanka rose to thirteen.

These banks are 
not allowed to open branches vrith the exception of one branch
 
in the Free Trade Zone.
 

To get some feel for their operations, the Study Team interviewed
 
Citibank, Bank of America, and The Hong Kong and Shanghai Banking Corporation

(HKSB). 
 It is clear that these banks are not, and would not be a factor in
 
houisng finance insofar as lending goes (although HKSB does lend to employees
for housing). 
 However, although the question wasn't specifically raised with
 
the banks interviewed, the Team was subsequently told by others that they

thought the foreign banks might be willing to put up 
some small equity in a
 
new housing finance bank to demonstrate their interest in government priori
ties (although HKSB specifically said it would not invest in debentures by a
 
housing bank).
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There appears to be rather fierce competition among the foreign banks in
 
the areas in which they operate. This does not include retail banking. They

are lending mostly short term for export/import financing with some term and
 
project financing. The latter is for things like hotel or 
industrial
 
projects.
 

Deposits are raised in the usual ways, i.e., 
demand deposits, passbook
 
savings and fixed deposits at rates competitive with the other commecial

banks. 
 Apparently four banks have now offered Negotiable Certificates of
 
Deposit, American Express being one of them, paying at 
17.5 percent for
 
one-year maturities. HKSB does not plan to; 
it feels these are too closely
 
associated with "black money." Bank of America doubts they will be
 
successful.
 

C. NATIONAL SAVINGS BANK (NSB)
 

1. General
 

The NSB is a wholly government-owned savings bank which commenced
 
operations on April 1, 1972. It is an amalgamation of the Ceylon Savings

Bank; 
the Post Office Savings Bank, the Savings Certificate Section of the
 
Postmaster-Generals's Department; 
and the National Savings Movement, all
 
government organizations--some of whose operations go back over 
100 years.
 

It operates as a savings bank and does not carry out commercial bank
 
activities. 
 It appears that its primary purpose is to mobilize savings from
 
individuals through a variety of instruments and to utilize these savings for
 
economic development programs of the government. These programs are not
 
supported directly, but by purchasing government securities.
 

The National Bank Act requires that not less than 60 percent of the
 
Bank's deposits must be invested in government securities, the remainder to be
 
invested in various types of housing loans. 
 In practice, at the end of calen
dar 1980 (the fiscal year), 
the latest year for which figures are available,

93.2 percent of the total deposits of Rs. 5.2 billion were invested in govern
ment securities. In 1980, 98.9 percent of the investments made by the Bank
 
went into government securities.
 

According to the Bank's annual report for 
1980 (see Annex 16), 30.2 per
cent 
of the total deposits of the NSB and all commercial bnaks in Sri Lanka of
 
Rs. 17.2 billion were in the NSB. However, this had dropped to 28 percent by
 
August 1981.
 

2. People Interviewed and Material Made Available
 

Three separate discussions were held with the General Manager and there
 
was a brief meeting with the Chairman. Follow-up meetings were held with the
 
Loans Manager, the Branch Manager, and the Chief Savings Program Officer.
 

There appeared to be aa initial reluctance to discuss the Bank's
 
operations in very much detail or to provide specific information apparently
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due, at least in significant part, to some criticism of the Bank's operations
 
and receipt of subsidies from the Treasury (see later discussion) in the news
papers in November. This necessitated a reply by the Bank to 
the Daily News
 
dated 11/27/81 but a further articles appeared in The Island dated 1271381
 
while this study was going on (see Annex 17). Therefore, the statistical
 
information contained in this study comes mostly from the 1980 Annual Report
 
rather than from preliminary 1981 
figures which might have been provided.
 

3. Organization
 

The general supervision, control, and administration of the affairs of
 
the Bank are vested in a Board of Directors consisting of 7 members; namely,

the Postmaster-General, the Deputy Secretary to the Treasury or his representa
tive, a representative of the Ministry of Planning, and four others appointed

by the Minister of Finance fo, a period of tnree years at a time. 
 The Head of
 
the Board of Directors is the Chairman, appointed by the Minister from among
 
the seven Directors.
 

(Note that Finance and P~anning are now under one Ministry.)
 

The Chairman and the Board of Directors constitute the governing body of
 
the Bank and determine the basic policy framwork within which the Bank has to
 
function. The translation of such policy into action is done by the General
 
Manager under the direction of the Chairman who is 
the Chief Executive of the
 
Bank. 
He is support in this task by a range of senior executives.
 

The Team was told that decisions with regard to the make-up of NSB's
 
portfolio do not require specific MOF approval but, in effect MOF does
 
exercise effective control if, in no 
other way, through the Board.
 

The key policy decisions, i.e., composition of the portfolio, interest
 
rates paid to depositors and interest rates 
paid by the government on its
 
securities purchased by NSB and interest rates charged by NSB on its housing

loans are apparently all made by MOF although the Study Team was not able to
 
find out how the process was carried out.
 

The Bank has a total staff of about 
2,300--over 1,500 in Colombo--and has
 
45 branches, including the headquarters office, located throughout the coun
try. The branches are located predominantly in provincial capitals but some
 
have also been opened in more rural areas where the idea is to promote savings

and thrift among the people. 
 These branches accept deposits, pay withdrawals
 
and maintain accounts, operating more or less independently and performing the
 
functions of the savings bnak. 
 Housing loan approvals, however, are reserved
 
for the central office, although disbursements and collections are done at the
 
branch level.
 

There 
are now some 340 post offices and 3,500 sub-post offices covering

all areas of the country, no matter how remote. 
These post offices, in
 
addition to their normal postal functions, also accept deposits and pay-out

withdrawals for the NSB but do not maintain the customers' accounts. 
 The
 
returns of all such transactions are sent 
to the Head Office of the Bank where
 
ledgers are maintained.
 

b 
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This widespread network of branches, post officers and sub-post offices,
 
clearly gives the Bank by far the largest coverage of any financial institution in Sri Lanka. Annexes 18 and 19 provide a description of the Bank's
 
network branches and postal agency operations.
 

4. Savings Mobilization
 

A variety 	of savings instruments are available to 
the Bank's depositors,

many of them introduced since the new govenrment was elected in 1977, with
specific efforts to serve the lower-income groups. Of significant importance

is that all interest earned from the NSB receives a tax-free allowance of 33

1/3 percent or Rs. 2,000 per year, whichever is greater. A brief description

of each type along with current interest rates follows with more detailed
 
descriptions given in Annex 19.
 

a. Ordinary (Passbook) Account 12%
 

b. 	Fixed-Deposit Account
 
6 months 
 15%
 

12 months 
 20%
 
24 months 
 22%
 

The minimum amount required to open an account is Rs. 
100. Reduced rates
of interest are paid if there is an early withdrawal. For deposits of Rs.
 
5,000 or above and with a minimum period of 12 months, interest can be paid

monthly at a rate of 18.6 percent.
 

c. Premium Savings Bond: These-bonds, priced at only Rs. 
10 each,

provide small savers with an opportunity to win a prize in monthly lottery
draws in lieu of interest. Pruchasers of these bonds are guaranteed partici
pation each month that they hold the bond. 
 First prize is Rs. 10,000; second
is Rs. 5,000; and there are 30 consolation prizes of Rs. 500 each.
 

d. Regular Monthly Income Savings Plan: 
 This scheme provides for a
monthly pension based on a monthly savings deposit. The interest rate paid is

13.2 percent. The minimum payment is Rs. 
50 and after 5 years the participant
will receive the amount of the payment monthly for life. 
 There are 	variations

of the scheme involving lump-sum payment.
 

5. Investments
 

As stated 	earlier, 98.9 percent of investments made by the NSB in 1980
 
were in government securities with total investments through that period up to
98 percent in government securities. With continued pressures on the goveru
ment's capacity to raise money, this appears unlikely to change.
 

The government securities are for the most part short term (2-3 years)

and are paying NSB an average of about 16 percent.
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The remainder of NSB's portfolio of Rs. 4,947.7 million at the end of
 
1980 was essentially in housing loans (RS. 70.4 million although the General
Manager mentioned a current figure of Rs. 
100 million) and call-money loans to
 
commercial banks (Rs. 30 million). The latter are currently earning between
 
17-19 percent.
 

With regard to houisng, individual loans are made only on the security of
 
first mortgages. 
 Loans are zade to any person, without restrictions, for construction, purchase, or payoff of existing loans as long as 
they can afford to
 
service the loan.
 

The interest rate is now 15 percent with terms up to 20 years. 
 Loans are
 
made to 
a maximum of 75 percent of value and Rs. 200,000 for a one-unit house,

or Rs. 300,000 for a two-unit house. 
 Branch officers do the loan processing,

with loan approval being given by the main office. 
Loan recods and files are
maintained at the main office with machines used for most of the record
keeping.
 

Collections are made both at the branches and thc 
main office. Delin
quent accounts are pursued by branch perdonnel, as directed by the Collection
Department. Accounts are "transferred for recovery" when they are six-months
 
delinquent. The threat of foreclosure usually achieves collection of delinquent installments as mortgag)rs wish to retain their properties, particularly

with rising property values. Foreclosures are few in number.
 

During 1980, NSB approved housing loans as follows:
 

Type of Loan 
 No. of Loans Total Amount Interest Rate
 
(Rs. millions)
 

Building Site Purchase 
 39 .68 12-13%

Construction of House 
 531 
 6.90 12-15%

Purchase of House & Prop. 
 49 
 1.90 12-15%
 

619 9.48
 

Another Rs. 
3.3 million was extended to employees for housing loans at 6
 percent. Maximum loans for this purpose are Rs. 90,000.
 

As can be seen, the average loan for all purposes was Rs. 15,315. For a
house and property, the loan average was Rs. 38,776. 
With a number of years

operations behind it and a total portfolio of only Rs. 70.4 million (US$3.52
million at a 20-to-i exchange rate), it is clear that NSB is not impacting

heavily on housing in Sri Lanka.
 

6. Operations
 

The latest annual report, which covers calendar 1980, is attached as

Annex 16. Unfortunately, as stated above, we were not able to obtain any
later data from the NSB, but did get data with regard to savings and fixed
 
deposits. 
 The latter, which includes all commercial banks, were taken from
the Central Bank Bulletin of October and are contained in Annex 6.
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There appears to have been some competitiion for savings between the NSB
 
and commercial banks with the latter increasing their percentage.
instance, the MOF authoried the NSB to raise interest rates on 12-

For
 
and 6-month
 

deposits to 20 and 
15 percent from 15 and 12 percent, respectively, in May
 
1980. This followed an earlier raise in September 1977.
 

The commercial banks quickly followed suit and added a 24-month deposit

with a rate of 22 percent. NSB followed suit in April 1981.
 

As of the end of August 1981, the Bank's deposits by category stood as
follows (excluding accumulated interest in fixed deposits and savings
 
certificates). 

Savings Deposits Rs. 2060.1 million 

Fixed Deposits 3064.9 

Saving Certificates 31.7 

Premium Savings Bonds 6.7 

National Pension Scheme 5.6 

5169.0 

It is difficult to compare this to the Rs. 
5,201 million shown in the

1980 Annual Report for total depsoits since the latter figure does include

accumulated interest. 
 1980 showed a net increase in deposits of Rs. 446.5
million, more 
than 100 percent of this coming in fixed deposits and offsetting
 
a substantial drop in passbook savings. 
 This apparently reflected a signifi
cant response to savers to the rapid rise-in interest rates in fixed deposits

despite an inflation rate at the time of over 30 percent. 
 There were som2 7.1
 
million accounts open at the end of 1981.
 

On operations in general, the 1980 profit and loss account showed a

profit before income tax of Rs. 47.3 million and a new profit of Rs. 24.1

million. 
 Out of this apparently grows some of the recent controversy. The

profit and loss statement gives some breakdown on expenses, but none at all on
 
income. One can derive that total income was Rs. 
728 million and this is
stated later in the report. Most of this obviously came from interest from
 
government securities. However, since the interest being earned on these
 
investments and from housing do not match the average cost of money plus

administrative costs, some sort of supplemental payment is necessary. 
The
 average cost of money to NSB should be somewhere around 16 percent. In 1980,

the NSB's investment in government securities show Rs. 621.5 million in 16
percent instrumen's. The Study Team's understanding is that NSB is currently

getting between 13 and 16 percent 
on its government investments, but a more
 
precise figure was not obtained.
 

This shortfall was covered in 1980, according to the 1980 Annual Report,

through receipt of Rs. 300 million in a government grant. How this figure was

arrived at is not clear since it enabled NSB to show a "profit" of Rs. 47.3
 
million. Why the povernment did not simply pay an interest rate closer to the
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market rate is also not clear. 
The NSB went to some lengths in its newspaper

rebuttal to say that the Rs. 300 million was not a subsidy. 
This year, according to newspaper reports 
on the budget, NSB is asking for a supplemental grant

of Rs. 405 million.
 

7. Appraisal and Views
 

The NSB, with its deposits of Rs. 5.2 billion (roughly $260 million at
today's rates) 
as of the end of 1980 and legally permitted to loan up to 40
percent of its deposits for housing (theoretically, Rs. 2.8 billion at that
time), could clearly be a major factor in housing finance in Sri Lanka. 
 Its
wide coverage of branches and large number of depositors would also Le advan
tageous. Instead, outstanding housing loans amounted to only some Rs. 
70
 
million by the end of 1980.
 

It also appears clear that, at least for the present, the government is
unlikely to change the mix. 
The NSB definitely represents a "capitve" source
of finance for the government at a relatively low rate of interest, even with
 
the operating subsidy. 
 The high rate of interest being paid for the fixed
deposits, now some 
60 percent of total deposits, would also make it difficult
to reach a lower income level with housing loans.
 

Because of the competition for deposits expected in higher interest rates
and the lessening of the tax advantage to depositors of NSB (civil servant
salaries, for instance, are now entirely tax exempt), NSB's rate of increase
in deposits has lessened as has its market share. 
 Nevertheless, NSB has to be
a factor inconsidering what to do about housing finance in Sri Lanka, both as
 
a mobilizer or resources and as a potential lender for housing.
 

Interestingly, the General Manager supports the need for a new housing

bank and the need for private orientation for such a bank. 
He did not indicate 
that there was an expanded role for NSB in housing finance, although

admitting that housing loan applications had jumped considerably with the
 
drying up of commercial bank lending for housing.
 

The Team was not able to get any real feel for the organizational

efficiency of MSB other than general comments in the private sector about
government inefficiency. Certainly, there was no widespread set of negative
comments such as was encountered with the State Mortgage and Investment Bank.

One reason, however, could be that since almost all resources go into govern
ment securities, very few people deal with the Bank other than as savers.
 

The Bank has continued to expand in 1981, opening several new branches.
It appears to be trying to develop innovative, new means to generate savings.
As to staff, its employees (below the executive level) now earn the equivalent
to salaries of the government-owned commercial banks, although executives are
 
stil.. lower.
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D. THE STATE MORTGAGE AND INVESTMEN' BANK (SMIB)
 

1. General
 

SMIB became operational on January 1, 1979. 
 It was a merger of the
 
Ceylon State Mortgage Bank and the Agricultural and Industrial Credit Corporation of Ceylon and assumed the assets and liabilities of those organizations.

It is governed by a specific law which spells out in detail SMIB's organization, line of business, and operational procedures. It is empowered to make
 
loans for housing, agriculture, and industry.
 

The Bank is a wholly government-owned corporation. 
 It is supervised by

the Corporations Division of the Ministry of Finance which does audits, looks
at operations, etc. 
 Policy issues are set by the Director of Economic
 
Affairs, MOF who, among other things, approves the issue of debentures by the
Bank (its primary and at the moment only source of raising funds), the
 
interest rate that SMIB can pay on these debentures, and the areas in which
SMIB must concentrate. MOF could, for instance, shift SMIB away from housing

and toward industrial lending.
 

Because the Bank is the only financial institution primarily involved in
 
housing as its primary business, the Team's coverage was much more extensive
than that of other institutions. 
 Hence, some of the criticisms stated, rela
tive to others, may simply be due to a greater understanding of SmIB's opera
tions.
 

Original contacts with SMIB date back to September 1980 when interviews
 
were conducted with the Chairman and General Manager in connection with the
Shelter Sector Assessment and were followed by interviews with the same

gentlemen in September 1981 in connection with a study on housing subsidies.
For the current study, the Chairman and General Manager were interviewed
 
again; followed by additional meetings which included the Senior General
Manager for Administration, the Deputy General Manager for Finance, and the
Chief Credit Officer. 
 It should be pointed out the SMIB officials were very

forthcoming with time and provision of information, not true with all institu
tions.
 

Several documents are included as annexes: 
 Particulars Related to

Mortgage Loans (Annex 20), 
Trends in the Bank's Activities (Annex 21), Total

Loans Granted, Repaid and Oustanding 1958-1981 (Annex 22), and the P&L
 
Statement and Balance Sheet for 1980 (Annex 23).
 

2. Capitalization and Overall Operations
 

The authorized capital of the Bank is Rs. 
200 million with Rs. 75 million
subscribed. 
 What is shown as the Profit and Loss Account (presumably
 
reserves) is Rs. 6 million.
 

Profits for 1980 before tax were Rs. 6.7 million and net profits after
 tax were Rs. 3.2 milion. 
On the asset side, investments (government securities and bank deposits) amounted to Rs. 
5.7 million at the end of 1980 and
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outstanding loans to Rs. 127.9 million. 
 (The current figure of loans out
standing is between Rs. 
150-160 million.) Long-term liabilities (presumably
mostly debentures) totalled Rs. 65.9 million at the end of 1980. 
 See Annex 23
 
for further details.
 

The Bank is currently doing about Rs. 80 million in new loans per year

with only limited advertising. The General Manager felt that with major
advertising, sufficient resources and adequate staff, the Bank could do Rs. 1
 
billion per year.
 

Currently, the average interest on the Bank's portfolio is about 9 per
cent, 
the average cost of money about 8 percent. (Although, as pointed out
later, some debentures coming due soon are at 5 percent which will raise the
 
cost of money.)
 

The average loan was Rs. 50,000 up through 1979. 
 It was expected to go

to Rs. 75,000 in 1980 and then higher, but figures were not available.
 

3. Organization and Staffing
 

The Bank has a main office and two branches, all located in Colombo, with
 
about 
150 employees. There are three departments: one covering credit,
valuations and legal, another for administration, and one for accounting and
recoveries. An organization chart is included as Annex 24.
 

Loans are made throughout the country but applications must be submitted

Colombo. 
 The Bank of Ceylon is the SMIB transfer agent, accepting loan repayments on behalf of SMIB. Bank of Ceylon does not charge SMIB any fees for
 
this service. However, SMIB keeps its major accounts in Bank of Ceylon in
 
return for this transfer agent service.
 

Insepction on work in progress (related to loan drawdowns) is now done by

the Bank's own staff even outside Colombo. Valuations in outlying areas are
done by "panel valuers" (fee appraisers). 
 The General Manager of Administra
tion considers the logistical and organizational coordination between SMIB's
 
two branches and the main office to require a major level of effort.
 

SMIB has had recent difficulty in retaining management and senior techni
cal staff. This problem is not only attributable to positions available in
 
other countries with higher salary structures (e.g., ten staff members have
 gone to the Middle East and Nigeria) but also due to the SMIB salary structure
 
being lower than commercial banks. 
 However, the SMIB salary structure is

superior to the salary structure of the civil service. 
Because of this salary

differential, it has served to some degree as a training ground for commercial

banks. 
 It also recently lost a department head to the National Development
 
Bank.
 

The General Manager of Administration is, therefore, focusing most of his
 
attention on staff matters. For instance, SMIB faces a shortage of experienced credit officers. 
 The low salary structure in comparison with commercial
banks prevents SMIB from attracting and retaining qualified credit officers.
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Consequently, recent college graduates with minimal experience are hired and
 
given some ad hoc training. Part of this training is done by SMIB credit
 
personnel attending "short courses" at the National Institute of Buisness
 
Management. This partial training situation has resulted in credit reviews/
 
decisions taking longer than usual and sometimes not being performed properly
 
or fully, as management sometimes finds out after the fact. SMIB currently
 
has six credit officers, with four more to be added next year.
 

NOTE: The above point needs to be considered in appraising the possibil
ity of a new institution.
 

4. Mobilizing Resources
 

a. 1981 Source of Funds: Rs. 60 million of debentures was sold
 
through the Central Bank to government financial organizations, e.g., the NSB,
 
at 16 percent, 3 years. This funding is expected to cover SMIB operations to
 
March 1982. The debenture terms are set by the Ministry of Finance. SMIB is
 
authorized to sell these debentures to the public. Unfortunately, recently
 
they have not been purchased by the public (although they have been in the
 
past) of better terms offered elsewhere, e.g., commercial banks and the
 
National Savings Bank 2-year time deposits at 22 percent, 1-year time deposits
 
at 20 percent and, in the case of NSB, 1/3 of interest is tax free up to Rs.
 
2,000. Finance companies are currently paying up to 30 percent on time
 
deposits.
 

With no public response to debentures, Treasury was obligated to ensure
 
the purchase of the full Rs. 60 million by the government institutions. SMIB
 
sold the debentures in three Rs. 20 million installments; the last installment
 
being sold in December. SMIB is authorized to take in time deposits, but
 
given the current time deposit rates of 20-22 percent, it feels it is not
 
feasible with mortgage rate ceilings set by SMIB at 18 percent. Passbook
 
savings are not permitted.
 

b. 1982 Funding: SMIB is planning for a Rs. 100 million budget.

The Central Bank is expected to provide the funding by purchasing debentures
 
issued by SMIB on terms to be specified by the MOF. The estimated interest
 
rate is 18 percent. SMIB's determination of what size budget to plan for is
 
based on its estimates of staff capabilities, market demand, and what the MOF
 
might feasibly provide.
 

In 1980, SMIB mobilized Rs. 10 million through 2-year debentures at a
 
cost of 10 percent per annum. The average cost of debentures on the books is
 
18 percent. This includes some as low as 5 percent, but these are coming due.
 
Currently, SMIB is paying 18 percent on overdrafts from commercial banks
 
(presumably BOC since this is where SMIB banks).
 

5. Lending Operations
 

SMIB is authorized to lend for housing (new construction, additions to
 
existing homes and land acquisition), agriculture and industry, atlhough
 

'V\
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housing predominates. The paper "Particulars Relating to Mortgage Loans,"
 
Annex 20, covers this in detail.
 

SMIB rates of interest range from 12 to 24 percent. 
 The rates appear to
 
be designed to link the average rate of interest with the average cost of

funds and not marginal costs, which are much higher. 
The rates increase with
 
the increase in loan amount and are much higher for purchase of property than
 
for construction.
 

RATES OF INTEREST
 

Purpose 
 Percent Per Annum
 
House Purchase of


Loan Amount 
 Construction Property
 

Not exceeding Rs. 50,000 12% 
 18%
 

Not exceeding Rs. 100,000 16% 
 19%
 

Not exceeding Rs. 200,000 18% 
 20%
 

Loans exceeding Rs. 200,000 22%* 22%
 

* Applicable only to the amount in excess of Rs. 200,000; such excess is
 
repayable in 5 years.
 

The maximum amount that may be granted to an applicant varies with the
 
purpose for which the loans are borrowed.
 

Maximum Limit
 

For purchase of a building site for construction Rs. 50,000
 

Extension of an existing house 
 100,000
 

Purchase of a house property (per unit) 
 150,000
 

Construction of a swelling house (per unit) 
 200,000
 

Loans are limited to 75 percent of the value of the house property (including

land), however, the Bank's exposure is usually less because the valuation is
 
less than market value; further, the amount of the loan depends upon the
 
repayment capacity of the applicant. The maximum loan per applications is
 
limited to Rs. 500,000. 
 The SMIB's lending policies therefore seem to
 encourage construction of a house rather than purchase, and smaller loans
 
rather than larger loans.
 

SMIB grants loans only on security of immovable property, and, in most
 
cases, requires a certificate of title assurance to be furnished from the
 
Insurance Corporation of Sri Lanka. 
Repayment is in equal installments,
 
monthly or half-yearly, over a period not exceeding 20 years with the last
 
installment to be repaid before the applicant reaches the age of 70. 
 SMIB
 

(
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collects an initial deposit together with the application to cover expenses in
 
processing the application.
 

Credit Procedures: 
 The period of the loan is determined on the basis of
 
the individual's ability to pay. 
 SMIB goes by the present income of borrow
ers; if the house will generate rental income, the repayment period is cut
 
down.
 

The loan amount is determined with reference to the value of the property

and repayment capacity. First, the bill of quantities is examined to ascer
tain cost of construction (value aspect). Next, income is reviewed and the
 
amount an individual can repay is determined. SMIB gets a statement of expen
diture from the individual--SMIB judges veracity of this statement from infor
mation as to number of dependents, location, etc. Sometimes inspectors are
 
sent to visit the family and see their living conditions.
 

If husband and wife are working, incomes of both are included. All

supplementary income (e.g., from agriculture) is also taken into account.
 
Income of the past three years is taken into consideration. Only the person
 
who owns property enters into the mortgage agreement.
 

The loan amount is determined on the basis of the amount of income which
 
can be paid, up to about 30 percent of gross income. SMIB also asks for
 
information about the sources of funds for the balance amount required for
 
whatever purpose financing is being sought. Repayment obligations for and
 
loans taken for this purpose arc also taken into consideration in determining

the loan amount. Generally, sai ngs amount to abuut 30 percent of gross
 
income.
 

SMIB lends mainly for single family homes although, in Colombo, SMIB
 
finds home borrowers taking loans for an apartment (condominium system).
 

According to the Chief Credit Officer, the time from application to
 
credit appraisal takes about one month. Then loan recommendations are put up

to the Board for approval. This is sometimes as short as one week, when all
 
the information is available. At each Board meeting (held twice a month),

about 30 to 50 housing loans are approved. Other information, however,
 
indicated it takes about three months for the process.
 

Rescheduling of loans and requests for supplemental loans are also
 
handled by the Credit Department. There are three Credit Officers and one
 
Chief at the main branch. In most cases the applicant is interviewed before
 
approval of the loan. 
 This interview takes place approximately 15 days after
 
the application is made.
 

SMIB also makes loans to companies (up to Rs. 500,000) for housing for
 
employees. There is no special application form for companies (there is 
one

for individuals). SMIB has been receiving enquiries from companies for
 
financial assistance in respect of housing for employees.
 

Disbursement 
can take 6 to 12 months from date of application. A lot of
 
documentation is required, which seems to be the cause for such delay. 
Where
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co.itruction is involved, the borrower must spend his share first, then dis
bursements are made for land, and finally construction. All advances are
based on inspection. Five percent of the loan is held back pending a

municipal certificate of completion.
 

Rejection of loan applications, when made, is usually on the grounds of
 
inadequate repaymenE capacity. 
There are also some cases when the applicant
does not have the legal capacity to own a house under the Ceiling on Homes
 
Act.
 

The Chief Credit Officer feels that SMIB's credit appraisal procedures
 
are similar to those of other bnaks (e.g., Bank of Ceylon) for housing loans;
however, it is easier for banks to lend since they normally lend only to their
 
customers and know the creditworthiness of those customers.
 

Currently, the main branch receives about 200 applications per month and
 
the other branch receives about 60-80. The main branch deals only with the
Colombo district (which is more affluent and therefore receives more applica
tions).
 

Delegation of loan approval powers from the Board to lower levels would
 
help speed-up approvals. Current approvals are running about 30-50 per month.
 

Loan application volume has increased significantly since mid-1981 when

the National Housing Fund and commercial banks stopped making housing loans.

The loan application volume increase has also been attributed to SMIB's news
paper advertising campaign.
 

6. Loan Servicing
 

Of the some 10,000 loans outstanding (some 90 percent are maintained in
 
the Head Office and the remainder at one of the branches), approximately 3,000
are in arrears, some considerably. The Chairman and General Manager both said
 
delinquencies might average as high as 40-50 percent, but they said this is
constantly changing, i.e., the specific people who are delinquent at any time.
 
The problem is that SMIB's manual system does not readily identify who is in
 
arrears and by how much. 
 Since so many loans are in arrears, SMIB does not
 
have an accurate listing so that it 
can follow-up systematically. It is
planning to install a computer system in early 1982 which should help solve
 
this problem.
 

Normal prc.-edures call for a first notice to be sent to a delinquent

after three months. 
 If there is then no action a letter is sent saying the
delinquency will be published in the Gazette and with a copy of the Gazette
 
notice (but before the notice is actually published). This usually gets

action. The Bank has foreclosed only seven times in its history, only three
 
times in the last three years.
 

One of the reasons causing arrearages is that borrowers are putting money

into high-yielding deposits (up to 
30 percent with finance companies) for as
long as possible until the threat of foreclosure makes them pay.
 

-1-l 
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7. Summary of 1981 Operations, Appraisal and Comments
 

a. 
1981 Lending (first 10 months): The average interest charged on
loans made was 15.29 prcent, 15- to 20-year term. 
The maximum interest rate
charged is 18 percent. SMIB has determined that, given the criteria of not
allowing borrowers to pay over 
1/3 of their monthly salary before taxes on
mortgage debt, interest rates above 18 percent would not be affordable to a
 
major portion of its clientele.
 

SMIB is currently in the process of considering a policy of establishing
a 16 percent floor on loans. Mortgage demand at 18 percent is very strong;
SMIB is unable to satisfy all of the demand. 
 If SMIB were to raise capital
for mortgage lending through time deposits, and it can do this paying the
going rate of 22 percent, mortgages would have to carry a 24 percent interest
rate (2 percentage points are required for administration costs). 
 If SMIB
pays under 22 percent on time depsoits, the rate would not be competitive with

what other financial intermediaries currently pay and therefore would not
attract depositors. 
 SMIB is, however, considering the possibility of contrac
tual savings.
 

SMIB is authorized to increase interest rates 
on outstanding mortgages
but, for political and economic reasons, has not exercised this option.
 

b. Mortgage Payment Delinquency and Prepayments: As discussed
above, up to 50 percent of the outstanding mortgages are delinquent at 
a given
time and the emerging trend is for households to hold back on mortgage repayments until SMIB threatens them with foreclosure. 
 The late charge penalty is
too small to be a disincentive for late payment; in fact, the incentive is to
put this money in high-yielding accounts. 
 However, borrowers never default,
they don't want to risk losing their houses at auction. Despite many low

interest rate loans still outstanding and the tax deduction benefits of inter
est payments, the incidence of prepayments is high.
 

SMIB expects to have its computer (IBM) in operations by the first of the
year. 
 There. is a Deputy General Manager in charge. The computer has the
capacity to do much more than SMIB accounts and SMIB would be very much interested, for in.stance, 
in servicing National Houisng Development Authority
accounts for a fee. 
 The Team did not get into this in depth and it may have
been that SMIB referred only to accounting, not collections and follow up.
The General Manager did say, however, that he had talked to the National
 
Housing Commissioner about this at 
one time.
 

c. Operations: The efficiency of SMIB procedures is open to some
question. It 
can take as much as one year to get a loan from SMIB. (With an
inflation rate running up to 40 percent and a typical construction cost of Rs.
250,000 per house, this delay alone means a significant increase in capital
outlay). 
 In 1980, SMIB processed 697 applications but its backlog of applications under process increased from 1,107 at 
the beginning of 1980 to 
1,635

at the end.
 

'2
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SMIB's principal objective seems to be social welfare and, in pursuing
 
this aim to cover costs and show some profits, which is not difficult with the
cheap funds SMIB gets from the Treasury. Their seems little emphasis on the
 
commercial approach. 
 SMIB has recently obtained permission to raise funds by
way of deposits from the public, but has not yet thought of concrete ways of
 
doing this.
 

While SMIB's marginal cost of funds is 16 percent, its average rate of
 
interest on the loans it has made recently amounts to 
15.29 percent. The

policy appears to be to keep interest rates to borrowers as low as possible in
 
order to provide adequate funds for housing to "marginal borrowers." Profit
ability is a second priority. SMIB has not been able to fully or even ade
quately satisfy the demand for housing construction finance on account of
 
limited funds available for lending and the significant lead-time require
ments, up to six months, with title insurance procedures taking up most of the
 
time.
 

The array of routine operating procedures carried out, while limited in
 
scope, are well organized and performed on a timely basis. 
 SMIB is looking to

the impending computer system to be installed at the instrument that will
 
enable its staff to expand the scope of its day-to-day operations.
 

As far as marketing or corporate planning by management is concerned,

there are no organized efforts being carried out on a regular basis even
 
though substantial changes are occuring in housing trends. 
 It appears that
 
SMIB should develop and implement strategies to more effectively and profit
ably finance housing. 
 There is an absence of any thinking (or aggressive

lobbying) regarding alternative savings and mortgage schemes.
 

In addition, management must make a concerted effort to develop and

implement work productivity standards and goals. For instance, the level of
 
mortgage delinquency, recognizing that SMIB is still operating with a manual
 
system, needs to be tabulated. While one accountant was assigned to monitor
 
arrearage, up to date information was not available due to the overwhelming
 
volume of loans he had to review.
 

d. Major Recent Developments: 
 SMIB has applied to the government

for an amendment to its charter to allow SMIB to take in passbook savings

accounts. 
 The other major change which SMIB applied for and received was the
 
authority to develop a property development business. The idea would be to
 
purchase land outside Colombo, install infrastructure, block off land into
 
parcels, and sell to individual purchasers.
 

Also mentionec was an SMIB reorganization effort being considered. 
 No
 
details were available since this activity is just in 
a "preliminary concep
tual phase" at this point in time.
 

Another approach being considered by SMIB to improve its earnings

position is 
to borrow from the National Development Bank and on-lend the funds
 
for industrial projects. 
 The attraction of this opportunity is the wide 3.5
 
percent margin that these loans will generate. SMIB estimates that the loan

from the National Development Bank will carry a 14 percent interest rate.
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However, as far as the Study Team could ascertain, this approach would not be
 
aproved by the MOF.
 

The 	general impression of SMIB gained by the Study Team was that it needs
 
to improve its overall operations considerably. While reasonably administra
tively efficient in day-to-day loan disbursement, credit review, collections
 
and 	accounting functions, SMIB needs to strengthen its analytical approach,
 
to developing more aggressive strategies for raising capital and granting
 
market rate loans and to devote more time to the resolution of upcoming
 
problems and how to improve financial performance.
 

One problem may be that most of SMIB's direction and performance are too
 
heavily controlled by government interest rates, funding policies, and
 
regulations. Consequently, there is little evidence of a detailed familiarity
 
with the housing market and the level of interest rates that clients could
 
absorb, alternative mortgage mechanisms that might be applied in conjunction
 
with higher mortgage interest rates (as far as the Team would ascertain,
 
variable rate mortgages or graduated payment mortgages have not been consid
ered), or experimental schemes to either raise capital from private and
 
commercial sources. There does not appear to have been any hard thinking
 
about branch expansion.
 

One's impression is that SMIB needs to take a dispassionate view of the
 
effectiveness and efficiency of their operations and consider changing oper
ations and objectives which are no longer suited to the current economic
 
situation.
 

In summary, SMIB's earnings position is not impressive; although at least
 
positive. It seems that as long as this position can be maintained, there is
 
insufficient incentive or pressure for SMIB to deviate from its low-keyed
 
style of operations. More structured, comprehensive and action-oriented
 
corporate planning efforts are needed if SMIB is 
to play a more positive and
 
significant role in financing housing in Sri Lanka.
 

The major problem areas that need to be addressed would certainly
 
include:
 

--	 Clarification of SMIB objectives; 

--	 Recruitment and remuneration of staff; 

--	 Training of staff; 

--	 More forward thinking as to the mobilization of resources and the 
structuring of its lending activities. 

Perhaps some type of management technical assistance would be in order.
 
Another approach is to create a new housing finance institution which could
 
then pick and choose from SMIB's staff. Such an arrangement could take
 
advantage of the expertise built up by SMIB without taking on its short
comings.
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E. OTHER BANKING INSTITUTIONS
 

1. National Development Bank (NDB)
 

ND is 
a statutory body and is the newest of the financial institutions
 
is the state sector, beginning operations in October 1979.
 

Up to now it has been solely dependent on its equity capital plus line of
 
credit from the IBRD and the Asian Development Bank. Shareholders are:
 

Government Rs. 400 million
 

Central Bank 100 million
 

People's Bank 50 million
 

Bank of Ceylon 50 million
 
Rs. 600 million
 

Rs. 450 million has been paid in cash (all of the government's contribu
tion plus commercial banks) and Rs. 150 million in non-interest-bearing promis
sory notes (Central Bank plus commercial banks).
 

As of 10/31/81, 
reserves were Rs. 208 million. Long-term liabilities
 
were Rs. 109 million from IDA credit. 
 NDB's investment portfolio on projects

consisted of: 
 term loans--Rs. 190 million; equity--Rs. I..million; refinan
cing of small- and medium-industries (SMI) projects--Rs. 112 million.
 

NDB is still in the process of building up its staff. Lending got under
 
way toward the middle of 1980 and was fuliy underway in 1981. NDB will lend
 
up to 12 years for industrial and agricultural projects in both the public and
 
private sector.
 

The Chairman does not feel it is possible to lend on a long-term basis
 
for housing because of the high interest rates. He feels you cannot promote

housing with these rates; 
it must be subsidized. With regard to possible

equity in a housing finance institution, the Chairman is not sure the statute
 
permits housing investments although he admits the Act is very broad (the Act
 
does state, incidentally, that NDB should give special emphasis 
to the rural
 
sector).
 

The Bank expects to get its resources in the future mostly from the
 
private market, but hopefully will get some from the government budget. NDB
 
wants to recycle as fast as possible.
 

Generally the Bank would like to take equity positions in companies to
 
which it would also make loans, but would not intend to take more than 10
 
percent of a company's equity. 
 It prefers to lend to an institution that will
 
give a return on market terms.
 

At the moment, NDB is lending at 17 percent for 3-12 years with an appro
priate grace period.
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NDB has a $10 million loan from the Asian Development Bank at 11 or 12
 
percent. 
 The first IBRD (IDA) credit was $16 million: $4 million for studies

and TA; $12 million for on-lending. This is an IDA loan to government, NDB
 
gets it a 9 percent. The ultimate borrower borrows 
15 percent (somewhat at

variance with the above 17 percent) allowing an appropriate spread for both
 
NDB and commercial banks. 
 Commercial banks get 80 percent refinancing on
 
their loans from NDB which must go to small- and medium-size industries.
 
Development Finance Corporation of Ceylon (DFCC) gets 
100 percent refinancing
 
from the Central Bank.
 

NDB is now ready for a second line of credit from the IBRD (28 million).

The first $12 million is fully committed. It can now refinance anything up to

Rs. 2 million. The State Mortgage and Investment Bank is eligible to partici
pate in refinancing like other commercial banks because of its capacity to

loan to agro-business around the country (see discussion under SMIB section
 
where the General Manager of that organization mentions borrowing from NDB).
 

For small projects (under refinancing with commercial banks) NDB does not
 
review; for larger projects it does (although it does not get involved with
 
the borrower). Above a certain level the IBRD must approve.
 

NDB has approached the Employees' Trust Fund for co-financing. NDB has
 
also proposed setting up an equity fund similar to the Employees' Trust Fund.
 
NDB would appraise and manage equity investments in small, undercapitalized

businesses. Ultimately it would sell off shares in the capital market. 
The
 
Chairman again said, however, that housing does not seem to fit into this.
 

2. Development Finance Corporation of Ceylon (DFCC)
 

The DFCC was set up in 1956 by an Act of Parliament. It operates as a
 
development bank in support of the private sector. 
DFCC has an equity of Rs.
 
55 million, both paid in capital and reserves, and a portfolio of inans and

share investment of Rs. 430 million. 
 Its pre-tax profit in the last financial
 
year was Rs. 16 million.
 

Its major shareholders, all around 10 percent, include DEG (Federal

Republic of Germany), the Netherlands Financing Co. for Developing Countries,

the International Finance Corporation, and the Bank of Ceylon. 
 The other
 
three local commercial banks and several of the foreign commercial banks as

well as the Insurance Corporation of Ceylon also hold shares, among others.
 
NOTE: Its list of shareholders is important as an example if one were con
sidering the creation of a new housing finance institution whiZh would be
 
privately oriented.
 

DFCC is a typical development bank. It has not been involved in housing

finance to date. 
 It lends for industry, some agriculture, and tourism. Loan
 
terms are for up to 
15 years with an average of eight years. It has recently

commenced merchant banking activities whereby it will help entrepreneurs

identify fields of investment and enter into loan syndications. It will also
 
involve itself in equity investments, private placements, underwriting, and
 
guarantees.
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In industrial and construction lending, the Central Bank provides

refinancing facilities to DFCC (and other banks), but it does not do so 
for
housing. Say, for an industrial credit, the Central Bank makes money avail
able at 13 percent, the DFCC lends at 17 
percent and gets a 4-percent spread.
If such a facility existed for housing, DFCC would consider forming a housi.ng

finance company or be interested in participating; that is, as long as iL
 
would be profitable without a subsidy.
 

DFCC gets its rupee resources partly from a medium- and long-term lending

fund for private sector lending provided by the Central Bank. Its foreign
exchange resources come for ADB and IDA. 
 It has also negoitated credits from

the Dutch Development Bank which holds equity.
 

F. INSURANCE COMPANIES
 

The insurance business in Sri Lanka is nationalized. Two private

companies, Ceylon Insurance Company and Trust Insurance Company, have been
suspended from issuing new policies since the early 1960s. 
 They are, however,
 
still servicing old accounts.
 

The oldest existing company is the Insurance Corporation of Sri Lanka
 
(ICSL), established in 1961. 
 A new company, the National Insurance Corporation, was created in 1980, presumably to add some competition. Both companies issue life, motor and casualty insurance.
 

Two interviews were conducted with the ICSL. 
 The first was with the
Chairman; the second with the General Manager, the head of the housing loan

department and an actuary. 
As with almost all organizations, up-to-date data
 was difficult to come by. 
 The 1980 Annual Report is still in draft and did
not include a balance sheet, and there was 
no ready access to information on
 
housing loans.
 

The number of life insurance policyholders is about 230,000, up from
 
228,00 in 1980 and 218,000 in 1979. 
 Gross premium income from life insurance
was Rs. 134 million in 1980 and Rs. 125,000 million in 1979; 
and for general

insurance Rs. 
367 million and Rs. 286 million respectively. The Chairman

estimated premium income for life insurance in 
1981 to be Rs. 250 million and
Rs. 
400 million for general insurance, up considerably for the life category.
He also estimated that the new National Insurance Corporation would take in

Rs. 100 million of premiums on its general business in 1981. 
 Life insurance
 reserves stood at about Rs. 990 million at the end of 1980, up from Rs. 
856
million at the end of 1979. 
 General insurance reserves were Rs. 208 million
 
at the end of 1979.
 

The head office is located in Colombo. There are 32 branches, 14 of
 
which are authorized to settle claims up to specified limits; the other 18
branches are sub-regional offices authorized only to issue policies and col
lect premiums. The ICSL has about 3,000 employees, 50 percent of whom are
 
directly engaged in issuing policies and settling claims.
 

Investment of Premium Income: 
 Most of the premium revenue is invested in
 
Treasury bonds and debentures with 3-, 5- or 10-year terms. 
 The return on
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these investments has been very low (8-10 percent) although in the past year
 
the 	yield on Treasury paper has increased to the 16-18 percent range. As a
 
state corporation, the Insurance Corporation is required to invest its premium

income in government securities. However, with Ministry of Finance permis
sion, it can invest in non-government securities and projects.
 

Currently, two major non-government investments are in two hotels being
 
constructed:
 

--	 Rs. 600 million or 55 percent equity in a city hotel, in 
collaboration with a hotel chain based in Singapore. 

--	 Rs. 125 million or 65 percent equity in a beach hotel, in 
collaboration with a German hotel chain. 

Of the Rs. 111.4 million invested from life insurance premiums in 1980,
 
Rs. 73 million (65 percent) was invested in government securities. In 1979,

all 	of Rs. 118.7 million was invested in government securities.
 

Housing Loans: 
 The 	ICSL makes loans for housing to its life insurance
 
policyholders who have held policies for at least three years, up to double
 
the size of the policy and with a limit of Rs. 100,000. It also makes housing

loans to employees which seems to be a standard practice among financial insti
tutions. Currently, about 200,000 of the 230,000 policyholders are eligible
 
to take out loans.
 

The Chairman said that ICSL has not and is not interesteu in directly
 
investing in mortgages because of the administrative requirements and the
 
uncertainty as to the duration of each mortgage. 
 It is only interested in
 
getting a return on investment as a passive investor (without active involve
ment) so that it can concentrate on and service its insurance operations.
 
However, he said it would be willing to consider a loan to a company which
 
would actually make the individual mortgages and for which the ICSL would
 
receive an agreed upon return on investment. However, such a loan has never
 
been granted.
 

The Insurance Corporation is not allowed to make loans to other
 
government-owned corporations engaged in housing finance such as 
SMIB or Bank
 
of Ceylon. The requirement that the Insurance Corporation invest in govern
ment securities is the mechanism for supporting other state activities. The
 
Insurance Company therefore chooses not to get directly involved in housing
 
finance and to let those state institutions who make housing loans obtain
 
funds from Treasury, which the Insurance Corporation heavily supports with its
 
continued purchase of government bonds and debentures.
 

Since its inception in 1961, the Insurance Corporation has only disbursed
 
Rs. 23 million of houing loans, or 932 loans as of June 1980. 
 In the past few
 
years, the average loan has been in the Rs. 30-40,000 range.
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Housing Loans
 
(Rs. millions)
 

1980 1979 1978 
 1977
 

Tot. Tot. 
 Tot. Tot. 
No. Amt. No. Amt. No. Amt. No. Amt. 

Policyholders 94 3.36 85 2.73 
 112 3.01 78 1.76
 

Employees 189 7.61 89 2.87 25 
 .41 20 .26
 

The above represents 
a very low level of activity considering the premium
 
income.
 

Loans to employees are at 3 percnet for 20 years (should an employee

leave the Insurance Corporation, the interest rate goes to 12 percent for Rs.
0-50,000 loans and to 16 percent for Rs. 50-100,000 loans). Loans to policy
holders are at 10 percent for 15 years.
 

The maximum housing loan that the Insurance Corporation is authorized to
 
grant to a policyholder is two times the value of the life insurance policy.
The average life insurance policy is Rs. 10-15,000, meaning that the maximum
 
loan amount for such a policyholder is Rs. 20-30,000--not nearly enough to
purchase or construct a house. The Insurance Corporation requires that the
 
policyholder have the financing for the remainder of the cost of a house to be
built or purchased confirmed as a precondition for the Insurance Corporation

loan. In addition, the housing loan applicant must show clear title to the
land, provide 80 percent collateral, and show that the loan repayment on the

house as 
a whole will not exceed 25 percent of his income. Frequently, a loan
is not disbursed because the policyholder cannot come up with the funds to pay

for the cost of the houie not covered by the Insurance Corporation loan. The
 average cost of houses for which the Insurance Corporation received loan
 
applications in 1980 was as follows-


Construction 
 Rs. '00-150,000 with amenities
 
Rs. 0-100,000 without amenities (1 room,
 
kitchen/toilet, with water services)
 

-- Purchase Rs. 150-200,000
 

The Insurance Corporation provides a "decreasing-term collateral
 
insurance policy" free of charge with each housing loan. 
 No delinquency or
foreclosura problems have been incurred. 
 Since interest rates have increased

in Sri Lanka, the rate of loan applications among life insurance policyholders

and particularly employees has increased significantly.
 

The reasons for the minimal level of housing loans are as follows:
 

The Board of Directors has allocated Rs. 3-4 million a year of premium

income to be invested in housing loans. 
 The 1981 allocation was fully dis
bursed 3 months ago. The company's policy is that the housing loan scheme is
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only meant to serve as a method of attracting additional policyholders. At
 
the time of selling a policy, the client is presented with the housing loan
 
program as one of the benefits of a life insurance policy with the Insurance
 
Corporation. After mentioning this benefit at the time of selling a policy,
 
the housing loan program receives no further publicity or propaganda. The
 
Insurance Corporation does not promote this program because publicity given to
 
such a program is considered to be "bad insurance practice." This conclusion
 
was 
reached because of the high incidence of policyholders who cancel their
 
insurance policies once they have received a housing loan.
 

As with the other "captive" financial institutions of government, it does
 
not appear that the insurance corporations could play a major role in housing
 
finance. However, if a new housing finance institution were created on a
 
private basis, according to what the Chairman of ICSL said, it might be
 
possible to attract some insurance company funds on either an equity or loan
 
basis.
 

G. PROVIDENT FUNDS
 

1. General
 

It is obligatory for employers and employees in Sri Lanka to contribute
 
either to the Employees' Provident Fund (EPF), also referred to as the
 
National Provident Fund, or to some provident fund approved by the
 
Commissioner of Labor such as the provident fund for the employees of the
 
Ceylon Tobacco Company Limited. It is not compulsory for self-employed
 
persons to contribute to a provident fund. However, there are also other
 
provident funds such as, for instance, the Public Servants Mutual Provident
 
Fund Association and the Government Officers Benevolent Association, both
 
organized for civil servants, and the Mercantile Service Provident Society
 
sponsored by the Chamber of Commerce.
 

It was the Study Team's understanding that withdrawal from EPF and all
 
withdrawn at the legal retirement age and cannot be used before that for any
 
reason.
 

From what was ascertained, some of the voluntary funds appear to operate
 
somewhat like a credit union in the U.S. In discusssing this with a civil
 
servant who makes contributions to the two civil service funds cited above, he
 
described the process as follows.
 

There is a registration fee to join the fund. The members give the fund
 
authorization to deduct a percentage of their salary. This can be as low as
 
one percent and can go up to 10 percent.
 

After a period of membership, a member can draw out the interest earned
 
or the capital. You can also take a loan against your account, the amount
 
determined according to the duration of your membership, for debt redemption,
 
consumption, or purchase of a house or land.
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One of the civil servant funds pays about 6 percent in dividends and
 
charges about 8 1/2 - 10 percent on loans. 
 The loans for housing can be
 
either short or long term.
 

The question was raised as to why people save here at such low rates.
 
One reason is that the loans are also made at a low rate. 
 Inputs to the fund
 
can be very small. Most people put in two percent or less of their salary.

Loan applications are processed very quickly, usually the 
same day. An

applicant can get double his salary in loan on call. 
 For long-term loans or
 
larger amounts, it depends 
on the length of membership and what contributions
 
have been.
 

Although the team was told that the superintendent of 'he Employees'
 
Provident Fund could provide overall information on provident funds in Sri

Lanka, this information was not available there and further overall informa
tion was not obtained. 
 However, some additional information was obtained
 
about company-sponsored provident funds which is contained in section V.B.,
 
Company-Assisted Housing.
 

To the extent that the voluntary funds are extensive and of a size to
 
handle housing loans, they could be 
a factor in a housing finance system. The

Mercantile Service Provident Society, for instance, does make housing loans.
 
A more detailed discussion of this fund is also covered in the
 
Company-Assisted Housing section.
 

2. Employees' Provident Fund
 

The interview with the EPF was 
conducted with the Superintendent. Since
 
he had just assumed his duties a week earlier, he had invited the previous

Superintendent 
to be present and this gentleman provided most of the informa
tion. 
 A short paper, "A Review of the Operations of the Employees' Provident
 
Fund Department for 1980" is included as Annex 24.
 

a. Organization: 
 EPF is organized under the Employees' Provident
 
Fund Act, 1958. Implementation of the Act is the responsibility of the
 
Ministry of Labor. However, the investment of the funds is carried out by a
 
department of the Central Bank, and its report for 1980 is included as Annex
 
25.
 

The staff of the EPF consists of some 80 officer-level personnel and a
 
support staff of 470.
 

b. Size of Crganization: 
 The total assets of the EPF acount to
 
about Rs. 5 billion. The EPF has a total membership of 2.8 million wage and

salaried employees. 
 However, a majority of these accounts are dormant, only

1.2 million are active accounts; 
i.e., only 1.2 million people currently

contribute to their accounts. 
 The EPF is growing in membership at the rate of
 
about 10 percent per year.
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The reasons given for the dormant accounts are as follows:
 

1) the employee is out of a job;
 

2) the employee has changed jobs and is now with
 
an employer that has 
a separate provident fund;
 

3) the employee may now be self-employed.
 

Employees are required to contribute 8 percent of their gross salaries/

wages and employers contribute another 12 percent. 
 (Up until November 1980
 
these figures were 6 percent and 9 percent, respectively.)
 

The EPF's monthly collections amount to about Rs. 
60 million. The EPF,
 
therefore, invests about Rs. 
I to 1.2 billion every year comprised of contri
butions, interested earned on the assets, and proceeds from maturity of
 
investments.
 

c. Withdrawals: Currently the EPF receives about 40,000 applica
tiono per year for withdrawals from members. 
 Withdrawal is permissible for

the following reasons: retirement, emigration, death, medically condemned
 
and, for females only, marriage.
 

Withdrawal is riot permitted for acquisition of a house (it is, for
 
instance, in India'. 
 Thus, the principal purpose of the provident fund is 
to

prc.i le a lump-sum amount at the end of an employee's working life so that the
 
employee can use it to generate some income and live a retired life. 
 The
 
retirement age is 50 for women and 55 for men.
 

In 1980, the total amount paid out by EPF in benefits to members was Rs.
 
205.36 million.
 

d. Interest on Member's Accounts: Members earn an interest of 8.5
 
percent on the amount in their account at 
the end of each year irrespective of
 
the time for which the amount is deposited with the EPF. Thus, the annual
 
rate can be and usually is slightly higher than 8.5 percent.
 

Members also get a tax concession on the amount they contribute to a
 
provident fund and this enhances the return for some members.
 

f. Investment: The EPF Funds are 
invested in government securities
 
as a policy decision, not as a requirement of law. This includes, for
 
instance, UDA debentures, which are guaranteed by the government. The EPF
 
says it has restricted itself to government securities because of the risk
 
factor and because there is no capital market. A committee appointed by the
 
Monetary Board periodically examines the feasibility of diversifying the
 
investments of the Fund. In principle, the EPF is willing to consider
 
diversification into the share market. 
 EPF earned Rs. 351.61 million from
 
investments in 1980.
 



- 53 

g. Conclusions and Impressions: EPF resources could be an excellent
 
way of financing housing. 
One way would be for the government to permit (by

legislative amendment, if necessary) withdrawals by members for housing. 
For

instance, government could permit withdrawal of up to 50 percent of 
a member's
 
own contribution for housing. Withdrawals for such a purpose could help meet
 
the objectives of setting up the EPF in that a member could be assisted in

acquiring his own house at prices lower (in times of inflation) than they

would be on retirement.
 

Here again, however, the government could see such a proposal as 
result
ing in too many inroads on a source now used for financing the budget.
 

3. Employees' Trust Fund
 

The Employee's Trust Fund (ETF) was established under the Employees'

Trust Fund Act in 1980 and became operational on March 1, 1981 under the
control of the Ministry of Labor. 
Thus, it is a very recent organization and
 
is not yet fully operational.
 

The primary purpose of this fund appears to be to give employees a stake

in and identification with the country's enterprises through equity participa
tions by the Fund. Although under the Ministry of Labor, the impetus for the
 
Fund came from the Ministry of Trade and Industries.
 

Under the ETF Act, employers are required to contribute 3 percent of each
 
employee's salary to the ETF. 
 Thus, this contribution is an additional cost
 
to employers except those who have been contributing more than the minimum to
 
the National Provident Fund.
 

The Fund is starting operations in stages. Stage I which commenced from
 
the start, covered all major private sector employees, i.e., those with more
than 150 employees, and all state sector organizations. This category covered

about 1,300 organizations with about one million employees.
 

Stage II started from September 1, 1981 when Fund coverage was extended
 
to some 1,000 employers with 50 to 150 employees. This added a further
 
100,000 employees to the roles.
 

Stage III, effective January 1, 1982, will cover all remaining employ
ers--13,000 "identified" employers (i.e., 
those who are contributing to the

Provident Fund) and another 20,000 to 30,000 "unidentified" employers, totally

involv r another one million employees. ETF management admits this will
 
involve tremendous administrative problems.
 

ETF is collecting about Rs. 
11 million every month from Category I, Rs. 1
 
million from Category II, and expects to collect another Rs. I million per

month from Category III.
 

Currently, (December 1981) 
ETF has Rs. 75 million invested in banks. ETF
 
(unlike the Employees' Provident Fund) manages its own investment. Its bank

deposits are for 1-year duration and were said to earn a return of 24 percent
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per annum although this rate seems much higher than what 1-year deposits
 
earned with banks, according to other information).
 

ETF wants to maintain "political credibility" and, therefore, in the next
 
few months, intends to invest in state-linked/state-supported companies, e.g.,

the state-sponsored cement company. 
ETF wants to give employees the feel of
"ownership of capitalist enterprises" such as Lanka Orient Leasing Company

Limited, Lanka Korea Footwear Limited, DFCC, etc. 
 As such, it appears that
ETF will emphasize investments in the private sector as 
it moves along.
 

The Chairman, who was and is the Managing Director of Agroskills Limited
 
(an agricultural, industrial, management and planning consulting firm), 
took

the job only on the condition that he do it on a part-time basis and receive
 
no pay. 
 As such, he works at ETF only in the early morning and late after
noon.
 

He is still recruiting for a General M'nager. 
 He says pay is a problem

for the type of person he wants (say, Rs. 
4,000 a month) both for the General

Manager and other staff even though ETF can pay more than civil service. He
 
proposes to get around this by setting up a management company as a subsid
iary. 
 He appears committed to running ETF more effectively and with less
 
staff than the Employees' Provident Fund.
 

ETF at present has a staff of 12 executives and 30 assistants. It is
 
curently operating out of a 7,500 sq. 
ft. office but expects to have an

additional 3,000 sq. ft. of space available shortly. By way of contrast, the
EPF has 80 executives, 470 support people, and 40,000 sq. ft. 
of office space.
 

Impressions and Implications for Housiag Finance: 
 The Chairman appears

to be a dynamic individual, interested in new ideas and has what appears to be
 
a wide range of contacts in government, the private sector and the labor move
ment. He gives the impression of being a decisive person who wants to improve
a "private sector" outlook on the organization. The way ETF is currently

managed, it is running parallel to the Employees' Provident Fund. Like the

EPF, the ETF does not give any loans to individuals; the members are eligible

to get money only on retirement. The Chairman acknowledged that the "Act is
 
badly conceived" in this regard.
 

Therefore, with regard to housing, it is possible that ETF could even
tually permit its members to borrow against a portion of their credited
 
accounts for housing.
 

However, ETF seems to be an institution which will have a relatively free

hand in investing its rather substantial resources, i.e,, it will not have
them channelled into government-directed investments. 
 It, therefore, appears

to be a potential source of housing finance. 
 One approach is that ETF could
 
be a source of funds foz an expanded State Mortgage and Investment Bank.
 

But on the more innovative side, the Chairman is very much interested in
 
participating in a new housing finance institution on an equity basis. 
 As an

organization dealing with a fund set up to benefit workers, he is very con
scious of the need for more and better housing. He has already had
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preliminary discussions about participating with the Bank of Ceylon in its
 
housing finance endeavor and other individuals in the private sector (the

Chairman of the brokerage firm of Forbes and Walkei, for one).
 

He also arranged for Study Team members and the USAID Housing Advisor to
 
meet with some of ETF's Board members and a wide-ranging group of people, both
 
government and private, late in the study for informal discussions. Although

a number of people have their eye on the Fund, it still represents a poten
tially major contribution to a new housing finance institution, if one is
 
created.
 

6<
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V. OTHER INSTITUTIONS
 

A. FINANCE COMPANIES/PRIVATE DEVELOPERS
 

1. General
 

All finance companies are controlled by the Central Bank under "The
 
Control of Finance Companies Act". This Act, which the Study Team did not get

a copy of, presumably determines the patterns of investment and the rules and
 
procedures relative to 
the deposits for finance companies. Presumably the
 
companies ar organized under the Companies Act.
 

It appears that there are a large number of finance companies in Sri

Lnaka and that they raise money by taking in term depsits of up to two years.

(However, the brochure of one company indicates a depositor can get his money

on one working day's notice, although it doesn't say at what penalty.) Lend
ing or investments can be for a variety of purposes. 
 One way that was cited

that permits them to afford their high deposit rates is that they make some
 
high risk loans at 4 percent per month to small traders.
 

To get some feel for the operations of these companies, their role as
 
financial institutions and, more specifically, whether they play any role in

housing finance, four firms were interviewed. They were selected either
 
because of prominent advertisements in the newspapers or by referral.
 

One specific characteristic emerged, at least with the firms that were
 
interviewed, and it probably applies to 
a number of the larger firms, is that

the firms, divisions of the firms or subsidiaries are involved in a variety of
 
activities and businesses. For instance, the four firms interviewed (plus one

other) appear to be the only private housing or housing-site developers of any
 
significance in Colombo. 
 About 50 percent of finance companies are involved
 
in real estate in some way.
 

Consequently, this section of the study will deal with both finance

companies and private housing development. To give more of a flavor of the
 
thinking of thL officials in these institutions, the information will be
 
presented as outlined during the interviews.
 

2. Finance Companies
 

Four companies were interviewed:
 
Housing and Property Trades Ltd.--Part of a group now known as HPT


Group Ltd. which includes, in addition to a variety of real estate services,
 
some manufacturing subsidiaries and a management and secretarial services
 
subsidiary.
 

(A(V
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-- The Finance Co. Ltd. (Real Estate Div.)--Besides real estate the
 
company is involved in general insurance:, diamond cutting, hotel business,

printing, and construction.
 

-- Mercantile Credit Ltd.--Headed by the first Sri Lanka Governor of the
 
Central Bank, it appears to be one of the largest of the finance companies.

The group is involved in a number of businesses and has one subsidiary known
 
as Mercentile Housing Ltd.
 

The Central Finance Co. Ltd.--It has its main office in Kandy. 
 In
 
addition to housing development, the company is heavily into transport

financing.
 

Annex 26 includes some representative newspaper ads by finance companies
 
as well as information taken from some typical brochures which give an idea of
the interest rates being paid. It 
can be noted that these rates are consider
ably above bank rates.
 

According to what the Study Team could learn, there have been no major

failures of finance companies; hence, risk is not yet a factor in depositors'
 
minds.
 

a. The Finance Co. Ltd.: (See newspaper ad, Annex 26-3.) It raises
 
its money by way of deposits. It has 15 branches all over the country. 
Depos
its are term deposits for up to 5 years. Middle-income people and upper
income people (who have money ror investment) are depositors. All finance
 
companies are very reluctant to make installment facilities available to
 
buyers. But some financing is provided for a maximum period of two years at

27 percent as a service to buyers. Interest is taken up front, not 
on

diminishing balance. Thus, the effective rate is 36 to 
38 percent. Finance
 
companies generally don't lend for housing.
 

b. HPT Group Ltd.: 
 See Annex 26-1 for the variety of deposit

schemes available for HPT. There is considerable additional background data
 
on this company available for review.
 

The company was one of the pioneer companies in the real estate business
 
in Sri Lanka. It started out as a real estate broker in 1962 and was the

first to organize real estate brokerage into a company. Prior to that there
 
were just a number of individual brokers. 
 It then moved into financing,

taking other people's investments and putting them into mortgages, buying and
 
selling property on behalf of others, and then giving mortgages on a sort of
 
hire purchase.
 

With the election of the previous government in the early 1970s, real
 
estate activity slowed down due to a variety of factors such as 
rent control,

tenancy laws, ceilings on home ownership, etc., and HPT withdrew from
 
financing and purchasing of housing.
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With the new government, HPT re-entered the real estate services
 
business. 
 Now HPT is in housing development, sales title work, locating
financing, etc. It's also into some manufacturing and exporting. 
 Total
 
business is Rs. 2-3 million per month.
 

According to the Chairman, financing is the big problem for private

housing. 
 The private sector can't arrange financing because interest rates
 
are too high. 
 (Note the interest rates HPT is paying on deposits.)
 

HPT is not doing any financing now, just buying and selling real estate

(for its own account), construction, and acting as broker.
 

c. Central Finance Co. Ltd. (CFC): The interview was with the

Chairman who was a building-valuer for some 30 years. 
 In fact, he still does
 
valuations for the SMIB, the National Savings Bank, the National Housing

Development Authority, and some of the commercial banks. 
 Fees for this work
 
are 
small, however, so he went into business for himself. 
Total deposits for
 
CFC amounted to Rs. 33.7 million at the end of 1980.
 

CFC borrows are rates above commercial banks, up to 30 percent. Of the
 
money raised, 95 percent goes to transport financing, turcks and buses, which
 
tend to be individually owned or by small entrepreneurs. The loans are paid
off in 3 years at a 26 percent compounded rate. Annexes 26-2 and 5 are
 
newspaper ads which contain the latest statement of financial condition of
 
CFC, along with deposit rates, as an example.
 

CFC, or a subidiary, is into development work and the Chairman had
 
extensive views. See section below.
 

d. Mercantile Credit Ltd. (MCL): As mentioned above, the Chairman
 
of the MCL was the former first Sri Lankan Governor of the Central Bank and is
 now an active businessman. The Mercantile Group includes a number of 
com
panies in a variety of businesses including travel and gems. He indicated

that MCL now has Rs. 
190 million of public deposits in two-year CDs, paying

19-24 percent per annum. 
 It is the largest of the finance companies.
 

MCL has, according to its Chairman, 6,000 depositors, mostly middle- and

lower-middle income people, as defined by him. 
Loans are primarily for trans
port, individual buses and trucks, at rates up to 
27 percent per annum.
 

In discussing why people put money with a finance company rather than,
 
say, the National Savings Bank, the Chairman cited the following reasons:
 

-- higher interest rates 

prompt service
 

-- concern that government might freeze their account 
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--	 concern that their business not be revealed to
 
government (perhaps they don't disclose on their
 
tax return the interest paid by a finance company)
 

Mercantile has done housing development in the past and is interested in
 
getting involved again. The Chairman sees finance as the key. But he feels
 
that the interest rate level is the major problem. If you could lend at 10-12
 
percent, you could develop a large market. He said that large government
 
deficits are taking up the available finance and forcing up rates. "Savings
 
are 	preempted by government to finance deficit."
 

e. Home Finance Ltd. (HFL): No interview was conducted with this
 
firm although a newspaper advertisement for houses was followed up by phone.
 
(See Annex 27.) For houses priced at Rs. 300,000 and Rs. 330,000, HFL indi
cated that it preferred full payment. However, it would consider a down
 
payments of Rs. 220,000 (67-73 percent) with the balance later. 
 No interest
 
rate or length of time was provided, but the firm indicated it needed the
 
money to continue its building operations.
 

3. 	Housing Developers
 

All 	of the housing developers that the Study Team talked to are affili
ated with the finance companies described above. It was felt that the best
 
way 	to describe the activities of these developers was to present highlights
 
from the interviews. These are covered below.
 

There is a subsidiary of the Bank of Ceylon, Property Development
 
Limited, which recently floated a public issue of stock. This firm is, among
 
other things, developing BOC's new headquarters building. It was strongly
 
recommended that the Team talk to this firm, but it was not possible to set
 
something up. Whether or not this firm is, or would be, interested in getting

involved in housing development is not known. It should be noted, however,
 
that BOC is the biggest supporter of a new housing finance bank.
 

a. Finance Company Limited: Its business (in real estate) is to buy
 
land, plot, develop, and sell it in Jaffna, Kurunegala, Kandy, Negombo,
 
Metara, Colombo city, and within a radius of 20 miles from Colombo. They
 
usually buy a large-sized tract of land up to 50 acres (sometimes as small as
 
20 perches) and plot it out. Selling prices range from Rs. 500 per perch to
 
Rs. 18,000 per perch. 
 (About 15 perches of land are required for construction
 
of a house.)
 

Government can help increase housing by making available materials for
 
construction at stable prices. The provision of finance would also help.

Form the iviewpoint of a private developer, government housing is very
 
attractive and difficult to compete with--government provides finance for
 
20-25 years (via State Mortgage & Investment Bank or National Housing
 
Development Authority) at low interest rates.
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According to FCL,"low-cost housing (up to Rs. 
200,000)" has good pros
pects if long-term finance were available. The company is thinking of going
into prefabricated housing (costing Rs. 
150,000 per unit) in collaboration
 
with a Singapore company.
 

Every seller of land collects a 2 percent Business Turnover Tax ?rom the
 
purchaser--this adds to housing costs.
 

The company feels that government should also lay down specifications for
 
buildings--type of foundations and walls, timber, etc., 
otherwise unscrupulous
 
contractors take buyers for a ride.
 

Dealing with SMIB is very time consuming--a lot of red tape.
 

Bank loans 
are given only if the title is good. Some banks want a title
 
search going back 40 years but 
some want a 100 years. The minimum is a 30year search. 
 In Sri Lanka, only 30 percent of titles 
are perfect particularly

because of "partition action" (this probably relates 
to the partition of joint
families and consequent vesting of ownership of land in different families).

The government could amend legislation to 
improve this process of transfer/
 
transmission of land.
 

One way a title is good is when the government acquires the land and
 
passes it on.
 

b. HPT Group Ltd.: 
 The Group currently has about ten houses under
 
construction, which is about its average. 
 Two of the houses will sell in the
region of Rs. 1 million. The others are just outside of Colombo and will sell

for 
a little under Rs. 300,000. They are not in a sub-development type of
project, but a couple of them are close together. Another example cited was
 
two houses which were built by the company about 1-1/2 years ago and sold to
the Chairman of People's Bank for Rs. 
1.5 million each. The financing came,

not from the Bank, but from an English company that is working on the Mahaweli
 
Project. 
 The company will, in turn, rent from the People's Chairman.
 

HIPT is now trying to cater to professional people and upper-level civil
 
servants who can usually come 
up with Rs. 50-100,000 for a down payment (HPT

says the propensity to save 
is very high in Sri Lanka ar~d families help out).

With this kind of down payment, if the house can 
be priced between Rs. 200,000

and Rs. 300,000 including land, 
the buyer is eligible to get financing from
the State Mortgage and Investment Brik. 
Today, HPT feels it's impossible to
 
get home financing from a comercial. bank.
 

HPT is currently negotiating with the Colombo Municipal Council to buy a

parcel of land in Colombo 10 (a good area) 
on which it proposes to build 70
houses. 
 Land price woula be Rs. 22,000 a perch. Current plans call for the

houses to sell for just under Rs. 
500,000, including land.
 

HPT approached SMIB regarding financing but SMIB will finance only a
 
maximum of Rs. 200,000 per house. 
 SMIB told HPT in a letter that it would

have to 
try- and get extra Rs. 14 million approved from MOF.
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Another problem is the very high land prices. 
 The highest prices that
 
land reached before 1977 were in 1969 when they reached Rs. 15,000 a perch in
the very top areas of Colombo. Following the election of the new government

in 1977, development speeded-up in Colombo, and land prices went up to Rs.

100,000 a perch in those areas. 
 This was reached a year ago; they've been
 
dropping now and recently were at Rs. 
80,000 a perch.
 

But such land is not selling readily. Some land in less desirable areas
 
of Colombo may go for Rs. 
25,000 a perch and 15 miles outside of Colombo you
can get land at Rs. 1500-2,000 a perch. 
 However, transport, rail or bus is
 
not good in these areas 
and owning a car in Sri Lanka is expensive.
 

Building material costs 
are also high. A good house (one story) costs Rs.
 
250 per sq. ft., a two-story house is more. However, HPT says you could build
a basic house with local fittings, basic facilities, asbestos roofing, etc.,

for Rs. 150 sq. 
ft. It was suggested thar a middle-class family needs at

least a 900 sq. ft. house. That would be Rs. 135,000. If you could locate in
 
an area with land (at say, Rs. 
4,000 a perch) and build on a 15 
perch lot,

that would be Rs. 60,000. Then add, say, 15 percent profit or Rs. 30,000 and
 
you would be up to Rs. 
225,000 (that is $11,250 at Rs. 
20 to $1). Construc
tion financing is 2 percent per month.
 

It was 
the HPT view that housing is such a political thing that there is
reticence by the private sector to commit itself, particularly with new
 
elections coming up.
 

Despite the Inland Revenue Act No. 28 of 1979 which provides for large

tax incentives to developers who build and sell housing, the number of
 property developers is negligible because of the political situation, lack of
 
financing, and other laws. 
 For instance, an investor cannot build a house and
rent it because of rent control and, even if rented, you can never evict 
a
 
delinquent. Therefore, people are 
reluctant to invest in housing;

consequently no development. 
 As a result, the tax concessions to builders
 
from the Act have not really been used.
 

c. Central Finance Company: 
 CFC is not doing any housing

development now but is buying land (4 or 5 acres) and putting in infrastructure, roads, fences, and a water distribution system, up to the lot boundary.

Then it sells off the lots.
 

For example, it would sub-divide 5 acres into 20 lots 
(40 perches a lot).

It would install water, electricity, and road frontage up to the lot boundary

(other than Colombo there are no sewerage systems in Sri Lanka). 
 It would

then offer to sell these lots on a hire-purchase basis, say, 40 to 50 percent

down, the balance over two years at 
26 percent compounded.
 

Gross profit would be at the 50 percent level (net profit of 20-25
 
percent because of financing costs). 
 However, many people make arrangements

with a bank because it's cheaper. Most of the people buying land like this

(95 percent) are earning their money abroad.
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CFC is coucentrating on Kandy because land is much cheaper. 
 In 	the
 
suburbs of Kandy one can buy land at Rs. 
1,000-1,500 a perch. 
 The maximum in
Kandy is Rs. 8-10,000 a perch. 
 Hilly land is cheaper. 

The constraints to housing development by private builders are: 

-- Lending institutions have no money. In some cases they just delay in
 
processing applications. The inflation factor then presents a big

problem.
 

-- The rate of interest. 

The high cost of construction. 
 In Colombo, for a comfortable house
 
(well-fitted bathroom, but no built-in cupboards, etc.), 
it 	is a
minimum of Rs. 200 per sq. ft., 
in 	outstations it may be up to 
20
 
percent less.
 

The high cost of land. In Colombo it was 
as 	high as Rs. 100,000 a
 
perch, now it is down to Rs. 
70-80,000 a perch at maximum. 
In 	the
surrounding areas of Colombo (3 and 5), 
it 	is Rs. 50,000 to 60,000 a

perch. In Kotte it is Rs. 
10,000 a perch.
 

There is 
no shortage of land or building materials. There is a shortage
of skilled workers. Most have been absorbed by big builders or have gone to
the Middle East; small contractors cannot get them. 
 It is not difficult to
 
get land to build on.
 

No one wants to live in a government "colony." People do not want to be
 
part of a government scheme. Government projects are not well regarded by the
people. That is why NHDA has difficulty in selling. People want 
individual

houses; not all alike as in a cub-development or in an apartment.
 

The Chairman feels there is a collapse in real estate today. 
 There are
 no buyers. Sellers are holding on, but prices won't get back to where they
were. He ran through an example to show the problem:
 

Land at Rs. 80,000 perch - 10 perch lot 
 = Rs. 800,000
 

2,000 sq. ft. house at Rs. 250 sq. ft. 
 = 	Rs. 500,000
 

Rs. 1,300,000
 

The type of person who would be interested in this kind of house is 
a
professional earning maybe Rs. 
50,000 - 60,000 a year. 
 But he cannot handle a
 
house like this now, it's too much.
 

In 	the past he might have rented such a house out 
to 	an expatriate with a
 
20 	percent rate of return. 
Forgetting maintenance costs and depreciation, for
the moment, that could be a rent of Rs. 260,000 per year. 
But with interest
 
rates at 
better than 20 percent, that is more than the rent right away. 
In
 any event, the only alternative is to try and 
rent such a house to expatriate

interests; the professional Sri Lankan cannot live in it himself unless
 
incomes were to take a big jump.
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One answer would be very low down payments, very long repayment, and
 
subsidized interest rates; 
none very likely.
 

The Chairman said the market simply must drop. 
No one can operate now.
 
He feels both rents and prices must come down.
 

The process for a builder of a house works something like this. He
 
submits plans to the municipal authority for approval. After that, the Urban
Development Authority must approve the plans to make sure it is not part of
 
some larger urban project. Assuming the permit is granted, the builder then
 goes to a lending institution which involves more delays. 
 The tremendous red
tape adds to cost. Bridging finance is 25-30 percent per annum.
 

Generally in Sri Lanka, builders won't build unless the house is presold

and progress payments are required.
 

If long-term housing finance were available at 15 percent, CFC would

clearly do larger projects and include housing. 
 In such a case, however, the
Chairman said he would have to make the houses as different as possible. He
 
cited a case where CFC had started a six-house project in Kandy in 1979, but
it wasn't &uccessful. Everybody wanted a different type of house. 
 The
 
project was cut down to two houses and the other four lots sold off.
 

An Australian firm has approached CFC about a prefab project. 
 But, here
 
again, the Chairman says it won't work. 
 It is too difficult to convince
 
people that such a house would be a good one.
 

It is possible for a builder to build one house and sell at a profit, but
 
not schemes.
 

d. Mercantile Housing Limited: 
 This company is one of the
 
Mercantile group of companies. 
 It does not appear to be active now, but its
Chairman is very much interested if the financing question could be solved.
 
Details on what MHL would be prepared to do are contained in Annex 28.
 

B. COMPANY-ASSISTED HOUSING
 

1. General
 

In many developing countries the provision of housing, or assistance in

financing housing, is provided by companies to their employees. To ascertain
whether this practice is a factor in Sri Lanka, the Study Team interviewed the

Secretary to the Chamber of Commerce and three large companies: one in the
public sector, the Ceylon Transport Board; and the other two private companies, Ceylon Tobacco Corporation and Lever Brothers Limited. 
 To the extent

that companies are involved in the process, the Secretary to the Chamber said

it would undoubtedly be the larger ones (capitalization over Rs. 500,000).

Thus, the companies interviewed were quite large and considered representa
tive.
 

A brief treatment of each of the company's involvement in housing is

presented below as well as a description of the Chamber of Commerce sponsored
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Phase Two will involve the distribution of the case study to specialized
experts in housing finance whose expertise isn't needed for the information
gathering field work. 
The group will include experts in housing finance
 
systems, institutions, resource mobilization and capital markets.
 

This group would get together for a day of "brainstorming" on the housing
finance situation in Sri Lanka to elicit approaches and recomnendations fromthese individuals. 
 The field team members should participate in this meeting
answering any specific questions and providing comments on 
recommendations

and suggestions. It is also intended that the USAID Housing Advisor and a

Government of Sri Lanka representative will participate.
 

Based on 
this session, the contractor will finalize the Conclusions and
Recommendations section of the report and complete the overall study.
 

V. TEAM COMPOSITION
 

The contractor's field team will be composed of 
a Senior Housing
Generalist as team leader supplemented by two Housing Finance Specialists.
 

The expert advisory group will consist of a minimum of three individuals
covering the areas of expertise outlined in Section IV above and will cover
 
a two-day period of actual discussions. 
This assumes the experts will have
sufficient time prior to the discussions for a thorough reading of the field
 
material.
 

The team leader with appropriate assistance will be responsible for
preparation of the final report. 
 The amount of time for this purpose will
 
be determined after the two-day discussion period.
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Mercantile Service Provident Society. 
As an interesting note, the Bank of
 
America's manager said he though companies could be encouraged to finance
housing for their employees since it is such a critical problem.
 

2. Mercantile Service Provident Society
 

The Mercantile service Provident Society (MSPS), the largest provident

fund outside the EPF, offers six percent housing loans against 75 percent of
accumulated savings. All companies that were members of the Chamber of Com
merce before 1974 could also belong to this fund which is an approved fund by

the Ministry of Labor.
 

Among the Chamber's 640 members, 105 firms also belong to MSPS, account
ing for 7,661 individuals who have access 
to these housing loans.
 

Since 1974 an administrative restriction coming from the Commissioner of
 
Labor has prevented additional members to MSPS, so although the Chamber's
membership has grown tremendously, MSPSs has not. 
 The Secretary feels that
 
the government's position was taken to enourage the growth of the EPF. 
However, since MSPS's major investments are in gove-nment securities, housing and
 
life insurance, he feels that argument is invalid. 
This is especially true
when MSPS's performance is compared to that of EPF. 
He mentioned that EPF

members would often have 
to wait months to a year to receive benefits after
they were eligible. 
MSPS, in contrast, offered much more efficient and
 
reliable service. The lifting of the restriction would bring hundreds of
additional members to MSPS immediately and it is a position the Chamber has
 
repeatedly argued.
 

3. Ceylon Tobacco Corporation (CTC)
 

The interview was conducted with a Personnel Officer at the CTC.
 

Ceylon Tobacco employs 2,500 people with average salaries about Rs.
 
1,500/month and no lower than Rs. 1,000/month. The company has two finance

schemes for housing and are considering a third.
 

a. Thrift Fund: 
 Each employee makes a voluntary contribuLion to the
fund depending on the savings paln chosen. 
 The minimum contribution is Rs.
 
10/month and the maximum is Rs. 
125/month. As employees build up depositL,
loans for housing (either land purchase or construction) up to Rs. 20,000 or
 
triple their savings, whichever is lower, can be applied for. 
 Interest is
applied to only the employee's contribution or one-third the total loan at a 4
 
percent rate over 100 installments.
 

b. Provident Fund: Housing loans can be raised against 75 percent
of an employee's savings in the company provident fund. 
 These loans are only
for direct construction or purchase of a htouse. 
 At Ceylon Tobacco, the
employee contributes 
10 percent of salary while the employer contributes 12
percent in the first five years and 15 percent thereafter. Eight percent

interest is charged over 150 maximum-monthly installments.
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c. 	Revolving Fund: 
 This scheme is under investigation. CTC has

been exploring a similar scheme set up by the Shipping Corporation which
employs 600. The company would capitalize the project with Rs. I million at

below-market rate interests. 
 It would be up to a participating Bank to
 
process and collect the loans.
 

The 	Personnel Officer stated that at 
one 	time the thrift fund's maximum
 
loan of Rs. 
20,000 was enough to finance the cost of a house. 
With increasing
costs, however, he feels Rs. 50,000 would now be needed to construct a basic
 
house for a worker. Although there will be a raising of the thrift fund
maximum, it will not be up to Rs. 50,000. 
Withdrawing all savings from the

provident fund at retirement and then getting a smaller loan by some other
 
means 
appeared more feasible to the CTC official being interviewed.
 

It was felt that housing programs for employees are beneficial since they
cut 	down on 
employee absenteeism, mainly caused by finance difficulties. In a
 
company survey it was found that 40 percent of employees owned their own house
 
while 60 percent lived with relatives or rented.
 

4. 	Sri Lanka Central Transport Board
 

An interview was conducted with the Director of Operations and Manage
ment, 
a Personnel Officer, and several accountants.
 

The 	Central Transport Board employs approximately 60,000 people throughout 	the country. Housing loans are 
provided through the Ceylon Transport
Board Provident Fund. CTB employees make 
no contributions to EPF.
 

The CTB Provident Fund collects 10 percent of salary from the employees

and 15 percent from the employer. To take out loans against this fund,

employees must have five-years permanent service. 
 Loans are given in two
 
ways.
 

a. 	75% Loans--Members borrow up to 75 percent of savings for house
 
purchase, construction of house or land purchase. 
 Title to land

is used as security for the loan. Interest is six percent over
 
five years or up to age of retirement (60).
 

b. 	40% Loans--Members borrow up to 
40 percent of savings for house
 
maintenance or renovation. Interest is also six percent

repayable up to age of retirement.
 

Employees can withdraw all savings form the fund when they leave the
Transport Board. 
 At present there are approximately 8,000 outstanding 75
 percent loans and 34,000 outstanding 40 percent loans. Average loans for
workers 
are Rs. 8-10,000 and Rs. 50,000 for management. Average repayment on
loans is Rs.100/month. 
Average salaries are approximately Rs. 600/month.

Almost 95 percent of all members eligible for loans will take one out.
 

Because of high land and construction costs and low salaries, additional

funding is needed. This is provided from other banking or housing institu
tions, other savings or borrowings from family.
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5. Lever Brothers Limited
 

An interview was conducted with the Director of Personnel.
 

Lever Brothers emplloys 1,300 management peraonnel and workers. It has
 
no direct housing construction program, but does have two housing loan
 
schemes.
 

a. Mercentile Services Provident Society (MSPS): 
 (See above) It
 
provides housing loans only to management and staff who do not contribute to
EPF. Workers must contribute to EPF so are, therefore, ineligible for loans
 
under MSPS. MSPS is comprised of 12 percent employee and 12 percetit employer

contributions. 
 Members can borrow up to 75 percent of their contribution at
 
six percent, payable by the employee's age of retirement.
 

b. Supplementary Retire Fund: All employees are eligible for this
 
fund. It is made up of 
one month's gross salary for every employee's year of
 
service and is paid by Lever Brothers. An employee needs ten-years service to
 
qualify and the fund is good only for 18-months salary. A member can borrow
 
up to 90 prcent in his account at the fund at 15 
1/2 percent interest.
 

Both loans are only for land purchase or construction, or purchase of a
 
house. Outstanding loans as of the end of November 1981 were:
 

Manager 65
 

Staff 49
 

Workers 205
 
Total 319
 

At one time savings accrued in both funds were sufficient to purchase a house.
 
This is no longer the case and employees need to supplement loans with assis
tance from family, dowry, or other sources. This is clearly less of a problem

for management-level personnel than for work-force personnel.
 

Lever Brothers has looked into the revolving fund concept for housing but

wasn't interested when the bank said Lever would have to put up the capital.

The Personnel Director said the company "would rather do it itself." 
 However,
 
it does not seem to be moving in that direction.
 

6. Summary
 

It appears thac perhaps substantial lending for housing does take place

in at least the larger private and quasi-public organizations. Because of
 
high rate of inflation which have not been matched by wage increases, people

have had to find inventive means of "packaging" housing finance to go along

with schemes provided by their companies. W.hether this packaging is more of
 
less efficient than single-institution financing can be questioned. 
 In any
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case, it appears to work to some degree, i.e., workers with some assistance
 
from their companies have some advantage.
 

C. HOUSING COOPERATIVES AND CREDIT UNIONS
 

1. Cooperatives
 

According to the Commissioner of the Government's Department of
 
Cooperatives, there are no housing co-ops in Sri Lanka organized by the
 
government. 
 In fact, the only one of which he was even aware was one recently
 
organized by his Senior Deputy Commissioner and registered with the Depart
ment.
 

According to other information received, housing coopeative societies do
 
exist but the extent of their axistnece is difficult to determine because they

have not registered with the department of Cooperatives. Housing cooperative

societies form to facilitate the process of land acquisition and to reduce
 
planning and construction costs. Contributions for land and materials are
 
made by members based on their requests. All financing is done individually

although the co-op may act as guarantor for loans to members. Service fees
 
charged to members based on size of land holdings go to the maintenance of
 
common facilities and utilities.
 

The Commissioner did say that this was an area in which the Department

would like to beomce involved, but did not see that possibility in the near
 
future since the staff ws 
already so busy with on-going programs. If a
 
decision to develop housing co-ops were to be made, it would have to come from
 
the Department. 
 Presently the co-op program in Sri Lanka concentrates on
 
consumer co-ops covering every rural village.
 

Following, by way of example, is a brief description of the housing co-op

of which the Deputy Commissioner is President. 
 It is made up to 45 members,

all executive level, working in state or parastatal organizations. They had
 
originally formed because all were facing problems with their landlords.
 

The Society's objectives are to facilitate the acquisition of land and
 
hire the necessry architects, site engineers, etc., 
to design a housing scheme

which can be replicated at a cost effective level and manage the development's
 
common facilities--infrastructure, accessways, and public space. 
 Each member
 
contributes a minimum of Rs. 100 to purchase one share in the co-op. 
 Shares
 
will be determined by the size of the plot each member chooses to buy, with
 
the average lost size about 20 perches. The cost of land and the cost of the
 
house construction will be borne by the member. 
The co-op will not get

directly involved in loan financing except to act as guarantor fer loans.
 

According to the Deputy Commissioner, the 45 membes had sufficient

savings to purchase land and construct housing. If savings should fall short,

personal loans were obtianable at commercial banks. Personal loans are taken
 
out against collateral individuals' savings accounts. Rates are generally one
 
percent above deposit rates. 
 Banks will also accept land titles as collat
eral. If savings, loans, and borrowings from friends are exhausted before the
 

%Q
 



- 68 

completion of the house, then work will be temporarily halted until savings
can be built up again. As 
an aside, the Deputy Commissioner stated there was
a need for a housing finance system, especially for the middle-income levels.
 

It should be noted that People's Bank has ties to the cooperatives with
some ownership from this 
source. Also see the discussion of People's Bank's
system of rural cooperative banks and section below on Credit Unions and
 
Societies).
 

2. 
Credit Unions and Societies
 

The Study Team did not run down the exact distinction between credit
unions and credit societies if, indeed, there is one. 
Also, it appears that
some of the voluntary provident funds seem to operate similarly to a credit
 
union.
 

Credit unions are plentiful in both rural and urban areas. 
 Most private
corporations have some form of credit union with average rates of 8 percent
savings and 12 percent for loans. 
 In the rural areas, housing finance is
 
taken care of in two ways:
 

a. 
Co-op Credit Societies: 
 These are village societies of 45-50
members making loans of no more than Rs. 
1,000 for short terms. Interest
rates are quite low. 
Loans are normally for housing maintenance or
improvement since the maximum size of loans precludes financing a new house or
 
a major addition.
 

b. Multipurpose Credit Societies (MPCS): 
 These are organized on a
district basis and are large, centralized societies for savings and credit.
Loans are made to members against collateral and are for medium term (3-5
years) at lower than commercial rates. Loans 
can be taken for housing though
this is 
a very small share of total lending. MPCSs are governed by a Board of
Directors made up of elected members and appointments from the Ministry of
 
Cooperatives.
 

People's Bank covers all MPCS financing and, at least partly, was brought
into existence to do just that. 
 The MPCSs take loans from People's with
Central Bank guarantees. 
 MPCSs have been in existence since the 1920s while
People's was founded in 1961. 
 Although this information was provided by the
Marga Institute, the MPCSs may actually be the same institutions as 
the rural
 
cooperative banks covered under People's.
 

In 
one of the poor shanty areas of Colombo, the U.S. Save the Children

Foundation has recently instituted a credit union project through local
women's groups. By paying a Rs. 
1-2 service charge per year, members can get
small loans for 5-6 months to finance income-generating activities. 
Members
of the credit union review each application and decide on project feasibility.
Interest on the loan is voluntary depending on project profitability. 
 USSC is
investing Rs. 
1,000 in 5 units to fund the program.
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VI. MARKET FOR HOUSING FINANCE
 

A. HOUSING MARKET AND NEED
 

The lates information available to the Study Team on total housing needs

in Sri Lanka is that contained in the Shelter Sector Assessment. Most of the
detailed projections in that paper came for the Marga Institute'- "Housing in

Sri Lanka" published in 1976, or from studies which used that work as a base.
The Department of Census and Statistics is just completing a 1981 enumeration
 
of housing but information was not yet available. 
 Therefore the SSA still
provides the best available figures of overall needs. 
 The summary section of
 
that paper follows.
 

Need for Housing: There is a severe, current deficit in the supply of
 
housing affordable by most income groups in Sri Lanka. 
Various projects

indicate a need for 40-50,000 new units in urban areas and 100,000 new units

in rural areas annually until the year 2000 to provide for new households and
to replace or upgrade deteriorating existing stock. Although the rural needs
 
in absolute terms are greater, the per capita need is substantially higher in
 
urban areas.
 

Housing deficitis have existed for several decades but have been aggravated by recent low private sector participation in housing production. 
To
 
put this need in perspective, it should be noted that during the period 1963
1971, only i6,000 units per year on the average were constructed in urban
 areas 
by both the public and private sector. The comparable figure for rural
 
areas was about 80,000. From 1971-77, only a total of 4,800 units were con
structed by the public sector. 
An additional 20,000 housing loans were made
 
by the National Housing Fund during this period, but this included home
improvement loans. 
 Private sector figures are not available but fall short of
 
needs, particularly among the poor.
 

Most housing for the poor is inadequate: high room and house occupan
cies, high per acre densities in urban areas, poor construction in terms of
materials and foundations, and lack of such basic services as water and
 
sanitary facilities.
 

Rural-urban migration has not been ocurring in Sri Lanka at the rapid

rate it has in many developing countries. The urban population as a percent
of the total population is projected to grow from slighly less than 20 percent

in 1963 to only 30 percent by the year 2000. 
 Currently it is approximately 24
percent of the total population. Colombo presents a special problem, however,

with the metropolitan region now containing about 57 percent of the total
 
urban population and it is expected to retain this percentage.
 

Rural housing, although in most cases built of temporary or semipermanent materials and without piped water and sewage facilities, is not as
serious a situation as 
the urban one because of the greater availability of
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land, easier access to building materials, the fact that it is possible to dig
 
wells and pit latrines, and a more conducive situation for self-help.
 

Therefore, Sri Lanka's urban housing problem is increasingly serious as
 
demonstrated most vividly by the large and growing slum and shanty areas of
 
Colombo which contain nearly 50 percent of Colombo's people and which result
 
in an economic and social segregation of the occupants.
 

As to effective demand for housing, details are lacking. The median
 
urban family income at the end of 1980 was calculated in the SSA at Rs. 1,177
 
and Rs. 760 for rural areas.
 

B. PRIVATE DEVELOPERS
 

Most of the comments on private developers are covered under section
 
V.A, above. As far as could be determined, private developers are generally
 
able to get construction financing from banks when needed, ableit at rates of
 
25-30 percent, if they are a reputable firm and the project is sound and not
 
too large. However, the Study Team heard from one source that property
 
development companies do not have enough money to finish up projects in many
 
cases because of inflation. Some are looking for additional private money
 
from share capital. It is assumed that these are fairly sizable operations,
 
for instance, the Property Development Company described in the section on
 
Capital Markets.
 

The major problem for developers, as could be determined, was long-term
 
finance. That is, even with the high cost of land and construction (both
 
materials and land do seem to be available) builders could produce a house
 
with a market if the long-term financing were available. No attempt was made,
 
however, to put any kind of order of magnitude cn this. (See again, developer
 
comments in section V.A.) C,. private developer told the Team that he would
 
be interested in forming a "housing society." His views on the target market
 
were "A Rs. 500,000 house with a down payment of 40 percent."
 

An index relative to costs of coi.struction is contained in Annex 29 and a
 
table indicating the numbers of building plans approved by the Colombo munici
pality is Annex 30.
 

C. INDIVIDUALS
 

Here again, various comments on individual housing needs and preferences
 
are contained in other sections.
 

It appears that the desire for home ownership on the part of families is
 
very strong in Sri Lanka, so much so that they are willing to invest all their
 
savings. As pointed out in the section on private developers, this desire is
 
strongest for an individual house on a separate plot of land and this is in
 
preference to a sub-development ("colony") type of house or an apartment.
 
However with costs what they are now, this desire may have to be modified in
 
Sri Lanka as in the U.S.
 

\ 
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Middle-income persons often rely on accumulated savings, borrowing from
 
families, or 
borrowing from institutions. Land is generally the single most

important item to purchase 
on the way to becoming a homeowner. With a title
 
to land, an individual has a better chance of obtaining a conventional mort
gage or raising a "personal loan" from a bank. 
Thus, land acquisition is
 
crucial to the entire process and, because of financing, is presently the most
 
difficult hurdle to cross.
 

Because of the shortage of long-term financing, accumulated savings and
 
help from families appears the best bet for many families today. 
Of the

middle-income people who aspire to 
a particular level of house, many young

marrieds will simply continue to stay with their parents (which creates major
crowding problems) until the combination of savings, family help, and a
 
personal loan enable them to buy a house outright 
or with a high down payment
 
mortgage.
 

Poorer families often build on a step-by-step basis as they can afford it
 
but the result, in many cases, are 
the slum and shantry areas of Colombo.
 

A number of times the idea was expressed to Team members that people do
 
not identify with the commercial banks because they do not 
see them as
 
providing services they need. 
 The people would, however, be inclined to
 
identify with a housing bank that they though might ultimately provide them

with a loan and even be prepared to save at a lower rate in such a bank. It

is this philcsophy, obviously, which is leading People's into its ISA scheme.
 

Informal sector financing spans all income levels in both rural and urban
 
areas. 
 Although hard data is not available, this is the implication that can

be drawn from conversations with public and private officials. 
 Such informal
 
sector methods certainly mobilize some 
capital for housing purposes.
 

The most obvious informal sector finance methods are borrouings from
 
relatives, use of pawnbrokers and (less prevalent) 
the bridal dowry. For
housing, it appears not uncommom to find construction of homes within a family

compound. 
 This gJft of of land to family members represents a substantial
 
contribution to housing costs and 
can be used to secure a loan from formal
 
lending institutions.
 

In low-income areas, 
both rural and urban, local moneylenders are plenti
ful. These are usually merchants with access to cash, lending at from 2-20
 
percent per month. Loans 
are 
short term and require no security. Because
 
interest rates are so high, borrowers often find they cannot repay capital and
thus become tied to 
a system of continuing debt. Although moneylenders may

have 
no legal recourse to collecting their loans, the very personal character
 
of 
their lending and their proximity to the borrower makes loan defaulting an
 
uncomfortable situation.
 

For middle- to upper-middle income level persons another method exists
 
for informal financing. Lawyer-lenders aware of the existence of capital in a

community--who has it and who wants it--will often act as middlemen in
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bringing borrower and lender together. These are generally medium- (3-5
 
years) to long-term (up to ten years) loans at 
20-25 percent interest on
security. The arrangement becomes formalized when the lawyer draws up

documents attesting to the validity of the loan. Failure to make payments

leads to legal processes against the borrower.
 

A final system which is prevalent in both rural and urban areas is the

cheetu or chit system. This operates as a monthly lottery among a small group

of friends or tru3ted individuals. A fixed amount is contributed by each

member per month over an agreed period of time. 
 At the end of each month a
 
single member wins the accumulated contributions. In Sri Lanka, this system

has not been used exclusively for housing although some housing purposes

(repair, upgrading) may come from the use of the winnings.
 

There also exists in Sri Lanka an informal, or black market, money

system. 
Wealth from the sale and export of gems often stays outside formal
 
money markets. 
 In order to draw some of this wealth back into the system, the

Central Bank has approved the issuance of Bearer Bonds and Negotiable Certifi
cates of Deposit, discussed separately.
 

The existence of informal credit units and the attempt to attract

unreported capital implies a varigated system of savings and credit underlying
 
the traditional banking and finance system.
 

It does appear that informal sector financing becomes an alternative for
 
people with no access to formal markets or who find those markets insuffi
cient.
 

The process of housing construction is well-suited to informal financing,

particularly among the poor. 
 Such housing construction, which takes place

piecemeal or as people have money, may not necessitate long-term financing at
 
commercial rates.
 



- 73 -

VII. LEGAL ASPECTS AND TAX INCENTIVES
 

A. MORTGAGE AND TITLE PROCEDURES
 

Since there is little mobility to date, title is primarily by inheritance
 
rather than through conveyancing. But good title is therefore hard to prove
 
as record title.
 

Foreclosure proceedings are very sticky. 
While title will revert upon

foreclosure, the occupant can't be thrown out. 
 Special statutory provisions

permit state institutions to evict upon default. (Apparently, a private

housing bank would be unable to evict and would have to rely on informal
 
sanctions.)
 

Although the Study Team did not obtain a copy, apparently there is a
 
Mortgage Act which fixes ceiling (now 18 percent) on lending rates. However,
 
the SMIB is governed by its own Act.
 

Since collecting mortgage payments can sometimes be difficult and since
 
foreclosure is both difficult and time consuming, there would be merit in
 
amending the Mortgage Act to improve foreclosure proceedings and remove rate
 
ceilings.
 

B. TAX INCENTIVES FOR HOUSING
 

There are a series of tax incentives relative to housing. These are
 
outlined in Annex 32, 
an interview with the Commissioner of Internal Revenue.
 

Relative to the savings side, as has been mentioned, is the tax-free
 
interest on National Savings Bank's deposits up to 1/3, but not to exceed Rs.
 
2,000.
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i Lanka Discovers Capitalism 'sBenefits and Pilfalls
 
By Stuart Auerbach 

COLOMBO, Sri Lanka - The long 
e of sleek, new motorcycles parked 
der a shed illustrates the plus side 
this island nation's abrupt about-
•e 3V_,years ago from a controlled 
nony under a policy of state so-

lism to unbridled, free-enterprise 
italism. tr 

'wded buses, but now we have our 
i tas ",sauth ot we aer 

tranpyrt sadtthe 
But to
But the rush to capitalism after the 
77 election victory of J. R. Jayawar-
ne has produced unpleasant side ef-
ts, including a galloping 
e nearing 40 percent, which threat-
3the goal of quick industrial devel-. 

metg usi k uruueuOw dnaoeement using prosperous Singapore as 

3 economic model. 
Besides inflation, massive power-
'rtages caused by the sudden influx 
consumer appliances such as tele-
ion sets, air conditioners and elec-
c stoves are hampering industrial-
tion. These new appliances, broiA' * 

during the past three years, use 30 
!gawatts. a day, the equivalent o, a 
tl power station, according to the 

W o F eestablished 

AFG. 

Jayawardene's 
CHINA 

: It appeared that 
government is PAKISTAN 

[Pm 
BHUTAN Sri La1n0ka was 

tBANGLADESH---,trying to lure
ewtINDiA 

headed for quick 
i i s 

I 
y here with

of'. BURMA economic prosper-

promise of 
. 

, cheap, $1-a-day. 

literate labor 

The spiraling costs fueled by an in-
creasing bill for imported oil and the 
inflationary pressure of rapid indus-
trial development that some critics 
label "too much, too fast" hit hard on 
the marginal village economy. While 
the costs of such basic needs as public 
transportation, fish and wheat have 
gone up, the low wages have remained 

ity... Bit the 
Ara -s " seai : q 

' \-
RILA.K " 

By Dave Cook-The WashIngton Post ' 

daranaike'b Sri Lanka Freedom Party, . 
has not recovered from its stunning 
1977 defeat and Jayawardene's sub-
sequent stripping of its leader's civil 
rights and the right to take part in 
politics because of what he called i.->. 

ylon Electricity Board. stable. "People are beginning to corn- - .u--cidDloes it hosaday.of sched-.plain that things used to be better," point northwa:d to India andarecall how Indira Gandhi also ap-' 

regularities during her seven-year rule. 
Bandaranaike appears to be a spent 

political force here, although her sup-

d powercuts, the board estim ates 

at Sri Lanka's hydroelectric power
nerating capacity is rapidly dimin-
iing, with the monsoon rains thatlin,'tat 
d refill reservoirs to allow more 
wer generation still at l s a week 

two weeks away. 

The solution appears to be in-. 
!ased power cuits, which will further 
Id back industrialization. -
Yet inflation remains the major 
Ahlem of Jayawardene's govern-

nt, which is trying to lure industry 
-e with the promise of cheap, $1-
lay. literate labor. . 

si on d pl m t h r .peared to be politicall dead jus tsaid one diplomat here. 

Nonetheless, Jayawardene's govern- months before she won a smashing re-
ment appears to have maintained the election victory in January 1980. 
popular support that gave it an un- Bu uho h adrnieopuar upprt hatgav itan n-goneiththemonoonrais 
precedented - for Sri Lanka, which
specializes in close elections - 51 per-

cent victory in 1977. 

Part of the continued popular sup-
port for Jayawardene's United Na-
tional Party rests with the inability of 
the splintered opposition to make po-. 
litical capital out of the worsening 
flation. • 

The major opposition group, former 
prime minister Sirinavo Ban-

But much of the Bandaranake 
party cadre.wants her to give up the 

party leadership. She has clung to the 
party presidency, however, causing
disunity within her organiization. . 

While opposition disharmony lias 
given Jayawardene a respite, his gov-
emiment is under pressure to score 
quick economic gains, including slow-

. ing of inflation and increased employ-
ment before the next national election 
in 1983. 

stallet.,o 

if 
At the start of Jayawardene's rule it 

appeared that Sri Lanka was headed 
for quick economic prosperity. After 
decades of a slumbering economy, in. 
which 90 percent of government 
spending went for welfare programs 
and hardly anything for development,
economic growth soared to 8.2 percent 
in 1978. That was more than twice 
the growth rate of the previous twoyears. 

But the, quick acceleration stalled,"e,. .. . 

The growt rate in 1979 dropped to
6.3 percent and is estimated to have" fant mortality rate to 43 deaths pe
last year. .. - to 5.6 percent 

last y er 
even lower 

Furthermore, the aEgricultural sector 
'Itunped in its most important export 
crops - tea, rubber and, coconut. 

' Rubber and tea production last year 
was the lowest in the past. five years, 
partly because of unusually dry 
weather but also because of a failure 
to maintain the publicly owned plan-
tations. 

Jayawardene is pinning hopes for 
economic growth on the 500-acre free 

trade zone near the Colombo airport,
to lure industries to make 

products for export on the basis of Sri 
producas freportboni 

So far, 24 companies employing al
most 11,000 persons have started operations inthe zone and another 4 

have signed contracts to openf
ries. Most of the factories are labor
intensive, such as shoe or clothing 

manufacturers. In all, the zone is ex
pected to add 35,000 jobs to thE 
economy.

But that is a. drop in the bucket
compared to the official estimates ol 
875,000 unemployed Sri Lankans 
down, the government claims, fror 

1.2 million before it took control 
Overall, the government says it added 
550,000 jobs to the economy in thEpat yas tat"~~pr 
past 3,., years but that 125,000 per.sons entered the labor market durint 
sons time. 
hTo push industrial development 

Jayawardene cut heavily into statk 
welfare subsidies that gave this eco. 
nomically backward country an ex 
tremely high quality of life that is th( 
envy of most developing nations. 

Education is compulsory to age 16 
and about 80 percent of the childrez
attend schools. As a result, the iterac, 
rate is more than 80 perent. Wide 

spread health care has reduced the i

ac o 6 and pushed life expec 
tancy to 68 years. Its populatio
growth rate, 1.7 percent, is low for th 
Third World. 
. Recognizing those are asset,, 

~1,000 births er.Ispplto 

Jayawardene left health and educatio 
-programs alone while cutting stat 
subsidies for food, utilities and traj 
port... . 

, But' the countr emains poor. I 
per-capita' Licome is under $200 
year and about half its population 

:14 million qualifies for food stamps. 

http:hosaday.of


EXCERPTS FROM
 

CENTRAL BANK ANNUAL REPORT 1980
 

RE: Government Fiscal Operations
 

-Debt amortization, which includes capital and interest paymentsof all long-term foreign loans, suppliers' credit and 
in resp'"ct

service charges repurchases (repayments) andto the IMF also rose from Rs. 2,383 million (SDR xx8 million) in1979 to Rs. 2,763 million (SDR 137 million) in 1980.
amortization by 

Despite this increase in debt 
1979 to 

16 per cent, the debt service ratio declined from 13 per12.4 per cent in 198o. This was due cent into higher earnings on merchandiseexports and services which totalled Rs. 22,316 million (SDR 1,037 million) in I98o , as compared with Rs. 18,275 million (SDR 908 million) in 1979, reflecting an increase*in gross foreign exchange earnings by 14 per cent. A further major contributoryfactor for the fall in the debt service ratio in i98o was the re-emergence ofshort-termtrade credit as a means of financing imports. A -substantial part of oil imports inig8o was financed on short-term trade credit. These were notamortization, reflected underas they were essentially of a very short-term nature.was A further reasonthe fact that official long-term debt contracted in the recent past was on.conccssional moreterms, providing long periods of grace. 

GOVERNMENT FISCAL -OPERATIONS 1 

The fiscal operations of the Government in 198o stimulated a very high leveiof aggregate demand in the economy with far reaching consequences on the growthof money supply and the price level on the one hand, and on the exchange rate and-external payments position on the other. To an appreciable extent these develop-ments in i98o were the result of a failure:through conscious fiscal 
to pursue a policy of fiscal stabilisationdiscipline. There were many pressures, both ivithin andoutside the control of Government, which made adherence to a strict budgetaryprogramme and fiscal discipline a formidable task.were frequently revised in the course 

Voted estimates of expenditure 
.commitments as well 

of the fiscal year to accommodate additionalas cost escalations.
Ministries, not Additional expenditures incurredpreviously programmed byand provided for,-supplementary estimates. were covered throughThese increases in expenditure wouldstrains on budgetary operations, such as .'ere 

not have causeddiscernible during the year, hadbeen a commensurate theregrowth ill government revenue and financing resources.Relief fiom these latter sources was barely forthcoming. The growth of revenueseriously lagged behindThe heightened lee the growth of expenditure.'' 

.''.'"
 ,
 

level of trading and economic activities pursued in the privatesector and the alignment of deposit iates of commercial banks with those offered bythe National Savings Bank pre-empted savings that otherwise would have been available to finance the budgetary deficit in 198o.to the budget was inadequate to finance the 
The flow of foreign resources channelled 

resourceGovernment, trapped in a resource 
gap with the result that theconstraint of major proportions was compelledto resort to bank finance on an unprecedented scale.
 

The revised budget deficit in 
 ig8o revealed a spectacular increase of 71cent over perthe approved original estimates.
in 198o approximated The increase in government revenuea meagre 12 per cent over the approved estimates as againstan increase of 37 per cent in expenditures over the original budget estimate.growth of capital and recurrent expenditure The 

over the original budget estimate,both in absolute and relative terms, thus far exceeded the growth in revenue.wide disparity between Thethe relative rates of growth of revenuetypifies the magnitude of the problem tlht emerged in fiscal 
and expenditure,

government expenditure management. Totalat Rs. 29,026 million in 198o reflected an increase of 35 

1. Based on provisional estimates. All data subject to revision when government accounts arefinaflised. 



TABLE 1.31 

Rs. Million 
Government Fiscal Operations 1977 - 1981 

I 	 1980 1980 19811977 1978 1979Item 
_ • . . - . Approved Estimated L tianateiE~t tla¢:iOutturn " . Approved 

(a) Excludes capital grints in revenue, shown 

Includes repayment of foreign administrative borrcwings of Rs. 174 millicn in 1978, Rs. 178 

1. itevelue k) 
2. Kccurrent Expenditure 

3. Adsancc Accuuflts uperations (deficit 

4. Current Account tSurpus-t--iDeficit-) 
5. Capital Expenditur 

/Surplus+b) 

.. 

.... 

. 

.. 

+..+ 

6,1486,1,48 

430 

• 108 

3,182 

-

-

11,o8 
10,408 

1,831 
551 

6,614 

-

+ 

12,730 
11,502 

200 

8,991 

+ 

11,119100 

-

1,043 

9,963 

13,7-) 
13,558,"1,775 . 

1 
- 1.577. 

13,693 

. + 

+ 

15,550 
15,332675 

893 

12,739 

Of v.hich: Sinking Fund and Amortization paymentS and" 

contributions to International Financial Organisations 

6. Budget Deficit .. 

((947) 

3,074 

( 
(1,165)(b) 

7,165 

( b 
(_,182)(b) 

8,791 

1 
- (1,346) 

8,920 

(1,502)(b) 

15,270 

(1,620)
1,62 

11,846 

7. Financing the Deficit 
7.1 Domestic Sources " " 

(a) Non-bank market borrowing 
(b) Non-market borrowing 
(c) Banking system (c) 

7..Frig7.2 Foreign Finance " 

(a) Commodity loans. .. 

(b) Project loans . 
(c) Grants 
(d) Other loans (e) . ". 

7.3 Use of cash balances . 

1,786 
1,504 

.505 

224 

inne1,779.: 
"""" 

885 
394 

. ;[. "."492. 

492"58-" -"-•133...4 

2653 4,582 
2,033 2,806 
203-269 

4537.. .1,096
7(d) 680(d) 

4454 4,237,31 ,44. 

1.371.1,434 
1,645 8133,100 
666 

778778- : 5995828 
2 

3,100 
3,100 

"s 5,8202,420 

2,420 

-

300__r 

-

" 

8,885 
2,692 
884 
8

7,077(d) 

6,2531,4321, 

1,171 

1
2,1375002 
1,5131
1334 

.... 

" 

-.-. 

3,750 

8,100 

8,100 

- 4 

3. Expansionary Impact of Government Fiscal Operation.." 

sb w. unde. foeg.. 

715.7,185 

grants..: ,: 

1634 

.. V^, . • 
Sources: Central Bank of 

:Gereral Treasury. 
Ceylon 

turn 

under foreign grants. . . - -= 
million in 1579 rre Rs. 271 millicn in 1SE0 (Estrratcd outturn) 

(b) -	 inteinaticral f.n-rcizl crftrni.-ticns.Bank to meet ccntrituticns to 
(e) Includes Special Advances from Central 	

in 1978. Rs. 18 millien in 1979 & Rs.25 millicn in 19F0 to the Icnking sytcrm. 
Itic (ntit() tn IrTciallc-nof

(Cd) Not adjusted for repayments of rupee loans of Rs. 52 million 	 t 

(e) 	 IMF Trust Fund loan. Other loans in 1980, Estimated outturn, include 1MF Trust Fund Lci'n ci Rs. .21 millicn, i1 

million.Rs. 897 million and Iraq loan of Rs. 95 
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per cent over the previous year. Consequently,in Gross National Product, in nominal terms, incir' ased to 47 per cent in 1980 a 
against 43 per cent in 1979. 

the share of govcrnment expenditure 

Advance accounts operations resulted in a net out-payment of Rs.considerably in 1,775 million 
outcome 

excess of what had been envisaged in the original estimate.was largely due Theto the trading operationsFurthermore, outstanding liabilitics and expenditure commitments under administrative borrowings amounting 

of the Food Commissioner. 

to Rs. 891 million at end of' 1979 wereresources accruing in i98o. .settled fromThe problems of cash management were aggravatedby a shortfall in the targetted finances from the domestic non-bank sector. 
According to revised estimates, the current account registered a deficit ofRs. 1,577 million in 198o as against a surplus of Rs. -2oomillion in the previous year.Had it not been for the hieavy .utpaymenisreceipts at Rs. 13,756 Under advance accounts, the c'urreitmillion would have accommodated the current paymentsamounting to Rs. 13,558 million as well as revealed a-small surplus.--Thu,-theadvance accounts out-payments at Rs. net.1,775 million deniedthe current account. When a possible surplus incompared with the previous year the share of govern-.ment receipts in the GNP (nominal) declined from' 26 t-Co-2pc-i.-Efit-in
Further, while GNP (nominal) recorded 198o" a growth Of25 per cent overyear, government revenue the precedingrcgistorcl a meagre growthlack of buoyancy in relation th(. growth 

of 8. per cent.exhibiting a:to in moneyRecurrent expenditure including incomcs in the economy.net advance accounts payments at Rs. 15,333million in i98o showed an increase of Rs. 2,803 million or 22 pcr-cent. -However,"recurrent expenditure as a share in the GNP was 25 per cent in 198o as was in 1979.Capital expenditure including sinking fund contributions and debt repaymentsR.. t3,63 million, was 52 per cent higher thani at 
The tic"p-reccding'year'_sshare of capital expenditure in GNP increased expenditure.: 
22 per cent in 198o. from 18 per cent in 1979 toWith the current accountcapital budget commitment at Rs. 13,693 million, 

deficit at Rs. 1,577 million and thethe total budget deficit amountedto Rs. 15,27o million in 198o, recording an increase of 7, per cent over the approvedbudget deficit and a 74 per cent increase ovr the deficit of the previous'ear.budget deficit registered in The198o was 25 per cent of nominal GNP. 

To finance the resource gap in the budget a of Rs.obtained both from domestic and foreign sources. sum 16,162 million wasOf this amount, Rs..891 million
was utilized to settle deposit transfers and outstanding expenditure commitments of
1979. In gross terms, nearly 61 per cent of theRs. 9,909 million was 
total resources amounting toobtained from domestic sector.million or per cent Of this amount Rs.71 was contributed by the banking sector. 

7,077
mobilized in Domestic savings198o amountery' to Rs. 2,692 million or 27 perresources, cent of total domesticand financed 18 per cent of the budget deficit. Foreign assistance atRs. 6,253 million accounted for 39 per cent of the total resourcesand financed 41 per cent of the budget deficit. 

mobilized in 198o
The major share of foreign assistance
was received in the form ofgrants amounting tc Rs. 2,137 million, while commodityand project loans amounted to IRs.Other foreign finances amounltiU 
1,432 million and Rs. 1,171 million, respectively. 

Fund loan (Rs. 521 
to Rs. 1,513 Million consisted of IFII Trustmillion), Euro currency commercial.d a loan from the Government of Iraq (Rs. 

loan (Rs. 897 million) 
sector providing a sum 95 million). With the banking 
deficit and drawing 

of Rs. 7,077 million towards financing the overall budgeta down of cash balane totalling Rs.expansionary impact of gouveirnment fiscal operations in 
133 million, the net

Rs. 7,185 million as against Its. 634 million in 
g8o was in the region of

1979. ., .
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A summary of fiscal operations for tile year 198o and approved estimates for1981 are given in Table 1.31. The net cash deficit on ac ount of the governmentfiscal operations for 198o is shown in the Statistical Appendix, along with compara
ble data for the past io years. 

Revenue 

Government revenue in r98o has been estimated at Rs. 13,'756 million, indicating
an increase of 8 per cent over the preceding year. Indirect taxes on production andexpenditure at Rs. 10, 126 million showed an increase ofRs. 381 million or 4 per cent.and comprised 741 per cent of total revenue receipt as against 77 per cent in 1979.As in the preceding years, external trade based taxes formed the principal componentof the total indirect tax collections and its share when compared with the previousyear, declined from 72 to 65 per cent. Direct taxes in ig8o amounted to Rs. 1,9o6million revealing an increase of Rs. 495 million or 35 pet cent over 1979. Asa proportion of total revenue the share of direct taxes increased from i i per centin z979 to 14 pet- cent in I9Fo. 

'When the total revenue is examined in relation to the performance in the overalleconomy, the revenue growth of 8 per cent is not impressive. Both the revenue/GNP ratio and the taxGNP ratio declined during the year. While the revenueratio declined from 26 to 22 pet cent, the tax ratio decreased from 23 to 19 per cent,revealing a situation in which the rate of growth of incremental of overall revenuereceipts including tax revenucs failed to keep pace with the incremental rate ofgrowth of national income. For instance, based o1 rough annual estimates a"calculation of revenue elasticity with respect to national income revealedcoefficient of 0.289 for i98o as against 0.322 
a"*

for 1979 implying a reduced sensitivityof incremental revenue to increasing money income growth. It is important thatthe tax structure should not only raise adequate resources for the public sector butrevenue also should expand at least in proportion to the increase in national
income in order to finance a
• , .• continuously expanding programme~ ~~...... ..... .. : . . ;...-• of investment. , 
The relative share of indirect taxes in a 'total revec declined from 77 to 74
per cent, while the share of business turnover tax in the total indirect
increased from 12 to 17 per-cent tax revenue 

on account of a 44 per cent increase recorded in thebusiness turnover tax collections. Increased receipts from business turnover taxeswere due toan upward revision in the tax rates, the higher level of economic activity
and the prevalent inflationary impulses in the economy. 
 As far as tax incidenceis concerned, indirect taxes exhibit a higher degree of regressivity. However,the exemption of wage of mass consumption goods like rice, flour and sugar from
the business turnover 
tax somewhat minimisecd the extent of regressivity.with regard to import duties, a measure 
Even 

of tax progressivity has been introducedby levying duty rates in line with end use and the demand pattern relating to
commodities. 

The share of international trad.e oriented taxes declined from 55 to 48 per cent,largely due to a reduction in receipts friom tea export taxes. Export duties formedthe principal items of revenue in the production and expenditure oriented indirecttaxes, accounting for 36 per cent of receipts as against the previous year's shareof 43 per cent. Total collections friom export dutiis decreased by Rs. 537 millionor" 13 per cent. In comnpari.son to the previous year, duty collections from tea andcoconutdecreasecd by Rs. 5o million or '_,t pce cent and Rs. 127 million or 38 per cent,respectively. The reduction inl duty receipts from tea was largely due to a downward revision in the specific export duty on bulk tea from Rs. 15.50 to Rs. 10.50per kg., eflctive lrom july, 1979. Tie ma,.rginal decline inl the volume of export 
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by 3 million kgs. and the downward revion induty of tea exported inipackcts andhags as from July, 198o also contributed to the drop in revenue. With regard tococonut, which is also subject to a specific quantity based duty, the decrease was
mainly due to a fall in the volume of exports, by 55 per cent and a drop indomestic production. On the other hand, despite a decrease in the volume ofexports causd by a fall in domestic production, duty collections from rubber, where
the duty rate is on a sliding scale, recorded an increase of Rs. 99 million or 8 per
cent oing to higher export price;. " 

Though some of the minor export products such as cardamom, cocoa and citronella
oil were exemptd from export duty in November, 1979, the duty collected fromminor exports increased by Rs. 21 million or by 21 per cent to Rs. 120 million.
Coir fibre, one of the principal minor export products despite a marginal decline
in the volume of exports contributed a sum of Rs. 58 million as export duties due tofavourable export prices. Higher export prices also enab:d a sui ofRs. 22 million
to be collected as duties from cinnamon exports. In the case of graphite very
favourable export prices enabled a contribution of Rs. 20 million as duties on an 
export turnover of Rs. 79 million despite a 4i per cent reduction in domestic 
production. . .. . . 

S.Import duties while being the second major item of revenue with a share of27 per cent in the total indirect tax collections also accounted for 2o per cent ofthe total revenue receipt. Current import duty receipts of Rs. 2,754 million showed 
a 2I per cent increase over the previous year. However, the average rate of dutydeclined from io to 8 per cent. In other words, the incremental rate of growth of
import revenue failed to keep pace with the incremental grov.,th in the value of
imports. In value terms imports increased by 4, per cent but import revenueexpanded only by 2 1 per cent. This was mainly due to a substantial increase in the
import value of non-dutiable goods like petroleum, fertilizer and governmentsector investment goods imports. Excluding identifiable imports such as rice, flour,' 
sugar, petroleum and fertilizer, the average duty rate remained constant at i2 
per cent when compared with the previous year. V. 

Selective sales taxes, also a major iten among indirect taxes recorded a
reduction. Its share among indirect tax revenue declined from 2o to j8 per cent,while the share among total revenue decreased fiom 15 to 13 per cent. In absolute 
terms, collections from selective sales taxes recorded a fall of 7 per cent or Rs. 134
million. The outcome was due to louNer receipt from tea ad-valorem tax and
administrative :c,), on coconut kernel products. 'Ilie decrease of Rs. 125 million
from tea ad-valorem tax was due to the lowering of die tax rates and the upward

revision of the: price at which tax becomes operative. .In the case of the adminis
trative levy on coconut kernel products, the decrease was Rs. 275 million or 71 per

cent resulting from a drop in the volume of exports of 55 per cent and an upward
revision of the operative price. Excise on tobacco and liquor both recorded

increased receipts. While receipts from excise 
 on tobacco at Rs. 993 millionshowed an increase of Rs. 192 million or 24 per cent, receipts fiom liquor at Rs. 572
million registered an increase of Rs. 74 million or 15 per cent. The relevant in
creases were mainly on account of the upward revisions of excise duties relating
to tobacco and liquor. 

. 

Total collections from direct taxes at Rs. I,go6 million slhowed an increase ofRs. 496 million or 35 per cent. Though disaggregated data are not available, it is
evident that the increase was mainly caused by higher receipts accruing from the 
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Corporate sector. While 
 the share of direct taxes in the total revenue receiptsincreased from i i to 14 per cent, the proportion of direct taxes to GNP (nominal)
also recorded a marginal increase from 2.8 to 3.1 per cent. 

Recurrent Expenditure 

According to latest estimates, the total recurrent expenditure including nct outpaymcnts on advance accounts and supplementaries amountcd to Rs. 15,333 millionin 198o showing an increase of 22 per cent over the previous year. In this totalis included total supplementaries on recurrent votes amounting to Rs. 2,489 million
and net outpayients on advance accounts of Rs. 1,775 million. 

While personal emoluments and pensions amounting to Rs. 3,730 millionand Rs. 795 million recorded an overall increase of 12 and 28 per cent respectively,its total share in the total recurrent expenditure decreased marginally from 31to 29 per cent. Interest on debt which topublic amounted Rs. 2,282 millionshowed an increase of 34 per cent, mainly due to higher interest payments on
Treasury bills and rupee securities. . .. - .. ,. 

Though the interest subsidy to the National Savings Bank at Rs. 258 million 
in comparison to last year's payment of Rs. 92 million showed a three-fold increase,when adjusted for lags in last year's payment, the actual increase amounted to 
Rs. 36 million or 16 per cent. 

The Income Support Scheme which came into operation in 1978 was withdrawnas from July, 198 o and unexpended monies in the original allocation of Rs. 230million were transferred to the decentralised budget. Expenditure oin the Foodand Kerosene Stamps Scheme, which substituted a consumer price subsidy withdirect Lncome transfers amounted 
p(:ctively. However, 

to Rs. 1,595 million and Rs. 182 million, resin the case of infh1L milk food, there was a price subsidy,where the etimatcd expenditure was Rs. io, million as against last ye.r's expenditure of Rs. 75 millio . The decision to distributc flpee text books among allschool childr-en in government schools necessitated a new vote on recurrentexpenditure amounting to Rs. 73 million. The subsidy provision under the price
support scheme: for tea which guaranteed a minimum producer price amounted
to Rs. 65 million. The total import 
 duty rebate has been estimated at Rs. 350million as against last year's paymnet of PZs. 14o million. Tlhe increase was mainlyon account ofa substantial increase in tie value ofgarment exports which qualified
for rebates on the duty paid on raw 
material imports. 

The total amount transfcrred to seni-governmcnt entities or corporationsduring the year has be,.n provisionally estimated at Rs. 1,722 million as againstlast year's transfe~r ofRs. 94 million. Transfers ofcurrent funds to semi- . overnmententities were due to varied r'asons. There was, firstly, the normal transfer tonon-profit oriented semi-governnicnt entities to currentmeet commitments.Secondly, there were transfers offumls due to policy decisions such as the maintenance 
of certain subsidy schemes, and thirdly there were transfers relating to thereim'ursemcnt of losses. The increase in the transfer of current fids was mainlycaused by higlhr payments made to tie State Fertilizer Corporation and the SriLanka Transport Board (SLTB). The transfer of 1 s. 8oo million as against lastyear's payment of Rs. 395 million to the State Fertilizer Corporation was on accountof the fertilizer subsidy. In the case of Sri Lanka Transport Board in comparisonto last year's payment of Rs. 85 million, during the year a sum of Rs. 457 million wastransferred fir reimbursement of operational losses. The transfer of Rs. 53 millionto the National Milk Board was due to the maintenance of a producer subsidy 
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scheme. Under the subsidy scheme, a sum of' Rs. 29 million was also transferr~d 
to the Paper Corporation. Under the category of non-profit oriented cntities, thc
main recipients were, Universities and University Grants Commission (Rs. io9 
million), Tourist Board (Rs. '.9 mi!lion), Natioaal Apprenticeship Board (Rs. 41 
million) and National Youth Service Council (Rs. 30 million). 

Advance Accounts 

Expenditure on advance account opcrations during the year amountcd to 
Rs. 1,775 milion as against Rs. 1,023 million in tihe preceding ycar. This accounted 
for nearly a 13 per cent of the total recurrent expenditure in I g8o. In the previous 
year it was 9 per cent. With a net out payment amounting to Rs. 1,525 million, 
Food Commissioner's food purchase and distribution operations constituted a major 
part of the expenditure on advance account activities. The balance was accounted 
by the other advance accounts. Based on tentative data the operations relating 
to Sri Lanka-China Trade account would have resulted in a net out payment 
(cxpcnditure) amounting to ,s. 208 million, Increased cost of goods and services 
and increased activities, losses ol advance account activities which were not com
pensated with countr,'part voted exp-o:ndiatre and increased loan facili.tje to 3tate 
officers necessitated greater recourse to advances. Increased import prices, 
particularly sugar and wheat lour were primarily responsible for the heavy out 
payme.-nts on Food Commissioner's advaincc account. Expenditure on Food 
Commtsstoncr's account also included trading losses and increases in trade debtors. 
Tie original budget, however, made allowance fbr only a suni of Rs. 1oo million 
on all advance account activities. Therefore, for the third successive year, advance 
account oper;tions continued to be it major element of budgetary disturbancc.
Previous rcports and reviews focussed attention on this problem and enip%,a7*-cd 
the need to adjust budgetary format so that advance account activities cou!d be 
explicitly by incorporated in the annual budget. 

Capital Expenditure 

Total capital expdndittire incliuling supplementaries anmounted to Rs. 13,693
million, recording an increase of Rs. 4,702 million or 52 per cent over last year. 
Supplementary estimates amounted to Rs. 3,801 million, registering a 31 pFr cent 
increase over the original estimate. Net of Sinking Fund contributions and loan 
repayments , total capital expenditure was Rs. 12,191 million as against last year's
expenditure of Rs. 7,809 million, recording an increase of 56 per cent. Sinking 
Fund contributtions and loan repayments at Rs. 1,5o million showed ar, increase 
of Rs. 32o million over jast year. . 

Due to non-finalisation of' government accounts, acutual expenditure has 
not been ascertained as yet. With original estiniaters and the subsCqueii t supplc
mentaries matched against the total resource mobilization, it has Ibeel possible 
to obtain a tentative estimate on the extent of under-expenditure in the overall 
capital account. Accordingly, the derived rate of under-expenditure is 15 per 
cent. Net of sinking fund contributions anid debt repayments, the net capital
expenditure during the year recorded an increase of' 56 per cent. It is pertinent 
to notc in this regard, that capital expenditure data can only quantify the extent 
to which financial targets of expeliture have been achived. Data would not
correctly reflect the exu:nt to which physical targets have been met. To realize 
the latter, Perfbrniance Budcgtil is required. Particularly, ill an inflationary 
context, capital expenditure dtta have to be dellated in order to ascertain the real 
increase. Using the implicit GNP dcflator it is seen that the increase in total 



capital expenditure isaincl 32 per. cent as against the increase of 56 p t.recorded at current prices. While increased capital expendt'urc is synonymoL:Swith investmnent activities aimed at 'increasing th, dapital stock in the countr,
it isalso important to ensure that investment resources are apportioned ins'uch amanner that there exists a meaningful balanice bet.wcen short-term quick yielding
projects and long-term high return projects. 

A ministry-wise classification of capital expenditure is given in the Statistical 
Appendix. 

Based on provisional data, the actual expenditure on the Mahaveli Project wasRs. 3,37 million as against a iotla budgetary provision of is. 3,5oo million, showingan under-expenditure of jo per cent. In total, a sun of Rs. 439 million was spenton development work connected with Stage I, 11, 11 and ofwhich a suni of Uts. 428million was spent on Stage II and III. Expenditure on the four major projectsin the accelerated prog,'ammi,es anmounted to Its. 2,1 76 million, with rie shares of eachproject being Victoria (Rs. goi ril!ion), Kotmale (Rs. 86'2 million), Randenigala(Rs. 30 million) andlMaduru Oya (Rs. 383 Million). Expcnditur- on the associatedIrrigation Systems arnouiited to Is. 350 million, of which sums of Rs. 99 millionand Rs. 240 million, were spent onl te Irrigation Systems B & C, respectiely.The balance sumiof .s. 172 million was spent on Ulhitiva Oya and MoragahakandaReservoir Projects and the Rotalawela & Kandakadu Irrigation Complex. 

'The housing pr'ogranme of the Ministry of Local Government, Housing and 
Constructioii, on which a sum of Rs.'r,o38 million, was spei , absorbed as muchas 48 pe" cent of the total rniaistry vote. The most important single item wasurban housing programme with an expenditure of Its. 63, million. Thoughelectoral housing psrogramnme had a 

the 
provhion of Rs. 3 o million, actual expenditureamounted to R.s. x67 million. The 'low cost housing programme' and emergency
housing programme (Coloinbo Metropolitan Area) had very high rates 
 of underexpenditure. As against allocations of Rs 23 million and Its. Q2 million, these twoprogrammes utilized Its. 8 iiim and Its. 7 million, respectively. Amounts spent 

on the aid-d -selflm:h,) housing prograini and the mode village proranmne were
Rs. 130 million and Uts. 9 million, as against the allocations of Its. 139 million and
Rs. 8 million, respectively. In addition to the houing activities directly undertaken by the Ministry, a sum ofrs. 23 million wa.s a!so spent by the National -ousingFund. 

A sum of Its. 562 million w%'as spent by the main 'line' ministries on th6 SriJayawardenapura Parlianien tary Complex inl igIo. The allocation came from
several ministries. Tlhe Department oflBuildilgs spent Rs. 310 million on 
the mainconstruction activities. The Reclamation and Development Board spent a sum
of Rs. 105 million. The other items ofexpenditure on 
the project were Electricity(Rs.56 million), !liglways (Rs. 37 million), Telecommunication Services (Rs. 35million) and \ater Supply and Drainage iR.ig million). 

In addition to the i98o allocation of Rs. iomillion, tEiGCEC also utilizedsum of Us. 1o million being the amount transferred to TreTsury deposits in 1979. 
a 

However, actual direct expenditure durl-Ig the year amounted to Rs. 54 million,which was spent on Investment Promotion Zones (Its. 13 million), Negombo TownDevelopment (Rs. 1imillion), )urclhase of GCEC building (Rs. 23 million) anicapital grants to Local Authorities (R;. 7 flillion)." "l 
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The Deccntralized Budget had an allocation of Rs. 420 million and utilized
Rs. 413 million. This excludes the expenditure in the Anuradhapura district. 
The Income Support Schcme was withdrawn inJuly, 198o and a part ofthe allocation
under this vote was transferred to the decentralized budget. The main areas of 
activities under the decentralized budget were education (Rs. 118 million),
communication (Rs. io2 million), agriculture and irrigation (Rs. 48 million),
Local Government works (Rs. 43 million) and civil administration (Rs. 20 million). 

Financing of the Budget Deficit 

The budget deficit resulting from the government fiscal operations during the 
ycar amounted to Rs. 15,270 million as against the original estimate of Rs. 8,920 
million. In comparison, the deficit in the previous year was Rs. 8,791 million.
Resources available from the normal sourc.s of finance did not, however, expand
sufficiently to bridge the gap. Accordingly, steps were taken to obtain additional 
resources both from domestic and foreign sources. Total foreign finance (including
commercial borrowings) aggregated Rs. 6,'253 million as against the budget estimate 
of R.. 5,820 million. Non-bank borrowing from the domestic sources was Rs. 2,692
million which was well below the original estimate of Rs. 3,too million. This
critical financial po, ition was further intensified and aggravated in the field of non
market borrowings where the loan operations and the settlement of past commit
ments resulted in a net outflow ofRs. 88. million. Thus, the final outturn revealed 
a resource gap of Rs. 7,2 10 million. Consequently, the Treasury was faced with 
a problem of cash management. In order to meet its commitments, the govern
ment was compelled to resort to borrowing from the banking system. Total bank 
financing of '!- . . -'7.n77 million, and was supplemented 
by drawing down the cash balance by Rs. 133 million.. 

Limited success in the mobilisation of funds in the &)mestic market necess'
tatecd the drawing down of the proceeds of the Euro currc*'.cy commercial loan 
negotiated in 1979. Inclusive of the above commercial borrowing, total receipts
from foreigr. sources amounted to Rs. 6,253 million, covering approximately 41 
per cent of tie overall budget deficit. However, when the Euro-dollar borrowing
is excluded, the amount obtained by way of anticipated foreign assistance for
budgetary purposes amounted to Rs. 5,356 million. In terms of the latter figure,
foreign finances contributed 35 per cent towards bridging the budget deficit. 

When compared with the preceding year, total foreign finance recorded an
increase of Rs. !2,oi6 million or .j8 per cent. While the loan finance increased by
45 per cent, grants increased by 54 per cent. When commercial borrowing is
excluded, the increase in the loan fi'iance registered only an 8 per cent increase. Cash
loans ircluding the comtnercial borrowing classified under "other loans" increased 
by Rs. 9'il million and project loans by Rs. 338 million. Commodity loans recorded 
a marginal increase. Resources obtained under project loans amounted to Rs. 1,171
million, cash loans Rs. 1,513 million and commodity loans Ri. 1,432 million. Total 
grants amounted to Rs. 2,137 million. 

Resources form captive sources, which normally form the major source of finance 
were crowde:d out by the private sector and extra budgetary activities. As a result,
the domestic market borrowings from the non-banking domestic sources amounted 
only to Rs. 2,692 million as against Rs. 2,8o6 million in the previous year. On the 
other hand, non-market borrowings resulted in. "negative financing" of Rs. 884
million. Thus, the resource gap was met by borrowings from the banking sector 
amounting to Rs. 7,077 million and by use of cash balance to an extent of Rs. 133 
million. 

http:currc*'.cy
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Domestic market borrowing from the non-bank sources consisted of Rs. 2,8o2
million obtained from rupee securities. W,\hen adjusted for .the sale of Rs. zoS 
million in Treasury bill holdings and a surrender of 'fax Reserve Certificates 
amounting to Rs. 4 aii!ion, a net suM of Rs. 2,692 million was available for this 
source. Attempts to augment resources by way ofhigih interest rates oi rupec loans
which were revised in July, i98o and introduction of medium term bonds, shortening
the maturity period fiom o-i years to 3 years, apparcntly were not sutfficiCnt 
inducements for increased subscriptions. Contributions to rupee loans were 
exclusively made-by the captive sources. On tie other hand, there was a repayment
of Rs. 25 million to the banking sector. 

Under non-market borowings a sum of Rs. 884 million current resources was 
utilized for meeting previous ye'ar's expenditure. While there was a borrowing
of Rs. 7 million under foreign administrative borrowings, there was a withdrawal 
of Rs. 592 million of Treasury deposits and repayment of Rs. -99 million under 
administrative borrowings. The withdrawal of deposits Constitute a utilization
of budgetary allocations transferred to deposits at the end of the preceding financial 
year in respect of committed cxpcenditure. 

Domestic market borrowings from the banking sources consisted of Rs. 7,077
million obtained by way of the iLs.te of Treasury Rs.bills and 1'3 million under
Central Bank advan es. In order to obtain finance through Treasury bil's the 
statutory limit was raised on 4 occasions from Rs. 3,000 milliou to Rs. zo,ooo
million. Of the total bank financing, the Central Bank's gross contribution
arnmnted to Rs. 7,131 million. 'Holdings of Treasury bills and Tax Reserve 
Certificates b,Commercial banks decreased by Rs. 42 million and- Rs. 12 million,
respectively. Use ofcash balances comprised drawing of counterpart funds amoun
ting to Rs. r 18 million and a draw down of cash by Rs. 15 million. 

Public Debt 

The outstanding gross public debt as at end of z98o stood at Rs. 5 1,656 million,
registering an increase of ,16 per cent compared with the increase of 15 per cent 
in the previous year. In 198o, domestic debt increased by 50 per cent while foreign
debt increased by 41 per cent . - Accordingly, the proportion of fbreign loaas in
total public debt declined from 45 per cent to 43 per cent. As end of 19Po, theat 
gross domestic debt and foreign debt amounted to Rs. 29,379 million and Rs. 22,277
million, respectively. As a result, the proportion of public debt to GNP rose from 
72 per cent in1979 to 84 per cent in i98o. Intcre;t payment on public debt increased
from Rs. 1,633 million to Rs. 2,20o million ini 98o. Thus,the proportion cfpublic.
debt interest payments to GNP recorded a marginal increase from 3.3 per cent to 
3.7 per cent. As total debt service payments, including amortization, amounted 
to Rs. 3,702 million, the share of debt service payments in government ,revenue
increased to 27 per cent in19,o as against 23 per cent in 1979. externalWhile the 
debt service ratio declinedl from 13 per cent in 1979 to 12.4 per cent in 198o, the
external public debt service ratio showed a marginal decrease from 4.7 per cent 
in i979 to .i5per cent in 1980. 

The gross domestic public debt at Rs. 29,379 million showed increase ofan 
Rs. 9,745 million. While funded debt (long and medium term debt) increased
by Rs. 2,.170 million to Rs. 17,939 million in it8o, floating debt (Treasury bills,
Central Bank Advances, Tax Reserve Certificates, etc.) increased by Rs. 7,276
million to Rs. ii,.!.;o million in i98o. As a result of this dhree-fold increase in the
floating debt, the share of the funded debt in total domestic debt decreased from 
79 per cent in 1979 to 61 per cent in i98o. The share of floating debt increased 
from 21 per cent to 39 per cent. 
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Total amount of resources raised from rupee sec'rities amounted to Rs. 2,802 

rnllion as against Rs. 2,950 million ill 1979. Of this, a sum of Rs. i,6oo million 
was raised during the first half of the year. These loans carritd an interest rate of 
1o per cent per anmi and had a maturity period of io-i2 years. In July, 1980 
the maturity period of bonds was shortenld to three years and rate of interest was 
increased to 16 per cent per annum. Ditring the second half of the year a sum of 
Rs. i,2o2 fmillion was raised under medit m term loans. As in the past, the major 
subscribers v.'ere the: lttplo'ee', Pr,)vidnet Fund (I']I'1"), Slid-inr Fund!; and th 
Insurance Corporation of Sri Lanka and the National Savings Batik (NSB). 
1\ hil. the sulscription of Sinking Ftund:; and the BPF recorde!d increases of 6 per 
cent and 3 per cent respectively, subscriptions from tht. NSB and the Insurance Cor
poratiell fell by 18 per cent and 25 per cent, respectively. In absolute terms, 
the decrease in the NSB's contribution to the loan progranine was Rs. 21 1million. 
The NS continued to be the major contributor to rupee loans accounting for 33 
per cent of total subscriptions. . . 

The total amount of Treasury bills outstanding as at ead of December, 190o 
anmounted tn Rs. 9,800 million, recording an increase of Rs. 6,8oo iln over Eie 
preceding year. The banking scctozs' h,!di_gs of Treasury bills increased fro:n 
Rs. 2,7o6 lmillion to Ps. 9,61-3 million. While tihe Central Bank's hohdings rccorded 
almost a foir-fold increase, firom Rs. .2,6,) million to ltU. 9,6i5 milli,:i,cotnniercial 
banks' holdings decreased from Rs. 50 million to Rs. 8 million. 1-oldings by the 
non-bank sector decreased fi-oni Rs. 294 million to R.s. 187 million. While the EPF 
reduced its holdings by Rs. 17 million the NSB realised its investments in Treasury 
bills, anounting to Rs. 99 million. .. . 

Provisional advances to the Government under section 89 of .the Monetary 
Law Act showed an increase of Rs. 183 million as against Rs. 18 1 million ia 1979. 
TFhe total outstanding liabilities on provisional advances as at end of the )ear 
amounted to Rs. 1,319 million. Central Bank special loans to the Government for 
payment of subscriptions to international organizations was resumed in 193o and 
borrowings amounted to R s. 3o8 million. Outstanding Tax Reserve Certificates 
as at end of the year amounted to Rs. 13 million, recording a decrease of Rs. 15 
million. 

The total foreign debt outstanditg as at end of 193o amouated to Rs. '22,277 
million, recordintg an increase of Rs. 6,.36 million or .1i per cent, compared withi the 
preceding year's increase of 9 per cent. The depreciation of the Sri Lanka Rupee 
in terirs of other currencies increased the outstanding liability by Rs. 2,921 million. 
Remissions by creditors amounted to only Rs. 2 million as against .s. 804 million 
in 1979. The net receipt of external assistance in the form of project, commodities 
and cash loans was Rs. 3,516 million. Repayment of foreign loans during the" 
year amounted to Rs. 6oo million. Of this, R.s. 352 Illillioli (59 per ceat) was on 
commodity loatis, I.s. 155 millioll (26 per cent) on project loan and die balance 
Rs. 93 inillioni (15 per ccit) onl cash and equiplneit loans. 

Interest payments on public debt amounted to Rs. 2,199 milliont, recording 
an itcrease of lts. 566 million or 35 per cent. While interest oil domestic debt 
rose In Rs. 510 lillion or 40 per cent, interest on f reign debt rose by R's. 56 million 
or t6 per cent. Intcrest on domestic debt amounted to Rs. 1,737 million. The latter 

z was made up of Rs. 1,330 million, on rupee loans, Its. 41 million on Treasury bills, 
Rs. 15 million on foreign administrative borrowigs and Rs. r million on Tax 
Reserve Certificates. 

1. rihis ecitdes interest paymnots on temporary rupee borrowings and short-termn foreign loans 

serviced by the Treasury. 
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During the year under review govvrnmen' contracted 26 project loans, 

7 commodity loans and a cash loan, the valic or these loans amounted to Rs. 8,714 
million, as against Rs. 6,457 million in 1979. The total utilization of loan finances 
however, recorded a decrease. As at cad of 198o the aggregate utilization of loans 
contracted since 1970 was 56 per cent. In 1979 this ratio stood at 6o per cent. 
A low level of utilization was noticeable in project loans where the utilization rate 
was as ]lo as 36 per cent. Commodity loans registered a utilization rate of 81 
per cent, while cash loans were fully utilized. 

MONEY AND BANKING 

A very sharp expansion in domestic credit and a'sibstantial decline in. external" 
banking assets are the main features of monetary and banking developments in ,98o. 
Domestic credit expansion during the year was Rs.i 1,174 million or 8o per cent.-
Both the private sector and the government sector shared in the increased bank, 
credit. Gross credit to private sector increased by Rs. 5,123 million during the year', 
while net credit to Government rose by Rs. 6,051 million. Under tile impact 
of this sharp and unparalleled credit expansion, there was increased pessure on the' 
balance of payments, leading to loss of reserves. Altogether net external 
banking assets declined in 198o by Rs. 4,o96 million or 35 per ce, . The fall in 
external banking assets helped to moderate the adverse monetay implications of
very high credit expansion. It, however, considerably weakened the external' 
financial position of the country by the cad of the year. 

Money Supply 

In 198o, narrowly defined money supply (M1 ), consisting of currency and. 

demand deposits held by the public, increased by Rs. 1,759 million or 23 per cent, 
compared to an equally large increase of Rs. 1,733 million or 29 per cent during 
the preceding year. Meanwhile, he broadly delinecd money supply (M, ) com
prising Mi1 pls time and savings deposits of the private sector held with commercial" 
banks, rose by Rs. 4,803 million or 32 per cent, as against the increase of Rs. 4, 166 

million or 33 per cent during the preceding year. Thus, the year, i98o witnessed 
a small deceleration in the rate ofgrowth of monetary aggregaes, even though ile, 
rates of growth were still appreciably high. During the year, the monetary' 
aggregates moved somewhat erratically. The annual rate of growth of M, which 
recorded a 29 per cent level as at the end of December, 1979 declined to 24 per cent 
by the end of Mfarch 198o, remained unchanged at this level until the end ofJune, 
deceased further to a relatively low level Of 15 per cent in September, increased 
sharply during the next two months to reach 2.4. per cent at the end of November 
and decreased marginally to 23 per cent in December, [98o. Following roughly 
the same pattern, MA.declined from 3,8 per cent as at the end of December, 1979 
to 24 per cent in March, remaining broadly at this level until July, but rising 
Frogressively to reach 32 per cent by the end of December, t93o... I. 

Thie income velocity ofbotlTmonetary aggregates (i.e. GNP at current factor cost, 
divided by the monetary aggregate) recorded a marginally declining trend in the. 
past few years. In the care of M, which recorded an average income velocity 

of 7. during the period 1974 to 1977, it declined to 6.8 in 1978 to 6. 5 in 1979 and 
6.6 in i92o. Similarly, the income velocity of M, which stood at an average of 
,I..6 during the period from 1974 to 1977, declined to 3.7 in 1978, tc 3.3 in 1979 

and to 3.2 in ig8o. The declining trend in the income velocity indicates that the 
rates of growth in both monetary aggregates had been faster than that in the 
output of goods and services, thereby exerting pressure on the price level. 
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Monetary Aggregates - 197821980 

. _______ 

End of PeriodBraMoeSupyM21978 

January 5,679 

February -. 5,830 

March 6,001 

April 6,025 

May ' -. 5,876 

June 5,864 

July 5,570 

August , 5,523 

eptember 5,804-

October -. 5,835 

November -. 5,955. 

December 5,936 

Monthly Average 5,825 

1979 

6,091 

6,489 

6,752 

6,727 

6,694 

6,692 

6,667 

6,895 

--7,088 

7,159 

7,233 

7,669 

6,846 

. 

Narrow Money Supply (M1) 

nf%Change Change1980 (1978 (1979
over '77) over '78) 

7,848 + 35.1 + 7.3 

7,880 + 31.6 +11.3 

8,375 + 27.4 +12.5 

8,384 + 26.4 +11.7 

8,289 + 22.2' +13.9 

8,278 + 18.5 +14.1 

8,196 + 13.8 -4-19.7 

8,240 + 12.4 +24.8 

8,131 + 15.5 +22.1 

8,388 + 15.3 +22.7 

8,976 + 13.3 -1-21.5 

+9,428 - 10.6 +29.2 

8,368 :+20. + 17.5 

Change(1980 
over '79) 

+ 28.8 

+ 21.4 

+ 24.0 

+ 24.6 

+ 23.8 
8 

+ 23.7 

+ 22.9 

+ 19.5 

+ 14.7 

+ 17.2 

+ 24.1 

+ 22.9 

+22.2 

1978 

I9,222 

9,507 

9,975. 

10,097 

10,26
10(6 
10,180 

'10,078 

10,063 

10,389 

10,589 

10,796 

10,892 

10,149 

Amount in Rs. Million 
Broad Money Supply CM2) 

% % 
1979 1980 Chag Chang Change 

(1 7 

r 99 

8 

over '77) over '78) over '79) 
11,297 15,118 + 43.5 + 22.5 + 33.8 
12,305 15,488 +'41.8 + 29.4 ± 25.9 
12,913 16,052 + 41.5 + 29.4 + 24.3 

13,018 16,379 + 40.0 + 28.9 -4-25.8 
13,229 .16,316 ± 37.1 + 32.2 ._ 23.31329 .636 +371 +3. +2.3 

13,1791 16,41'4 + ; + .4 + 24.53 . 94 + 2 . 
13,346: .16,658 + 33.9 + 32.4 +: 24.8 
13,548: 17,100 + 31.0 + 34.6 + 26.2 

13,879 17,700 + 32,0. + 33.6 - 27.5 
14,200 18,:169 + 31.1 + 34.1 + 29.3 
14,433 19,040 + 27.1 + 33.7 ± 31.9 
15,058 19,860 + 24.9. + 38.2 + 31.9 

13,367 17,041 34.4 +31.7 + 27.5 

co 

Source: Central Bank of Ceylon. 
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During 198o, while currency held by the public increased by Rs. 407 millionor i i per cent, demand deposits of the public rose faster by Rs. 1,352 million or 35 per cent. Consequently, the share of demand deposits in M1 , which stood at51 per cent as at the end of 1979, increased sharply to 56 per cent by the end of r98o.The experience in the past few years showed that there was no significant change
in the public's preference to hold currency as against demand deposits; but thedevelopments in i98o indicated a marked shift in favour of demand deposits. Ifthis trend were to continue, it could be considered as an indicator of a furtheringof the banking habit among the public. aIt provides bigger leeway for com
mercial banks to create credit, since the ratio of currency to demand deposits is animportant determinant of the credit multiplier which ultimately determines the 
size of the money supply. 

Expansion in narrowr "nfoy a5 wen as in quasi money was responsiblethe growth in M. during the year under review. 
for 

Time and savings deposits of the
private sector rose by Rs. 3,044 million or 4 per cent in 198o, as compared with an increase of Rs. 2,432 million or 49 per cent during the preceding year. Ofthe increase in the time and savings deposits during 198o, the other private sectorconstituents accounted for a major share amounting to Rs. 2,442 million or 8oper cent, while the share of public corporations was Rs. 544 million or 18 per cent.In comparison, the time and savings deposits of the co-operative institutions
recorded a marginal increase of Rs. 58 million. However, during the early partof the year, there was a slowing down in the rate of grov'th of private sectortime and savings deposits. The increase during the first four months was onlyRs. 607 million or 8 per cent, as against a much larger rise of Rs. .1,335 million or 
27 per cent during the corre.-ponding period of the previous year. The decelerationin the rate of growth of time and savings deposits during this period can be mainlyattributed to a decline in the real rates ofreturn on such deposits against continuing
inflationary pressures in the economy. There were compelling circumstances foran upward revision of the deposit rates and this was effected in May, 198o. Sincethen, the growth of privaic sector deposits with commercial banks accelerated onceagain. During the last eight months of i98o, time and savings deposits ofthe privatesector rose sharply by Rs. 2, 4 37 million or 30 per cent, recording a monthly average
increase of Rs. 305 million, a3 against a much lowec monthly average increase ofRs. 152 million during the first 1.months of the year. Accordingly, the year 198o 
as a wholc recorded a monthly average rise of Rs. 254 million in private sector time
and savings deposits with commercial banks, as compared with a monthly average

increase of Rs. 203 million during the preceding year.
 

During 198o, wasthe monetary scene dominated by a substantial domestic
credit expansion (DCE) amounting to Rs. 11,174 million or 8o per cent. Theexpansionary impact of this was, however, partially off-set by a sharp decline inexternal assets (net) of the banking system totalling Rs. 4,096 million or 85 per cent
and an increase in the other items (net) of the banking system by Rs. 2,276 million.In comparison, in the preceding year, domestic credit expanded by a much lowermagnitude of Rs. 3,624 million o 35 per cent, the expansionary impact of which was, however, reinforced by considerable assetsa increase in external (net) ofthe banking system amounting to Rs. 1,236 million or 35 per cent. However,
the expansionary impact of these factors were off-set, to some extent, by anincrease in other items (net) of the banking system of Rs. 695 mi!lion, the principal
item being the profits made by the bank ing systcm, including the Central Bank 
during the year. 
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Monetary Aggregates and Causal Factors 

Amount in Rupees Million 

December DecemberItem December "Change 1978/79.r Change 1979/801978 1979 190 - * 
.
 Amount PercentageMonetary Aggregates. Amount Percentage 

1. Currency held by the public ". 3,015.52. Demand deposits held by the public 3,774;2 .4,180.8 + 758.7 + 25.2 + 406.6
Narrow Money Supply (M1 ) 
2,920.8 3,895.1 5,247.3 + 974.3 +. 33.4 

+. :10.8 
.. .. + 1,352.2 + -34.75,936.4 7,669.3 9,428.2 + 1,732.9 - . 29.2 + 1,758.8 -1- 22.9
 

3. Time and Savings deposits ofpriva- sector held withcommercial ntsanks 
. 4,955.7 7,388.3 10,432.0 +2,432.63.1 Co-orrati Institutions + 49.1 + 3,043.7 . ± "41.2 .. 181.6 257.7
3." Govwrnment Corporations 315.4 + 76.1 + 41.9 + 57.6 + 22.3541.0 1,491.9 " 2,036.0 +3 er private sector constituents .. : 4,233.1 5,638.7 

950.9 + 175.8 + 544.1 + 36.5 
2 ) ,080.6 + 1,405.6 + 2.442.0Broad Money Supply (MNl ........ 10,891.8 15,057.6 19,860.2 

33.2 + + 43.3
+ 4,165.8 -+ 38.2 + 4,802.6 + - 31.9
 
Sources of Monetary Aggregates
1.Dometic Credit to th " 

1.1 10,378.0 14,002.5 25,176.8Net Credit to the Government 34.9-. .1,863.0 2,920.4 8,971.9 
+3,624.5- +11,1743 + 9.8+ 1,057.4 + 56.8 + 6,051.41.1.1 Gross Credit to the Government ± 207.2..3,875.8 4,706.2 11,904.6 + 830.4 +, 21.4by Central Bank + 7,198.4 + 152.93,075.2 3,842.7 10,965.5by Commercial Banks. . 800.6 

+ 767.5 + 25.0 + 7,122.8 + 185.31.1.2 Government deposits and cash balances'.. 863.5 939.1 + 62.9 + 7.9 + 75.6 '1.- 8.7- 2,012.8 1,785.81.2 Gross credit to the private sector .. - 2,932.7 + 227.0 + 11.3 - 1,147.0.. 8,515.0 11,082.1 +-.64.216,204.0 -2,567.1 + 30.1
1.2.1 Co-operative Institutions(a) + 5,122.8 -1-*: 46.3 
1.2.2 . .. 1,377.7 938.6 741.5 - 439.1Government Corporations - 31.9. .. "2,363.1 :3,346.9 4,122.7 + - 197.1 =-21.0 

2. 
1.2.3 Other private sector constituents . . 4,774.2 6,796.6 

983.8 +. 41.6 + 775.8 + 23.2External Banking Assets (net)(b) 11,340.7 + 2,022.4 + 42.4.- : -. 3,573.9 4,809.6 + 4,544.1 + -66.83. Other items (net) -. "" -
713.7 + 1,235.7 + 34.6 - 4,095.9 .- 85.23,059.9 - 3,754.6 6,030.3 - 694.7 I. 2,275.7 

3.1 Other liabilities (net) of the Central Bank - 1,247.2 - 1,827.23.2 Other liabilities (net) of commercial banks 3,141.9 -580.0 . . - 1,314.7." - 1,713.0 - 2,069.4 - 2,720.6 - 356.43.3 Adjustments for items in transit - 651.2 . . - 99.7 "42.0 - 167.8' + .241.7Broad Money Supply (M2) - 309.8 .. 10,891.8 ' . 15,057.6 19,860.2 + 4,165.8 -r 38.27 + 4,802.6 +-31.9 
•' 


,Source: CentralNote: Signs indicate the effect on M, B3ank of C yon. • 
 . . ...(a) . r Cn eCredit to co-operative institutions has been adJusted to take account of ionles held in Paddy Marketing Board Suspense Account pending liquidationof matured Goods Receip!s. 
"(b) 

These amounted to Rs. 296.9 million, Rs. 969.3 million and Rs. 626.7 million by end 1978,1979 and 1980, respectively.Changes in external banking assets attributable to exchange ratz changes; Withdohtra entry in otheY liabilities and acdounti (niet) of Central Bank havebecn excluded from the analysis. At the end of 1978, 1979 and 1980 these amounted to Rs. 2,016 m'llion, Rs. 1.998 million and Rs. 2,917 million,resi 'ctix ely. 
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A feature of monetary developments during i98o wasgovernment sector the emergence of theas the major user of domestic credit in the economy. In fact,net credit to Government (NCG) rose unprecedentedly by Rs. 6,051 million or 207per cent during the year, as compared with a relativelyRs. 1,057 million or 57 per cent in 
moderate increase of 

from the preceding year. Government's borrowingsthe banking system during i98o was mainly in theIn the fbrm of Treasury bills.absence of any significant subscriptionsCentral Bank was called from non-bank sources, theun a to subscribe to successive issues of Treasury billsand the Central Bank's contribution to the total issue of Treasury bills as at the endof the year was Rs. 9,604 million or 98 per cent. Consequently,Government (GCG) by die Central Bank rose by 
gross credit to 

per cent. However, Government's 
a record Rs. 7,123 million or 185borrowings from commercial banksby only a moderate Rs. 76 million increased or 9 per cent. The sharp increase in the GCGwas, however, partially off-set by a considerable build-up of Government depositsand cash balances with the banking system amountingper cent. to Rs. 1,147 million or 64This was, however, made possible by a heavy use of Central Bank creditduring the closing months of 198o.banking system in financing 

The heavy reliance of the Government theonthe budget deficit increased the Government's sharein the DCE from 29 per cent it, 1979 to 54 per cent in i98o. 
The major underlying factor for the Government's heavy recoursa to the bankfinancing was a very sharp increase in go,,account nment expenditure, particularlyof capital commitments. on 

million, as compared witl Rs. 8,791 
The budget deficit in 198o totalled Rs. 15,270million in the previous year, and Rs. 8,920million in the original estimates. Resources from externalnon-bank sources sources and domesticwere available to finance only 59 per cent of this deficit, necessitating considerable bank financing. 

During z98o, gross credit to private sectormillion Or 46 per cent, as 
(GCP) rose sharply by Rs. 5,123compared with an increase of Rs.per cent during the preceding year. Even 

2,567 million or 30though there was an acceleration inthe ratc of growth of private sector credit during the year, the second half of theyear witnessed a general slow-down in the rate of increase.Rs. 3,210 million or In fact, GCP rose by29 per cent during the first half butduring the second half was the increase recordedonly Rs. i,g6 million average increase dropped from Rs. 
or 13 per cent. The monthly

535 million during the first half tomillion during the second half. Rs. 319This general slow-down insecond half of the year was the GCP during thethe outcome of a decline in gross credit to co-operativeinstitutions and public corporations.
 
Gross credit 
 to public corporatinas (GCPC) expanded by Rs.or 23 per cent in z98o, compared with 776 million a much larger increase of Rs. 984 millionor 42 per cent during the preceding year. During the first hazlf of 198o,rose by Rs. 1,033 million or 31 GCPCper cent, recordingRs. 172 million. However, there was 

a monthly average increase ofa completely different development duringthe second half of the year Nhen there was a reduction in credit of Rs. 257 millionor 6 per cent. The decline in GCPC during this period could be mainly attributedto the use of foreign financing facilities, in the form of acceptance financing, bymajor public sector corporation since the middle part of the year. 
a 

However, thetrading corporations and the plantation corporations continued to utilise comnercialbank resources liberally throughout the year. 
Gross credit to co-operative institutions (GCCI) declined sharply by Rs.million or 21 per cent during 198o. 197In the preceding year, the decreasemillion or 32 per cent. was Rs. 439The decline in credit was more marked during the second 
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half than in the first half of the year. The decreaseinstitutions was largely reflected in the advances for the purchase ofpaddy under the 

in credit to co-operative
Guaranteed Price Scheme (GPS).or 85 per cent 	 These advances declined by 179 millionduring 	 Rs.the year. The outcome is wholly explained by the sharpdcline in the quantity ofpaddy purchased by thc Paddy Marketing Board (PMB)during the year. Paddy purchases by the PMB decreased from 541.2 thousandmetric tons in 1979 to 211-.3 thousand metric tons in r98o.tive institutions for marketing and cultivation purpoccs, too, declined marginally byRs. 3 

Borrowings ofco-opera
million and Rs. 9 million, respectively, 	during the year.in the GCCI indicate the relatively diminishing 	 The sharp decline 

instituticas in the marketing 	
role played by co-operativeof agricultural commoditiescompetition 	 due to growingfrom other private sector enterprises.


Gross credit to the 'other private sector constituents'
Rs. 4,544 million or 67 per cent in 198o, 	
(GCOP) rose sharply bycompared with an increase of Rs. 2,023million or 42 per cent during tle preceding year.credit 	 Even though the growth of bankto public corporations and co-operative institutions decelerated during thesecond h.JFof 198o, credit to 'other private sector constituents' continued to increasethroughout the year. While bank creditincreased 	 to 'other private sector constituents'by Rs. 1,936 million or 29 per cent during the first halfof i 9 8o, anlarge increase of Rs. 2,558 million equally

half. 	 or 29 per cent was recorded during the secondOn account of the larger absolute increase in credit during the second half,the monthly average increase in GCOP rose from Rs. 331half to Rs. 426 million during the second half of the year. 
million during the first 

this development in It is interesting to viewthe light of the interest rate changes effected hin oay/June,i98o which resulted in a considerable 	increasedifferent classes 	 in the interest ratesof loans and advances. 	 charged on
commercial banks rose from 

The weighted average lending rate of13.9 per cent as at the end of Decmeber, 1979 to 16.3per cent as at the end ofJune, and to 17.0 per cent as at the end of September, 198o.The external sector exerted a substantial contractionary impact on the monetaryaggregates in 198o. Altogether, external banking assets (net) declined by Rs.million or 85 per cent during the year. 	 j,o96This development occasioned,complete reversal of the trend observed since 1976, when 
in fact, a

the external assetsof the banking system registered (net)
impact of high DCE recorded 

continuing growth, reinforcing the expansionary 
assets 	 during that period.(net) during i980 was the 	

The decline in externalcombined outcomeInternational Reserve (net) of the 
of a sharp decline in the 

increase in the external assets 
Central Bank by Rs. 4,677 million, off-set by an(net) of co,'n.rcial banks by Rs. 531 million.The decline in external banking assets (net) in 198osigntficant deterioration in the country's balance ofpayments position. 

was the outcome of a 
Under theimpact of a very sharp increase in the import bill,widened considerably during the year. the deficit on trade accountThe trade deficit in 198o was Rs.million, as compared with a deficit of Rs. 7,288 million in the previous year. 

i6,i.[o
higher trade deficit, in turn, led a 	 The
from Rs. 3,556 million in 1979 to 

to 
Rs. 	

higher current account deficit which rose
10,739 million
widened current account deficit was only 
in i98O. The substantially


long-term capital partially financed by net
and resourccs 	 receipts of
borrowings, leaving a 

made available from the I.M.F. and marketconsiderable overall deficit which had to be met by runningdown accumulated reserves.
 
In sum, there was a 
 slight decelerationaggregates in i98o, even 	

in the rate of growth in monetaryth)ugli the growth rateshigh levels. Deviating somewhat 	 still remained at significantlyfrom the patternmonetary expansion in 	 in the past few years,198o emanated from the 
a sharp decline in net external 

a very high DCE, partially offset bybanking assets. 
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Commercial Banking 

Following the trend observed in the past few years, the resources of commercialbanks rose sharply in iqgo. Diuriig the year. commercial b-ak' resources increasedby Rs. 7,91 8 million, wli:ch was tile highest ever on rccord for any single year.comparison, Intotal resources in 1979 aggregated Rs. 4,817major catc.ries of liabilities million. Changes in allcontributed to enlarge tiemercial banks in resource base of com190o. Conforming to the pattern observed in the past few years,the increase in deposits providcd
the year. the main impetus to die resource growth duringBjth, deraand and time and savings dposits registered sharp increases,but the growth in time and savings dpsits accountedall, for the major share. 'Intime and savings deposits rose to Rs. fo9million, largely in responseupward revision of interest rates 

I- to the 
Resource accrual 

on these deposits during the first half of the year.through increases in deposits wasincrease in other further augmented by theliabilities of Rs. 1,591 million.of profits of the banks This arose largely on accountand interest payable Thepaid-up capital, reserve funds 
held in suspense. increase inand undistributed profits also contributedenhance commercial banks' to 

resources during the year. 
Reflecting the greater participation of the other private sector arid the government corporations in economic activity, demand for bank credit by these sectorsremained high during 198o. Commercial bank creditby a record of Rs. to the private sector rose5,123 million. Despite the accrual of largeresources, a volume 'ofthe liquidity position of commercial banks underwent sharp fluctuaationsduring the year. In the first quarter of 198o, theshort term liquidity problems arising mainly from 

commercial banks experienced
heavy commitmentsof imports. on accountReflecting the acute neeci for funs, commercial bank borrowings from the 

TABLE 1. 34

Changes in Commercial 
 Bank Resources and their Utilization 

Rs. Million 
Sector 

End 1977) End 1978/ End 1979/• 
End 1978 End 1979 End 1980 

1. Government .............................

2. .. 220.8 15.6 :Central ank. .450.5 

126.1 -872.2 ... 409.23. Government Corporations .. .. -282.0 302.6 448.64. Co-operativc Institutions (a) .... -213.8 589.8 251.9
5. Other Private 

-350.5 -60.2 -1477.2
6. Inter Bank 

.. .. 484.3 276.2 451.87. Foreign 

.. 15.0 -252.1 .- 534.7 

a) Source: Central Bank of Ceylon.Credit to ci-op:rative intitutions has been adlusied to take account of monies held in PaddyMarketing Board Suspense Accountchanges for 1978, pending liquidation of matured Goods Receipts. The1979 and 1980 amounted to + Rs. 238.0 million + Rs. 672.4 million and-Rs. 342.6 million, respectively. 
Note: Minus Sign indicates net utilisation of rcsources. "'
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Ccitral Bank which tood at Rs. 195 million as at the end of 1979 rose sharply to Rs.
r,33I million as at the end of March, 198o. The tight liquidity position continued
during the second quarter and the commercial bank borrowings from the Central Bank
stood at Rs. 1,305 million by end June, x98o. Thereafter, however, the liquidity
position of commercial banks showed a marked improvement. Accordingly,
borrowings from the Central Bank dropped to Rs. 719 million at the end ofSeptember
and further to Rs. 686 million by the end of December, igo. The improvements 
n liquidity wvav also reflected in the ratio of liquid asseLs to demand dcpo,;its which 
rose from 88 per cent at the end of 1979 to 91 per cent at the end of i98o. 

Table 1.34 s nllma,'izcs the changes in commercial banks' resources and thier
utilization on a net basis. All sectors, except the other private sector and foreign
sector contributed to the net accural o re:oturces ef commercial banks during the 
year. On account of increases in fced and other assets (Rs. i,641 8 million) and in
till cash holdings (Rs. 278 million), utilization of resources within commercial 
banks absorbed Rs. r,926 million. However, clue to a large increase of Rs. t,933
million in other liabilities together with an increase of Rs. 366 million in capital 
resources, there was a net inliow of Rs. 452 million commercial banksfrom on 
account oF inter-bank transactioni. 

Government sector's utilization of commercial bank resources amounted toRs. 1.O million during the year, while the inflow of funds from this sector was 
Rs. 591 million. Accordingly, the net accural of resources from the government
sector to commercial banks amounted to Rs. 450 million. Commercial bank
advances to government corporations increased by Rs. 776 million, while their
deposits with commercial banks rose by Rs. 1,224 million, thus contributing to a net' 
resource inflow of Rs. 49 million to commercial banks. Durifig the year,
commercial bank's borrowings from the Central Bank rose by Rs. 571 million while
their reserves with the Central Bank increased only by Rs. t6 million. Hence,there was a net inflow of resources from the Central Bank to commercial banks
which contributed to augment their credit creating capacity. The co-operative
oector, On the other hand, contributed to a net resource accrual to commercial
ba-:,,. through a reduction in their borrowings from the bankingl system of
Rs. 197 million, as vell as in inc, ease in their deposits amounting to Rs. 55 million. 

Meanwhile, there awas net outflow of resources from commercial banks to

the 'other private sector' to the tune of Rs. 1,477 million. This was the combined
 
outcome of an increase in advances amounting to Rs. .4,543 million and a deposit

accrual of Rs. 3,o66 million. Similarly, the foreign sector absorbed commercial

bank resources 
to the extent of Rs. 670 million, while their resource contribution
to the banking systemn was only Rs. 135 million, thus accounting for a net utili
zation of resources by this sector to the tune of Rs. 535 million. 

Bank Branch Expansion 

The total number of bank branches rose by 67 during 198o. This was made 
up of 27 new branches opened by the Bank of Ceylon, 30 by the People's Bank,
:3by the IHatton National Bank and 7 new foreign banks. As in the previous year,the Bank of Ceylon relocated 21 ofits Agrarian Service Centre branches for security
aind economic reasons, thus making a total of 26.1. relocations by the end of 198o.. 

III persuance of tie objectives of attracting foreign capital and promotingcompetition in banking busincss, foreign banks were encouraged to open branches
in Sri Lanka since 1977. Acco'dingly, seven new foreign banks viz. American 
Express Internat iall Banking Corporation, Bank of Oman Limited, Overseas 
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Trust Bank Limited, Bank of America, European Asian Bank, Algemene Bank 
Nederland N. V., and Habib Bank A. G. Zurich, commenced business during 
the year thus bringing the total number of foreign banks in Sri Lanka to 17. This, 
together with the four local banks made a total of 21 banks operating in the 
country at the end of 198o. 

The Foreign Currency Banking Scheme (FCBS) continued to operate success
fully in Sri Lanka during 198o. The number of Foreign Currency Banking Units 
(FCBUs) engaged in these operations increased from I I as at the end of 1979 to 
I8 at the end of the year. Total assets and liabilities of these units which stood 
at US S 39 million (Rs. 602 million) as at the end of 1979 rose to US S 211 
million as (Rs, 3, 796 million) at the end of 198o. 

The National Savings Bank (NSB) opened 6 branches during the year thus 
bringing the total number of its branches to 42. 

Interest Rates 

The rising inflationary pressures observed during the first quarter of the year 
and the declining trend in the rate of growth ofsavings due to negative real returns, 
necessitated an upward revision of short term interest rates during i98o. With 
effect from 2ist April, 198o Bank rate was raised from io to 12 per cent per annum 
and the structure ofpenal rates from the then existing range of 15 to 25 per cent to a 
range of 20 to 30 per cent per annum. The other short term interest rates which 
were centred around Bank rate moved in sympathy. The Treasury bill rate moved 
up from 9 to 13 per cent per annum and the rate on government securities from 
io to j6 per cent per annum with a shortened maturity period from 1o to 12 years 
to 3 to 5 years. Simultaneously, the interest rates of the deposits with NSB were 
raised to a higher level. In terms of this revision, the rate on savings deposits 
was raised from 8.4 per cent to 12 per cent per annum, while the rates on 6 month 
and 12 month fixed deposits were raised from 12 to 15 per cent per annum and 
from 15 to 20 per cent per annum, respectively. The NSB discontinued the practice 
of accepting I8 month fixed deposits. 

The commercial banks responded to the upward revision of the Bank rate, 
penal rates and the NSB rates. Accordingly, effective 2nd May, 198o the deposit 
and lending rates of commercial banks were revised upwards. In terms of the 
revision the interest rates on savings deposits were raised from a range of 5 to 9 
per cent to a range of so to 14per cent per annum; 3 month time deposits from 8.5 
per cent toarange of 12-14 per cent per annum (the maximum rate was raised upto
16 per cent from October); 6 month time deposits from a range of I to 12 per 
cent per annum to 15 per cent per annum and from October to a range of 15 to r8 
per cent per annum; 12 month time deposits from a range of 14 to 15 per cent to 
20 per cent per annum. Commercial banks also recommenced accepting 24 
month time deposits at 22 per cent per annum. 

Lending rates of commercial banks were also revised consequent to the upward 
revision of deposit rates, but most banks provided preferential treatment to priority 
sectors. Accordigly, the rate on advances for export purposes was raised by only 
2 percentage points to 16 per cent per annum, while advances for the construction of 
residential houses were provided at rates within a range of 13.5 to 17 per cent 
per annum. However, substantial increases were effected in the case of loans and ad
vances for other purposes such as temporary overdrafts (from I8 to 30 per cent) 
consumption (6 to 24 per cent), hire purchase companies for relending (14.5 
to 24 per cent) and tourism (14 to 22 per cent). 



The increased cost of credit arising out of high lending rates was felt in the 
inter-bank call money markct where. the interest rate moved up sharply from a 
range of 1o to 14 per cent prior to April i98o, to a range of 15.5 to 19.5 per cent by 
the end of June and thereafter, to a maximum of 25 per cent per annum by 
December, i98o. 

Following the upward revision of short-term lending rates of commercial banks, 
medium and long-term credit institutions also raised their lending rates. Tile 
maximum lending rate of the Development Finance Corporation of Ceylon (DFCC) 
moved up from 16 to i 7per cent per annum effective fromJune, 198o. State Mortgage 
and Investment Bank (SMIB) revised upward its maximum lending rates on two 
occasions. Effective 9 th Miay, 198o the maximun rate was raised from 18 to i9 per 
cent per annum and firom 1st August, jg8o to o per cent per annum. Effective 29 th 
September, 198o lending rates of the National Development Bank (NDB) moved 
up from 15 per cent to 17 per cent per annum. Similarly, the maximum lending 
rates of the Natioual Savings Bank moved up from 13 per cent to 15 per cent in 

.August and theni to 17 per cent in December. The interest rates or the National 
Housing Department remained unchanged during the year. Meanwhile, the rates 
on refinance loans from tile Medium and Long-Term Credit Fund (MLCF) of the 
Central Bank were raised with effect from May, 1980 by 2 percentage points. 

Thus, consequent to the initial upward movement in the Bank rate, the penal 
rates and the deposit rates of the NSI3, the entire interest rates structure moved to 
a new higher plateau by the end of June, 198o. Such a change was very vital 
'for maintaining the savings momentum against the background of rising isaflationary 
pressures in the economy. 

Central Banking 

The total assets /liabilities of the Central Bank increased sharply by Rs. 5,996
million or 36 per cent in g8o, compared with an increase of Rs. 2,597 million or 18 per cen't during the preceding year. In contrast to the pattern observed in the past 
few years, when both domestic and foreign assets showed increases. the growth in 
assets in r98o was wholly confined to the domestic assets of the Bank, which i'ose 
by an unprecedented Its. 9,552 million or" io8 per cent. On the other hand, the 
foreign assets of the Bank decreased sharply by Rs. 3,556 million or 45 per cent. 
In comparison, in 1979 both domestic and foreign assets recorded increases, the 
former by Rs. 768 million or 9 per cent and the latter by Rs. 1,828 million or 30 
per cent. As a result of the sharp decline in the International Reserve (IR) during 
the year, the ratio ofIR to sight liabilities of the Bank (i.e. currency issue plus demand 
deposits with the Central Bank) declined sharply fiom a peak level of 91 per cent as 
at the end of 1979 to 43 per cent by the end of 198o. .....----

The Internatic'nal Reserve of the Central Bank which rose consecutively since 
1975 declined by Rs. 3,556 million in 1980. In fact, the decrease in 198o was 
alnost of the same magnitude as the increase recorded during the previous two 
years. This sharp decline in the International Reserve reflected the strains 
under which the country's balance of payments position behaved during the year. 

The domestic assets of the Central Bank rose by Rs. 9,552 million during the 
year. In view of Government's heavy dependence oi bank borrowings, credit 
to Government recorded an all-time high increase of Rs. 7,123 million ill 1980. 
Of this, government and government guaranteed securities accounted for Rs. 6,632 
million, while provisional advances accounted for IZ. 491 million. In contrast to a 
decline of Rs. 428 miilion ill 1979, loans and advaaces to others rose by Rs. 476 
million. Of this sum, short-term loans accounted fo, Rs. 357 million, which was the 
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extent to which the commercial banking system depended on the Central Bank to 
overcome short-term liquidity problems. The other assets and accounts of the Bank 
rose by Rs. 1,869 million, primarily duc to an iacrease in the outstanding balance 
of the Asian Clearing Union (ACU) accounts b,' Rs. 1,316 million. 

On the liabilities, side, the currency is.uc of the Bank rose by R-s. 688 million 
or 16 per cent, compared with an increase of.Rs. 81'2 million or '23 per cent in the 
previous year. Deposit liabilities, excluding tlio;e of International Institutions, 
rose by Rs. 1,023 million, of which Government deposits accounted for Rs. 617 
million. The increase in government deposits has to be viewed against the 
background of heavy bank borrowings during the year. With a view to restructu
ring the credit facilities made available by the Medium and Long-term Credit
Fund (MLCF), the Central Bank transferred Rs. 2o million to meet the enhanced 
credit needs under this scheme. Meanwhile, 'other liabilities and accounts' 
rose by Rs. 3,745 million. 

During the year, external liabilities rose by Rs. 205 million, as compared with a 
substantial increase of Rs. 874 million in 1979. The increase in external liabilities 
during the year was the combined outcome of increased borrowings abroad amoun
ting to Rs. 36o million partly offset by a decline in the deposits of foreign govern
ment institutions totalling Rs. 155 million. 

In sum, the monetary policy measures adopted since 1977 were carried over to 
198o and further in tensified in April 198o, with a view to improving their effectiveness. 
The monetary situation in the first quarter of 980 showed disturbing signs, indicating
that the year would end uip with undesirably high growth in monetary aggregates,
particularly if the domestic credit expansion was to continue at the same pace as 
in the first quarter. Thougl the gradated scale of penal rates was meant to make 
the commercial banks more cost conscious, there was evidence to show that the 
commercial banks, particularly the two state sector banks, were once again resorting
to heavy Central Bank borrowing. By the end of the first quarter, the commercial 
banks' borrowings from the Central Bank at the Bank rate and at penal rates rose 
sharply to Rs. 39:1. million and Rs. 937 miilion, respectively. It was evident that 
the heavy seasonal demand for credit specially fbr import purposes was met by
resorting to increasetd credit front the Central Bank. Moreover, in the context 
of two digit inflation for the 4 th successive year, there were signs of a set back to the 
momentum of deposit mobilisation effcted since the A\gust!September, 1977
interest rate reform. -Ience, urgent actionwas required to restrict credit creation 
capacity of commercial banks, on the one hand, and to provide a positive rate of 
return to savers, on the other. At the same time, commercial banks continued to 
make numerous requests to Central Bank requesting an enhancement of the 
Cxport Credit refinance facility. 

Accordingly, e-fictive April, 198 the export credit refinance facility was 
raised by 15 per cent or Rs. 30 million with a view to providing further relief to 
commercial banks with re.pect to export credit. Hence, the total export credit 
facility available at Bank rate moved up to Rs. 230 million. At the same time,
in response to continuing excessive expansion in monetary aggregates, the Central 
Bank intensified the monetary policy measure!s. Effective 2 ist April, i 98o, Bank 
rate was raised fi'oi io to i2 p'. cent, per annum. In ordcer to ftirther discourage
commercial banks fi'om resorting to Central Bauk credit the penal rates structure 
was raised fiom a range of 15 to 25 per cent to a range of 20 to 30 per cent. 
Following the increase in Bank rate, the Treasury bill rate moved up from9i to 
13 per cent per annum, while the rate on government securities was raised from T.o 
per cent to xt6 per cent per anum within a considei'ably short maturity period.
The above policy measure was furthier strengthened by the revisions in deposi- rates 
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of the NSB and the commercial banks. The lending rates of commercial banks and 
the other medium and long term credit institutions were also raised and the entire 
interest rates stiuctue moved up. "lhesepolicy measures wcre aimed at containing
the excessive expansion in monetary aggregates and accordingly arresting the 
rising inflationary pressures in the economy. 

In response to the intensification of monetary policy, the annual growth of 
N1Mfdropped firom 25 per cent in April to 15 per cent in Se:ptember, 198o. At the 
same time, duhe to increased costs, commercial bank borrowings from the Central 
Bank drnpped from Rs. 1,487 million in April to Rs. 738 million by the end of Septem
ber. The reducec use of Central Bar&k accommodation caused increased pressure,
in the inter-bank call money market, pushing the call market rates to an 
unpreccdentetly high level of25 per cent towards the end of the year. Meanwhile,
in response to high deposit rates, M, registered a growth of 32 per cent at the end 
of the year, compared to the annual growth of 26 per cent recorded at the end of 
April, 1980. 

But for the intensification of monetary policy in the second half of the year, the 
monetary situation for 198o would have been far worse. Despite the progressive
and rapid decline in international reserves, domestic credit expansion would have 
kept the growth of monetary aggregates at fairly high levels bringing renewed pressure 
on the price level. Largely in response to the tightening of monetary policy in April, 
198o the growth in monetary aggregates was maintained at relatively low levels 

for most part of the year. There were, however, disturbin- dvelopments in the 
monetary scene towards the closing months of i98o, when both M1 and M, recorded 
sharp increases. This was very largely the outcome of excessive use of bank credit 
by the Government rather than lack of effectiveness of monetary policy, per se. 

The above developments involved two major policy implications in the field
 
of demand management during r9.91. First the high rate of monetary expansion

during closing months of 1980 would bring about further price pressure by mid
 
1981. Secondly, any further intensification of monetary policy without adequate
 
fiscal discipline would not prodice d.'sired results, it is also likely to be counter
productive in achieving growth and employment objectives.
 

SUMMING-UP 
 .
 

In 198o, Sri Lanka's economy was subject to severe pressures in tie task of
 
aggregate demand management arising mainly out of her efforts to accelerate
 
th,: pace of investment. Economic developments %%h7ch were witnessed in i98o
 
and which had their antecedece in 1977, single out the difficulties of forcing the
 
pace of development through a heavy invest-neat programme in relation to the
 
available resources. Demand pressures d(weloped in i98o causing strains on 
monetary management, on th, general level of price:- and on the level of external 
reserves. The inllationary tendencics stimulated by and a:-iing fiom an interaction 
of these variables constituted dhe economic background for policy decisions. The 
management of the economy was made difficult by adverse movements in the 
international economic scene particularly through a marked decline in the terms 
of trade. 

Under the impact of enhanced budgetary outlays, government's capital
expenditure in 198o increased to a high level of Rs. 13,693 million. The latter 
figure compares with Rs. 8,991 million in 1979 and Rs. 6,614 million in 1978 and 
reveals in broad terms the acceleration of capital outlays. The growth of total 
expenditure on the one land and the slow growth of revenue on the other, resulted 
in a high budgetary deficit of Rs. 15,270 million. 
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In bridging'a budget deficit of this rhagnitudc the governrr ntrsorted to 
borrowings from domestic as well as foreign sources. It should be pointed out
that a budgct deficit financed from foreign borrowing is relatively non-inflatio ' 
to thc extent that the accrual of foreign exchange enables d restic supplies to be 
augmented from abroad, while at th.. same time imitritin a reduction in thecountry's extcrnal reserves. Borrowing from d mnestic non-bank source tends to 
be non-inflationary asreal resources arc mobili:;ed from incomcs already generated
and are substractions from income flows. Birrowin-s fro:n the banking systm,
particularly from the Central Bank, provide more definitive inflationary causation
and pressure on the balance ofpayments, as such resources not only constitute hewly":
crcated money but also increase the liquidity base of the banking system. -
............
........~ ..~~.... "........:' ...... "1 , ...
 

The :csources available to finance the 198o budget defiit such as foreign aid'. 
and domestic market borrowing were limited. In the absence of non-inflationary . 
financing sources the Government financed the residual gap by borrowing from the
Central Bank. The increased borrowings from the Central Bank came in the form
of fresh issues of Treasury bills. The volume ofTreasury bills outstanding increased
by Rs. 6,8oo million and the Central Bank's holdings of Treasury bills rose by
approximately Rs. 7 billion. The statutory limit on Treasury bills was raised to 
provide for these increases. The effect on the economy ofgovernment's inflationary
deficit financing was to raise money supply and to swell the level of aggregate
demand in the economy. The expansion of aggregate demand stemmed
both increased expenditure by the government 

from
 
as well as through increases in com

mercial b.ak credit to the private sector.
 

Bank credit to the private sector increased by Rs. 4,780 million or 4) per cent
 
during the year. Although the level of private sector credit was running at a

fairly high level, it was considered somewhat inappropriate to prune sharply the

supply of credit to this sector on account of the contribution this sector makes

towards facilitating supplies of goods and services. The Central Bank was mindful
 
of the fact that a sharp cut back of credit to the private sector would have had
adverse effects on the domestic economy. In the circumstances a more pragmatic

policy using conventional instruments of credit control, bank rate changes 
 and
 
moral suasion was pursued.
 

In rg8o the availability of exch inge reserves for financing imports permitted a 
moderation in the rate of increase in tle price level. The annual average of the
Colombo Consumers' Price Indx regiatered an increase of 26 per cent in 198o.
The WAholesale 
 Price Index of the Central Bank too shjwed a highr increase in
 
in 198o over 
the previous year. The annual average of the ind,.ex increased by34 per cent if 198o co:.:pared with a 9 per cent increase in 1979. Mi etary

agg,'egats too sho.ved increases of similar magnitud,.s. M ey supply (M1 by

23 per cent and M. by 32,per cent) increased despite the running down of external
 
reserves by 72 per cent. Resultant pressures on balance of paYments led to 
a
depreciation of the Sri Lanka Rupee vis-a-vis m jor currencies. Th-s depreciation
of the exch inge rate was most m irked during thE: second h ilf of th- year. The 
pattern of developacnts witnessd in 193o of a high level of epe:diture, increase 
in the money supply, running d vn of external reserves and a d :- 'eci'ition of the
cxchange rate, emrih-isise that an economy cannot continue t) wiihstand a -vel of 
aggregate demand which is in excess of th, availabilily of real re.sources. Increa:sesin aggregat dmand result in "overheating" and it is only a redaction in the level 
of demand which ,ffers a longer term solution. 
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Both the Governments' budget and the private sector credit requircments have to 
be worked out in the context of permissible targets on borrowings/lendings, feasiblc 
growth rates and a level of external reserves considered adequate for import require-, J
 
ments. 

In so far as the budget is concerned, a closerbalance of government revenue 
and government expenditure would be a helpful step in overall demand manage
ment. There is a strong case to re-examine the revenue base so as to make it more 
responsive to income increases .Mobilization of savings is another useful move in 
limiting bank borrowings. From the point of view of the private sector the insti
tution of a credit budget so that the rate of absorption of resources by the two sectors 
could be specifically provided for and these be matched with the rateofgrowth
of supplies would permit a better management of the econurny. A reasonably
designed credit budget appears to be a useful instrument for achieving economic 
growth targets while avoiding the ills of "overheating" and the pre-emption 'of 
funds by one sector. 
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fear becaUse ot the strong performance
the agricultural sector 

e 
and related procesg. 

ing industries. 

;Production of paddy and subsidiary food 
Crops are expected to be higher hi the 
plantation sector is ePected torecover from 
the effects Of the drought which affected 
output adversely In 193. 
The output of the sector as a whole to 
expected to Increase by 6.3 per cent corn 
pared with 3.1 per cent in 1980. The pros.
pecL's for manufacturing output are brigbter
With an estimated Increase in output of
5.3 per cent compared with 0.3 per cent 

I here Is a point beyond which we cannot'go. The scope for further cuts In recurr. 
ent expenditure is very limited. Govern. 
ment wages are modest and subsldies have 
already been reduced substantlaly..'On the 
capital expenditure side, 'the Governent 
has to support investment in the productive 
sectors of agriculture,fisherles, Industry e"
and to maintain the expenditures in- the 
social sectors of health and education. W 

have to generate employment for our peo.

ple which, after all, 
13 the reward for the 
sacrifices they have been called upon to;maake. 

in 1930. Constructioand in 1980.Construcion actiityprocededand
apace though at a somewhat lower temp, 

The service sectors vontinue to expand.r. Speaker, these are remarkable achie-
'ements in the light of the extremely ad. 

Yerse external climate which continuesplague our country. They are indeed 
to 
t 

complete vindcton of the fiscal and m'a 
fletary measures that we took in the latter 
half of IP90 and the first half of 191. 

r. ..the policies and the pro.-r6peaker,
ruinr of this Government have had the 
endorsement of the International communi. 
ty. The International Monetary Fund, which
In 1980 suspended our drawings under the 
Extended F-und Fclilty, resumed thetmrangement in June this year. The Srl Ar-Lan. 
Im Aid Group meeting was held on Juno 
30th and July 1st this year in rok~o, Qm 
July 23rd, I gare this House a complete &,
count of Its proceedings .• . 

Slevel o£ a d 
will not repeat the detailL• Let me only

Say. Mr. Speaker, that Sri Lanka today re.ceIves almost the highest level of aid Perhead of population for any aid receiving 
country. The total aid committed by donor

*Governments and organlsatlon *In 1980 
amounted to Re. 10,674 million (SDR 498 
million), as compared with only Rs. 1,603
million (SDR 165 million) of aid "commit. 
nments in 1976, which was the final year ofQ.h: Pr:;' t(Usgovernment's term of Office. 

'Aid commitments in the first ten montbjof this year amounted to Rs. I1,423 million'
(SDR 497 million). In spite of this vast 
Increase in foreign aid, we have succeeded 
In keeping our Debt Service Ratio 'at 7.5 
per cent In 1930 which is one of the lowest 
levels in the world today. This Is -because 
our aid has been obtained on very favour. 
able terms. % " 

Mr. Speaker, et me take thi opportunity 
to thank all the many donor Governments;
and Agencies for their generous asistance 
in support of our development efforts. Our 
development programme could not liave been,
undertaken without this assistance. 

Mr. Speaker, while these are very favour,
able developments, there still remains the 
basic problem of a fundamental imbalance, 
In the budgetary operations of the Govern.
inent - our expenditure is still running fag
ahead of our resources. As I have Indicated'
the Government has done all It could, con
sistent with its development strategy, to 

.- -f...endtue.n the publio sector. 

0 

Foreign aid as a source of finnjg 
vtrnment expenditure is drying up. -1 have 
on a number of previous occasions told this'House that due to economic difficulties in,
the developed countries, their aid conmit. 
ments are likely to decline in the future. 

We should, therefore, expect & rathersharp decline In aid commitments from 

i182 onwards. In this situation, if w re 
to continue with the massive development 
programme on which we have embarked, 
we must raise .substantial resources of:our 

This can be done only by new taxation.New taxes would undoubtedly impo fur 
ther hardships on our people. The burden 
must, therefor% fall more heavily on the af 
fluent and those who have" 'Gd from our policies. directly benefit.: '. . .ni. 

ad frm ocount

Financial 1982 

mr. Speaker, the Draft Estimates already
presented to the House provide for a groseexpenditure of Res. 38,991 Million. This com-pares with an estimated expenditure this 
year of Rs. 30,407 million. .I

Rocurrent expenditure will rise from l_%
15,557 million in 1981 to Res. 19,499 million 
In 1982. I1 the context of. the Govern. 
ient's firm commitment to the 
Ca of the busic welfare measures such s.medical services and education, • recurrent 
expenditures cannot be pruned down. 

CapiLtl expenditure. which is estimated alV& 13,850 million this year. would rise to 
Its. 19,492 million In 1982. 1 have decided 
to hold down capital expenditure, i . the 

major means of containing total g. vern.
rnent expenditure within available resources 
In tact, the bulk of the estimated capital 
expfndlture In 1982 ie for ongoing pro.
Jects. The Government's two lead projects 

Of Mahawell and Housing will aborbabo(
Per cent of tht dstmlated capital expe.\.diture. 

fr. Speaker, the estimated revenue for 
19812 at existing tax rates is n& 17,89 rail.
lion, an Increase of Rs. 1,827 million over 
this year's revenue. Import duties would In.creae by 23 per cent, BTr by 24 per cent 

ncome taxes by 25 per cent. MIcportt ncomte ter hand a5prectct
t on the othr had, expct
 
decline by 6 per cent because of the duty

adjustments made this year consequent to 
the decline in export prices. 

Mr. Speaker, public corporations have ta
the past been recipients of large stuns of 
money from the Budget to finance their 
development and expansion programmes AlI rule, this Government has thaldecidedthese Institutions should generate adequate
internal resources to finance their invetment programs. 

a Government has further decided thba 
trt nhanfcuig coprtos.trading and manufacturing orporations,embarking on new investment.. pro ra=, 
should pay the Government a minimum di
oIdend of 10 ptr cent on capital employed.


I expect a total contributilon
ent revenue of Re. 200 million toon govern.this ac-
I also expect a net receipt of s. 100 

caussmillionofontheAdvance Account operations bereduced scale of operations by
~~Insummary, thethe p re-Budget 

1982 Is3 
as follows 

L Recurrent expenditure(.9 

In uno r rud 

Advance Account Receipts 

. 

Current Account Deficit . 
IVantenan-iv. Capital E.penditure 

"itr'picture 

u, 

100 
"+ ,0 i 

. 17,809 

- 1,590 
19,493 

Overall Budgct Diflet 2 1 
ve -



BUDGETS
 

d.Larnka pxays a o
 
Despite measures to increase domestic revenue, Colombo 
continues to depend heavily on foreign assistance 

By MAnik de Silva 
Colombo: Sri Lanka's deficit budget for 
1982, presented to parliament on No-
vember 12 by Finance Minister Ronnie dc 
Mel, indicaieo that the South Asian island 
nation will continue'to depend heavily on 
foreign .assistance io.keep its ambitious 
development pro-grammes going. Sri Lan-
ka has emerged as one of the highest per
capita aid-receiving nations in the world. 
De Mel claimed in his budget that "for-

,eign aid as a source of financing govern-
ment expenditure is drying up," and cer-
tainly; the International Monetary Fund 
(INIF) for one has recently been taking a 
tougher line with Colombo - something 
reflected in the moves to boost domestic 
revenue next year. Nevertheless, the gov
ernment expects to raise Rs 14.2 billion 
(UsS9J9.1 million) from abroad (mainly 
in "soft" loans) to help finance the pro-
jected Rs 21.2 billion overall deficit on the 
1.982 budget. - e ,,.- - ..: "- : preciation of the Sri Lankan rupee in re-

The final budgetary picture for 1982 
redicts recurrent expenditure of'Rs 20.6 
illion and revenue at Rs 193 billion, 

leaving a deficit of Rs 1.25 billion against
Rs 400 million expected for 1981. Adding
in projected capital expenditure of Rs 19.9 
billion, takes the overall budget deficit to 
Rs 21.2 billion against Rs 14.2 billion in 
1981. In addition to the Rs 14.2 billion 
coming from abroad, this will be financed 
through Rs4 billion of domestic non-bank 
borrowing, leaving treasury bill issues to 
close the gap of Rs 3billion, 

the government's 450,000 employees, 
raising more revenue (with the minimumdrawn from the broad masses) and mas-
sively pruning grov ing government ex-
penwdit ures. l g 

Meanwhile, the government cannot es-
cape the fact that the balance of payments
and consumer price inflation (which de 
Mel said had come down to 18% this year 
against 1980's 35%) will continue to bemajor problems until the elections, due iii 
1983. The balance ofpayments is expected-
to be Rs 10 billion in deficit on current ac-
count in 1981 with an overall deficit of Rs 
1.5 billion. High priority has to be ac-: 
Corded to containing these twin evils and 
restoring a reasonable degree ofe.conomic 
Stability. 	 .

The World Bank and the IMF both
pointed out that one of the best revenue
opportunities for the Sri Lanka Govern-
ment lay in a business turnover tax, which' 
de Mel has now announced. The tax will 
be levied on most imports as well as on a 

"This is only 2% of the projected gross
domestic product for 1982 and is a re
markablc improvement over the past two 
years," said de Mel. "It is,however, nec
essary to keep strict control of expendi
trite
during 1982 to keep within these lir
its." 

The finance minister was acutely con
scious of what rampant financial indisci
pline in 1980 did to last year's budget. The 
IMF suspended disbursements under its 
Extended Fund Facility (EFF) which had 
enabled the government to dismantle de
cades of -"changeand import controls and 
to liberaise what had long been a highly 
regimented economy. 

3n June, de Mel succeeded in negotiat-
Uinga resumption of disbursements under 
the EFF. But the price he had to pay has 
been clearly visible in the continuing de

cent months as well as in the need to raise 
more domestic revenue as demonstrated 
in the 1982 budget. 

With prices continuing to rise way 
ahead of wages, and the government all 
too well aware of its incicasingunpopular
ity in the country over prices, de Mel pre
pared his budget aware that his task was 

.not merely to find the resources needed to 
bridge whfit was clearly going to be a huge
budgetary gap. lie also had to find the 
right-mix of economic, social and financial 
policies. This meant giving a pay rise to 

wide variety of domestic produce, includ

ing rice, which had p'eviously been tax exempt. The finance minister decided that 
the tax will be levied at differential rates of 
2%,5% and 10%.. I.... I ..,, 

The most price-sensitive items as well as 
those vital for the domestic production ef
fort are charged at the lowest rate. These 
include agricultural inputs, buildingmate
rials, food items, other, t tan infant milk
food which is free of the tax, fishing boats 
and nets, handloom and pure:cotton tqx,
tiles, pharmaceuticals including ayurvedi
(traditional) preparations and other man
ufactureditemsthatusedtobesubjecttoa 
1% turnover tax. . . , 

"some of these items are items.of 
mass consumption, but I feel there is 
no alternative to taxing goods which 
are articles of mass consumption if addi
tional .resources of the magnitude re
quired have. to be mobilised, This is the 
price we have to pay for development and 
employment," de Mel said. He claimed, 

http:items.of


however, that price increases in many of 

these commodities would be only margi-
nal. Taking rice as an example, he argued 
that seasonal price fluctuations on the 
market will greatly exceed the tax, which 
will amount only to about 10 Sri Lankan 
Cents a "measure" (just under Ikg.). 

Most other items go into the 5% cac
gory, with only a few itcms already taxed 
at ovr 5% shunted into the 10% band. 
The old tax law contained ahost ofexemp-
tions which the finance minister said were 
unjustified. De Mel removed most excep-
tions but undertakings processing the 
country's primary products of tea, rubber 
and coconuts have been styled "exempted 
businesses.". These manufacture or grow 
desiccated coconut, coconut fibre, coco-
nut oil, copra, crepe, rubber, sheet, rub-
ber, block rubber or tea, 
.,Other exempted items are infant milk 

foods, fertiliser, crude oil, articles manu-
factured in Sri Lanka and exported by the 
manufacturer (excluding jewellery and 
gems) and goods and materials imported 
as'inputs for export manufacture. De Mel 
said that the additional revenue expected 
from his new scheme was Rs 1.3 billion. 
This was over half the total of Rs 2.2 bil-
lion raised by his various new revenue measures. .port 

The other revenue-raising devices used 
inthe 1982 budgct include a surcharge 

on income tax and wealth tax, with the high-
er income groups carrying abigger burden; 
an increase in the turnover tax on bainks 
and pawnbrokers from 2%to 5%. and on 
finance companies from 5% to 10%; tax 
increases on hotels (up from 15% to 
20%), luxury restaurants (up from 2% to 
100/), building contractors (tip from 2% 
to 3%) and architects and building consul-
tants (up from 5% to 10%); an incrcae in 
the turnover tax on advertising receipts of 
newspapers and periodicals; an increasc i 
excise duty and turnover tax on liquor; in-
creased taxes on tobacco; stamp fees on li-
quor licences; increased stamp duty on 
cheques; a revision of fees levied by gov-
ernment departments, and increases in li-cence, registration and transfer fees ofmotor vehicles. 
De el was compelled to give a wageM

rise to meet icreasin discontent among 


wage-arners• He decided t compen t 
government employees with Rs 2 for 

every one-point rise in the cost of living in-
dex above a base figure of 360 for Sop-
tember 1981. This gave the government's 
employees an added Rs 62 in thei pay 
packets. In addition, a salaries review 
committee report giving civil servants aminimum rise of Rs 45 a,monthhas been 

acceem ris of Rs blibn, 

a e , giving a total of Rs I billion. 
While state-owned compalies, h.i 

been required to follow the govcrnmer.. 
lead and pay the cost-of-living allowance 
from their own resources, the cabinet has 
said it will need to d.tcrmine how thosecoprations lacking sufficient ieans will 
make payments without recourse to trcus-

ury funds. Many private concerns already 
compensate their employees for increases 
in the cost-ofliving index and these are not 
likely to want to make further payments. 
But the government has announced that 
wages boards will consider wage levels in 
trades within their purview. 

budget has been a sense of apprehension
ol what (he business tax will do to prices. 
Opposition arties have concentrated 
their fire on ttis area. Former prime mn

ister Sirimavo Bandaranaike's Sri Lanka
 
Freedom Party has concentrated on the 
new tax, while the Tamil United Libera
tion Front said that what the government 
had given with one hand has been taken 
away by the other. .'. , 

ne Mel gave sonic incentives to the tea, 
ID rubber and coconut plantation tripod 
on which the Sri Lankan economy con
tinues to rest. The minister, who has often 
expressed unhappiness about the perfor
mance of.these primary crops, declared: 
"I have emphasised on several occasions 
the imperative need to revitalise our plan
tation ector. Only a satisfactory level of 
performance in this sector will assist us to 
secure a favourable balance in our exter
nal accounts and provide the base for in-, 
dustrial growth. The government has al
ready taken, during the past few years,
several policy measures to revitalise this 
sector . ... However, the results have not 
been quite up to expectations." 

With the two big state-owned planta
tion corporations nearly broke, and the 
plantation industries in poor shape, the 
minister had little option but to offerhigher replanting subsidies and reduce exduties and other taxes which would 
mean a revenue loss of Rs 380 million on 

tea, Rs 30 million on rubber and Rs 50 mil
lion on coconuts. 

With government expenditure due to 
peak from next year until 1984, and with 
aid tightening up as work on the big deve
lopment schemes gets into top gear, the 
government knows very well that itspre
sent econoinic problems are destined to 
grow. 

The government of President JTunius 
Jayewardene has had unprecedented sue
cess in mobilising foreign aid in 1980; total 
aid committed by donor governments and 
organisations added up to Rs 10.7 billion 
against the Rs 1.6 billion of aid commit
ments obtained in 1976, the final year of 
the previous administration. Aid commit
ments for the first 10 months of 1981 
amounted to Rs 11.4 billion.[)e Mel, who claimed a"vast increase inforeign aid," did not mention the fact that 
the Sri Lankan rupee has depreciated very
sharply since the present United National 
Party administration took office in 1977, 
thereby boostiig the local-currency value 

of foreign aid. It istrue, however, that the 
government his succeeded in getting aid 
on terms which made it possible for Sri 
lanka to maintain a7.5% debt-service ra
tio last year. This, the minister claimed, 
"isone of tilelowest in the world today."basic problem remains one of re-But tile 
dicing dependence on foreign aid in the 

10on tern. 
De Mel warned: "Tile budgetary situa

tion is most unsatisfactory. We cannot 
possibly allow it to continue. If expendi
ture continues to increase far beyond our resources like this, there would soon be 
unmanageable inflation and unsustain
able defits in our balance of payments, 
which would jeopardise the chances of 
achieving the government's development 
objectives within the framework of a free 
and liberal economy," 12 
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IFC to help set up National Housing Bankj
 

Osy S. A. Gilbert Diaa)
 
THE International Fiaince Corporation of an
Washington affillate" of the WoddBIank Is likely to ussi.,t tCe government to .,ct up a National Housing Bank" InSr: Latuka which will linanzice hoisingK activities in the private sector. 

Tile Prime MIIiifAr Mr. 
R. Prenadfisa, who Is
 
also tho Ministur of Local
 
GovarIunent, I-ousitl,
 
Construction and Iligh
y;ays has decided to 'et
 
lip tha lnew bUAilk to It..isi
 
prospective house build
ars to step-up the pace
 
of const~uctlon activitLies
 
to ease , pl'esetlt acute
 
shortag'e of houses In the 

According Lo uuthOrl
tative sources, the need
 
for an it 'ncy of this ni
tLi:e .hld been Identilld
for a loll, time and It is
 
en t.&..ed that the pre
se:! I I 1.ll.y '.ii . 
co',ld be solved to ,I at'cat
 
extetit with the esrab
lisment of a lendih;
 
aLenlt'y to h1ell)PtVat
illividtlal. solvo their
 
A'It:.Ctv( O IJ Iw.
Cllll
lt iOl o 

'Jhf. Prim0 Min..Ler hls 
a ,t llo i ed an otllcial 
comimittee to prepare r I 
cI.p"&'e:zive report on 
? .1 t 1tng of tilh' 

1W!111 

B:I of T'itiek. 


j)'t*;"ttloil thlltl lI'I111id 


i.'l'tVI help (hvto thal 
e rnII'ian t by irovdiin u. i 
it'l of the InItIal canl
tal ftr the Batik. 



Sa 
move to set un a National-2-.. .,- .	 an is another step to-

DAI(LY 	
.w a. cs v~hiavina this 	-oa]. And4 t"At IO--1- f "'weS lter tk 	 hone this will result in relierbeing granted 

___ 	 _.__ 
to the middle classto erect a o,, over,.- The 	Nationaji. e2ais,ous'nz Ban. . 

* P. 

undax. Times" report that.the 	International Finance .Cor.poratLon of Washington will lend 
.inga he hand to the govern-

nent in settinC up a NationalHouslnz Bank in Sri Lanka willno dOUb1 	 ....warm the hearts ofof alall 
citizen stilli waithg for 	theirdream Louse. 

Te p-'zopczed Housing Bank isto 	 bc e.tablished to acceleratethe 	ho-se - bu"ing programie 
ah-d after this government 

came nL9 ower in l97-andC.s i,3to~v~ 1 
..... -. 

,.... 
..e.th. 	 countr:y.

,.no , of houses i 
I-e have time an" gain come 

bar',-o the toic ousngc asthi. is a problem causing much concern - particularly 2mong. i
th icid!3 class in. the island. 

..... an almost • 
S.. task forlass workerthe average:in this 

count'--, to build his own home.L< -,. have shot un to un
02.':2v..be levels and the 	pravail.i... cost of buildinz materials hes put 	 a stiff hurdle beforethe 	mxnddle class and their own

accolnm o.ati.on.


? c for cert.in tkat tis
is ::0 GOucu of the "bi,-=st "rob
IerL, the 	Pime Minister too isfaced with. As the MJinister of 
-.U.--*,- his me.i.se 	 objective is to.. t every familv..in thiscoLznl-.,, has 	a hou:se of its own.His 	concern in ths drection hasben i: -ns2, and h: has.exi,lored 	 Pv,-,pinssible ;nue op,'n tohim to rake this object: e a

reality. 

On~ce a-ain reiterate must lay
em'phasws on givino. the iddl.cl -.Se n, deal. This particular
-Irou) hais dorne the brunt of priceiP2er and 	r7-in inflation.Theey desen.w re"inf~ad a remedyto their accomrodation e 
aches will ro doubt have the mostscnhirPleffect.ZanceThe 	 International I-, Cot-"Fi 
poration which is an afiliate a!
the World Bank - has 	areaa.fi_dicated its wvillingness- t6 findan6epart o. the 	capita,things movin nede to t..at the ban:. -

Accor-., to 	 the "Sunday'
Times" report the Prime Ministe i- has appointed an ofiiciaI-'com.Mittee prepare 
sive report on 

n to a comprehen-. 

the setting up of.,
the bank. We 	hope this committee also steps up the ace and re-. 
ports its observations withoutdelay. . ..... 

this s ef ]"
the 	foundations for a brigkhtei
future for several thousandl eiti.."zens, suringing up before .long... 

http:areaa.fi
http:o.ati.on
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crops and another 1,500 ha.will be developed f*or a rotation of rice and upland 

under perennial irrigated crops. The project has been appraised by the World Bank 

and requests for co-financing have been made to the Governments of Japan and 

Kuwait. The estimated cost of development of Zones 3 to 6 inclusive of provision for 

price escalation is Rs. 3,600 million. 

12.09 	 The feasibility report for System '13', prepared by a Canadian consultancy firm 

of Sri Lanka. The downstream develnpmcnt is bringwas financed by the Government 

partly financed by USAID, and a loan agreement for a sum of US S 10 millon has 

been signed. A contract has been signed with a US consultancy firm for tlh preparation 

and designs of the main irrigation distributory system and theof detailed plans 
agricultural development of a pilot area covering approximately 4,000 ha. Meanwhile, 

on the roads and buildings is being prUccided with.construction work 

12.10 	 From 19S3 onwards, the Mahaweli Programme will bring a steady and 
however, is theincreasing stream of output annually. A major cause for cooccrn 

problems ofheavy and unprecedented escalation in the costs and conisequent 
earlier by numerousfinancing. Thus, the generous financial support pledged 

to cover the foreign costs of the programmegovernments and international agencies 
the four reservoirs alone, the shortfallis now inadequate. It is estimated that on 

in foreign cost financing for the period 1981-195 will be abot:t US $ 280 million. 

Details of total cost, phasing of expenditures and financing are given in the tables 

in Part 111. The firm and continued support of the international community would 

be necessary for the Government to bring this programme to fruition. 

13. The Housing and Urban Development Programme(') 

(a) Hbousing 
13.01 	 Public sector housing construction achieved good progress during the period 

as follows:1978-1980. By the end of 1980, 20,841 housing units had been completed 

5797 urban housing units under the direct construction scheme, 8699 units under 

the aided self-help (ASH) scheme including model villages and houses for the fisheries 

under slum and shanty upgrading. Insector, 5880 electoral houses and 465 units 

addition, another 39,556 housing units were in different stages of construction; 16,750 

units under urban direct constnction, 17,766 units under the aide' -elf-help scheme 

and 5040 under the electoral housing programme. 

13.02 Several steps have been taken by Government to cheek the rapid cost escalaticn in 

the housing and urban construction sector. The system of negotiated contractshas been 

replaced with the normal system of competitive tendering for all const:uction projects. 

1. For convenience of presentation the water supply programme handled by the 

same Ministry is also discussed in this section although it is not part of the 

lead projects. 

/
 



A new scheme *'ordetermining architectural and conson a sliding scale, has t
been eVolvcdprofessional bodies and agreed uponswth


costs. A n IDA a so as to Provide repe .'.
Of. trcon _..ssted ince di e st t p o de i cntives oro Construction Industry for owithglo errspcteestrctied.w
,,-: _,' ow r g ti
of trained construction skills for the sector and to set up an equipment leasing corn-

Cost. asssteA IDA ^ cnstructionCon tru~ on ndu tryProject designed to increase thle supply
pany enabling contractors to acquire equipment at reasonable cost, has com
menced. In addition, the initiatives taken by the Building Materials Corporation and 
the proposed Building Materials Advi,ory Centre at the Industrial Development 
Board under the Small and Medium Industry Project, are expected to stimulate theSupply of building materials. 
13.03 The entire housing programme has witnessed a marked shift in emphasis towards 
the aided self-help schemes.About half of thedirect construction urban programmes, 
where unit costs are high, has been Postponed. In addition to this change of emp. 
asis, the Government has launched a programme to upgrade slum and shanty dwell
ings in the City of Colombo and other urban areas. During the year 1981, a total of 
6255 slum and shanty units will be upgraded at a total cost of Rs. 32.5 million.13.04 The total investment in the housing programme during the period 1981-1985is 

estimated at Rs. 5116 million, from the government budget, and is directed towards 
easing the housing shortage in a mupon the government budget 

inner which would place a diminishing burdenovcr time. The most important step in this direction 
is the movement toy ards self-financing in the case of middle and lower-middle income 
housing schemes which are under construction or completed by the National Iousing

.Development Authority (NHDA). The
some 
 NHDA has initiatedhousing units on an outright basis and the others 
a programmeinstalment basis to sell so as on a downto recover costs and provide payment plusa reasonable rate of return. In 

the case of low income housing, -t.ps have been taken to chargemore realistic rentals.13.05 Initiatives have also been taken by the NHDA to shift from direct construction 
towards a system which coulddevelopers. stimulateThe NHDA house building activity through privatedevelopers will acquire land, develop such landon an undertaking that they and sell to privaterequired to construct would construct houses for sale. They are houses on approved plans, make no profits on land already deve.
 

loped, but derive profits only from the construction and sale of houses. Several tax
 
incentives and concessions have been offered by the Governmentactivity. in this area of 
13. 06 In the ASH programme, emphasis has fallen upon cost reduction through greater 
use 
of local 'building materials and development
rural living conditions. Rather than the State Providing the entirety of building mate

of designs more appropriate forrials as in the past, with the allottee providing only the labour, the materials supplied 
by the State under the revised scheme will be confined to cement, bricks and tiles 
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iro th rothelcluresWith the balance materials being obtained by thle att 
er u,t uRr.ed by theSt 

cash allowance made available to him. Tle cost 

to Rs. 14,000 under the 

could thus be reduced from the present level of Ks. 22,000 

revised scheme*
 
on the Greater ColomboMaster
 

13.07 The urban develoPment programme, based 
elase g to land reclamation and 

an Dvjgeoap umb of gramn.s n . .... e,n romo onPl ,- ucture, laOf pro. lnd ceararce, resettlement,n d number l tpm ructur h nves t m,, t,' r . rb..0 . . . • o o t ran sport i nf.. .. t r 
en v sag es a _npl a, s to ot 

amenta r n 
devclopmentliil i nconnecaon rlimea and administrative capital Kotte.pa t the establiment of the 

pzraindae,,hys cal p a- ,,.... of 


vate sector-lainly
 
zones and te shifting of the e verae 

programme is to be handledby th 
13.08 A large part of the 


the Echelon Squ tre development, Lotus Centre development
 

cedle orcmpltoi theen isth programme Is~the~~ ntlect'vestmentarlVientary~ ~ ComplePIns ~development procts pintYthe city.t K30oBd 
13.09 Budfetary provision for urban development which is scheul c.oramei 

are,.kt o3 co m l e 
- s ,, t oreS 3olnS Fish sq .•secoru projects under ...coo aee melimited tobn0y1only the Ko.e ft each at 

The other public sector or s
by the end of 19S a s

and0 the ruotawatte
blocks dadministratic nthe two co 


Market, the pettah market 


be financed by the sale of debenture. s, r, hSsctor in the 
:.vowter and bette" 

Supply sanitation has received in
(cYater 13 htn o d i tae~~ n 

at Rs 3500 miion an 
crease eh as sne, 9, 

The total investment proposenLs a three-fold increase 
(crease empasis sin 77. 

n
 

period 1981-1985 is estimated at Ks. 3500 million and repre 


over that envisaged in the 1979-1983 programme. There will also be room for admitt 
direct Governmenthaily on 

•n new proieCts in 1985. 
as welt asi operation and 

13.11 The water supply and ,nitationsector depen-11 v the 
taken a decision to charge 

a i e eo 
involvement in the preparat io. 

through standpipes"This would enable 

watermaintenance of projectS. Theconsumel"
Government has, theres, 

while i e 
water rates for domestic wvhoand commercial co 1ections,groups
lowest incomiethe Water Supply & wrainage Board to cover the operational and maintenane 
costs of water supplY schemes and to reduce the existing high rate of wastage. The 

in the first Water SuppV Project for Colombo has 
tetering programme included 

of reasonsf mainly the delays in the supply 
fallen inumber been and metering in two UrbanovercomeThese diflculties hae nowme 

wh d
whichCouncil areas in the Colombo District, namelY, Kotte ad Municipalitye for the Colombo

etering pr
been cil The Two other Urban Councils, namely

'le c oletedino yars.s ctted 

53starein l9.0 will be completed in two ye 
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Matara and Kegalle, have aiready started installing metcrs while a number of other 

placed their orders for meters. Once the programme is com
local authorities have 	 maintheir operational and 

the water supply schemes will be able to cover
pleted, 
tenance costs. 

The Government is also considering the possibility or involving rural commu
13.12 	 water supply projects 
nities in the planning and implementation of sanitation and 

view to increasing the cost-effectiveness of such programmes.
with a 

13.13 The main programmes that are to be completed during the 1981-1985 period are 

given in Table 19 in Part III. The World Bank aided South-West Coast Water Supply 

Project Stage I is progressing on schedule. The work on the Greater Colombo Area 
March 1981.Stage II commenced in 

Water Supply ania Sewerage Project 

Under the scheme for the provision of rural water supplies, 207 ground water wells 

127 of these wells. Five
 
were sunk successfully and pumps have been installed in 


small towns have been com
piped water supply schemes for the supply of water to 

pleted with the assistance of UNICEF in 1980, in addition to 15 other piped schemes 
of water supplyThe programmeown resources.the Government'sfinanced by 

major schemes, 11 minor schemes and 22 
schemes under construction includes 31 


UNICEF assisted rural schlemes. In addition, design works on 42 schemes have been
 

completed and these are due to be implemented during the year 1981.
 

14. The Greater Colombo Economic Commission (GCEC) 

14.01 The programmes of the GCEC were intended to be the major plank in the Go-

It envisaged the establishment 
vernment's strategy of export-led industrial growth. 

to attract foreign capital and technology for 
of Investment Promotion Zones (IPZs) 

and to enhance 
ventures, to create more employment and output 

export oriented 
the country's foreign exchange earnings. The incentives offered to these firms have 

In addition to fiscal incentives, these 
in Part I SectionlO.already been discussed 

are provided with a wide range of infrastructure facilities such as an air cargo 
zones facilities, additionalmodern telecommunication
terminal, containetized shipping, 	

roads and other services. 
housing, prepared factory sites, utility connections, access 


Security of investment is guaranteed by legislation.
 

complex covering about 
14.02 Thl, first IPZ has been huccessfully established in a 

A second IPZ at Biyagama located 
300 acres adjacent to the Katunayake airport. 

on 400 acres near the Kelani Rive- is to cater to heavy and water consuming indus

this project has commenced this year.
tries. Work on 

14.03 	By end December 1980, 137 industries with a totalinvestment of Rs.4037millioat 
firms had signed 

had been approved under the Katunayake complex. Of these, 57 

had already commenced commercial production and 
agreements and twenty three 
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as rRs.isentroill.ilend979 
exports. Gross exports from these firms i...nc 

4 at th end 
to Rs. 505.3 million in 1920, while factory employment has risen from 5 

10581 in December 1980.
of 1979 to 

(B) 	 OTI IER SECTORIM', PROGRAMMIS 

su 2 ecn 
makesup22percent15. Agricultuire

Outside the Maltaweli ProgrammeinNvestmentinagriculture15.01 	 for the period 1981-1985. When the agricultural compor
of total budgeted investment 

ents of the Mahaweli Project, the Decentralized Budget and the District Development
 

to 54 per cent. The main 
included the share of agriculture increases

Projects arc 	 are in plantations 4 per cent, field 
investments in agriculture outside the Mahaweli 	

and animal 

and minor export crops 4.4 per cent, irrigation 9 per cent and 	fisheries 

husbandry 2 per cent. 

(a) The Plantations 
9S5 total Rs. 

15.02 Budgeted investments in the plantations sector for the period 19S1-
88 per cent increase over the investments envisaged 

2,748 million and represent an 
earlier in the 19S0-1984 programme. In addition, considerable extra-budgetary invest

is expected.
funds and the resources.of the state corporations

ment from cess 

15.03 	 Investment options in tea, rubber and coconut have been examined in depth and 

been identified. The 
investment priorities and strategies for the tree crops have nov 
mediui-term investment programme for the tree crop sector reflects these investment 
priorities and strategies. ence the investment programme would remain unchanged 

for the next five years excIpt that the level of investment would be increased depen& 

s w ul et 
od ities.these com xming on the availability of foreign aid and favourable changes in 	the world prices for 

15.04 The main objective for the plahtation sector for the next fiveyears would be to 

asand increase output in the short term 
the declining trend'inproductionreverse 
the long term and improve tle qulity of manufacture in order 	to maximise 

well as 
the foreign exchange earnings from these crops.
 

to the above objective would be the objectives of;
 
maintainingin the sector by

15.05 Complementary 	 levelspresent employmentthe 
- maintaining 


producer margins at remunerative levels;
 

optimising land utilisation by diversifying uneconomic tea, rubber and coconut 

-

land into other subsidiary crops and bringing new land under tea, rubber and 

coconut in areas suited for these three crops; and 

improving the living standards of the estate labour by upgradinlghousing and 

other facilities. 
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I. Total Public Investment ..of which 

(i) Extra Budgetary Re-
sources .. . 

(ii) Non. expansionary Resources available to
Government Budget' 

(iii) Supplementary financingrequired for investment 
programme ••2. Total Budgetary Provision 

Allocated to:(i) Agriculture ..
(1j Mahaweli .. 
(2) Other Irrigation ..
(3) Forests & Lands(4) Fild & M inor Export5 

Crops .. ..
(5)Plantations .. 
(6) Animal Husbandry
(7) Fisheries .. 

(ii) Htousing, Water Supply &Urban Development .. 
(1) Housing & Construetion S.y ..(2) Water Supply .. 
(3) Urban Development 

TABLE 19 
ALLOCATION OF GOVERNMENT CAPITAL EXPENDITURE 1981-1985 

(A) Summary-All Sectors 

1981 1982 1983 1984 1985 
T FA T FA T FA T FA T Flf 

14,612 - 18,457 - 19,124 - IR.676 - 1S,710 -- - 1 ,7 87 0 

22,571 2,680 

8,654 7,990 13,057 10,517 14,839 12,232 14,536 11,882 14,535 11,587 

3,387 - 2,720 - 1,485 - 990 - 1,075 -12,041 3 5,102 15,777 8,756 16,324 8,767 15,576 6,281 15,6101 2,992 
5,491 2,937 9,577 6,274 9,725 6,186 9,502 4.319 6,179 1,8723,750 2,140 7,217 5,162 6,963 5,097 6,800 3,280 4,260 1.046461 310 773 418 941 307 910 270 481 179102 39 143 39 136 25 125 7 73 -1 57 73 -
665 252 635 284 686 290 709 323 498 262220 118 51i 262 661 324 718 351 638 299115 32 129 49 118 42 88 18 97 25178 46 169 60 220 101 152 70 132 61 

1,6874 811 1,9734 1,078 2,054 1,127 1.650 798 1,457 621 
909 479 1,004 543 1,087 527 1,075 511 1,041 475613 332 929 535 967 600 575 287 416 1461654 - 401 - - -

F. 

-

-

39,738 

24,200 
19,836 
1,4S2 
13S3 

1,319 
781 
266 
434 

3,839 

1,681 
2,117 

41 

(Rs. Million) 

1981 - 1985 

L. T. 

- 89,5798 ,7 

- 65,671 

- 9,657
30,623' 75,3235 

16.274 40.474 
9,154 2S.990 
2.0S4 3,566 
441 57941 5 9 

1,874 3,193 
1.967 2,74S 

281 547 
417 851 

4,982 8,821 

3,435 5,116
1,383 3,500 
154 205 

FA 

54,208 

-
31,898 

21.288 
16,725 

1.484 
110II 

1,411 
1,354 

166 
338 

4,435 

2,535
1,900 

-
M 
X 

0 
0 



-- 

(iv) Economic Overheads(iii) Industry .p•r3,712134 1,245 823,4R9 181,335 60 163,756 1,393 35() Po er 2t .. 1,033 337 957 41 ,5 
38 198 155 353(2) Power a l749 515 ,9 3268 81

munications 767(3) Posts and 207 366 7,229 17,425- 2,832 1,180 5,5445elecom-" 504 311 4,012 ,274431 310 446 115 431(4) Other Programmes o - 2,225 336Economic & Admini- 300 151 -0 2,2136 2,561 1,251526 336 2511,5339 259 263 ,57strative Overheads 
572 422 106 1,517 566 2.083 1,191.. 1,630 208(4i5cae 1,575(v) Soci l Overheads .. 9nll 56 273 1,79198 656 51 729 429 1,9972734551 ,79 45 753 546 703(vi) Uniallocated3 4 1 - - 35 1,776 7221 2 1 305 5 lfg,1 364 ,3 9 7 ,9 25 0 __ - 3 62 5,4 879 182 

(I) 4 ,39 7Figures provide for additional mobilisation in the years 1982-1985 and also Rs. 450 million in each of :hese years tinder US AID housing guarantee.

_ 
(2) Includes a 

s 12,041 m. 

sum of R:. 520 million in 1981 and Rs. 280 million in 1982 in debcntures for Urban Development.(3) in th figure,t R,d st 0 million forrldsrb etin th Eo-f-to rc Eoard; Rs. 

is 

.R 

after 

.C 

the 10% cut on capital expcnditure imposed by Cabinet and also providesforthefolowing supplerentaries not shownili nf rt eEcti yntidctd 
500 million for irrigation highways and 

fertilizer stores; Rs. 50 million for Randeniga!a construction. Rs. 60 millionI-or this reason for(4) figures will not total .... distriuuon oto Rs. 12,041 million. 
and lecause all ministries haventdcatdtedsrbto tile 10%cut the seetoral

Together with Rs. 520 million provided for U.D.A. debentures in 1981 fte1%cttescoathe sector total will be Rs. 2,207 million in 1981 and the amount for Urban deve
lopment Rs. 685 million. In 1982 they will be Rs. 2,253 million and Rs. 280 million respectively.(5) Includes Rs. 4,397 million for new projects to be identified. 

(6) Will not add to 75,328 vide (3) and (5) above
T = Total Cost FA = Foreign Aid F = Foreign cost L = Local Cost 
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rAnL' 19 (contd.) 

M. HOUSING, WATER SUPPLY AND URBAN DEVELOPMENT 

(Rs. Million) 

1981 1982 1983 1934 1985 1981 - 1985 
Total FA Tbtal FA Total FA Total FA Total FA Foreign Local Total FA 

1. Housing and Other Construction 909 
=Of which Housing ., (720)

(i) Urban Housifig .. 238 
(ii) Aided Self-help and

Electoral Housing .. 450 
(iii) Slum & Shanty Improvc

ment .. 32 
(iv) IDA-Construction 

479 

(458) 
-

450 

8 

1,004 

(703) 
238 

450 

15 

543 

(450) 
-

450 

-

1,087 
(770) 

300 

450 

20 

527 
(450) 

-

450 

-

1,075 
(790) 

300 

450 

40 

511 

(450) 
-

450 

-

1,041 

(770) 
270 

450 

50 

475 

(450) 
-

450 

-

1,681 
(938) 
740 

450 

39 

3,435 

(2815) 
606 

1,800 

118 

5,116 
(3,753) 

1,346 

2,250 

157 

2.535 
(2,258) 

-

2.250 

8 

Industry Project .. 
(v) Other Construction .. 

(vi) Annual Programmes.. 
(vii) Cultural Development,

Archaeology & Museum 

-
160 

2 

27 

18 
3 

-

-

140 
132 

2 

27 

90 
3 

-

-

149 
140 

3 

25 

75 
2 

-

-

99 
152 

3 

31 

61 
-
-

-

49 
185 

4 

33 

25 
-
-

-

183 
231 

3 

35 

254 
538 

11 

108 

437 
769 

14 

143 

269 
8 

-

-

2. Water Supply .. .. 613 332 929 535 967 600 575 287 416 146 2.117 1,383 3.500 1,900 
(i) South West Coast

W.S.S.-Stage I .. 

(ii) Greater Colombo W.S.S. It
& Sewerage .. 

(iii) Matara-Dikwella W.S.S. 
(iv) Trincomalee W.S.S. .. 
(:) Jaffna W.S.S. .. 

(vi) Other Schemes .. 

253 

8 
81 

210 
1 

60 

109 

7 
49 

167 
-
-

144 

307 
125 
253 

78 
22 

33 

214 
39 

184 
65 

-

29 

530 
91 

121 
37 

109 

I 

427 
17 
65 
25 
65 

39 

485 
16 

-
4 

31 

-

284 
-
-
-

3 

10 

378 
-
-
-

28 

-

143 
-

-
-

3 

285 

1,055 
188 

380 
72 

137 

190 

703 
125 

204 
48 

113 

475 

1,758 
313 
584 
120 
250 

143 

1075 
105 

416 
90 
71 

3. Urban Development 
(1) Parliamentary Complex,

Kotte .. .. 

165 

165 

-

-

40 

40 

-

-

-

-

-

-

-

-

-

-

-

-

- 41 

41 

164 

164 

205 

205 

-

-

(D 

In 

0 

0'-4 



Annex 6 (cont.) 

MONEY AND BANKING 

Reserve PositionTABLE 6- of Commercial__RBanks p e ,M H o 

Reserves Reerve Actua! reervcs(..Required Time q r c; Total .D o ot -Till EIc s , l Is"End of Period DepositsDemand against and a .o-v- hCoatDe;m ad /Savingi Timegai nrt1 Ca hequretCawitSet. // E . T. eeve| Lanct(o) DemanDTposits iman I ' reZq n lApart as Totl ()3-(5) Cash(]) Deeposit s (2) + .. th ResrveTserve.Till 
( 3) () i ( ) /( Rc ) (1970 .. .. 879.7 140.11969 l~~ S ~9 1,173.3 259.2 1,004 51.35 1.4 6 70 1,191.7 59.643I.-9W 318. 4 .3 7. 152. 6197 12. 1 .
1 43..l9119 ,1 . 1 l 9 16(49 1,346.4 ) 3 5 1, 1 9 ) 34fe 61 524--6.167.4 339.3 .4 - .6 

1973 *. 36.1 
.. 1,493.5 393.31974 1 49.8 7.1.0 16.-2.. I 1,733.2 496 6 

.. 
487.0 1,745. 54-3 57. 1.1 131:1975 87.3 3f... 1,763.3 211.6 42.31,748.1 87.4 1563 5766-1976 .. 299.0 2 1.. 2,539.6 79.0 31.9304.7 2,230.4 111.5 416.2 22.3 132.222-7-7 
 144-1 
 4218
1977 1st Qtr..7 5'6 I 132.l32,.. 2,417.6 120.92nd Qtr. .Q 

44.7 3C6.6 135.7 4453. 2,847.1 3.6 2353341.63d ,tr . .2,854.1 342.5 2,580.5 123,031-.4 151.6 4.
44.1 
 46 70.3 4.
4th Qtr. 3,179.0 3 5 3,5591 2173 0 59. 6 05.1978 1st 5 20'2.Qtr... 3,637.32nd Qtr. 436.5 3,941.3 1)7.1 633.6 
 732.6
,3,396.5 4,2S..33rd 107.6 214. - 732.6 99.0Qtr... 3,3jlt8. 403.7 4,542 221 622.1 1694.6 474.9 
4th 627.8 658.2 - 694.Qtr... 3 6431 64.- 7.55437.2 4,897.2 244.9 621 

. 41. 
737.8
1979 - 737-
1st Qrr. 3,595.1 57 4921467.4 5,893.5 294.7
2nd Qtr 762.1 813.2.. 4,074.1 438.9 - 813.26,109.9 305.5 51.1 550 23rd Qtr .. 4,517.3 542.1 794-4 912.3.3 

4th 6,652.2 3326 874.7 925. 11.9 472Qtr... 4,636.3 556.3 - 91..7,394.5 369.7 17.9 472.6925.0 96 
 -- 92)6. 51.2 477.6
1930 Ist Qtr. 4,853.2 585.04,0- Qtr..57-2- 7,703.0 385.1 971.12 2nd91.d . .. 4,803.7 577.2 1,033.  1,030.3 441144.5 422.2 00.2 5-999.4 1.C61.9.
1980 September.. 4,985.5 59.3.3 
- 1,061.9 62.5 534.79,605.7 
 133- 1 07."6 1,000October . ,022.3 602.7 - 108004.9,454.5 4i2.7 
 1,076.9
November 5,601.8 . - 05,740-
6-93.8672.2 10,2,31.21 514.051 1,1.2 ,20. 

- 1775-o-,11,220.2December.. 63. 
- 1,22.2 3034-0 6 73.5,74.3 653.6
0,651.1 /532.5 
 1,221.3 1,263. 
 -
1931 January "" . 5,062.45 , 725.7 11535.4 

1,2b3.7 424 S544F bury' - 4.9FeM ar 6 0 '"Z 576.8 :,204.11,33.1,3 I - 1,332.. "5 - 1,33. 1 277.88 6419 843 .1
69,.6
March 11,057.95,727.6 637.3 552.9April 11,873.6 5937
"' 5,843.1 281.0 1,342701.2 11,055.2 . - 1,342.1May 5,2658.- 5977 1 293.9 1,372.7 61.0 822.7 
June 631.9 12,337.3 616.9 1,248.8 - ,372.7 731 1,069.0"'4,947.7 1,376.0
692.7 12,991.7 - 1,3?0 127.2July .. 4,933.6 7795 ['472.2 1,450.1 - 949-1690.6 12, 87.7 1,450.1 -22.1Auustr .. 5,433.9 770.9 1,461.7 1,587.4 749.3

76i,, 13,272.0 1,5S- 125.7
Septen"br 5,433.3 1 
796.0 1,557.0 1,579.0 732-.

761.3 ,66./. 1 1,579.821.1 1,582.4 16,6,9 22.0 759.2
 
- 1,634.9 52.5 759.

Nute: The r rservei art! coinp. S euz-rc:ee.- e,l wekly every Frid .y 
C ntral Bank of C eylon.W ednesday. on the 'isis of deposit" iabClotiesFigure"i"re50Cn nPU ted apolicable un il the next as on the previo_(a) Inc!udes inter- Tl.,rai .(b) bank deposits.Pur;uin- to re,uations uni:r seztioni 10:, 93, 94, 93 and )7 of the ine-ary Li w 

are tddePasiits iakanJre .I6 ;perre cento mao.i t a:n wi th t-ten.ra 
A,: chapter 422, commercial 

their spe i 11deZo 3;tS 
.i n in I;_iavin.;; J.-)eitc.nk cash rei-rve. amountin., at I .per3 in'zi ire alo reqluired cenz of their demandto maintainsccori in term; of Section 69 (A) (2) (b) of,' t1 10 per cent ofam.n 1A3 by A.ct. N. 13 of 1955. Itn d RevenueWith effe:t fron Act No. 4 of 1963, asB ik) .vre si-n m lth F-bruar,re..uired 1951,t.) s, ii,-;ac:ial reth, of con:n.rzial banks (except People'sovar .;selev of su-h ;n-it 

33 per ccnt hn.st ,ily increase in their demand depo;it1955 Pa:,e 'B th- l.i of busi-.s on Iebruary 1 1951,nk win, r-., \ith effect from 18thd:. a... the 1,: 
t) ni in.ain s-pecial reserves of June,28 per'cent
ii itael. eo. aiines-; on 9th June 

' 4init any increase in deIi.) the "s:-.tutory reserve'" were 1955. Betw en September 11, ,ind 
With 1953 and Aunrust 26,effec- from 13 p.!r cent of demand d'posit; and 5 per cent of time and savingsB-twee0 25th Auu r. 

April 7, 197", Coamercil bisn: are no l.oner required depositi.1935- in 19th lune 1931 the '8 tatutory reserves" were 
to maintain special reserves.12 per cent ofand 5 per cent of tim.e demand deposits

(c) Fro.-nJuly 1)61, 
n] Savins deposits.cona.arcial bin'.-: i permir;t toanil partly m int n required res-rves partly in the form of till cashre4.a,:re in ct fori of ru-ac-e 


From D:cemnb-!-

t- nalinrain their reie:vm der.isir in th2 Centril Bimk.wh.:hly in tht form of deposits with the Central to 2, 1977,(d) !'nk. the banks areTotal till cash less amount set apart as reserves.(e) According to Central Banks Book's. 

(f') The Banks were not able to mak¢e declarations under the reserve requirement regu'ations due to the strike by 
bank employees. 

\i
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Annex 6 (cont.)
 

MONEY AND BANKING
 
Rates
 
per annum) 5 /
 

CoinrnerLia! Bank's Advances Rates 

Loans and Overdrafts 
SavuredI 	 byBills 	 S_____by(1) Inter-Bank PurchaedeDeposits Call Loans and 	 6Sharm of I I U


Dbcounted Govcrnment Joint Stock Stock in Immovnble Others Unsezured
Securizies Comp nies 
 Tra~ie(11) ' (12) (13) 	 Property(14) (15) 06) 	 O rs
Max, 	 (17) (1) (19)Min. 'Max. Min. Max. Mn. Maxin
a . . , Min. IMax. Min. Max. Min. Max. I Min. Max. Min
 

2 2 
 2 2 8 4 7f 41 8 5j 8 4f 82 2 2 2 	 5j 9 4 8 418 4 74 821 2 3 	 5j 8 51 8 5v 9 4 8 52 8 3* 7f 3j 8 ,* 8 6 92j 2 3 	 2j, 8 34 7 34 9 5 3 6 
6 8 5 8 5 

21 2 3 	 9 6 8 5 8 5
2j 8 41 7 44
3 2 	 9 6 8 6 9 6 9 41 9 53 3 8 1; 7 5i 9 7 9 6 9f 7 10 5 9 7
3 2 3 3 8 4i 7 54 9 719
3 2 3 	 6 9* 7 10 5 
31 3 	

3 8 4* 7 5i 9 7 9 6 91 61 10 5 
9 
9 

7
7
31 8 S 53 9i 7 91 7 9j 7 11 5j 10 7


54 i 51 
3j 31 	 44 9 5j 8. 5j 10 7 11 71; 10 7 it 641 41 4j 41 10 61 9i 6j 11 9 12 si I1 8 	

11 71 
12 6, 12 81
41 4i 5 	 5

1 	 i0 f 91 61 11 9 12 81 11 8 124 5 5 10 64 	 6j 12 8j
41 41 5 	

94 6i 11 9 12 8f 11 8 12 6j 12 8j10' 61 94 6j 11
4f 	 9 12 8i 11 8 12 61 12 8*5 5 10 61 10 751 5 	 12 9 121 81 12 8 121 64 131 88 5 12 8* 11 7151 5j 8 	 5 13 81 14 7f 
12 9 13 81 12 8* 13 6 14 9113 9 14 81 14 8* 14 6* 14 91 

54 5j 91 	 7 21 11 18 121 19 137115 71/5, 91 7 21 18 	 19 13 19 13 20 10 20 111 121 19 13* 19 13 19 13 20 2010 18
 
71/5 71/5 , 91 
 7 21 11 18 121 19 131 19 13 19 13 20 10 20 18
7 1/5 7 1/5i 94 7 21 11118 12119 13 19 1371/5 71/5 91 7 	 19 13 20 10 2021 11 lIS 124 1 ) 13T 19 13 13 	 is19 20
71/5 71/51 9 7 21 11 	 10 20 is18 12i J 134 19 
 13 19 13 20 10 20 18
 
7/s 7 1/5 9* 7 
 21 11 18 12i 19 131 19 13 19 13 207 1/5 71/5 	 10 20 1810 9 21 11 18 124 19 134 19 1371/5 71/5 131 91 	 19 13 20 10 20 1821 11 13 121 19 134 19 13 1319 20 10 20 1s
 
9 11 9 21 13 18 121 19 14 20 13 19 13 20 10 
 21 1a
9 5 14 10 21 13 18 121 19 14 20 
 13 19 13 20 10 21 18
14 10 194 151 25 15 23 15 28 15. 28 15 28 13 11 22
24 30
14 lO 194 151 25 15 28 15 28 
 15 28 28
15 13 24 11 22
14 10 22 161 25 15 23 15 15 	

30

28 28 
 15 28 13 28 11 30
14 10 23 161 25 15 28 28 	 22
15 15
.14 10 25 21J 25 15 15 	

28 15 28 13 28 11 30 19
28 28 
 15 18 15 28 13 28 11 30 19
 
14 10 13 111 25 15 28 15 28 15 
 28 15 28 13 28 11 30 19
14 10 14 25
12 15 23 15 15
28 28
14 10 14 11 25 15 	 15 28 13 28 11 30 19
28 15 23 15 28 15
14 10 16.4 15 	 .8 13 28 11 30 19
 
14 10 	

25 15 28 15 28 15 28 15 28 13 28 11 30 19
21 16 25 15 28 15 28 15 15
28 28 13 28 30
11 19
14 10 23 191 25 
 15 28 15 28 15 28 15 28 28
14 10 21 18 	 13 11 30 19
25 15 15
28 28
14 10 20 171 25 28 	
15 28 15 28 13 28 11 30 19
15 15 28 15 15
28 28
14 	 13 28 11 30 19
10 21 18 	 25 15 28 15 28 28
15 15 
 28 13 28 11 30 19
 

SL5rc11
1 Cent 1Dn o
Source: 	 eCentral Bank of Celon 



MONEY AND BANKING
 

MoncyTABLE 10 (C) / - -(Per centurnCen- Commercial Banks' Deposit Rates 
Government tral
Treasury Bills Bank Fixed DepositRate 

onAd-End of Period Pri-may Market (Bank 3Secondary v..nce. ! 2.1 36 483 6miry MaMRate Months Months 36Months Months Mor.ths() D!s- Redis- (b) M,onth s 
count count (5) (6) "x-(0

(7) (8) (9) 
________ () (2) (3) (4) NMax. I Min. Max. Min Max. Mina. i .Mix MayrMax. . Mir. 

1960 2.6 - - 4 2J 2 2 f21961 . .2.68 -- 22 - - -4 2i2 2 2f 2 2 21962 . 2.80 - - 4 2 2J1963 . 2 - - 4 
2 22 22 - - - 21 2J 2 211964 . 2.80 - 

1965 300-
- 4 2J 21 2* 2,2*21 

2 1 
- -I- 5 3* 2* 311966 3.00 2f 31 21 3* 31 31 31 31 31- - 5 31 211967 .. 3.C - -

3J 2J 3 21 31 31 31 3* 3 3J 
1965 .. 364-

5 3 3 3 3 31 3 31 3.1 3 31 :f 3i- 5f 3*3*31 313*3 3 31 3 311969 4.10 31 4 31- 5 4- 3l 4 3f -44 41970 4.76 -
4 41 

1971 . 5.CC 
44 4 14 14 14f4 54 it15* 5 5* 51- 1 4 1 It 4 It4 5 41972 .. 5.00 5J 5 5f 5*- - 6* 4* 41 f 1 41 51973 . 5.00 41 5f 5 5 5141jf 14 414 1*4 5 41 5i4 11974 " 5-00 - - 5 5J 5i4 41 I1975 5.0- -C (1 

i 41 5 4*l 51 5 51 5iC 6 7 76 ?1976 .5.00- - 6* 7 71 7 716* 6 7 6*7 7 71 7 71 7 7 7 
t977 5.00 103rdQtr. 81 8J 12 11 15 14 - -  -4th Qtr. 9.00  - 10 8* 8* 12 11 15 14 - - -



- -
1978at Qtr... 9.00- - 10 84 8* 12 11 15 14 2nd Qtr... 9.00- - 10 Bi 128 11 15 14 -  " 3rd Qtr. . CC -  10 8* E* 12 11 15th Qtr... 9.0C - - 10 14 - - - - - 61 81 12 11 15 1 -

1979 istQtr... 9.00 
 - - 10 8* 8* 12 112nd Qtr... 9.00 - - 15 14 10 81 8f 12 11 15 3rd Qtr.. 9.C. 14- - IC 8f 8* 12 11 154th Qtr... 9.00 14- - ,0 1 8* 12 11 15 14 
1980 Ist Qtr.. 9 -C -7. 10 8, 84 12 11 15 2nd Qtr.. 13-00 - - 1412 14 12 15 15 20 20 22 - - -
19 80 September 13.00 - - 12 14 12 15 2015 20October .. 13.00 - - 12 16 18 

22 22 -- •12 15 20 20 22 22 -November 13.CC •- - 12 16 12 18 2015 20 22 22 - •December.. 13.0C1 - - 12 16 12 18 15 20 2220 22 

1981 January 13.0C6-


- 12 16 12 18 2015 20 22 22February.. 13.00- - 12 16 1812 15 20 20 22 22March 13.00 - 12 - , - 16 12 18 15 20 20 22 22April 13.00 15.5 16.5 
 12 16 12 18 15 20
May 13.00 15.5 16.0 12 16 12 18 15 
20 22 22 -


June 13.00 16.0 16.5 12 16 18 
20 20 22 22 - = 12 15 20 20 22 22 -
Juiy 13.0C 16.0 16.5 12 16 12 18 15 20
20 22
August 22 

September .. 13.0013.00 16:0 16-i 14 16 12 S 1 2
16.0 2 0 22
16.5 

121 
16 

12 
18(a) Wihted average of bills issud on tender. From 15. 8.1969
15 the rate paid on Treasury billsCentral Bank is 3.24 per 20 urchased by thecent. Begining November 1977, 20the Central Bank purchases Treasury bills utthe22current market rate.(b) This is the rate at 22which the Central Bank grants advances to commercial banks for -their temporary liquiditypurposes. However since August 1977 each bank depending on selected assets items was allocatedof such borrowing a certain quotaat the Bank rate. Borrowings in excess of this quota was subjected15*,' per annum. In September 1979 a graduated scale of penal 

to a penal interest tate ofrates ranging betweenintroduced. It was further revised upward 15 and 25 per cent wasto a range between 20 to 30 per cent effective from April 1980.With ef ect from August, 1981eank rare was raisrd to 14 Fercent, while the renal rates were raised to a range
betwe.n 21 to 30. 

/<
 



Annex 6 (cont.)
 

MONEY AND BANKING 

Deposit Rates of Savings Institutions 

TABLE 11 (per centum per annum) 

Poat Off Ice Savingsl National Savings Bank (a) Savings 

End of Period Bank (b) Savings Fixed certificates(d) 

Deposits (b) Deposit (c)
C1) (2) (3) (4)1969 3.0 3.5 4.5 5.0
 

1970 .3.6 
 4.0 45 5.0 

7. 

1973 .. 
 - 7.2 7.5 11.0
 
1974 ... 
 7.2 7.5 11.0
 

1975 
 .. 7.2 7.5 11.0
 
1976 .. 
 .. 7.2 7.5 11.0
 
1977 1st Quarter 
 " - 7.2 7.5 11.02nd Quarter " - 7.2 7"5 11.03rd Quarter "' - 7.2 12- 18 11.04th Quarter - 8.4 12-18 11.0
 
1978 Ist Quarter '  8.4 12-18 11.02nd Quarter "'  8.4 12-18 11.03rd Quarter " - 8"4 12-18 11.04th Quarter .. 8.4 12-18 11.0
 
197^ 1st Quarter 
 " - 8.4 12-18 11.02nd Quarter "  8.4 12-18 11.03rd Quarter ' - 8.4 12-18 11.04th Quarter - 8.4 12-18 11.C 

1980 Ist Quarter " 
2 - 8.4 12-18 11.0nd Quarter "'  12.0 15-20 11.0 

1980 September " - 12.0 15-20 11.0 
October 
 - 12.0 15-20 11.0- November '  12.0 15- 20 11.0-December • - 12.0 15-20 11.0 

1981 January • 12.0 15-20 11.0
February 
 -' 12.0 15-20 11.0March 
 ' - 12.0 15-20 11.0April " - 12.0 15-20 11.0May .. - 12.0 15-22 11.0June "" 
 - 12.0 15-22 11.0July 
 " - 12 0 15-22 11.0Au,,ust 
 • 12.0 15-22 11.0b-
 12.0 15-22 11.0
 

Source: Central Bank of Ceylon. 
(a) The National Savings Bank took over the assets and liabilities of the Post Office Savings Bank, the CeylenSavings Batik and the Saving CertiicatesFundwitheffect from 1st April 1972. Interest rates shown before

this date are those of the Ceylon Savings Bank and the Savings Certificates Fund. 
(b) Compound interest on savings deposits.
(c) Rate on deposits for 12 months. The rate on Fixed Deposits of Rs. 100,OCO and over I 86%with effect from27th May 1975. From 7th Septcmber, 1977 deposits for periods of 6, 12 ane 18 months are at interept rates.of 12, 15 and 18 per cent per annum respectively. From 21st April 1980. the resrcctit interest rutes ondeposits of 6 and 12 months are at 15 and 20 per cent per annum. From 22nd April, 19,l, the Bank aLceptsdeposits for period of 24 months at interest rate of 22 per cent per annum.
(d) Rate on ten year certificates. 



Annex 6 (cont.) 

MONEY AND BAN1I1NG 

Lending Rates of Long- Term Credit Institutions 

TABLE 12 	 (per centur per annum) 

State Mortgage Agricultural &. De velopment National National 
End of Period Batik Industrial Crediti Finance Housing Savings

Corporation 	 Corpuracion (b) Department(c) Bank (d) ()
(1) (2) (3) () (5) 

1970 . - 1Cj 9 - 12 94 - IC* 11 10 12
 
1971 . -5 12 9 - 12 91 - lC 11 10 & 12
 
1972 .. 5 - 12 9 - 12 9f - 1 11 I0 & 12
 
1973 .. 5 - 12 9 - 12 9j - IC 6 - 9 i0 & 12
 
1974 .. 5 - 12 9 - 12 9j - lIQ 6 - 9 10 & 12
 
1975 .. 5 - 12 9 - 12 91 - 12j 6 - 9 10 & 12
 
1976 ". 5 - 12 9 - 12 91 - 121 6 - 9 9 - 12
 

1977 1st Quarter .. 5 - 12 9 - 12 9 - 12 6 - 9 9 - 12 
2ndQuarter 5 - 12 9 - 12 91 - 13 6 - 9 9 - 12 
3rd Quarter .. 5 - 12 9 - 12 91 - 13 6 - 9 9 - 12 
4th Quarter 5 - 12 12 - 15 91 - 13 6 - 9 9 - 12 

1978 rtQuarter .. 5 - 12 12 - 15 1| - 13 6 - 9 9 - 1 
2nd Quarter .. 5 - 12 11 - 14 Of - 13 6 - 9 9 - 13 
3rd Quarcer .. 5 - 12 11 - 14 9* - 13 6 - 9 9 - 13 
4thQuartcr .. 5 - 12 11 - 14 91 - 13 6 - 9 9 - 13 

State Morrgwae and 
Investment Bank(u) 

1979 	 Ist Quarter .. 5 - 14 91 - 15 6 - 9 9 - 13 
2ndQuarter .. 5 - 14 9f - 15 6 - 9 9 - 13 
3rd Quarter .. 5 - 18 1Ci - 16 6 - 9 9 - 13 
4th Quarter -. 5 - 18 IC - 16 6 - 9 9 - 13 

1980 	 Ist Quarter 5 - 18 1C - 16 6 - 9 9 - 13 
2ndQuarter . 5 - 19 14 - 16 6 - 9 9 - 13 

1980 	 September . 5 - 20 ICf - 17 6 - 9 9 - 15 
October 5 - 20 I - 17 6 - 9 9 - 15 
November • 5 - 20 10f - 17 6 - 9 9 - 15 
December • 5 - 20 IC* - 17 6 - 9 9 - 17 

1981 January . 5 - 24 1It - 17 6 - 9 9 - 17 
February -- 5 - 24 MIC - 17 6 - 9 9 - 17 
March 	 5 - 24 It - 17 6 - 9 9 - 17 
April 	 5 - 24 1* - 17 6 - 9 9- 17 
May 	 5 - 24 Iq - 17 6 - 9 9 - 17 
June 	 5 5- 24 I¢0 - 17 6 - 9 9- 17 
July 	 5 - 24 I¢ - 17 6 - 9 9- 17 
Au,.,ust 	 5 - 24 1Q* - 17 6 - 9 9 - 17Septembr 	 - 17 6 - 9 9 - 17 

Source: Central Bank of Ccylon 

(a) 	 The State Mortgage Eanlc and Agricultural & Industrial Credit Cot jotaticn ese snialgvttratcd lit rIst]z.y let,
1979 to form State Miorstace and Investment Bank. 

(b) 	 The rates charged are as follows;
1. 	 (eplanrinp of tea & rubber and establisbment of alternate cicre on 

tea and rubL-er lands (Loans gratited by the Teni/ul.bri Centtoller- 5 Y nd 7" 

2- Other loans 10%- 24% 
(c) 	 Development loaro-secuyed by
 

Imniovable property - 11%
 
movable property - - 14Y
 

Non -develorment loans-secured by

Immovcble property - 12%
 
movable property - 12'- 14%


(d Rates on loan, re financed by the Central Batik - IC4 .
 
Other loans - 15% - 17*/%
 
Foreign currency loans - 15%
 

(C) 	 The rates of interest charged by the Naticnsl Hcusing Cearatimer.t ci lons gisted Itcm tle Natlhal
 
Housing Fund with' effect frcm 23.3.1973 are Ps folicrs:
 

on amounts not ,zcecding R3. 10,CCO 	 -" 6 % 
on 	 aniounra over R5. 10,CCO and urto Rs. 15,CCO - 7 % 
on 	 amounts over Rs. 15,CCO - 9 % 

(I) 	 Rates on-

Agriculture loans - 9Y
 
Buildig & Other loans - 9 %- 17%
 

(1) 	 Tie Noticrel Firp Fril,Iccl ctrr tie safftrsrd litllite ef tcr Ctllrr 5trtjl Itl al effect (ticr
1'4"72: the rates kecore April 1972 in this olumrn tere-ent these of tl;e Ceylcn Sasit.gs Bank 

http:Sasit.gs


Annex 6 (cont.) 

MONEY AND BANKING 
Savings Deposits, Fixed Deposits and Savings Certificates 

Rupees MiiIlun.TABLE 17 

Savings Deposits 	 Fixed Deposits Savings Grand 
Certifi- Total 

cares (4)+(7) 
End of Post Ceylon Com- Total Ceylon Com- Total Fund - (8) 
Period Office Savings mercial Savings Savings inercial Fixed 

Savings Bank Banks Deposits Bank Banks Deposits 
Bank (a) (a) 

(3) (4) (5) (6) (7) (8) (9)_____1) (2) 

75.5 129.0 517.9 - 243-2 243-2 32-2 823.31960 *. 343.4 

8237
1961 . 351.9 75.3 130.6 557.8 - 233-1 2331 32-7 

140.9 578.6 - 285-5 285-5 32-9 697.0
1962 .. 362-3 75-4 

!65.2 617.9 - 334-0 334-0 34-4 9S6.31963 .. 375.5 77-2 

193.5 677-4 - 357.6 357-6 37. 1,072 41964 .. 402.3 81.6 

1,162 	2
1965 .. 427-1 86.6 223.9 737.6 - 382-8 382- 41-8 
243-7 773.3 - 358-9 358-9 56.5 1,188-71966 .. 3-4 91.2 


1,329-3
1967 .. 4506 03.2 1-72.0 815.8 - 428.8 428-8 78-7 
319 9 893-4 0.1 506-3 506-4 91-3 1,491-1
1968 .. 473-3 100.2 

375.6 963.1 0-4 610-1 610-5 86-3 1.664-9
1969 .. 490.5 102.0 


1970 .. 594-4 112.8 534-3 1,242.0 0-5 633-7 634-2 73-1 1,949-3
 
2,239-8


1971 .. 659-0 172.7 615.0 1,446-7 25-0 702-3 727-3 65-3 


fYm 
Savings Deposits I aina 	 Savings IIPremium INationalEn 	 er FixedomrDeposits i 

! Srvings Pension GrandEnd of 	 National lComer- National Commer- Certi. 
Period 	 Saving cinl Tot-I Savings cial Total icnea'bI Bond(c) Scheme Total 

Bank(b7) IBanksra) Bank(b) Banki(a) 
k2) (3) (4) (5) (6) (7) (8) (9) (10)(1) 1 

1972 -- 91-3-0 - 6-6.6 1,523-.6 53.2 914-4 967.-6 6-6 - - 2,557
762.5 97-9 - - 2,653-21973 1,043.2 749.6 1,792-8 100-3 662.2 

971.0 106.9 - - 3,179-41974 1,244-1 857 4 2,101.5 167-6 803.4 


1975 1,413-7 947-4 2,361.1 243-1 780.8 1,023-9 112.9 - - 3,407.9 

1976 1,678-9 1,215-1 2,895.0 307.6 975.3 1,282.9 114-9 - - 4,292.8 

1977 111Qtr. 1.737.2 1,269-4 3,026-6 334.0 1,114.5 1,448-5 114.9 - - 4,570
2nd Otr. 1,814.6 1,392.9 3,207.5 350.7 1,222.9 1,573.6 115.4 - - 4,896-5 
3rd Qtr. 1,763.8 1,495.5 3,236-3 546-4 1,490.2 2,036.6 113.2 - - 5.406-1 

2,567.9 96.7 - - 6,027-04th Qtr. 1,727.3 1,645-1 3,372.4 7715 1,796.4 

1978 1stQtr. 1714-0 1,693.6 3,107.6 80' 2 2,327.4 3,219.6 89.0 - - 6,716-2 
- - 7,115-32nd Otr. 1 N70. 3 1,813.7 3,510.0 904-9 2,545-1 3,510.0 86.3 

3cd Qtr. .16193 1,829.1 3,503 9 1,102.1 2,815.9 3,918.01 79.2 - - 7,506-1 
4th Qtr. 1.825.0 1,846.0 3,671 0 1,265.4 3,179.5 4,44--9 75.5 - 8,191.4 

1-3 - 9,(85-51979 1.t QLr. .. 1,-2 2,1C4-6 3,9S5.8 1.476-9 4,150.6 5,627.5 70.9 
2ntQtr. .. 1,901-4 2,30L.2 4,202.6 1 785 2 4,251.9 6,037.1 68.3 2.6 ... 10,310.6 
3rd Qtr. 1,86.7 2,196-4 4,063.1 1,970.1 4,699-6 6,669-7 64-5 3-7 0-2 10,801-2 
4th Qtr. 2,029-5 2,308.6 4,333.1 2.193.8 5,200-4 7,394-2 57. 4-8 0-7 11,795.6 

5-4 1-3 12,312.51980 1st Qtr. • 2,037-4 2,277-7 4,315.1 2,395-6 5,518-4 7,934-0 56-7 
2ndQtr. .. 2,022-8 2,298.0 4,320-8 2,563.1 5,976.0 8,539.1 49.0 6-0 1-9 12,916.8 

2-4 	 14,414-1
1980 September . 1,983-4 2,322-5 4,305.9 2,638.7 7,366-8 10,055 5 43.9 6-4 
October 1,973-3 2,397-5 4,371-3 2,7185 7,696.8 10,415-3 42-5 6.6 2-5 14,838-2 

6-6 2-7 14,977-8
November . 1,955-3 2,453.8 4,409.6 2,765.3 7,753.2 10,518-5 40-4 
38.6 6.5 3.2 15,556-6
Dacember . 2,1-16.0 2,509.6 4,635.6 2,750.3 8,093-9 10,852.7 


1981 January . 2.136-1 2,530-4 4,667.2 2,797.1 8,9-11 11,718.2 37-6 6-5 3-4 16,462.9
 
February 2,126-6 2,558.3 4,634.9 2,837.4 8,515-2 11,382.6 37-1 6-6 3.7 16,114 9
 
March . 2,11T-4 12,595- 4,710-2 2,83.5 9,4-10-1 12,298.6 35.6 6.6 4-0 17,055.0 

12,359.6 	 34-2 6-6 4.3 17,176.1
April .. 2,107-1. 2, 63-6 4,771-4 2,887.5 9,47.1 
Ma . ON,099.9 2,691-S 4,791*3 2,912.5 9,730.0 12.642 5 33-5 6-6 4.6 117, 1.-5 
June --2,C93-7 2,752.6 4,841.3 2,951.9 10,C 3.1 13,022-0 32.9 6.6 4-9 7,907-7 
July .. 2,07.6 2,751.3 4,8:6.9 3,013.4 0,5 . 5 13,513.9 32.2 6-7 5-3 ,18,385.0
Aulu~t 2,0(W-1 2,846.9 4,'07.0 3,0-1-9 0,4317 13,496-6 1-7 6.7 5.6 48,,47.6 

Sentem. er • '..F057- 2.941.4- .QC5.7 30, 67J.' l1...tI 9. "-4 . l ? -7* 6.6' 6.0 |9,.515.8* 

Suurces: Central B-it. of Cc;"on, Poet Cf fice S.vin-,,s B.lnk, C-ylon Savings Bank. 
Savings Certificates Office and National Savings Bank, 

(a) Figures of commercial banks include deposits of Government. 
7') n., 	 rver the as.ots and ..... " ce Pest Office Savings Bank, Cey"Cn Savings.T',,c 	 Savingt Banik took 
Bank and the Savings Certificates Fund with effect from 1st April, 1972. 

(0) The premium Savin:ls Bond Scheme was 5tarted by the Nationa; Savirgs Bank on Sth February 1979. 
(d) The re-2ular monthly Income Savings Plan was started in June 1979. 

Nore:-Figures 	 of fixed deposits and Savings Ccrrificates published in the Bulletin prior to December 1977 
included accumulated interest. These figures have been now revised to exclude such interest. 

http:3,918.01


Annex 7
 
Excerpts from International
 
Finance Corp. Loan Paper dated
History 
 Bank of Ceylon 
 4/l/81
 

3.01 
 BOC, established on December 1, 1938 as a private sector institution, was nationalized in 1961 under the Bank of Ceylon Act.
the two largest commercial banks in Sri 
It is one of


Lanka. With 
an extensive 
branch
network of around 155 full-service branches and
spread throughout numerous sub-branches
the country,

vices. 

BOC offers a full spectrum of banking 
ser-
BOC's present authorized share capital is US$6.7 million equivalent
(SLRsl20 million) while its 
issued and
equivalent paid-up capital is US$5.0 million
(SLRs9O million), 
and US$250,000 equivalent
respectively1 /. (SLRs4.5 million)
In the 1981 
Budget speech, the Minister
Planning announced of Finance and
that GOSL is taking steps to 
increase
capital to US$2.8 million equivalent (SLRs50 million) and that 
BOC's paid-up
 

intention to increase BOC's paid-up capital as quickly 
it is GOSL's
 

US$55.6 mi'llion as possible to
(SLRsl billion). 
 BOC's 1979 year-end net worth was US$4.03
million equivalenc (SLRs72.5 million). The importance of BOC in the
mercial banking system comis evidenced by 
the fact 
that its deposits as of
December 31, 1979, represented about 35% 
of total commercial bank deposits
and its loans as of the same date represented around 40% of total commercial
bank loans in Sri Lanka.
 

Board of Directors and Senior Management
 

3.02 
 In 1977, 
BOC's Board of Directors was reconstituted by
GOSL and strengthened by the new
the induction 

servants. of prominent businessmen and
Chairman Wijewardane, civil
 an ex-senior 
officer
Service, has in the Ceylon Civil
had a wide range of administrative
period as Managing Director of 

experience, including a
a large private
Sri Lanka. sector industrial group in
Day-to-day management 
is vested in 
a team of 
senior managers
headed by Mr. C.J.E. Anthonisz, appointed General Manager in December 1977,
who is a career banker and 
has held 
a variety of positions with BOC.
has a forward BOC
looking senior management group which has 
dealt effectively
with the local business environment and traditional business practices.
has a reputation for It
taking decisions 
based on 
business considerations, and
a 
tradition of managing its affairs with independence.
 

Organization Structure
 

3.03 

need for BOC
to the 

The recent rapid increase in BOC's volume of operations gave rise
to change its 
style of management
tems, controls and decision-making processes. 
as well as its sys

an IFC has helped BOC carry out
in-depth professional 
review 
of its existing organizational structure,
systems and procedures, with a view to helping it meet the increased responsibilities that 
have been assigned to 
it by GOSL.
of the institution The basic restructuring
has already begun; 
the provision
during this stage of expert assistanceis being financed under the UNDP-IBRD "umbrella program". 
3.04 
 Appropriate modifications 
have been
structure made to the Central Office
so that 
top management's responsibilities
focussed on policy are more clearly
formulation, 
with operational 
matters being 
delegated
 

i/ The Government of Sri Lanka (GOSL) has a liability for uncalledof US$4.75 million capitalequivalent (SLRs85.5 million). Under existing law,BOC may call this capital at any 
time if needed.
 

\
 



to middle managemeht. The new organization structure, which is already in
 

place, is predicated on a market segmentation approach aimed at meeting the
 

Customers classified
requirements of broad sections of BOG clients. 	 are 

agriculture; trade and


according to the following five market segments: 

The proposed
international; and personal.
small-scale industry; corporate; 


MSIE project will be implemented by the Corporate Branch which has been set
 

the needs of medium and large corporate customers.
 up to cater to 


3.05 To achieve 	better coordination with the district development
 

plans 	of GOSL, BOC has also restructured its operations throughout the
 

each managed by a Zonal Manager, with the rank of
island into five zones, 

General Manager, who is based 	in Colombo to provide effective
Assistant 


the Head Office and with operational staff in Colombo, as well
liaison with 

zone will function as a profit
as with concerned government agencies. Each 


centre. The activities of large branches are being segmented by appointing
 
customer
five sub-managers, each with total responsibility in serving the 


needs in his segment. As regards the small branches, there will be notional
 

market segmentation through classification of the ledgers and accounts of
 

customers according to the five market segments. BOC is also taking steps
 

Planning, Budgeting and 	Management Information System
to introduce a new 

the key integrating mechanisms of the new organization
which will be -one of 


BOC's operations
structure. These measures are providing a new momentum to 


and will help transform the bank into a more aggressive institution.
 

Personnel
 

The rapid growth in BOG's branch network has brought in its wake a
3.06 

man its expanding operations.
shortage of adequately trained staff to 


The number of employees more than tripled from 2,481 in 1970 to 7,867 at the
 

end of 1979. BOC's senior management is taking steps to correct this
 

The SMSIE project (see Section
situation through various training programs. 


IV below) has enabled BOC to train personnel in the area of credit appraisal
 

by the UNDP advisor in the SMSIE project
and supervision. Officers trained 


will play an important role in the MSIE project. Twenty-five officers who
 

have completed training in credit analysis will be assigned to the Corporate
 

Branch and the five Zonal Offices. Moreover, under the Reorganization
 
on an
Program, IFC's recommendations that training programs be carried out 


ongoing basis-at the district and zonal-levels are being implemented.,
 

Financial Position and Performance
 

3.07 BOC's comparative statements of financial condition for the
 

years 	ended December 31, 1975 through December 31, 1979 are shown in
 

rapid growth in BOC's operations. Depo-
Annexes 4 and 5 and reveal a 

sits increased from US$72.2 million equivalent (SLRs 1.3 billion) in 1975 

1979 , figures whichto US$238.9 million equivalent 	(SLRs4.3 billion) in 




represent a compounded annual growth rate 
of 27%. Loans during the same
period increased 
from US$61.1 
million equivalent 
(SLRs 1.1 billion) to
US$266.7 million equivalent (SLRs4.8 billion) showing 
a compounded annual

growth rate of 35%.
 

3.08 
 BOC's net worth increased from US$3.2 million equivalent (SLRs57.5
million) in 1975 
to 
US$4.03 million equivalent (SLRs72.5 million) in 1979.
After-tax 
return on average net worth in 1979 was 
115.1%; if average net
worth is adjusted to include 
the callable capital, 
after-tax
average net return on
worth would be 51.O%. Income before 
tax as a percentage ofaverage net earning assets was 3.9% in the 
same year.
 

Role in Industrial Lending
 

3.09 BOC is 
playing an increasingly important and successful role
industrial financing. in
Industrial loans outstanding increased by nearly 77%
from US$31.1 million equivalent (SLRs559 million) in December 1978
US$54.8 million equivalent (SLRs987 million) in December 
to
 

figure representing 32% 1979, the latter
of the total industrial loans made by all commercial
banks 
in Sri Lanka. Despite 
the strong growth in import trading in 1979,
the share of industrial loans 
as a percentage of 
total advances increased
from 19% in December 1978 
to 23% in December 1979. 
 More significant is the
very large increase in 
the medium- and long-term industrial loans outstanding, which increased nearly four-fold from US$3.2 million equivalent (SLRs58
million) in December 1978 to US$12.8 million equivalent (SLRs230 million) in
December 1979; 
these term loans accounted for 23% 
of total industrial loans
outstanding as 
of December 31, 1979. 
 As it became increasingly aware of the
benefits associated with 
a more diverse portfolio of loans, 
BOC has
taking a more active interest in long-term finance. 
been 

To this must also beadded a substantial increase in direct financing from foreign sources
including suppliers credit, 
on the basis of guarantees given by BOC.
now experiencing a constraint with respect 
BOC is
 

to the availability of foreign

resources* 

Conclusion
 

3.10 
 BOC is evolving from a traditional bank that met the requirements
of an economy based primarily on agriculture, trade and commodity exports 
to
a modern financial institution geared to respond to
embarked the needs of a country
on a program of industrialization 
and moderaization.
putting It is nowin place the basic organizational infrastructu.e and developinghuman resources to expand this role. the 
BOC management has realized the need
for, and expressed its commitment to, the evaluatiou of 
term financing on
the basis of project viability and cash flow for BOC-wide credit operations.
Given its excellent reputation for business-like dealings, its 
organizational, personnel and financial resources, BOC is well suited to implement


the MSIE project.
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SRI LANKA
 

BANK OF CEYLON 

MEDIUM-SCALE INDUSTRIAL ENTERPRISES PROJECT
 

Balance Sheers of Bank of Ceylon
 
(SLRs'OO0)
 

As of December 31
1975 
 1976 
 1977 
 1978 
 1979
 
Cash and Due from Banks 138,526 190,745 242,072 283,204
Deposits with Central Bank 336,818
106,200 101,600
Government Securities 247,010 275,355 377,593280 494 377,489 371,564 368,473 367,771
 

Riskless Assets 
 525,220 __669,834 _860646 
 927,032 ,082,182
 
Call Loans to Banks 
 14,390 14,865 
 10,746 4,092
Treasury Bills 33,159


38 
 21  _ 

Low Risk Assets 
 14,428 14,886 10,746 
 4
 
Short-term Loans 
 759,339 1,170,241 1,747,596 2,280,362
Medium- and Long-term Loans 3,456,792
309,368 377,145 
 1,023,335 1,317,368
 

Normal Risk Assets 
 1,068,707 
 1547386 2,180,742 3,303,697 4,774,160
 

Investments and Advances
to Subsidiaries 
 2,037 1,479 1,258 1,516 
 1,736
Investments in
Other Companies 
 3,622 3,931 
 3,948 3,378
Premises and Equipment 31,150
30,296 52.306 
 59,543 44,081 
 85,519
 

Illiquid Assets 
 35,955 57,716 64,749 
 48,975 _18,4o5
 
TOTAL ASSETS 
 1,664,310 2,289,822 
3,116,883 4,283,796 
6,007 906
 

LIABILITIES AND NET WORTH
 

Demand Deposits 
 827,166 1,251,057 1,524,709 1,785,764
Savings Deposits 2,215,100

323,892 383,105 436,304 
 493,076 578,595


Time Deposits 154,37 148,693 486,182 767,990 1,539,169
Proposed Dividends and
Transfer to GOSL 
 3,775 4,775 
 5,764 6,775
Other Liabilities 568
277,940 442,692 
 602,424 1,116,691 1,601,974
 
Total Liabilities 
 1,586,810 2,230,322 
3,055,383 4,220,296 5,935,406
 

Paid-up Capital 
 4,500 4,500 
 4,500
Capital Reserves 4,500 4,500
53,000 55,000 
 57,000 
 59,OO 68,000
 
Total Net Worth 
 57,500 59,500 -61500 
 63,500 72,500
 

TOTAL LIABILITIES
 
ANDNET WORTH 
 1,644,310 2,289,822 
 3,116,883 4,283,796 
 6,OO7,906
 



Annex 7 (cont.)
 
referenced as Annex 5 in
 

IFC Loan Paper
- 27 -

SRI LANKA
 

BANK OF CEYLON
 

MEDIUM-SCALE INDUSTRIAL ENTERPRISES PROJECT
 

Income and Expense Statements of Bank of Ceylon
 

(SLRs'O00)
 

12/31/75 12/31/76 12/31/77 12/31/78 
 12/31/79
 

Interest Earned 
 91,431 111,445 149,967 283,901 
 445,776
 
Less: Interest Paid 
 26,007 30,359 _47_,983 140,216 225,394


Interest Spread 
 65,404 81,086 101,984 143,685 220,382

Exchange Earnings 
 18,543 26,008 
 44,423 115,625 102,169

Commission Earnings 
 6,859 9,662 11,718 21,739 32,868
 

TOTAL OPERATING INCOME 
 9 116,756 158_,125 281O49 355,419
 

Provision for Doubtful
 
Accounts 
 143 527 
 689 32,218 25,983


Administrative Expenses 
 52,754 63,836 
 85,958 110,019 156,274

Depreciation 
 1,997 2,346 2,922 3,705 5,670
 

TOTAL OPERATING EXPENSES 
 66_709 89 145,942 187,927
 

NET OPERATING INCOME 
 2 50,047 68,556 135,107 167,492
 

Other Income 
 1,736 2,778 
 2,110 5,627 14,955 

INCOME BEFORE TAXES 
 .37,648 
 52825 70,666 140,734 182,447 

Taxes 
 23,650 32,975 44,675 
 105000 104,175
 

NET INCOME AVAILABLE
 
FOR APPROPRIATIONS 13,998 19,850 25,991 35,734 78,272
 

Approoriations
 

Dividends and Transfer to GOSL 4,000 
 5,000 6,000 7,000 
 849

Transfer to General Reserves 9,998 9,850 16,991 18,734 17,423
 
Transfer to Reserve for
 

Investments 
 -
 5,000 3,000 10,000 -
Transfer to New Building
 
Reserve Fund 
 - - - - 60,000 

Total Appropriations 
 13 8 19850 25,991 35 7 78272
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FROM THE 

ANNUAL REPORT 

BARIC 01' CEYLON 

Profit before transfer 

Iote 
1900 

.8riLanka 
",upees 

'000 

1979 
'ri Lanka 

Rupe es 
'000 

to Reserves and 

P-.OPIT AIID
LO0S-;S 

ACCOUITT 

Taxation 

Taxation 

1 330;961 

97 

330,864 

208,431 

104,075 

104,256 

;.DIID- 31ST 
I-C--Lt 

1980 
Transfer to Reserve 

and Other Ftunds 2 329,949 

915 

103,407 

849 

Dividends 3 915 849 

The notes form part of these accotnlts. 
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CONSOLIDATED STATEMENT OF CONDITION-FINANCIAL YEAR END 

Sri Lanka Rupees 

ASSETS: 
1980 

Rs. '000 
1979 

Rs. '000 

Cash & Short Term Funds ... ...... 1,606,138 747,570 

Trade Bills ....... ... 1,073,475 580,047 

Investment in Government Securities ...... 364,406 367,771 

Advances to Customers & 
Other Accounts ............ 6,414,433 4,194,113 

Investments in Subsidiaries & 
Other Companies ... ... ...... 328,038 32,886 

Premises & Equipment ... ...... 290,546 85,519 

Liabilities of Customers 
for Engagements ... ... ... 11,327,939 

21,404,975 
7,638,928 

13,646,834 

LIABILITIES. 

Demand Deposits ... 

Savings Deposits ... ... 

Time Deposits ......... 

Other Accounts ... ... 

Final Dividend ......... 
Engagements on behalf of Customers 

CAPITAL & RESERVES: 

... 

... 

... 

... 

... 

... 

... 

... 

... 

3,147,552 

806,378 

3,065,816 

2,479,525 

915 
11,327,939 

20,828,125 

2,215,100 

578,595 

1,539,169 

1,601,974 

568 
7,638,928 

13,574,334 

Share Capital ... ... 

Permanent Reserve Fund " ......... 

Capital Reserve ... 

General Reserve ... 

Reserve for Bonus Issue of Share Capital 

... 

... 

... 

... 

... 4,500 

6,000 

204,350 

162,000 

2C0,000 

4,500 

6,000 

-

62,000 

21,404,975 13,646,834 

(Subfrct-to-uudit). 
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Notes on Bank of Ceylon's Feasibility Study dated August 17, 1981
 
regarding establishment of a housing finance bank.
 

Basic Assumptions:
 

- 30C woulc.t ax relief on its investment in ti

- Since a minimum ca:Ditalization of Rs.50:1 million 

is rernuired to o'l't-ain ta. reli-f, the housing bank 

would be ca'-.italized at Is.503 million. 

- The !ousin-g Tan! would enjoy tax holiday for 5 

years and 'lividcnd incne. from thre bank would be 

tax free in the hands of the shareholders for 5 years. 

- DOC would ?ut in each .,ear ! s.1111 million less any 

moneys the han- cou'ld r-is. fr m others. 

"an'-- h"-ie ]Houfiance 211 units- ner year ? ls.25 ,:) 

"cer unit i.e. 1 5 .51 r.iilli.on of lending each year. 

T raneinij .5) million it raised in t'ie first five 

yrears !ou].( be inv.-:.st-76 in depo j>tS with -1OC to 

build u, loana')'e",un0s. 

http:r.iilli.on


The average loan tin haril :ou.1 male "old .-e 

7s.10,00 1. 14.4' re2:ay!ab1c afte:'r a tWio-year 

grace u .2 over ln var3. 

Returns to 3C 

- Inve2strnt relief of upto Rs.250 million. 

- Dividens, totalling s.2 )4.2 rmillion in the first 

ten vars. 

-DeosiIs (idle funs of thin bank; 20% of the 

lonn given to the customnr lould be de.osited with 

'Or-) ... , the ..end of tiAe fifth year, fiCel. Ct-o3its 
with '0C woulC, total 7.,. 3-5." million C or 13% 

of the current >a.e) 
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RURAL CREDIT AND BANKING -FIRST HALF OF 1981 

CENTRAL BANK BULLETIN
 

October 1981
 

Rural Banks Loans by Purpose 

1980 1981*
 
(As at 30th June 1980) (As at 3Cth June 1981) 

Amount in Percentage Anivout in Percenta1 'e 
Rupees of Total Rupees of Total 

1. Production 18,218,450 26.9 25,831,541 28.7 
1.1 Agriculture (10,699,7c0) (15.8) (17,730,884- (19.7)
1.2 Animal hu-.bandry (4,157,260) (6.1) ( 4,444,214) 4 9)
1.3 Cottage Industry (3,361,4C0) (5-0) ( 3,6.6,443) (4.1) 

2. Housing .. 30,791,633 45.4 42,227,546 46.9 

3. Debt Redemption .. .. 9,302,518 13.7 8,951,146 9.9 

4. Trade .. .. .. 4,195,630 6.2 4,766,799 5.3 

5. Consumption .. .. 1,648,965 2-4 2,672,722 3.0 

6. Electrification .... 694,585 1.0 1,278,073 1.4 

7" Other .... 2,971,125 4"4 4,341,188 4.8 

Total 67,822,9C6 100.0 90,069,015 IC0.0 

*Provisional. Source: Peoplc's Ban!k. 

Rural Banks 
In the first half of 1981, fifty five branches of rural banks were 

opened, bringing the total number of co-operative rural banks to 696. 
The dzta on deposits ;nd ndvances of rural banks at the end of December, 
1980 and June, 1981 are given in Table 2. During the period under review 
the nurnber of deposits accounts (:avings and fixed deposits) increased by 
117,353 while the deposits increased by Rs. 19 million. The numb.r of 
short term and pawning advances, increased by 2,999 and 4,530 re.pcctively. 
The outs:anding .hort-tcrm 3dv.nccs increuscd by Rs. 11 million, and the 
pawning -dvances increased by Rs. 25 million leading to an increase of 
about Rs. 36 million in the total advances outstanding. The net po5itive 
deposit position of the rural banks declined from Rs. 192 million at the 
end of Dceniber,1980 to Rs. 17- million at the end of June, 1981. 
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RURAL CREDIT AND BA1NKING-FIRST HALF OF 1981 

Table 2 

Deposits and Advances of Rural Banks 

1. DepositsI 
1.1 Savings 

1.2 Fixed 


Total 


2.Advances
 
2.1 Short term 

2.2 	Pawning 


Total 


Position as at 3 1st 

December 1980 


No of 
Accounts 

.. 

.. 
1,160,209 

9,180 

1,169,389 

". 
59,331 
242,340 

301,671 

The purpose-wise breakdown 

Amount 
(Rs.) 

309,184,000 

59,170,000 


368,354,COO 


79,676,739 

97,113,423 


176,790,162 


of the advances 

Position as at 30th
 
June, 1981
 

No. of Amount 
Accounts (Rs.) 

1,272,446 327,496,739
 
14,269 59,472,320
 

1,286,715 386,969,059
 

62,330 90,194,387
 
246,870 122,320,453
 

309,2C0 212,514,840
 

Source: Peop!e's Bank. 

granted by rural banks 
during the first half of 1981 is presented in Table 3 along with the com
parable figures for the first half of 1980. Total credit granted showed an 
increase of Rs. 22.3 million during the first half of 1981, when compared
with the same periud in 1980. Of this increase, little more than 50 per 
cent was accounted for by the increase reported in the credit granted for 
the purpose of housing, while another 31 per cent was accounted for by the 
increase reported in the credit extended for agriculture. Only in the case 
of credit granted to debt redemption purposes was a decrease reponed. 

Rural 

1.
Production ct 

1:1 Agriculture 

1.2 Animal hutbandry
1.3 Cottage Industry 


2. Housing .. .. 

3. Debt Redemption .. 

4" Trade .. .. 

5. Consumi.rion .. 

6. Electrification .. 

7. Other .. 

Total 


Table 3 
Banks Loans by Purpose 

1980
(As at 30th June 1980) 

Amount in Percentage

Rupees of Total 


18,218,450 

(10,699,790) 


.. 	 (4,157,260)
(3,361,400) 

30,791,633 

9,302,518 

.. 4,195,630 

1,645,965 

.. 694,585 

.. 2,971,125 

" 	67,82Z,9C6 


26.9 

(15.8) 

(6.1)

(5.0) 


45.4 


13.7 


6.2 


2.4 


1.0 


4"4 


100.0 


1981"
(As at 30th June 1981) 

Amout in 
Rupees 

Percentage 
of Total 

25,831,541 28.7 
(17,730,884-
( 4,444,214)(3,6J6,443) 

(19.7)
(4 9)(4.1) 

42,227,546 46.9 

8,951,146 9.9 

4,766,799 5.3 

2,672,722 3.0 

1,278,073 1.4 

4,341,188 4.8 

90,069,015 100.0 

*Provisiona. Source: People's Bank. 
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However, even in this case, the decrease was marginal. Though the absolute 
amount of total credit granted by rural banks increased by 33 per cent, no 
significant changes took place in the distribution of credit by different 
purposes. As in the first half of 1980, housing continued to account for 
the bulk of the total credit (47 per cent), while the share of agriculture 
including animal husbandry was about 25 per cent. The corresponding 
shares for the first half of 1980 were 45 and 22 per cent, respectively. 

Bank Of Ceylon Sub Offices 

The Bank of Ceylon had 387 sub offices at Agrarian Service Centres 
at the end of June 1981 and no branches were opened during the first half 
of 1981. The number of current accounts at the sub-offices declined 
together with the amount deposited in the accounts during the period 
under review. The number of savings accounts and the outstanding 
deposits in these. accounts decreased by 6,889 and about Rs. 1.9 million, 
respectively. Yet there was an increase in the number of special savings 
accounts and fixed accounts. The amounts outstanding in these two 
types of accounts rose by about Rs. 1.0 million and Rs. 7.9 million, 
respectively. 

Table 4
 

Bank of Ceylon Sub.offices at Agrarian Service Centres
 
Deposits and Advances
 

As ut 31st December 1980 As at 30th June, 1981 

Deposit Accounts No. of Amount No of Amount 
Accounts (Rs.) Accounts (Rs.) 

Current Accounts 7,813 31,424,176 7,380 24,144,492 
Savings Accounts • 143,905 52,706,414 137,016 50,833,012 
Special Savings Accounts 314 205,066 2,739 1,186,457 
Fixed Accounts .. 2,559 24,726,06 3,239 32,609,949 

Total -. 154,591 109,051,662 150,374 108,773,910
 

Less: Current Accounts .. 146,778 77,637,486 142,994 84,679,418 

Advance Accounts 
Loan 54,238 143,227,243 48,908 132,582,073
 
Overdrafts 272 3,690,994 283 2,924,185
 

Total 54,510 146,918,237 49,191 135,5C6,258
 

Source: Bank of Ceylon. 
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OF THE DEPUTY GENERAL MANAGER (DOMESTIC BANKING DIVISION)

,FUNCTIONALLY THEY ARE DIRECTLY ACCOUNTABLE TO THE ASSISTANTCENERAL MANAGERS IN CHARGE OF THE RFSPECTIVE SUBJECTS 



NOW..__ A HIGHER INTEREST 
AND .. GIVES BENEFITS TO
 

EXTENDED' DEPOSIT (MINORS)
 
ACCOUNT HOLDERS 
60 MONTHS DEPOSIT SCHEME 

Monthly Instalment Rs. 25 Rs. 100 
Sum Accumulated 

At the end of 5 years ...... 2114 ......... 8456
 
" 7 " 3147 12588 

9 " 4684 
 18736
 
11 " 6972 
 27888
 
13 " 10378 
 41512

15 " 15447 
 61788 
17 " 22991 
 91964 
19 " 34220 136880 D (
1 .....50933 ........ 03732 

Monthly Payment after 
21 years until capital 8 91.' 
Is withdrawn 78 35 

I-' CDx 

K> 
((2tb1 



LUMP SUM DEPOSIT SCHEME 
Amount of Deposit Rs. 500 Rs. 600 Rs. 1000 Rs. 1200 Rs. 13000Sum Accumulated
At the end of 2 yrs. 744 ........ 893 
 1488 ...... 1786 ........ 19348
4 1107 1329 2214 2658" 6 " 1648 2879419788" 3296 39562453 428562944 4906id10 58883652 637864382 7304 876412 " 5436 949446523 10872 1304614 " 8091 1413329709 16182 1941816 " 12042 21036214451

18 " 24084 2890217924 31310421509
20 " 35848 4301826678 46602832014 5335621 64028" 32548 69363639057 65096 7814422 39708......... 47650 846536
 ......... 
 79416 ...... 95300 ....... 1032416
Ionthly Payment afterIsnihrw" 1322 Years until capital 6 F1 738 1230" 1477 16002is withdrawn 1 3 7 

ADDED BENEFITS:. 

Danpositors may now convert their monthly deposit Accounts to 'Lump SumDeposits' when the balance exceeds Rs 500/-. This Lumpcould be built up 
Sum Deposit

in any manner convenient to the Depositor, notnecessarily in -'regular instalments
Note: The balances shown in the above chart are subject to Increase/decrease depending on future changesCONTACT in the rates of Interest.THE NEAREST PEOPLE'S BANK BRANCH FOR APPLICATIONS 

P E 0 P A K The People Who Serve People 

. 
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PEOPLE'S BANK
 

Summary of procedures followed in processing Housing Loans
 

These procedures are well-defined and rigourously implemented. The main
 
steps of this procedure are summarized below in sequentical order.
 

- Application form submitted by the potential borrower. This applica
tion contains personal data about the applicant (age, empluyment,

salary, dependents) as well as details concerning the house to be
 
purchased.
 

- Title serarch conducted by the applicant covering 35 year period, 
and title deed is prepared 

- Survey plan of property, building plan of Bill of quantities
 
estimate submitted by applicant to the bank.
 

- If over Rs. 75,000, the loan application is submitted to the General 
Manager of Credit at the headquarters office. The application is 
reviewed and approved if the loan amount requested is less than 
Rs. 500,000 (average housing loan request 100,000 - 150,000 Rs.).
 
Otherwise the loan application is submitted to the Board of
 
Directors.
 

- Upon approval, loan applications sent back to the regional office 
where a lawyer prepares the mortgage bond and gets it signed by 
the borrower. 

- Mortgage bond sent to the Land Registry Department for registering
 
of the mortgage.
 

- Upon registry, loan document sent back to branch. Loan disbursed.
 
In the case of construction, loan is disbursad in 24 installments
 
based on progress of construction. The first installment disbursed
 
is equal to 60 percent of the assessed value of the land.
 

- Borrower is required to purchase insurance for the house equal to
 
the value of the assessed building (not including land). Benefit
 
any rights assigned to the Bank.
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HOME IMPROVEMENT LOAN PROGRAM WORKED OUT BET4EEN 

SAVE THE CHILDREN FOUNDATION AND PEOPLE'S BANK
 

The program was developed with People's Bank and related to the savings

capacity of slum and shanty residents as applied to a self-help shelter
 
improvement project of the U.S. Save the Children Foundation.
 

The self-help program in a shanty area of Colombo known as 
Kirillapone
 
includes the provision of loans to applicants for building materials and
 
labor. These loans are administered by the People's Bank from capital pro
vided by AID contributions to 
the Save the Children Foundation. Applications
 
for loans come initially to STC which then passes them on 
to People's Bank
 
for approval and processing. To meet STC requirements, applicants must be
 
residents of the project area. 
 This has been determined through a baseline
 
study which identified (1) number of people, (2) names, and (3) housing units.
 
STC checks applications against this directory. 
The Bank then imposes its
 
own set of requirements as follows:
 

1. The applicant must have a guarantor to co-sign the loan. A
 
guarantor is defined as a fully-employed "outsider" (non-relative)
 
contributing to a provident fund.
 

2. The applicant must be a project resident.
 

3. The applicant must open a current or savings account at People's
 
from which the loan charges are automatically withdrawn each
 
month. Current interest of savings is 12 percent.
 

STC currently maintains a directory of 370 families, inhabiting 335 units
 
eligible for self-help loans. Renters are considered eligible for loans.
 
Loans are for the construction of houses of 250-300 square feet on 2 perch

lots. The maximum amount 
of a loan is Rs. 15,000 at 3 percent interest over
 
15 years. Average monthly charges are Rs. 90-100. 
Architects together with
 
the applicant discuss the housing design to determine the amount of loan
 
needed. Rs. 15,000 could finance a completed core housing with no partition
 
walls.
 

The program was capitalized from a $10,000 contribution in 1979. For
 
1982, contributions to date are $29,000. 
 (The majority of cont ibutions come
 
from PACT, a U.S. voluntary aid organization: $7,000 in 1979 aihd 24,000 in
 
1981.) STC has iet up a revolving fund at People's Bank from which loans
 
are drawn. This fund is maintained by drawing from the current account and
 
cannot 
exceed Rs. 150,000. Money is deposited into the current account as it
 
is received (generally every six weeks) and transferred to the fund, or margin
 
account, as it is needed. 
 The limit on deposits into the fund means no more
 
than 10 loans per month, on the average, are processed. STC also maintains
 
an administrative expense account at People's. 
All accounts are non-interest
 
bearing since STC is prohibited from investing contributions.
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Other banks were approached when STC first conceived the idea of a
 
housing loan program. People's was most receptive to the concept and also
 
had similar accounts for other non-housing projects. There have been no
 
problems thus far.
 

The 3 percent interest rate derives from People's own employees' housing
 
program; the 
terms are the best the Bank could offer. STC is currently
 
attempting to negotiate a longer term so monthly payments can be lowered but
 
the Bank says it would then have to raise the rate, making payments about
 
the same.
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Minimum Rate
 

Loan Overdraft
 
1. 	 Advances for Export Trading
 

Packing Credit 
 20% 	 21%
 
2. Advances for 	Import Trading
 

(Including Trust Receipt & Pledge Loan)
 
Raw Materials 
 23% 24%
 
Others 
 24% 
 25%
 

3. Advances for 	Industry 
 24% 
 26%
 
4. Advances for 	Tourism 
 25%
 
5. Advances for 	Internal Trading 
 26% 
 27%
 
6. Advances for 	Consumption 30% 32%
 
7. Others  (Not included in categories
 

1 - 6) 30% 32%
 

8. Special Advances:
 

i) Housing (a) 	Construction 
 14%
 

(b) Purchase 
 15%
 
(ii) Development 	Loans 
 20%
 

* Housing Loans have 	been suspended
 
since 
1977. These rates are to be
 
increased in respect of existing loans.
 

(iii) 	New Tractors & Commercial
 
Vehicles 
 25% 	 (Special Rate applicaolE
 

for: Refinance Schema)
 
9. Advances against Savings Deposits 
 2% above Savings Rate
 

Minimum 12%.
 
10. 	 Advances against Fixed Deposits 
 2% above Fixed Deposit Rat(
 

provided no monthly
 
interest is paid.
 

11. 	 Advances against Convertible Rupee
 
(Current) Accounts 
 12%
 

12. 	 Temporary Overdraft 
(Clean) 
 27% - 32%
 

13. 	 Letter of Guarantee 
 2%
 

As far as possible, you should discourage

the practice of granting Letters of Guarantee
 
in favour of Corporations and large private

firms as this is tantamount to a payment on
 
demand like an overdraft,which should attract
 
a rate of interest of at 
least a?54i(Internal
 
Trading)
 

14. 	 Overdue Pledge Loans, 
Trust Receipt Loans,

Packing Credit Loans. 
 Penal Rate 3%
 

15. Local Bills 	purchased Com;:iission 
 Y/2 with a minimum of JRs '5/-

All existing preferen-:in 
rates are withdrawn t 
immediate effect. 
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4 Total Depositors' Balances : Rs. 5,201,104,433 

0 Total number of accounts 7,113,551 

Nett Savings mobilised Rs. 464,459, 109 

Share of Savings :30.2% of the total 
,deposits of aif Banks 

Total investment in Sri Lanka " -. 

Govt. Securities Rs. 4,847,054,600 
-representing 93.2% 

. ........ of the Bank's total. .... ... 

Deposits 
SThe highest contributor to Sri Lan ka 

.. Govt. Loan ......... :.Rs. . 918,115,100 

. Gross Income for the year........• Rs......728,057,617 

Interest paid and payable to depositors 
(including P.S.B. prizes) : Rs. 630,813,270 

' Interest paid and payable to depositors 
as a percentage of gross income 86.6% 

Nett Profit before taxation : Rs. 47,346,534 

" Total number of Branches 42 



ANNUAL REPORT OF THE BOARD OF DIRECTORS 

(FOR THE YEAR ENDED 31ST DECEMBER, 1980) 

INTRODUCTION 

The National Savings Bank completed its 9th year of operation in 1980. During this period the Bankfollowed the progressive interest reform policies initiated by the present Government in September 1977 inbeing the first Bank to increase the existing interest rates on Fixed Deposits by raising the interest rates on 12months deposits and 6 months deposits to 20% and 15% from 15'/, and 12% respectively. Unfortunately, wewere simultaneously given a policy decision by the Ministry that we should only accept deposits for a maximumperiod of 12 months in future. Commercial Banks began to accept 24 months deposits at 22% per annum shortlyafter to compete with us and increase their deposits in order to coun-ter the credit restrictions introduced by theCentral Bank. For this reason the National Savings Bank's share of the total savings deposits mobilised duringthe year by all financial institutions, which amounted to Rs. 3,559.0 million in 1980 (as against Rs. 3,474.8 millionin 1979), decreased considerably. It is necessary to record however, that the step which was initially taken bythe National Savings Bank in April 1980 to increase the interest rates resulted in an all round increase in the in- ! 
terest rates offered by Commercial Banks and other Financial Institutions which not only benefited depositors;but increased the total savings deposits in all Banks during a period when the inflation rate ran to an all time high.
of 30%io. 

ACTIVITIES OF THE BANK 

In order to meet the competition from Commercial Banks referreci to above, the Bank had to review itssavings facilities, stream-line and simplify its withdrawal and deposit procedures, and adopt its savings schemesto suit the various segments of the Savings Market. Personal letters were also addressed by the Chairman to allour depositors, a measure which appears to have been greatly appreciated judging from the replies received.Despite these new steps, the nett savings mobilised by the Bank during 1980 was only Rs. 464.5 million, comparedto the record 1979 figure of Rs. 991.4 million. 

IMPROVEMENTS TO EXISTING SAVINGS INSTRUMENTS 

(a) Fixed Deposits 

As already stated above, the interest rates of 15% per annum znd 12% per annum on 12 monthsand 6 months deposits were raised to 20% per annum and 15% per annum respectively with effectfrom 21st April 1980 and the 18 months deposits scheme was simultaneously abandoned. ThisresultOrnf\the nett savings mobilised through this instrument falling from Rs. 936.7 million in 1979 
to Rs. t"0 million In 1980. 

(b) Ordinary Savings (Pass Books) 

At the same tinie the interest rates on Pass Book Savings was increased from 8.4% per annumto 12% per annum. Despite this measure, due partly to the increasing cost of living and partly tothe more attractive fixed deposit terms, the new deposits at Branches and Post Offices were Rs.888.3 million and Rs. 269.5 million respectively against withdrawals of Rs. 916.5 million and Rs. 327.6 
million. 

(c) Premium Savings Bonds 

The total sales of Premium Savings Bonds during the year was 231,033 compared to 476,299 soldduring the eleven months of 1979 after the inauguration of this new Savings Instrument in February1979, despite the fact that the number of corsolation prizes was increased from 10 tc 20 in April1980, and from 20 to 30 in September 1980, and 'B' Grade Sub Post Offices were allowed to act assales outlets for Premium Svings Bonds in March 1980. It isgratifying to note however, that althoughmost of the Bonds sold in 1979 became eligible for encashment in 1980, only about 8% were enca; iedwhich indicates that the prospect of winning a prize at the monthly draw continued to be an attrac
tive incentive to small depositors. 



The -decline in the average monthly sales of bcnds Is attributable to the fact that due to the 
increasing cost of living, small depositors to whom this instrument mostly appeals, found it difficult 
to buy additional bonds and large depositors preferred to invest their savings In instruments such 
as Fixed Deposits which bring them an annual income on their investments. 

(d) Regular Monthly Income Savings Plan 

In order to popularise this scheme among regular seasonal income earners, the rate of interest 
was increased from 9.6% per annum to 13.2% per annuls:, thereby curtailing the period at the end 
of which regular monthly income commences to 67 months instead of 87 months as before. 

This step resulted in more depositors joining this scheme and a sum of Rs. 2.6 million was deposited 
from 2335 accounts. 

(e) Special Savings Project for the Plantation Sector 

During the year of 1980, 17 more estates were brought into the scheme increasing the total 
number of estates to 33, and the total number of accounts from 6111 to 12,241 which represents 
52% of the total work force in the 33 estates where the Special Savings Scheme is being operated. 
The total contribution Increased from Rs. 231,285 to Rs. 410,104 during this year and the annual 
average contribution per account increased from Rs. 38/- to Rs. 52/-. 

ADDITIONAL MEASURES TAKEN TO MOBILISE SAVIN1GS 

(a) Authorised Savings Canvassers 

In order to mobilise the untapped potential in the rural Agricultural Sector, the Bank decided 
to introduce a new scheme in 1981 with the approval of the Hon. Minister of Finance and Planning, 
whereby Authorised Savings Canvassers are to be appointed in each Electorate to ca, /ass and mobilise 
savings utilising the various savings instruments through the existing savings outlets of the Bank 
for the payment of commission. 

(b) Mobile Banking Units 

It was also decided to mobilise savings in this sector through Mobile Banking Units, particularly 
during harvest time in areas which are inadequately covered by our Branches. Under this proposal 
a Propaganda Van would be sent to a selected area-in advance so that the residents are made aware 
that the Mobile Bank will operate at a particular centre on a date specified. On the announced 
date the Mobile Bank would go to the centre and commence operations by accepting deposits from 
the people who call over in response. These deposits would thereafter be lodged in the same day 
at the nearest Branch. In the first instance it was decided to launch this scheme as a Pilot project 
and although the preliminary work started in the latter part of 1980, the implementation of the 
pilot p.oject commenced In the early part of 1981. 

-MEASURES TAKEN TO FACILITATE SAVINGS TRANSACTIONS 

Postal Agency Network 

With effect from 20th July 1979 the warrant withdrawal facility was increased from Rs. 10,000/- to 
Rs. 20,000/-. From Ist January 1980, on-demand withdr,-wal was increased from Rs. 50/- to Rs. 100/-, at all 
Grade A and Grade B Sub Post Offices in the agency network of the Bank. The warrant withdrawal facility at 
Grade A Sub Post Offices was increased from Rs. 400/- to Rs. 500/- and Grade B Sub Post Offices from Rs. 300/
to Rs. 400/-. 

In addition sales of Premium Savings Bonds was extended to all Grade B Sub Post Offices with effect from 
October 1980. 
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SERVICE OUTLETS 

Six new Branches were opened during the course of the year bringing the total number of Branches to 42.The 	new Branches are Gampaha, Avissawelia, Embilipitlya, Nikaweratiya, Mahiyangana and Warakapola. TheBoard also approved the opening of 8 more Branches namely Moneragala, Panadura, Matugama, Beliatta, Welimada,Bandarawela, Hatton and Nawalapitiya In the coming year. 

During the year, the Bank's agency network of Post Offices and Sub Post Offices was increased by 40Offices and 131 Sub 	Post Offices bringing the total to 404 Post Offices and 2937 Sub Post Offices. 
Post 

SAVINGS PROMOTION AND PUBLICITY 

The Savings Promotion and Publicity Division of the Bank was enlarged under a permanent Chief SavingsPromotion Officer with wider experience In publicity, and further steps were taken to intensify the regular pressadvertisements, radio programmes and spots, cinema slides and posters. 

During the latter part of 1980 the radio programmes were reviewed and it was decided to continue the Tamilprogramme since it was popular with listeners. 

The 	English programme 'Cash in with Music' was however, replaced by a programme with some dramaticinterest and accordingly a new series of drama programme entitled 'Scotland Yard Confidential' will commence 
In January 1981. 

In the case of Sinhala 'Savan Mihira' it was felt that as there were many similar musical programmes beingbroadcast in Channel 2 of the Sinhala services, rceater interest would be covered by listeners through a quizproramme and an Islandwide Inter-school 'Do (ou Know' quiz programme was planned for commencement 
in 1981. 

The new publicity medium of Television recently introduced into Sri Lanka was also used to televise a series
of slides showing the new interest rates.
 

PERFORMANCE OF 	THE BANK 

As stated earlier the total nett savings mobilised by the Bank declined and amounted to only Rs. 464.5million as com,ared with Rs. 991.4 million mobilised during the year 1979. 

The 	reasor, for the decrease of the mobilisation of savings in 1980 as compared to 1979 can be attributedto the following causes beyond the control of the Bank:

(a) 	 Whilst the National Savings Bank was directed on 21st April 1980 by the Ministry of Finance andPlanning to abandon the 18 months Fixed Deposits Scheme and to accept new deposits for only 12months at 20% interest per annum, due to the tightness in the money market (caused by the CentralBank credit restrictions) Commercial Banks began to offer 22% interest per annum for deposits of24 months and large numbers of our depositors naturally diverted their deposits to CommercialBanks. It was only after repeated representations had been made that this Bank was authorisedto accept new deposits for 24 months at 22% interest per annum in April 1981. 

(b) The National Savings Bank was also debarred by the Ministry of Finance and Planning from accepting new deposits from Institutions from 26th October 1978 till Ist December 1980 with the resultthat such institutions had to place their new deposits with Commercial Banks, and later transferredtheir existing deposits with us to these Banks when they offered the higher rate of interest men
tioned at (a) above. 

(c) 	 This Bank could not offer facilities such as loans and overdrafts on Fixed Deposits which CommercialBanks (including the new Foreign Banks) offer. The tax concession which our depositors enjoy Isno longer compensatory in the case of the middle income group due to the new tax system whichexempts public servants' salaries and permits separate assessments with liberal allowances for hus
band and wife. 



DEPOSITS DURING THE YEAR 

The Deposits during the year totalled Rs. 3,650.58 million made up as follows:

(A) Branch Network 

(I) New Fixed Deposits 

(a) Interest at 12%, 5'o and 18% payable at maturity ... ... Rs. 363.13 M 
(b) Interest at !4.4% payable monthly ... ... Rs. 2.72 M 
(c) Interest at 16.8% payable monthly ... ... Rs. 119.07 M 
(d) Interest at 15', payable at maturity ... ... Rs. 17.34 M 

payable at maturity(e) Interest at 20,,/ ... ... Rs. 1,386.86 M 
(f) Interest at 18.6% payable monthly ... ... Rs. 373.87 M 

(2) Old Fixed Deposits (Interest at 7.5% & 8%) ... ... Nil 
(3) Ordinary Savings (Interest at 12%) ... ... Rs. 888.33 M 
(4) Regular Monthly Income Savings Plan ... ... Rs. 2.99 M 

(B) Postal Network 

(1) Ordinary Savings (Interest at 12%) 
(2) Fixed Deposit Certificates (Interest at 12%, 15%, 

(C) Premium Savings Bonds 
(D) Savings Certificates (Compound Interest at 7.7%) 
(E) Gift Tokens 

... 

8%, & 20,) 
... 
... 
... 

... 

... 

... 

... 

... 

Rs. 
Rs. 
Rs. 

Rs. 

269.52 M 
224.00 M 

2.46 M 
Nil 
0.29 M 

Total Deposits ... ... Rs. 3,650.58 M 

WITHDRAWALS DURING THE YEAR 

The withdrawals during the year totalled Rs. 3,186.12 million, made up as follows:

(A) Branch Network 

(I) New Fixed Deposits 

(a) Interest at 12, 15( & 18/ payable at maturity ... Rs. 1,142.59 M 
(b) Interest -t 14.4% payable monthly ... ... Rs. 14.81 M 
(c) Interest at 16.8% payable monthly Rs. 434.00 M 
(d) Interest at 150 payable at maturity ... ... Rs. 5.82 M 
(e) Interest at 20% payable at maturity ... ... Rs. 102.08 M 
(f) Interest at 18.6% payable monthly ... ... Rs. 28.28 M 

2) Old Fixed Deposits (Interest at 7.5% arid 8%) ... ... Rs. 3.34 M 
3) Ordinary Savings (Interest at 12',) ... Rs. 916.49 M 

(4) Regular Monthly Income Savings Plan ... .... Rs. 0.39 M 

(B) Postal Network 

(I) Ordinary Savings (Interest at 12%) ... ... Ps. 327.60 M 
(2) Fixed Deposit Certific,tes (Interest at 12%, 15%. 18 & 200) . Rs. 191.09 M 

C) Premium Savings Bonds ... ... Rs. 0.39 M 
D) Savings Certificates (Compound Interest at 7.7%) ... ... Rs. 19.11 M 
(E) Gift Tokens ... ... Rs. 0.13 M 

Total Withdrawals ... . 3,186.12 M 
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NETT SAVINGS 
The:Nett Savings during the Period amounted to Rs. 464.,6 million arrived at as follows:-

Total Deposits ... ... Rs. 3,650.58 MLess: Total Withdrawals ... ... Rs. 3,186.12 M 

Nett Deposits ... Rs. 464.46 M 
The decrease in nett savings in the year of 1980 compared to the previous year is attributed to the competition caused by the equalisation of interest rate with the Commercial Banks which provided short termfacilities to the depositors. Restrictions on creditthe institutional deposits and long term time deposits facilities tothe depositors too contributed to this decline. Further, withdrawals exceeded deposits in Pass Book Accountsin Post Offices and Branches which is attributed to the rapid rise in the.cost of living during 1980,a and there haddrop in sales of Premium Savings Bonds.
 

The breakdown of the total figure of Rs. 464.46 million was as follows:-


Nett Savings PercentageSavings Instrument Mobilised of TotalI. Ordinary Savings 
... ... Rs. -86.22 M -18.6%2. Fixed Deposits & Fixed Deposit Certificates(Interest payable at maturity) ... ... Rs. 546.413. Fixed Deposits (Interest payable monthly) M 117.6% 
...4. Premium Savings Bonds 

... Rs. 18.57 M 4.0% ... ... Rs.5. 2.06 M 0.4%Regular Monthly Income Savings Plan ... ... Rs.6. 2.60 M 0.6%Savin-s Certificates & Gift Tokens .. Rs. 18.96 M -4.0% 
The average monthly net collections for the first four monthsinterest rates prior to the introduction of thewas Rs. 67.8 million newas against the monthly collections of Rs. 24.1 million for the period May toDecember 1980. 

It may be noted that Rs. 506.5 million was collected by the Bank's Branch Sector. Area wise analysis revealsthat Rs. 342.6 million was mobilised by the 14 Branches In the Municioal Council areas averaging Rs. 24.5 millionper Branch, Rs. 129.7 million by 13 Branches in the Urban Council Areas averaging Rs. 10.0 million per Branchand Rs. 34.2 million by 15 Branches In the Town Council and Village Council Areas averaging R. ?.3 million perBranch.
 

During the year 403,113 new accounts were opened and 141,931 accounts were closed.
1980, number of accounts remained open with the As at 3Ist DecemberBank were 7,113,551 with gross deposits amounting toRs. 5201.1 million. 

The total holdings of the National Savings Bank and in the Commercial Banks in the Island amounted toRs. 17,236.0 million and the National Savings Bank holdings amounted for 30.2% of the total holdings. 

I IVESTMENTS 

- The Investments made by the Bank during the year included
 

Rs. 621,500,000 in 10% 
 Sri Lanka Government SecuritiesRs. 296,615,100 in 16% Sri Lanka Government SecuritiesRs. 10,500,000 in 23.75% Call loans to Commercial Banks
 

R5 928,615,100
 

It will be seen that the investments in Sri Lanka Government Loans constituted 98.9% of the total investments made by the Bank during the year under review. Although it is a requirement of the constituent legislation of the Bank that investments in Government and Government guaranteed Securities shall constitute not lessthan 60, of the total deposits with the Bank, the nominal value of theSecurities as at 3 1st December, 1980 investments In Sri Lanka Governmentwas Rs. 4,847,054,600/- representing 93.2% of the Bank's total deposits. 
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HOUSING LOANS 

The only other investment made by the Bank is in the form of Housing Loans. The purpose of this scheme 
is to assist the low and middle income groups to divert a part of their earnings from consumption expenditure 
to capital investment. Housing L.oans for the construction of houses are given by the Bank at low rates of 
interest, the loan plus interest being repayable in monthly instalments over a period of 20 years. 

In view of the rising property and building costs in 1980, the loan limit for the purchase of construction of 
one unit house was increased from Rs. 120,000.00 to Rs. 150,000.00, of 2 unit house from Rs. 200,000.00 to 
Rs. 250,000.00. 

During the year, the Bank granted sums amounting to Rs. 0.68 million at 12 - 13%/ interest to 39 persons for 
the purchase of building sites, Rs. 6.9 million at 12 - 15Y interest to 531 persons for the construction of houses 
and Rs. 1.9 million at 12 - 15% interest to 49 persons for the purchase of house and property. 

As at the end of the year Rs. 70.6 million was outstanding by way of housing loans. 

PROFITS 

The nett profit before taxation amounted to Rs. 47.3 million as compared with Rs. 36.4 million for the pre
vious year, registering an increase of Rs. 10.9 million. The amount set apart for taxation was Rs. 2'.3 million 
as against Rs. 20.0 million in 1979. 

In computing the profits, account had been taken of the subsidy of Rs. 300.0 million granted by the Govern
ment to comnpensate the difference between the high rates of interest paid by the Bank on its Fixed Deposits and 
the low return the Bank received on these deposits when they are invested in Government loans. The Bank 
makes no profit on these transactions. 

MANAGEMENT 

BOARD OF DIRECTORS 

During the year the Directorate of the Bank comprised Mr. A. 0. Wirasinghe (Chairman), Mr. A. R. M. 
Jayawardena (Post Master General), Mr. D. K. Samarasinghe (Deputy Director, Treasury) is representing Deputy
Secretary to the Treasury, Mr. W. S. Nanayakkara representing the Ministry of Planning, Mr. A. M. M. Sahabdeen 
and Mr. V. C. Wilathgama (Worker Director). 

Mr. V. C. Wilathgama resigned with effect from 15th May, 1980 and Mr. J. A. S. Warnakulasooriya was 
appointed as Worker Director to the Board on 9th July, 1980. Mr. W. S. Nanayakkara resigned with effect from 
30th July, 1980. 

On Mr. A.R.M. Jayawardena's appointment as Secretary to the Ministry of Post and Telecommunication 
Mr. A. P. Hapudeniya assumed duties as Post Master General and was appointed to the Board by the Minister of 
Finance and Planning on Ist May, 1980. 

The Board wishes to place on record its appreciat;on of services rendered by Mr. A. R. M. Jayawardena
(Secretary to the Ministry of Po;t and Te'ecomm nication), Mr. W. S. Nanayakkara (Deputy Director, Min;stry of 
Planning,), Mr. V. C. Wilathgama kFormer Worker Director) during their period of office. 

15 Meetings of the Directors were held including one sub-committee meeting and two special Board 
Meetings during the year. 

STAFF 

Mr. T. V. A. Chanmugam who was the General Manager since 10th December 1979, on secondment from 
the Bank of Ceylon resigned to accept an appointment In a Foreign Commercial Bank on 30th June, 1980 and 
Mr. D. S.Samuel who was the Deputy General Manager (Finance) and Chief Accountant acted as General Manager
In addition to his other duties from Ist July, 1980 to 12th December, 1980 when he resigned to accept an appoint
ment In the private sector. 
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Superannuation -Scheme 
The approval was granted for a new Superannuation Scheme by the Ministry of Finance and Planning on
the request of Board of Directors of the Bank and came into operation with effect from Ist April, 1972. Trustees
of the Employees Provident Fund and Pension Fund were appointed by the Board of Directors. Steps are now
being taken to enroll the employees as members of the Superannuation Scheme and appoint and elect the Board


of Managers in accordance with the Bank's Provident Fund rules.
 

Welfare Facilities
 
Welfare facilities which the Bank's staff enjoyed during the year included Distress Loans up to a maximum
of 3 months gross salary, Vehicle Loans up to a maximum of Rs. 15,000/-, subsidised Canteen Facilities and an Annual
Grant of Rs. 7,500/- to the Recreation Club. Confirmed employees of the Bank were also eligible to the facility
of obtaining special Housing Loans 
 up to a maximum of Rs. 90,000/- at the concessionary interest rate of 6% per
annum and during the year under review, Housing Loans amounting to Rs. 3,253,929,- were granted to 86 employees


of the Bank.
 

iNTERNATIONAL CONFERENCES 

The Chairman was invited by and at the expense of the United Nations Organisation to attend an International Symposium on the "Mobilisation of Personal Savings in Devaloping Cuntries", held in Kingston,Jamaica In February 1980 and read a paper on "The Behaviour of Savars and its Policy Implications". He
was also elected to serve on the Committee which drafted the Report of the Symposium.
 

ADMINISTRATIVE IMPROVEMENTS 

(a) Improved Discipline and CustomerService 

The Bank wishes to place on record that due to stern disciplinary action against offenders, itwas able to provide a better customer service at the end of the year under review, despite Trade
Unions action in the months of April and May 1980 over the Salary revision dispute. 

(b) Training Division 
Training courses for Bank employees were Improved as a result of the Training Division being

moved into the Head Office Building. 

(c) Punch Card Operation 
Consequent to the computerisation of the depositors accounts in the Units which began in 1976,the punch card operations were carried out at the Central Bank. From 1980 the Bank hired eightPunch Card operative machines, to commence punch card operations in the Bank itself. The Bank

has started a separate Data Entry Section with fully trained Punch Card Operators. 

(d) Security Service 
Consequent to a Cabinet decision that State Banks should not depend on reserve police personnelfor security, a Security Division of the Bank was established in August 1980. The Security Division

functions under a retired Senior Police Officer as Security Manager and has a staff of 174. 

CONCLUSION 
In conclusion the Bank wishes to express its thanks to the Post Master General and the officials of his Department, the officials of the Ministry of Finance and Planning, and the loyal and conscientious employees of the Bankfor the satisfactory customer service extended to its depositors during the year. 

On behalf of the Board, 

21st August, 1981. Chairman. 

r 
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Ntional qnvings Bank 
Prot & Loss A rnunt f r:|e var ndad 31.12-O,1 

31.12.1979 

• Rs. 
,S. R. 

36,376,101 Nett ?rofit for the ' . c;:ari ' Incom: Tax 47,346,534 

AFCTci CHARGIN(3 

439,756,044 Interest paid and payable on depositors' accounts ... 630,813,270
* Administration, Establishment and Savings Promotion35,870,727 Expenses ... ... 48,279,4831,253,782 Depreciation ... ... ...3.900 Directors' fees and other emoluments 1,438.523 

... ...124,534 Audit fees 4.200 
... ... .. 175,607 

477,008,987 
680,711,083 

Deduct: 

19,962,748 Income Tax for the year ... ... 29.979,150 
16,413,353 

17,367,384 

Add 

2,002,690 Adjustments In respect of prior years ... ... 6,705,360 
18,416,043 Nett Profit after cha'rglng Income Tax available for appropriation 24,072,744 

AI-LOCATED AS FOLLOWS
 

9,000,000 Contribution to Consolidated Fund 
... .. ... 10.000,0m 
9,400,000 Transfer to Reserve ... ... I4,,0 

16,043 Balance transferable to General Reserve ... ... 72,744 
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Balance Sheet 

31.12.1979 31.12.1580 

2:Rs. IA3LFr - ISh3 Rs. 

CURPENT 

4,508,294,470 Depositors ... ,201,104433 

19,886,804 Sundry Creditors . ... ... ... 18,445,625 

18,112,070 Provision for Income Tax123.700,473 ... ... 23..7 

8,584,298 Staff Superannuation Fund .12,59372 

Post Master General's Current Account ... .. 53,.41 
I t 

4,554,877,642 i - -5.257,502,M 44 

7AEST:IjVES 

20,800,000 General Reserve .......... '"" ' , :''":34,872.744 
7,665,000 Intcrest Equalisation Reserve ... ... ... ... 7,665, .03 

1,000,000 Low Income bearing Securities Reserve ... ... ... ... 1.000,000 

2,500,000 Capital Expenditure Reserve ... ... ... ... 2,500,030 

25,000,000 Capital Reserve ... ... . ... 25,000,C0O 

•56,0165,000.6671,037,744 

4,611,842,642 5,328,539,886 

(Sgd) A. 0. WIflASINGHE (Sgd) A. NAVARATNAM 
Cl:airman General Mana-er 
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\' . ,, d= 

Year ended 31st December 
1972171 

st year) 1979 1980 

" Total balance inclusive of interest standing
to the credit of all open accounts as at the
end of the year ... ... Rs. 

' j No. of accounts opened during the year 

No. of accounts closed during the year 

I 
1,047,615,459 

'Apr.-Dec. 212,199 

Apr.-Dec. 10,422 

4,508,294,470 

398,877 

101,494 

5,201,104,43 

403,11 

141,93 

No. of accounts remaining open as at the 
end of the year ... ... ... 

iAverage balance standing to the credit of 
an account as at the end of the year Rs. 

5,118,687 

205 

6,852,369 

658 

I 
7,113,55 

:3 Excess of deposits over withdrawals during
the year ... .. ... Rs. 

( Total value of investments in Sri Lanka 
Govt. Securities as at the end of the year Rs. 

: Investments in Sri Lanka Govt. Securities 
as a percentage of depositors' balances as
at the end of the year ... ... 

IApr.-Dec. 41,104,419 

987,882,800 

94.8% 

991,388,299 

3,942,259,600 

87.4% 

.. 
464,459,1(c 

I 
4,847,054,61 

93.2, 

. 

0 Gross Income for the year ... Rs. 
K. Total interest liability on depositors' 

balances for the year ... ... Rs. 

i Interest paid and payable to depositors as 
a percentage of gross income for the year 

64,288,66/ 

47,482,872 

73.8% 

513,385,088 

439,756,044 

85.7% 

728,057,61

630,813,27 

86.60 

, Cost Management during the year 

:' Profit before taxation for the year 

Income Tax for the year ... 

... Rs. 

... Rs. 

... Rs. 

7,715,050 

9,355,091 

5,502,464 

37,252,943 

36,376,101 

19,962,748 

46,849,45 

47,346,5 

29,979,1 

(Sg 

14 

Service Outlets in operation as at the end 
of the year 

(a) National Savings Bank Branches 

(b) Post Offices .. ... ... 

3 

319 

36 

364 4 

(c) Sub Post Omces ... .2,428 2,806 2,93 

4< 



340 employees were recruited to the Bank's service during the year. The total strength in all grades of 

the Bank's service as at the end of the year was 2187. 

STAFF TRAINING 

Training for the National Savings Bank Staff 

The Bank's Training School conducted a variety of training programmes for Bank personnel during the 
year. These included, Induction courses for Grade VI new recruits, Job Orientation Seminars for Savings Promo
tion OffiLers, Seminars on Courtesy and Public Relation for Grade VI employees, and Job Training for Grade IV 
prornotees and new recruits. 

Sri Lanka - Bangladesh Joint Workshop 

The Intcrnational Savings Bank lnstitu,.a of Geneva has under their programme of Technical Co-operation
 
between developing countries, sponsored a project in the field of savings mobilisation between our Bank and the
 
National Savings Directorate of Bangladesh. This followed from the Chairman's participation in the International
 
Symposium on mobilisation of savings in developing countries in Jamaica and his visit to the International Savings
 
Bank Institute of Geneva in February 1980.
 

The objective of the project was to exchange for mutual benefit the experiences of the two countries with
 
a view to identifying and adopting areas which would benefit each other from each other's system. The project
 
consisted of two stages, one an information visit by an official of our Bank to Bangladesh and the other a joint
 
workshop in this country between our Savings Bank officials and officials of Bangladesh.
 

Stage one of the project namely the information visit was completed in August 1980 when an official of our
 
Bank made a ten days visit to Bangladesh and submitted his report on his return. This report formed the basis
 
of the Workshop programme.
 

St-age two of the project was the Joint Workshop planned for December 1980 but due to problems of 
accommodation it was held at the Sri Lanka Foundation Institute from 12th to 16th January, 1981. The Workshop 
was inaugurated by the Hon. Minister of Finance and Planning and was attended by ten officials from our Bank and 
ten officials from Bangladesh. The Workshop programme included lectures on savings systems of the two 
countries, group discussions and preparation of workshop report. The report was finalis,-d and printed and 
sent to International Savings Organisations including I.S.B.I. and flso distributed among the participartsat the 
Workshop and the senior officials of the National Savings Bank. The I.S.B.I. has expressed sa:1sfaction tbzt 
the printed report is up to international Standards. 

The entire expcnditure for the two stages of the project was meL by the International Savings Bank Institute 
from their Development Aid Conmittee fund. 

STAFF BENEFITS 

Salary Revision 

Following representations made by the Trade Unions of the Bank requesting an equation of the salary 
scale. -f this Bank consequent to the salai y revision made by the Bank of Ceylon and People's Bank, in March 1980, 
on t;,. Instruction of the Hon. Minister of Finance and Planning a Committee comprising senior officials of 
the Bank and a representative of the Ministry of Finance and Planning was appointed to examine the existing salary 
structure in the Bank in relation to the salary structure of other state instituticns. The recommendations of 
this Committee were thereafter considered by the Board of Directors and the final recommendations made by 
the Board were approved by the Hon. Minister and the new salary scales and allowances became effective retrospec
tively from Ist October, 1979. The salary scales and allowances of all employees other than Executives were 
raised to the same levels as in the State Commercial Banks. The revised salary scales of Executives are much 
higher than before but lower than those of comparable grades in the State Commercial Banks, since their respon
sibilities are less than those of their counterparts in these Banks. The effect of these increased emoluments is 
that the wages bill of the Bank has risen from Rs. 16.3 million to Rs. 26.3 million per annum. 

II 
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December 13, 1981
 

NSB pofits were 
th govt subsidies
 

IS the National Savings Bank rob interest is a mrebing Peter to pay Paul? Thus the nett increaseRs. exclusive oU"63 million 
baThis question is being asked by which is a figure difficult to reclin
bank insiders who say that the c with the statemcnt Lthhe it 
impressive figures declared by the
bank in its annual report does not report that the nett savings during
reveal its true financial position. the year amounted to Rs. 464 i;wl
. Informed sources point out that lion rupees. 
although the annual accounts of , Another question that is beiv',the NSB show that the bank had asked is whether the govern1ct
invested Rs. 928 million in Sri Cotrilnued on Paoe 3
Lanka Government loans and
 
steps that it had contributed to

national development, an in
depth analysis of the accounts
 
indicate that the bank received as pro it
much as Rs. 723 million from /

government sources-Treasury Continued from Page 1subsidies and interest from ex-405ing government investments. isThus bysubsidising the NSBisin reality 
in -reality the figure contributed subsidising the rich. The argumentnot, Rs. .928 .milion but Rs." 205nrst th bered by income groups in respectubbute s205is that although the affluent num-
million. spect

of the numbers of accounts heldSources also'point out that thenett profit declared by the NSB in 
have a large slice of the amount ofmoney deposited in the NSB.its annual report for the year end- There is also another invisibleing 1980 (the latest annual report subsidy in that the constituents

of the bank-) does not disclose that also enjoy income tax relief of one
there has L*.en an-interest subsidy third the interest. ri onof almost' 300. million . rupees

received from the Treasury.


In real ' terms, this 
 would Although the chairman's report
ahiount todh lbss Of Rs. 247 mil- for 1980 makes out that competi
lion.-This-yezr,'-th .e-NSB has pro- tion commercialfrom banks
 
posed that it needs a subsidy of Rs. which offer loans and overdrafts is

405'inillidi . ' , responsible for decrease in savings

Former Finance* Minister and mobilisaton, sources point out

the Member for Kaduwela, Mr. 
 that the NSB enjoys the following
M. D. H. Jayawardana said in the advantages commercialover 

budget debate that 
 he does not
 
approve of the Rs. 405 million that
 
Was being asked as a subsidy for
 
the NSB this year. Mr. Jayawarda
na's advice 
was that the Govern
ment should close down the NSB
 
if it could not generate enough 
money to pay interest on its depos
its. Sources within the NSB 
point out that although the bank's 
account show an increase of Rs* 
693 milliGn in depositors balances 
during 1980 it notdoes explain
that the increase is mainly due to
interest of Rs. 630 milli an credited 
to accounts at the end of the year. 

.** 
m 

banks: A massive Treasury sub-
million (for 1981)* Invisible subsidy from the 

government in that its constitu-
ents enjoy an income tax relief of 
one third the interest earned or Rs. 
2000 which ever is higher. Thus 

the effective interest rate it pa 
tax payers is 3 to 4 percent i 

-than that ofCommercial Banhas the widest network 
branches and sales outlets 
branches 404p Postofiesst officess 
2,937 sub post offices sp
throughout the country. 
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NATIONAL SAVINGS BANK BRANCH NETWORK AND
 
ITS OPERATION
 

By Mr. D. U. WIJERATNE, (A.i.B., B.T.I.) 
Chief Inspector of Branches, 

National Savings Bank, Sri Lanka. 

The National Savings Bank was established on 16th March 1972 by amalgamating four institutions 
namely:-

I. The Post Office Savings 	 Bank 
2. Ceylon Savings Bank 
3. Savings Certificate Section of the Postal Department 
4. National Savings Department (or Movement) 

Of these the largest institution was the Post Office Savings Bank which ac the time had its service 
outlets through 316 Post Offices z'id 2,363 Sub Post Offices and was controlled by the six units at Head 
Office. 

The second largest institution, Ceylon Savings Bank accepted deposits at their main office at 
Colombo, Fort and at Kachcheries (or the present G.A.'s office). This office at Fort later became 
the Fort Branch of the National Savings Bank. On the same day the National Savings Bank was estab
lished, the Kollupitiya Branch also was upened. With the commencement of business at these two 
branches the Bank set itself up to the task of doing its banking activities through a network of its 
own branches and in the same year took the first steps in opening branches in the outstations. Galle 
Branch which was the first outstation branch and of which I had the good fortune of being the first 
Manager was opened in December, 1972. 

During 1973, three more branches were opened. During the 5 year period 1972 to 1977 July,
23 branches were opened. From July, 1977 to the end of 1980 another 19 branches were opened
bringing the total number of branches to 42. The branches though small in number, compared to 
Post Offices and Sub Post Offices, has played a dynamic role in attracting deposits to the Bank. 

This could be shown by the following Table. 

Nett increase in deposits (Rupees in million) 

Year 	 Deposits in Deposits in 
Post Offices Branches 

1972 	 - 6 (nett decrease) 48 
1973 6 104
 
1974 I 192
 
1975 - 14 (nett decrease) 171
 
1976 41 190
 
1977 64 347
 
1978 112 316
 
1979 116 891
 

When the amount in deposits in branches is compared with the amount in deposits in Post Office 
network one could see that the branch sector has gradually but steadily increased the depositors
balances and overtaken the depositors balances of the Postal sector by 1976 and had continued its 
upward trend in such a steady rate, that by 1979 the depositors balance of the branch sector was more 
than double that of the Postal sector. 
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The following Table will show the progress made by the two sectors where depositors balancesare concerned.
 

Depositors balances (Pupees In million) (including Interest) 

Year Postal Sector 
 Branch Sector 

1972 
 690 
 277
1973 
 744 
 402
1974 
 797 
 618
1975 
 836 
 827
1976 
 933 
 1061
1977 
 1060 
 1485
1978 
 1279 
 1996
1979 
 1452 
 2964
 

This figure would show that on the whole the deposits have continuously increased both in thePostal Sector and in the Branch Sector. The reason for such an increase could be:
1. The increase of interest rate on Savings deposits from 3.6%of interest rate on fixed deposits from 4.5% 

to 7.2% and the increaseto 7.5%1. Whilst the interest rate of savingsand fixed deposits in the Commercial Banks went up to about 5'. to 6%, the increasingof deposits got a further booster with the raising of interest rates to 8.4% in Savingsand 18% its Fixed Deposits almost as soon as the present Government came into power. 
2. The liberal tax concession of Rs. 1,000/- per individual going up to Rs. 6,000/- per familyof six persons which was later increased to Rs. 2,000/- per individual or 1/3rd of incomewhichever is higher, could be another reason for this general increase in deposits. 

But why was the increase in. deposits in the Branch Sector so phenomenal whencompared to the increase in deposits in the Postfl Sector? The reasons could be manyand they could be stated as follows:

(a) Though the Post Offices and the Sub Post Offices were large in number andscattered throughout the length and breadth of the country, the types of serviceswhich had no direct connections with banking activities renderedOffices were by these Postalso wide and varied. The Post Offices were involved in the saleof stamps, registration of letters, Parcel posts, issuing of money )rders and Postalorders, sending of telegrams, renewal of radio licences, issuing Postal identitycards etc. Most of the time of the officers working in the Post Oflices was takenby these functions and they played a very passive role on what may be called anancillary function of'acceptance of deposits on Savings or Pass Book Accounts.On the other hand the branches were opened for the main purpose of servicingof depositors and the Branch Manager and his officers devote their full time tothe interest of their depositors. Since there is a constant dealing with the depositors, the Bank Officers core to know their depositors on a much friendlierand personal level than the officers working in Post Offices. The attitude of theBranch staff to the customers coupled with the persistent drive of the BranchManager and the Savings Promotion Officers even outside their offices by meetingthe prospective depositors and canvassing their deposits andsteps taken by the Head Off.e :uch 
also the various as advertisements in the Press and in theRadio would be very important reasons for the increased activities of the Branch 

sector.
 
(b) Another important reason isthe time factor. The Postal network was controlledby Head Office through the six units under the overall supervision of the UnitController's Division. 

Ing and 
This means that though the Postmasters acted as receivpaying agents, the actual accounting was done at Head Office. Thisarrangement of course had no problem

the depositors could 
where deposits were concerned, sincemake their deposits over the counter at any Post Officeand get these deposits recorded in the Pass Books. Though the recording ofthese deposits in the Ledger Accounts at the Head Office take time the depositoris not concerned about the delay. The only problem here was the difficulty 
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the depositor had In making deposits of large amounts since the Post Offices 
are not geared for acceptance of large amounts. But the actual problem con
fronted by the depositor was at the time of withdrawals. The depositor cannot 
make withdrawals of large amounts over the counter sincc there are restrictions 
placed on this type of withdrawals called"on demand withdrawals". On demand
withdrawals ranging from Rs. 50/- t. Rs. 250/. are allowed in the Postal network 
and if a depositor wishes to make a withdrawal of a large amount, he has to neces
sarily come to Head Office, sometimes travelling hundreds of miles, or he has to 
make an application for a withdrawal by a warrant. This procedure would 
usually take more than a week. Thus a person who requires money for an urgent
purpose like a funeral or some urgent medical expense could not obtain his imi
mediate need of cash from the Post Office. On the other hand in a branch thedepositor is not only able to make a quick deposit, he is also able to effect 
a quick withdrawal without any limit on the amount he desires to withdraw. 
This he is able to do because the branches are independent units and maintain
the accounts within the confines of its ow-, premises. An urgent withdrawal 
of any amount whatever could be obtained virtually over the counter. The
depositors naturally respond to this type of quick service by not only making
their new deposits with the bran, hes but also by transferring their funds from 
the Postal Sector to the Branch Sector. 

(c) 	 Yet another reason could be the various facilities afforded to the saver through
the Branch Sector as against the Postal Sector. You would have noted that at
the inception the Postal network concentrated largely on deposits on Savings
Pass Books and sale of Savings Certificates. It was only from 1977 October,
that the Fixed DeposiL Scheme which became a great success in the Branch net
work could be introduced in the Post Offices and this too in a restricted manner
since the depositors could only obtain fixed deposit certificates in prescribed
denomination with interest payable at maturity of the deposit. On the other
hand the Branch Sector saver was given a wide choice of savings istruments
like the Savings Pass Book Accounts, Savings Certificates, S.A.Y.E. Accounts 
for those employed on a permanent basis, F.D. accounts with no restrictions Li,
the amount of deposit and which also gave the option to the depositor of obtain. 
Ing his interest either at maturity of the deposit or monthly or at any other
convenient Interval. The Regular Monthly Income Savings plan which is a savings 
cum security plan is designed to suit self employed persons to provide for their 
non working age and Premium Savings Bond scheme introduced to mobillse the
savings of small investors by offering them chances of winning substantial cash 
prizes at every monthly lottery draw. Thus we could see that various savings
instruments could be introduced to the Branch network with convenience since 
the branch sector is directly under the Management of the Bank and it is very
flexible. But on the other hand the Post Offices were merely acting as our 
agents and as they are not geared to undertake dynamic Banking activities, most 
of the work that is performed in the Branches cannot be performed at the Post 
Qffices. 

For purposes of record, I might mention that by 1979 there were 355 Post Offices 
and 2,735 Sub Post Offices. 

Having given some of the reasons which could be attributed to the increase in 
deposits of the Branch Sector we shall now discuss the operation of the Branch 
network. 

The present Management Isfor ever conscious of the important role played by the 
Branch Sector and isever so willing to open branches. But they cannot be opened
in a haphazard manner. A feasibility study has to be conducted to see:-

I. 	 the income and savings potential of the people of that area and how far a 
branch could be a success in this area. 

2. 	 There should be a good building at a convenient spot to house the Branch. 

3. 	 Staff trained in branch work has to be detailed to run the Branches. 

A branch could be opened only after requirements such as these are fulfilled. 

-	 62 



At present there are 42 branches of the National Savings Bink functioning In the country. 

A large number of these branches are presently located In the urbanis exploring possibilities of opening more areas. The Managementbranches in the rural sector. These branches are establishedand are functioning more or less on a similar footing to that of the Branches of the Commercial Banks.The Branch Managers.are given wide powers but controls are exercised by Head Office through variousmeans and by circular instructions. 
Let us see in greater detail the operation of the Branch network with regard to the various types 

of savings Instruments. 

I . Savings Accounts 

The mo:t commor, type of account is the Savings Pass Book Account. A prospectivedepositor could call over at any Branch of the Bank and open an account by filling up averysimple form called the Declaration Card which gives the full name and address of thedepositor and his specimen signature. If he so desires he could open a Joint Accountwith one or more persons. He could even open an account on behalf of his minorchild below 16 years of age. Our Bank Is the only Bank where minors between the agelimit of 7 and 16 years could open and operate on a savings account. When an accountis thus opened by filling a Declaration Card and a cash deposit voucher and the cashhanded over the counter, a savings account is opened and the pass book handed over tothe depositor under acknowledgement. Thereafter he is free to make any depositsto or withdrawals from his account within business hours. If he so desires, he maymake a deposit through any other Branch or through a Post Office, but for reasons ofsecurity withdrawals from any other Branch is limited to Rs. 250/-. The depositor isentitled to interest at the rate of 12% per anrum. The interest Is calculated on amonthly basis and credited to the account at the end of the year. 

2. SAYE Accounts 

The Save As You Earn Account is somewhat similar to the ordinary Savings Account.The only difference is that this type of account is introduced to those who are employedon a permanent basis. These employees could authorlse their employers to deductany amount of their choice from their paysheet and send it to the Bank. The employerundertakes to deduct the noney, prepare a list giving the names and contributionseach employe and send tiese along with the cheque. A SAYE vcccunt of an 
of 

employeeis credited on realizat;m )f the cheque and he is free to withdraw the monies wheneverhe wishes. This type of savings instrument affords an opportunity to those whoemployed at various work areplaces and who are unable to call over at the Bank, to savesomething from their monthly salaries. 

3. Special Savings for the Estate Sector 

This is a parallel scheme to the SAYE scheme and was introduced In April 1979.This scheme is operated in estates on a voluntary basis and the savings of workers arededucted on the monthly paysheet by the Superintendent and remitted to the Branchto be credited to the estate workers' accounts. In case of an emergency, an estateworker could obtain Rs. 50/- from the Estate Superintendent by surrendering a withdrawal application form. 

4. Fixed Deposit Scheme 

Though the Savings Account is the most common type of account due mainly to itssimplicity of operation, the most popular instrument of saving is the Fixed DepositScheme. This scheme has become exceedingly popular specially after the presentGovernment Introduced higher rates of interest going upto as much as 18 per centon 18 month deposits in September 1977. The rates have again been Increased In
April 1980 and presently stand as follows:

20% for one year deposits,
 
15% for six months deposits.
 
12% for deposits which remain 
 in the Bank for at least three months. 
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Depositors are allowed to withdraw their deposits whenever they want but subject 
to an interest rate as given above. A depositor could be given the option of obtaining 
his Interest at maturity of the deposit, or monthly or at any other periodic interval. 
However, the rate of lnterest in such cases would be 18.6 per cent and the minimum 
deposit Rs. 5,000/-. The interest paid periodically on this type of Fixed Deposits could 
be sent to the depositor direct or to his Bank account. This has become an extremely
popular scheme and more than 35 per cent of the amounts in Fixed Deposits in most of 
the Branches Is on this type of periodic interest scheme. This serves a great advantage
for those who have large sums of money at their disposal but without a regular source 
of income like a person who retires afer a long period of service and collects his provident
fund. This money could be deposited under this scheme and interest earned periodically. 

Regular Monthly Income Savings Plan 

The Regular Monthly Income Savings Plan, as mentioned earlier, is a saving cum social 
security plan and this is designed to assist self-employed persons to provide for their 
non-working age or for the education of their children. Under this scheme a deposi
tor has to deposit a fixed sum either monthly, quarterly or half yearly for a period of 65 
months. At the end of that period he or his nominee will receive monthly for the rest 
of his life a sum equivalent to the monthly dephsit. As no other savings instrument 
gurantees such a high rate of interest as much as 13.2% per annum over such a Inng 
period of time, this is a very attractive long-term Investment plan, and the records 
reveal that though this plan was introduced in mid 1979, It is fast becoming a popular 
savings Instrument. 

6. Premium Savings Bonds 

The Premium Savings Bonds Scheme Inaugurated by the Hon'ble Minister of Finance 
and Planning or, 8th April, 79 is a savings instrument meant to mobilise the savings of 
the small investors by offering them a chance of winning one of the 32 substantial cash 
prizes, the first of whkih is Rs. 10,000/- at every monthly lottery draw. 

A bond holder is not entitled to Interest but as long !s he holds this bond, he gets a 
chance of winning a prize. If he so desires, he Is at liberty to encash the bond priced 
Rs. 10/.. at par value at the expiration of 12 months. This scheme has been introduced 
Into the Branch Sector as well as to the Postal Sector. 

7. Collection and Crediting of Cheques 

Though our Bank is not regarded as a Collecting Banker and is not given a place in the 
Clearing House, it is encouraging to note that a very large percentage of the deposits
made at the Branches, sometimes amounting to more than 60 per cent of the total 
deposits, is received in the form of cheques. Cheques issued in favour of the Bank to 
the credit of the depositors accounts are accepted for collection. Branch Managers 
are allowed the discretion of accepting the cheques written In favour of the depositors. 
All cheques so collected are sent to the nearest Commercial Bank Branch, to be collected 
and credited to the Branch Account. Depositors' accounts are credited as soon as 
our Branches are notified about the clering of cheques. 

8. Checks and Controls 

Earlier in my paper I mentioned that the accounting aspect of the Branch sector Is loca
lised, in the sense that the Branches act quite independently of the Head Office where 
the opening and closing of accounts and recording of entries In the Ledger Accounts 
are concerned. The balancing of cash and of various entries are the responslbill.y of 
each Branch. Cash is balanced every day. All Ledger accounts operated on a particular 
day are balanced as at the end of that day by a process called "THE OLD BALANCE/ 
NEW BALANCE PROOF SHEET". All Control Accounts and General Ledger Accounts 
are posted and balanced daily. In addition, the balance of each ledger account whether 
operated or not is reviewed once a month by a process called "THE EXTRACTION 
AND BALANCING OF TRIAL BALANCES". The final balance of a group of accounts 
is listed and balanced with the Control figure pertaining to this group. Thus, at each 
stage there is a self-imposed system of checking and balancing of accounts. These are 
internal checks and controls exercised by each Branch and isadopted to maintain strict 
accuracy regarding the entries made in branch accounts and to prevent any frauds 
taking place. The Branches are also required to send to the Branch Inspection Division 
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various statements of accounts and statistics and are required to follow instructions
given by the Head Office. In addition to this, the Inspection Division deploys Inspectionteams consisting of experienced personnel to make surprise visits to Branches and check on their working. Any minor shortcomings are corrected by the team but serious
lapses are reported to the higher Management for remadial action. These are actuallyremote controls exercised by the Head Office to ascertain whether the Branches perform their functions smoothly and efficiently. Within these controls the BranchManager isgiven fairly wide powers to run his Branch in a smooth and efficient manner
and to attract more and more deposits. 

In this seemingly wide subject, I feel I have made a concentrated effort to explain as bestas I could the dynamic role played by our Branch network which though small in numberhas thrown a great challenge not only to its brother Post Offices but also to the verywidespread network of Branches of the well established Commercial Banks of our 
country. 

In conclusion I must say that the present Management of the Bank under the very ableguidance of our Chairman, Mr. A. O.Wirasinghe, a dynamic personality, with a vastexperience In the Public and Private Sector is making a very successful contributiontowards achieving the goal of the development programme of the National Govern
ment. 

65
 



Annex 18
 

NATIONAL SAVINGS BANK'S POSTAL AGENCY NETWORK 
AND ITS OPERATION 

By Mr. M. P. HANDUNPATHIRAJA 
DcpL,ty Chief Accountant, 

National Savings Bank, Sri Lanka. 

I. HISTORY IN BRIEF 

II. Prior to the establishment cf the National Savings Bank in April 1972, the mobilizationof the domestic savings was t-,ndled by the Post Office Savings Bank and the Ceylcn Savings CertificateBranch, both of which were under the Postmaster-General and the Ceylon Savings Bank. The PostOffice Savings Bank with the wide gcographical coverage of pcstal network was able to reach the ruralpopulation without much difficulty The Ceylcn Savings Bank had no provincial branch offices butmade use of the Kachcheries and Treasury Officcs in provincial towns 4s its Agencies. The CeylonSavings Bank did not have the facility to tap the rural population for their savings. 

1.2 Those three institutions were governed by three different ordinances; The Ceylon SavingsBank Ordinance, the Post Office Savings Bank Ordinance and the Savings Certificate Ordinance all ofwhich were repealed with the establishment of the National Savings Bank. The Post Office SavingsBank and the Savings Certificates Fund were managed by Boards of Trustees consisting of the DeputySecretary to the Treasury, Secretary to the Ministry of Post & Telecommunication and the Postmaster-General. These two institutions functioned as two Divisions of the Post and TelecommunicationDepartment where the Postmaster-General was the Head of that Department. 
. - 1.3 The financial structure inherited by Sri Lanka at the time of independence in 1948 wasfairly sound. As years passed by with the increase in foreign debt and adverse balance of paymentposition, the urgent need for domestic savings mobilisation by raising the marginal propensity to savewas strongly felt. Thus with a view to make the techinques of collection of savings more dynamicwith better customer satisfaction and also to unify the activities of State sponsored savings organisation,the Government established the National Savings Bank by Act No. 30 of 1971 to carry on among otheractivities, the business carried on by the Post Office Savings Bank, Ceylon Savings Bank and the SavingsCertificate Branch of the Postal Department. Thus when the National Savings Bank started its operation we had a ready made agency service - the postal service network. At that time, there were 319post offices and 2,428 sub-post offices in the isand that were performing savings bank work. The postoffices and sub-post offices did not maintain the accounts of depositors. They accepted deposits andpaid out withdrawals. All accounts of deposicors were centralised in the Head Office in Colombo.There were nearly 4.5 million savings bank accounts with a tota; deposit of nearly Rs. 1,000 million atthat time. Without causing any inconvenience to the holders of Post Office Savings Bank Accounts,the National Savings Bank took over the functions of the Head Office, and allowed the post offices and
sub-post offices to accept deposits and pay out withdrawals in the same manner as before. Thus, even
today, most of the pass book holders in rural areas have not felt any change.
 

1.4 To mobilise more savings, we have opened branches of the National Savings Bank annuallyand today we have a network of 42 branches and have a programme to open more and more branches.These branches, unlike post offices and sub-post offices, perform only functions of the Savings Bank,maintain the accounts opened at the respective branches and operate more or less independently.Thus in towns where there are branches, the public have two alternate service points viz: the Branchof the NSB and the post offices and sub-post offices in the area, which work independent of eachother but under the control of the Head Office. 

1.5 
 ! have given a brief outiithe how the postal network became the Agent for National SavingsBank. Today with the growth of post offices and sub-post offices, we have a network which stretchesto even the remotest part of the country-sile. There are nearly 2,400 servicing points at present andconsequently the service is easily utilized by the public at large. The growth of post office network
from 1972 is as follows: 

1972 1973 1974 1975 1976 1977 
 1978 1979 1980
Post Offices 
 319 321 323 323 324 
 332 345 364 
 400
Sub-Post Offices 
 2428 2468 2473 2474 2528 
 2580 2654 2806 2960
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2. OPERATION OF THE SAVINGS SCHEMES THC1OUGH POST OFFICES 

... 2.1' The Bank has a number of Savings Schemes such as the Ordinary Savings Scheme, Savings 
Certificate Scheme, Gift Tokens Scheme, Fixed Deposit Scheme, Regular Monthly Income Savings 
Plan and Premium Savings Bonds Scheme, for the.mobilisation of savings. There will be other speakers 

* who will talk on the details of these schemes. I shall confine myself to the description of the manner 
in which the different savings schemes are operated through the post offices. Except for the Regular 
Monthly Income Savings Plan which was started in mid 1979, all other schemes of savings are operated 
through the post offices and sub-post offices In the island at present. 

'2.2 ORDINARY SAVINGS 

2.2.1 Deposits: 
In the case of ordinary savings bank deposits, the post offices and sub-post offices, when accept

ing deDosits affix numbered savings bank labels in the pass book indicating the value of deposits accepted. 
This vas the same system adopted under the Post Office Savings Bank. The members of the public 
could open accounts at a post office or sub-post office with an initial minimum deposit of Rs. 5/- by 
filling up a declaration card at a post ofice. The pass book stating the initial deposit is is5tjed to the 
depositor over the counter, but at a sub-post office a temporary receipt is issued in.the first instance 
and the pass book is issued by the controlling post office and delivered to the depositor after recovering 
the temporary receip,. When making subsequent deposits, the pass book along with the -ash Is handed 
over at the counter at a post office or sub-post office. The Counter Officer will affix labels to the value 
rendered in the pass book, make the relative credit entries and return the pass book Immediately to 
the depositor. Pa ticulars of the account and the amount deposited are entered in a specified form 
and forwarded on the day itself to the Controller of Units, at the Head Office of the Bank. From these 
particulars, relative entries are made in the ledgers of the depositors. The cash collected In rcspect 
of these deposits are remitted to the Chief Accountant, Postal Department. I shall explain later how 
this money is remitted by the Chief Accountant, Postal Department to the Bank. 

. 2.2.2 Before proceeding further, it may be appropriate to explain why Savings Bank labels are 
affixed for deposits in pass books operated through the post offices and sub-post offices. In the case 
of branches, no labels are affixed in pass books. The ledgers are maintained in the branch itself and 
withdrawals are permitted only at the same branch. Thus the credit balances can be verified from 
the ledgers before effecting payment. In the case of savings accounts operated through the postal 
network, the depositor is able to make on-demand withdrawals of not exceeding Rs. 2501- at any post
office In the island. Thus it is not possible for the Postmaster to verify the balance to the credit of 
any account at the time of allowing the withdrawal, because the ledgers are maintained at the Bank. 
He is only guided by the entries in the pass book. Unless labels to the value of each deposit are affixed 
on the pass book, the entries could be easily altered and fraudulent withdrawals manipulated easily. 

2.2.3 The labels are controlled on an imprest system. The Bank maintains stock records. 
The labels also constitute a dtvice to exercise control over the cash collected by the Postmasters on 
account of deposits. In another way, it also gives some mental satisfaction to the not so literate deposi
tors, that they have got some stamps of value affixed in their pass hooks when a deposit is made. The 
total value of labels utilized daily at each post officc is verified with the deposits accepted un that day
and balanced. This prevents'any misuse of labels. Th., label accounts remitted by the Postmasters 
monthly are checked at the Bank by the Controller of Units with the total monthly deposits at each 
post office. Although the label system may be considered cumbersome, it has to be continued until 
such time a better control system is introduced for these transactions. 

2.3 Withdrawals: 

Depositors holding savings bank accounts opened at post offices and sub-post offices have the 
advantage of being able to make withdrawals from any post office or sub-post office in the island. They 
could make an on-demand withdrawal only upto a maximum of Rs. 250/-. If they wish to withdraw a 
larger amount, they have to make an application to the Controller of Units at the Head Office of the 
bank who will issue a paymen: order (warrant) which could be cashed at the post office or sub-post 
office desired by the depcsitor. A relative debit entry is mL-de on the pass book by the ostmaster 
when effecting payment. All withdrawals made at post offices or sub-post offices are entered In a 
specified form and forwarded to the Head Office of the Bank to make relative entries in the ledgers. 
When withdrawals are made on-demand from the post office or sub-post office, the pass book Is retained 
at the post office for seven days before returning same to the depositor through the postman. This 
is done, so that if there be any discrepancy between the pass book balance reported by the Postmaster 

nd the ledger, the pass book could be called for and examined by the Bank. 

2.4 Savings Certificates: 
This scherne was already in operatiun under the Post Office Savings Bank In 1972 when it was 

taken over by the National Savings Bank. The Bank printed the certificates and issued stocks of 
certificates of Rs. 5/- Rs. 10/- Rs. 50/- Rs. 100,'- Rs. 1,000/- Rs. 10,000/- denominations to the Postmasters 
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for issue to the public. NSB continued with this scheme until 1977 when its Importance declined with
the Introduction of the Fixed Deposits Scheme at a higher rate of interest. In 1979, the Bank with
drew the issue of savings certificates from the post offices and now the post offices only pay for the
certificates Issued by them when they are tendered for payment. 

2.5 Gift Tokens: 

This scheme was started in 1972 with the commencement of business by the NSB. This was ascheme where printed certificates of Rs. 5/- Rs. 10/- Rs. 15/- and Rs. 25/- were issued by the Bank and
sold to the public through post offices and bank branches. The purchaser could gift such certificates 
to anybod/ he wished and the recipient had to deposit such certificate into his savings account with
the NSB. When deposited into the pass books, the Postmasters have to accept such certificates as
cash, affix the necessary stamps and account for them accordingly. The gift token scheme did not
become popular among the public. As its cost of administration did not justify its continuance through
post offices, the Bank withdrew their sales from the post offices and confined the sales only to the Bank
branches. The post offices now only accept for deposit in the pass books those gift tokens which are 
sold at bank branches. 

2.6 Fixed Deposits: 

On 1.10.77, the Eank started the fixed deposit scheme through post offices. The Postmasters 
now issue fixed deposit certificates to the public. The fixed deposit certificates are printed by the
Bank and the Postmasters are supplied with stocks of fixed deposit certificates of Rs. 100/- Rs. 500/-
Rs. 1,000/- and Rs. 5,000/- denominations. Applications for fixed deposits made to the Postmasters are
filed in the respective offices and the certificates for the amount tendered are issued theover 
counter. Particulars of certificates issued are intimated to the Chief Accountant of the Bank daily and
the cash is remitted to the Chief Accountant. Postal Department. 

3. ACCOUNTING FOR TRANSACTIONS 

3. I The method of accounting for transactions done by the Postal Agency on behalf of the Bank
in respect of various savings schemes is generally the same. The forms and registers to be used Inrespect of each savings scheme are designed by the Bank in consultation with the postal authorities and 
are printed and supplied to the Postmasters by the Bank. The Postmasters receive deposits and make 
payments under the respective savings schemes daily and send daily returns of such transactions to
the Bank. They also send duplicates of such returns together with the day's cash summary and thecash remittances to the Chief Accountant, Postal Department. The Chief Accountant maintains 
separate accounts for each scheme of the NSB and updates such accounts with the information received
daily from the Postmasters. The National Savings Bank in turn verifies the accuracy of the returns itreceives daily from the Postmaster by comparing them with the figures recorded by the Chief Accoun
tant, Postal Department. When the balance to the credit of the National Savings Bank, in the books
of the Poz.-al Department exceeds agreed limits, (now Rs. 10 million at any time) the ChiefAccountant,
 
Postal Dept. remits the excess to the NSB by'cheque.
 

3.2 The records in the NSB in respect of various savings schemes are up-dated from the informa
tion contained in the daily returns sent by the Postmasters. Of all the schemes operated throughpost offices at present, the most voluminous is the ordinary savings scheme. 

3.3 In the NSB Head Office, the ledgers in respect of the ordinary savings accounts opened atpost offices are maintained in the alphabetical order of the post office of Issue. The post offices of the
island are divided into six units, each unit having an unequal number of post offices depending on the
volum-! of transactions involved in those post offices. Each unit is headed by a Manager and an Assistant
who have about eighty clerical hands under them. All the six units come under the immediate adminis
trative control of a senior executive designated as "The Controller of Units". 

3.4 The accounting at Head Office for these savings accounts are partly mechanised. Theposting of daily deposit and withdrawal information into the ledgers isdone by ledger posting machines.
Since the volume of transactions is so large, it was decided in 1975 to do a feasibility study for the com
puterlsation of the Head Office accounting of these transactions. As a result of such a study done bythe Computer Bureau of the Central Bank, a system of part computerisation parallel to the mechanised 
manual system was undertaken In 1976 by the Computer Bureau of the Central Bank itself. The calculation of interest on these savings accounts is now done by the computer and the interest is entered Into
the ledger accounts manually with the help of computer print-outs. 
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3.5 I give below some recent statistics relating to these savings accounts. 

1976 1977 1978
 

No. of operative accounts ... ... 2,906,662 2,416,665 2,664,904 
No. of accounts opened during the year ... 171,484 187,794 209,337 
No. of accounts closed during the year ... 28,778 14,876 29,832
No. of transactions during the year - deposits 2,539,582 

- withdrawals 3,047,772 3,204,734 913,787
Total deposits during the year - ... Rs. 200,051,834 236,021,082 245,748,612
Total withdrawals during the year ... Rs. 117,345,351 133,721,185 147,639,970 

Accounts categorised according to balances: 

Cts. I to Cts. 99 28,518 1,928 1,998
Rs. I to Rs. 9.99 1,084,138 758,933 817,32110 to 99.99 998.691 857,300 932,192 

100 to 999.99 580,314 590,170 669,110
1,000 to 9 999.99 170,416 178,626 197,856

10,000 to 99,999.99 12,199 11,550 11,941
100,000 and over 5 15 21 

3.6 The accounting for fixed deposits, savings certificates and gift tol~ens is handled by one
Division of the NSB Head Office and another Division handles the accounting for Premium Savings
Bonds. In the case of all these schemes, printed and pre-numbered certificates are issued by the Bank 
to the Postmasters and the accounting in the Bank involves the summarising of the daily and monthly
returns sent by the Postmasters and up-dating of the issue and encashment records maintained by the 
Bank with the information contained In the daily returns of the Postmasters. 

3.7 Some of the recent statistics relating to these schemes are as follows 

Value of No. of Value of No. of 
Sales Certificates Encashments Certificates 

Rs. Sold Rs. Encashed 

Savings Certificates - 1979 - - 23,130,551 14,189
1980 - - 28,298,599 12,444 

Fixed Deposits 1979 177,966,600 96,252 108,581,594 53,978
1980 100,171,700 49,604 73,418,946 31,140 

(Ist 3 quarters) 
Gift Tokens 1979 -  35,550 2,155 

1980 -- - 28,545 3,111 
(Ist quarter) 

4. CONTROLS EXERCISED 

4.1 The accounting control of the various schemes of savings are exercised by several means. 
In the case of ordinary savings accounts, the Bank issues pre-numbered savings labels to the Postmasters 
to be affixed in 0. ,ss books against the value of each deposit received by them. The label stocks are
controlled on zr, ,st basis and the Postmasters have to submit monthly returns of label stocks 
to the Bank. Ti.L ik.in turn verifies the accuracy of those returns by comparing them with the daily
deposit return sent by the Postmasters to the Bank as well as the Chief Accountant, Postal Department. 

4.2 The pass books are a!so printed, pre-numbered and stocks are supplied to the Postmasters
by the Bank. A comprehensive record of pass books supplied to each post office is maintained by the
Bank and therefore the Bank can ascertain at any time from which post office a particular numbered 
pass book has been issued. The savings accounts in respect of all the issued pass books are maintained 
at the Bank and this information helps the Bank, if necessary, to ascertain the stocks of pass books 
that should be available at any post office as at any particular date. 

4.3 In the case of other savings schemes, namely the savings certificates, gift tokens, and fixed
deposits, the Bank prints and issues to the Postmasters, stocks of pre-numbered certificates. Upto
date, issue, encashment and stock records of certificates delivered to each post office is maintained by
the Bank with the help of the daily issue and encashment returns received from the post offices. The
daily returns received from the post offices are also compared with the daily returns sent by the Post
masters to the Chief Accountant, Postal Department. 
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4.4 In addition to the documentary controls which the Bank exerciseand Sub-Postmasters over the Postmastersagainst any possible irreg, 1arities or frauds they could commit in the exerciseof their agency functions, the Postal Department itself has Instituted a number of controls, administrativeor otherwise, which act as safeguards against malpractices by Postmasters. 
4.5 One of such controls is the limitation of the magnitude of transactions at different gradesof post and sub-post offices. 

an 
For example, the maximum amount that a Sub-postmasteron-demand withdrawal at a Sub-Post office of A or B grade is limited to Rs. 

can pay on 
office, the limit is Rs. 250/-. 100/-, whereas in a postSimilarly, the amount of a deposit that could be accepted at a sub-postoffice is also limited to Rs. 600/- in anoffices have motor/train mail services. 

A grade office and Rs. 400/- in a B grade office provided suchWhere runner services exist, the limits are reduced to Rs. 400/and Rs. 300/- respectively. Limits exist in respect of a A grade and B grade post offices as well. 
4.6 The Postal Department has also a group of examiners of accounts who pay sudden and unexpected visits to post and sub-post offices and examine the accuracy of records maintained and the transactions accounted by the Post and Sub-Postmasters. They make physical counts of cash, stocks of labels,pass books, savings certificates, gift tokens and fixed deposits certificates, comparerecords and report any discrepancies observed to the Bank as 

them with stock
well as to the Chief Accountant, PostalDepartment. 

4.7 I have so far discussed the controls available against possible irregularities by the Post andSub-Postmasters. There are also certain controls availableby the depositors. One against possible irregularities or fraudssuch control is the requirement that the Post andidentify the customers Sub-Postmasters mustto their satisfaction before any payment is made.either documentary or personal provided the Postmaster is satisfied. 
The identification can be 

The burden is therefore on thedepositor to identify himself to the satisfaction of the Postmaster concerned. 
4.8 Another control is the retention of the pass book in the post office for seven days, whenan on-demand withdrawal is made from a pass book.is expected to state 

When such a withdrawal is made, the Postmasterin the withdrawal application, the final balance appearing in the passsuch withdrawal and send the application to the Bank. book afterAt the Bank, the balance stated in the application is compared with the ledger balance and if any difference is observed, the pass book Is called forexamination and investigation. 
4.9 The limitation of the on-demand withdrawals to a maximum of Rs. 250/-control against frauds and malpractices. A depositor is yet anotherwho wants to withdraw a sum in excess of
Rs. 250/- at any one time, has to apply to the Bank for the issue of a payment warrant.
such a warrant payable The Bank Issuesat any post office desired by the depositor only if funds are available in thedepositor's account. 

5. INVESTIGATION INTO FRAUDS AND IRREGULARITIES 

5.I Although the Bank and the Postal Department has instituted a number of control measuresagainst the commission of frauds and irregularities Lit has not been the depositors as well as Post and Sub-Postmasters,possible to stop their commission completely. The irregularities usually consists ofwrong accounting and non-compliance of instructions or misinterpretation of instructions. 
5.2 The frauds are mainly concentrated in the Ordfnary Savings AccounL Scheme and the modesof operations are varied and interesting to study.use Most of these frauds are perpetrated by makingof the facility provided for on-demand withdrawals. Someinvestigated are given below. of the types of frauds detected andIn all these cases, either withdrawals have been made or deposits havebeen misappropriated by resorting co irregular practices. They are 
i. Withdrawal of money from pass books belonging to other depositors. This takes severalforms: 

(a) persons completely unknown to depositors withdrawing money frombooks. In these cases, ther passthe pass books come into the hands of fraudulent partiesin several ways such as incorrect delivery by the postman, stealing of the pass books,accidentally coming Into possession of those pass books forgetfully or carelessly leftby depositors at their work places, buses etc.; 
(b) Withdrawal of money by members of the same family from pass books belonging to

other members, 
(c) Withdrawal of money by Sub-Postmasters and Postmasters from pass books entrustedto them by depositors for getting the interest inserted or for making deposits... 

85 



II. .,..Affixing of used labels, extension of wrong balances andfrom pass 	 making fraudulent withdrawalsbooks, sometimes by the depositors themselves and very commonly by Sub-Postmasters; 

Ili. Withdrawal of money from deceased depositors' pass books; 
iv. , Misappropriations by the Sub-Postmasters of the money given to them by the deosrnr. 

"for depositing In their pass books; 
.
v.-'-	 Withdrawal of money from pass

themselves 
books• by altering the figures therein by the depositors' . or others; A 

v. Making of warrant withdrawals from depositors' pass books by the Sub-Postmasters bygetting the illiterate depositors to sign the necessary forms ; 
vil. . ilntroduction of inside pages from closed passbooks into other pass books and making fraudulent withdrawals; 
viii. Introduction of the cover 	pages from one pass

withdrawal by producing identity; 
book to another and making fraudulent 

ix.. 	 Aiteration of the printed figures in the labels and extension of the balancefor making fraudulent 	 accordinglywithdrawals; . o 
x. 	 Alteration of the interest figures, extension of the balance accordingly for making fraudulent withdrawals; 

xl. "Alteration of the 	carried forward balance Into other pages of the pass book for makingfraudulent withdrawals. 

... 	 ............................
xlI. "Alteration 	 .of the amount withdrawn and extension of a wrong balance for naklng fraudu."2lent withdrawals. 
5.3 It has been observed in investigations that most of these fraudulent, withdrawals have beenmade by or with the connivance of the staff in the sub-post offices who areof the Postmaster-Genera, only Commission Agentsand are not his permanent employees. 

5.4 All the fraudulent withdrawals madereported to the 	 from pass books issued fromPostal 	 Department the post officesand the Investigating Inspectors of the Department 
are 

collect therelevant documents from the Bank and make the necessary inquiries. On completion of inquiries, thePostal Department refer the cases involving criminal offences to the Police to take suitable legal action.Wherever possible, the fraudulently withdrawn amountsand remitted to the Bank. 	 are recovered by the Postal DepartmentIn cases where the Department employees are involved in the frauds, variousdisciplinary punishments are inflicted on them including dismissal from service. 

5.5 
years 	were 
The total number of cases that were subject.to Investigation at the end ofeach of the recentas follows:

1978 1979 1980
No. of cases 2779 2876 
 1346
 

6. PAYMENT FOR SERVICES RENDERED BY THE POSTAL DEPARTMENT 

6.1 The National Savings Bank pays postage for all articles despatched by post. A specialpostage rate below the normal postage is paid for the delivery of pass books to depositors. The telegraph and telephone bills are paid to the Posts &Telecommunications Department by the Bank like anyother institution. The Postal Department renders a bill annually as service charge for the Bank workdone at post offices and sub-post offices.performed at each 
For this purpose, the Postal Department measures the workpost office and sub-post office on a unit basis depending on the time involved foreach item of work. The Department separates the units in respect of Bank work and works out a ratio of this work to the entire work done at post offices and sub-post offices. On this ratio basis,the total expenditure Incurred by the Postal Department is divided and the Bank is called upon to meetIts share. 
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6.2 It Ins been observed recently that the payment made as service charge on this unit basis 
to the Postal Department has been on the high side and uneconomical. A study of the computation
of the service charge was made recently by the Bank and it was revealed that there were discrepaancies
such as use of wrong statistics in the system which affected the Bank adversely. The Postal Depart
ment has now agreed to fiY the service charge on the basis of the number of transactions performed
at the post offices and dub-post offices. The rate of payment for each transaction is now being worked 
out. 

7. LIAISON BETWEEN THE BANK AND THE POSTAL DEPARTMENT 

7.1 A staff grade officer from the Postal Department is attached to the Bank designated as
Liaison Officer to co-ordinate the work between the Bank and the Postal Department. He isprovided
with the necessary clerical staff and an office by the Bank. 

7.2 All the instructions to the Postmasters and Sub-Postmasters with regard to the implemen
tation of various savings schemes of the Bank as well as rectification of irregularities committed by the
Postmasters are conveyed by means of Post Office Circulars and Instruction guides issued by the Post
master-General. The Liaison Officer does all the necessary preliminary work to get such instructions 
published in time. 

7.3 The Bank corresponds direct with the Postmasters and Sub-Postmasters with regard. to
Bank work. Where a Postmaster or a Sub-Postmaster does not respond to a request or instructions
given by the Bank with regard to Bank matters, such cases are referred to the Liaison Officer who 
has disciplinary authority over the Postal employees. 

7.4 Iz is not uncommon to meet with several operational problems when one deals with a
large number of agents who transact business for him. The Bank is not an exception and the most 
common type of problems we face day-to-day with Postmasters and Sub-Postmaters are 

i. Delay in rendering daily accounting statements; 
ii. Misdirection of accounting statements;
 
ill. Wrong interpretation of instructions;
 
iv. Wrong accounting; 
v. Public complaints of discourtesy; 
vi. Frauds and misappropriations. 

7.5 Monthly meetings of the representatives of the Bank and the Postal Department are held 
with the Postmaster-General as the Chairman, where changes in the system of working and other
operational problem- are discussed and solutions are arrived at, and conveyed to the Postmasters or 
the Bank as the case may be. 

7.6 In addition the Bank also conducts seminars for the Postal Department Staff with the assis
tance of the Postal Department in different districts to create a better understanding between the 
two institutions and to mobilise savings. Since 1979 the Bank has so far conducted ten seminars for 
Postmasters in the following Postal Districts:-

Colombo, 
Matara & Hambantota, 
Galle & Kalutar., 
Badulla, Nuwara-Eliya & Moneragala, 
Kandy & Matale, 
Kurunegala & Chilaw, 
Ratnapura & Kegalle, 
Anuradhapura & f olonnaruwa, 
Trincomalee, Batticaloa & Amparai, 
Vavuniya & Jaffna. 

Seminars for Sub-Postmasters are being arranged for 1981. 
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Annex 19 

GENERAL REVIEW OF SAVINGS ORGANISATION, SAVINGSINSTRUMENTS AND MOBILISATION TECHNIQUES 
IN SRI LANKA 

By Mr. K. L. H. J. PERERA 
Reserch & Development Officer,

National Savings B.nk, Sri Lanka.h Domestic savings play 
a key role in the economy of a developing country 
 like Sri Lanka. In 
the past, the view was often expressed that the development process couldhold savings accumulation, but had to be based no re. n domon the inflow ofon e hs,however, revealed itself to be domestic houseerroneous,the co-operation since no self-sustaining growtuhof the whole population, and can e ahisve ihoua support given by a broad massfar beyond the modest flow of transferred of small saverssavings thus obtained, because goesamong the population of a mentality oriented towards progress, and hence, conducive to a level of 

it means the appearanceself sustaining economic development.country's development efforts have to be financed by domestic resources. The prospect that develop-

In recent years, it has been realised that the greater part of aIng countries will be able to provide profitable domestic industries to attract foreign capital is largely
dependant on the success of development plans and of mobilising adequate domestic resourcesinvestment. for 

financial institutions, by and large constituting the capital market.
termed as a primary one, but as Such a capital market has to 


In most developing countries, Commercial Banks and Savings Organisations are the predominant
it matures into an beadvanced capital market, there will appear skill

intensive financial i-istitutions such as Investment 

ties 
 Investment Instituto s. 

banks, brokerage firms and other specialised securi

become Institutional savings when they are 

Personal or household savings which embody the purchasing power retained after consumptionput, for return for financial benefits, at the disposal of savings Institutions. 
The process through which savings originating In householdslised Institutions is called are put at the disposal of specla"Mobilisation". 
Mobilisation of personal or household savings is considered to be of great importance to econo

mIc development, since the redistribution of purchasing power is performed in such
the transferred purchasing power for production a way as to useand not consumption, needs. 
The activity of financial institutions engaged in the mobilisation of personal or household savings
 

consists in offering a variety of financial benefits which the household units are
exchange for the amounts of money saved. willing to accept inFrom country to country, the households show specificdepends very much 
preferences for different type of financial benefits and the effectiveness of existing financial institutionson their ability to adjust to such preferences.relatively easy in developed, but difficult in developing countries. 

The task of such institutions is 
In developed countries, savings that are not directly invested by the households generally take
 

the form of monetary savings and it is ready to enter savings institutions in exchange for suitable finan
cial benefits. On the other hand, in developing countries like Sri Lanka, the househo!d savings
which savings institutions can exercise their mobilisation function is only partially composed of mone

overtary savings, the great bulk being in kind. Consequently, the task of savings institutions in developing
countries is two fold, one to educate the people to save in monetary form rather than in kind and the 
other to make people to accept attractive financial benefits in exchange for the money they have saved.It Is thus understandable that, with regard to household savings,existing problem is first of all a problem of mobilisation in a developing country thevoluntary savings, Bearing in mindin that the task of increasingfact, involves the question of mobilising savings rather than generating savings 
the performance realised in this field by various institutions which form part of the financial systemsIn developing countries may first be notcd.
 

Commercial 
 Banks nowtheir emergence exist in all developing countriesas Ideal savings institutions. but there are serious drawbacks toIt is doubtful whether a set of incentives and subsidies
adopted by the Government would change the philosophy of Bank operations and transform Commer., 
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cial Banks Into Institutions truly devoted to the cause of small savers. It Ismore probable that Govern.ment support would further strengthen the orientation of Commercial Banks toward the field of interest with which they are presently concerned. Fvurher.nqo_ally come to rg ard Commerc-ial 
it Isunlikely that small savers willgradu

h-c 
 -_ . asvsl
oT bFusnI'ess enterprises and rich People 
thts 

. 

Another popular institution in developing countries is the Post Office Savings Bank. Thefigures of postal deposits collected with these institutions in different countries show a continuousincrease In the total amount of savings collected, but this fact in itself, does not prove that Post OfficeSavings Banks are institutions best fitted to mobilise personal or household savings in developing countries. The joint operation 
latter service In 

of postal services and savings services creates confusion that leaves thea secondary position. 

In this perspective, one canSavings Banks are 
easily understand that savings institutions such as the Post Officenot conducive to a full realisatlon by saverssavings. themselves of the importance of theirWhat is needed is an institution which while providing a safe place for depositing the accumulated savings, gives an adequate reward in the formeconomic and social conditions. of interest and contributes to improving localThis institution must be an inco-operation from the peo-lwho dent ntitu-ion based on genuinea-lLth usbe Qfo.ncedo having 

The Savings Banks, which are still the only organisation whose principal objective is to encourageand collect personal savings, appear as the most suitable institution, possessing all the necessary requisites. The.problem of sayvings.-.mobilisatioajin develojing countries consistsessentia'.jy..._..tappopriatejnstjtutin -which must be entirelyddi5....... il eekIng...... to-tnhcaus.e__ot he sav-
 -- h --u-, , rs Savings_ers.ingBanks certainly meet the requirements and deserve adequate support from every govern:ent that Isaware of the importance of household savings for economic development. 
The stability of a savings organisation depends on its ability to win the confidence of the peopleit is designed to serve by establishing a reputation for a reliability through meticulous custody of thefunds entrusted to it. Government backing in one form or another might also add to its dependability and trustworthiness. 
The task of mobilising savings involves firstly the devising of attractive savings schemes to suitthe preferences of diffarent classes of depositors, secondly the carrying out of aggressive savings promo-" 

tion programme aimd at spreading the virtue of thrift, developing the habit of savings and publicisingthe different savings schemes and the benefits that accrue therefrom among the people and thirdly
transactions by the people. 
 All these three form the tripod of savings mobilisation techniques.
 

the providing of a wide network of service outlets and of astreamlined service with a view to facilitating 

The Savings Banks should seek to offer instruments whichavaiiable for small amounts and which provide variety, maximum safety, permit easy and prompt with
are easy to understand and readily

drawal of the funds deposited and yield a satisfactory return.pleasure derived from As a reward for renouncing Immediateconsumption by postponing spending the funds saved, saversinterest commensurate should receivewith the duration of that renunciation.
The efficacy of a Savings Bank is also dependant on it providing convenient service outlets and a

personalised and streamlined service with good customer relations andcedures. If these tend simple and expeditious proto make the Institution inaccessible
they could and difficult for business transactions,seriously impede the savings mobilisation endeavours.
 

Furthermore the Bank's activities and 
 services must be adequately publishedcould promptly avail so that saversof them for mutual advantage. 
With these preliminary remarks, I will now


instruments and 
proceed to review the savings organisatlon, savings
mobilisation techniques In Sri Lanka. 

To begin with it may not be out of place to recount here, In brief, the history of the NationalSavings Bank in Sri Lanka. 

SAVIGS ORGANISATION 

The earliest reference to a Savings Bank In Sri Lanka is to be found in an editorial In the Gazetteof December 17, 1831 where the editor supported the establishment of a Savings Bank for the benefitof the public. 
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However, the earliest of the savings institution In Sri Lanka, the Ceylon Savings Bank, was 
opened by private people on the 6th August 1832 and entrusted to a Committee of Management,
consisting of prominent residents of Colombo, Government and Mercantile officials. In 1860, the 
Government took control of the Bank and 12 years later completely overhauled the administration. 
The Ceylon Savings Bank with almost 140 years of existence did not make any appreciable headvay in 
the task of mobilising savings. 

The Post Office Savings Bank was established in May 1885, under Ordinance No. S of 1882. 
In 1941, a separate Post Office Savings Bank Ordinance No. 18 of 1941 came Into force. In terms of 
this Ordinance, the Management of the Bank was entrusted to a Board of Trustees comprising oF 
Deputy Secretary to the Treasury, Permanent Secretary of the Ministry of Posts and Postmaster-General. 
The Bank, over the years met with some amount of success though not to the extent a developing 
country like Sri Lanka would require. 

Savings Certificate Section of the Postmaster-General's Department was established in Septem
ber 1938. The Savings Certificates were first issued in this year. The Savings Certificates gave a 
higher rate of return than the Post Office Savings Bank, but were limited in liquidity. As the Certi
ficates were not transferable, cash could be obtained only by surrendering the Certificates involving a 
loss of Interest. The Certificates therefore had little appeal to the public. 

The National Savings Movement known originally as the Ceylon War Savings Movement, was 
started inJanuary 1942. It was set up as a Government Department, under a Commissioner. In 
the main, it functioned as the publicity arm and induced persons to save regularly with the Ceylon
Savings Bank, the Post Office Savings Bank or in Savings Certificates. 

The above institutions constituted the Governmental Savings Banking edifice in Sri Lanka until 
their amalgamation. The principal reason for the amalgamation was that the existing savings insti
tutions were not geared to cope with the tremendous task of savings mobilisation in the context of 
the importance of savings to the development effort of the country. The need to rcorganise the savings
institutions and to bring them under one co-ordinated structure was felt and therefore, the National 
Savings Bank Bill which was introduced by the late Mr. U. B. Wanninayaka in 1969, was subsequently
enacted with very minor amendments as the National Savings Bank Act, No. 30 or 1971. It became 
law when the Governor-General gave his assenf-to the Bill on 31st August 1971. The Bank itself was 
estab!ished on the 29th September 1971, butthe National Savings Bank Act was brought intooperation on 
Ist April 1972. 

The Bank is authorised to Larry on and transact all kinds of business generally carried on and 
transacted by Savings Banks. It could also undertake any activities whatsoever in connection with 
the promotion or mobilisation of savings, or in the raising of the marginal propensity to save. The 
National Savings Bank is expected to nurture new ideas for the maximum mobilisation of savings of 
the community for financing economic developmcnt and to provide a variety of savings instruments to 
the public so that the preferences of different classes of depositors, particularly those In the rural 
sector, could be effectively exploited. 

The general supervision', control and administration of the affairs of the Bank are vested in a 
Board of Directors, consisting of 7 members namely, the Postmaster-General, the Deputy Secretary
to the Treasury or his representative, a representative of the Ministry of Planning and 4 others appoint
ed by the Minister of Finance for a period of 3 years at a time. The Head of the Board of Directors is 
the Chairman appointed by the Minister, from among the seven Directors. 

The Chairman and the Board of Directors of the Bank constitute the Governing Body of tile 
Bank and determine the basic policy framework within which the Bank has to function. The transla
tion of such policy into action is done by the General Manager under the directions of the Chairman 
who Is Chief Executive of the Bank. He is supported in this task by a range of senior executives. 

Basically and as was envisaged, the Bank was formed by the amalgamation of the Ceylon Savings
Bank, the Post Office Savings Bank, the Savings Certificate Section of the Postmaster-General's Depart
ment and the National Savings Movement. The activities of these institutions were taken over by the 
National Savings Bank on Ist April 1972. With the take over the Colombo Office of the Ceylon Savings
Bank became the Fort Branch of the National Savings Bank. 

As newly set up, the Bank started to carry on its operations in earnest at its own Branches at 
Fort and Kollupitiya and through the network of agencies consisting of all the Post Offices and the Sub-
Post Offices situated throughout the country. The accounts opened and operated through the agency 
network continued to be centralised in and handled by the Units house in the Bank's Head Office in 
Kbllupitlya as in the days of the Post Office Savings Bank. 
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SAVINGS INSTRUMENTS AND MOBILISATION TECHNIQUES 

Savings Instruments 

From the commencement of its operation, the Bank addressed itself to the need to provide 
variety in the savings schemes offered to the public. The Savings Schemes in vogue at the time the 
Bank came into being were the Pass Book Savings Account, the Fixed Deposit Account and the Say. 
Ings Certificate. The Bank while continuing with these either extended their ambit or brought In 
modifications in them or introduced new forms. 

The Pass Book Savings Account or Ordinary Savings Account as it is now called was extended 
to encompass the salaried employees by formulating a Save As You Earn Scheme, students by design. 
Ing a School Bank system and recipient of gifts by introducingasavings instrument known as the Gift 
Token. The Ordinary Savings Account carried an interest rate of 7.2% per annum. 

Fixed Deposits 
The Fixed Deposit Accounts underwent some meaningful modifications in that the minimum 

deposit in respect thereof was reduced from Rs. 10,000/- to Rs. 5,000/- and subsequently to Rs. I 000/. 
and the upper limit of Rs. 15,000/- was removed. The minimum period for fixed deposit was also 
reduced from 3 years to one year. Moreover the interest on fixed deposit which was earlier paid 
only annually was allowed to be drawn monthly or quarterly or half yearly, as may be desired by the 
depositors at a slightly reduced interest rate to meet administrative costs. 

Fixed Deposits yielded interest at the rate of 7.5% per annum for every single deposit below 
Rs. I lakh and interest at the rate of 8% per annum for a deposit of Rs. I lakh or more. 

Savings Certificates 

The Bank also introduced a new ten year (second series) Savings Certificates, carrying 11%
 
Interest per annum.
 

Despite these new measures and the simultaneous demonetization of large currency not 
the response from the public was disappointing. The average annual deposits from 1972-1977 wa. 
only Rs. 180.7 million as compared with the average annual deposit of Rs. 121.6 million In the previous' 
2 years. 

Interest Rate Changes 

In September 1977, major monetary operation was introduced through the National Saving
 
Bank when the present Minister of Finance and Planning directed the Bank 

(I) to increase the rate of interest payable on savings accounts to 8.4% per annum. 
(ii) to offer the following greatly enhanced interest rates on new Fixed Deposit Accounts: 

(a) On deposits of 18 months 18% per annum. 
(b) On deposits of 12 months 15% per annum. 
(c) On deposits of 6 months 12% per annum. 

Since the prevailing interest rates on savings accounts and Fixed Deposits were only 7.2% per
 
annum and 7.5% per annum respectively, the new rates created banking history.
 

The effect of the new rates on the mobilisation of savings by this Bank was not as pronounced 
as was expected and to remedy this situation the Bank introduced in July 1978 with the approval of 
the Hon. Minister of Finance and Planning, the following new measures:

(a) 	 Payment of monthly interest at the rate of 14.4% per annum on 12 month deposits of 
over Rs. 5,000/- and 16.8% per annum on 18 month deposits of over Rs. 5,000/-, and 

(b) 	 Payment of interest on premature withdrawals of Fixed Deposits at the following rates: 

After 3 months - 8.4% per annum
 
After 6 months - 12% per annum
 
After 12 months - 15 % per annum
 

These measures proved attractive, particularly the monthly Interest payment schemes which 
contributed to a large measure together with the other incentives and new savings Instruments to 
the very substantial increase in savings mobilised since their introduction. In 1979 the net savings 
mobilised was Rs. 991 million as compared with Rs. 233 million in 1976. 
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In the light of developments in the monetary situation in the country, the Bank, on the directionsof the Hon. Minister of Finance and Planning effected a furtier upward revision In the Interest rates 
from May 1980, as follows:

(a) Ordinary Savings - from 8.4% to 12%. 
(b) For 6 months Fixed Deposits (Interest payable at maturity) - from 12% to 15%. 
(c) For 12 months Fixed Deposits (Interest payable at maturity) - from 15% to 20%.
(d) For 12 months Fixed Deposits (Interest payable periodically) -from 14.4% to 18.6%. 

With regard to Fixed Deposit withdrawals before maturity the following rates of Interest were 
introduced. 

(a) 3 mcnths to 6 months - 12%. 
(b) 6 months to 12 months - 15%. 

NEW SAVINGS INSTRUMENTS 

Conscious of its role of being a partner in the social and economic progress of the country,the Bank also fashioned its activities to cater specifically to the low and middle income groups by Introducing a low priced Premium Savings Bond, a Social Security Savings Plan, a Special Savings Projectfor the plantation sector, and Fixed Deposit Certificates of a low denomination carrying the same rates
of interest as Fixed Deposits. 

Premium Savino!s Bonds 

This new savings instrument was inaugurated on 8th February 1978 by the Hon. Minister ofFinance and Planning. Priced at Rs. 10/- each, the Premium Savings Bonds cater to small savers andpresent them with chances of winning prizes In monthly lottery draws, in lieu of interest which theywould otherwise earn through Ordinary Savings Accounts. With an appeal to an individual's speculative instinct, the Bonds offer the holder the unique prospect of receiving a substantial fortune without
losing his original investment, unlike in the case of other speculative ventures. 

The Bonds could be purchased by individuals over 16 years of age by themselves, and individualsunder 16 years of age through their guardians. The Bonds are non-transferable and are registered inthe names of purchasers who could encash them at par after the expiry of 12 months from the date of
purchase. The Bonds ensure for the purchasers automatic participation in each monthly draw, afterone calendar month from the date of purchase, such participation continuing for so long as the Bonds
remain unencashed. 

The prizes offered are 

(a) First Prize - Rs. 10,000/-. 
(b) Second Prize - Rs. 5,000/-. 
(c) 30 consolation prizes of Rs 500/- each. 

Regular Monthly Income Savings Plan 

This new savings scheme was inaugurated on 19th May 1979, by the Hon. Minister of Finance
& Planning. It aims at social security through the provision of a month!y pension based on a monthly
savings deposit. A guaranteed monthly income for life to the self employed In their declining years,
an additional monthly income for life to the employed to better the life for himself and his family and
an endowment to the dependents of the depositor after his life Is ensured for those who participate In 
it. 

Under this scheme, an individual could open an account for himself or for the benefit of othersand contribute a fixed sum of money monthly, quarterly or half yearly for an un-interrupted periodof 5 years and 5 months. Thereafter, by allowing the capital, that is the sum total of his contributions 
over the 65 months together with accrued interest, to lie with the Bank, he or his beneficiary willfrom the 67th month onwards commence receiving for life a monthly income of a sum equivalent tothe quantum of the monthly contribution. The depositor has also the option of leaving the capitalwith the Bank, without drawing the monthly income, for a further period of 65 months, so as to receivefrom the 133rd month onwards, a sum two times that of the monthly contribution, as monthly income.Unlike insurance annuities, the depositor can at any time withdraw the capital and move out of thescheme. 
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Special Savings Project for the Plantation Sector 

The incomes of plantation workers Improved considerably from the second half of 1977, conse
quent to a rise in their wages and an Increase in the number of working days in the plantations. Due 
to the absence of convenient savings banking facilik.es a fair amount of the savings potential remained 
untapped In the Plantation Sector. The Bank therefore, with the approval of the Ministries of Finance 
and Planning and of Plantation Industries launched a Save-As-You.-Earn Scheme for this Sector in April 
1979. 

The Scheme provides for monthly deductions of amounts which the workers can conveniently 
save to be made from their wages and sent to the nearest Branch of the Bank to the credit of the 
workers. Pass Books are issued to the workers for the accounts opened in their names. These Pass 
Books are kept In the respective estates themselves where withdrawals not exceeding Rs. 50/- for a 
month are permitted to be made from each Pass Book. The scheme has been so designed as to enable 
the workers to transact savings banking business without having to visit Branches of the Bank or Post 
Offices. 

Low Denomination Fixed Deposit Certificates 

In recognition of the need to extend the benefit of the high rate of interest on Fixed Deposits 
to small savers the Bank introduced in January 1979, a Fixed Deposit Certificate of the denomination 
of Rs. 100/- carrying the interest rate of 18% per annum, as on a Fixed Deposit. Previously, Fixed 
Deposit Certificates were available only in denominations of Rs. 500/- and above. 

Incentives and Concessions 

In order to enthuse the people to save with the Bank, the Bank offers its Depositors the follow. 
Ing Incentives and concessions. 

Tax Concessions 

The offer of concessions like tax exemption on interest earned assist In some measure the mobili
sation of savings. With effect from April 1972, interest of Rs. 1,000/- per Individual up to a limit of 
Rs. 6,000/-for a family of 6 individual account holders was exempted from income tax. This tax conces
sion was further enhanced with effe't from Ist April 1978. The interest earned from deposits In the 
Bank up to Rs. 2,000/- or 33 1 / of the total interest whichever Is higher isexempt from Income tax. 

Other Unique Facilities 

Minors between the ages of 7 to 16 enjoy the facility of opening and operating accounts with 
the Bank, unlike in Commercial Banks. The age of majority is 21 years in the common law provision
which is followed by the Commercial Banks. 

Nomination faciliies are also available to the Bank's depositors so that by a simple process
they could obviate the necessity for lengthy testamentary proceedings in the event of the sudden 
demise of a depositor. These facilities are not available In other Banks which are quite popular with 
our depositors. 

The repayment of all deposits In the Bank and the payment of interest thereon is guaranteed 

by the Government of Sri Lanka. 

Business Outlets and Streamlined Service 

From the time Li the commencement of business by the Bank in 1972, it realised the need to 
provide the savers with necessary business outlets. Though the widespread network of Post and 
Sub Post Offices In the Island, serve as agencies of the Bank to collect savings, the Bank felt the necessity 
to open and operate its own branches where direct control could be exercised and a streamlined service 
provided in keeping with the standards of modern savings banking. The Bank therefore has so far 
opened 42 Branches. The Branches are located predominantly in Provincial Capitals. Branches 
have also been opened in rural areas where the criterian in selection is not profitability but, servicea
bility and the desire to propagate the ideals of savings and thrift amongst people. 

Coupled with the above, werethe steps taken by the Bank to streamline procedures to further 
facilitate transactions by the people. In its own Branches, withdrawals of any amount could be made 
over the counter. In the Post Offices, the amount that could be Withdrawn on demand had been 
increased from Rs. 100/- to Rs. 250/-, and In the Sub Post Offices from Rs. 50/- to Rs. 100/-, thereby
making it easy for the small saver to transact business with the Bank. One of the complaints against
the format of Post Office Savings Bank had been the inordinate delay experienced by the members of 
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the public whenever they wished to withdraw money from their savings account In that Bank. This 
delay, which was the product of cumbersome withdrawal procedures proved to be a disincentive to 
the small saver to save with the Post Office Savings Bank. It was to facilitate the transaction by people,
the National Savings Bank increased the on-demand withdrawal limits. The Bank alzo h; smade arrange
ments at its Head Office for depositors to call over and withdraw any amount on Pass Books issued at 
Post Offices. Furthermore in an effort to rationalise deposit and withdrawal procedures, the minimum 
initial as well as subsequent deposit into an Ordinary Savings Account has been increased from Re. 1/
to Rs. 5/-, and the encashment of Fixed Deposit Certificates at the Post Office which had previously
been restricted to a maximum of Rs. 10,000/- has been increased to Rs. 20,000/-. 

Moreover for the convenience of customers, the banking hours which had previously been 
between 0900 hours to 1330 hours for the Head Office and the Fort Branches and the Postal Units 
and between 0830 hours and 1500 hours for outstation Branches were with effect from Ist March 1979, 
extended to 0830 hours to 1330 hours for the former and amended to 0830 hours to 1430 hours for the 
latter. 

Savings Promotion and Publicity 

One of the drawbacks which the predecessors of the National Savings Bank suffered from was 
their failure to embark on any aggressive policies of savings mobilisation In consequence of which 
they failed to offer any .:ompetition to Commercial Banks. 

The National Savings Bank therefore, addressed itself to this task and undertook savings promo
tional and publicity campaigns. These included house to house canvassing, advertising by posters,
in the press and through the radio, sponsoring or conducting Essay, Art, or similar competitions, and 
participation by the Bank in religious, cultural, sports and other allied activities of the public. In 
these campaigns emphasis was laid on the higher interest rates pa!d by the Bank on its deposits, the 
tax concessions enjoyed by the depositors and the absolute security of the deposits in the Bank, en
sured by the guarantee of the Government. 

For atime, there was a slackening in the campaigns and therefcre, in the latter halfo f 1978, efforts 
were made to completely revitalise and intensify such campaigns. In this regard, weekly radio program
mes, radio spots, cinema slides, posters and regular wide press advertisements were organised. In 
addition special publicity campaigns with the assistance of professional advertising companies were 
launched for special savings schemes. Leaflets for information of customers publicising the various 
facilities available at the Bank were also printed and distributed. 

In order to intensify the savings promotion campaigns in rural areas, savings promotion officers 
were recruited and sent to the Branches to augment the existing cadre of officers. 

The present Government which assumed office in July 1977, has taken steps to revive the stagg
ering economy of Sri Lanka and to Increase its Gross Domestic Product and its annual glowth rate 
through the expansion of the Agricultural, Commercial, Construction and Industrial Sectors and by
the Immediate implementation of National Development Projects such as the Accelerated Mahaveli 
Development Scheme, the Free Trade Zone and the Greater Colombo Area Development Scheme. 

During the last decade, the average annual growth rate of the Gross National Product at Cons
tant prices (1970) was 4.09 per cent while the Gross Domestic Product remained at 3.8 per cent. 
According to the official estimates, a highest growth rate of 8.2 per cent was achieved in 1978. During
the year of 1979, the growth rate was 6.2 per cent. These represent considerable improvement in 
the growth rates of the previous years of 1970's which averaged only 3.2 per cent per annum. Acti
vities in construction, mining, electricity, finance and general services dominated the industrial growth
in 1979. 

Prior to the establishment of the Bank, the annual average mobilisation of savings by its prede
cessors amounted to Rs. 30.7 million for the years 1966 to 1969, and to Rs. 121.6 million for 1970 and 
1971. As at 31st March 1972, the total numbar of accounts stood at 4.7 million and the total savings 
at Rs. 956 million. Since then, the Bank has made a steady progress and has mobilised nett savings
totalling Rs. 4461.6 million from April 1972 to December 1980 and the number of accounts increased 
to 6.8 million. (Note: Rs. 18 = I U. S. S) 

It is significant to note that during the two and half years, in which the present Government has 
been in office, due to Its realistic policies creating confidence in the minds of investors the total domestic 
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savings mobillsed In this period, amounted approximately to Rs. 1566.9 million as against a total olRs. 997.6 million in the five year period between the establishment of the Bank in April 1972 and July1977. The Nett Savings mobilised during the year 1979 alone totalled Rs. 991.3 million. 

CONCLUSION 

To sum up, Sri Lanka has a unified savings institution in the National Savings Bank, entirelydevoted to the savers who can look to it as an-institution of their own. Mobilisation of savings beingits principal task, it c,.ntinuously strives toing new instruments, adjusting interest rates 
adopt effective techniques by formulating and implementin response to monetary developments and enhancingtax incentives with a view to accelerating the mobilisation process. Customer convenience and satisfaction is another area which requires constant attention from a savings institution. And this involvesthe setting up of a very wide network of business outlets and the adoption of easy and quick transactional procedures. The Bank has consciously taken steps Powards these and by vigorous promotion andpublicity activities created an awareness amongst the public of its facilities and services. 
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Annex 20
 

' STATE MORTGAGE AND INVESTMENT BANK 

Particulars Relating to Mortgage Loans 
(in efect late 1981)
 

1. 	 PURPOSES:
 
Loans are granted by the Bank for the following purposes:
 
(a) 	 House Construction and Agricultural Development: 

Construction of dwelling houses; 

Extensions to dwelling houses; 
Purchase of building sites for construction provided construction of a dwelling .house is 
commenced within one year from the date of granting the loan for purchase of the building site. 

Agricultural Development. 

Note: 	Agricultural development includes the raising of crops, Medicinal plants and herbs, Horti
culture, Sericulture, Bee-keeping, Forestry, Animal husbandry, Poultry farming, Dairy
farming. (including livestock rearing and breeding, growing pasture and fodder and 
marketing of produce), and the establishment or development of agro-based industries 
(including Paddy Mills. Tea and Rubber factories, Coconut Oil, Dessicated Coconut and 
Fibre Mills). However. the Bank does not grant loans for agricultural purposes in respect
of which other institutions provide subsidies. 

(b)Purchase of Property:
 
House property;
 

1Agricultural Land.
 
,(c) Redemption of Debts:
 

• .1 	 . •. .. . •:• "- . I , ., 4 . r 
Loans 	to repay debts, incurred in connection with any of the above purposes. 

Note: 	Restriction on Ownersbip: 

Applicants are advised that there is a ceiling on ownership of houses. and agricultural
land. 	 They are requested to ensure that such ceilings are not exceeded. An affidavit
this tffect must be submitted on the form provided. ..	 

to 

2. 	 RATES OF INTEREST: 
The following rates of intereqt per annum will apply:

(a)House Coustructio, id Agricult!u-1l Development: 
Amount 	 Interest 

'Loans not exceeding Rs. 50,COO/-(Construction)' .12%
 
(Agriculture) ...
 

.Loans not exceeding Rs. 100,000/- .... ... 16%
 
Loans not exceeding Rs. 200,COO/- ... . 18.%
 

For house construction, the fist Rs. 200,000/- will be Rranted at the interest rate of 18% on 
normal repayment terms. The loan in excess of Rs. 200,000/. will be granted at 22% repayable 
in 5 years. 

(b)Purchase of Property' 

Loans not exceeding Rs. 50.0001- .... 18%
 
Loans not exceeding Rs. 100.000/- ... 19%
 
Loans not exceeding Rs. 200,000/- ... 20%
 

:Loans exceeding Rs. 200,000/- ... 22%
 

(c)Redemption 'of Debts
 
On all loans 24%
 

INTEREST RATES ARE LIABLE TO CHANGE WITHOUT. NOTICE.
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LOAN LIMITS: 

The maximum amount that may be grantcd to au applicant for each purpose is as follows 
i i..
MAaximnum . , 
' ...."_*..'....." ...... "........I. x.u.rpose 

_ -_L1-p se 

Limit 
Rs. 

... 200,000/... ...Construction of a dwelling house (per unit) 
... 100,000/-

Extensions and additions to an existing dwelling house 
... ... 50,000/... 

" . 150,000/-Purchase of a building site for construction 
'- " ... -Purchase of house property (per unit) 

"t* .. ' . , 300,000/-
Purchase of agricultural land "" '0 .. " 

.. .. " 5C,000/... ... ...
Agricultural development 

(Where re-financed under Tea and Rubber 
Controller's factory developoiie itScheme the 
Limit may be extended to Rs., 1,000,000/- .
 

was incurred.

Redemption of debts-limits will be as for tie purpose for which the debt 

as follows:-
Loans are further limited to a percentage of the value of property being mortgaged 

.)'Limit on: 

..,.value of 
-; Security;Nature of Security 

House property (includes building sites)' .' . .;.' ..75 
.. ... 60 . . . ... .--,.Agricultural Land 

property being purchased is offered as 
Value of the security will be the purchase price (where the 


security), the value assessed by the Bank or the value placed by the applicant, whichever is lowest.
 

On applications for loans exceeding Rs. 100,000/-, the security tendered will be inspected indepen

dently by two valuers.
 
applicant
the merits of the application and the capacity of th 

The quantum of loan will depend on 
.:.: '.; ..: " , . :.,'.

to finance the transaction and repay the loan. 

The maximum loan per application would be limited to Rs. 500,000/-. 

SECURITY FOR LOANS:
 

Loans must be secured by a priniary mortgage of land in respect of wlichi the insurance Corporation
 

of Sri Lanka is prepared to issue a Mortgagee's Title Insurance Policy acceptable to the Bank and without 
the time the loan isamount to be decided on at 

any exclusion from coverage. The Policy must be for an 
Assurance .Certificate within 3 months of being

obtain a Titlesanctioned. If the applicant fails. to howevera fresh application may,
referred to the Insurance Corporation, his application mIy be rejected; 


be submitted after a Certificate is obtained. " ..
 

which is subject to floods, has tenements,, is.occupied by,

Undivided shares in land, and land 

accepted as security. Leasehold 
or to which there is no proper access, are not

unauthorised persons, 
as security provided the lessor's title to it is sound and the unexpired period of 

property will be accepted 
the lease is not less than 30 years. 

TITLE INSURANCE: 

The Bank grants loans only on security of immovable property. Other than in cases where tile 

a Partition Decree, a Certificate of Title Assurancefrom the State or fromapplicant derives title directly 
Sri Lanka. The procedure adopted by the

Insurance Corporation ofhas to be furnished from the 
' .- " 1.Insurance Corporation to grant a Policy of Title Insurance is as follows:-

from any lawyer on the panel of the Insurance 
(a) An applicant may obtain a Ttlc Report 

This Title Report must be submitted to the Insurance Corporation
Corporation of Sri Lanka. 

letter from the Bank and the following documents from the Local Authorities:
with a 

(1) Certificate of Ownership; 

(2) Cert'ificatE of Non-Vesting; 
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(3) Assessment Tax Receipt for the last quarter; 

(4) ,Annual, Assessment Notice for the current year; 

:).. Street Line Certificates, and a fee of Rs. 105/- to the Insurance, Corporation of Sri Lanka. 

,.,The Valuation Report for the purpose of issuing a Title Insurance Policy will he sent direct by the 
Bank to the Insurance Corporation of Sri Lanka. The Bank will inform the applicant the amount for 
which the security should be insured, in due course. 
.t
 

REPAYMENT: 

Loans are granted at the entire discretion of the Board, Repayment will be on the equated instalment 
basis, monthly or half-yearly over a period not exceeding 20 years with the last instalment to be repaid
before the applicant reaches the age of 70. However, where the security tendered is agricultural land, the 
re.-payment period is limited to 15 years. 

Penal Interest at the prescribed rate will accrue on the principal outstanding ir an instalment is not 
credited to our Bank Account by the due date. 

BANK CHARGES: 

An Initial Deposit in accordance with scales given below must be paid to meet the expenses that 
will be incurred by the Bank in processing the loan applications and valuing the security offered. "Ihe 
Initial Deposit payable is as follows 

Amount Bank Charges 

Rs. Rs. Rs. 
Not exceeding 25,000/- -.405/
25,001/- to 35,000/- 435/
35,001/- to 50,000/- 465/
50,001/- to 75,000/- 495/
75,001/- to 100,000/.. 525/

100,001/- to 150,000/- 830/
150,001.- to 200,000/- 885/
200,00 1/- to 250,000/- . 990/
250,001/- to 350,000/- 1,095/
350,001/- to 450,000/- 1,200/
450,001/- to 500,000/- 1,305/
500,001/- to 1,000,000/- .2,105/-

If at any stage the deposit made is found to be insufficient, a further sum will be called for. 

'Important: The applicant shall write "New Loan Applications" against the item Loan Reference 
Number in the pay-in-slip which is handed in to the Bank of Ceylon with the ini:ial Deposit. On no 
account should the serialnumber of the cash receipt issuedfor the purchaseof applfcation forms be 
written in this space. 

The receipt issued by the Bank of Ceylon in acknowledgement of the deposit should be attached to
the loan application. 

The Stnmp Duty on the Mortgage Bond in favour of the Bank and the Stamp Duty and the Bank'scharges on Deed of Transfer (in case the loan is for purchase and the applicant wishes the Bank to prepare
and attest the Deed of Transfer), must be paid by the applicant when the loan is sanctioned. 

The Bank's charges equal to 1% of the loan sanctioned or the expenses actually incurred whichever
isgreater, will be recovered from the loan. Cost of any inspection carried out by our Officers must in
addition be borne by the applicant. 

Where an application for a loan is withdrawn by the applicant or is refused or rejected by the Bank, 
the deposit made by the applicant will be refunded, after deducting the expenses incurred by the Bank in 
connection with the application. 



PROCEDURE FOR ACCEPTING AND 
4. 

PROCESSING OF LOAN APPLICATIONS:
Application forms for loans will:be accepted and 	p 

situated at premises No. 292 Galle 	 .Road, Colo..bo oColombo-8.. Where the security tendered for loans is' sltuated within the Colombo District, the application 

and at No. Gn artha Prdee a Mawathwill be accepted and processed at the Kollupitiya Branch.tions should be paid to the credit of the 	 The Initial Deposit in respect of suchState MorrgageGalle Road, Coloribo.3. 	 and Investment Bark applica
at theWhere the security tendered for loans is situated outside the 

Bank of Ceylonthe application will be accepted and processed at the Borella Branch.
such applications should be paid to the credit of the 
Colombo District
The initi:il Deposit

of Ceylon, York Street, Colombo 
State Mortgage and Investment Bank 

in respect -ol 
at the Banki 

S,-' An application will be processed in tliefollowi.ng order
 
W Entertainment of Application
(b) 	 Consideration of application by the Board. 
 If acceptable the loan'will be
Title investioation 	 approved subject toand Valuation;
(c) Board decision will be conveyed to the applicant in writing. If accepted by the Board, applicantwill bc referred to the Insurance Corporation for Title Insurance;(d) Applicant should obtain* 2 ?rCorporation of Sri Lanka and take it With a letter from' this Bank to the 

a Title Report from a Lawyer oi the Panel of the InsuranceInsurance CorporationOffice. :A fee (at present Rs. 105/-) has to be paid 	by the applicantfor this purpose;	 to the'Insurance Corporation 
(e) On receipt of the Title Assurance Certificate from 	the Insurance Corporation, the security will bevalued by the Bank; . .Note : In order to expedite the grant of.a loan (c) and (e) could be undertaken simultaneously atthe request of an applicant;(f) The final offer sanctioning the loan and the .exa'ct amountconveyed. " .	 

(based 6fi value of security) will be.. . . 
(g) Issue of Mnortgagee's Title Insurance Policy by the Insurance Corporation of Sri Lanka; 

- -
(h) 	 ,,s~On receipt of applicant's acceptance of the loan, 

m 
the 

~ 
Mortgage Bond will be prepared; 
n u-s~ a c o p rt o(i) Mortgage Bond will be signed by the applicant and sent for registration' at the Land Registry;(j) 	 Furnishing a fire insurance policy by the applidant, 
 if so required by the Bank;
(k) Registration of the 'Motgage Bond by theRegistrar of 	Lands and'issue of extended extracts ofencumbrances showing the registration;.(1) Disbursement of-loan proceeds. • - .Note :.Loans given for construction and Agricultural Development will be released in


at tlt discretion of the Bank as such construction 
-	

stages solelyredemption and for purchise of property, paynent will 
or 

be 
development proceeds. For debtvendor, as the case may be. 	 iade direct.' .	 to the creditor or.
Applicationg in respect of loans for purposes of construction (new dwelling houses
houses) must be submitted with the following :... or extensions to
, 

(1) An approved building plan; 
(2) A certified Bill of Quantities. 

2. If the loan requested is inChartered or 	 excess ot is. 50,000/-Registcred Architect*. 'e bill 	of quantitiesOtherwise it will be referred 	 must becertific.,tion. 	 certified bto the Ihank's Consultant Architecs fyor
The cost of such certification must be. borne by the applicant. !Tile amount certified by theArchitect will be taken as tie cost of construction in processing tile application.3. If the cost of consiruction . .applicant must prodluce prootf as 

as certified in the 	Bill of Quantities exceeds the amount of tlie ioall,to how tie balance finance will be obtained.be disbursed in instalments only after construction to the val:e of such difference has been completed. 
In any event the loan will 

, 

http:tliefollowi.ng
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GENERAL:
 

At any time after the apprbval )f a loan and before actual payment of the money, the Bank maywithout assigning any reason thereto cancel or modify such approval and withhold payment of the whole 
or portion of the money. 

After a loan is paid out the Bank may order that the loan be repaid in full with interest if the Bank 
is satisfied that 

'(a) 	The loan has not been applied for the purpose for which it was granted. 
(b) 	 The security has depreciated in value to such an extent as to endanger the safety of the loan. 
(c) 	The title of the borrower is such that it ought not to have been accepted. 
(d) 	 That due to material mis-statements by the borrower or mis-apprehension of the actual facts bythe Bank, the loan was granted in circumstances in which it would not have been granted if the 

true facts had been known. 
(. When the borrower has failed to comply with orCe) has contravened the terms of the mortgage

bond and loan agreements. 

If after a loan is obtained the mortgagor executes any instrument of sale or any other dispositionaffecting the mortgaged property, the Bank has the power to recall the Loan granted or charge such new owner, the current rate of interest and for this purpose requires the new owner to enter inio aLv 
agreement as may be deemed necessary. 

POWER TO FORECLOSE:
 

In the event of a borrower defaulting in the repayment of a loan, the Bank is empowered either tosell by the Public Auction the property mortgaged to it and to recover from the proceeds of the sale, theprincipal outstanding, interest, penal interest and all charges and expenses incurred by it or take possession
of the mortgaged property and manage it until all monies are recovered. 

APPLICATION FORMS:
 

Sold at the Bank Offices at Rs. 5/- payable in cash or by postal order drawn in favour of the bank.Requests by mail should accompany a self-addressed stamped envelope size 9" x 4". Purpose of loan should 
be clearly stated. 

INSTALMENT TABLE ON THE EQUATED SYSTEM 

Monthly Instalment Per Rs. 1,000/-

Period 12% 14% 16% 18%. 19% 20% 22% 24% 

5 Years 22.24 23.27 24.32 25.39 25.94 26.49 27.62 28.77 

10 Years 14.35 15.53 16.75 18.02 18.67 19.33 20.67 22.05 

15 Years 12.00 13.32 14.69 16.11 16.83 17.571 19.06 20 58 
20 Years 11.01 12.44 13.91 15.43 16.21 16 99 18.57 20.17 

N. B. APPLICANTS ARE ADVISED TO DEAL DIRECTLY WITH THE BANK AND NOT 
THROUGH THIRD PARTIES. 

DFP 7743-81 

G



DOCUMENTS TO BE SUBMITTED 
ALONG WITI THE LOAN APPLICATION 

1. 	 Plan of the building - approved by the local authority. If the building to be :constructed i3within a Village Committee area where such approval .is. not required, a letter from such 
local authority to that effect. 

2. 	 A bill of quantities showing the estimated cost of construction. If the value of loan exceedsRs. 	 50,000/- this should be certified by a Chartered or a Registered Architect regarding the 
price, quantities and the total value. 

3. 	 Two copies of the Survey Plan of the property offered as security. 

4. 	 Income ceriificates of the Applicant or Applicants. (letters from e'mployer)." A certificate ofthe 	 assessable income and wealth for the past 3 years issued by the Department of. InlandRevenue in the absence of notice of assessment is accepted. Such a certificate is not necessaryif (a) the annual income does not exceed Rs. 12,000/- or (b) in respect *f income from
employment in the public sector. 

5. 	 A sales agreement or a letter from the vendor consenting to the sale• :and indicating 'thesale price, if the loan is for the purpose of purchasing property. 

6. 	 In the case of applications for Agricultural Development, a project plan for development
together with a cash flow statement should be. attached. 

HEAD OFFICE : -No. 91, Horton -Place, 
Colombo-7.' 

BRANCH OFFICES: (1) No. 292, Galle Road, 
Colombo-3. 

(2) 	 No.-, 2, Gnanartha Pradeepa Mawatha," 
Colombo-8. 

n 
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THE STATE MORTGAGE AND INVESTMENT BANK 	 Annex 21 
TRENDS IN THE BANK'S ACTIVITIES 

Daes.12.75 31. 1 	 .'s 1. 12.77 31.12.78 31.12.7g 31.12.8C0 

1 1nvestlonts 1t5531000 
 1,553,000" 
 1,5., 000 1,553,000 l,s10,000 1,510,009on Govt. 
Security
 

2 . I nv es t. 1e n t s . -on Loans 100,009,544 102,194,595 101,49.930 10.1972,C13 112,8101111 127,881,97( 

3. intcr-e',t
Cut'ztanding 12,235,9 6 13,543, 5.1 13,895,424 11,401,777 15,30.31770 15.5565:: 

4. Penal
Interest 
Outscanding 2,114,262 2,272,896 2,296,68[3 2,35s, o 1,033,906 1, 5,9, 8 

5. Ne w Loja 'n1w 
given 9,288,703 
 1,887,0-17 11,668,950 
 12,390,0208 
 ,970,629 261874,603Th. 	 Interest 


foeccivable __7,8.,02, 768 8,452,15G 8,950,999 9,462,102 
 9,954,060 
1*,99
 

/. Nett
Profit 
 1563,141 1,591,754 1,539,927 2,104,4z10 
 5,912,"' 

----------------------.- _-------------------------


De be n t u r e --	 . -== . - -- -=- - - . .-- =-. - - - - -- - -

Outstanding 32,250,00 32,250,000 32,250,000 32,.'50,00C 47,250,000 571250,1000 
Bank-- 30,74-1aCvcrdraft 
 37,1- 30,95!1,92 ' --	 5' 

10 Central• ank Loan 2,317,734 2,387,91.1 2,110,028 
 ,:32,50Z 1, 564,707 11-.,436. 

Intererst 


-I
;,aid P,451,95. 2,'155,000 
 2,455,000 2,'155,00 3,454,657 . 

12 	 Overdraft . 

Iziterc-3t
 
paid 1,960,97 9,571,120 3,L2 	 , ,2 3,076,357 6682.10 151776
Capital
Lp ay797t 8,931,623 12,470,8,5 10,911,126 13,133,1-1 13, 

1-1 	 Govern.,grant : t 

Balance 34 	 0, 000 34,150,000 3.1,150,000 34,150,o0o 61,150,000 6:, 

Pund/cn.ita , 	 5 .9 

Notes: (1) The St.-,te o d Ive't.jIntfully op-1'ative Ist January 1979.
:|Ink bcca.ieon 

(2) The u iptoJL;t;i;;:res c...,br J73 -re thie 
•g.-
Agricil tur.jl 	 Credit' *J i;*h.1iriale lon StLc; .i rtg-.,..c redit Car ,.'.t ion.,, .. 

http:31.12.7g
http:31.12.78
http:Daes.12.75


CENTRAL BANK BULLETIN Annex 22 

October 1981
 

MONEY AND BANKING 

Agricultural and Industrial Credit Corporation and State Mortgage Bank 

Loan granted, Repaid and Outstanding 
TABLE 18 Rupees Thousand 

Agricultural and Indutrial Credit State Mortgage Bank(a) 
Corporation(a) 

Period Loans 
granted

durnghedrig the 

Capital
reiyent3
rc-eivedduring the 
period 

Total Loans 
Outstanding 
at the end of 

the period 

Loans 
granted 

during the 
period 

Capital
Repayments 

receivedng 
the period 

Total Loans 
Out tanding 
atechivndatthend 

of the period 
(1) (2) (3) (4) (5) (6) 

1958-39 ..) 
1959-60 .. 
1960-61 .. 
1961-62 .. 
1962 -63 .. 
1953-64 . 
1964-65 . 
1965-66 .. 
1966 -67 . 
1967-68 
1968- 69 
1969-70 
1970-71 
1971-72(b) 
1973 
1974 
1975 
1976 •• 
1977 .... 
107, .... 

... 

.. 

.. 

.. 

.. 
. 

.. 

. 

.. 

., 

.. 

.. 

.. 

.. 
. 

... 
, 
. 

4.538 
5,111 
3,202 
2,347 
3,449 
4,777 
5,311 
3,941 
3,527 
2,739 
4,109 
4,855 
3,476 
2,399 
1,049 
1,927 
1,431 
1,727 
2,279 
3.oAR 

3,831 
4,250 
4,010 
3,377 
3,789 
4,168 
3,427 
4,002 
3,903 
3,206 
3,822 
3,586 
4,012 
4.146 
2,613 
2,g67 
2,!S2 
2,344 
5,007 
3.050 

30,906 
31,766 
30,958 
29,929 
29.589 
30.198 
32,082 
32,021 
31,615 
30,577 
30,264 
32,125 
31,58) 
29,842 
28,272 
27,732 
27,083 
26,45Z 
21 730 
74.64S 

8,628 
11,797 
4,284 
2.670 
2.900 
3,653 
3,956 
4,501 
5,022 
6,005 
8,315 

10,903 
5,947 
6,137 
6,393 
7,966 
8,913 
9,366 
9,373 
8,420 

3,016 
4,040 
4,157 
3,851 
3,782 
4,095 
3,986 
4,138 
4,644 
4,467 
4,280 
4,923 
5,058 
6.116 
6,298 
5,325 
5,056 
5,774 
8,141l 
7.954 

48,380 
56,135 
56,272 
55,359 
54,477 
55,558 
53,645 
54,C66 
54,425 
j5,616 
58,924 
64,714 
66,C86 
66.347 
66,441 
69,C83 
72,940 
76,532 
77,763 
78.328 

STATE MORTGAGE & INVESTMENT BANK(c) 

Capital cepayments 
Rupees Thousand 

I oral Loani 

1Q79 
1980 

Period 

.. 

.. 
.. 
.. 

Loans Granted
during the period

(1) 
23,011 
26,695 

received during the
period

(2) 
13,107 
12,705 

outstanding at the end
of the period 

(3) 
112,810 
126,618 

1980 June 
July 
August
September 
October 
November 
December 

.. 

.. 
.. 
.. 
.. 
.. 

. 
.. 
.. 

.2,303 

.. 

2,449 
2,502 
1,666 
2,221. 
2,970 

3,509 

984 
1,278 
1,187 
1,089 

933 
1,075 
1,830 

118.573 
119,795 
120,274 
121,4C6 
123,444 
124,672 
126,618 

1981 January 
February 
March 
April 
May 
June 
July 
Au.ujt 
September 

.. 
.. 

.. 
• 
.. 
.. 
.. 

.. 

'" 

.. 

.. 

.3,359 

.. 

.4,879 
.. 

2,482 
2,745 
3,200 
4,233 
2,586 

4,350 

5,.68 

971 
10,60 
1,403 
891 

1,013 
947 

1,240 
1,478 

1.628 

127,862 
129,546 
131,343 
134,685 
136,258 
139,601" 
141,451' 
144,853' 
148.992" 

Source: A,;ricutural and Industrial Credit Corporation, State Mortgage Bank 
and State Mortgage & Investment Bank. 

(a) Until 1971 the financial year was from 1st October to 30th September.
(b) FI ures for 1971-1972 cover a period of 15 months (1st October 1971-31st December, 1972).
(c) The State Mortgage Bank & Agricultural & Industrial Credit Corporation were amalgamated from January 

1st, 1979 to form State Mortgage and Investmet Bank. 
0 Provisional 



Annex 23
 

The State Mortgage and Investment Bank 
Profit & Loss Account for the year ended 31-12-1980 

31.12.1979 
Rs. 

5,912,734 NetProfit for the year before taxation .. 

Rs. Cts. Rs. Cts. 

6,690,469.77 

AFTER CHARGING 

4,321,659 
2,203,590 

57,788 
25,359 

6,608,396 

Interest Payable 
Working Expenses 
Repairs & Renewals 
Depreciation 

...... 

5,154,318.61 
3.376,261. 51 

89,765.34 
31,845.64 

8,652,191.10 

2,975,153 

191,145 

Deduct: 

Income Tax for the year 

Less Extraordinary Items: 

Adjustment in respect of previous year 

Loss on Sale of Motor Vehicle 

.... 

.... 

45,882.08 

15,834.00 

3,384,745.CO 

3,305,724.77 

61,716.08 

2,746,436 Nett Profit after tax ...... 

Add Balance Broughi Forward . " .. 

3,244,008.69 

2,746;436.34 

Balance Carried Forward .. 5,990,445.03 

II
 



1979 

The State -Mortagage and 
Balance Sheet as at 3 1st. 

Rs. 1980 
LIABILITIES Rs.
 

74,812,900 Capital 

2,746,436
56,039,707 Profit & Loss AccountLong Term Liabilities 

74,812,899.43
 5,990,445.03

65,929,856.07 

133,599,043 

146,733,200.53 

(Sgd.) L. PIYASENA 
Ch airman, (Sgd.) D. L. FERNANDO.

General Manager 

12 
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Investment Bank 
December 1980. 

-1979 FIXED ASSETSRs. 1980 
Rs. Cts. 

Cost Deprecia. Additions Balance120,276 1Land & Buildings 240,867.42 122,605.40tion _ 1,220 

224,011120,27 Furniture & EquipmentLa d & B1dn s2 08 74 2,0.0-18,262.02224,011.20 22,505.85 183,580.0040,000 Motor Vehicles 385,085.3540,000.00 40,000.00 100,673.33 100,673.33 

384,287 
604,020.70 

INVESTMENTS 
Govt. Securities
 

9,327,631 Bank Deposits 
 1,510,000.004.190,008.92 5,700,008.92
114,000,938 LOANS 

127,881,976.89 
CURRENT ASSETS 

21,058,508.979,896,187 Less Current Liabilities 
8,511,314.95 12,547,194.02 

133,599,043 
_ _146 ,733,200.E3 

In terms of the directive in Circular No. MF 6/13/I/I dated 13ththe Ministry July, 1981 of the Secretaryof Fin ance and Plapning, I certify that tothe. accounts of theInvestment Banlk State Mortgage andf6r' the year ended 31. 12: '80 were prepared onprinciples of accounting applied 
the basis of generally acceptedon a basis consistent with that adopted In the preceding year. 

(Sgd.) M. P. B. EKANAYAKE 
Deputy General Manager 

(Finance) 

13 
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Annex 24 

A Rfeviri, of the fprrntionn of the Ihploynso& 
Providcy)t 1;\md )enartnfnt for 19f0. 

Tho !1:netarv .1oard of the entrnl Pnn1: of rcylon, throizjh

its -hploycee' Provident 'un,l roepartment continuk-d to receive ,11
 
rumn paid indrr the Fmployects' Provident 'und .t 'o.15 of 1959, 
 nn 
ennrtr butJ:Ions, 'n:..'inr;r., --rd other inc.nmt. "ren the nvn .tonit of
 
Moneys of t%.c "and au. to 'orr'er it3 otheir functions in rnp)-ct of
 
tl.ese ;oncys inetnnf !e-t.on 5 of the !&. A brief note on its
 
operutionn durin, the year 1990 is (.iven below.
 

Contri.butionp, 

Thp contributions rf-cdeivwd by the 2uin du'lin the yere 19.10,
amounted no i.597.to R-.71.03 million, nfininst ,l million in 1979.
 
Thin represents nn inceance of t,. 143.49 millio, or 24.01 
 per cent
 
over the level of contributions. made Idurin,T the previous yenr.
 

Durin.- ti.e yc.r unodr revicw the ilhployces' Prnvi.dent Fund
 
Deprtceltcmt co-ori'itr11 its wor with 
 the :2ini'~tr of 1.nhonr, with a
 
viwf to avsistinr twi- in the rnorccm"ct of the ,rovinn of the
 
Act. T7his iol.ciaic in pri-i, rily intentlrd to idontifin - he o ployers
 
who default on .- conrrib.;tiunc n, provide the osioer of Labour 
with a cinsifi., ;w.onthly tatc.-:nt of all ortrjluti.ono. 

In .'Tovo.7bcr 19.0, the Covernment decided to incrense the
 
rnt. of contributions to -? fro 6 - B 1ipioye
by t" nd 9A,- 2A
 
by the ccployer effective from Jnrurtry 1981.
 

! rnherr' Pnlincenq 

!':.brrs' bnlncos !.s nt cnd of 19S0 nt;cd at -. 4620..4 million
 
before nllocationt of intcrr-t for 1980, which in wn 
 increso of P:.851.06 
million or 22.58 per cent rvnr the level of 1979. ihc 1979 balances
 
a'ountr.d to '-.3768.523 million.
 

,*urinc the Veer xi:ler reviow, the ?u-nd inverted a 01m of 
P:.1022.50 million in Gcverwnfmt recuritien which includes maturity proceeds 
of enrlier ircuritien nmozntiri., to m.137.?1million as n;;inst ::.731.O6
 
million in 1979. ".e net incrrino therefore Js. m.23 or
illion 
13.34 per cent over tie level of 1979. A Coaittno nppuinted by the
 
'-onetnry 21onrd ex-_rLiner pcriodically the feulbillty of divervifying the
 
inveat.cnt 
cf the )Lrnd. 

Tnconnr fre:'. ;v tnrot.,in t 

In 1120 thb. ir.ncTn, frvi !nv.tmont,.- of the .-'und tountrd to 
07.751.61 millicn r-rr-inct '..83 million in 1eTS.. T)iuiecors
 
nn in-cr-ro c' 1. lon 
f:.r *',rD.79 ,.r cnt me n/7inst hin incronne
 
of f2.70 iliion or .. :? per 
cent in the r,vio. yr'or. hi.n increase
 
wIes rmainly .;,e to t1ie inve:mt-in. of incr'n;:d voluoe of contributions
 
reccived by the v\ind te r,'-nvt-ient of incm..e deriv,.ed fri
 

'h, total pai.! oit by o rcfma of -1 ' ,';icfitn to Jeshors 
in 1,'') wmountcd to '. 2 .nilori.6 ng. ,winet n ncaof -. 140.51 t.ilL'nn 
in 1979. "',lin reflct: or. i;acrnne of '-.64.05 million on 46.15 per cent 
nn co'.mpred wItlh 19-9. ?h,' nturhr of rrfindn tir:o In 19-30 titounted to 
5C9V8 s winln t 4Am,; in 1'-79. 

The co;,nrt'-,nL i ntroluced in 1,7F n ncv,rc!::io for refunling 
r.pp 1:uncltt o rc!)nt1i!it -:n of nildian CrJitin. tin:!c.r thin ticbenie., 
rone trinten nre ]id tbeir b nefli t by c}qU, Iwhich Con2be encnrhed
excl:i vrly for t!;e rranrfT O: funV:, to Tndin by i-tl transfer. ':Iiia


~hci nti. thrtt rrmntriton are said their benefitn in Phortemt
cnurer, 

poncibl] t tim .:. 

http:deriv,.ed
http:07.751.61
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Trtrro-t01rirrt IHc, 

The !7ploy,'en' 'rovidcnt Avid in requirod to pny 
interept on memhers' bnlnnc': in' at rnd of evchi yrir out of 
the incono frum invrrtwent of Morneyv of the Fund. The rate of 
intrrest pIny-,bhl on mrciobern' >nl'incn aq at end of I'T0 van increnvnl 
fron 8 per cent to 8.5 pir cent. 

Int'r.,ot in paid on the bnlances stnniin, to the crxit 
of naiber at the c:nd of the ypir and thc!.after interest accunnulatos 
on that s -r;rente zum, intcrent being, therefore, a copound form of 
interest. Pesidos, irntrc:t in prnd for the cntire year on the 

balvncon ,;tnndinr- to the !rnbern' credit nt the end of the year 
irreosectivo of the dote whrn ony tportion nf that bnlnnre (,hich rc-Pre3enta 
current year's cuntrihutiorn), 'ii received by tiv Fizuid to the nc-bern' 
crr-dit, 0.,. contribiitiowm received in ocezbnr .tc int,,..,t for the 
full yrr in snnr w siy contriutions rnceivw,:. Jolnunryth;e ,w in of that 
year,. Therefore, the effcctivr rate of int-r',?t is ozcwh.t , than 
.150er cent. 

.'~isist.r ti,n of the ,Pt. 

(a) 	 In the year under review the effortp of the P.lirt-i.7nt 
have been dirccted to'inrds .hp advnncenent of 3 objectives 
of ;-n.'n-y import-.nc. Piirntly, the prer.ration of the 
anniv. stntecnts for 1979 by the end of January,V1'N3 (the earliest), 
Thin would enable the prcparation of 1JE0 etatemnt" to be 
com.'encrd in l'nrch,1981. 

(b) 	 To thti end the 'epart: nt has already hrou ,ht up-to-,!ate, 
on to a current bnsiv, the chkckini of nu .rs nnd nf.bierrhip 
nunbors on forn.. C received daily from employers; and the 
proneusinf, of C foinis on a curront lhsin. 

(c) 	 Tr 'pril 19IK, the epnrmhnent ret np n .ty.xtn! %ovirw Comeiitteo 
to roview the "iIF system, and to draw up P comprehenive, rrvised' 
M'F systen. 

(d) on,on' ittpo nlo Oicu:c..ed mid decidrd t3 adopt an a pilot 
project, the issue of foron C with nnics and nenbership numbera 
prc-printed. 

A comprdhrn::tvo -tftr,-rnt of the opertion!, of the Fund, on data 
prt-smtly available, is ivren in the annex. 
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,..P.,,,I'~" ,'I -,.. 1979/1980 

1979 1980 

(i) Totn3 :hiuber of Fmploymonts 

(2) Contributions 'evivied (R) 

(3) Tnvestments () 

(4) Income Receivcd from Invest'ient (Rs) 

(5) Refund Paymints (n:) 

(6) um beor of Refunds 

(7)rcite of Interost () 

(8) Tnterrst on !'knbers' lnnces (Rs) 

54,823 

597,542,555 

731,057,583 

268,830,708 

140,514,129 

43,066 

8.0 

301,542,604 

N.A. 

741,032,542 

1022,500,194 

351,608,138 

205,355,353 

50,968 

8.5 

392,728,7C6 

/* 

' 

. 

** 

Excludes contributions crrdited to ouspense accounts. 

Includvc contrihutions creditod to usponre account 
p9ndin-: trnmnfrr to contributions Io.l1A/c. 

Includes maturity procends ro-invented in Covernmcnt Socuritins. 
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The Monetary Board of the Central Bank of Ceylon, through its Employees'
Providemt Fund Department continued to rcccivw all sums paid under the Employees' Annex 25 
Provident Fund Act No. 15 of 1958, as contributions, surcharges, and other income From Central 
from the investment of moneys of the Fund and to perform its other function:; in Bank Annual 
respect of th-se moneys in terms of Section 5 of the Act. A brief note on its operations Report 1980 
during the year 198o is given bclow. 

Contribut ons 

The contributions received by the Fund' during the year 1 8 0, amounted to
 
Rs. 741.03 million, as a' ainst Rs. 597.541 million in 1979. This represents an
 
increase of Rs. 143.19 million or Q4.0 per cent over the level of contributions made
 
during the previous year.
 

During the year undt-r review the Employees' Provident Fund Department
co-ordinated its work with the Ministry of Labour, with a view to assisting them
 
in the enforcement of the provisions of the Act. This scheme is primarily intended
 
to identifying the employers who default on EPF contributions and provide the
 
Commissioner of Labour with 
a classified monthly statement of all contributions 

In November 198o, the Government decided to increase the rate of contri
butions to EPFfrom 
 6 per cent to 8 per cent by the employee and 9 pecr"cht to"

z2 per cent by the employer effective fromJanuary, 1981.r
 

Members' Balances 

Members' balances as' at end of ig8ostood at Rs. "462 .34 'million before

allocation of interest for 1980, which is an increase of Rs. 851.o6 million or 22.58
 per cent over the level of 1979. The 1979 balances amounted 
 to Rs. j768.28 million. 

Investments 

"During the year under reviev, the Fund in!sied a um"R o million
ih Government Securities which includes 'maturity proceeds"f *earlicr securities
amounting to Rs. 137.!1 million as against Rs. 781.o6 million in-1979. Thenet increase therefore is Rs. 104.23 million or 13.34 per cent over the level of 1979.-

A committee appointed by the Monetary Board examined periodically the feasibility]

of diversifying the investments of the Fund.
 

Income *from Investments 

In 198o the income from investments of the Fund ani ouintIed to'Rs. 351.61
iillion as against Rs. 268.83 million in i 9 7 9 . "This records an icreaseofRs. 82.78
 
.
million or30 79 percent as againstan increase of Rs. 62.70 million or'30.42 per cent

in the previous year. 7Ybis increase was mainiy due to the investment of increasedvolume of contribution's received by the Fund and the 1e-investment f incomederived from investments during the year under review. 

Refunds 

The toial iidot by way, of refund of EPF.benefits to mem.....
amounted to Rs. 205.36 million 'as'against a sum f Rs. b40.5e1r'million'.in1979.
This reflects- an increase of Rs. 64.85 million or '46.15 pcr cent as compared with
1979. The number of refunds made in z98o amounted to 50,968 as against 43,066, 
in 1979. , . ,a 

The Department introduced in r976 a new scheme for refundin EPF enefits. 

to repatriates of Indian origin. Under this scheme, repatriates are paid theirEPF benefits by cheque which can be encashed exclusively for the transfer of funds.to India by mail transfer. This scheme ensures that. repatriates are paid. their: 
EPF benefits in shortest posible time. 

Interest on Members) Balances 

-The Employee' Provident Fund is required to pay interest on members'
balances as at end t .(each year out of the income from investment of. funds.The rate of interest payable -on members' balances as at end of 1980.Wa4
increased from 8 per cent to 8.5 per cent. " 

Interest is paid on the balances standing to the credit of members at 'the end 
-
"7'"nai tiereafter inter;m',s acu:. ulates on that aggregate sum. interest being,

therefore, a compound form ofinterest. Besides, interest is paid for the entire yearon the balances standing to the members' credit at the end of the year irrespective
of the date when any Dordon nf thrit halance- ,.,'bli r'nreontg clirrent ',,nr'q I 

http:b40.5e1r'million'.in
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* 	 . contributions), was received by the Fund to the members' credit, e.g7.jdbiFd btifbjs

received in December gets interest for the full year in the same way as contributions
 

* ~~~?redeived in January of that year., 71,Thertfore, :teLfcierate of inteiest is somewhat
-,higler.than 8.5 perccnt. ',,',"0)" "*i'c ' . . . , 

z ;-Administration of the Department "-:x ,,z .., ; , n. .. :ir 

::(a).. In the year under review the efforts of.the Departmdnt have been directedtowards the advancement of 3 obje tives of primary importance., -.Firstly,
the preparation of the annual statements for 1979 by the end of January,

.', ,::;1x98 (the. eaiiest): This would enable the' preparation of r98ostiements T 
to be commenced in March, i981. :',"ol.;d . i. 5iI_"UC 

(b) 	To this.end 'the Departiierit has.ai-eady -.brought 'up.tc"date, n to'a 
current basis, the, chccking of names and membership. numbers on forms 
C recived daily.fr6m .-:employers;.andthe;processing'df C,formis on a:'::.'.cq ~:.current. b st.":o q , ::, . :4 10 . = ': . . . :r.;: v 11i:ij ' :'.... ' 
w 03o "::nfoO n;j': or: 'd rIci:cr c"03"PT 	 02C.i'lo - r':,ri:.1t; I.d 

.nch~ih(c) ":In 'April-z98, 'the'Departme't-set' up '.'System "kevle'Oomriiitte"to
irevicw.the EPF systeni,'and to drav'up a.comprehensivve *.revsed: EPF stem., ~ ~~~~~ ~~sy 	 . .: .. . .: - . . .. o: : a . 

(d) 	The .Corriinittee als6 disc 'used-and deiid'ea t"adop'i.ilot.,projit 

the 	issue of forms C with names an d membership, numbers pre-printed. 

*comprehensive statement. of theic operatios 6nth on4t, sently
&vy:(li;Id, is.abive "inhfolinf thi .eh :uu., on data.,present 

£ 	 "Jra. rnlif, 
TABLE 2.12 

E. P. F. Statistics 1979- 1980 

S, . . . .6.,..... .o.- ... . . . . . .. 
, :: ;i .. . ' 	 :..':;''z. ..., ,:Ite . 'm'.[:: :; ":o[ fn o ) -.-".:1979 .-- .,:,e;i iR80 .Z 0 

1. -,Total number of eniployments . .J. ,* A., .
2 t:-'6on~iit io~n~si''eivd (Rs.)5 '5"42,565(a) '6252h]" 


3 	 Investments (Rs.) .. ., 781057,583 !,-;1022,500,194(c) 
4 	 Income received from investment (Rs.).-~~~~~~~......................... ."", ,'...... ,. * ' ) .... 268,830,708 ;.351,608,138..3
... ',€. , .#1
5 Refund payments (Rs.) 1140,514,129 205,355,353 

- " ;.~(a).re...d... to suspens :ou t 	 ' . .N m e8:Intereston Members' Balances (Rs.) * 301,542,604 392,728,706 ) .	 ! 
-.-. '.. 

(a) 	 Excludes contributions credited to suspense accounts. ro 
".,Tncl6des"'cniribuiions , ieditcd '6 "usiense-acont penin trinfiLto'contributions 

', ..... ,..(c). :-Icludes maturity 'proceds:re-inv.ested'in Po ' fittsecern 	 ,... r'i "''.iu rit.. ,.s	 r. 

"V,.," 	 , •* 
 )-*",
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HPT GROUP
 
PROPERTY HOUSE, COLOMBO 8. SRI LANKA 
PHONE: 91471 94356, 96036, 95744, 91631 
P. 0. BOX 1077. CABLES: HOUSANPROP' 
TELEX: 21203 A/B HPT CE. 

Dear Investor, 

This letter serves to set out before you our revised Schemnes of Investments and rates of interestwhich have becn arrived at after careful deliberation on all financia!l aspects. There arethree catagories of investments which are available to the Investors:

a) Term Deposits :- Deposits arc accepted for fixed terms at varying rates interetof 

as follows :
 

3 months - 16% per annum - Interest will be paid 
 at the end of the 

three months period. 
6 months - 18% per annum - Interest be at the endwill paid of the period. 

b) Fixed Deposits - Fixed Deposits are accepted for fixed periods at 
varying rates of interest as follows: 

1 YEAR 2 YEARS 
MONTHLY INTEREST ON MONTHLY INTEREST ON
INTEREST MATURITY INTEREST MATURITY 

Rs. 1000/- to
 
Under Rs. 50,000/- 21% 22% 
 23% 24% 

Rs. 50,000/- to
 
Under Rs. 100,010/- 22% 23% 
 24% 25% 

Rs. 100,000/. and 
over 23% 24% 25% 27% 

Interest is payable monthly as requested by the Investor on all fixed deposits. 

A special feature in this scheme too is that withdrawal or your investments before maturityis allowed with benefits at the discretion of the Company. 

Interest on such withdrawals will be calculated on the following rates if withdrawer 

Before 3 months - Interest will not be paid 
Before 6 months- 15% per annum 
Before 12 months- 18% per annum 
Before 18 months - 19% per annum 
Before 24 months - 20% per annum 

As mentioned earlier, we are proud to state that sinc.e inception all calls on Fixed Depositsby our investors for a pressing requirement have never been refused, though it was notobligatory on our part to refund such deposits before its maturity. 
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SAF AECEURIE 
INVESTMENT Plus AN 

A~FTACTHE RETURN 
FROiM A -LONG 

7HTE CENThAL FINANCE
€::-C., LTD,:
 
(A Public Limited Liability Company Incorporated on 5th July, 

1957) 
PERIOD AMOUNT INTEREST PER ANNUM 

Paid Paid At: 
Monthly Annually Maturity "i 

2 Years Rs. 500/- and Less than 722% 25% 27 -Y0 
. .Rs. 100.000/- " 2 Years Rs. 100,000/- and over 24% 27% 30,i'! 

Diructors:- C. Wijenaike (Chairman & Managing Director. 
-. A. S. Karunaratne J.P. Attorney-at-Law, T.A. Dunuwille O.B.E. 

:Attorney-at-Law, M. C. Sansoni B. A. (retd. Chief Justice),_T. M. Dunuwille B.A.. Col. E. J.Divitotawela and Col. r 
A. T. Nugawela.

-"Principal line of business:- Financiers, Real Estate Developers, Importers ?'- Agents and Distributors. 
, Financial Information:- , 

. .. 
 . 

I"1977/78
I " ' Rs. 1978/79Rs. 1979/80 "Rs.
Capital 1.522,500 1,522,500 1,522,500Reserves 
 3,107,970 7,030,225 8,742,785Capital & Reserves 4,630,470 8,522,725 10,265.285Deposits 27,684,075 29,952,100 33,671.700Borrowings 207,205 2,333,606 5,075,248Profit before payment of interest 
to Deposit Holders 6,642,954 8,075,252 9,411,865Interest paid to Deposit Holders '.3,746,107 4,814,736 5,882,417
Nett profit beforei taxation 2,896,847 3,260,516 3,529,448
Nett profit after taxation 1,786,805 1.775,842 2,135,945
Dividends 319,725 365,400 411,075 

(21%) (24%) (27%) 

THE CNTRAL FNANCE CO., LTD.
Head Office Branch Office City OfficeNo: 24, Dalada Vidiya No: 250, K.K.S Road,'. No: 221/5, DharmapalaKandy. Jaffna. . Mawatha Colombo 7.
 
Tel: 4098, 3818, 3076 -Tel: 7049. Tel: 93792

.Nearly twenty five years bn the busine'ss 
of niaking money grow for,others 
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THE FINANCE CO. LTD.
 

SAVINGS DEPOSITS 

Invest monthly Rs. 50/- or multiples thereof for 
a period of 24 months, and earn interest at 15% 
p. a. payable at MATURITY. 

TIME DEPOSITS 

Here's a Scheme where you do not 'tie-up' your 
money. Investments are accepted in cash with a 
minimum of Rs. 5,000/ with interest at 15% p. a. 
and is withdrawable oui one working days notice. 
This you will agree is virtually having your money 
over the counter. 

TERM DEPOSITS 

The rates of interest paid on term deposits varies 
with the period for which the deposit is made: 

12 months 20% p. a. 
24 months 22% p. a. 

For Deposits of 100,000/- & over for a period
' of 24 months 24%0p. a. 

Your interest is payable either monthly, Quarterly. 
Half yearly or Annually. 

NEW QUICK YIELI) DEPOSIT SCHEME 

These deposits are accepted for either 18 months. 
24 months, or 36 months with the intercst becoming 
payable at MATURITY, along with the capital. The 
rates of interest offered on these deposits are 

IS months 220, p. . 
24 months 25%) p. a. 

For Deposits of 100,000/- & over for a period of 
24 months 27,1) p. a. 

MATURITY DEPOSITS 

We pay 20%. 1p.a. on MATURITY when you 
invest Rs. 1,000/- or Rs. 5,000/- for a period of 12 
months only. 

BRANCH ES 

Jalfna Ratnapura Nugegoda 
Kurunega:a Kandy Amparai 
\latara 1ad Anuradhapuraulla 

Polon ial'11wa Pettalh Negom bo
 
11alticmlo:1 Kalutara Union Place
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COLOMBO DAILY NEWS
 

Saturday, December 5, 1981
 

Pla 

Add Hideki's industry, perseverance and dynamism to yours
 
" 'and
make your investments yield more, faster I


HIDEKI DEPOSIT SCHEMES
 
INTEREST INTEREST BONUS PROFIT" TOTAL: 

PAID 
A.ONE-YEAR 
Monthly 2%
Quarterly 

22% 2% 26%23% 3% 3% 29%Half yearly 24% 4% 4% .32% 
B. TWO-YEAR 
Monthly ... 

-
23,''"'. 3% 3% 29% 

Quarterly 24 4% 4% 32%Half yearly 25% 5% 5% 35% 
HIDEKI FINANCE & INVESTMENTS LTD.

Incorporated on July 4th. 1980

Board of Directors:
 
Mr. Kalpage Wickremasinghe 
 Chairman & Managing DirectorB.Sc., C. Engineer (Mech)

Mr. Nagalingam Anantakrishnan Director
 
F.C,A. 
 ..Director

.Mr. Lakshman do Silva " DirectorMr. Sarnson Silva " 
Director 

*. PRINCIPAL LINES .OF BUSINESS:.
Finance & Investments, Industries, Construction & Marines.
 
POST THIS COUPON TODAY
 

Please send me details of the unique
 
Hideki Fixed Deposit Schemes. 

N am e ...............................................................
 

Address .. ;........................... 
 .
 .
 

FINANCE & INVESTMENTS LTD12. Gallo Face Court. 
_Sir Mohamed Macan Markar Mawatha,-Cclombo 3. 

Tel: 35000, 547781, 89059. . 'a member of the HIDEKI Group of Companies 

I/ 
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Tuesday, December 8, 1981. . Annex 26/5 

ThE CaTRAL FDNANCE CO,,LTD 
(A Public Limited Liability Company:IncorporatOd on 5th July, 1957) 

DIRECTORS:. C.Wijenaike (Chairman & Monaging Director). A.S. Karunaratne J.P. 
Attorney-at.Law, T.A.Duniuwille O.8.E. Attorney-at-Law, M.C.'Sansoni 
B.A. (retd. Chief Justice), T.M. Dunuwille B.A. Col. E.J. Divitotawela 
and Col. A.T. Nugawela. 

PRINCIPAL 	LINES OF BUSINESS:-

Financiers, Peal Estate Developeri, Importers, Agents and Distributors'
 

FINANCIAL INFORMATION:............................
 
• ,. 1977'/78 -1978179 1979/80
; .. . •Rs." Rs. 'Rs. 

Capitli 
 1,522,500 1,522,500 1.522,500
Reservs 
 . • 3.107.970 7,030,225. 8,742,785 
CAPITAL & RESERVES 	 '4.830.470 8,522.725 10.265.285

* Depos~is 27.684,075 29,952.100 33,671.700

Borrowings 207.205 2.333.606 5,075.248
. GROSS ASSETS " .38,378.176 46,252.738 55.703.505 
PROFIT BEFORE PAYMENT OF INTEREST
 
TO DEPOSIT HOLDERS 6,642,954 8,075,252 9,411,865 "o
 
INTEREST PAID TO DEPOSIT HOLDERS 
 3.746.107 4,814,736 5.882.417 
 0Nan profit before taxation 2.896,847 3.260,516 3.529,448 0 
Noit prcht after taxation 1.775,842 2,135.945.1,786.805 

Dividends 319,725 365,400 411.075 
421%) (24%) (27%) 
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Zr' NOTES FROM TELEPHONE CALL 

... I f 6 identical houses completec 

AN,

0 , 

/and ready for occupation. 
'17j94 S~ 4 . Total floor area 980Sq.ft. 

comprising 2 bedrooms 

IDEAL HOMES '1 attach bathroom 

servants t-l-

The home you were waiting for, just 4 miles living room 

from Pamankada Bridge, on the Piliyandala dining room 
Road,at Nilani Gardens, Bokui,,zra. with all store room 
amenities including Electricity, Pipe borne kitchen 
water and Drainage on 15 p6rches of land, I 
tarred roadway around four feet wall. garden space available for 
Convenient bus service, Security and Privacy qarage. 
guaranteed. 
FOR FURTHER INFORMATION:-

Houses are on lots of 

12 perches, 14 perches 

and 18.9 perches 

Price: 

LTD House on 12 perches costs 
463, Gallo Road, R 3 O 

Colombo 3. 

Toi: 589190 
House on 18.9 perches costs 

587680 " Rs.330,000/= 

Full payment is preferred.
 

But will consider down payment
 

of Rs.220,000/= and balance
 

later.
 

Intend putting up more houses
 

hence full payment preferred.
 

Location: 5 miles from Colombo on the 120 bus route to Piliyandale.
 

http:980Sq.ft
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MERCANTILE HOUSING LTD.
 

Mercantile Housing Ltd was incorporated in
 

June 1968 and is an Approved Building Company under the
 

Natinal Housing Act Chapter 401 of the Legislative En

actments of Ceylon (Revised 1956).
 

It is the first Building Company to pioneer
 

Housing Estates in Sri Lanka. Housing Estates in 6 loca
tions cloze to Colombo, covering an extent of altogether
 

53 acres and consisting of 407 Housing Lots were developed.
 

Each Housing Estate was provided with macadamized roads
 
with side drains, street lighting and piped water for
 

each housing lot from a central water supply and a pumping
 
station, where appropriate. After development, the housing
 

lots were sold on the basis that either the b''ner construc
ted his own house or the Company on its own constructed the
 

houses and sold them to prospective buyers.
 

However, as these Housing Estates were developed
 
at a time when the business climate was unfavourable, as it
 

was during the regime of the previous Government, and be

cause of the operation of the so-called House Ceiling Act,
 

which was designed to depress values on land and houses, the
 

Company had to incur a loss. Subsequently, after the present
 

Government assumed office, Government acquired in May 1979,
 
a property of 29 acres in extent owned by the Company-which
 
adjoined one of the former Housing Estates the Company had
 

developed, in order to establish a State Housing Scheme. This
 

action was unfortunate from-the point of view of the Comipny7
 
because the property had a high potential value as middle
 
class Housing Estate since it was located in close proximity
 
to the new Capital City which the Government is developing.
 

a sharp rise in construc
tion cost, there is scope for an entrepreneur-developer to
 
promote Housing Estates for the Low-Middle Income Group whose
 
housing requirements are for accommodation in extent of 800 
1250 sq ft floor area.
 

-Bespite 


However, a major factor inhibiting housing develop
ment by entrepreneurs is lack of adequate facilities providing
 

(a) bridging finance, and
 

(b) mortgage finince on a long term basis
 
for 15 years to, preferably, 20 years,
 
at a reasonable rate of interest,
 

In view of the credit stringency which is currently
 

prevailing and will continue to be a feature in the foreseeable
 
future, in the context of an inflationary situation, access+ +0(c0
 

ke~ -F , e could materially assist house developers to
ozes, 

embark on a program of house construction from the Low-Middle
 
Income Group.
 



NNL would be willing to embark on a Housing
Pioject of the kind canvassed, if loan finance is made available. 
Houses could be constructed by resorting to modern
construction methods 
b . " a Construction Company

established under the name of Mercs-Ballast-Nedam (Ceylon)
Ltd'as a Joint Venture between 
 - - Mercantile
credir Ltd,the largest Finance Company in Sri Lanka and
Ballast-Nedam International b.v., Holland, which is 
one of
the largest construction companies in the Netherlands. 
Ballast-
Nedam International b.v. has already 2 construction contracts

in Sri Lanka for a value of Rs 750 million. A speciality of
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October 1981
 

NOTES 

Increased production levels in real terms were recorded by Textile 
(Rs. 119 million), Cement (Rs. 41 million) and Paper (Rs. 8 million) 
Corporations. Significant decreases in the production were recorded by 
Petroleum (Rs. 127 million), Oils and Facts (Rs. 27 million), Tyre (Rs. 24 
million) and Steel (Rs. 13 million) Corporations. The substantial decrease 
in the production of the petroleum refinery was mainly due to the shut 
down of the refinery for repairs and maintenance in February, this year. 
However, petroleum products represented more than 50 per cent in the 
overall output of the public sector major industrial enterprises during this 
period. Detailed statistics are presented in Table 51 of the Statistical 
Appendix. 

Investment Promotion Zone 
Sep.ember, z98r. 

The Greater Colombo Economic Commission (GCEC) has approved 
152 projects by the end of September, 1981. Of these, 68 firms have signed 
agreements with GCEG to set up various industries. The factories in the 
Katunayake Investment Promotion Zone (KIPZ) provided employment for 
17,816 persons. 

,.,rl5 :i CONSTRUCTION--,:-'-',,-.. .. . T-,-- 70 September, zq8z 

/ 1W In September 1981 the index of cost of construction of house increa. 

15 sed by 4.3 per cent. 

.. The increase was the result of higher labour charges (masonary 19 per 
cent and carpentry 5 per cent) and a marginal increase in prices of basic 

-130 building materials, such as bricks. 
The index rose by 19.2 per cent in the first nine months of 1981 and 

,110 by 24.4 per cent during the twelve months ended September, 1981. (See 

-100 Statistical Appendix Table 58. 

9) Table XIX
 
-, '' " L Index of Cost of Construction - Houses
 . -A .. 0 1It V,J, .A OK
 

INDEX OF COST ITEMAugust Sept. months
OF CONSTRUCTION - HOUSES 191 1981 Change ended 

1979 OCTOBER - en181 

AllItems *. 155.2 161.8 *4'3 147.4 
Basic building materials 153.7 154.4 --0-5 153.4 
Timber .. 147.2 147.2 - 133.0 
Roofing Materials .. 144 2 144.2 - 149.5 
Iron & Steel .. 142.5 142.5 - 132.2 
Metal & Brass Fittings .. 152.4 152 4 - 137.0 
E'ectrical Wires & Fittings .. 151.8 151.8 - 131.1 
Water piping & Gutters 00.5 - 100.51.. 100.5 
Ceramic Fittings .. 146.7 146.7 - 146.7 
Steel & G!ass 136.7 136.7 - 133.8 
Paints .. 115.5 115.5 - 114 8 
Lalbour (Masonary) .. 191-9 228 1 + 18.9 171.5 
Labour (Carpentry) . 167.1 175.6 + 5.1 150.6 
Labour (Electrical) ." 148.0 148.0 - 128.0 

Source: Central -iankof Ceylon. 

1035
 



Index of Cost of Construction -Houses 

TABLE 58 (1979 October = 100) 

Period All Basc Roofing Metal Wate Labour Labour 

Items 
Cons.
truction Timber Mate- &.Stee & Brass 

Eeti
eal 

&
Piping 

Ftigs
Ceramic 

Gasri;)
Sheet Paints I Laboupnr

(Maso- (Car-
aL)u

(E!Cctri 

Weights 

1979 October 
November 
December 

1980 January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

(__1) 

. 00-00 

100.00 
. 05.85 
- 109-10 

114.84 
122-45 
123.06 

- 24.33 
123.81 

127-39 
129.02 
128-43 
130.09 
133-85 
135-49 
135-71 

Mate
(2) 

28-56 

100.0 
117-43 
126.31 

134.38 
154.45 
154-45 
156.95 
151-19 
151.24 
151.22 
147.34 
147-34 
147-34 
149.93 
150-70 

(3) 

19.76 

100.c0 
10-C0 
100-00 

100-C0 
100-00 
100.00 
100.C0 
100.00 
104.94 
104-94 
105-28 
105-28 
105-28 
105.2F 
105.23 

rials 
(4) 

09.47 

100.00 
106.37 
106.37 

117.94 
127.07 
132.02 
134.50 
134.50 
136-98 
150.74 
150.74 
150-74 
150-74 
150-74 
150-74 

(5) 

02.16 

100.0 
1CO.0 
105-89 

105.89 
105-89 
105.89 
106.82 
1C6.82 
106-82 
106.82 
118-76 
118.76 
118-76 
122.49 
122-49 

Fittings
(6) 

01.84 

100-00 
110.94 
115.02 

115-02 
115-02 
115-02 
122.93 
124.90 
124.90 
124.90 
124-90 
125.08 
125-43 
125-43 
125-43 

Fittings 
(7) 

02.61 

1C0.C0 
102.57 
102.57 

103.94 
105.18 
105.18 
i10-64 
111.72 
112.23 
112-23 
112.89 
112.89 
117 16 
117-16 
117-27 

Gutters 
(8) (9) 

03.81 0.59 

100.00 100.00 
100.00 1C0-CO 
1C0-O00100.C0 

100.00 ICO-CO 
100-C 1C0-CO 
100.CO 123.02 
100.00 123.02 
100.00 123-02 
100.00 123.02 
100.00 137-69 
100-53 146-72 
100-53 146-72 
100 53 16-72 
100-53 146-72 
100.53 146-72 

(10) 

02.04 

0.0-
00. 

1000-C 

101.42 
101-42 
101.42 
101 .2 
101-42 
101 42 
101-42 
101-42 
101.42 
101,42 
Y665 
136-65 

) 

02--2 

10.00 
1001C-CO 
1CC-CL 

103.94 
103-94 
103-94 
104-66 
104-66 
104-66 
104-66 
109-31 
110-16 
110-19 
114-52 
i14-52 

(12)_____ (13) 

15.29 10.81 

100.CO 100 CO 
1C.C0 C 0.C 
i03.33 1CC-CO 

!16.26 101.97 
121.05 102.20 
121-65 102 20 
121-65 102.20 
124 45 10-04 
14.64 115.31 
134.82 117-29 
134.82 117-29 
142-76 121 23 
158.55 132-58 
158-55 132 58 
158-55 132-58 

_ (14) 

0.84 

100.00 
100.00 
ICC-Cc 

1Co. vo 
116.0 
116.00 
116-CO 
116-00 
116.0 
116-C0 
116.00 
116-00 
116.CC 
116-CO 
116-00 

1981 January 
February 
March 
April 
May 
June 
July 
August 
Sertember 

137-82 
146-08 
149.94 
151-25 
152.69 
153-00 
155-55 
155-19 

.1161,84 

151-93 
152-23 
156-00 
156-00 
156-00 
156-46 
156-46 
153-74 
154-37 

105-28 
146-53 
146-53 
146-53 
146-53 
147-21 
147-21 
147-21 
147-21 

150-74 
150-74 
152-08 
152-08 
152.08 
152 08 
144.24 
144-24 
144-24 

122-49 
122-49 
122-49 
142-47 
142-47 
142-47 
142-47 
142-47 
142 47 

125-43 
125-43 
128-41 
143-54 
145-23 
147-56 
147.56 
152-38 
152-38 

117-27 
117-27 
117-44 
140-47 
140.55 
140-76 
144-16 
151.79 
151-79 

100-53 
100-53 
100-53 
100-53 
100-53 
100-53 
100.53 
100-53 
100-53 

146-72 136.65 
116-i2 136 65 
146.72 136-65 
146-72 136-65 
146-72 36.u5 
1'6.72 136 65 
,16.7Z. 136-65 

!46-72 136-65 
14.72 1 16 25 

114-52 
115-53 
115-53 
115-53 
115-53 
115-53 
115-53 
115.53 
115. 3 

166-17 137-50 
166-17 137-50 
172.61 152-34 
172-61 152-34 
175.83 1(0-17 
175.63 160.17 
191-88 167.06 
191-88 167.06 
228-12 175-62 

124-00 
124-00 
124-00 
124.00 
132-01 
132-01 
132-01 
148-01 
148-01 

e 
0 
H 

4 
Source: Ccntral Bank of Ceylon.-



Annex 30 

CENTRAL BANK BULLETIN 

PRODUCTION 

Approval of Building Plans by Colombo Municipality9 

TABLE 57 

New Houses Commer- New New Addition:. Other 
Period cial 1ndu~trial Schcol & Altera- Building! t 

Houes Flats Total Bui!dings Buildings Bui.ding. tion 

1971 120 31 151 28 45 - 533 - 757 

1972 240 22 262 16 - - 500 - 775 
1973 148 26 174 48 10 - 532 - 764 
1974 230 12 242 41 6 - 398 - 637 
1975 
1976 

263 
351 

20 
23 

283 
374 

47 
57 

I 
4 

4 
2 

4C9 
385 

-
-

754 
822 

1977 338 37 375 75 - 5 423 - 878 
1978 343 75 418 125 46 12 321 7 929 
1979 560 212 792 11S 101 24 736 5 1,776 
1980 271 292 563 67 36 5 456 7 1,134 

1950 January 
February
March 
April 
May 
June 

.. 
.. 

37 
30 
20 
29 
32 
21 

24 
18 
44 
33 
22 
41 

61 
48 
64 
62 
54 
62 

12 
10 
18 
3 
3 
3 

I 

F 
8 
2 

1 

1 
2 
1 

-
-
-

j 

14 
55 
53 
39 
21 

1 
-
-
-
1 

-

127 
123 
13 
107 
87 

114 
July 
August 
Scptemer 
October 
November 
December 

17 
15 
17 
16 
18 
19 

27 
12 
19 
24 
22 
6 

44 
27 
36 
40 
40 
25 

3 
-
2 
3 
5 
5 

2 
-
-

5 
5 

-

-
1 

73 
25 
29 
21 
222 
20 

-
1 
1 

-
1 
2 

122 
13 
68 
64 
74 
57 

1981 lanunry 
February 
March 
April 
May 
June 

• 

. 

. 

25 
11 
29 
34 
26 
23 

23 
31 
19 
43 
11 
18 

48 
42 
48 
77 
37 
41 

5 
5 
5 
5 
2 
5 

-

-

2 
-
1 

1 
-
2 

57 
55 
38 
40 
37 
47 

--

-
1 
3 
3 

110 
102 

91 
126 
79 
99 

July 
Auut 
Sepn.mber .. 

32 
3228 
23 

24 
7 
6 

56 
35 
29 

5 
1 
6 

1 -

1 

4129 
43 
33 1 70 

Source: Colombo Municipality 
0 Excludes Government and Corpocatlow building plans. 



Annex 31 
CENTRAL BANK BULLETIN 

PRICES AND WAGES 

Cost of Living Index Numbers-Colombo 

TABLE 41 

Nov.1938 1952 - 10(a)
April 19IM____________________

Period 
PeidAll 

100(b) 

AlFl 

___ Commodity-wise 
Fuel 

Sector-"sic 

Domes.tic [Import Expc~t 

1963 
1964 
1965 
1966 
1967 
1965 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
19i7 
1Q73 
IP 
1980 

.. 
.. 
. 

. 
.. 
.. 
.. 
.. 
.. 
.. 
... 

.. 

.Q. 

.. 

.. 

• 

.. 

All Items 

(-) 

305.7 
315.3 
316.1 
315.6 
322.6 
341 3 
366.8 
388.3 
398.7 
423.7 
46,. 
522.0 
557.3 
'5639 
570-9 
6 0.2 
7 . 9 
894.2 

Items Food 

(2) (1) 

103.8 103.0 
112.2 106.4 
112-5 107.3 
112.3 109.1 
11..8 112.7 
121.5 121.2 
130.5 127.9 
138.2 136.6 
111.9 139-1 
150.' 147.5 
165.4 1, ' 
185.8 1,.7 
1983 204.3 
700.,.7 201.1 
203.2 20 3 
227. I1217.5 
252.3 263. 
318.2 339.7 

Cloth. 
ing 
(4) 

113.2 
127.2 
126.8 
117.0 
116.7 
120.1 
130.9 
137.3 
145.0 
163.4 
186.1 
204.6 
203.2 
2117 
223.3 
226 2 
231.2 
239.0 

and 
Light 

(5) 

103.C 
103.2 
100.7 
95.9 
96.5 
103.2 
17.4.9 
136.1 
140.8 
145.9 
161.4 
221.0 
237.1 
265.2 
257.5 
262.2 
328.5 
563.9 

Rent 

(6) 

101.5 
101.5 
101.5 
101.5 
101.5 
101.5 
108. 
109.8 
109.8 
101.8 
109.d 
109.8 
109.S 
1 9.8 
it28 
109.8 
1C9.8 
109.8 

Mistcel. 
laneous 

(7) 

126.6 
129.3 
128.3 
127.3 
128.9 
136 
1 

153.2 
159.5 
169.4 
170.0 
173.3 
191.9 
1038 
203.4 
224.8 
252.4 
293-8 

Group 
(c)

(8) 

113.4 
116.7 
116.4 
116.8 

1 11 
123.2 
134. 
142.9 
148.9 
161.6 
167.8 
176.1 
19.5 
1955 
20.6 
223.8 
249.3 
839 

IGoup
(d)
(9) 

102.5 
106.6 
106.4 
105.4 
111. 
117.3 
123.5 
129.3 
129.7 
136.1 
162.5 
195.7 
213.5 
209.' 
195.6 
243.8 
253.7 
417'7 

Grtu . 
(e)

(10) 

117.7 
115.3 
127-2 
127.6 
123.9 
1"'. 
1.8.2 
157.3 
157.9 
140.6 
171.9 
251.4 
214.5 
219.8 
317.5 
358.2 
3852 
438.1 

1979 2nd 
3rd 
Ith 

Quarter 
Quarter 
Quarter 

682,7 
710.8 
766.1 

243.0 
253.0 
272.6 

254-0 
263.2 
284.9 

230.6 
232.2 
232.6 

269.8 
323.5 
4459 

1) r0.....u 
109.8 
109-

27 

262-1 

2 24 
2514 
239 

236163.67,33377. 1 
282.9 383.7 
325.2 413-3 

1980 1st 
2nd 
3rd 
4th 

Quarter 
Quarter 
Quatter 
Quirtet 

.. 

821.6 
887 2 
916.5 
9 36 

293.5 
315.7 
326.2 
337.6 

310.7 
3Mi3.3 
350.7 
357.3 

233.5 
216.2 
2!1.4 
248-5 

499.6 
525.0 
593.8 
637.0 

1M9.8 
109.8 
19.8 
lC9.8 

275.6 
289.i 
292.3 
317-9 

273.5 
284.3 
2916 
306 0 

373.8 
420.2 
435.8 
441.1 

121.4 
431.2 
442.0 
457.9 

1951 Ist 
2nd 
3rd 

Quarter 
Quarter 
Quarter 

9Q4 8 
,('41"3 
1,066.1 

1 
354.0 
370.6 
379.4 

370.3 
392.8 
404-5 

252 3 
256.4 
259.3 

723.8 
766.5 
789.3 

10,).8 
109.8 
109.8 

741.0 

343-1 
3450 

320.2 
336.5 
316.8 

463.4 
458.0 
497.1 

490.3 
507.6 
522.7 

1980 Seprember
October 
November 
December 

" 
" 

923.7 
032.1 

' 952.3 
961.3 

323 7 
331.7 
318.9 
342.1 

"352.7 
3i5.0 
357.6 
359.2 

244.4 
23.0 
248-0 
249.4 

611.8 
631.0 
631.0 
649.0 

109.8 
109.8 
1C9.8 
109.8 

293.3 
295.5 
325.4 
332.9 

293.5 
296.8 
303. 
3125 

439.7 
440.4 
4-10.5 
142.3 

142.0 
443.3 
460.2 
470.3 

1981 January 
Feb.uary
March 
April 
May 
June 
July 
Auru~t 
Sentember 

971.4 
996.2 

.1,06.7 
". 1,028.7 
"" 1,041.4 
". 1,053.8 
.- 1,059.0 
.. 1,061.6 

1.07q 8 

315.7 
354.5 
361.8 
366.1 
370.6 
375.0 
376.5 
377., 
33 9 

359.9 
370.5 
380.5 
387.1 
392.9 
393.5 
401.0 
-101.5 
411.1 

2505 
252.0 
254.5 
2 5. 
256.2 
257.7 
258.0 
259.5 
260.4 

692.3 
730.6 
748.6 
748.6 
766.4 
784.4 
784.4 
7Ql .8 
791.8 

109.8 
109.8 
109.8 
109.8 
109.8 
109.8 
109.8 
109.8 

339.2 
341.6 
342.3 
33-1 
343.1 
343 1 
343.1 
345.9 
345.9 

315.9 
3205 
324.3 
330.0 
336.2 
34'.4 
345.o 
346.9 
347.6 

445.5 
165.1 
479.5 
483.9 
488.3 
491.9 
492.0 
494.2 
505.2 

479.7 
489.9 
501.3 
501.3 
510.7 
510.7 
510.7 
510-7 
546-7 

Sources: Department of Census and Statistics and C-ntral Bank of Ceylon 
Note:- Annual figures shown are average of monthly figures.
(a) Co'om',o Consumers' Price Index -from January, 1955, onwards: index numbers on base 1952 follo-injoercnrae wei,ahts for the ercuas basel 2

100 with the on an averae total expenditure of R. 02 .24-in 19491950. Food 61.9: clothin 2 9.4: fuel and light 4.3: rent 5.7: miscellaneous 18.7.(b) The All Items Index w;th base November, 1938-April 1939-100 was as fo!lows: August - December 1939.1081948.260; 1950.,272; 1951.283; 1952.281.
(c) Comprise, itemsof domestic origin. Weight 60 per cent from January 1968. Previous weight 51 per cent.(d) Comprises imported goods. Weight 35 per cent from January 1968. Previous weight 44 per cent.(e) Comprise, domestic goods mainly exported. Weight 5 per cent. 



0U 
Gross National Product 1975 - 1980TABLE 45 *0 

Rupees Million 0 

At Current Factor Cost Priccs zSectors I7 At Cohstant (1-,0)9 6 1 7 Factor Cost Prices9 8 9 9 0
 
1975 1976 f1977 1978* 197S 1980* 1975 1 1976 1977 1978' 197S* 1980'
 

I* Agriculture, Forestry and Fishing
(a) Agriculture and Livestock 7,798 8,133 10,644 12,332 13,4122. Mining and Quirrying 7,173 7,459 17,151 3,847 3,894 4,299625 9,568 10,951 11,073 14,210 3,5-*6 4,532 4,622 4,7662. Manuiacturing 674 1,056 1,381 3,5712,359 2,9il 4,176 4,3450 31i 321 4,385.158 639 3225,620 595 3568,023 732 917 963 418(a, 8,094 9,4.4 1,219 395Proceing of Tea, Rubber and Coconut 11,C-;*8 571 515 619
(b) 1,848 ,263 2,371 2,357 C 2 684Factory Industries 2,509 4,219 3,.75 2,541 2,t59 2,681
(c) 2647 2,416 3.017 3,55 43,692 3,iC 832CottageIndustries 8232,641 8i00 8 7(d)Other 4,- 677 791( ) o t e r ies 5,910 ,15S 1,2143C0 1,227 1,3t2 1,417
.)3 39 t3f.. 33530 391 -i.; 1,4S8424 5C7 5074- Constru.tion 759 171 1355. Electricitl, Gas, * [,21 101 113 1 0 21 -j 65 402Water and Sanitary Services 1,018 1,164 116 125J /6. 164 171 1,133 1,965 3,218Transp, rt, S:orage and Communications 194 239 398 5,552 6i9 .. 2,079 , to 117 665 6197- \Vhola 2.2S6 2,723 122 131 79.4 960J 1,C66and Retail Trade 2,99.1 4,714 158 1 0 2098. Banking, InsurIncC and Real Estate 

"4,975 5,456 6,239 5,293 12 
9' O•ntrtkipof Dwellings "" 336 419 542 

7,536 9,'35 10,49 2,95 2,925 2 , 3 
15 1 31471 9

8, 7 3,510 3,810. 639 886 2 ,9211- Pub!,c Adnminisctation and Defence 726 832 9 31,6Services ni.e.s, 969 1,293 1,457 3 4902S s .- 798 463 1 467948 1,177 1,516 475. 2,276 2,470 199 . I,t64 1,9t,5 4982,582 3,257 729 760
3,944 5,247 1,e65 15 854 905 9591,962 2,099 2 17
2,212 2,378 
 2,572
 

12.14. DomesticGrossGross National ProductProduct *. 25,691325,478 28,03213. 27,750 34,684 40,479Net Factor Income from Abroad 34,432. 40,242 49,78249,542 62,246213 14,096- -282 -252 -237 61,814 14,987 15,.43115,3i5 16,078 17,401-20 -432 15,999 17,311 18,50118,369 19,405-91 -86 -79 19,5750 -112 -170 

Njtes: L.The Central Bank has introduced a new National Income Series. A Technical Sunote explaining the Tr. : Ccii ra i b iakchanges Is found ,.t C e ylon .In the Central Bank'sAnnual Review for 1978 pp. 22 & 23.
 
§ii. Estimates 
art p-ovislonai. 



Annex 32
 

INTERVIEW WITH
 

J.A.R. Felix, Commissioner of Inland Review
 

December 14, 1981
 

collects Rs.2.5 billion in direct taxes, and the
 

same amount in indirect taxes.
 

It is progressive tax rate, ascending from 731% 
 to 55%
 

Those earning Rs.12,00 ($600)a year begin to pay taxes.
 

His estimate is that tax incentives become important with the 

Rs.24,00 group. 

Tax Incentives 

The key exemption for housing is Section 12 of the 

Code. It provides: 

"12. (1) There shall be exermpt from income tax -

(a) the net annual value of not more than one place of
residence owned by, and occupied 0y or on behalf 
of , an individual; 

(b) The income accruincg to the owner of a house for the 
year of assessment in which the construction of that 
house was completed and for the six years of assessment immedintel', succeeding that ofyear assess
ment if such house is used sole1v for residential 
purposes and 

(i) 	 is a house to which the Pent Act, To. 7 of 1972, 

anplies , or 
(ii) is occu:picd by the owner t-hereof; or 

/ 



2.
 

(iii) 	 has a floor area (inclusive of the thickness 
of the walls) not exceeding two thousand 
square feet: 

Provided that where the floor area of the house is one 
thousand square feet or less, the income accruing to
 
the owner shall be exempt from income tax for the year 
of assessment in which the construction of that house 
was 	completed and for the nine years of assessment 
inmediately succeeding that year of assessment; 

(c) 	 the income accruing to the owner of a house, the 
income from which was or is not exempt from income 
tax under paragraph (b) of this subsection and which 
house is converted into two or more olaces of residence, 
each such place of residence being separately assessed fc 
the purpose of rates, such income accruing being 
the income from each such olace of residence for 

(i) 	 the year of assessment in which such convnrsion 
was effected and for the five years of assessment 
immediately succeeding that year of assessment,
 
if the floor area of such place of residence does 
not exceed one thousand square feet; or
 

(ii) 	the year of assessment in which such conversion 
was effected and the three years of assessment 
imtmediately succeeding that year of assessment, 
if the floor area of such place of residence
 
exceed s one thousand square feet but does not 
exceed two thousand square feet; 

(d) 	 the net annual value of any land and imnrovements
 
thereon 	owned by a body of persons the primary object 
of which is the promotion of any sport which is recog 
nized as a sport for the purposes of the Sports Law, 
No. 25 of 1973, and used for that object by that body. 

(2) 	 For the purposes of this section 

(a) 	 a certificate issued by the Conmissioner for National
 
Housing upon an application made by the owner of any
 
house and specifying, as the case may be 

(i) 	 the date of comnletion of the construction of that 
house or the date of conversion of that house 
into more than one place of residence, and
 

(ii)the floor area (inclusive of the thickness of the 
walls) of that house, or the floor area of each 
of the places of residence obtained by the
 
conversion o[ such house, 

shall 	be conclusive evidence of the matters specified
 
in the certificate; 



3. 

'(b) "owner" includes a co-owner; and 

(c) "income", 
means the 
Rent Act, 

in relation to any 
authorized rent 
No. 7 of 1972. " 

wi
house 

thin the 
which 

mea
is 

ning 
let 
of the 

Section 14 is also important. It Provides: 

"14. 	There shall be exempt from income tax 

(a) 	Any capital gain arising on 

(i) 	 he sale by any individual of any house 
constructed by him and used solely for residential 
purposes, such sale being the first sale of that
 
house;
 

(ii) 	the sale of any house owned by any individual 
and used solely for residential purposes, if such 
individual has not sold on or after April 1, 1973,
an-' house other than a house, r-furred to in 
sub-oaragraph (i); 

(iii) 	 the sale to a customer, of any property held by
the vendor primarily for sale to customers in 
the ordinary course of his trade or business;
 

Aslo important is Section 21. 

" 	 21. Whiere anv- nerson who carries on an undertaking for 
for the construction and sale of houses, being an under
taking approved by the Commissioner for :qational Housing
have regard to the housing policy of the Government,
 
sells any house or flat, the construction of which was 
commenced 1v such person on or after January 1, 1977, 
such sale beingi the first sale of that house or flat 

(a) 	 the entirety of the nrofits and income arising from 
such sale, if the floor area of such house or flat 
does not exceed five hundred sauare feet; 

Cb) sevent,-five per centum of the profits and income 
arising from such sale, if the floor area of such 
house or flat exceeds five hundred square feet but 
does not exceed one thousand two hundred and fifty 
square feet; and 



4. 

(c) fifty per centum of the profits and income
 
arising from such sale, if the floor area of such
 
house or flat exceeds one thousand two hundred and 
fifty square feet but does not exceed two thousand 
square feet, 

shall be exempt from income tax."
 

Aporoval under 21 (c) is prompt -- " a couple of weeks, 

if given all the information."
 

'Recent examples are Bank of Oman and Bank of Dubai.
 

Tie believes that 100%investment relief is necessary in 

order to attract local capital. But the approval is conditione
 

on one interesting requirement: If there is an agreement to
 

become a quoted public company. This caused quite a policy
 

controversy in government circles. The economists argued that
 

development has always been inspired by private companies. But
 

his answer is that 19th century expansion was at a time with 

no universal suffrage. Wqe start at a different level -

democracy, and the people have Lo be convinced they'll get a 

share in the prosperity. Thn rule of thumb is that 30% has 

-
to be offered to -ub)lic - he's sucggesting 40 , but 20% is not 

unknown, he admits. 

Further examples of this tax inducement. >estle's 

(Agriculture), Booke's (sugar); all hotels (banks; dyers).
 

Again, in return for the tax concessions, have to go public.
 

A; 



5.
 

Close to our interests, is their use for luxury 

flats ( which cuts into scarce capital and materials for 

housing, it seems to me, and also mak-es less appealing the 

use of taxes for inducing low and moderate income housing).
 

So the flats on which the Urban evelonment Authority ran 

out of funds, are now beingr joint ventured with Singapore Group 

IG IT.G Gi%, CIPEE TAT HOLDI'IGS GROUP, with the use of tax 

concessions. 

Location Policy 

There is an effort to encourage decentralization of
 

activity ( and housing ) through the use of tax incentives. 

Section 18 (c) provides:
 

13.(l) The profits and income within the meaning of 
paragraph (a) of section 3 (other than any profits
and income from the sale of capital assets) of any
undertaking referred to in subsection 
(2) shall,
subject to the provisions of subsections (3) and 
(4), be exempt from income tax for the period
commencing from the date of commencement of that 
undlertalin-T anc! ending7 on March 31, 1933. 

(c) which carries on its production or manufacture 
outside the administrative limits of a "unicipality
within the rmeaning of the Municipal Councils 
Ordinance." 

Like our efforts to induce job creating industries to 

move to Central City locations, this has proven to be a mixed 

bag. Entrenreneurs prefer to stay in Colombo, and the
 

tax inducement doesn't change their mind. 'ie also believes 

"\ i 



6. 

that local businessmen don't even know about this section 

to take advantage of it. Their accountants and tax advisors 

aren't helping them on this. 



--

ABLE 4 Assets and Liabilities of Commercial Banks (a) Rupees Million 

ra IForeign Investment., Loam and Advances Peren. 
Cah Currency-

Cash Due Due Items in on Hand Govt. of Sri Total rarecof Precen..End of Period Bills Purchaed andon from from Process and LanknsObligation Discounted Fixed A ILic.uid t2.9z ,f 
Hand Central D rr.estic cf Balances nI And t Assra :OtherBank Banks Co!lec- Ot-er-'- b-, todue from Treasur .... Invest nd 

e Loans Total Demand ,Tota!a ton Banks Bills Securi, ments Local Itnpo-ts Exports drufrsos Ttl Aa t tcs ~'Demandt tovTotal 
_____________ (1) (2) Abroad tis (b(3 (4) (5) 6 (7) (d) Deposits(9) (0) (11) (12) () 1 (15)(1) (13) (14) 1 (1) (18)(1) k,6 (17) (18)1966 104 -r-1967 14.: 

88. 49.5 107.1 60.1 I15.9 324.68 1 1-6 39- 73- 56 0-7 75.9 54 39.9 338.5 2 88-3 137-3 1,846.4 55.3 57.11968 235.'
106. 141.6 39.6 52.5 77 
4 4189 .141,152.8 195.2 2,122.7 74.0
1969 5 70.1121.5 1356 
 30.8 42.0 52.5 497.8
1970 1457 224-9 

349 25S.3 5-1 - 210-3 85.9 
600 7 1,323-2 212.8 2:342- 5. 34.9 180.3 44.1 281.4 626.0 737-0 1,659-7 212.7 2,564 3356-8 5.4 70.3 666- 3F.0 106.517*- 589.1 614.2 1,547.7 300.8
1972!b) 168.1 2,19.6 25-S 3,122.0 69-6"' 239.1 113.6 6,Y-7 64.624-41 IS-3 305.5 127.6 320-8 363'-1 52 - 3681Q73 370.4 365.3 155 721-7"/ 215.4 488.1 5.0 1-0 171-0 891-4 1,765-598-1 149-9 192-7 832.1 962.6 429-C 3,475-1 76-894.7 153.6 2159.4 844- 70-2344-3 3-3 - 4,785-3 77-21974 288-5 1 14-1 51.6 22-0 87081,127.6 2,252.1 65-92. 486 280.3 90.1 486-0 4,285-559-6 325-1 69-1 71.1
1975 - 230-3 2201 61-2 4-0 - 125-6222.4 78-3 303-8 1,023.3 1,844.0 3,296-750.4 325-1 3.5 - 282.3 515.1 5,360-1 71.5 92-7 

1976 
316.7 1,c,0-2 1,873.8 3,533-C 519-8 5'26.1 65-2 97-S* 326-? 251.1 74.7 343.2 92

1977 
*8 653 569 5 1 3 - 227.- 479 1130 2, 13 .1 4,2508 595C 6,5 6.8 52-4 86.02nd Qtr. 373.5 350.3, 220-6 694.5 97.7 .-- 569-6 17.1
3rd Qtr. 390.3 397. 1' - 347.7 590.5 1,317.3 2,960.3250.4 816.5 133-8 1-0 570-5 5,215-8 601-3 8,170-2 63-54th Qtr. 17-1 - 96-0426-2 579.31 138-9 713.9 298-5 f 12 4 

314-7 674 71,237-7 2,9807 5,207-9 618-2 8,407-8556-4 15. 6 0-1 64-5 88-9703-i 944 4 1,359.6 3,'33 5 6,345-7 
 1,164.6 10,251-5
1978 1st Qtr. 474-9 718.5 /-493.4154-0 914.2 363.8 148-8 558 7 8-4 0-2 545-6 963-5 1,578.5 4,081.3 7,169-1
2nd Qtr. 451.4 7469 11,257-2 89-53rd 419.2 646 - 198-2 1.312-9 373-0 9--2Q r. 857.1 144-7 1,325-4 160-2 1575-5 8-1388-4 76-2 550- 8 0 - 763-3 823-2 1,6C3-914,275- 64t1 Qr. 492-1 615.1f - 820.1 942 7 1.800.l14,6196 7.476-C 691-2 11,918'234-8 1,179.6 8,182-5 963. 8- 93.5267-1 100- 112921.5 9'5547- 115-4
6-3 ... 
 717-7 1,0491 1,95.5 5,07'56 8,827-9 1,565-7 13,836-
1979 1,t . E4-8 99-8Qtr. 550-2 995.5 160-4 1,193.7 343-9 73.4 5770 7-52nd Qtr. 472-El 915-71 252-1 ... 1,008.21.047-62297-66144.210,497.6
1 583-1 476-5 6"-4 574-6 832.0 15,2309 99-0
3rd Qtr. 477 61 122-1 1,626.6 725.4 165.1 
8-2 0-4 1,126.2 1,125.1 2,414 3 5,91 S 10,6614. 

IOL,.133.4

4th , 546-24, 62.-8 580-.7 23.1 0-3 1,925 16,078.7 102-6 99-7r 0 1 132-7 1,522.1 475-5 34-4 1,170.6 1,179-1 2,601.8 6,312.0 11,263.8595-3 21-6 1,3429 17,60.8 107-80-1 929.0 1,205 712,912 % C0 11,947 2 

9S.9 
1980 1st Qtr. 5)5. .7 1 0 .844Q711,2868 246-3 .6 6 5,0 .411.47. 2 ,314-C5.1,517-0 709-8 48-9 595.4 33-8 3.7 2 88.0 96.81,491-0 1,141-4 3.247.4 7.685-9 13572,2nd -r. 5!4.7l11.633 4476 1.755-8 20.215.9 103-8 106.41,2. 67-
 45-9 587-7 31-8 - 1,1980 Sept. 794-5,1111.1 389-7 

9J53.8 1,017.9 3,642.' 3,C66-8 14,650-8 2,735-4 22,530.41,373-01 972-8 1IC.0 110-6
- 5948 .22Oct. 65-.153 402774 f1. 8.21,CC4'6 1.499.4 1,182-73932-318,5945 15,208.9 3,478-C
Nov. - 5.95.4 271--; 1-2 2 3 4.8 107-3 102-2| 65 1.11 27-7 1 4650C 1"45-6 -
1,893.4 1,379.2 4-096.5'8 785.6 16,155.9 3,560-7 25,1!6.8 116-9.... an. ' 824 562-77 6 -09 1,0.,3 105-0t.11477 -41 . 0-7]12181,9. 448 4 3,610-N,92.3 16,746.51 3,4Fu' 7.7- 5. 4,420 C 26.724-2 0

22 6.. .0 . ] 5-2 1362.2:26.2 0066 11 73215191,• 18,.* /17- 1('3- 102-5Dec - 82-41,24. 17393(054,246-8I 134.0f~4-1 |/1'. 0.7-9 5572 36-'4981 Jan. - ,1- ,01.9 3,8838 9,85.7Feb. -- 818-1 1,467-7 17,COO-2 3,963-C 26,601.1-- 691.8-1.433- 306-7 91-2 98-3439.5 i 1:1231-81,.198.91,272.211.099.0 37-0 557-24-5 552.6 362-2362-2 0-60-6 
 1,922.9 1,318-44,210-1 10,128.1 17,580-11,487.6 1392.C4.281-7 10,253.3 17,415-4 2,922-43,251-7 26,562.126,523.3 P8.5 IC07March -- 822-7 1,498.4 444-4 107-0 98-6 (DApril 1.,059. 1,490 3 1,470:5I 78-7593-8 j1,410.3/ 163-2 552-6 423-6783-6 152-5 0-4May "' 650.3 1 .011 0-6 1,842-31,682-0 1,37Z1,423-104,9C064,563.9 1009.6-18,5C9--_49-1 1,547.31 620.9 10,913.0 3'92-2 28,1654
1,257-7 846-5 18,868-2 3,26 -95 -95
50 8 6'10 6 28,654.8 108-4June 1424.1 - 1041"' 749"3- ,3 0-5 1,011.2 1,4'3-2j 9c9.1 6-3 
1,986.3 1,355-0 4,858.7110,937.4 19,137-2 3,3 0- 28845.1640' r5;2 120.4 106-3July " 732";!1,490-6 25-. ,321,4,935.11,007.3413-9 11,280.6| 643-9 I 249.2 640-0 19,797-2 4,032-2 0,537-. 125-6 107.9Aug...J 759.211,668.71 587-0 11.254-0 i'183 1.996.9 1,,o196 11,108.6 197.29 0 H215,262.9378 I 50 0 4, . 2Sent..rr "1",.8I.401.0l 8-3 - 1,701-8 1,(32-5 5,3627' .4 1 711-7 1.174.1I 002.3 3 0 11,19. ,9 

.. 00.61 640 0i/18-3 731-2' 1.873.-5.223-3 11,405.23,91. 
4 -A 30,53-6 I120-0 105.5 0Thc number of banks wa 14 in 1960. . 1. '-8-7 ' 2 0 51um 13 in 1961, 12 from t..1,1 3. 00.7 1962 toMarch 1971. 11 1 ,03 20.231.9_ 4.March 1930, 16 in April 1980, up to N-lrch 1979, 12 in April 1979, 13 -8-71 06 217 in say 1),80 in May 9.14 290. 01 in D,:rrnber 105.5*18 in July 1980, 19 in September 1979, 15 inIncludes Government guaranteed securities and Central B:ank issues. 

1980, 21 in Novemni,!r 1980, 1 
. 22 in March 1931 ani 23 in June 1981.(c) f to z

(a) ".AquId *%sets consist ,D1Fixed and other assets 
o consist of Banks' property, furniture, fittings fnd sundries (commission,: Cash on hand, balances due from the Central Bati, erest-etc. adjustments.) 1- r-

foreign currency on hndandbalance, due from banks o
road.Government of SriLonk H (D M 

., c t Z.. lection have been exclu ed rom licluld assets and domear gcm 
- - , - , -, ... ,.. ,"-.rr... 
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Asset and Liabiliies of Comwnerciad 13anhs 
TABLE 4 (Continued) " 

Ru eea Million 

Caplal 
Pad.up Demand DepeitsTime 

and SavingsReer, epositsEUddfian Inter-bank D oving Total-AH!Deposits BorrowingsEnd of and 1 Otheron.r 
G 

- _t iet e __ _-o_ __ _ Liabi." o litiesribu te, Re.lden t id el' t R eident N Dom estic Fo reigPeriod I , . G o vt. ofi Time 
Profits Domestic Foreign Sri - Lank Constitu. Conti. Sri I a 

d n 
Con'i. Cosci- Dd(... Total Intertuents ttuen, Sa..g btnk(f)(19) (20) (21) (22) 
 (23) (24) (25) (26) (27) (28) (29) (30) (31) 
 (32) (33)


1966 .. 83.9 1.2 1.0 126.0 756-7 14.2 18.0 557.2 27.31967 .. . 91.2 0.5 2.0 111.6 80--7 17-5 
8991 602.6 1,501.7 90-5 2.3 168.0
14.2 655.5 31.1 936.31968 •• 97.3 2-8 2.2 136.7 823-0 17.5 

7CL.8 1,637.1 143.6 1.41 249.315.0 766.8 44.41969 .. 111-8 3-3 1-2 9 2-2 826.2 1,803-5 126-4 8.5 301.7
131.1 780.5 15-4 16.3 
 933.7 35.6 931-r
1970 . . 129-6 0.2 1.9 200.7 105.3 17.3 
985c 1,917-1 201.0 11-5 322.9 

1971 20.4 1,11 -36-7 1,168.6 2,394.0 213-9
. 1,225.5154-2 0.2 1.5 167.3 1.008 9 21.0 31-4 3-6 380.8
 
1972(g) 1,250.7 35.2 1,19-0 1,317.3 2,516-2 228.2
. . 161-9 2-7 10.6 565.8
5.4 482-4 1,2-1.4
1973 .. • 170-6 12.1 1-8 410. 

19-9 31.9 1,455.7 37.4 1,751.V 1,525 3,276- 192-8 82.7 1,071.0
9
1974 • 214.0 ... 2-3 
35. 1,3. -6 17567 1,4118 3,1684 324-6 12-7 6090
4921 1.377 2 22.P1975 38.3 1,52 .-. 0-2 1,S94-5 1,606 3.555-3 694-3
. • 238-9 ... 9-7 886.92.5 412-6 1,1442. 24-7 39-2 1.67 F,.-41.1
1976 1,723 .23.610-5 592.2.. • 281-4 ... 18-1 836.33-4 677-5 2,037-S 32-4 36.1 2,116.7 38-6 2,751.1 2,191.4 1,942.6 
 419-5 28.5 914-7
 

1977 2nd Qtr. 401.9 
 ... 3 0 501.0 2,204.1 31-1 35.1 2,534.1 46.3 2,819.3 2,615.8 5,435-13rd Qtr. 367.0 ... 2-9 1,336.2 53.2 943-9
520.4 2,412-9 34.6 13-2
4th Qtr. 374.0 ... 11.9 
2,84.E 42-7 2,970.8 2,985-7 5,956.5 951-6 '10.1 1,092.6780-5 2,525.5 33-7 90- 3,303.3 47-6 3,351-7 
3,41-5 6,793 2 975-0 
 42.0 2,067-3 

1978 Ist Qtr. 556.9 ... 13.3 629.2 2,912.7 36-6 46.8 3,917.7 56.52nd Qtr. 561 8 ... 3,592-0 4,021-c 7,613.0 1,320.4 777 1,689.2
9-4 705.1 2:8S7 31-2 47.6 4,265-3 51.03rd Qtr. 532-1 ..- 3,633. 4,363-8 7,997-5 1,659.5 96-8 1,602-99-7 651- 959

4th 3 0 60.2 4,524-9 59.9 3,595-2 4,645-0 8,240 1 1,645-5Qtr. 520.3 ... 7.5 905.5 -2,863-2 41-5 69-8 4,907-9 47.7 

84.9 2,419.1

3,820.7 5,025-5 8,846.3 1,287-7 127.0 3,055-3
 

1979 Ist Qtr. 904-5 
 ... 9-9 689-1 3,338-6 23-0 93.5 6.115.4
2nd Qtr. 921-4 46.3 4.060-7 6,255.2 10,315.9 1,511-0 120.2 2,379-4.. 6.9 778.6 3,234.4 26-5 C6-4 6,439-23rd Qtr. 933.5 47.5 4,0W6- 6,531 10,649.5 1.729-7 109.2 2,668.9
.. 19-6 843-4 3,611-9 23-6 105.2 6.743-7
4th Qtr. 47.0 4,498.5 6.896.C11,394.5 1,222.3 179-1
9'35.8 15.3 3,726-4
.. 936.0 3,855-5 26.3 120-7 
 7,313-7 74.6 4,834.1 7,509-012,343-1 736-0 220S 
 4,447-5

1980 lit Qtr. 1,320.3 
 ... 21-7 827-8 4,056-3 35-1 139.5 7,625.81 50-8 4,941.1 7,816.1 12 757.2
2nd Qtr. 1,249-9 ... 22-1 849.3 1,972.5 239.3 3,926.64399 2 137-6 8,0S9-7 46-8 4,94-9 8,274-013,26 -9 2,498-5 295-5 5,217.6

1980 Sept. 1,256-8 1-8 15-2 1,055.0 4,077.9 34-5 121.0 9,520,3
Oct -- 1,300.6 47.9 5,184.3 9,689-3 14,873-6 1,749.5 259-8 5,755-20-2 19.8 943-6 4,291-7 42-6 113-5 ' 9,927 8 52-S
Nov . . 1,251.7 1-3 42.7 1,175.4 4,874.5 40.3 143-0 

5,298-1 10,C94.3 15,302-3 2,245-c 3,4.6 6:134-210,010.-7 53 1 6,132-' 10,207-
Dec. -- 1272-3 16,339.2 1,797-5 463-8
2-0 40-8 1,411-2 5,138-5 95-5 171-4 10,376-4 55-6 6,871 9
6,637-8 10,603-5 17,291-3 1,719.1 280-3 6,038.0

1981 Jan. - 1,341.1 0-2 31-4 1.264-9 4.964-8 76.9 157-7 
 11.269.8 54-0
Feb. 1,865.6 6,338-3 11,481-5 17,819.8 1,430.2 296.4I-1 25.1 1,195.2 4,925,3 46-3 192-3 10,852.1 59.1 6,193-6 11,103-f 17,297-1 

5,674.6

March. -- 102-7 6.2 26-7 1,071-4 5,410-9 43-8 176.5 

1,720. 392.1 5,248.3
April -- 2221-2 2-0 71-0 953.9 4,913-1 39-9 154-1 

11,796-6 62-7 12,035.918,595-0 1,521-4 545.2 5,.01.1
11,905.7 75-9
May ",177-6 1-4 8,115-6 2,'41.7 4.0-2 5,415-140.6 843-4 4,653-1 40-9 154.5 12,177-6 91-6 5579 12,423-8 18,003-3
June 226.6 2,764.1 486-5 5,413.62-8 33-9 902.7 4,543-4 47 1 155.0 12,555.1 93.3
July 2,239-6 ... 39 0 8345 4,5249 5,53-C 12,803.5 13,333.1 3,129-C 536.3 6,310.872-7 1509 12,893.6 739 5,471.1 13,118
August 2,625 6 392.9- !.199 8 -.- 87-7 786-1 ,18,5899 6,145.3
4,60-81 53-0 147-7 
 12-91.5 76.5 5,567.13,116.2118,6893.5Sent. Z. . 2:41 7 299.0 7,0294.216-6 51.0 810.8 4.781-2 5R 8 _14-6 13,923.7 :01.8 5701-9 14.180 1110 , 2 
 .2,93 213 C9.3 7,361-8
(e) Paid-up capital applie, only to local banks. Source: Central Bank of Ceylon.
() Inc!udes Central bank 
(g) These figures arc distorted as a result of the strike by the empIoye of CommercIal banks which began on 01-09-1972 and ended on 17-12-197L 
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