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PART I. 



THE COMMISSION. 

IN the Name of His Majesty GEORGE THE FIFTH, by the Grace of God of 
Great Britain, Ireland and the British Dominions beyond the Seas King, Defender 
of the Faith, Emperor of India. 

'By His Excellency Sir REGINALD EDWARD STUBBS, Knight Grand. Cross 
of the Most Distinguished Order of Saint Michael and Saint George, Governor and 
Commander-in-Chief in and over the Island of Ceylon and its Dependencies. 

8 

GREETING. 

R. E. STUBBS. 

To :--' 

Sorabji Nusserwanji Pocbkhanawala, Esquire, 
Sir Hilarion Marcus Fernando, M.D., 
Dr. Samuel Chelliah Paul, F.R.C.S. 

WHEREAS We deem it expedient 'that a Commission should issue to inquire 
into and report upon the existing conditions of banking and credit in Ceylon and 
to consider the steps, if any, that are feasible and desirable in respect of the 
provision of banking and credit facilities Ior-' . 

(a) Agriculture, 
( b) Industry, 
(c) Trade, 

nnd also to make recommendations regarding the desirabiIit~ of establishing a 
State-aided :J3ank and sound local banks. 

NOW know Ye that We, the said Governor, reposing great. trust and confidence 
in your prudence, ability, and fidelity, have, in pursuance of the powers in Us 

. vested by the Ordinance No. 9 of 1872, and hy Article 93 of the Ceylon (State 
Council) Order in Council, 1931, nominated, constituted, and appointed, and by 
these Presents do nominate, constitute and appoint you Sorabji Nusserwanji 
Pochkhanawala, Hilarion Marcus Fernando, and Samuel Chelliah Paul to be Our 
Commissioners for the purposes aforesaid, with authority to exercise all the powers 
which Commissioners appointed under the said Ordinance may lawfully use and 
exercise. 

And We do hereby nominate, const~tute and appoint you, Sorabji Nusserwanji 
Pochkhanawala to be the Chairman of the said Commission. 

And We do further hereby authorize and empower you, Our said Commis
sioners, to make all necessary inquiries in the said matter, and to report to Us 
under your hands, as early as possible, upon the matters referred to you as 
aforesaid. . 

And We request and require all public officers and other persons to whom you 
may apply 'for such information or advice as may properly be given to be assistant 
to you in your inquiries. 

Given at Nuwara EJiya, under the Seal of this Island, this Twenty-fourth day 
of April, in the year of Our Lord, One thousand Nine hundred and Thirty-four. 

By His Excellency's command. 

C. C. WOOLLEY, 
Secretary to the Governor. 
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To:,......, 
HIs Excellency SiiREGINALD EDWARD STUBBS, Knight Grand Cross of 

ilie Most Distinguished Order of Saint Michael and Saint George, Governor and 
Commander-in-Chief in and over the Island of Ceylon and its Dependencies. 

MAY IT PLEASE. YOUR. EXCELLENCY 
We, the Commissioners'appointed by Your ExcellencY to inquire into and report 

upon the existing conditions of banking and credit in Ceylon, have the honour to 
submit our report. 

We started our work on Monday, April 30, 1934, and have held 56 meetings. 
Representatives of Government, public bodies, associations, and individuals were 
invited to appear Defore us, and in the course of the hearings much valuable 
information was obtained. A record of the evidence is given in Volume II. of 
our report and the .Memoranda from several organizations and persons interested 
in trade, -industry, and agriculture received by us are also included in the same 
volume. 

Weare glad to' state that we lire unanimous in our findings and our 
recommendations. 



REPORT OF THE CEYLON BANKING COMMISSION. 

CHAPTER I. 
HISTORY OF THE INQUIRY. 

THB social and· economic conditions of a progressive community Changing 
constantly alter and develop; and i~s banking system, W:Pich conditi.ons. . 
forms an essential part of the economic structure of the country, ~~l~~e ~:~~IrY 
must continually adjust itself to the changing conditiQns. .The ~iU6~~en~. 
ability of the banking system to achieve such adjustment~ depends 
partly upon the elasticity of its structure. and partly upon the 
rate of change in the economic environments: Whe~ever the 
banking system is unable, for some reason or the other; to adapt 
itself to progressive conditions, discontent prevails in the country, 
and this generally results in a demand fot: a public inquiry regard-
ing the adequacy or otherwise of the existing banking system. 

2. Up to the close of the last century, the banking and .credit Origi.n of. . 
facilit.ies in Ceylon available to the public, which were directly a banking mqUIry. 
product of a financial structure evolved to. suit the conditions of a 
pioneer agricultural country dependenrt upon non-indigenous 
capital, were reasonably satisfactory. In ·the following decade, 
however, wliile capital development in the major industries grew 
apace, the need for better agencies ·for rural credit began to be 
felt. It was during this period that the first attempts were made 
to institute agricultural banks, now better. described as, Co-
operative Credit Societies. 

3. The next decade was an era of rapid changes in the economic Rapid c~~~es 
sphere. The upheaval of the war disturbed the balance of and a~q.U1.sltlOn 

. b t th . 'd t' did of polItICal power economIc power as e ween . e varIOus ill us nes, an revea e stimulate desire for 
the inherent weakness of the economic structure of a country economic freedom, 
whose mat-erial prosperity depended on the welfare of a few staple 
agricultural industries catering ent.irely for an export market,· At 
the same time, a public, buoyed by the acquisition of a measure 
of political power, aspired to achieve a similar measure of freedom 
in the economic sphere. . . 

4, It was considered essential for the attainment of this goal Existing financial 
of economic freedom that the public should have adequate finan- sys.te~ ill·adapted 
cial assistance, so as to enable indigenous capital and enterprise to IDdl~enous 
t "t t'l'thtd d'dt' ftheconomlc {) partlclpa e more 8C Ive y ill e ra e an ill us nes 0 e development 
country, and, in particular, to cultivate and expand the home . 
market in preference to the export markets. The prevailing 
banking system primarily designed to foster econQD1ic develop-
ment by requisitioning the aid of non-indigenous capital and 
enterprise proved to be ill-adapted t by the very riature of its 
structure, to offer such facilities. 

5. The analysis of the then existing economio situation by the Committee of 1920.1 
Committee of 1920, which was appointed to consider and report 
on the desirability and feasibility of establishing State Banks for 
financing agriculturists and cultivators, is so important as to 
deserve reproduction (Sessional Paper TIl. of 1920}-

• II Agricult?rists in Ceylon, as in all other countri~s, ar~ in Financial position 
need of credit. They have the greater part of th~lr capital of the agriculturist.I, 
locked up in their land and often have not suffiCIent spare 
capital with which to effect development, erect buildings and 
purchase stock. The Ceylon agriculturists may be classified 
for convenience into three classes; (1) the large eRt~te emner; 
(21) the small owner; (3) the village cultivator." 
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0' ~he large e~tate owner is usually well to do, and can 
~eadily s~cure prlva~e mortgages ~gainst his properties. He 
IS rarely mterested. m the productIOn of foodstuffs, except. on 
a sm~l1 scale for hll'\ labour forc~ or upon ancestral lands by 
the aId of, and for the use' of, hIS tenants. Evidence shows 
tha.t. ~he large estate owne~ is in nee~ of greater banking 
faQlhbes. At present bankmg transactIons are limited to a 
:tew centres, and he 'or his agent has to make long journeys 

.t{)those centres to secure cash with which to make his pay
.ments.Every important agricultural district requires a 
'locaI';bank': Such banks will, in our opinion, afford 
'opportunities for profitable business." 

"', The small owner may be an individual who is endeavour-
ing to develop an estate in tea, rubber, coconuts or tobacco 
W'it~, f~~ crops, as intercro.ps or catch crops, or he may be 

, an mdIvldual who has acqUIred areas of paddy lands which 
· he' is- endeavourib.g to develop either with hired labour or more 
usually upon 'the share system. He requires credit for two 
purposes; long credit for the .purpose of enabling him to tide 
over the years of development and of constructing residences 
'!..nd other buildings; and short· credit for his maintenance or 

. 'the maintenance' of his labourers. during the time that crops 
are; growing. The small owner deserves every encourage" 
ment, particularly as it is one of the surest means of aiding 
the eoonomic development of the colony and of reducing the 
,struggle for existence in the towns and cities already becoming 
noticeable. At present this class of landowner has .to resort 
to the private money-lender, and not infrequently to the 
usurer. He has to pay high rates of interest'upon his loans, 
ip,addition to' comparatively high charges, if the loan is a 
small.one foI' investigation, preparation of deeds and stamp 

,duty. His requirements are easier means of securing credit, 
, lowerraf~s ,of interest and terms which are equitable to the 
nature of the enterprise." , 

. ',' The village cultivator requires small short period loans 
for current needs and sometimes, but more rarely, long term 
loans for permanent improvements. The first necessity is 
cheap credit for current transactions. His asset-s are his 
iands and the value of his labour. He requiresfacilifies to 
secure loan~which shall be. repayable when the crops-the 

,product.s of his labours~have been reaped. T~e loans 
required bi' the: village cultivator for current reqUIrements 

· range from Rs. 50. to Rs. 10.0. wl:Lilst requirements for iJ;lvest
n;l.Eints are' for frequent small sums spread over a senes of 
years. U{ormalities and inquiries for drawing up individual 
m(>rtgagebondswere to be necessary ~n the c~se ~f loans. to 
village cuttivators, the expenses would be 1':<>0 hIgh In.relat~on 
to the rate of interest on the loan. '.:Che tIme occupIed Wlth 
the, inquiries would likewis~, defeat the whole object of the 

· loan: I~, therefore, seems to be most desi~able that the 
lorqiation of credit societies or .loan a~sociatlO!1s .should be 
encouraged amongst village cultIvators m all dIstrICts as far 
as possible. II 

6 .. ' 'The Committee a~ter mature consideration arrived at the 
follovvirig conclusions:~', . , . 

'(t) i~O'nEl Central StateBat¥ dealirig in mortgages and 
: .. ' , other' business. pertaining to 'It land bank would be 

; ;;mibi~ I t<>meet ,the requirements of the whole Island. 
(It would require a very large staff and WOUld. not be 
able to get into sufficiently close touch WIth the 
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~o~~er throughout the country without expensive 
~q~llnes. In the absence of any such' organization, 
It IS, however, desirable to·. provide· for a. central 
supervising organization over loans from State funds.) 
On the other himd there appears to be scope for. a 
private banking institution with numerous branches 
which would carry on the work of a land bank, .as well 
as perform ordinary banking business in the rural 
districts ... 

.. The ordinary banking facilities in the colony need to Banking facilities 
be greatly increased and much more widely distributed. to. be in,:rea~ed and 
The economic development of the Colony must depend wldely dlstn~uted. 
to a very considerable extent upen the development of 
banking facilities and without these facilities progress 
cannot be as rapid as could be hoped for. These 
banking agencies would be required for ordinary bank-
ing business as well as for loans on mortgage and 
against standing crops. As this will involve the lock-
ing up of capital, it is suggested that if such a bank 
be organized, Government might, in addition to provid-
ing direct loans to agriculturists, aid such a bank by 
depositing funds with it and by appointing Govern-
ment representatives to its directorate. An ordiI\ary 
bank would be in a position to afforli. assistance for 
short term credits, but without Government assist-
ance would be unable to afford much assistance to 
a~culturists for credit spread over lengthy periods." 

.. The small owner is in need of capital for the develop- State to assist 
ment of his properties, and the State can· materially small owner. 
assist his operations if it can place funds at his dis-
posal at reasonable rates of interest with repayment 
spread over fa.irly considerable periods. The trans-
actions should be on a purely business footing. The 
terms should be liberal. Most progressive countries 
desirous of assisting agricultural development are 
making provision for loans on mortgage security to 
agriculturists. The terms differ in detail. Some 
make tne loan direct to the people while others make 
them only through associations or societies. It is,D9w 
recognized that the development of agricultural 
resources, if it is to be hastened, demands the locking 
up of capital in land and improvements and that the 
State is capable of providing, when adequate' safe-
guards are taken, such capital. Most countries. have 
funds for investment and it appears to this Commit-
tee that it is important that the Colony should iPvest 
its funds in the development of its land ap'~ its 
agriculture ... 

.. The small village cultivator through Co-ope~ative Co-?Pl:rative Cre~it 
Credit Societies requires encouragement.and financial SOClet!eS to pro:nde 

. . T :Ii ." . 1 finanClal educatlo!l 
educatIon and assIstance. he present nancla and assistance. 
assistance to Co-operative Credit Societies ,from. 'the 
State is equal to the paid-up capit·alof thesociiety, 
but, judging from the reports from other Countries, 
it is desirable that greater financial assistance', be 
given."······ 

.. In some localities loans are required by fishers, weavers, 
&c., who at present do not receive the full valiieof 
their labours. The formation of societies for these 
workers is necessary." ' 
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7. To meet the situation described by the Committee they 
recommended State assistance in the shape of direct State loans. 

8. The post-war boom temporaJ;ily postponed the general 
demand for wider banking and credit facilities but the recession 
in trade which followed the boom and culminated in the world 
depression of recent years was the occasion for a renewed and 
more vigorous agitation for a public inquiry into the banking 
and credit conditions. Never before was the vulnerability of 
the economic structure of Ceylon more forcibly revealed ,than 
during' this period. The three major products, nameJ.y, It.ea, 
rubber, and coconut:'}which between ~em account for ~ver 90 

• per cent. of the wealth of the country I suffered seJ;iously during 
the depressioa. The creed of economic self-sufficiency which 
became an article of faith in the economic policies of other 
countries spread to Ceylon as well. To assist the transition to 
a more self-contained economic system, particularly in the 
sphere of· agriculture and industry, and to alleviate the economic 
distress fostered by intense depression, demands were made for 
adjustments in the banking system so that it could provide re
sources of:: .kind which it had hitherto not provided or was unable 
or reluctant to grant, and this meant that it should adapt itself 
to new economic environments. 

9. Referring to the gaps in the existing: financial structure, 
the Committee on the State Mortgage Bank stated in their report 
(Sessional Paper-XXI. of 1929):-

.. The financing of trade must be undertaken by an entirely 
separate institution. We realize that there is a distinct need 
in Colombo for such an institution and that this need weighed 
heavily with many who supported the scheme of a State 
Mortgage Bank, thinking such a bank would supply the 
need of certain classes of merchants and traders. We much 
regret that such expectations must be disappointed. We 
recommend, however, that definite steps be taken at once 
to explore the possibilities of encouraging the establishment 
of a Co-operative Town Bank ... 

10. In a rider to the report one of the members of the Com
mittee emphasized the deficiencies in the banking system in the 
followingj terms:-

Help to Merchants. .. I may at once point out that when I supported the 
scheme for the establishment of a State Mortgage Bank, 
one of my cherished objects was to better the plight of the 
middle class business men who through want of capital. are 
beiz!.g victimized by the Indian money-lenders and gradually 
ousted from the arena of business by. non-Ceylonese capita
lists . . . . I am, however, of opinion that . . 
Government should without any further delay move in the 
matter to lend a helping hand to that class of merchants, 
traders, and industrialists who undoubtedly deserve our 
sympathy." 

Mr. George E. de 11. To come to events immediately preceding the appoint
Silv~'s t:eso~ution ment, of. the present Commission, the question of providing 
for ~nqul( mto increased credit fafliIities in Ceylon was already before the Execu-
6o~~r~ Banking tive Committee of Labour, Industry and Commerce, when Mr. 
and Insur~nce. George E. de Silva, Member.,of the State Council for Randy, 

moved in the Council in November, 1932, that" A Commission 
should be appointed to go into the system of commerce, banking, 
and insurance of this Island." The motion was referred to the 
Executive Committee of Labour, Industry and Commerce which 
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reported in favour of the acceptance of the motion but pointed 
out that an inquiry by Commission into all the subjects men
tioned in the motion would involve considerable delay and 
suggested that, in the first instance, a Commission might be 
appointed to investigate the question of banking and credit in 
all its principal aspects, with special reference to the needs of 
internal trade, local industries, and agriculture. 

12. The State Council accepted the report of the Executive Executive 
Committee of Labour, Industry and Commerce in July, 1933. In Committee's views 
their app~ication to the State ~uncil for .~ancial provision ~or ~di~::m~~~::r the 
the appoIntment of the Banking COIDIDlsslOn, the Executlve Banking System. 
Committee made the following observations:-

.. The Executive Committee feels that it would be well 
worth the cost, if, as a result of such expert advice (by a 
paid expert Commission) a permanent foundation for the 
material progress and welfare was laid. For it is a truism 
that the economic advancement of a country depends largely 
on a sound banking system and it is desirable to know what 
the defects, if any, of the existing system are, and which 
of the many banking systems could be adopted to suit the 
genius and .the necessities of Ceylon." 

.. The need for similar inquiry has also been felt in other 
parts of the world. It is now recognized that the banking 
system, playing as it does a fundamental part in the deve
lopment of a country, must be adapted to suit its changing 
economic conditions. Even in England, it was felt necessary 
to provide adequate credit facilities for the farmer by passing 
the Agricultural Credits Act and a Bankers' Development 
Fund was formed to place British industry on a surer footing. 
In India, with the growing demand by nationals fo~ a large 
share in Indian trade and industry, it was consider(}(i neces
sary to appoint a Banking Commission to make recoDlIDenda
tions to meet the altered conditions. Further, the we,rld-wide 
depression has induced many countries to examine critically 
their banking systems and to devise ways and means of 
escaping the worst effects of the crisis and saving themselves 
from ruin. In England a Committee of Finance and Trade 
was appointed and in Germany and Canada, to mention a 
few instances, inquiries into banking conditions have been 
instituted. In Ceylon, where the depression has been very 
severe and when efforts are being made to increase her trade 
and industry and agriculture, an investigation of the banking 
and credit facilities is indeed very essential and it would be 
a dereliction of duty to omll; to take similar steps with a 
view to maintaining the stability and promoting the welfare 
of Ceylon trad~ internally and externally." 

13. This Commission was accordingly appointed in April, 1934, Appointment of the
•• to inquire into and report upon the existing conditions of bank- present 
ing and credit in Ceylon and to consider the steps, if any, that Commission. 
are feasible and desirable in respect of the provision of bankina 
and credit facilities for- 0 

(a) agriculture, 
(b) industry, 
(e) trade, 

sod also to make recommendations regarding the desirability of 
establishing a State-aided Bank and sound local banks." 

14. A Questionnaire was issued to the public IOn June it. Questionnaire 
which is reproduced in Appendix 1 of the report. Chapters VII lind Memoranda. 
to IX of the Questionnaire dealbg with rural credit snd 
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finance for small industries and retail trade were 
translated into the vernaculars and made available to the public a 
fortnight later. The public were requested to send in their 
replies before August 15. Ample time was thus given to all 
interested parties to submit their views to the Commission. 

15. ,In all 20,000 copies of the English version of the Ques
tionnaire, 14,000 copies of the Sinhalese, and 4,000 copies of the 
Tamil versions were distributed. Altogether 275 replies and 
memQranda were received from members of the public, com
mercial associations, and Heads of Government departments. 
The Commission desire to place on record their appreciation of 
the valuable. testimony received from those who answered the 
Questionnaire or in other ways helped them in the execution of 
their task. They wish to mention particularly the assistance 
rendered by the Associated Newspapers of Ceylon, Ltd" who, by 
kindly consenting to include the English and the Vernacular 
versions of the Questionnaire as supplements to the Ceylon Daily 
News, Dinamina, and Thinakaran, respectively, gave it a wider 
circulation than could have been secured through the medium 
of the Post Office. 

16. The Commission visited the following places for the pur
pose of studying local economic and credit conditions aI,ld of 
recording evidence:-

Negombo 
Ratnapura 
Badulla 
Batticaloa 
Trincomalee 
Polonnaruwa 

Chilaw 
Puttalam 
Anuradhapura 
Jaffna 
Kandy 
Kalutara 

Galle 
l\Iatara 
Hambantota 
Kurunegala 

In all 284 witnesses were examined. We take· this opportunity 
of thanking them all for their co-<>peration in placing before us 
their valuable knowledge and experience. 

17. We may mention that our work has been greatly handi
capped by the lack of local economic and banking statistics and 
literature dealing with these subjects. There has been no eco
nomio survey which clears the field for the application of 
principles of credit. Such material would have not only facilitated 
our task but would have enabled us to give numerical bases of 
the different financial problems confronting the Island. Weare 
offering in the body of the report some suggestions for improve
ment in the spread of economic knowledge and in the compilation 
of economic statistics, but wish to emphasize here the urgency 
of the matter and trust that Government would give their early 
attention thereto. 

CHAPTER II.' 
THE SALIENT FEATURES OF CEYLON. 

18. We give below some of the salient features of Ceylon, 
knowledge of which will add interest to the subj?ct matter of our 
inquiry. 

19. Ceylon is a pear-shaped Island in the Indian Ocean, 
situated to the South-East of India (of which it originally formed 
part), almost midway between the Red Sea on the West and 
the Straits of Malacca on the East, and almost midway between 
the Southern Continents, South Africa and Australia. It lies 
between 50.55' and 90.50' North latitude and 790.42' and 
810.53' East longitude. Owing to its position on the map, it is 
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a natural halting place for ships from Arabia and Persia on the 
one hand and China or Burma on the other; it is also the balf-way 
house between Europe and Aw;tralia and" port. of call for coaling 
ships. It has so long been a central market for traders as to 
have acquired a legendary interest; it is known as Taprobane in 
Biblical history, and as Serendib to the Arabs; to the Brahmans 
it was Lanka, the shining land; to the Siamese Tewa Lanka, 
Lanka divine; to the Indian Buddhist, pearl on the brow of 
India; other poetical names besides have graced it. Our present 
concern, however, is with the economical and· commercial 
advantages derived from: its favourable geographical position. 
Its area is about 25,000 square miles. 

20. Colombo is the capital of the Island and is situated on Colombo. 
the westeJ;:n coast. It is to-day a commercial and strategic 
centre of more than ordinary impOl:tance. It is the seat of the 
Government and the headquarters of the chief mercantile firms 
in Ceylon. It is the most westernized of all the towns of Ceylon, 
boasting nearly evexy refinement of modern civilization, and is 
the distributing centre of the Island's foreign trade. 

21. The other important towns of the Island are K1andy, Important towns. 
Jaffna, Galle, Batticaloa, Kurunegala, Chilaw, Negombo, Matara, 
Nuwara Eliya, &c. 

22. The Island is divided into nine Provinces known liS 

Western, Central, Southern, Northern, Eastern, North-Western, 
North-Central, Uva, and Sabaragamuwa. 

23. The climate conditions of the Island exhibit a healthy Climatic conditions. 
variety, enabling the resident to enjoy a change from the warmth 
of the seaside to the temperate atmosphere of the hills and vice 
176T.a. The area enclosed· between the coast line from Chilaw 
to TangaUa and the imaginary line connecting these two points 
to the hilly centre embraces a considerable part of the wet zone. 
'l'here are two monsoons-north-east from October to January and 
tiOll'th-west from May to September. The average annual rainfall 
varies from about 35 inches in the north-west and south-east 
to over 200 inches in some of the hilly parts of the Island. 

24. The natural beauty of Ceylon affords a permanent Natural beauty c£ 
att.raction to tourists and globetrotters and the historical remains Ceylon. 
provide ample material for the antiquarian and man of letters. 
Kandy and Nuwara Eliya in. particular are a source of inspiration 
to the artistic mind, OIlnd to the more robust traveller the forests 
and game sanctuary of the Hambantota District satisfy the 
thirst for adventure· and sport which are regarded by Westerners 
as indispensab!e to life. Thanks to a well-Mlanced rainfall the 
fertility and luxuriousness of the soil have become proverbial 
and the Island unlike other tropical countries is seldom subject 
to drought. 

25. There has been very clos<:l connection between India lind Historical 
Ceylon from ancient days. In one of the ancient Indian background. 
elassical epics, Ramayana, the Island is referred to by the name 
of " Lanka ". The early kings of Ceylon came from India. In 
1506 the first European settlers, the Portuguese, formed settle-
ments on the coasts of the Island .. About a century and a half 
later they were dispossessed of their settlements by the Dutch. 
Then came the British who are its present rulers. The year 1815, 
in which the king of Kandy capitulated and the Island was 
annexed by Great Britain, marked the termination of the Sinhalese 
rule which bad been maintained for over 2,350 years. 
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Languages. 26. Si~halese and Tamil are the two chief languages of the 
Island. English is in general use among the people of the upper 
and middle classes of all communities. 

Population. 27. The population of ~he Island according to the last census 
in 1931 was 5,312,548. During the last 40 years there has been 
an increase of over two million in this figure. The estimated 
population of the Island in 1827 was under 900,000. 

High density of 28. According to the last census the den~ity of population 
of population. is 210 persons per square mile and is above that of India, France, 

and Denmark, but somewhat below that of Japan. The problem 
of improving the productivity of the IshIDd to maintain the 
steadily growing pOp"ulation is becoming both urgent and' difficult 
day by day. It may be noted here that 64.4 per cent. of the 
p.eople mainly depend upon agriculture for their maintenance. 

Racial distribution. 29. The population of the Island does not consist of one 
uniform race. The low-country Sinhalese and Kandyan account 
for 3j5ths of the people. Ceylon Tamils compose about 10 per 
cent. of the population. Indians number over 800,000. Appendix 
No.4 to this Report gives the distribution of the people according 
to race. 

Floating 30. A large number of floating population constantly comes 
population. in and goes out of Ceylon. In 1933 the total number of immi

grants to the Island was 136,057. About 89 per cent. of this came 
from India. There were nearly 32,900 estate labourers amon~ 
the imm~ran~. 

Government. 31. Before 1931 Ceylon was governed under a Crown Colony 
constitution. The new reforms have considerably modified the 
old administrative and legislative machineries. The people have 
now greater voice in the man:agement of their affairs. 

Board of Ministers. 32. The administrative powers 8lre vested in a Board of 
Ministers consisting of three Officers of the' State and seven 
Ministers. The latter are representatives of the people. 

Provincial 33. The general administration of the Provinces is entrusted 
administration. to offioers known as Government Agents. Their offices are 

known: illS Kachcheries. Thley :are also Provincial Treasuries. 
Assistant Government Agents are placed in charge of districts.' 
Under them there are chief headmen who are styled differently 
in different parts of the Island. Lastly comes the village head
man who is in charge of one or more villages as can be con
veniently grouped into an administnative unit. 

State, Revenue 34. The totals of revenue and expenditure during the financial 
and Expenditure. year 1932·33 were Rs. 106.1 million and Rs. 92.7 million 

respectively. The chief sources of revenue and their contributiou 
during the last year were as under:-

Customs t 43' 8 million 
Licences, Excise, &c. 22 ' 
Income tax. 8' 6 
Posts and Telegraphs 6 ". 

The principal items of expenditure and the amounts absorbed 
by them during the same period: were as under:-

Personal emolUments 
Pensions " 
Other charges 
Publio debt 
Publio Works including Irrigation and 

Electric Works 

,38·4 million 
10·4 
22'8 
12'0 

0'3 

• Inoome tax was introduced in the Island for the first time in 1932. 
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85. The Indian silver rupee is the legl!l tender in the Island. Currency. 
The Government also issue their own notes expressed as payable 
in rupees. These notes are, however, the liability of the Govern
ment of Ceylon and have no oonneetion with the notes issued by 
the Government of India. The total number of notes outstanding 
on September 80, 1988, was Rs. 42,029,944. Against this the 
Government of Ceylon held investments in Government securities 
of the face value of Rs. 83,781,788 (market value Rs. 87,408,998) 
and Rs. 18,852,182 in.lndian silver coins. 

86. Attendance at school between the ages of six and fourteen Education. 
is compulsory, subj'ect .to So few eXlceptioDJS. There are 292 
English schools with an attendance of 49,008 male and 18,230. 
female pupils, and 8,723 vernacular schools having 305,188 male 
snd 201,545 female pupils. In the year 1932-83 Rs. 13 million 
were spent on education. 

87. Ceylon is adequately equipped with railway and road Communications. 
communications. The importance of thi.s in cheapening cost of 
moving goods from place to place should be obvious. 

88. The railway in Ceylon is owned by Government. Railways. 
There are 951 miles of railway tracts. The total capital invested 
in railways was Rs. 226.4 million at the end of September, 
1988. The gross earnings of the year ended September 30, 1988, 
amounted to Rs. 19.7 million. Taking into account interest 
payable on capital the working showed a deficit of 5.8 million. 

89. There lare over 16,500 miles of roads and cart tracts. Roads. 
Out of these, 4,200 miles are metalled and motorable. Commer
cial towns, villages, and planting districts are generally access~ble 
by motor car. 

40. Posts, telegraphs, and telephones are exclusively worked Posts, Telegraphs, 
by Government. and Telephones. 

41. The generation and supply of electricity is mostly: done Electric power. 
by Government, who own the generating and distributing 
pliants in Colombo, Nuwara Eliya and some other towns of the 
country. In district and town areas this work is generally done 
by the Urban Distriat Councils. 

42. The following table gives the acreage under principal Agricultural 
crops: - acreage. 

Nature of Crop. 

Coconuts 
Rioe 
Tea 
Rubber 

Estimaood Acres 
under Crop. 

Chenas, vegetable, and other dry 

1,100,000 
850,000 
557,000 
607,000 

crops 
Arecanuts 
Palmyra 
Cacao 
Citronella 
Cinnamon 
Tobacco 
Cardamoms 

Total 

140,000 
69,000 
50,000 
34-,000 
33,000 
26,000 
14-,000 
6,000 

3,486,000 
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CHAPTER III. 

ECONOMIC BACKGROUND. 

43. Broadly speaking, the most salient feature in the economic 
life of Ceylon is the predominance of agriculture. The bulk of 
the population is engaged directly or indirectly in agricultural 
pursuits. In the census of 1921, the last in respect of which 
occupational statistics for the whole Island are available. 
1,406,000 persons, representing 64.4 per c::!nt.of the total engaged 
in gainful occupations, were returned as employed in agriculture. 

44. MaI1,.»I causes have contributed to make agriculture the 
principal industry of Ceylon. In the first place, the country is 
without the basic minerals essential for the maintenance of 
industries. Coal and iron are not existent, nor are there other 
raw materials which can support industries. Hydro-energy. 
though available, has not yet been tapped for industrial use. 
6nd the absence of cheap means of motive power has proved an 
obstacle' to the establishment of manufacturing industries even 
on a moderate scale. Secondly, capitalistic enterprise was 
initially directed to agricultural industries, which until recently 
yielded such substantially high returns that other undertakings 
had comparatively little attraction. 

'Main agricultural . 45. The main agricultural industries are tea, rubber, and coco
industries. nut. In point of extent, rice cultivation too can be placed in 

this category, although in point of value it is less sign:.ficant. 
Paddy industrY' apart, the other three agricultural industries are 
practically perennial. Unlike other countries, Ceylon is not sub
ject to the alternations of extreme seasonal activity, as, with the 
exception of paddy, the other three industries are unintermitted. 
There is uniformity in the production of wealth and hence in the 
movement of crops; the complications arising from seasonal 
demand and stringency typical of many agricultural countries are 
not experienced. 

Absen~e of. seasonal 46. Seasonal production imposes a heavy strain on the credit 
~nat~ors 1U structure of a country. Larger facilities are required to finance 
.req~~':nents busy seasons when crops are being prepared or harvested. The 

. demand becomes smaller during slack periods when crops are 
growing or maturing. In order to meet these variations the 
financial system must be correspondingly elastic and responsive. 
In Ceylon, with the yield of crops almost uniform throughout the 
year, there is less need for elasticity in the supply of credit. and 

"Production mainly 
:for export. 

the machinery of credit is consequently less complex. 
47. Another notable feature in the economic life of the Island 

is that almost all the entire resources of the country are directed 
towards the preparation of products for, an export market situated 
abroad and outside the control of the country. Paddy is the only 
major agricultural product for which there can be said to be a 
local market exclusively; otherwise, practically. the whole output 
of tea, except for the insignificant quantity retained for home 
consumption; the entire production of rubber and nearly 60 pel 
cent. of coconut find a market outside Ceylon. As these product! 
are neither the monopolies nor the specialities of Ceylon, therE 
is no exclusive market. for them in the world, and Ceylon ha! 
frequently to adapt herself to world conditions governed by factoI'l 
over which she individually can have little or no control. 

~isk of dependence 48. The present tendency towards economic nationalism mus' 
·on external injure a country whose economic weHare primarily depends UpOI 
,;markets. the existence of foreign markets for her products. The deviCE 

of tariffs, quotas, and preference has been used by varioUi 
countries as instruments of national policy to promote or suppor 
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particular industries essential for their economic or national well
being. With several oth.~r countries Ceylon has bad to sufier 
recently from such measures. For instance, the steps taken by 
many of the Continental countries, which previously were her 
chief customers, to foster indigenous oil industries have been 
detrimental to her coconut industry. 

49. The exceedingly small range of the principal economic Limited range of 
products is another feature of the economic conditions prevailing products. 
in Ceylon. No statistics of the national wealth of the IsJ.qnd 
are available, but so long as the greater part of what is' produced 
is exported, the trade statistics afford a fairly close estimate cf 
the IIlggregate wealth produced as well as the relative importance 
of the various industries. For example, in 1933, tea, rubber, 
and coconut were responsible for 92 per cent. of the total export 
trade valued at Rs. 180,000,000. The balance was accounted 
for by the minor agricultural products which even collectively 
have not 'been able to attain in recent times a fraction of the 
importance claimed by any of the major indus.tries. 

50. Tea is the mainstay of Ceylon agriculture and has to its ~~ort~nce of. 
credit the largest share of the export trade, the proportion being major mdustrles. 
as much ·8S 66 per cent. Rubber comes next in order, but owing 
to the extreme pric.e variations experienced by thiS! produce, its 
share in the export trade has fluctuated from 30 per cent. to 
8 per cent. and amounted to 13 per cent. in 1933. The coconut 
industry, with its three main products of copra, coconut-oil, and 
desiccated coconut, takes almost equal place with rubber. Owing 
to frequent price changes its share too has not been steady and 
has fluctuated from 20 per cent. to 13 per cent., the latter being 
the proportion for 1933. . 

51. Almost all the commodities exported from Ceylon belong Exports entirely 
to the category of raw materials. Tea is the only commodity consis~ of raw 
produced locally in a form ready for the final consumer; but materials. 
being an article of drink, it does not come within the class of 
manufactures in the ~ccepted sense of the term. On the other 
hand, tlue processes in rubber, copra, coconut oil and other 
products exported do not reach beyond the semi-crude stage. It 
is now generally acknowledged that during the course of cyclical 
price fluctuations, raw materials tend to move over a wider range 
of prices than manufact.ured goodl3. and that th~ furt.her any 
article is removed from its raw stage the less is the fluctuation 
in its price. While indust~s producing such raw materials. are 
undoubtedly excellent speculative counters. their predominance 
in the economic life of a country is not conducive to its stabilitv 
but renders it liable to extremes of want and plenty. The truth 
of this situation was brought home to the people during the 
recent economic depression. 

52. Another characteristic of the economic conditions of Dependence of 
Ceylon is her dependence on ext-emal sources for ber food supply Ceyl~n for food antl 
generally, and for her clothing and other manufactured goods el0tthmg

l 
upon 

. Lo I I ddt' " ffi' .. h ex erna sources. entIrely. ca ~OO I pro uClon IS InSU Clent to mamtaIn t e 
entire population who ha,·e to depend on imports for a large 
part of their r.equirements in rice. curry-stuffs and other articles 
of food including fish. For rice elone the import bill in prosperoU!l 
years amounted to over Rs. 100 million. In 1933. owing 
to a severe fall in price, it came down to Rs. 45 million, while 
other articles of food and drink absorbed Rs. 41 million. and 
manufactured goods accounted for Rs. 64 million. They included 
BOme at least that can be profitably turned out locaI!y from 
Ilvailable material. 
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53. We shall have occasion to refer again in a subsequent 
section to the character of the import trade, when we consider 
the scope for the industrialization of Oeylon. At this stage it 
would be sufficient to emphasize the fact that the economic 
equilibrium· of a country whose prosperity is essentially deter
mined by a paucity of agricultural industries is far from stable. 
The experiene>e of <the recent depression when the prices of tea, 
rubber, and coconut fell sharply, causing a sudden and severe 
contraction, of the national purchasing power, has strikingly 
demonstratedl the danger of relying solely on a few industries and 
has clearly exposed the inherent weakness of the economic 
structure of the country. The present difficulties of debtors and 
creditors alike are traceable to this crisis. The institution of a 
system of international regulation of supplies in the case of tea 
and rubber has vastly improved the prospects of these industries 
compared! to what they were during'the height of the depression, 
and has relieved: the situation to :a considerable degree. Never
theless, the existence of these artificial measures 1s a reminder 
of the temporary nature of the relief, for restriction at best is 
nothing but ·a palliative and it should not be forgotten that a 
repetition of the recent experience would entail much suJrering 
in the future. 

54. In a scientific age, raw materials of the kind produced 
in Ceylon have to face competition not only from rival natural 
substitutes but also from the artificial creations of the chemical 
laboratory. Synthetic rubber, though a reality, is not yet a com
mercial proposition, while <the competition from an ever-increasing 
number of rival oils and oil seeds, vegetable and animal, natural 
and artificial, is said to be responsible for the acute doepression 
in the coconut industry. ,There is no question that the dangers 
of disastrous competition from natural and artificial sources, 
though not imminent, are yet latent, and should this prospect at 
any time be realized, the cons'equent reactions would violently 
disturb the economic fabric of the country. 

55. Partly on account of these apprehensions, th~re is a grow
ing feeling of dissatisfaction among the local intelligentsia about 
the ex1sting economic conditions of Ceylon. There is a general 
recognition of the fact that if some m!lasure of stability is to be 
preserved, the economic life of the people should be more diversi
fied. It is being now realized that it is no longer sufficient to 
allow national resources to flow along old productive channels. 
The most urgent problem is the opening up of new industries, 
both agricultural and manufacturing, with the main object of 
catering primarily for the !home market and thereby rendering 
t.he country less susceptible to the vagaries of markets abroad. 
The prohibition of fnesh plantations in tea. and rubber under the 
Restrictions Schemes has closed the most favourite avenues of 
new investment at least for some length ~f time; and the n'Eied 
for alternative channels of inve~tment has, therefore, become 
more pressing. • 

56. It is a widespread complaint that the ind~genous popula
tion has been too slow to take to industry and trade, an apathy 
attributed to lack of enterprise on the part of the community. 
This defection has been suggested as one of the reasons why 
the indigenous members of the country do not obtain sufficient 
facilities from the existing credit agencies. There is a marked 
and apparent paucity of the Ceylonese participating in trade and 
industry. The glamour of the professions or of Government 
service has proved till recently an irresistible magnet attracting 
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the educated and' the best youth of the country. It must be 
lIdmitted that, generally speaking, the average youth who has 
hitherto taken to a business career has done so more by necessity 
than by choice. In these circumstances it is small wonder that 
failures in business have outnumbered the successes.' • 

57. Very little has been said by a section of the witnesses Some characteristics 
about the financial handicaps of the Ceylonese merchants, traders, of C,:ylonese as 

. b d d 1 bo t th . b'lit f t'h I descrIbed by some and cultivators, ut a goo ea a u e Illa I yo . e peop e witnesses 
to carryon any kind of business, their inefficiency iIi cultivation, . 
their incapacity to take part in trade and industries, and their 
inclination to join Govoernment service or to enter the 1ega,1 and' 
medical professions. It is said that a Ceylonese has no confidence 
in himself, much less in: others, including his own countrymen. 
He has been accused of dishonesty owing to ·his inability to meet 
his financial engagements on due dates,i andl his failure to meet 
his liabilities due to circumstances beyond Ibis control has been 
construed by his creditors as wilful neglect and as a dishonest 
endeavour on his part to avoid his liabilities. His endeavours to 
pay his creditors in the past at considerably high rates of interest 
appear to have been forgotten and few of the witnesses have 
narrated the handicaps under which a Ceylonese suffers. 

58. It is true tha.t owing to his extravagant mode of living So~e. of his 
he has not saved anything during prosperous times for the future. rhhevmg .. 
It is equally true that he has not been able to meet his financial c aracterIstICS. 
engagements owing to the unexpected: depression and the low 
prices of Ibis produce. It is, however, not denied that in the \ 
past he has discharged his obligations at very high rates of: 
interest. Banking institutions, Chettiars ,and! others have 1 
admitted that until the depression there was hardly any occasion I 
to drag their debtors to court for the recovery of dues. Banks! 
till then had hardly any law suits, andJ were, therefore, unaware! 
of the defects existing in the Ceylonese law and worked their i 
business successfully for more than fifty years in spite of the I 
defective law of which they now complain so bitterly. ! 

\ 
59. If nature has gone against the interests of the Ceylonese The causes of his 

agriculturist and tradel', if the world depression has lowered the difficulties. 
prices of his produce and decreased his income, and if smaller 
returns from consuming countries Ibave been the cause of his 
misery and his consequent inability to maintain himseU and to 
meet his engagements, he cannot altoget,her be exonerated from 
blame for creating a position that has caused distrust among his 
-creditors and brought him a bad name. As in the case of. other 
countries so in the. case of Ceylon, traders in difficulty have 
resorted .to unfair means. The slump in the rubber industry in 
past years has made its victims too weak to bear their financial 
burden and with the slump in coconut prices almost 90 per 
cent. of the landowners have been seriously affected and rendeI:ed 
incapable to bear the heavy incubus of interest ()n their 
borrowings. 

60. This is the position of the Cey:tonese community whether The handicaps that 
engcged in agricult.ure, business or professions. Very few non- a Ceylonese labours 
Oeylonese witnesses have acknowledged the handicaps suffered under. 
by the Ceylonese in trade and commerce, agriculture and indus-
try, educa.tion and opportunities. It is no exaggeration to state 
;hat 80 per cent. of the Ceylonese population holds land and is 
lependent partly or wholly on income from the produce of the 
and for his maintenance. We would, therefore, before going into 
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the question of supp:ying him with financial aid and credit 
facilities, expJ:ain the handicaps under which the Ceylonese 
community suffers, so that the remedies which we suggest here
after might be considered in the light. of conditions as we see 
them. 

61. The history of Ceylon records the exploitation of its com
merceby the Portuguese, the Dutch, the British, and the Indians 
for over three hundred years. Even at present its entire trade 
is being run by foreigners, with foreign capital, foreign labour, 
and foreign brains. The non-Ceylonese element has kept a 
strong hold on the business, trade, and industries of the country, 
and few opportunit.ies have been allowed tQ the average Ceylonese 
to engage in trade and industries either by Government or by 
business firms. With the spread of education, a good many 
of them have obtained academic qua[ifications, and have made 
a name as successful doctors or [awyers, but these professions 
are now over-crowded and leuve hardly any field for men of 
average ability, whose attention now appears to be drawn to 
trade. and indust.ry. They seem. anxious, if opportunities 'are 
given to them, of acquiring knowledge and experience but success 
in trade and industry cannot be achieved through a. mere study 
of theory. This requires practical knowledge and experience. 
besides capital and credit facilities, which appear to have been 
so far denied to th~, more .or less through their own neglect. 
The ,result is that, except for a. feW CeY-donese who have had an . 
opportunity to get experience in .these [ines, a good many of 
them, due to want of requisite knowledge and experience, haye 
stood aloof. A few, however, who have reluctantly joined trade 
and indust-ry without pre.vious practical knowledge and experience, 
have failed in their endeavours and have off~red an object of 
mockery to those who always speak of the incapacity and 
ineptitude of the Ceylonese for business and industries. One of 
the a.ccepted axioms of business is: to be first in the field is to 
win half the bat.tle; and those who join later must run the gauntlet. 
of organized compet.ition from entrenched interests. The people 
of Ceylon labour unde.r the Slame handicap by coming into a. 
field 'already occupied by others. They find the points of vantage 
already secured; and even where the field is still open, limited 
though it be, lack of capitat and absence of t.raining act as 
serious impediments in their way. The import·an.ce. of capital 
in business needs no emphasis; but training is, in a sense, even 
more. essentiaa. It. must, therefore, be 'admitted t·hat so long 
as adequate capital, credit facilities, and proper training, 
factor!> complementary to business enterprise, are not. available 
to the Ceylonese, the charge of want of private enterprise cannot 
be laid at their door. Our. principal task is to deal with one of 
these essential factors, namely, the provision of finance. 
but finance alone would offer no solution to the legitimate 
aspirations of the Ceylonese for a larger share in the commercial 
and industrial life of the country. In' order, therefore, to 
render our recommendations sufflciently comprehensive, we deal 
sep'arately with t~e vitally import.ant q';lest.ion. ~f affording 
adequate commerClal as weill as mdustrIal trammg to the 
indigenous population. 

62 The basis of commercial credit is security; but the 
probiem of procuring adequate credit, difficult as it is, is 
rendered more comple.x in a country like Ceylon where la;nd 
'alone constitutes the most valuable and ready form of securlt.y 
at the disposal of the community. Agricultural land, as is well 



REPORT OF THE CEYLON BANKING COMMISSION. 23 

:known. is the least desir&ble type of security for commercial 
banks. Land is not a liquid asset; it cannot be readily realized 
by sale; and loans given on the security of land. even for short 
periods in order to meet cun:ent expenses of Iroduction, generally 
get ,. frozen". There is also another formidable objection. A 
loan transaction on landed security is too cumbersome a process. 
Examination of ,titles to land and the legal formalities necessary 
to effect a mortgage entail much loss of time. This difficulty 
is one of the most important drawbacks hindering at present the 
provision of more liberal credit to trade and industry. Until this 
-difficulty is overcome even the most perfectly conceived financial 
~ystem will not be helpful. We shall turn to this subject in a 
subsequent chapter, where we deal with our recommendations 
regarding clarification of titles to land. and the prevention of 
fragmentation. 

CHAPTER IV. 

EXISTING BANKING AND CREDIT- AGENCIES. 

63. A brief review of the early beginning of banking in Ceylon Early History of 
may well precede the section on the existing banking and credit Banking in Ceylon 
facilities in the Island. Before the foreign money-lenders came 
trom India and Europe and op~ned their business relations with 
Ceylon, the old system of bartering appoo.rs to have been in 
vogue to a very great extent. 

64. The first banking institution established in the country Bank of Ceylon. 
was the Brank of Ceylon. Its prospectus was issued in 1839. 
Ceylon was then giving promise of becoming a centre of com-
mercial import.ance and the Government of the day promptly 
.accepted the recommendations of Mr. (afterwards Sir) Charles 
Travelian, the Secretary of the Treasury, to grant a Royal 
Charter to the Bank of Ceylon. The bank commenced business 
in Colombo in 1841 with a capital of £125,000, which was mostly 
subscribed from outside the Island. and opened a branch at 
Kandy in 1843. 

65. In October, 1843, the Western Bank of India, whose Western Bank of 
headquarters were at Bombay, commenced business in Ceylon, India . 
.opening branches simultaneously at Cdombo and Kandy, much 
to the satisfaction of the planters and merchants, but says 
Ferguson's Ceylon Directory, .. to the dismay of Governor 
Campbell, who became apprehensive of the power of the two 
banking institutions and occasion a run on. the Treasury to cash 
the Government notes in circulation." 

66. The subsequent history of banking in Ceylon is related in Privilege of issuing 
the same Directory as follows; .. In 1844 a Bill was passed pa.per money to 
extending toO private bankers in Ceylon the privilege of issuing prIVate bankers. 
paper money on terms which were certainly unduly liberal towards 
the Banks and unjustly unfavourable towards the Government 
and the public. " 

67. "The Ordinance No. 23 of 1844 imposed a composition duty Conditions of Not 
()f seven shillings for every £100 in circulation on bank-not?s Issue. 
of £2 and upwards and required banks not possessing a Charter 
to take out annual licences on a £20 stamp on each place up to 
three in the Colony in which they might establish themselves. 
Chartered bankers got the licences free. It was stipulated 
that specie equal to one-third of the circulation must be kept in 
reserve." 
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Advances on 68. .. The Bank of Ceylon was prohibited by its rules from. 
:. blo~k "b debts advancing money to planters on • block' debts or otherwise than 
~~:c!r~:v:h~YBank of oil: crops, bu~ notwithstanding the presence of a local Board of 
Ceylon. DJ.I':ectors, thIS rule was broken through by one or more of the 

. Managers and when the crash of 1847 came on the coffee planters. 
it found the bank irretrievably involved, £60,000 being 
ultimately lost." 

Oriental Banking 69." A~ this juncture the Western Bank of India, now 
Corporpaton. changed to the happier t.itle of the Oriental Bank, stepped forward 

and in return for the Royal Charter of the Bank of Ceylon took 
over its business and liabilities advancing a. sum of money tc the 
shareholders in lieu of -their bank's outstanding securities which 
it undertook to realize. In. 1851 the two banks were formally 
amalgamated, and the • Oriental Banking Corporation' under 
a Royal Ch&.rter commenced its career in Ceylon and India. " 

Mercantile Bank. 70." Early in 1854 branches of the Mercantile Bank of India, 

Government Notes 
withdrawn in 
favour of those of 
banks. . 

London, and China, were opened in Colombo and Kandy and in 
1858 this bank obtained a Charter." 

71. .. On January 1, 1856, the Government finally withdrew its 
notes in favour of the banks and after that the advances in paper 
issue went on a.t a wonderful rate. The Ordinance No.2 of 1861 
raised the composibion to one per cent. on the average circulation 
and restricted the issue of notes to banks having a Royal Charter 
or being authorized by a local Ordinance, such banks to fulfil 
the condition of keeping bullion equal to one-third of their issues 
in reserve, &c. The Government received £84,604 in 23 years 
ending 1884 from banks with powers of note issue." • 

Asiatic Bank. 72. In 1865 a branch of the Asiatic Bank commenced opera-
tions in Ceylon but was closed in October, 1866. 

Bank of Hindustan. 73. The Bank of Hindusian opened a branch in Ceylon on July 
4, 1864, and stopped on November 25, 1866. 

Royal Bank of 
India. 

74. The Royal. Bank of India commenced business in Colomb() 
on March 13, 1865, and closed Vl'ith the last day of 1866. 

Bank of Madras 75. The Bank of Madras established a branch at Colombo on 
and Imperi&! Bank. July 9, 1867, and opened an agency in Kandy in 1868: It was 

merged into the Imperial Bank of India in 1921. 

Comptoir 76. The Comptoir D'Escompte de Paris opened a branch in 
D'Escompte de Colombo in 1877 but was closed in 1879. 
Paris. 
National Bank of 77. The National Bank of India commenced operations 
India. in 1881. 
Banking crisis, 1884, 78. On May 3, 1884, came the greatest crash in the history 
an~ stoppage ~f the of Ceylon and perhaps of Eastern Banks, in ,the stoppagOl of the 
Onenta.l. Bankmg Oriental Banking Corporation. Government came to the rescue 
Corpora.tlon. and guaranteed its notes. In 1885, 'however, the power of the 

banks to issue notes was withdrawn and Government issued their 
own notes, which now bring in a profit of o,ver Rs. 2 million a 
year. 

New Oriental 79. Following on the old Oriental Bank came the New 
Bank. Oriental Bank which closed its doors in 1892. 
Mercantile Bank of 80. Next. came the voluntary winding up and reconstruction 
India. of the Chartered Mercantile Bank, changing its name into the 

Mercantile Bank of India, Ltd., from February ~, 1893. 
Hongkong and 
Shanghai Banking 
Corporation and 
Chartered Bank. 

81. The Hongkong and Shanghai Banking Corporation and the 
Chartered Bank of India, Austrnlia, and China opened their 
branches in 1892. 
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82. The Eastern Bank and the P. & O. Bank opened their Eastern and 
branches in Colombo in 1921 and 1922, respectively. P. & O. Banks. 

83. The Bank of Colombo was started in Colombo on The Bank of 
January 8, 1917, as an indigenous bank with local capital and Colombo. 
under indigenous management. It had a capital of Rs. 5 lakhs 
divided into 500 shares of Rs. 1,000 each. It, however, closed 
iti! doors in 1921. 

84. 'Ve give below a summary of the causes which led to its Causes of its 
failure and brought about its downfall, based on the evidence failure. 
given before the Commission by Mr. O. B. Wijeyesekera, the late 
Managing Director of the bank: . 

(1) The capital of the bank was subscribed on the under
standing that the bank would advance on the security 
of its own shares. 

(2) Absence of experience and banking knowledge in those 
entrusted with its management. 

(3) Loans to shareholders against bank's own shares. 
(4) Four-fifths of the capita.! and 50 per cent. of the deposits 

were lent to Direc10rs against the bank's shares and 
immovable properties. 

(5) Malicious propaganda. 
(6) Want of confidence in the bank on the part of the public. 

85. Weare constrained to notice that the failure of tbis. small Failure, the result 
indigenous bank, managed by persons without banking experience, . !If ban~g 
and constituted contrary to safe and sound principles of banking, mexperIence. 
is often cited as an instance of .the ineptitude and inability of the 
Ceylonese in the commercial and banking line. We have very 
carefully examined the history of this bank but have discovered 
nothing strange or remarkable in its failure, excepd; what has been 
the experience of almost all the countries of the world in the 
primary stages of indigenous banking. 

EXISTING CREDIT AGENCIES. 

86. There are a number of institutions in the Island whose Existing credit 
business is to deal in credit. These might be classified as under agen~es 
in accordance with the principle nature of their operations:- classified. 

(a) Commercial Banks, 
(b) Lending agencies against immovalble properties: 

(i.) Private and public companies, (ii.) State Mortgage 
Bank, (iii.) Loan Board, and (iv.) Ceylon 
Savings Bank. 

(e) Chettiars, 
(d) Minor credit agencies, and 
(e) Co-operative Credit Societies. 

87. Section (a) will embrace the Exchange Banks, the 
Imperial Bank of India, Indian Joint Stock Banks, and Local 
Joint Stock Banks. 

88. Under section (b) we shall describe the part played by 
Agencies, such as insurance companies, private capitalists, the 
State Mortgage Bank, the Loan Board in providing funds against 
immovable properties. We shall deal with the Ceylon Savings 
Bank in the chapter on Investments and Savings. 

89. In section (e) we shall describe the lending business of the 
Chettiars and the great part, they have played in the economic 
progress and development of Ceylon by supplying the country with 
capital and other resources. 

90. In section Cd) we shall deal with the pawnbrokers, 
boutique-keepers, cheetus, Afghans and other similar sources for 
the provision of funds for the middle and poor classes of the 
community. 



26 

Method of 
approach. 

The supply of 
credit. 

Operated through 
Colombo. 

Commer~ial banks 
in Ceylon. 

CEYLON SESSIONAL PAPERS, 1934. 

91. To section (e) we shall devote a separate chapter describ
ing the whole system of the co-operative movement. 

92. When describing any particular institution or organization 
we shall discuss iIi detail the character of its business and th~ 
extent to which it meets financial demands of various kinds. We 
shall also deal with its methods of work, the shape in which 
credit is given, the purpose it serves in the economic life of the 
country, the broad outlines of its policy and indicate any modi
ficaJtions that may be necessary. Finally, we' shall suggest 
whether, any new financial institutions should be established to 
supply the deficiencies in the existing credit system of the 
country. 

COMMERCIAL BANKS. 

93. Upon the existing big banks in Colombo falls the main 
burden of supplying the credit wants of the country. Not only 
do they finance trade, which is their principal business, but they 
also assist industry and agriculture. Being commercial banks, 
tihey prefer dealing in short-term credit. 

94. IIIj the absence; howeve;, of organizations oSpecializing 
in long-term -finance, until very lately, they have also accom
modated borrowers to a large extent on mortgages. The 
Exchange Banks are meant to finance foreign trade, but they 
also m:ake advances for internal trade purposes. In advancing 
loans to the Chet.tiars they indirectly finance a substantial portion 
of the country's economic activity, both rural and urban. 

95. Commercial banking in Ceylon is mainly operated through 
Colombo. All the principal banks have their local head offices 
in this city. Two Exchange Banks have branches in Kandy and 
Nuwara Eliya and Kandy and Galle. None of the others has 
any branches. It would not be, however, correct to say that their 
activities are only confined to Colom'bo. The tea and rubber 
industries all ove; the Island have been libe'rally accommodated, 
although the major part of this assistance is given to European 
planters. 

96. The commercial banks in Ceylon are (1) the Exchange 
Banks, (2) the Imperial Bank of India, (3) Indian Joint Stock 
Banks, and (4) Local Joint Stock Banks. 

(1) Exchange Banks. 
Names of Exchange 97. There are six Exchange Banks in Colombo. Their names 
Banks. and the respective years in which they opened their branches in 

Colombo are as under;-

The Mercantile 
Bank of India. 

National, 
Chartered and 
Hongkong Banks. 

(1) The Mercantile Bank of India, Ltd. 
(2) The National Bank of India, Ltd. 

1854 
1881 
1892 (3) The Chartered Bank of India, Australia, and China 

(4) The Hong Kong ant!- Shanghai Banking Corpora-
tion 1892 

(5) The Eastern Bank, Ltd. 1920 
(6) The P. &. O. Banking Corporation, Ltd. 11122 

98. Messrs. Thomas Cook & Son (Bankers), Ltd., and the 
American Express Co., Ltd., do also banking pnd exchange busi
ness, but they are principally engaged in tourist traffic. 

99. The Mercantile Bank of India is the oldest Exchange 
Bank working in the country. Besides its principle office in 
Colombo, it has branches in Kandy and Galle which were 
opened as far back as 1854 and 1860 respectively. 

100. The opening of the branch (If the National Bank of Indio. 
in 1881 seems, to have coincided, in point of time, with the begin
ning of the tea indust.ry. Besides fixoo: capital, there was need 
for financial facilities for working the indust,ry and for the move
ment of t-ea to the consuming centres abroad. Banks were 
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needed to s~pply t.he. credit wants of the great trade "that was 
fast developmg. Slmllar reasons account for the opening of the 
~ranC~.<;l8 of the Chsrtered .and Hongkong Banks. The year 1892 
III whlch they opened theIr offices brought added importance to 
the country not only because tea was still expanding but because 
rubber had come to acquire a new significance. There was a rush 
for investment in rubber and coconut lands and the prospects for 
trade and banking business were bright. 

101. In the years 1920-22 there was a general boom throuuhout Two more 
the world. The then existing banks perhaps could not me:t the Exchange Banks. 
demand for further credit, or probably became more selective in 
their credit policy and restricted their advances, and two more 
Exchange Banks opened their branches in these years. 

102. The Exchange Banks in 'Ceylon have an association of Colombo Exchange 
their own, known as the Colombo Exchange Banks' Association. Bank~ . 
It is a deliberative body meant to secure as far as possible ASSociatlOn. 
uniformity of banking business conditions. For example, there is 
an understanding between the members about the maximum rates 
of interest to be paid on deposits, the fixatiop. of Bills for collec-
tion rate, penalties for non-fulfilment of sterling contracts, and 
so Oll. What the nature of understanding in regard to the deposit 
~ates is weare not told:, but the President says that such rates 
are based on the rates ruling in India. The association also 
usually make joint representations in regard to matters of common 
interest. 

103. To understand the full significance of the Exchange Nature and volume 
Banks in the credit organization of the Island it would be of business. 
necessary to describe the nature and v91ume of their business. 
We ende~voured to get authentic figures of business of each of 
these banks, but have not succeeded in getting them. They, 
however, agreed to supply individual statements to the Hon. the 
Financial Secreta.ry with a; request that the consolidated figures 
of their business andi that of the Imperial Bank should be given 
to us. According to the consolidated statement the total public 
deposits with the seven Commercial Banks on December 31, 
1933. were Rs, 122 million of which of about 35 per cent. was 
at the credit of the Ceylonese. In point of number the per-
centage of Ceylonese depositors was over 50 per cent. The total 
Government deposits on the same da.y amounted to over Rs. 17 
million. \Ve are unable to give further figures regaroing their 
business, illS they were given to us in confidence. By restricting 
our discretion to use the figures for the report the banks have 
in a way done injustice to themselves, b.ecause we might have 
been able to dispel much of the general unfavourable impression 
thtlt prevails in regard to their working. 

104. Everyone of these banks keeps current accounts and Deposit accouDt~ 
accepts time deposits, discounts bills and makes advances, and ~n~~r:::e8 of 
does every other kind of commercial banking business. The . 
rates of interest that they pay are more or less the same. All 
of them pay 1 per cent. per annum on current accounts on 
minimum monthly balances. There are only two banks that 
maintain savings accounts and their rates are 2. and 3 per cent., 
respectively. It may be incidentally mentioned that the Post 
Office Savings Bank and Ceylon Savings Bank pay 2.~ per 
cent-. per annum and 3-3!* per cent. per annum, respechvely. 
For twelve-month deposits the rates vary from 2 per cent. to 
2t per cent . 

• a+ per cent. on accounts of its. l,UUU and llDder, a per cent. ·on accoullts of 
over Rs. 1,000. 
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105. The Exchange Banks used to make large advances to 
the Chettiar community. With some of the banks this formed 
a subsidiary branch of activity to utilize their surplus funds 
when there WaS no other scope to employ them for short periods. 
The total of these loans, as we understand from private inquiries, 
could not have exceeded Rs. 20 million at any time. They 
charged the" Chetty " rate of interest, i.e., the rate at which 
the Imperial Bank lent to Chettiars which was 2/3 per cent. 
above the official bank rate. Owipg to the dislocation of the 

\ Chettiars' own business, there is more or less complete stoppage 
of this channel of credit distribution. 

Advances on 
immovable 
properties. 

106. Although it is not' usually within the province of. 
Exchange Banks to make advances against immovable proper
ties, in the absence of other agencies to give such facilities 
they have shouldered this responsibility to a large extent. It 
would be impossible for them to meet every' demand for this 
type of credit, which can best be supplied through means of 
debentures or long.period 'deposits, and they naturally have to 
be very cautious and discriminating in the proposals they accept. 
Mere market value of a Security is no criterion of its accept
ability as a cover for credit. Banks would be entitled to 
ascertain for themselves that the properties are kept in good pre
servation and not allowed to deteriorate. Then there is the 
question of income. However valuable a property may be to 
,the owner, the banker has to look to the net return it gives and 
its relationship to the interest charge. Finally he has to judge 
the capacity of the borrower to repay according to stipulat~on. 

Different modes of' 107. Banks advance money in various ways. They give loans, 
advances. allow overdrafts and cash credits and purchase bills. The 

accommodation may be on a personal liability of one or more 
parties or backed by shipping lien over goods, hypothecation of 
stocks and movable property. When they discount inland 
usance bills there is generally no security other than that of the 
signatories to the bills. The amount of this business, however, 
is not large, because the bill habit is not common here. When 
banks negotiate demand bills, say in India or any other country, 
they may be clean or documentary. In the first case the banker 
would look to the respectability of the drawer and the transaction 
would represent movement of funds. The goods represented by 
the bill of lading which is attached to the bill of exchange form 

Treatment received 
by Ceylonese 
constituents. 

Dissatisfaction due 
to ignorance. 

its security in the second case. 
108. A large number of Ceylonese witnesses have complained 

to us that the existing banks do not treat them fairly. In some 
instances we h/tve been shown the correspondence that has passed 
between them and the banks, and in some cases we do feel that 
great injustice has been done in the distribution of credit facilities. 
Some of 'them have vehemently protested against the discrimin· 
ation which these banks are alleged to have been making between 
their European and Ceylonese clients. Some have gone so far 
as to say that the average Ceylonese is not elVen allowed to see 
the 'bank Manager. Specific instances of such treatment have 
been placed before us. We sought information on the subject 
from the representatives of the Exchange Banks and the Imperial 
Bank and they strongly asserted that credit proposals were 
decided only on the " merits of the case ". As the witnesses 
had requesteq us not to communicate the examples quoted by 
them to the banks concerned, we could get no more light on this 
question. 

109. In several cases dissatisfaction against the existing banks 
seems to be based on ignorance of the principles which govern 
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advances by commercial banks. The most important consider- ' 
ation that weighs with a banker when deciding any proposal is 
the measure of the proposer's means from which the loan would 
be paid. Financial solvency, business int~grity and reputation, 
availability of resources to repay and ability to command credit 
in other quarters are some of the most important points to which 
a banker pays attehtion when dealing with a credit question. It 
is possible that because Europeans are well equipped with these 
qualities and capabilities they find ready response to their 
requests for accommodation. They have been long befo()re the 
Ceylonese in trade and industry They know the .. rules of the 
game" and have built up :lreputation for reliability, and 
they could show their audited balance sheets made up-to-date 
to their bankers whenever required to do so. Ceylonese witnesses 
have themselves confessed to us that the people of the country 
are deficient in business habits and methods. If owing to such 
business methods they recei.e no encouragement, the fault is 
not that of the banks. 

110. There are, however, a few facts connected with the con- Reasons for belief 
duct of banking business in Ceylon which tend to the belief in discriminatory 
that the people of the Island do not get the saIIll6 treatment as treatment by bws. 
the European residents. The management of banks being in the European 
hands of Europeans, it has fuller knowledge of the people of its management. 
own country, if for no other reason, on account of close ass(}-
ciation and intimate contact, and reliable knQwledge is of the 
utmost importance in the determination of credit. Their ways 
and habits of living Ilre different from those of the local population 
and consequently points of contact are few and far between. 
An ordinary CeyloneRe has no() opportunity to meet a European 
bank Manager, or even a junior officer, in his daily life, but a 
European merchant can almost daily meet his banker in the club 
or on the sports field. 

111. In the case of Ceylonese clients, however, the bank\Shroff system. 
Managers have usually to seek information from banks' shroffs, 
who thus form the medium of communication between the indi
genous Ceylonese and the European banker. Several witnesses 
have spoken in no uncertain terms about the great power which 
these functionaries wield in the disposal of their calles'. The banks' 
customers are required to pay to the shroffs a minimum commis
sion of 1·2 per cent. per annum, which is said to have official 
sanction behind it. It is reported to us that the shroff also 
charges his bank some commission, usually IjlOth of the int~rest 
received by the bank. These payments are said to be in lieu of 
the guarantee which the shroff gives for every Ceylonese business 
introduced or accepted by him. Even the Chettiar must pay this 
levy. Several letters were produced before us in which shroffs 
had reminded bank borrowers that the commission had not been 
settled and was overdue. In some cases commission was 
demanded even for temporary credit, such as advances on trust 
receipts or D.P. to D.A. conversion facilities. 

112. The bank Managers who appeared before us informed us Explanation of 
that the system varied with banks, that whatever might have bank 
been the position in the past, things had been considerably Managers. 
modified of late and that the shroff was no longer regarded by 
all banks as the general guarantor of indigenous business. It 
was, however, confirmed that commission was paid both by banks 
and their clients for Chettiar advances. In justification of this 
payIIll6nt it was urged that the business was introduced by the 
shroff and guaranteed by him. When questioned whether such 
payment was ever made in Madras or Rangoon, where banks did 
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big Chettiar business, and whether the shroff's guarantee was 
llot more or less nominal, becaus~ his means as compared to 
the resources of the borrower and the aggregate liabilitv incurred 
py the .former was insufficient, they agreed that it was sO. 

Shroffblsystem 113. Banks have every right to make such inquiries as they 
resem es the'd d th h'h th . t . .. batta .. system of conlill er necessary an roug" om soever ey appOin , con-
East India cerning their clients but when it degenerates into vesting of 
Company. large powers into the hands of an official, on the basis of com

mission, the position is likely to lead to abuse of authority. 
There would be ever that temptation to insist on greater and 
greater commission and illicit gratification would be a sine qua 
non. In our opinion the shroff system on this basis resembles 
more or h~ss the .. batta" system of Clive in the days of the 
East India Company. Its corrupt and vicious reactions are facts 
of history, and the shroff system of banks, if it be anything like 
what was described to us by witnesses, could not be less in
tolerable or derogatory. If it has now been modified, as the bank 
Managers have told us, it is only II step in the right direction, 
and we trust .that banks will take measures for its abolition 
without further delay. 

Shro.ff sys~em leads 114. Because the banks had to pay commission to their shroffs 
to higher Interest for indi<7enous and Indian business it is but natural that the v charae "'. ' . 

" . should charge a higher rate of interest than that charged in the 

Shroff's 
guarantee even for 
secnred advances. 

Complioations and 
abuses of shroff 
system. 

Arguments 
favouring shroff 
sy~tem examined. 

case of Europeans. In point of fact, however, much higher in
terest than what was necessary to cover the payment of the 
shroff's commission appears to have been charged to the 
Ceylonese. What with the high rate of interest and what with 
the shroff's exactions, both authorized and unauthorized, it is 
no wonder that .the men of the Island find the cost of credit 
higher than their non-European competitors in business. 

115. The shroff's responsibility for an unsecured advance is 
perhaps understandable; but when his guarantee is demanded 
even where there is ample security, it becomes super:fl.uous, and 
we are told that such is the practice where Ceylonese, leaving 
aside a few in the higher classes, are concerned. The 
shroff's charges must be paid, security or no security. 

116. Severfll cases have been communicated to us where the 
shroff would refusEi to accept a proposal backed by good security 
unless his price was paid. Should the borrower happen to incur 
the shroff's displeasure, the screw would· be tightened imme
diately and demand made for the adjustment of his account. 
'When a shroff dies or retires -his successor may not be willing 
to carryon the account on his responsibility. These sudden and 
unforeseen demands for payment not: only put borrowers to 
difficulties, but at the same time give the bank a bad name. 
Occasions like these may not have their origin in the weakness 
of the debtor, but might be traceable to the avaricious nature 
of the shroff. 'Where a borrower is in urgent need of money he 
may demand far too great a commission than his agreement 
would allow, and yet he would probably get itt. Occasionally on 
the inducement of large commission he may ignore the principle 
of safety and recommend an unsound proposal. There have been 
such casEis in the past, when bankS have realized how elusive 
the shroff's responsibility, after all, is. If the proposal is sound, 
there is no need for t.he shroff's intervention, and if it is bad, 
it' deserves to be rejected, whether the shroff accepts its liability 
or not .. 

117. 'If it is regarded that, in view of changes, sometimes 
frequent" in the managerial stuff a local officer is necessary to 
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investigate the borrowers' position and to watcp. accounts, 
arrangement in this behalf should certainly be made. What we 
object to is the system of temptation to which the shroff is sub
ject. If the banks had Ceylonese in responsible positions, trained 
to do their duty, there would be no need of a special intermediary. 

118. Looking to the conditions connected with the grant of Finding on 
bank credit to Ceylonese, and reading between the lines of evi- ~mp,lai,nt of 
dence given by banks and their clients, we can come to only discrnmnatlon. 
one conclusion. That is that although the bank Managers may 
not be deliberately discriminating between their European and 
non-European clients, in actual practice, inequality of treatment 
does exist. The real head of the banking branch does not possess 
those opportunities to know his man and he has, so to say, 
divested himself of the powers of discretion in favour of his 
shroff, who, either through the conditions of his service or the 
traditions of his post, is tempted to give preponderating atten-
tion to personal aggrandizement and to t.hat extent only is cap-
able of looking into things in their proper perspective. It is in-
deed singular that the shrof{ system should exist only in the 
Ceylonese branches of the Exchange Banks and not in their 
Indian and other Eastern branches. 

119. To summarise the several complaints against the exist- What do the 
ing banks made to us by a good many Ceylonese merchants, Ceylonese complain 
we can do nothing better than quote below from one of the about? 
memoranda submitted to us, which expresses the general opinion 
of a large nuIIllber of Ceylonese witnesses before us: - . 

.. European Banks here have an avowed object of financing 
their countrymen, their trade and commerce. And if they 
include Ceylonese among the circle of the select, such 
inclusions are granted only on very Bltrict conditions, 
conditions that are not extracted from the Europeans~ 
Person'ality of a European ensures him a steady overdraft, 
whereas the Ceylonese have seldom any personality apart 
fromo their possessioIlSl, as the banks know their personalities 
very little. CeY':onese have to undergo humiliations of 
mortgage and give similar collateral securit,ies to obtairi 
overdrafts. Even the few Ceylonese left untouched by the' 
repacious policies of Indian money-lenders, have stupendous 
troubles and difficulties to obt.a.in credit from banks. Banks' 
objections are of course based on inadequate securities, 
dishonesty and crookedness of the borrowers as they ha ve 
been represented by the middleman. There is very little of 
contact between bankers and th¢ir Ceylonese clients. 
Result, ignorance and misunderstanding; The shroffs play 
havoc in their interference. They look only to their profits 
and enormous profits they make to the ruin of the trade and 
industry that had the temerity to borrow money from banks 
through the shroffs. Shroffs are pernicious individuals and 
should be scrapped. Losses incurred by banks through 
their Ceylonese clients are few and far between. Only 
in abnormal times, such as the prevaiJ.ing depression, the 
banks lose anything at all. The.y are well secured, and their 
borrowers, owing to a lower rate of interest, will do their 
utmost· to maintain banks' goodwill and deal with them 
honestly, 80 as to ensure reciprocity in such honest treat
DJent in return. Ceylonese have a mania for bank accounts 
and very fe,w would dare to forefeit, the privileges involved 
in such accounts if they could help., But in the case of 
Chetties they have lost enormously during these days, but 
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seldom in days of plent.y, and prosperity. That is 
inevitable. The Chettiars have in most cases killed the goose 
that lay the golden eggs." 

(2) Imperi.al Bank. 
120. In 1867 the Bank of Madras, one of tha three 

Presidency Bl),nks in India, opened its office in Colombo. On 
t.he amalgamation of the Presidency Banks with the Imperial 
Bank of India in 1921, this ,branch assumed its present name. 
The bank accepts deposits and makes advances including dis
counting of bills. It does banking business of the Government 
of India and has the monopoly Q{ the deposit of the State funds 
in the country of its birth. Under its Charter, however, its 
operations are subject to certain restrictions. The bank 
is not incorporated under a General Act of the Indian Legis
lature but under a special Act known as the Imperial Bank 
of India Act. Its predecessors, the Presidency Banks, were also 
constituted under special Acts, with a view to ensuring the 
.liquidity oi its funds and avoiding risks incidental to fluctuations 
in foreign currencies. It is not allowed to lend against its own 
shares or on the original security of immovable properties. The 
period for which an advance can be left outstanding is limited 
t.o s,ix months. It cannot discount bi11s for or lend to an 
individual or firm a sum exceeding at anyone time Rs. 20 lakhs, 
except on the security of trustee s,tacks, funds and securities, 
and t.he amount of unsecured overdrafts is limited to Rs. 1 lac 
in each case. . 

121. In spite of th~se handicaps the Colombo branch of the 
Imperial Bank has sympathetically treated application9 for credit 
and wherever possible stretched a point in favour of the borrow
ers. For example, .it cannot lend on the security of [anded 
property but whenever respectable parties, otherwise financially 
sound, have approached the bank it has lent them six-monthly 
loans on joint signatures and accepted the properties 'as collateral 
securit.y. . 

122. Until recently the bank used to do large business in 
Chettiar advances. Owing to t.he general depression and loss of 
confidence and the difficulti~s which Chettiars experience in 
realizing their loans, the bank's advances to this community have 
greatly decreased, but at one time its advances to these. people 
are reported to have exceeded Rs. 20 million. 

123. The bank's Manager has the discretion to entertain or 
refuse applications for financial accommodation by Chettiars. 
Beyond certain limits he refers the matter to his office in Madras. 
Limits for Chettiar advances are invariably fixed by the head
quarters of the bank. This is as it ought to be, because these 
people take advances from the bank at its Indian offices as well, 
and the banli: should determine the total risk it should take on each 
individual part.y .. It has been re:ported to us that, although the 
European clients of the bank may approach the Manager direct, 
the Ceylonese and Indians, with perhaps a. few exceptions, have 
to apply through the shroff. Even Chet4iars are required to go 
through this channel. From ~vidence placed before us it appears 
that, although the shroff is not. asked to guarantee advances 
recommended by him, he carries considerable responsibility in 
that behalf, and in the event of any shortfall pressure is brought 
to bear upon him to make good the loss, which he generally does. 

124. The Imperial Bank in India 'advances at what is known 
as the bank rate on first class bills and against trust,ee 
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securities. It has been represented to us that althouO'h 
Europeans in CeyJon can, as a. rule, borrow at this rate, Ceylone~e 
and Indians have to pay the .. Chetty rate", that is, the rate 
at which advances are mad6to the Chettiars, which is 2/3 per 
cent. higher than the official bank rate. ' While we recognize 
that the rates of interest on advances vary according to the 
nature of the security, this difference appears to be rather high. 

125. It is worth noting that the bank pays interest on current Interest on 
accounts in Ceylon, whereas it does noi; pay 'anything on such current accounts. 
accounts in India. 

126. Unlike the Indian branches, the Colombo branch does No savings 
not keep savings bank accounts. accounts, 

127. The Imperial Bank's nominal rate for buying and sell- Remittance rates. 
ing demand drafts is 1 f4 per cent., but in actual practice it is 
much less. In the case of sales it may even do the business 
at par. Ceylon allways needs funds to finance her exports and 
sales on India are the most convenient form in which to get 
money. 

128. The Government of Ceylon keep their principal current Ceylon Gov:ernment 
account with the Imperial Bank of India and also place large accounts WIth the 

fi d d 
. oank. 

sums as xe eposlts. 

129. During its existence of nearly seven decades in the IslandJ~ank's assistance 
it has no doubt assisted directly as well as indirectly the growth \In.the ~owth of 
?f eco~omic prosperity of Ceylon. The. tea, rubber, and coco~ut ~~~;:~~y. 
mdusr.neshave all developed to their present status durmg 
this period and the assistance of the Imperial Bank in the . 
building up of these three industries of paramount importance 
must have been no doubt substantJal. -

(3) Indian Banks. 

130. A few Indian Joint Stock Banks have also branches in Names of Indian 
Ceylon. They are:- Joint Stock Banks. 

(1) The Indian Bank, Ltd., !having its Head Office in 
Madras; 

(2) The Calicut Bank, Ltd., with its Head Office in 
Calicut; and 

(3) The Bank of Chettinad, Ltd., with its Head Office in 
Madras. 

131. The first two are public joint, stock companies; the Nature of 
third is 'a private limited company. constitution. 

132. Their business is principally with the Indian people in Nature of business. 
Ceylon; and in the matter of financing' foreign trade their 
activities are limited to participation in credit connected with 
the Indo-Ceylonese imports and exports. The total figures of 
these banks would be found in their balance -sheets, but they do 
not give any idea of their local actJvities. They do the same 
kind of work as the Exchange Banks except credit operations 
connected with the foreign trade of the Island other than what 
passes between India and Ceylon. It is not possible for us to 
say what the size of their business is but it is very limited. 

133. The Bank of Chettinad, Ltd., we understand, has a The Bank of 
number of estates under its ownership. It also deals in merchan- Chettinad. Ltd. 
dise in addition to banking. Being a private company, it need 
not publish its balance sheets, but under section 136 of the Indian 
2--1. N. 46719 (10J34) 
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Oompanies' Act it must exhibit a statement of important figures 
in its place of business. It is practically a family concern of a. 
big Chettiar in India. Tha conversion of this private banking 
firm into a limited company is remarkable, as marking the begin
ning of a new era in which practices and prejudices of centuries 
are overcome in favour of modernism, progress, .and efficiency. 

134. All the above-mentioned banks are as foreign to Ceylon 
as any of t)lose we have dealt with before. 

(4) Indigenous Joint Stock Banks. 

135. There are only two small banks registered under the 
Banking Ordinance of Ceylon. They are the Bank of Dva, Ltd., 
and the Hatton Bank, Ltd. Both the banks have one office each: 
none of them has opened any branches. 

136. The Bank of Dva was established in 1884. According 
to its balance sheet for the year ended December 31, 1933, its 
paid-up capital is Rs. 210,000 and the reserve fund Rs. 100,000. 
Its deposits on the same day amounted to Rs. 213,000. On the 
assets side cash in hand and with banks was Rs. 221,000, advances 
Rs. 198,000 and investments in Indian Government paper 
Rs. 99,000. The working expenses for the year amounted to 
Rs. 26,000 and the net profit for the same period was Rs. 13,600. 

137. The business figures of the Hatton Bank, Ltd., under 
the principal heads, according to its balance sheet as at the same 
date were :-Lia,bilitic8: Paid-up oopitlll Rs., 90,000; balance due 
to customers Rs. 188,000. Assets: Cash in hand and at banks 
Rs. 88,000; advances Rs. 112,000; land and buildings Rs. 73,000. 
Balance at credit of profit and loss account was Rs. 6,600. 

138. A scrutiny of these figures reveals the following special 
features :-

(a) The business in deposits and loans is small despite the 
fact that these institutions have been in existence 
for a long time. 

(b) There has been no geographical expansion. 
(c) Cash balances are far in excess of what would be regarded 

as sufficient on the basis of deposits. 
(d) Working expenses are large, about 5 per cent. per annum 

in the case of the "Bank of Dva. 
(e) In spite of heavy expenditure, the banks show a net 

profit 0'£ over 6 per cent. 

139. Dndar normal banking conditions i!uch high rates of 
expenditure and profits would be inexplicable o:s:cept on the score 
of usurious rates of interest on lending, but the explanation lies 
in the special nature of the business of these banks. They are 
rrimarily interested as carriers of funds from Colombo to certain 
estates up-country with which they are associated, and pure 
banking business is of secondary importance. A commission of 
1 per cent. is about the general rate on the supply 'of remittances. 
The usual method is that a supplier first provides cash from his 
own means to the estates and in return ge~s a cheque payable 
at Oolombo. This price of investment of money for a day or 
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two is certainly very attractive, even when the fact of physical 
movement of money, in the absence of usual remittance arrange
ment, is taken into account. 

140. The significance of these indigenous credit institutions, 
purely from a banking point of view, is not great. They are 
European concerns. 

LENDING AGENCIES AGAINST IMMOVABLE PROPERTY. 

141. Before the depression, Ceylon was considered a safe and Advances against 
profitable place for lending moneys on immovable properties. imlDov~ble 
Private capitalists from centres outside Ceylon and foreign insur- propertIes. 
ance companies doing business in Ceylon used to lend moneys 
on movable and immovable securities and earned a good average 
rate af interest on such investments. Two years ago, there was 
no tax on income earned in Ceylon and this was also a further 
attraction, particularly for big insurance companies for invest-
ment of surplus funds on mortgage of immovable properties. As 
Ceylon offered a good form of security in the shape of tea, rubber, 
and coconut lands, a large amount was invested in such mortgages. 
The death duty recently paid by the executors of the late 
Lord Inchcape amounting to Rs. 8,179,984 gives some 
idea of the large volume of foreign capital invested in Ceylon. 
The various firms of proctors holding powers of attorney from 
their foreign clients and dealing with the investment of foreign 
capital of their clients in mortgages of properties are also an 
indication of the huge amount of foreign capital invested in the 
country. The income tax figures of 1933 show that a sum of over 
Es. 51 million was recovered as a tax on income on foreign capital 
earned in Ceylon. This includes interest on their investments in 
tea and rubber companies' shares, as well as interest on properties 
mortgaged with them. If only a part of this income remained 
in the country for investment purposes, if local people were not 
so much in d'ebt, and !if thex. were able to save a part of their 
income for being utilized in the trade and industries of the coun-
try, conditions in Ceylon would be quite different from what 
they are to-day. A few years ago all the conditions were favour-
able to the foreign capitalist. He earned good interest on moneys 
invested, had not to pay income tax and had good security off~red 
to him. The credit facilities provided by banks, insurance com-
panies, and foreign capitalists encouraged the public to go in for 
more lands and for the improvement of old lands. Because they 
found ready lenders against their immovable properties, they 
went on incurring more debts. As the .deJ:ression in tea and 
rubber did not affect them much, and their interest in these two 
industries being much less than that of the European community, 
they never anticipated the consequences of such a severe depres-
sion in coconut industJry and such a hearvy :f.all in prices. It is 
estimated that about 60 per cent. of coconut land owned by the 
Ceylonese is under mortgage and that more than 75 per cent. of 
the Ceylonese landowners are in debt. 

142. In response to public demand to have an organized credit The State Mortgage 
institution to supply long-term credits to agriculturists the Govern- Bank. 
ment of Ceylon appointed in 1927 a special Committee to report 
on the question. On the recommendation of this Committee the 
State Mortgage Bank was established in 1932. It is incorpora,ted 
under a special Ordinance, Ordinance No. 16 of 1931. The bank 
has no capital of its own. It does not accept deposits. Its re-
sources are derived from debentures which it issues on the security 
of mortgage loans, which are further guaranteed by Government 
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both as regards principal and interest. The general supervision, 
control, and administration of the bank's working is vested in a 
Board of Directors consisting of " five fit and proper persons .. 
appointed by the Governor. All rules made by the Directors 
are required to be published in the Gazette, but they should 
be consistent with the provisions of the Ordinance. For certain 
purposes the approval of the Governor is necessary before the 
rules framed in that behalf can become operative. The accounts 
of the bank, are subject to Government audit. 

143. The bank suppliies a real need in the credit system of 
the Island. Its beneficial effects, however, have reached only 
a very small fraction of the people in need of mortgage credit. 
To a small extent this may be due to the fact that it came into 
existence only two years ago, but the main difficulty seems to 
be due to the confusion in titles to land. The bank obviously 
oannot lend unless a clear title is available. We shall deaJ with 
difficulties with regard to title in a subsequent chapter, but would 
emphasize that complaints about the bank not lending liberally 
should be directed not against its management or constitution, 
but against the age-long defective system of documents evidenc
ing ownership in land. No instances have been brought to our 
notice where an application for credit against Crown title was 
unreasonably rejected. 

144. The concentration of the bank's work in Colombo and the 
limit of Rs. 5,000 under which it cannot make advances restrict, 
to a certain extent, the availability of its resources to many 
sections of the population. Some of the Government Agents have 
informed us in the course of their evidence that a large percentage 
of titles in the Eastern Province is usually clear. If this be 
correct, it is not clear to us why every application to the State 
Mortgage Bank by residents in that part of the Island was refused. 
Had the bank closer touch with the people all over the country, 
perhaps a more correct view of ihhe financial position of the 
customers would have been taken. As regards the minimum 
laid down for advances, we need hardly point out that it deprives 
a very large number of men of small means of the facilities given 
by the bank and compels them to pay usurious interest to other 
lending agencies. If it is intended that the bank's working should 
not be burdened by a large number of small accounts it is neces
sary that some other agency to fill in this gap should be provided. 
Our recommendations in this behalf will be found in later sections 
of our report. 

145. The debentures of the, bank, because of the State 
guarantee behind t,hem, are a valuable form of investment and are 
now classed as .. trustee .. securities.' Some of the witnesses 
represented to us that, as the law: stands at present, State guaran
tee for the debentures would be' of no avail if the amount of 
debentures floated or outstanding exceeded the value of mortgages. 
The public, they urge, have no means to ascertain the exact 
state of affairs and that there is, therefore, a feeling of nervous
ness amongst some of the debenture-holders that they may, in 
case of any such discrepancy, lose the benefit of the Government 
security. It. is satisfactory to note that this matter has already 
engaged the attention of Government who propose to under
take the necessary ~3gislation to protect the deben~ure-holders 
against the contravention of the relative section of the Ordinance 
by those in charge of the bank's adlmoinistrwtion. 
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148. Until September 30, 1933, the bank had made mortgage Bank's. income and 
loans aggregating Rs. 1,188,671. Out of this about Rs. 7,000 had expenditure. 
been repaid and were to be utilized fOr redemption of debentures. 
The total amount of debentures issued up to the same date was 
Rs. 982,400. Out of this debentures worth Rs. 1,450 had been 
redeemed and the balance outstanding on September 30, 1933, 
Was Rs. 980,950. The bank lends at 6t. per cent. and pays 4i 
per cent. on its debentures. The working of the bank from the 
beginning to the end of September last year covering a period 
of two years discloses a loss of Rs. 26,587. This would dis-
appear with an increase in the bank's business. The main source 
of its income is the difference between the lending and borrowing 
rates, and the income from such difference should enlarge with 
the volume of transactions. Expenses, on the other hand, are 
likely to remain constant, and even if they did rise the increase 
would not be in the same proportion, because overhead charges 
would be stationary for a greater range of business. This is 
further clear from the fact that the loss at the end of the first 
year of working was Rs. 21,521, but that for the second year it 
came down to Rs. 5,066 only. We suggest that the Directors of 
the bank should volunteer to serve the bank without receiving 
any fees till the bank is in a position to meet its own expenses. 
It is 6lso desirable, haviing regard to ,the small volume 0If business 
transacted by the bank, that there should be some retrenchment 
in tbe establishment charges. 

147. .As regards the nature of business and the authority Need for rev!8io.u 
vested in the bank to entertain such business under the present of bank's policy. 
Ordinance, we are of opinion that the existing arrangements call 
for a revision. The first and foremost aim of such an institution, 
with Government guarantee, should be to r,educe short-term 
mortgages against agricultural lands running at high rates of 
interest and to convert them into long-term mortgages at low 
rates of interest. The object of establishing this bank cannot be 
anything else than to relieve the owners of agricultural lands 
already mortgaged from heavy interest burden and to give them 
an opportunity to redeem their mortgages by small instalments 
out of the land's income and to enable them to free themselves 
from debts within 15 to 20 years. We are afraid, this object 
is not fulfilled under the present organization. 

148. Of the loans gr:anted by the State Mortgage Bank Bank's advances. 
Rs. 473,000* have been loaned against town properties, whereas 
the Ordinance contemplates such advances for "agricultural 
land", .. rediemption of debt", .. purchase of raw agrciulturaI 
land ", &c. It is doubtful if advances are really applied to these 
purposes. The funds of this bank should not, in our opinion, be 
available, except for releasing a running mortgage against 
agricultural land. If the security of such land be insufficient for 
the amount of the loan required, and if no more agricultural land 
can be offered, land or property, in town should be accepted by 
the bank as additional security only. In all cases agricultural 
land should provide the bulk of securities against loans and not 
land in town. The State Mortgage Bank was established with 
the sole idea of giving relief to agriculturists against their existing 
creditors, by extending to them long-term credit at low rates of 
interest and owners of land in towns have no claim on such 
facilities as there are already a number of institutions, banks, 
insurance companies, the Ceylon Savings Bank, the Loan Board, 

• Up to September 30, 1934. The total of all mortgage loans outstanding 
on that dale was Rs. 1,648,000. 
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~nd private money-lenders to cater to their wants. If the bank 
IS allowed to run under its present constitution we do not think 
that it will be able to render any appreciabl~ s~rvice to the agri
cultu~sts and agricultural landowners of the country. The 
securIty of town land would admittedly be preferable to agri
cultural land, the title to town land being generally more clear 
and acceptable than to agricultural land, but this would be no 
excuse' for not adhering to the primary idea for which such an 
org~nization is established. An institution lending moneys 
agamst town lands for the purposes of buying land or for other 
business purposes, in our opinion, deserves no help from the 
State. 

149. The losses incurred in connection with the working of 
the State Mortgage Bank are met from public funds and, in prac
tice, this amounts to a grant of Government subsidy. Under 
the Agricultural Credit Act of 1928 the British Treasury 
contributes £10,000 every year to the working cost of the 
Agricultural Mortgage Corporation, Ltd., and it is but pro
per that institutions in Ceylon providing long-term credit for 
agriculturists- and endeavouring to() save them from the heavy 
burden of interest on their indebtedness should receive support 
from Government during the early stage. 

150. We deal with the State Mortgage Bank more exhaustively 
in the Chapter on Agricultural Finance. 

151. The Loan Board is constituted under Ordinance No.4 of 
1865. Its principal function is to receive and invest moneys 
deposited in the Supreme and District Courts by suitors, and to 
relieve the Judges from the responsibility of the management 
thereof; Funds belonging to trustees, tutors, curators, guardians, 
executors, administrators, receivers, minors, insane persons, 
deceased persons, and insolvent and trust estates can also be 
administered by the Board. Funds administered by Weeskamer 
and Boedekamer in the time of the Dutch Government are also 
looked after by the Board. 

152. The powers of the Board are vested in three or more 
Commissioners who are nominated, from time to time, as occae 
sion may require, by the Governor, subject to the pleasure of His 
Majesty the King. One of these Commissioners is designated 
the Chief Commissioner who is the Chairman of the Board. They 
can lend out all or any ,portion of such money at interest, subject 
to rules framed in that behalf by themselves and approved by the 
Governor. 

153. An institution of this nature provides expert; financial 
management of funds which temporarily come into the hands of 
the judiciary and officials closely allied with its work. 

154. As will be seen from the following statement of the 
assets and liabilities of the Board, the major portion of its funds, 
'Shout RsI. 5.4 lIIlJllion, is Uitili~ea as loans op. house properties. 
These advances are for long and medium terms. To this extent 
the Board serves a useful purpose in the credit scheme of the 
Island. About Rs. 2.2 UlillllJion are invested: in Dominion, 
Colonial, and Indian stqcks. If there were scope for such types 
of investments in the ,country, there is no reason why all this 
money should be employed outside. If more loans of the Govern
ment of Ceylon and debentures of the State Mortgage Bank 
become available, a portion at least of external securities cou~d 
be converted into domestic bonds. The present investments, III 

so far as they are not expressed as 'Payabl~ in rupees, carry a 
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certain amount of risk of loss in exchange, and are, therefore, in 
no way superior to the obligations of the Government of the 
country itself. The assets and liabilities on September 30, 1933, 
were as below:-

LuBn.lTIES. 

District and Supreme Court 
suitors .. 

Reserve and Depreciation 
Fund 

Interest on lollrul and invest
ments 

Due to Government Agents 
and their Assistants 

Rs. AsSETS. 

(1,000) 
Loans on house properties • 

7.793 Investment in Dominion and 
Colonial stocks 

452 Investment in India Govern
ment loan 

330 Investment in Ceylon Gov· 
ernment stock 

54 Investment in debentures 
of State Mortgage Bank .. 

8,629 

Fixed deposits in loc'll banks 
Recoverable advances on 

loans 
Balance in Treasurer's hands 

Rs. 
(1,000) 

5,427 

1,401 

857 

388 

.l05 
137 

10 
304 

8,629 

155. The accounts of the Board are audited by the Auditor
General. In the case of the Loan Board and the Ceylon Savings 
Bank, money is advanced against immovable property. We 
would suggest that a Valuation Report of such properties should 
be made by competent valuators every five years. 

156. No fixed interest is payable on deposits lodged with the Interest and other 
Board, but dividends out of profits made on loans and invest- charges. 
ments are declared from time to time. No person entitled to 
receive interest on any money in deposit in the Loan Board is, 
however, entitled to receive as interest a larger amount than the 
principal, if at the time of payment the interest unpaid and 
arrears exceed the principal. One-fifth of the interest income or 
the actual expenses incurred by the Government in the manage-
ment of the work of the Board, whichever is higher, is payable 
to the exchequer. 

157. If any money deposited with the Board is for some reason Forfeiture of 
not claimed by a person having a just and lawful right thereto unclaimed fundI! 
for the period of one-third of a century from the date of such 
deposit, or having been claimed, such claim shall have been 
abandoned, withdrawn or not prosecuted within one year from 
the date of the claim, or if such claim has been set aside, it 
lapses to the Cl'OWIlJ and: ,the Commissioners are required to pay 
that amount to the public revenue, but 'to be appropriated for 
such purpose cognate to or connected with the administration of 
justice. If any money remains similarly unclaimed or unpaid 
for a period of ten years, but less than 331 years, the Com-
missioners are required to ·pay it similarly to the public revenue 
to be used for the purposes aforesaid, but in that case the rightful 
person can receive it, together 'with the interest due thereon, 
from the public revenue, within a third of a century from the date 
of deposit on his successfully establishing his claim thereto in a 
competent court. The reason for forfeiture is said to be the 
inconvenience which results from the retention of such accounts 
in the books and accounts of the Board. 

158. It is, in our opinion, desirable that instead of ear-mark- Appl~catioll Ilf 
ing the lapsed amounts for purposes cognate to or connected with forfeIted amounts. 
the administration of justice, it should be left to the discretion 
of the Legislature to determine how and for what purposes such 
money should be utilized. We are opposed to such money being' 
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used for ordinary expenditure of the Government; but it should 
be possible for the State to spend it on useful public and economic 
objects. 

CHETTIARS. 

159. Among private financiers the place of pride must be given 
to the class of bankers and money-lenders popularly ;known as 
Chetties or Chettiars. While walking through the streets of 
Colombo, Negombo, Kandy or any other big town in the Island, 
one cannot fail to be attracted by the name-board of a Chettiar 
with various letters of the alphabet preceding his surname. Their 
business in money is so well-known and vast that their name is 
synonymous with private banking. 

160. The connection of the Chettiars with the Island dates 
back to remote times when they appear to have migrated to 
Ceylon from Chettinad, a barren and waterless region in Southern 
India. Their activities are not, however, confined to Ceylon 
alone. They do business in the Madras Presidency, Burma, 
Federated Malay States, Straits Settlements, and Cochin-China; 
Siam, Java, Sumatra, and Mauritius. Thus the community is 
mobile in its operations and locale, and its business has com
bined banking with trading, changing from trade to money-lend
ing or one business or another, and moving from place to place, 
whichever offers better chances of profit. 

161. The importance of their intrusion in the economic life of 
the Island dates back to more than 150 years. With the open
ing up of the country there came opportunities for lucrative 
employment of capital in credit transactions. Not only did they 
advance from their own resources but they took loans and 
deposits to supplement their means. Their borrowing. was not 
confined to Ceylon but extended to India, Burma, and other 
places wherever that was possible; nor was it only restricted to 
friends, relatives, private parties. We have shown in aIJ, earlier 
section of the report how the community formed a distinct link 
between the banks and the public, freeing the former in a con
siderable measure from the risk in direct lending and working 
as a medium between the suppliers and seekers of credit. 

162. It must be said to their credit that in moving surplus 
capital from places, both internal and external to the points of 
requirements, they have contributed in no small measure to 
lihe economic development of the Island. European enterprises 
relied upon English funds to acquire lands and develop them 
into flourishing estates. The Ceylonese had. no such external 
support or own savings to help them. They turned to the 
Chettiar and found a ready response. It is gratifying to note 
that several of the witnesses have paid an ungrudging tribute 
to the Chettiar's share in the building up 'of Ceylon, in the 
absence of which foreign penetration might have been greater and 

I more serious. ',' 

What they think of 163. It is interesting to know what the Chettiars themselves 
themselves. think of the part they play in the economic life of the country. 

We give below an extract from their written memorandum, 
wherein they speak about their contribution " in the develop
ment of the agriculture, industries, and commerce of Ceylon "-

" A few words may not be out of place in this conn.ection 
in regard to the part that the Nattukottai Che'ttiar com
munity has played in the development of the agriculture, 
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industries, and commerce of Ceylon. With the exception 
of a few Ceylonese who had facilities for obtaining credit 
from the local banks, the bulk of the Ceylonese had to 
resort to the Chettiar money-lender in order to be financed 
in their various undertakings. The Chettiar went forward 
boldly to the rescue of the Ceylonese applicants for loans 
of money. He lent both on mortgages as well as otherwise. 
In view of the admitted fact that the law of title to land 
in Ceylon is highly complicated, it is really commendable 
that the Chettiars invested so freely on the mortgage of 
Ceylon lands. Large acreages of Ceylon jungle and waste 
lands have been opened up and cultivated with coconut 
with the aid of money borrowed from the Chettiar com
munity. Several industrial and commercial undertakings 
have been freely financed by them and the petty trader 
and retailer had to depend entirely upon the Chettiar for 
financiaJ assistance. A noteworthy feature of all these 
transactions is that money became available to the Ceylonese 
borrower at a moment's notice in any part of the day or 
night, without his being obliged to go through the formalities 
which a borrower had to experience elsewhere." 

164. They, indeed, .. went forward boldy " with much greater 
intrepidity than it was good for them or their debtors. 

165. We are obliged to the Nattukottai Chettiars' Associa- Nattukottai 
tion for the figures of their business in Ceylon supplied by Chett~ar~' 
them. The membership of this body is open to the Nattukottai AsSOCIatIOn. 
Chettiars only, i.e., those who came from Chettinad in India, and 
all such Chettiars in the Island are actually its members. it 
must be explained here that there are other Chettiars also who 
have come from other parts of South India, but those people 
are engaged more in trade than in finance. About 100 of such 
Chettiars are said to be working as oil mongers, and their activi-
ties are, therefore, not material to our inquiry. It is the Nattu-
kottai Chettiar who is the banker and with whom we are prin-
cipally concerned. The association was started about 7 years 
back. It is strange that the formation of an organization like-
this should have been so late in . coming. Perhaps it was the 
approaching depression that combined them to view together 
their common problems and decide on a united policy and action. 
They determine from time to time problems concerning their 
business and the minimum rate of interest to be charged to 
their borrowers, but even when there was no such formal adhe-
sive institution, ~hey generally consulted- among themselves in 
regard to rates of interest and charges. 

166. According to the memorandum of the Chettiars' Associ- Volume and nature 
ation, published in Volume II. of the Report, there are about 5[.6 of their business. 
Chettiar firms in the Island, 450 of them being principal and 
the rest additional offices. Most of them have their local head-
quarters in Colombo. Before the depression their number wa~ 
50 per cent. greater. In the generality of cases their business 
is money lending but a large number of them also work a6 
pawnbrokers, piece goods merchants, importers of rice, estilte 
mppliers, estate owners, retail shopkeepers, grocers, millowners, 
&0. About 100 of them do purely pawnbroking. This formid· 
able catalogue of their occupations need cause no surprise, be-
eause according to tht-ir evidence it was onlya-bout 8 or 9 year!! 
ago that they changed their principal calling from trading 1;0 
banking. 
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167. ,Their memorandum also gives rough figures of their 
business. Their total investment in the Island is Es. 10 crores, 
classified as under-

•• A" In Business and Properties-
(1) About 50,000 acres of agricultural land and estates 

(approximate distribution in various kinds of 
estates and lands being 70 per cent. coconut, 15 

, per cent. rubber, and 15 per cent. tea, cacao, &c.) 
(2) In purchasing house properties in principa.J towns •. 
(3) As business capital in retail shops, estate supplies, 

rice-trade, import business, &c. . • 

Re. Re. 
(1,000) (1,000) 

30,000 
6,000 

lO,OOO 
--- 46,000 

" B " In Lendings-
(4) In'pawnbroking advances 
(5) In mortgages 
(6) In other advances, i.e., on promissory notes, &0. 
(7) In deposit with banks .. 

4,000 
20,000 
25,000 

5,000 
54,000 

Total " 100,000 

168. The whole of the investment is not financed from their 
own capital. Some of it is borrowed. According to the' memo
randum the sources of their funds are as under-

(1) Their total capit.a.J 
(2) Borrowed from relations in India 
(3) Borrowed from loca.J banks 

TotaI 

Approximate 
Re. (1,000). 

85,000 
14,000 

I,QOO. 

100,000 

169. Before the recent depression the value of their business 
in Ceylon was estimated at Rs. 150 million. The excess of 
their investments then over their own capital, viz., Es. 65 mil
lion, was obtained by borrowing Rs. 40 million from friends 
and relatives in India and Rs. 25 million from local banks. They 
have been able to collect Rs. 50 million of their debts during 
the last 8 to 9 years which have been utilized in repaying Es. 24 
million to banks and the rest has been repatriated to India. 
The community is very pessimistic about the full recovery of 
their loans or the book value of their investments. They esti
mate that if the present conditions continue, they would lose 
about Rs. 40 million or 40 per cent. of their total investment in 
Ceylon. 

170. We have merely reproduced the figures given in the 
Chettiars' memorandum. It is difficult to, say if these figures 
are correct, as there are no reliable data'to test them. Some ,)f 
the witnesses have told us that the CIiettiars' interest in the 
Island is not less than Es. 500 million; others are more modest 
in their estimate and place the figure at Rs. 250 million. There 
are no data behind their calculations and their answers are no 
more valuable than mere conjectures. In the absence of 
statistical material, the figures of the association cannot be 

\ 

IlightlY' refuted. If. however, one attempts, to reconcile their 
estimate of business with the reports of general indebtedness, 

)

alld the fact that the Chettiars are the principal lenders to the 
indigenous population, one must admit that there is a wide gulf. 

, 
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171. We can, therefore, do nothing more than leave the Recommendation 
problem with our recommendation to Government to take up the to ~ellt . t 
question of agricultural indebtedness and to ascertain the real agncu uris s. 
position 90 as to find means to help owners of agricultural land. 
Whatever may be the position in the ·past, the future of the 
Chettial'S in the economics of the Island is a, question or 
paramount importance. ' 

172. There is no doubt that there is considerable shrinkage in Shrinkage of 
their activities. Their memorandum shows that they are them- Chettiar busine~s. 
selves hesitant about their future policy. In support of their 
reluctance .. to extend, nay even continue, their money-lending 
business in ,the Islandl " they give certain reasons which may be 
summarized as under:-

(1) The nervousness of banks in times of crisis and their 
wholesale caJIing back of advances put a very heavy 
strain on the Chettiar lending machinery which it can
not bear at all times and in all circumstances; 

(2) In order to meet bank demands they have in· turn to 
call upon their borrowers to pay up, which gives them 
a badl name as well as results in loss, as is usually 
the case in forced liquidations.; 

(3) Although they recognize ,and fulfil their obligations to 
pay banks, even if necessary, by incurring heavy 
sacrifice involved in turning their assets into cash, 
they do not experience the same treatment at the 
hands of their debtors; 

(4) The losses incurred during the present crisis make them 
doubt whether it is worth while continuing lending 
operations; and t,hey think that perhaps trade and 
industry oll'er better scope and security; 

(5) The introduction of income tax discourages foreign 
investments in the Island, particularly, at the time 
of dwindling incomes; 

(6) .. The talk now and again of a moratorium" (reference 
is to the Judgment Debtors' Bill) makes the Chettiar 
nervous and suspicious. 

173. The reasons adlduced by the Chettiars' Association for Short period 
restricting their activities cannot be lightly brushed aside. In borrowings for. 
view of their experience they would not be human if they Were long-term credits. 
not cautious. There are, moreover, other factors militating 
against the continuance of their money lending operations on 
the same scale as in the past. There is a rude awakening of 
both the banks and the Chettiars to the fact that it is 
basically wrong to finance long-term activities, or Iwherel the 
prospect of repayment within a reasonable time is uncertain 
or remote, out of s'hort period borrowings. The sysbem must 
break down under the slightest pressure. Their mutual dealings, 
even if they recommence, will be very much restricted. It is 
immaterial to our question whether the curtailment occurs 
through the unwillingness of the banker to lend or that of the 
Chettiar to borrow. The result in both cases is the same-
shrinkage in resources and reduced loan policy. To this must 
be added the increased' desire on the part of the people to have 
their own credit institutions. 

174. There now remains to consider the criticism levelled Is the Chettiar II 

against the Ohettillr. We need not pay any heed to vague and! .. blood sucker" 
abusive epithets like .. blood sucker" and" Shylock ", which and a .. Shylock '" 
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some of the people hurl at him. Such criticism IS generally 
found to be the result of sentimentalism and impudent impro
vidence. iBarring these fanatical attacks, the complaints against 
this community of bankers can be summarized as under:-

(1) In ordler to ov·ercome the stipulations of interest in the 
Money-lenders' Ordinance, which must apply to the 
Ohettiar and every professional money-lender, he is 
resorting to the practice of compelling the borrower to 
make fictitious entries in the promissory notes and 
other documtlnts of debt, so that on the face of it 
the transaction may appear to be witbi~ the four 
corners of the law but in reality he may have greater 
return of interest. 

(2) Many a business is said to have fMled because of the 
Ohettiar's prohibitive interest charge. 

(3) His dleducting interes~ in advanoo and! recovering by 
instalments without rebate of interest amounts to a 
considerable increase in the amount of real interest 
paid. 

(4) The rates of interest charged by ihim, even where no 
malpractices, of the above nawre are alleged, are 
high. 

(5) Liquidati<>n of debt !>y acquisition of borrower's properties 
through the execution of writ hail' led to the transfer 
of lands and buildiings from the indigenous people to 
the non-Ceylonese. 

(6) Many borrowers whose lands and estates EIore sold in 
satisfaction of debt are deprived of their ihearth and 
home and! means of living. 

(7) There is a drain of wealth from Ceylon to India in respect 
of the Chettiar's profits on his business. 

Reasons fOIl' high 175. Charges (1) to (4) are of a general character and could 
ra.tes charged. hold good in the case of almost every money-lender. We shall 

discuss them in common. with other similar cases when 'consider
ing the, posi~ion of frofessional moooy-Ien<llirs ~n~ the. Money
renders Ordmance., It shouLd, however, be sald m falrDess to 
the Chettiar that his actions are cleaner than those of the ordinary 
class of money-lenders. Except perha.ps with the object of 
getting more interest than what the law. allows him he does not 
obtain fictitioua documents. Nor does he resort to the practice 
of making false entries in promissory notes or accounts, commonly 
found in the lower types of money-lenders. Usually his rates 
are UIl!der the limits sanctioned by legialation. It is only in 
exceptional cases wheI'le the risk is great that ihe may try to 
evade the law, and that too would: perhaps be attempted by the 
lower class of Chetties. Their own comment on this accusation 
of high interest given in their memorandum is : -' . 

•• Leaving l\Sidethie case of the pet'ty lenders it is correct 
to state that the average rate of interest charged! by 
a Chettiar firm from his customer is 13t per cent. 
per annum. If the Chettiar ihs-d to borrow this money 
from the bank he wouLd have to pay at an average 
rate of 9 per oent. per annum plus an average com
misaion of 11 per cent. per annum. We submit that 
the difference of 3t per cent. is hardly sufficient to 
cover the extraordinary risk which a Chettiar money
lender takes in his transactions." 
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176. Every one of our witnesses, and there were many Slackness in the 
proctors and advocates amongst them, who was asked! about the selec~~n of 
cares exercised by the Chettiar in selecting his securities told securitIes. 
us that he was not at all particular. Many a title has been 
accepted by him which no bank would care to look at. The 
rigidity with which the State Mortgage Bank examines security 
is becoming proverbial. It may be that having the benefit of 
personal knowledge derived! from close contact with the borrower, 
he knew that the risk pointed out by his lawyer was not of 
much consequence in practice, but that shouJd not alter the 
possibility of a serious predicament in the event of recovery being 
the subject matter of a suit or his assumption of onerous burden 
of legal proofs and incurring legal and ". extra-legal .. costs when 
applying or appealing to law. When allowance is made for the 
irrevocable expendJiture ,that h~ is put to in such cases and the 
loss that he suffers, and there cannot be much doubt that in terms 
of their legal or contracrtual claims they stand to lose heavily 
on the present day prices of their securities, we do not think 
that the margin of 3t per cent. per annum is usurious, because 
the loss has to be regarded 8S being recouped from earnings from 
interest. This would be apparent if comparedl with profits 
available in trade and industry. 

177. The accusation of acquiring the borrower's properties in Acquisiti?D of 
satisfaction of debt has to be viewed from ~wo different and borrow~r s 
opposite view points. Does the Chettiar desire to exchange his properties. 
mantle of banker for that of the landlord? Or does he do so as 
a matter of necessity to protect himself against deterioration in 
debt? There is a considerable amount of unanimity in evidence 
and we can safely say tbat he is not at all anxious to own pro-
perties; his business is to deal in cash and money obligations. 
It is against the very essence of his calling to lock up funds in 
Isnds and buildings and prevent their being turned over and over 
agaan. Whatever estates. he has bought he is prepared to hand 
back even at a lesser price than the one he has paid. The con-
clusion that he is being forced to take over properties in the 
interests of preservation of his assets seems to be irresistable. 

178. When the amount of debt becomes more than the value Borrower's lack of 
of security, the borrower takes little interest in its upkeep. He interest in 
tries to take out as much as he can regardless of the consequences. property. 
He neglects to pay interest and allows his indebtedness to 
mount up. He evades his creditor instead of coming to some 
reasonable understanding. At times he adopts a threatening 
attitude defying the creditor to do his worst. It is of the essence 
of banking to cut short losses by realizing securities and not 
allowing values to slide down in the vain hope that one day things 
would brighten up. 

179. It is unfortunate that foreclosure deprives many a debtor Foreclosure. 
of his well-cherished home, but that is scarcely any fault of the 
Chettiar. If he had not advanced, perhaps someone else would 
have done so and at a much higher price, in which case the 
borrower would have been dispossessed of his property earlier. 

180. One might expect that the creditor should allow the Owner as tenant. 
unlucky owner to work as a tenant or labourer on the field after 
the 10SB of his land. We tried to ascertain why it was not usually 
done. The explanation we got appears reasonable. When the 
debtor through his indifference has brought himself to that pass, 
he is not likely to be particularly careful when there is no incentive 
for retaining ownership. To keep him longer on the property 
would lead to further depreciation in the asset. 



46 

Chetti!lr's gain. 

Principal defect in 
the Chettiar 
system. 

Their place in 
credit institutions. 

Who are 
pawnbrokers? 

CEYLON SESSIONAL PAPERS, 1934. 

181. The complaint that there is drain of wealth in the form 
of the Chettiar's gain requires some qualification before it can be 
a·ccepted. If they had a continuous run of good luck, and did 
not reinvest their pro.fits in the country, we would say that it 
was so, but their losses through depression, and buying of pro
perties. considerably modify that case. Instead of their taking 
out" on balance, it may turn out to be the question of bringing 
in money. Even if we omit these mitigating conditions, they are 
no more to blame than any other foreigners working iii Ceylon. 

182. 'The greatest defect of the Chettiar system, in our opinion, 
is that the credit allowed by it being too facile, it harms both the 
borrower and the lender. The debtor is deprived of the opportuni
ties of devising ways of self-help or using his initiative and powers 
in overcoming difficulties. Easy credit gives him a wrong notion 
of values in general and lulls him into a false sense of security. 
It the borrower in Ceylon has failed to develop that keen sense 
of punctuality in meeting his. obligations, the behaviour of the 
Chettiar has in no small way contributed to the development of 
that situation. If he had been strict in lending, if he had refused 
to ignore the legal defects in title or at least scrutinized them 
more fully, and if he had insisted on payment at maturity, much 
of the unnecessary and reckless borrowing would have been 
avoided and the misery of debt both to the debtor and the credItor' 
would not be as we find it to-day. Perhaps it was the prosperity 
shouldered by bountiful nature in Ceylon that made them blind 
to the economic realities of.debts. 

MINOR CREDIT AGENCIES. 

(1) Pawnbrokers. 
183. Among minor credit institutions the pawnbrokers occupy 

a prominent place. They are available to every one who can 
offer acceptable security. In the Eastern countries women folk 
keep a portion of their savings in ornaments which form a suitable 
basis for raising credit for the family in times of need. Loans 
against jewellery from neighbours, friends, and private lenders have 
been raised for ages. In pawnbrokers we find specialization and 
extension of this method of financial accommodation. 

184. Pawnbroking is done in Ceylon by the Ceylonese as well 
as by the Chettiars. The business of a pawnbroker may not be 
large, andI the amount of luis dealings is alwla:ys small, but the 
aggregate business of the whole class is certainly not insignificant. 
We have not been able to ascertain the number of pawnbrokers or 
the volume of their transactions, but some idea of their activity 
can be obtained from the figures supplied to us by the Ceylon 
Nattukottai Chett·iars' Association. According to their memoran
dum published in Volume II. of the Report, about 100 Nattukottai 
Chettiars do pawnbroking either as a business in itself or as a 
side line. The amount invested by these 100 firms in pawnbrok
ing is said to be Rs. 4 million. Some people estimate the total 
credit granted by all the pawnbrokers ~ the Island at Rs. 10 
million. 

Ordinance No. 8 of 185. The activities of pawnbrokers in Ceylon are governed by 
1893. Ordinance No.8 of 1893 as amended from time to time. But 

there is no such regUlation in areas where the Ordinance' is not 
proclaimed. Further, this Ordinance applies only in caseB in 
which the sum 1eI),t by a pawnbroker at anyone time does not 
exceed Rs. 500. 

Legal restraintE on 186. Every pawnbroker is required to take out a yearly licence 
pawnbroker. from the Government Agent or his assistant, under whose 
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territorial jurisdiction he resides. No auctioneer can be a pawn
broker. Unless there is something discreditable or dishonest 
about a man the licence would not be refused. A copy of each 
licence is given to the police. A pawnbroker is required to keep 
accounts and records of pledg~s in prescribed forms and to submit 
them for the examination of a Police Magistrate whenever called 
upon to do so and to give inspection of such books, documents, 
papers, and pawns to a Police Officer, not below the rank of 
Inspector, whenever such officer visits his place of business for 
such purpose. 

187. Every pledge is redeemable within twelve months. If the Sale of pawns. 
amount of advance is Rs. 5 or less and the article in pawn is not 
redeemed within a year and seven days of grace, it becomes the 
pawnbroker's absolute property. For higher amounts goods 
pl~dged can only be disposed of by sale by public auction. Both 
the pawnbroker and the auctioneer are required to observe certain 
formalities and to keep notes of the auction in prescribed forms, 
but there is no restriction upon the pawnbroker in bidding publicly 
at such auctions .. 

188. He is required to give inspection of the sale entry to the ~bliga~ion to give 
pawner and to pay to him, on demand, the excess of sale proceeds mspectlon. 
over the amount of loan, interest, and auction expenses, provided 
such insp~ction of excess is asked for within two years from the 
date of sale. 

189. Rates of interest charged by the pawnbroker are also Rate of interest. 
controlled by this legislation. If the amount of loan is Rs. 20 or 
under, he cannot claim more than 2 cents per rupee per month, 
but when the amount is more, the rate is reduced to 2 cents for 
ev~ry sum of one rupee and 25 cents. In addition to interest he 
can charge 4 cents for a pawn ticket, which is reduced to 2 cents 
when the loan is for Rs. 5 and under. J'he pawnbroker is required 
to exhibit this information in English, Sinhalese, and Tamil in a 
conspicuous part of his shop. 

190. Violation of the Pawnbrokers' Ordinance is punishable Pnnislmlents for 
with a fine or imprisonment, e.g., if a person acts as a pawnbroker violation. 
without a licence he becomes liable to a fine up to Rs. 100 or 
imprisonment for six months for every such act. 

191. Complaints were made to us in the course of inquiry Complaints. 
about th~ malpractices of the pawnbrokers. They are of the 
following nature;-

(1) A smaller sum is advanced than that shown on the 
pawn ticket; 

(2) An unauthorized deduction is -made so as to get higher 
interest than what is permissible under the law; 

(3) Bogus auctions are arranged and t,h~ pledges are purchas
ed by the pawnbroker either directly or indirectly 
through nominees for much less than their real ",alues; 

(4) The authOl·jzed rates of interest are high. 
(5) There. 6re many unJicensed p''1wnbrokers. 

192. It m!ly be true that grievances (1) to (3) are general, but Complaints (1) to 
a is impossible to suggest any remedy unless th~ pawner himself (3) examined. 
C'o-operates. The Ordinance gives him sufficient protection and 
if be fails to take advantage of it, the fault is entirely his. Legis-
lation can never help the reckless and improvident. In our 
opinion, sufficient penalties are already provided to check the 
dishonesty of the pledgees and there is no room to introduce any 
further legal measures. 
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193. With regard to complaint (4) we have to view the 
problem no1i merely as representing the cost for the use of 
money, but in conjunction with the working expenses of the 
pawnbroker and his responsibilities. In law he is liable for 
the value of the pledge if it is lost, stolen, or. destroyed by fire 
and for damages if there is depreciation in value due to his 
neg\ect. There is also the possibility of the pledged article 
t.urning out to be stolen property, in which case he would be 
deprived of the security and saddled with the loss of the advance. 
His rate of interest must inolude price for compensatJon of such 
risk or insurance premium in case he elects to cover it with a 
third part.y. In the case of bulky articles, such as furniture, 
there are factors of rent and damage by white-ants to be ta.ken 
into considerat.i.on. The amount of these loans is small so that 
t.he actual interest received is never large. If deduct.i.ons are 
made for reasonable interest and insurance premium, or a charge 
in. lieu of it, the balance will not be found too high for the safe 
custody and management of the loan. The utmost that. he can 
take for a loan of Rs. 2 for 12 months is 50 cents. Even if we 
consider l5 per cent.. per annum' as the reasona.ble charge for 
interest and insurance, which is not excessive looking to the faet 
that the legalized rate of interest is 20 per cent., he hilS hardly 
20 cents left for his working expenses, rent and safe custody 
charges. This is by no means excessive. 

194. Complaint (5) can be removed by the promulgat.ion of 
the Ordinance in the areas to which it has not been extended so 
far. If the complaints exist in notified areas it can be removed 
by the add~ vigilance of the Police and the public. Heavy 
penaJ.t.y is prescribed for not taking out· licences. It must, how
ever, be pointed out t.ha.t every one advancing on the pledges 
of goods is not a pawnbroker. It is only when he keeps n place 
of business for such a purpose that he comes Uilder the law. 
'Ve approve. of this distinction between professional and non
professional lending on the security of goods. 

195. The removal of the evils of the present system of pawn
broking does not lie in further legislation but in the introduction 
of public-spirit~d and honest agencies. If MunicipaJ.itie.s and 
Urban District Councils open pawnbroking departments or if 
limited liability .companies are started for this purpose by 
respectable people of a village or town, the business will be 
purged of its present abuses. It does not. require much capital 
which will be beyond the means of such institutions and gentry 
to provide. An expert shroff or merchant can be associated wit.h 
the business to assess the value of the pledges offered. He may 
be made manager of the concern. At. any rate the nature of 
the undertaking is not difficult or complicated. Gold and silver 
ornaments, silver plate and other art.i.cles of value and usefulness 
would be brought as security and eve? well-to-do person is 
generally in a position to more or [ess correctly appraise. their 
value and quality. Int.ricate cases may not be accepted until 
the management has gained d8:ail~ knowledge and experience 
of the craft or guarantee of some respectable local party may be 
taken in a.ddition t{) th,e pledge. On account. of the absolute 
safety of the advances 'and fair return the movement should 
wen spread once ita profita.bility and suit.ability are demonstrat€d. 
It would of course be necessary to kel:'.p the .working expenses 
under check. Where the amount and turnover of business are 
not large enough to warrant engaging whole-time st.aff, 
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pa'll'"Dbroking would have to be carried on as a side line. The work 
can be done by paying small extra allowances to the already 
existing staff. 

196. There is, however, one serious defect in the present Serious deled in 
Ordinance to which little public attention seems to have been existing legislation. 
given. We refer to secton 14 of the Ordinance. The surplus 
on the sale of a pledge remains with the pawnbroker and if 
not claimed within two years lapses to him. If the business of 
the pawnbroker fails during this period, the pawner will be 
entitled to only PTO Tala distribution and may lose a part of his 
money. The question arises: Why should he forfeit his amount 
if the pledger fails to make a claim within two years? Why 
should it accrue to the pawnbroker? The relation between the 
pledger and the pledgee should, in our opinion, continue to be 
the same after the sale, and the pledgee should not cease to 
be a trustee for the pledger's property. We suggest that the 
pawnbroker should be required to deposit all such surplus, as 
soon as available, in a special -account in his name in the Post 
Office Savings Bank, giving full details in each entry and specify· 
ing that no withdrawals should be allowed from it unless the 
withdrawal form is in favour of the particular pawner entitled 
to it and is further supported by the relative pawn.ticket. 
The amount standing to the credit of t.his account should be 
regarded as trust money, solely for payment to t.h.ose who are 
entitled to i~, and not available for the general creditors of 
the pawnbroker. To compensate the Savings Bank for additional 
work no interest need be paid on this account. If any amount 
remains unclaimed for a period of three years from the date of 
deposit, it should lapse to the St-a1;e and be ut.ilized for public 
purposes. We have purposely suggested the name of the Post 
Office Savings Bank instead of any other financial institution 
because of its easy accessibility in every part of the Island. 

197. Ano,her improvement in the law can also be made. Statistics of 
In order to get a reliable idea. of the financial business of this business to be 
class of lenders, they should be required to submit every year, asked for. 
on a stated date, the figures of their business. Returns submit· 
ted by the licensed individuals should be grouped together in the 
State Statistical Department. and the total figures published for 
the public information. Submission of these statements should 
be a condition for the grant of licence and its non·observance 
should be punishable. with a fine and forfeiture of the rights 
to do pawnbroking business. The following particulars should 
be asked for in these returns:-

(1) Number of borrowers on books at the end of the year. 
(2) The total of loans outstanding at the end of the year. 
(3) The distribution and the number and amounts of these 

advances according to the nature of the pledge. 
(4) The number and amount. of advances made during the 

preceding year. 
(5) :Number and amount of pledges redeemed by pledgers 

during the year. 
(6) Number and total amount of advances of Rs. ;; or less 

adjusted through the automatjc acquisition of pawned 
articles under section 10 of the Ordinance. 

(7) Number of auctions held and the amount realized thereat. 
(8) Number snd amount of advances repaid through sales. 
(9) The number of cases in which auctions resulted in surplus 

and the total of such surpluses. 
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(10) The number of cases in which auct.ions resulted in 
deficit and the total of such deficiency. 

(11) The number of persons and the total surplus deposited 
on their behalf with the Post Office. 

(12) The number of cases and the total amount which has 
lapsed to the Government on the expiry of three 
years. 

(2) Boutique-keepers. 

Business. 19B. Scattered throughout the count.ryside are the boutique-
keepers, the village traders and financiers. It is to them that 
the cultivators must go for their se!;!d paddy, food-stuffs and 
curry-stuffs, and it is to them that the crops must be taken for 
sale. Likewise the labourers on the estates and the rural folk 
must resort to ilie boutique-keeper for petty loans and to buy 
on credit necessit.ies of liie, to be repaid when they get their 
payor produce. There is no taking of bonds or promissory notes 
and the credit is based on the personal knowledge of the borrower. 
Very rarely is there deliberate default, in spite of want of 
borrower's signature. 

Credit operations. 199. The method of business of the boutique-keeper is usually 
to debit his clients in their running account.s with what they lend 
or sell and to credit them with the price of goods they bring 
to him. It is left to him at what rate to sell. The village 
buyer has no option in the matter, because there is no one else 
who will sell him on credit. Where no cash is advanced, no 
interest may be charged, but he has the upper hand in determin. 
ing the price at which to buy his debtor's crop; and this is so 
fixed as to compensate him for his t.rouble and loss of interest. 
The practice, however, varies with different boutique-keepers 
and loea;! custom and usage. In some cases when seed paddy 
is advanced, the boutique-keeper stipulates that one -and a half 
would be returned at the harvest time for every amunam given. 
It takes about six months for paddy to mature, S() that, the 
excess actually works out at 100 per cent. per annum. If 
through misfortune and bad weather the crop fails and the pay
ment is postponed for another year, two amunams must be paid 
instead of one and 'j), half and a fresh loan of paddy would also 
be needed to sow the next year's crop. When the loan is 
returned at the end of the next year's crop, the price paid for 
its use works out to 66i per cent.. It is curious that the 
interest when equated to £irile of advance should be less for 
the longer period. Is it S() because the creditor being a practical 
man takes 'a realistic view of the debtor's enfeebled posit.ion? 
In other parts of the Island where weather is always an uncertain 
factor two amunams are required to repay one amunam evell 
if repaid at the next haJ"\Test. This is to compensate him fOl 
increased losses due to greater probabilit.y of fa.ilure of crops. 

Advanta"es of loans 200. The practice of loans in kind hl\.ve one great advantag~ 
in kind. " about it. There is no variation in the burden of debt. due t( 

changes in commodity prices. The '8.gricultu.rist in othe; 
countries has been ruined by the present depreSSiOn on accoun' 
of increase in the weight of monetary obligation due to faU '11 

the price of primarY produce. Here in Cetylon ~he villagl 
cultivator is left practically unscathed. The severIty of th 
fall has affected his creditor. 

(lredit on running 201. Sometimes the practice is to debit the borrower with th, 
account. value of seed and other supplies including petty cash and t, 
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charge him interest on the running account. Various figures 
were given to us of the rate at which interest is claimed. The 
average, however, appears to be 18 to 24 per cent. 

202. Emphasis was laid by several witnesses on the high rate High rate of 
of interest which the boutique-keeper charges to his clients and interest. 
the dictatorial manner in which he fixes prices both when selling 
and buying. No doubt there is some substance in these accusa-
tions. But it would be unfair to ignore the peculiarities of the 
situation and condemn him wholesale. There are mitigating 
circumstances to be taken into consideration. In advancing to 
wrsona with aIender and precarious ;means who are unable to 
offer any tangible security and to whom no one else would lend 
anything, the financier takes very great risk. The business both 
in money and kind that he does with an individual villager is 
small. The margin between buying and selling is, therefore, 
kept high in this type of trade. His turnover being poor, he does 
not himself get the benefit of most favourable prices which ar:e 
usually available to a large dealer. 

203. The boutique-keeper is also a debtor to a Chettiar, or Borrows from 
some other financier, and he pays not less than 12 to 15 per Chettiars. 
cent. for the credit facilities he receives. Add to these facts the 
losses that he suffers and we have a true picture of his business 
and what it costs him to run it. His gain is nothing like what 
appears at first sight from the rates of interest and what the 
popular mind usually associates with his calling. If he could 
borrow at cheaper rates from some credit agency, he would be 
able to reduce the rate of interest that he now charges to his 
clients. 

204. In spite of all that may be said against him, there is no Important p~ace in 
doubt that this village money-lender fills an important place in rural economics. 
rural economics and he cannot ea3ily be displaced. We have 
been told in evidence that members of Co-operative Societies also 
resort to him for help. Some of the estate labourers, even where 
they hav~ estate caddies and their own thrift societies and co-
operative stores, resort to the boutique. T.hey ask for credit on 
the strength of the balances in their savings accounts. It is 
difficult to account for this friendliness in spite of cheaper agencies 
being available elsewhere, unless it can be explained by the 
personal factor that predominates in his dealings and the facile 
nature of his credit. 

205. Boutiques are generally owned by the Moors. The Sin- Who own 
halese are also gradually taking to them and their number is boutiques? 
increasing. There is very little difIerenc~ between their methods 
of working. 

206. We tried to frame an estimate of the number of boutiques Extent of business. 
and the size of their business. Beyond expressions of personal 
opinion of witnesses we have been unable to get any reliable data. 
An average boutique has perhaps invested only a thousand or two, 
half of which is said to be borrowed. But there is no doubt that 
the totality of their trade cum financial len dings for the Island is 
considerable. Some estimate that their total investment in trade 
and loans is Rs. 5 million, half of which is borrowed. 

(3) Money-lender8. 

207. Money lending differs from banking in the nature of ~oney lending 
resources from which loans are made. In the case of the latter ~Iff~? from 
it is borrowed money in the shape of deposits that is mostly an mg. 
utilized in lending, but, in the fonner. advances are made from 
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one's own means. From the borrowers' point, other things being 
equal, it is a matter of indifference whence the credit that they 
get is ultimately derived. 

208. There aJ;e a number oi people carrying on the business 
of money lending in Ceylon. They can be broadly divided into 
two sections: (1) private or amateur money-lenders and (2) 
professional mQney -lenders. 

209. To give the whole catalogue of their names or the size 
of their' lending is impossible. When a clerk gives Rs. 10 or 
.Rs. 20 to his colleague until the next pay-day, he is a lender; 
and there will be innumerable such cases. Even if we exclude 
these instances where assistance is the motive of lending, and 
confine our search to those in which gain by way of inter:est is 
the object, the task is not in 'any way simplified. All that we 
can do is to indicate the broad groups or classes of people who 
usually loan out their savings whenever they get a chance to 
employ them profitably. As security for debt they take either 
a simpre promissory note or a mortgage of property. 

210. A'large number of officials after retiring from Government 
and private commercial service are said to be utilizing a portion 
of their accumulated savings in advances. Advances on the 
mortgage of the borrower's property is the usual method of lending. 
In several cases the ultimate purpose behind the transaction may 
be the acquisition of the debtor's building or land. Everyone 
having spare money generally likes to interest himself in mortgage 
finance. Weare told a good many proctors and advocates do 
money lending, Being experienced lawyers, they secure them
selves fully. 

211. What we have said above applies equally to landholders 
and estate owners who want to increase their holdings. Of all 
the types of lenders the land-hungry is the worst. 

212. The landlord carries his financial activities in another 
direction too. He depends for cultivation upon his tenants and 
labourers, He leases out his land to them in parcels, and the 
arrangement is to divide the crop in a certain proportion. But 
the farmers have no money of their own to maintain them until 
the next harvest, or to buy seed or bullocks. The landowner 
supplies the necessary cash to enable them to buy implements 
of their calling and foodstuffs. He either charges interest on 
his money or, as is generally the case, stipulates for increased 
share in the crop over and above what would be due to him as 
the lessor, 

213. Unlike the professional money-lender whose dealings are 
controlled by the Money-lenders' Ordinance, the relationship 
between an amateur creditor and his debtor is governed by the 
terms of their contract. Ordinary law applies to the determina
tion of their disputes. 

214. Farmers, labourers, clerks and 6ther people with small 
means also lend on a petty scale. Tbey, however, reach a class 
of people who perhaps would be unable to get credit elsewhere, 
or, if they do would be asked to pay a much higher price, A 
number of Jaffna labourers who work in the Federated Malay 
States send their savings home which their relations try to loan 
out remuneratively_ During our visit to Jaffna we learnt that 
the local credit resources had undergone shrinkage, and on inves
tigation learnt that it was partly due to decrease or stoppage oj 

remittances from the Federated Malay States because the demand 
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for labour there, on account of the depression, had gone down. 
An example such as this forcefully reminds. one that even small 
savings are significant in the national credit scheme. 

215. We underst.and thlllt the Incorporated Trustees of the Other private 
Church of England in Ceylon have large investments in mort- credit agencies. 
gages. Sundry loans are also made by other private trusts. 
They are distinct from professional lenders as their primary object 
is the profitable employment of trust funds and not lending as 
an occupation or business. 

216. The name of the Charity Commissioner must also be Ch&rity 
included in the list of credit suppliers. He gives loans to very Commissioner. 
deserving cases and helps the small man to get out of the clutches 
of the Afghan or some other similar heartless money-lender. His 
work being humanitarian, he is all the more deserving of recogni-
tion and grateful acknowledgment. It is a pity that his funds 
are limited and his helping hand cannot reach all who need his 
succour. We can only hope that other philanthropists would 
emulate him in the spread of financial aid to release the small 
debtor from the clutches of the extortionate money-lender. 

217. Under the title, professional money-lenders, fall all those Professional 
who have adopt.ed lending as their occupation. We have already money-lenders. 
dealt with the CheMiar, the boutique-ke~per, pawnbroker, and 
the Afghans 'are also being treated separately. 

218. Ordinance No. 2 of 1918 is designed for the better regu- Money-lenders' 
lation of money lending transactions. The burden of proof Ordinance. 
whether a person comes under the operation of this Ordinance 
rests with the party alleging it, except in the case of a person 
of the class commonly known in Ceylon as " Afghans," who is 
presumed to be a money-lender unless the contrary is proved to 
the satisfaction of the court. In the Ordinance there is no 
definition of the expression " money-lender" and whether one 
would be regarded in law as such or not would !l.'est upon the facts 
of each case. 

219. The money lending legislation is calculated to protect Object of 
the borrower from the malpractices and exorbitant charges of his .. ~one! lending .. 
creditor. Every money-lender is required to keep regular legIslatIOn. 
accounts and to supply his borrowers, on payment of a reasonable 
sum for expenses, 8 certified copy of his loan account and to 
permit his borrower to compare such copy with the original in his 
books. Every promissory note taken as security has to be in a 
special form (Append'ix No.5) and if it does not conform to it., It 
cannot be enforced. Severe penalties are prescribed if wrong 
information or fictitious figures are entered in a promissory note, 
or if it is obtained in blank. Non-observance of the other provi-
sions of the Ordinance also make the lender liable to punishment 
of fine and/or imprisonment. 

220. Complaints were made to us that most of the money- Complaints 
lenders were generally violating the provisions of the Ordinance against 
in the following respects: _ money-lenders. 

(1) Blank promissory notes are taken. . 
(2) Incorrect or fictitious figures are entered in the pronus-

sory notes. . 
(3) Where interest is deducted in advance and repayment IS 

arranged by instalments, the rates of interest although 
under t,he limits given in the Ordinance actually work 
out to be much higher. 

(4) ThA limits of interest given in the Ordinance are too 
high. 
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Complaints (1) and 221. Although it is difficult for us to get proof of abuses ll) 
(2) examined. and (2) we have no doubt that they do exist in some cases. But 

the law is already sufficiently rigorous in these respects. If it is 
unable to check them fully that only shows its limitation. After 
all law can only lay down what should be done or not done. At 
the most it can punish on evidence of violation. But when the 
parties ,concerned conspire to remove all traces of evidence, the 
law becomes helpless. This is what actually happens when a 
borrower, instead of recording true facts of the transaction, gives 
false documents under confusion. Salvation from these evils lies 
not in legislation but in minimizing the need for such impecunious 
or helpless borrowing by increasing the economic productivity of 
tJ;1e. people and their consciousness through education altd by pro
vldm~ more respectable and honest credit agencies to help the 
genume cases. 

Complaint (3) 222. Complaint (3) is genuine. If lower limits were pre-
examined. scribed in such cases or the incidence of interest were taken into 

account on the earlier instalments, the creditor w~)Uld riohtly 
urge that the possibilities of remunerative employment of petty 
instalments are not the same as of the lump sum that he originally 
advanced and that the working expenses are also higher because 
of the increased trouble of watching, handling, and account
ing of the periodic amounts. He has perhaps to go to the 
debtor's place to collect his instalment and there is the cost of 
the journey to and fro. He also would compare his operation 
to that of a loan repaid by sinking fund, where the interest 
calculated for accumulating the sinking fund is always lower than 
the interest on the debt. Weare, therefore, not inclined to recom
mend any change in law for such cases. If the borrower finds 
it more convenient to repay by bits, there is no need to prevent 
this being done. 

Complaint (4) 223. With regard to the complaint about the maximum rates 
examined. of interest, it is true that looking to the present monetary' con

ditions they are high. The Ordinance was framed at a time 
when 9 per cent. was a normal rate for the banks to charge and 
there was nothing unreasonable if the retail financier were allowed 
to increase it by 100 per cent. Do we not find similar margin 
in many of the shops? The retailer lives by his trade and unless 
he keeps a big difference between his buying and selling he would 
no\; have enough for his maintenance. In big business where 
there is an enormous turnover, even a small margin of profit is 
sufficient. But the retailer's trade is very limited and he is to be 
judged differently. 

Discretion vested 224. It is not known how long the present easy financial 
in Judges to reduce conditions will continue. The law is framed with regard to its 
interest. permanency in applicatIon and suitability for all times. Viewing 

from this angle, we are not prepared to recommend .ar;y ~hange 
at this stage, specially when there is already a prOVISIon m the 
law whereby relIef in legitimate cases, can ~e given. Section. 4, 
sub-section (2) of the Money-lenders Ordm~nce has a proVISO 
which gives power to the court to reduce the mterest. eve!l wh~re 
the limits' are not exceeded. We recommend that thIS dIscretIon 
be freely used by the Judiciary. During the course .of our inquiry 
we were told by some Judge~ that they we.re takmg adve:ntage 
of this authority to help genume and deservmg ~ases. It IS but 
fair that when considering the reduction in the c~ntracted rate.of 
interest account should be taken among other thmgs of the prIce 
the creditor is paying himself on his borrowing. 
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225. There is, however, one direction in which we desire to Necessity for 
suggest a change, though none of the witnesses appears to have ~erence in 
d tte t · t't W f t th b' d'" mterest rates on rawn our a n IOn 0 1 . e re er 0 ere eIng no Istlnctlon secured and 
in regard to rates of interest on secured /Iolld unsecured loans. In unsecured 
the latter case the possibility of total or partial loss is much advances. 
greater and higher interest has to be allowed to cover the increased 
risk. Conversely, rates for secured advances should be lower. 
Although discretion has been given to Judges to interpret reason-
ableness of interest in relation to the special circumstances of 
each case, which includes consideration of risk and security, we 
are of opinion that the limits given in the Ordinance should be 
specifically lowered by 6 per cent. for cases where the creditor 
takes enough security, which through its sale can liquidate the 
debt. 

(4) The CheetuB. 

~26. Several offices have been opened in Ceylon during the Several offices. 
last two or three years for working the business of .. Cheetus ". Nat.ure of cheetu 
To attract business they advertise widely. A" Cheetu " is a bUSiness. 
transaction by which a person, known as the foreman or manager, 
enters into an agreement with a number of persons with the 
intent that everyone of the contracting parties shall subscribe a 
certain amount of money by periodical instalments for .a definite 
period. The foreman or manager usually* appropriates the first 
instalment fo,. himself for the services he renders to the subscribers 
and office and other expenses incurred on their behalf. He is 
also entitled to subscribe for one ticket in the cheetu, but unlike 
lhe other suoscribers he is not allowed to bid at the auction. 
He is further entitled to a commission at each auction t as fixed 
llnder his agreement with the subscribers. 

227. The foreman or manager collects the subscriptions every Monthly collections 
month or at fixed periods and on a certain day of the month which and disbursements. 
1e previously announces to the subscribers, auctions the a'ggre-
~ate amount among those who have not already made a purchase 
It a previous auction. Only those members who have regularly 
laid their instalments and· are not in arrear are allowed to bid 
It such auction; and the one whose offer for discount is the 
lighest, meaning the largest amount of interest offered in the 
Ihape of discount, gets the pool money, less the discount, which 
s distributed sometimes amongst all the subscribers and some-
:imes among those subscribers who may have so far not purchased 
lheetus in auctions, according to the arrangement previously 
mtered into with the foreman of the cheetu. The subscriber who 
rets the pool money at the auction, less the discount offered by 
lim, has to furnish satisfactory security to the foreman for the 
egular payment of instalments. The foreman is personally 
esponsible to the other subscribers for such instalments, and he 
akes good care to get proper security before the successful bidder 
s paid the full amount of the cheetu auction money. 

228. If an ordinary subscriber ceases to be a member after Procedure in case 
loying a certain number of instalments, he forfeits his right to mbmb~r~. stop 
be first instalment and is repaid the balance only after the BU scrIp Ions. 
ermination of the full scheme. In the place of a member thus 
etiring the foreman has the right to introduce a new subscriber 
r to reduce the scheme proportionately. 

• In certain types of cheetuB the foreman does not take the first instalment 
oi waits up to ·the end. . 
t In Borne mutual auction cheetus, 10 per cent. 18 charged on the net 

mount payable to a member and 12l per cent. 8.9 the discount. 
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properly conducted. eyon, u e auc Ion sc e~e IS e 0 .y sc eme allowed to 
work under the law. The Bntlsh and IndIan administrations in 
India have allowed auction cheetu business on the above
mentioned lines in their territories under certain regulations and 
if this business is allowed to be conducted in Ceylon under p~oper 
saJeguards it may benefit a certain class* of pe(}ple who are in a 
position to redeem their indeb~edness. by p.ayment of monthly 
mstalments and who do not mmd paymg high rates of interest 
to respectable creditors, provided such advances are not likely 
to be caUed up before the time agreed upon. Such schemes may" 
help debtors in meetillg unusual expenditure or ill paying off 
their unscrupulous creditors and liberating themselves from the 
clutches of Afghans and other rapacious money-lenders. It may 
also help some to redeem their mortgages. No doubt, there are 
many grave objections to this kind of business being done in the 
country without proper supervision. There would be many 
malpractices if the business is prompted by unscrupulous persons. 
At the same time, it is possible that if worked under special 
Ordinances safeguarding the illterests of those concerned, such 
schemes may playa useful part in the financial structure of the 
country. 

History of cheetus 230. Travancore is regarded as the birth-place of the modern 
in Travancore. cheetu business where it is known as .. Chitties ". At the 

beginning people engaged in this business suffered heavily, owing 
to the dishonesty and fraudulent practices of those responsible 
for its inauguration. The Government of Travancore was there
upon forced to pass Ordinances for the protection of those engaged 
in this kind of business, and we ;;J.re told that this class of business 
still thrives ill Travancore and other districts of Southern India 
and is instrumental in keeping the average man" out of the 
grips of rapacious money-Iend,ers ". The cheetus ill this part 
of India are, we understand, conducted and controlled by different 
co-operative soc:eties in, terms of their bye-laws, the societies 
acting as the foremen. 

Known by different 231. The cheetu is known by different names in different parts 
names in India. of India. It is called .. Chittie .. in TravancoreJ .. Kuri" in 

North Malabar, and" Nidhi .. in Madras. 
Cheetu operations 232. To understand this interestmg system of borrowing and 
expla.ined in detail. lending it is necessary to explain it at some length. The manager 

or foreman of this business get round a number of persons, say 
24, who agree among themselves to start a cheetu and subscribe, 
say Rs. 40 every month for 25 months. Every month a sum 
of Rs. 1,000 is collected. The first month's collection is appro
priated by the foreman towards expenses and for his labour in 
getting together the subscribers. From the second month, the 
collections of Rs. 1,000 are auctioned among the subscribers and 
paid to the bidder who offers the highest discount. If A offers 
to pay Rs. 1,000 for every Rs. 700 he receives at the auction 
and B is content to receive Rs. ~50 only, B gets Rs. 650 from 
the foreman and the balance of Rs. 350, less a certain agreed 
commission to the foreman, is distributed among the other sub
scribers as per arrangement .. The net result of this transaction 
is thatB gets a loan of Rs. 1,000 but receives in cash only 
Rs. 650 (after the deduction of the discount of Rs. 350). This 
advance ofRs. 1,000 he has to repay by monthly instalments 

* It was revealed in evidence that clerks in Government and mercantile 
offices and petty traaera usually resort to cheetus as means of borrowing 
mone1· 
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o~ Rs. 40. The previous instalments, paid by him before his 
bid, are also taken into consideration and are deducted in repay
ment. of the loan. B is further required to offer satisfactory 
security for the repayment of Rs. 1,000 in regular instalments; 
and the foreman is responsible to the other subscribers for these 
instalments. Such auctions take place every month for 25 
months. 

233. The net result of this system of borrowing and lending Medium of credit 
is that the early purchaser of these cheetus gets money on which and savings. 
he pays interest at the rate of 20 to 35 per cent., which varies 
according to the discount paid at each cheetu sale. The chief 
advantage under the scheme is the repayment of the loan by 
instalment and without the fear of its being called up before the 
due date. Those who buy the cheetus at later dates at the auc-
tion get the advantage of compulsory monthly savings and earn 
10 to 15 per cent. interest from the distribution of discounts 
every month after auction days, provided everything goes on well 
with the foreman and the auctions. The foreman takes his 10 
to 15 per cent. on each cheetu business in addition to the 100 per 
cent. which he appropriates at the first auction. Besides earn-
ing in the shape of discount, profits are also derived from heavy 
penalties imposed for delay in payments by subscribers. 

234. There are two kinds of auction cheetus now run in Two kinds of 
Ceylon- auction cheetus. 

(1) Cheetus in which all discounts are divided among all the 
subscribers, including the persons who buy cheetus at 
the monthly auction; and 

(2) Cheetus in which discounts are distributed among the 
unsuccessful bidders only at each auction. 

235. The first kind of cheetlis is more popular among the Their relative 
masses, as the successful bidders at the auctions also get the merits. 
advantage of the distribution of discounts from the beginning to 
the end-a. fact which goes t.o reduce considerably the discounts 
paid at the auction sales. The foreman, however, stands to 
make more rilIOney under the second scheme, as he always is 
one of the few subscribers entitled to the distribution of dis-
counts throughout. 

236. This cheetu system, if honestly carried out and organized Advantages of 
on sound financial basis, would assist a certain section. of bor- cheetus. 
rowers. If they are in a position to offer adequate securities 
and are able to pay regular monthly instalments, they would 
find great relief in joining well-regulated cheetu clubs. 

237. If the promoter of a cheetu is dishonest or slack in the Da~ger of cheetu 
selection of the sureties or security, the subscribers of a cheetu bUSlDess. 
organization are sure to lose their savings. 

238. If cheetu business is allowed to run without any public Need for regulations 
control or regulation, it is liable to dJegeDJerate into a risky in- and. special 
strument of depriving people of their savings. Its usefulness can OrdlDllnce. 
only be preserved if adequate security is demanded by the State 
under a special Ordinance from those responsible for its manage-
ment. 

239. The cheetu clubs have themselves acknowledged the Even. cheetu cl!lbs 
serious risks to which their subscribers are exposed. The Ceylon ~X::CIOUS of senons 
Benefit Co., Ltd., has made the following suggestiQns for rIS s. 
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minimizing such risks and it has asked Government to 
incorporate in ,the necessary legislation the proposals put fOlrWard 
by them:-

(a) .. No one should start cheetus without giving security to 
Government either in cash or in the shape of pro
perty . 

• (b) Every cheetu shall be registered with Government on 
payment of a reasonable fee, the bye-laws pertaining 
to the cheetu also being filed with such registering 
officer. 

(c) It should be made compulsory for each cheetu to supply 
every subscriber with a copy of the bye-laws forming 
'the basis of the contract between the foreman and the 
subscribers. 

(d) A copy of the minutes of every auction shall be for
warded to the registering officer within three days 
from the day of auction. 

(e) Every subscriber shall sig.n applications in Oluplicate, one 
copy to be filed with the registering officer and the 
other to be retained by the foreman. 

(j) The foreman shall be compelled to maintain proper books 
of account, subject to periodical audits by public 
auditors. 

(g) The foreman shall be compelled to pay the cheetu 
amounts on or before the due dates. If, however, 
the foreman is not satisfied with the security offered 
for the cheetu amount, it shall be obligatory on the 
part of the foreman to deposit the money in a recog
nized bank. 

(h) At present there is no provision as to how and when a 
cheetu can be deemed to have ended, except in the 
case of maturity. There are cheetu concerns that 
carry on auctions for a few months and then there 
are no auctions for some months; there are also 
instances of cheetus being terminated at the will and 
convenience of the foreman, at considerable loss to 
the subscribers. Proper provision, therefore, shouId 
be made in this regard. 

(i) Provision should be made for the inspection of books of 
account ot cheetu organizations by officers of Govern
ment as well as for the furnishing of a list of sub
scribers to any of the subscribers on demand. 

(j) Provision should be made for any person to inspect the 
documents relating to the cheetus at the office of the 
registering officer on payment of a; reas~nable fee." 

240. The Ceylon Benefit Co., Ltd., also calls attention to 
the following passage containing the views of the High Court of 
Travancore on Ordinances on the cheetu., business :-

.. It" (Regulation (3) .of 1918) .. has operated as an 
effective check in the st.arting of cheetus by men without 
sufficient means. " 

.. It has terminated the vagaries of unscrupulous foremen, 
and has safeguarded the interests of the subscribers. The 
chances of collapse of cheetus have been reduced. And the 
contentions in cheetu suits have been minimized owing to 
the existence of and the supply to the subscribers of the bye
laws., the keeping of proper accounts, the filing of the 
minutes of each auction with the registrar and the provision 
for the investment of the cheetu amounts if the same has 
not been paid to the successful bidder. " 
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241. We, however, are of opinion thllt Cheetu Ordinance Legislation 
should also provid&- recommended. 

(1) That no individual, firm or company, whether registered Registra11ion undel 
under the Business Names Ordinance or the Ceylon special Ordinance. 
Joint Stock Companies Ordinance or any other legis-
lation, can start or carry on the business under the 
style or of the nature of .. Cheetu " unless such in-
dividual, firm or company, is registered under a special 
Ordinance known as the "Cheetu Ordinance". A 
severe penalty should be imposed for infringement 
of this provision. 

(2) That all companies registered under such an Ordinance Minimum paid-up 
should have a paid-up capital of hot less than capital. 
Rs. 10,000 to be subscribed in cash. No business in 
cheetu should be started till the required capital is 
subscribed and paid up in full. 

(3) At no time shall such a company institute cheetus of Maximum limit on 
the total value of more than ten times the value of business. 
it-s paid-up capital. For instance, if there are four 
cheetus started of Rs. 1,000, Rs. 500, Rs. 250, and 
Rs_ 100, the total amount involved in them would 
be Rs. 25,000, Rs. 12,500, Rs. 6,250, and Rs. 2,500= 
Rs. 46,250. If the paid-up capital of the company 
is Rs. 10,000 they could institute further cheetus to 
the extent of the remaining Rs. 53,750 only, IIIBking 
Rs. 100,000, i.e., ten times the paid-up capital. 

(4) A standard form of agreement setting out the rules and Standard form of 
regulations of cheetu business should be approved by agreement. 
Government and the names of the subscribers 
should be recorded with them. The company should 
be left free to settle its own terms of remuneration, 
expenses, &c., with the promoter or the foreman of 
the company and the subscribers, but these terms 
should be incorporated in the agreement before it is 
signed by the company and its clients and recorded 
with Government. 

(5) With the start of every auction cheetu the company Deposit with 
should deposit with Government a sum equivalent Government. 
to double the value of such cheetu. Thus.. if the 
cheetu for Rs. 1,000 is subscribed and is to be auc-
tioned, the company should deposit with Govern-
ment a sum of Rs. 2,000 in cash or in securities 
of the Ceylon, India., or British Government or in 
the shape of deposit receipts of approved banks made 
out in the name of Government. 

(6) The company shall intimate to Government every Intimation of 
case of default in payment of instalments from the default. 
successful bidders at the auction cheetus or from its 
subscribers, whether the time allowed to such 
defaulters under the agreement has expired and 
whether the instalment of the defaulting subscriber 
has been paid by new subscribers or the cheetu 
reduced proportionately. 

(7) The company shall report to Governmen~ the name ~ame of su~sf~ 
of the successful bidder at each auctIon and the bidder and dlscoun. 

f h d· t Ii' d b h' to be reported. amount 0 t e lscoun 0 ere y 1m. 
(8) The company registered under this Ordinance should not Res_trictions on 

be allowed to carry on any other kind of business and busmess. 
should, in no circumstances, be permitted to incor-
porate in its articles any power to receive deposits, 
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open savings or 'current accounts or. to do any kind 
of banking, trading, or insurance business. If strict 
care is not taken to restrain these companies from 
doing banking and insurance business, in the event 
of their failure the future prospects of indigenous 
banking and insurance institutions will be jeopar
dized. 

"(9) These companies should ali no time be allowed to style 
. themselves" banks" or " insurance" coIIllpanies. 

(10) Any dispute between the company and its clients should 
be referred to arbitration. 

(11) Where there are several defaults and no substitutes are 
. available, or when the company itself defaults in 
taking up. the place of the defaulters and subscribing 
to the monthly acC'.ounts, it should be left to Gov
ernment to decide whether the proposed auction of 
the cheetus should be stopped and whether steps 
should he instituted to take the company into 
liquidation. 

(12) No company registered under the Ordinance should be 
allowed directly or indirectly to bid at auctions. 

(13) A system of tenders should be introduced under the 
Ordinance along with the auction system. At the 
time of the sale the subscribers should hand over 
sealed envelopes containing their offers for discount 

. to the Manager of the company and these should be 
opened in the pres,ence of the bidders or. their proxies 
and the ihighest bidder should get the cheetu so 
auctioned. 

24~. How cheetus can be the i:nstruments of fleecing f,he 
innocent and the unwary, it is not difficult to visualize. A 
foreman can have a number of his nominees as subscribers to a 
cheetu; there may be even bogus names. At an auction he could 
feel the pulse of the bidders, and if he finds that there are a few 
very needy subscribers eager to get the collection regardless of 
price, as is very often the case, he could well raise the bidding 
of discount through fictitious bids by his nominoees. The sub
scriber badly in need of funds, in face of such keen competition, 
would ultimately come by the collection at a ruinous rate of 
interest. 

Amount of discount. 243. Cases have been reported to us where in an auction cheetu 
of Rs. 250 the bidder was satisfied with Rs. 60 only. In another 
case, at an auction cheetu of Rs. 1,000 the bidder offered a discount 

Tendering system 
for bids. 

Registration under 
Business Names 
Ordinance and 
want of capitoJ.. 

of Rs. 640, receiving only Rs. 360. 
244. To avoid this ruinous rate of discount offered by persons 

in want of money, we would suggest that offers should be received 
in sealed covers to be opened in the presence of the subscribers. 
This would be in the interests of all concerned and would remove 
moSit of the mischief, done by the promoters and their nominees 
and agents. ' 

245. We ihave been informed! that eighty-six companies doing 
cheetu business haVie registered themselves under the Business 
Names Ordlinance. In Jaffna and other Tamil districts the cheetu 
business is worked by promoters with no capital of their own and 
various schemes are placed before the public, calculated to bring 
in the maximum of benefit to the promoters at the cost of the 
subscribers. It is, no doubt, for the borrowers and lenders to 
watch their own interests and borrow or lend moneys at rates of 
interest suitable to themselves; Government can have no say in 
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these dealings if they do not come under gambling or lottery 
transactions. At the same time we think it is the duty of ev-ery 
administration to protect the interests of the illiterate and 
innocent members of the public. 

246. The cheetu system provides a crude form of borrowing Cheetu crude form 
and lending suit~d to a certain section of the community in d-ebt of b~rrowing and 
who are denied any kind of financial facilities by bankers. When iendmg. 
national indigenous banking is introduced and popularized in the 
Island and when small loans will be available through local banks, 
to those who can offer reasonable securities, the cheetu will 
gradually disappear. 

(5) Afghans. 
247. The word literally means inhabitants of Afghanistan, a Who is an Afgban? 

country situated to the north-west of India. In the sphere of 
lending it connotes those members of this class who do money 
lending. In their sche~ of credit there is no question of 
sentiment or sympathy. 

248. The Afghan is reported to be a most rapacious type of Methods of his 
money-lender. He is always on the lookout for someone who work. 
Deeds a loan badly and whose capacity to repay is not totally 
el.tinct. He will inveigle him into his meshes. Sometimes the 
debt will represent the price of cloth or some other article which 
the debtor has been induced to buy. He regularly visits the race-
course to entice those who are frowned upon by fortune. His prey 
lies mostly among the poorer and lower middle class sections of 
society. According to the Money-lend-ers' Ordinance, the 
maximum rate of interest is fixed at 20 per cent. But this will 
not satisfy an Afghan. He overcomes tbe obstacle by making 
bis borrower write the promissory note for double or treble the 
8JOount of money actually lent. At times he takes a blank 
s!gnature, keeping himself free to enter whatever sum he likes. 
In these respects, too, he is going against the law and making 
himself liable to punishment. The rate of interest written in the 
document of course does not exceed the legalized ra.te; but that 
matters little when there is ample compensation in the fictitious 
amounts of principal entered in the document. He settles with 
his debtor to repay the full amount shown in the promissory note 
by some sort of regular instalments. He usually passes no 
receipts for amounts paid to him. It is said in respect of his 
borrowers ... once a diebtor, alWlayS a debtor". He more or less 
shrew:ily judges his man. If there is room for more credit he will 
induce him to borrow further, say when an instalment or interest 
is due; and he is not afraid to use physical force to collect his 
dues. When be finds that efforts to recover the loan are futile, 
he brings in.a suit for the full amount of the promissory note. 
Although the debtor plead's want of or insufficient consideration, 
and although the coullts have power to reopen cases, he rarely. 
succeeds in the defence. In putting bis signature to documents 
at the time of borrowing he has deprived himself of a reasonable 
chance of a successful defence. 

249. It was revealed to us in evidence that these people came Pr~fitable?less of 
to the Island with a paltry sum of a hundred or two, but that thell' busmess. 
~'hen they go home at the end of two or three years they carry 
with them a little fortune of five to six thousand. All this mon-ey 
has been obtained through their lending profession. They fatten 
themselves on the misery and improvidence of the poor. 

250. It is difficult to suggest means to release borrowers from Means .to save men 
their clutches when they knowingly and deliberately allow from his clutches. 
themselves to be fleeced, and acknowledge in writing to have. 
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received more than what they actually obtained. Even the 
Police cannot do anything to save such men from their stupidity 
and recklessness. The law has gon.e to the fullest limit to protect 
the public from the Afghans, so much so that unlike other creditors 
he is presumed to be a money-lender unless proved to the contrary. 
If in spite of the legal safeguards, he carries on a thriving business, 
that only shows that no amount of legislation will help those who 
are their own enemies. 

251. In view of the great menace the Afghans are to their 
debtors, it,has been suggested that they should be permanently 
banned from coming to the Island or engaging in money lending. 
Were there no difficulty concerning international reactions, we 
would strongly urge the Government to consider seriously the 
advisability of some such legislation. 

252. In so far as malpractices and the use of physical force 
are concerned, it is suggested that the Police might be on the 
lookout and ask for exemplary punishment whenever an offence 
can be proved. The principal remedy lies, however, in educating 
the people not to be so reckless in their dealings as described 
above and in assisting them to form sectional or group Co-opera
tive Credit Societies.. Charity Commissioners take keen interest 
in helping men out of the Afghan's hold and people should be 
advised to approach this institution for help. Unless one is in a 
chronic debt position there is always some hope of saving him. 

253 .. We have tried to ascertain the number of Afghan money
lenders and the total amount of money lent by them, but we were 
not able to get any reliable data. Although an appreciable 
number of them are working, the amount of their advance is not 
very large. 

GOVERNMENT AND CREDIT SYSTEM. 

254. Before we close the chapter on the existing credit agencies 
in Ceylon we would briefly review the Government's role in the 
credit system. 

255. The Government's place in the credit system of a country 
may be viewed from two main aspects:-

(1) The cash funds at the disposal of Government being large 
the manner and method of keeping these funds must 
have far-reaching effects upon the monetary 
mechanism; 

(2) The main objective of its direct lending operations must 
be to afford financial assistance to the recipients. 

256. Supply of credit is not the direct and primary objective, 
but in actual effect the result of such actions tantamounts to 
active participation in the financial field. We propose to deal 
with these two operations separately. 

Size of Government 257. Government receive money from the public in the 
funds and their shape of taxes. As the State in Ceylon 'carries a good deal of 
lodgment. . 1 f h t ~. bl·· t'l't h il busmess, most y 0 t e ·na ure 01 pu lC U 1 1 y: suc as ra ways, 
Taxes and income ports, post and telegraph, and supply of electricity, it also gets 
provide funds. money in the ,shape of charges for services rendered throu~h 

these undertakings. It is true that this money does not femam 
permanently with tlhe Government; it has to be disbursed to a 
large extent in the form of salaries and expenditure, but the period 
during which it does remain with the Government gives it the 
power of disposal ove:.: them. 

258. Government also manage several public funds, e.g., 
receiving money. Provident Pensions, Charities and' Endowment' and receives 

deposits from contractors, suitors, trustees, &c. The ways in 
•.• --- ---- --~-" .. n.:l",. H,,, ".(mtrol are numerous and varied. 

Other sources of 
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259. On account of its power of disposal over the money that Effect of transfer, 
comes into the public exchequer, the State has & unique im- money from public 
portance in the financial system. Any amount paid into the ~~:~:ernme~t on 
Government Treasury must affect the siZE) of currency in circula- g Bya em. 
tion, unless it was'privately held in cash and came out of hoards. 
If, however, as is very often the case, it is withdrawn from banks 
or bankers, it means reducing their cash and power to lend. If 
instead of re-depositing the moneys received by it in the banking 
system, Government were to keep them in their vaults, the 
cumulative effect of such withdrawals on the business of the 
country would be serious. It would lea,d to a contraction of 
currency which, under certain circumst>anC("--s, causes pricea to fall 
and thereby altere the position between the creditor and the 
debtor in terms of commodities. It is true that much mischief 
cannot be done, b,ecause money must be continuously paid out as 
well for Government's obligations. But there is no doubt as to 
the power of Government in shaping the monetary policy. In 
speaking of currency here, we use the term in its broader sense, 
meaning money, and do not refer to the State's functions as the 
currency and note-issuing authority. 

260. . GoverJ?-ment are free to keep their funds in the!r treasure Meth.ods o~ keeping 
chests, Invest In bonds and loans, or to keep them wl·th banks. aud mvestmg 
They may keep their money in the country and/or outside, and money. 
their investments may be internal and external. In actual 
practice the Ceylon GOvernment funds remain distributed in all 
these forms. The proportions of various investments and lodg-
ments of funds are probably determined if there is any conscious 
policy and purpose behind· them, by the estimates of requirements 
as to amount and time, considerations of security and safety 
behind the institutions where money is kept or invested, the 
return by way of interest andl the need for financial aid of objects 
which the State regands its responsibility to help. 

261. To have an idea of the magnitude of its financial re
sources and employment thereof, it is necessary to classify the 
receipts and disbursements of the money which comes into its 
hands. An attempt in this direction is being made in the 
following statement:-

98 

181 

84 
.6 
88 
67 

(Figures of amounts in million rupees.) 

N atore of Balance. 
Cash 

in 
Hand, 

With Banks 
and 

Agents. 

Financial Staumen·' 
tfthe Il!land u:-: 0'7 11'0 14'6 7'4 2'8 1'2 'S 47'0 

C~8wa:vGovernm~. '1 '2 _ _ _ - - '3 
LoanaBoard .. - - - S'2 - 6'4 - 8'6 

Lo~~VelO~=FU:k~C - - - - - 4'3 "7
2 

104:~ 
Ceylon Savings ~~!:;;~ - 1'0 - 8'! - l'S 
PO~~nk°llice Sa.~ 'I 'I _ 15'1 _ - 'S 15'0 

Total Rs, (millions) "r-;.g""i'2-S t;:'6 "'ii8-9 --;s ""i2-2 --. s-I"ii6-5 
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Other miscellaneous 262. In the preparation. of this table we ihaVle omitted: funds 
!unds

t 
andt n at the disposal of minor Government and semi-Government 

c.;~~~~;n lc!,unt. ,activities such as Coconut and Rubber Research Schemes and 
Immigration Fund. We hav,e also excluded large investments 
which the GoVlernment makes in respect of the Currency Reserve 
or on account of sinking funds for loans. If the latter item Were 
taken into account, the Government's total investment in 
Colonial and Dominion securities would go up from 33.9 million 
rupees to 161.2 million as under:-

Selection of banks. 

.. Power of the 
Purse ". 

Government as 
direct lending 
agency. 

Investments as per above statement 
Investments on account of Currency Reserve 
InVlBstment on a.cCOlmt of sinking fund for redemption of 

loans to local bodies .. 
Investments held on behalf of the sinking fund for the 

public debt 

RB. 

33' 9 million 
33'8 

'6 

92'9* 

161'2 

263. 'Dhe Gov,ernment is thus handling and managing total 
investments and cash to the extent of oV'er Rs. 200 million, 
,and its policy in regard to the selection of banks, deposits, the 
types of securities for investments, the proportion between the 
two and the size andl time of conversion of one into the other. 
must influence considerably the financial organization of the 
Island. Inquiries were made from the Treasury Department as 
to the basis on which banks for deposit of Government 'funds are 
selecbed. Beyond the simplel answer that the choice was made 
in the endl of the last century and that all the banks then working 
in the Islandl were ,approved, We! coul\d not ge~ any further 
explan.ation. P'erhaps the consent of the Secretary of State is 
required when approving a bank. If this is so, it must be merely 
an a'dministrative formality and coulodl not mean withholding 
Government patronage from banks that might have lately 
opened their branches. To diO so would be to perpetuate mono
poly .and ,deprive the money market of that healthy feeling 
obtained through fair competition. We -see no reason why new 
names should not be added to the list of approved banks, even 
though they 'are financi,ally sound! .and solvent, merely because 
they did not exist in the Island in the nineteenth century. On 
December 31, 1933, Government had deposited a sum of Rs. 17 
million with hanks in Ceylon. 

264. Itt could have then used the " power of the purse .. in 
inducing those banks to be mor~ sympathetic to Ceylonese. No 
bank can afford, to ignore the reasonable wishes of its customers, 
especially when the client happens to be the Government. Even 
if no fault of discrimination or differehtiation in the method of 
working may be found in regard to their credit policy, the attitude 
of the banks in refusing the sons of the soil, their legitimate 
place in the banking service is indefensible. 

265. Beyond giving loans to its own und'ertakings and meoeting 
their temporary cash deficiencies, the Government does very 
little of direct len,ding. Public officers, however, can borrow from 
the Government for certain purposes and under certain conditions. 
Before the inaugul"ation of the Local Loans 'lind DeV1elopment 
Fund! in 1916, it used to make advances from cash balances to 

'" This includes £384,547 in deposit with Westminster Bank anil RB.23,295 
in hand pending inVlBstment. 
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Municipalities, Urban District Councils and similar. local bodies 
and to the C<H>perative Societies. This work has, however, now 
been transferred to this new organization. There are, however, 
old outstandings due to the institutions just mentioned. In 
course of time they would be repaid! when the last traces of the 
State's direct lending would disappear from its balance sheet. 

266. In the statement of assets and liabilities of the Island Particulars of 
as on September 30, 1933, we find the following assets in the loans. 
shape of loans :-

Ra. Rs. 
LoaM to raOfl·Got>emmmI Institulion8-- (1,000) (1.000) 

456 
628 

1. Loans to local bodies (Sinking Fund Investment) 
2. Loans to local bodies •• 
3. Loans to public officers 129 

1,213 
LoaM to Got'l!t"ftme1ll "ndmaking_ 

4. Colombo Electric Supply Co. (Stores) .•• 378 
5. Ceylon Government; Railway-Cash advanoos 2,396 

3,774 

Total • • 4,987 

267. In some caseslo8ns are made to public bodies out of voted Loans from voted 
expenditure. These are distinct from advances from cash expenditure. 
balances. The total of these loans outstanding on September 30, 
1933, was Rs. 995,000. 

268. Items Nos. 4 or 5 do not represent the total advance Sources of loans to 
made by the State to these bodies since their inception. Original Govermn~nt 
sums lent or invested! in these concerns have been ·converted into undertakings. 
capital accounts which stand to the credit of the Government in 
their respective books. The sums bere referred to are assets of 
the cash balances and. should be repaid from the earnings of these 
businesses. 

269. The total capital outlay of the Government on railways, Capital outlay on 
Colombo Electric Supply, and the Colombo Port amounts to certam works. 
Rs. 303.0 million. 

270. Although the LQCal Loans and Development Fund is a Other credit 
concern of Government, we propose to deal with it separately activities. 
in view of its separate and distinct entity. Likewise, we have 
not included under this section the working of the Loan Board, 
which is also closely associated with Government~ There, 
however, remains for us to acknowledge the assistance of 
Government to the agricultural landowners for long-term credit. 
We refer to the guarantee which the State gives in respect of 
tbe debentures of the State Mortgage Bank. The position of 
this bank in the credit system of the country, on account of its 
importance and distinctive nature, also calls for separate 
treatment. 

271. .90vernment in Ceylon do not make direct loans to ~t aid to 
the agriculturists as the Provincial Governments in India. do in agncnltore. 
the shape of Takavi loans for agricultural purposes under the 
Agriculturists' Loans Act, and for improvements in land under 
the Land Improvement Loans Act. Possibly, this is 80 because 
there is no system of land revenue here and the State is not 
directly interested in the fortunes of the cultivators for its finan-
cial resources. It may also be that in the absence of the land 
revenue administration, reoovery of these advances would be 
difficult and costly. The Agricultural Department, however, 
8-~. X.46710 (lOIS4) 
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grants seed loans in some cases to farmers, which are repayable 
in kind at the end of the harvest, with 50 per cent. increase. 
On the face of it, the charge for accommodation may seem high. 
about 100 per cent. per annum if the period is taken into account, 
But it is to be remembered . that the amount of loan is small and 
there is handling and administrative costs, which perhaps absorbs 
the whole of the interest amount and needs something more, and 
.the borrower is not subject to the risk of fluctuation in prices. 

272. Government's responsibilities to the farmers are, 
however, not entirely ignored. It has established the Local Loans 
and Development Fund which, by financing the Co-Operative 
Credit Societies, gives monetary aid to the present members. 
The State Mortgage Bank help, with long-period loans, the better 
class of agticulturists owning land. In a way, lending through 
-these: special agencies created for these purposes is a better 
method of administering financial facilities than assuming direct 
responsibilities. The State also makes direct advances to the 
settlers in the Colonization Schemes. The only case that does 
not appeal" to have received Government's attention is that 
of the cultivator who is not a member of the co-Operative system. 
But it is open to him to join this movement, if necessary, by 
forming new societies, and thereby avail himself of financial aid 
from public funds. 

273. 'Ve have so far confined our observations to the status 
of Government as a credit agency. Its reverse position as a bor
rower, or one wanting credit, may now be examined. "\\'ben 
Government floats loans, it assumes the role of a direct debtor. 
We shall deal fully with these aspects of Government's 
activities later when discussing the savings and investment sides 
of credit. But Qur treatment of the present question would b~ 
incomplete unless reference was made to the public debt of the 
country. 

274. The public debt of Ceylon on September 30, 1933; 
amounted to Rs. 212.8 million. On a population of 5.3 million 
this works out to a debt burden of Rs. 40.15 per capita. The 
visible and invisib1e capital assets of the Government of Ceylon 
are, however, so great that they cover the public debt liabilities 
of the Island several times over. In the first place the value of 
the Sinking Fund which is being accumulated to meet the debt 
payments at maturity amounts to Rs. 92.9 million. H this is 
deducted from the amount of debt, the net liability is reduced 
to 119.9 million, or Rs. 22.60 per head of population. Against 
this liability Ceylon's capital assets, including value of buildings, 
Post and Telegraph equipments, irrigation works, roads, &c:, 
amounting to several million, are over Rs. 303.0 million. ThIS 
is made up as follows:-

(1) Capital outlay in Ceylon Railways •• 
(2) Loan to Colombo Electric Supply Cor· 

poration •• .• 
(3) Capital expenditure on Colombo Port • 

Re. 
226·4 million 

10·2 
66·5 

303·1 

Public capital 
saving. 

275. If the amount of the public debt is deducted from the 
. public· capital assets, the Island has a surplus accumulated capital 

balance to the extent of Rs. 183.2 million. Instead of there 
being a debt burden of Rs. 40.15 per capita, as appears at first 
sight, there is public capital saving of Rs. 34.56 per head of 

population. X. '" 2. • '2 ';) <g • N~4- t 
~·I 

IO'l:t'l-
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276. If the account is taken of the funds in the hands of the 
Local Loanll and Development Funds, Rs. 4.4 million, which is 
in the. nature of secret reserve of the State, the capital saving 
per capita would be increased by another rupee. 

277. The d~bt position of the Colony is .entirely satisfactory Debt position 
as compared wIth almost all the other countries. The position entirely 
of her next-door neigbbour, India, may be described to bring out satisfactory. 
in relief Ceylon's splendid achievements. The total debt of India 
on March 31, 1933, amounted to Rs. 12,108.6 million. Interest-
yielding assets held against the loan obligations amounted to 
Rs. 9,688.7 million. The uncovered liability is thus reduced to 
RB. 2,419.9 million. On a population of 352.7 million, this works 
out to a burden of Rs. 6.86 per head of population. As compared 
with his Indian friend the Ceylonese is better off to the extent of 
Rs.40.06. 

CHAPTER Y. 
NEED FOR A NATIONAL BANK. 

278. In this chapter we shall discuss the deficiencies and 
defects in the existing credit system and the need for the establish
ment of an indigenous State-aided Bank. We shall also examine 
the views expressed by several witnesses, including the existing 
banks and the representatives of the Ceylon Chamber of Com
merce against the proposed change in the banking structure of 
Ceylon. . 

279. The opposition from the existing British banks and the Opposition against 
Imperial Bank is on the same lines .as that emanating from the a State·aided 
Ceylon Chamber of Commerce, namely, thai; there is not suffi- Bank . 

. cient business for a new bank, and that there are enough non
Ceylonese credit institutions now existing in Ceylon. They both 
assert that there is no need for a national bank of the character 
described to them, even though its constitution be approved and 
efficient management. assured by His Excellency the Governor. 
The non-Ceylonese merchants do not view with favour the 
establishment of such an institution because of their connections 
with the existing banks which they regard <as sufficient for all 
purposes. With the inauguration of a national bank, the 
inhabitants of the country may hope to receive ·the same kind 
of attention and credit fa{lilities which the non-Ceylonese now 
enjoy from the existing banks, and which, at present, in most 
cases, 1ll'e denied to them. The establishment of an indigenous 
bank with. powerful resources at its back would place the' 
Ceylone96 and non-Ceylones·e borrowers on a footing of equal 
advantage. An ordinary indigenous bank 'with a small capital 
and without Government support is not objected to illy the 
banks end the ChlllIDber. 

280. Theevfdence given by the representatives of the ~s ~he opposition 
exchange banks and the Ceylon Chamber of Commerce against alustl1iable? 
State-aided Bank is more or less on the same lines, as they both 
object to any kind of State-aid being given to such a bank. They 
desire that banking facilities should be afforded only by the banks 
now established and thev see no' room for an indigenous State-
aided Bank. They wouid not object to, and cannot prevent, it 

new foreign bank from opening a branch in Ceylon. but they have 
objections to a powerful national bank being opened in the country 
in order to promote credit facilities. In Ceylon there are seven 
big banks financing the import and export trade; they also 
participate to some extent in the financing of the internal trade 
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\ I of the co~ntry through C~ettiars and shroffs. Their objection to 
\\ the estabhshment of an elghth bank on the ground mentioned by 

them does not appeal to us. In India as well as in Ceylon the 
interests of powerful indigenous and non-indigenous banks are not 
identical and in both countries non-indigenous banks which are 
more powerful institutions than indigenous banks have almost the 
monopoly of the export and import trade. The right of indigenous 
banks, all the same, to exist and senTe their country cannot be 
denied. England, France, Germany, Italy, Russia, America. 
Japan, China, Australia and almost all the countries have reaped 
the benefits Ilnd acknowledged the advantages of indigenous 
banks. Where sufficient capital is available from the public. 
State-aid is unnecessary, but where, for various reasons, suffi· 
cient capital is not forthcoming, State-aid is essential and has. in 
many cases, been availed of. We might well quote here the 
instance of America, where Government ,recently under-wrote the 
issue of fresh capital by banks and offered to take up such capital 
as was not subscribed by the public and thus strengthened the 
position of the banks by increasing their' capacity to offer credit 
facilities to trade and industries. Powerful indigenous .banks are 
always helpful not only to the commercial community, but also 
to Government in their hours of need. They are the real assets 
of a country which can look upon t.hem for assistance and help 
in times of depression in trade and can always count on a 
sympathetic attitude in abnormal circumstances. Foreign banks 
may withdraw their funds when required for business or other 
purposes in their own country regardless of the difficulties to 
wliich such action would expose the trade and industry of the 
countries in which they serve. Non-indigenous banks, after all, 
functioJi in Ceylon primarily for their own benefit and for the 
oenefit of those engaged in trade with foreign countries. 

281. Itriiay be mentioned that Ceylon is perhaps the only 
important country in the world which deposits Government :funds 
with foreign banks without taking any security from them. It 
is not within our knowledge that Government funds in any other 
case are deposited within the country with non-indigenous banks. 
If one indigenous bank with State aid were started in Ceylon, a 
portion ,of the money now deposited with foreign banks should 
be withdrawn and deposited with the national bank in the 
ordinary course of business: Such withdrawal would not certainly 
be in the interests of the non-indigenous banks now receiving 
Government and·other deposits and utilizing the same in any way 
'they like inside or outside the country. That, however, is not an 
argument that ·should stand in the way of III much needed reform 
in the banking system of the Island. 

Grounds for the 
establishment of a 
natjonal bank. 

282. We are convinced that there is enough business in the 
Island to support more than one indigenous bank if start€d with 
a big cupital and managed· by experienced hands. If· there is 
enough business. to keep seven existing banks going. t,he same 
v(11ume of work could easily be divided amongst eight banks, 
without materially affecting the prospects of any ons of them. 
A lru-ge volume o.f.business that really should go through banks 
is a.t present, left in the hand;; of private money-lenders and 
Chettiru-s, and it is possible that the .new. indigenous bank would 
be able to att,ract a portion of that .business as well. It is 
also proba;bl!l tha,t various merchants and investors, who. for 
one reason or another, dQ not deal at present wit,h non-indigenous 
banks, would be willing to go to their II own .. bank and have 
dealingswitih 'it.' There is lit.tIe doubt. that an indigenous bank 
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with State aid, with powedul resources at its command, havino 
an influential directorate and sponsored by effic~nt :rnarnagement: 
would work very successfully. . 

283. On the establishment of an indigenous bank with a. 
large capital and resources, a marked change should be noticed. 
in the att.itude of existing lending agencies towards their Ceylon
ese clients, as has been noticed in India. Credit will be offered 
ab cheaper rates by banks, Chettiars, and money-lenders. 

284. India. has made eonlllderable progress with her 
indigenous banks, and 84 indigenous banks with capitals and 
reserves Bmounting to Rs. 132 million and ha.ving total deposits 
of Rs. 660 million are at present working. in India.. We feel 
confident, therefore, that Ceylon with an import and export 
trade valued at Rs. 927 million in 1926 and Rs. 377 million in 
1933, is in a position to have a national 'bank of its own. We 
shall endeavour in some of the succeeding chapters to determino 
for it a form most suited to the country's requirements, and 
shall devise a banking system calculated to help the country's 
trade Bnd industries by providing increased credit- facilities to 
one and nll at cheaper rates of interest. 

285. There are tWQ small banks, the Bank. of Uva .and the Deficien?ies a.nd 
Hatton Bank, which a.re incorporated! under the laws of the d~~.ts In t~il 
~sl~nd. ~ut they serve. specifi~ financial requirem.ents of a :;~e:~ ere 
lImIted chentele and theIr part ill the general bankmg of the 
Island is insignificant. Any casual observer will not fail to 
notice that the banking of the Island is solely in the hands of 
foreigners. We use this word in its broader sense.. Europeams, 
including Englishmen, Indians, and people of other non-
indigenous nationalities, having no permanent attachment to the 
Island, come under this category. Whether we take into 
account th~ Exchange Banks or the Imperial Ba.nk cd' Lndia or 
the modest Indian banks, they are all in the !hands of foreigners. 
Even the private banking syste.mJ is noOn-indigenous. Tlie 
Chetti·ar, who mostly figures as a private banker, or the money-
lender, is a non-Ceylonese. Unless there is behind the working 
of the banking system that patriotism and national enthusiasm 
which have stimulated and sustained the trade and industries 
of other countries,no nation can rise to its fullest economic 
stature. This is proved by the history of other nations. 

286. What English banking has done for England, national Ba.nks. of other 
banking elsewhere has' done for its respective countries. countries. 
American 'advancement in the realm of commerce and industry 
and her specializatJon in big business. and. mass production would 
have been impossible without national banking. The German 
credit system before the Great War transformed that nation, so 
to s'ay, overnight from an agricultural toO an industrial country. 
Even for the evolution of co-operative credit we a.re indebted 
to that. count-ry. Japan's present industrial growth owes a great 
deal to her banking facilities. Numerous examples can be. given 
to show how the prosperity of a country depends _ upon the 
qur.lity and size of its banking. 

287. It is true tha.t some of the reputed financial systems in Their work. 
the world have given way, but. the~ause of their failure [ieB not 
in their being indigenous but elsewhere. When economic 
conditions all the word over are stabilized, hatiopaI banking. 
in every country is bound to be in the Bame unassailAble position' 
as in the past. Not only have nliitioI1al banks done good. work 
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in sustaining domestic enterprises during the stormy transitional 
period, but have ,S;:so brought about &.djustments necessitated 
by the changing and altered international relations in trade, 
industries, and communications. Thejl are doing the same 
indispensable service in times of distress and adversity as in an 
era of economic peace and prosperity. 

288. Ceylon has the same 'area as Belgium and Holland. 
But t.he former has . nearly 500 indigenous banking offices lind 
the latter 650. Even if we for the moment waive the distinction 
between -i.ndigenous and non-indigenous concerns, there is a 
banking office for every 5,000 people in Belgium and for 
approximately 12,000 in Holland. In the case of Ceylon, on an 
6.verage over 350,000 persons have to be satisfied with one banking 
office. I 

289. Not only ar~ the banks in Ceylon non-indigenous but 
their management is in the hands of non-Ceylonese. The 
European officials of the banks do not come into everyday 
contact with the people of th~ country. They lack that intimate 
touch with tpe local enterprise lind local population which is 
generated only by a. free and unfettered intercourse of' daily 
life. 

290. In th~ past., banks have tried to meet the drawback 
of a want of personal touch by having two intermediaries between 
them and the Ceylonese-the shroff and the Chettiar. We have 
described in detail in the last chapter the part that the shroff 
plays in the banking administration and shown how demoralizing 
and vicious it is. Nowhere else in the world would such a 
method of distributing credit be tolera.ted. Although the shroff 
has unquestiona.bly helped many a man to obtain financial 
accommodation, the system is corrupt and liable to 'abuse. ThE 
banks themselves seem to think t,hat way. They have assured 
us that, whatever may have been the form of this mediation i1: 
t.he past, the system no longer exists in its old reprehensiblE 
shape. The Ceylon Chamber of Commerce have also told Ul 

that the shroff system has now been remodelled. If this is 
really so, it shouH be a matter of general sat,isfaction. 

Displacement of the' 291. .. What ", it may be asked:" will be the reaction of 
shroff. the displacement of t.he shroff upon the credit situation as a 

whole?" The class of people that formerly could go to banks 
through this official would be without means of financial 
accommodation. The shroff would do his ut,most to frustrate 
whatever scheme the banks mighli evolve to replace him. At 
the present moment when demand for money is not. so great, 
nor lending so free and liberal,aBwas the case when times were· 
llrosperous, the bank shroff may not do much harm or the banks 
may do without, him, but we have also to visualize what tbe 
position would be when no.rmal conditions are restored. We 'are 
strongly of opinion that under the present condit,ions and forms 
of administra,tion the ,.non-indigenous banks are not adequat.ely 
equipped to assist an appreciable portion of the indigenous 

Reduction in 
Chettiar's 
resources. 

population. 
292. Let, us next "take the c'ase of the bank's distribution of 

credit through the Chettil~r. We have already acknowledged the 
importance of this' agency in the development, of the Island. 
But the price that he demands for lending is far too high. It 
is said t.hat anyone who once falls. into the .clutches of the 
Chettiar can never releases himself from debt. Perhaps this is 
an exaggerat"ion,; but there ,is no denying the fact that 15 to 18 
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per cent. interest is an excessive monetary charge which business 
at no time can bear. In days of unprecedented prosperity 
borrowers could and did perhaps pay this high interest; but times 
have irretrievably altered; to be caJIed upon to pay the same 
price for credit now seems very inequitable. 

293. Assuming, however, for a moment that business can IItnd Chettiar's capacit:r 
will pay the, Chettiar's interest and that t.here will be the same to lend. 
inducement for the Chett.i.ar to lend, we have also to consider 
whether his capacity to lend has remained the same as in the 
past. It is an open secret that a considerable part of his financial 
resources came in the form of borrowings or loans from banks 
and of deposits from the public in India, Burma, and Ceylon. 
Both these sources have literally dried up. The present depres-
sion has demonstrated that it is unwise for financiers to lend 
for long or uncertain periods out of short-term loans and deposits. 
Neither the banks nor the public would ever repeat their mistakes 
of the past and it would be impossible for the Chettiar to rely 
upon these channels of assistance which have hitherto irrigated 
his monetary fields. 

294. Mr. Ian Stewart stated in his evidence before the Com- Its result. 
mission t.hat it was not the banks that had' stopped credit to the 
Chettiars but that the Chettiars themselves did n~t need any 
credit. This vie.w is in conflict with what the r~prese.nta.tives of 
the Chettiars have told us. But whether the stoppage in credit 
is due to t.he unwillingness of the banks or of the. Chet£iars, the 
result is the same. They will no longer play their erstwhile 
important part in the credit scheme of t.he Island. This void 
must be filled in. 

295. The present banks are principally concerned with th1 Present banks 
financing of the foreign trade of the Island. This is borne out bj m!lre con~erned 
the fact that their activities are centred in Colombo. With th'3\WIth foreIgn trade. 
exception of a branch or two of one or two banks, they have never: 
cared to open any offices to assist in the internal trade of the' 
country. Even the existing branches owe their birth to the 
circumstances connected with foreign plantation enterprises which 
involved movement of foreign capital and the financing of their 
business and exports. They were not opened with the primary 
object of financing internal trade. The movement of produce in 
all its stages from the field to the exporting point is financed in 
a crude way. Big estates may not be wanting credit or money 
but numbers of smaller cultivators pay enormous prices to their 
.. boutiquekeeper .. financiers. The absence of financial facilities 
has multiplied not merely the number of middlemen but the stages 
through which goods have to travel before'reaching the hands of 
the exporter. 

296. What is true of exportable goods is equally true of the 
financial machinery, or lack of machinery for the movement of 
imports to the retailer's door. The banks are at the most content 
to come up to the importer or the indentor and the journey of 
the goods onwards remains no business of theirs. 

297. The banks have taken no material part in the financing\Financial 
of home consumption of indigenous products. If they had ever ~eficiency for 
regarded this work as falling within their orbit, they would have ¥1terna.1 tra.de. 
most certainly studied the conditions of marketing and of internal \ 
trade and would have not merely tried to finance them in a sys- "1 

tematic way but would have, if necess~ry, insisted on imPove-j 
ments in their organizations. 
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298. Partioipation in the finance of domestio trade and 
industrief;> and the movement of goods to and from the sear-board 
require a network of banks or branches, reinforoed by agenoies 
and pay offices at plaoes where business is too small to warrant 
the opening of a r.egular office. Owing to their system of 
administration and high cost of working, the existing banks would 
not find it profitable to inorease the number of their offices. This 
is perhaps why there has been no geographioal expansion in their 
offices. . 

299. Even the expenses of running offices in Colombo must be 
pretty high. If they were lower, perhaps some relief might 
accrue to the borrower. The rate of intere!?t that he pays is too 
high as compared to what prevails in the neighbouring oountry, 
India. Whereas banks there are anxious to lend at 3t per cent., 
the rate here is 5, 6, and e.ven 7 per cent. This is so because 
the high administrat.ive. expense and restriction in business 
neC,essitate bigger margin h'8tweenthe borrowing and lending 
rates. -

300, The business policy of the banks is dicttlted from centres 
situated thousands of miles from their local seats of business. 
The Directors of the banks may be fully conversant with broad 
trade conditions and international aspects of financial proposals. 
They can never enter into the domestic spirit of the propositions 
that may be placed before them. Often they have to chalk out 
a credit programme for the institutions as a whole and to ration 
out credit to individuals dealing at more than one branch, even 
though their reSources may not necessitate the imposing of a 
limit upon their branch business or upon the totality of credit 
available for any branch. It is prudent to restrict one's commit
ment!? to an individual party. If the size of the business happens 
to-be large, the merchant would be obliged to seek aid elsewhere. 

301. Thel'e is a general complaint all the world over that 
Directors of a bank are .free in their lending operations at the 
head office but are very rigid when considering bra-nch proposals. 
Although this is generally denied, the grievance is not entirely 
unfounded. It is inherent in the system of branch banking. The 
Directors naturally take a broader view when the borrowers are, 
so to say, " under their very no&e ". When the proposals relate 
to transactions thousands of llliles away fr(\m their supervision, 
they would not be human if they did not become more cautious 
and careful. Even if need for a rigid personal watch for the 
overseas business of a firm which has an office ,at the headquarters 
of a bank may not be so felt, it is bound to arise in the case of 
firms who have no connection with the bank's head office. 

302. Credit is a powerful instrument but it can be abused as 
well. When there is busin-ess rivalry or industrial conflict between 
two countries served pythe same' bank, the one which has a 
bigger branch or head office will certainly manreuvre with a view 
to use the control of credit vested in its Directors in order to defeat 
the economic opposition of the other. 

303. There are no remittance facilities in the Island. Postal 
money orders are too costly for commercial purposes. Banks are 
the most convenient medium-for this kind of service. We have 
seen that there' are no banks and no branches outside Colombo 
and a few other places. Funds are bodily transferred from place 
to place. Not only does this impede circulation of money but it 
involves needless cost. _ In several instances, remittances in and 
out of a place must balance themselves and the physical transfer 
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can thus be avoided. Those who want to send out funds can do 
so by buying a draft or a telegraphic transfer from a :fi..Q.ancial 
agency which will use the amounts thus obtained in paying those 
who want finance locally against payment in some other place. 
This pairing of business is impossible at the present moment. 
Planters hav~ to pay heavy commission, .approximately 1 per 
cent., for getting funds on the estate because cash has to be taken 
to them from Colombo. At the same time money collected in 
the neighbouring railway stations and post offices has to be railed 
to Colombo. What a wastage of effort and expens-e I If there 
were banks at convenient centres, the expense of the double 
journey could be avoided; and there would only be a nominal 
exchange charge on remittances wit-h resulting economy in the 
circulation of money. 

CHAPTER VI. 
PROPOSED BANKING STRUCTURE: .A: NATIONAL BANK 

FOR CEYLON. 

304. A grave defect in the cr"OO'it. machinery of the Island is ~~ of organized 
the lack of organized indigenous banking. For all practical pur- mdig~nou8 
poses, the Ceylonese are without an institution which they can banking. 
call their own and which can ident,ify itself with the national 
aspil'lations of the people. The policy of the existing credit 
institutions is directed and controlled from centres outside Ceylon. 
The nerve centre which operates .the mechanism of the Exchange. 
Banks is situated thousands of miles 'away from their locale. 
Direct and intimate contact, therefore, with prevalent business 
conditions and personal touch with prospective borrowers are 
almost non-existent. 

305. The Chettiars' business is not organized on modem lines Chettiars and 
and their charges are heavy. They rarely lend below 12 to 15 banks. 
per cent. This heavy charge may not have crippled trade and 
industry when prices were high and money kept pouring in as a 
result of world demand for Ceylon's products. The times have, 
however, now altered. The margin of profits shrinks year after 
year; the borrower cannot bear the burden of a high rate of 
interest. Similarly, the creditor cannot get funds from banks on 
easy terms. A portion of thJe ChettiJars' l1'esources has been 
derived from advances from banks. They bad in the past large 
credit lines with banks. During the Last few years, however, 
some of the Chettiars have not been able to meet their obligations. 
It may, therefore, be expected that the supply of credit to them 
would hereafter be considerably curtaHed, even if business 
relations between them and the banks is restored to the old 
bases. 

306. Having regard to the altered! conditions we are of opinion Need for an 
t:hR_t the need for a strong indigenous commercial bank is indigenous bank. 
imperative. No country in the world of the size and importance 
of Ceylon should be without -a bank of its own. Evidence before 
us has unmistakably demonstrated the existence of this defiCiency 
an:}· the harm that its absence causes to the economic interests 
of the Island, and most of our witnesses have been emphatic in 
their desire to see a change in the prevailing conditions. 

307. The institution of 11 big commercial bank should result Lowering of 
in the lowering of interest rates which, in tum, would reduce the interest rates. 
cost of production. Ceylon mainly produces commodities which 
are required for the international markets, and consequently the 
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price which they can fetch depends mostly en ext.ernal factors. 
It is, therefore, expedient that every effort should! be made to 
lower tihe prime cost so as to increase competitive power in the 
world trading centres. Every item of cost should be subjected 
to 0. close scrutiny with 0. vi~w to ascert.aining if it could not be 
Deduced, and national banking should: prove useful in this 
direction as well. 

Present most 308. The present appears to be the most opportune time to 
opportune time. bring into being 0. national bank. Stability in the tea and rubber 

industries has been introduced by national agreements in regard 
to their production and export, and there is every hope that 
losses suffered in the past would in time be made good and that 
creditors and investors interested in and having 0. stake in these 
enterprises will be freed' of their anxieties in view of steady 
appreciation in their securities. The only other important staple 
produce of Ceylon, besides tea and rubber, is coconut. Its price 
has touched so low a level .that .a. further drop appears extremely 
improbable. Further, provision of greater banking facilities must 
enable the cultivator to reduce hiS high· interest charges and the 
middlem~lll's commission, which are inseparable from the present 
methodl of finance. 

A State Bank or a· 309. A" State Bank .. is often associated with the idea of a 
State·aided Bank. bank of issue.. It generally ha.ppens that on the opening of a 

State Bank, note-issuing functions are also transferred to it. At 
the present stage of its economic development Ceylon hardly 
needs a Central Bank of Issue. It is not yet adequately equipped 
for such a highly advanced and technical form of credit 
mechanism. A t.ime may come, after credit organizations have 
sufficiently advanced, when, to unify and co-ordinate all the credit 
agencies and to introduce unity of policy and control of currency 
and credit, such a bank will be necessary. We go further and 
suggest that this should be the ideal. There are several factors 
on which would dependl the fulfilment of this ambition, the most 
important being the rate of progress of indigenous banking and 
of the assimilation by the people of the banking and investing 
1habit. When that stage is reached the question whet.her the 
Central Bank should be owned by private capital or by the State 
might be appropriately discussedl. At the present moment, how
ever, the country is not ripe to have a Central Bank and we are 
emphatically of opinion that a State Bank without note-issuing 
functions would be unsuitable. 

310. Several witnesses have expressed themselves in favour 
of establishment of a State Bank and not a State-aided iBank 
simply because tihey .think that the public would not subscribe 
freely to the capital of a State-aidedl Bank, and that moneys 
would be more salie with a State Bank under the guarantee of 
Government than with a State-aided BaJ?k, which would be a 
joint-stock concern in which a part of the capits} would be owned 
by the State but without any guarantee to the bank's depositors. 
Some of them were of opinion that unless there was the control 
of the State over such a bank, it wouldl not work satisfactorily, 
and that unless there was a State guarantee people would not 

• I deposit moneys for want· of confidence in the bank. When the 
advantages of a State-aided Bank, if free from Government con
trol, were explained to them, some of them expressed their 
willingness to accept a State-aided Bank with a sound constitu
tion and under an efficient management. We would have advised 
a State Bank with capital owned by the State orguar"nteed by 
it if it were possible to work it free from State control. We 
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admit that if B State (Bank were established with a capital pro
vided by the State end with the guarantee of the State to its 
depositor:s, the bank would be B great success so far as its deposits 
and the confidence of the investing public are concerned, but 
due to State control, whereby the bank would be responsible to 
the Legislature, the very object of such an institution to give 
credit facilities and, to help trad.e and commerce in a business
like manner regardless of party politics would be frustrated. 

3Il. For the same reasons we would not give preference to Ceylon SaVlDgs 
a scheme to convert the Ceylon Savings Bank, which is under Bank. 
State control and' guarantee, into a State Bank. This would 
have been relatively easy to dl), but, in our opinion, the State 
should not inflict such heavy responsibilities on commerci.al banks 
in the country. Government have already taken upon themselves 
the responsibility of guaranteeing debentures of ,the State 
Mortgage Bank to the extent of Rs. 25 million and have also 
guaranteed the deposits of the Ceylon Savings Bank which, as 
e.t September 30, 1933, amounted to Rs. ~,628,796. 

312. Taking aU the circumstances into consideration and the Recommendat!on 
fact that commercial banks in every country attract the con- fo1' a State·alded 
tidence of the public principally through their capital, we recom- Bank. 
mend a State-aided Bank with -II capital substantial enough to 
command the confidence of the investing public. Participation 
of the State in the capital unquestionably would enhance public 
conJidence, if not to the same extent as in the case ofa State 
Bank, at least to a very material extent. In the case of a State 
Bank there is always the danger of ~t being reduced. to a Govern-
ment department subject to all the disadvantages and disabilities 
incidental to departnrent.al rigidity and red-tapism. Form and 
procedure would predominate and economic realities, on which 
credit should be based, wouId. be treated! as of lesser importance. 
Modem Governments are run mostly on the basis of political 
parties and the administration of the bank's affairs would be 
influenced! by the views of the party in power. 

313. The only alternative is a State-aided Bank. Its consti- A SlatE:.aided 
tution should be so designed as to overcome the drawbacks Ba~~~~n 
discussed above. It is essential that the principal indigenous bank cons u . 
of the Island should have a formidable capital so that it may be 
aole to maintain its prestig~ among other banks doing business 
in Ceylon and inspire confidence in the public, whose surplus 
funds are to be mobilized in the cause of national economic 
activities. Unless ilie Bank possesses adequate resources it will 
be unable to fulfil the mission it is designed to perform., The 
people of the Island are not familiar with joint stock banking 
enterprises. It would take some time before the advantages of 
puttina savings in shares and stocks would be fully realized. The 
State,Otherefore, ought to assist the bank with a part of its capital 
at least to the extent that the public is not able to provide on 
account of the reasons stated above. 

314. Freedom from political interference ought to be the 
essential consideration in evolving the constitution of such a bank. 
Beyond helping it in the matter of capital and extending to it 
the patronage of some of its funds by way of deposits, which are 
now placed with existing banks, Government should not assume 
any further obligations. Ther~ is no. need. for Govern!De~t to 
give its guarantee for the Bank s depOSits or Its other oblIgatIOns. 
When the country becomes investment-minded, Government may 
sell off their holdings in the Bank's shares, and thus reduce it to 
the status of " purely joint stock bank, the ideal form of 
commercial banking. 



Big capital 
essential. 

State contribution 
to capital. 

Opposition to 
State aid. 

Our view. 

CEYLON SESSIONAL PAPERS, 1934. 

.315. Irrespective of the consideration of prestige and the need 
for inspiring confidence, there is a further reason why the capital 
of the bank should be large. On this Bank would devolve along 
with other banks some of the burden of providing short-term and 
long-term credits to the trade and agriculture of the country. It 
is, therefore, essential that its resources should be ample to meet 
su,ch demands~ Large resources in the shape of deposits would 
only be attracted to the Bank if the security to depositors in the 
!!hapeof capital was ample. We are inclined to think that 
unless the Bank has an authorized capitaJ. of Rs. 20,000,000 it 
would not be in a position to function fairly. A glance at the 
balance .·sheets of other important banks working in Ceylon would 
show how vast the. capital of each of these concerns is. If it is 
desired that the proposed Bank should have the same status and 
enjQY similar prestige, the amount of capital suggested by us 

. should be regarded as the minimum. There is a direct relation
ship between the capital, deposits and the credit operations of a 
bank and the extent and volume of the credit which the Bank 
would be called upon to meet would fully justify such a large 
llapital. . . 

316. In order, however, that the business of the Bank may not 
be. unduly burdened with a heavy capital liability in its early 
years, we suggest that the issued capital' should, in the first 
instance, he only Rs. 10,000,000. The demand for the Bank's 
shares would go on gradually increasing as its utility becomes 
more manifest and its stability fully ensured. The balance of 
the authorized capital can, ther~fore, be issued later on terms 
advantageous to the Bank, thereby enabling it to build up a con
siderable reserve. How to raise the capital.is another important 
question demanding careful consideration. Had the people in 
Ceylon been accustomed' to investments in shares of joint stock 
concerns, there should have been little difficulty in getting this 
capital subscribed by the public. In view, however, of the 
present economic development and financial organization of 
Ceylon and the ignorance and apathy of investors concerning the 
financing of trade and industries through joint stock institutions, 
only a small proportion of the proposed capital of the Bank is 
likely to be subscribed by the. public. The balance will have 
to be taken up by the State. 

317. The evidence before the Commission goes to support the 
view that it is necessary that the State should contribute towards 
the capit-al of a State-aided Bank. Some of the European 
witnesses and the Ceylon Chamber of Commerce in its reply to 
some of the questions in the questionnaire have expressed them
se1ves against establishing a State Bank or a State-aided Bank; 
nor do they approve of Government giving financial assistance for 
the encouragement and development of banks or industries in 
Ceylon. This is what the Chamber states in reply to question 
No. 21 of Part I. of the questionnaire--

•.• Government should not interfere directly with private 
enterprise and this Chamber sees no necessity for Govern
ment to give financial assistance, but should the findings of 
the Commission from the evidence submitted to them show 
that it is desirable for Government to encourage and develop 
local industries, this Chamber considers ,that the most 
scrupulous care should be taken to make the c0l!-d5~ions of 
guarantees such as to preclude any reasonable pOSSIbIlIty that 
the scheme shall impose a burden on the taxpayer." 

318. We cannot see eye to eye with the Ceylon Chamber of 
Commerce on this subject, in as much as their views are not only 
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antagonistic to sound principles of economic development of a 
country, but also seem to ignore what is actually bemg done all 
over t.he world at the present moment. The Governments of 
the countries in Europe and America are now doing their b~st 
to help the trade and industries of their countries by lending 
money, providing capital and. otherwise lending support a.nd 
encouraging their industries. In order that national industries 
may be self-supporting and independent of other countries all 
Governments feel impelled to support private enterprises and to 
take a lead in promoting and financing trade and industries out 
of the taxpayers' money, and this is generally accepted as ~ policy 
conducive to the good of the country as a whole. , 

319. The part played by the British Government in encourag- mustrations in 
ing and developing the textile trade of Lancashire, the subsidy s'.'-pport of our 
given by them to shipping in England, the Overseas Trade Act view. 
of 1920, and the Trade Facilities Act of 1926 to finance trade and 
industries in England are instances of the healthy support offered 
by a Government to indigenous commercial and industrial enter-
prises. The action taken by Signor Mussolini to increase wheat 
production in Italy and by the British Government for a similar 
purpose and the facilities offered to trade in America by ,the 
Nati-onal Recovery Act are measures of recent dates showing tlie 
direct .. interference by Governments with private enterprises " 
wiih a view to rendering them all possible assistance by the 
imposition of a .. burden on the taxpayer" and with the object 
of co-ordinating and developing the efforts of individuals cone 
cerned and protecting them against the inroads of foreign capital, 
foreign competition, and foreign domination. Restrictions in the 
tea and rubber industries are nothing more than II. form of Gov-
ernment "interference directly or indirectly with private 
enterprise ", and these restrictions we believe are welcomed by 
the commercial bodies of the countries interested. The Ceylon 
Government with ample resources at tlieir back would, therefore, 
we submit, be fully justified in coming forward to subscribe to 
the capital of a national indigenous bank and thus provide better 
credit facilities than at present for the trade and industry of the 
country. 

320. The two arguments advanced by the Ceylon Chamber of What the Ceylon 
Commerce are-- Chamber of . 

(1) That the scope of the bank's operations would be Commerce thinka. 
"extremely limited and insufficient to justify its 
existence." 

(2) That " the establishment of any institution which has 
as a primary object the lending of money is psychologi
cally and fundamentally undesirable in any country in 
which debt does not appear to cause a certain section 
of the people any embarrassment or even a sense of 
obligation"; and that" to extend facilities for obtain
ing financial accommodation would be putting a 
premium on borrowing." 

321. There could be little doubt that an indigenous bank with Our view. 
s capital of Rs. 10,000.000 partly subscribed by Government, and 
several more millions of deposits to be received from the public, 
would be able to successfully compete ,with the banks now doing 
business in Ceylon. The new Bank is bound to take a prominent 
part not only in the internal trade of the country but should be 
I\ble. in course of time, to develop its business in the forei~ 
markets by having its own branches abroad; There already eXist 
in the country seven bi~ banks, two of which were started within 
the last i5 yeRrs, and they have a staft of 500 persons. All of 

,-
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these banks are said to be doing well in Ceylon, and there is no 
reason why an eighth bank sho~~d not ~ourish, starting busin~ss 

, as it would be under condit10ns h1ghly favourable to 1ts 
inauguration. 

322. The banking history of every country has recorded the 
obstacles new banks have had to overcome at ·the outset. 
The early 'history of joint stock banks in London provides ample 
proof of difficulties they had to face in the shape of business 
rivalry at the handi! of the Bank of England and other private 
bankers and traders. 

323. As to the second argument of the Chamber, one has only 
to think of the conditions in England a hundred years ago when 
the Big Five started functioning. The conditions of the country 
then were so deplorable that it is a recorded fact that .. one 
person in'every eleven was a debtor and one in every five hundred 
was committed for trial." There were" manufacturers without 
markets, shipping without freight, capital without investment, 
trade without profits." Still England, did not hesitate to 
establish indigenous banks, and to-day we see British banking a 
bulwark protecting its trade and industries and rendering yeoman 
service to the country. 

324. The conditions in Ceylon as at present existing are 
infinitely bett-er than those prevalent 'in England a century ago. 
Even assuming for the sake of argument; that the conditions.in 
Ceylon are the same as those described by the Chamber, that 
fact in itself should be an incentive to Government to ameliorate 
the present conditions and to offer the people opportunities and 
facilities to foster and promote trade and industries. Once the 
people are educated and trained to enter into business life they 
will begin appreciating their obligations to others. In our opinion 
they need Government guidance and encouragement and it is, we 
feel, the duty of Governmenu to help them, under adequate safe
guards. with such resources as are required to meet this end. It 
is for tbis reason that we would st,rongly recommend Government 
to set up a State-aided Bank with a capital of Rs. 10,000,000. 
It must also be' emphasized that indigenous banks have always 
the interests of the country and Government at heart; and they 
come to their succour and stand by them in times of economic 
crisis, failure of crops, and tamporary budget deficits. Like t,he 
Imperial Bank of India., the proposed State-aided Bank will be 
in a position to lend to the Government of Ceylon for " ways 
and means· .. purposes, should they, experience temporary cash 
shortage. " ' 

How the capital is 
to be divided and 
subscribed. 

325. We propose that the proposed State. aided Bank should 
issue 3 per cent. cumulative Prererence shares of the value of 
Hs. 8 million divided into SO,OOO shares of Rs. 100 each and 
80,000 ordinary shares of Rs. 25 each of the value of Rs. 2 million, 
on conditions' that after the expiry of 5 years the Preference 
shares could be converted into, ordinary shares of the Bank at the 
option of the holders of Preference shares. These Preference 
shares should be subscribed by Government. The following 
advantages are likely to accrue to the holders of these shares:-

(1) A fixed interest will be guaranteed by the Bank and the 
shares being cumulative, Government will be earning 
interest from the date of purchase at 3 per cent. per 

. annum, i.e., the same rate of interest as is obtained 
on Indian and Colonial securities at present. There 
will, therefore, be no loss of revenue by the change in 
securities or in the investment of their' surplus reserve 
in the shares of the proposed· Bank. " . 
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(2) The shares being cumulative preference they will have a. 
clalm over thtl assets of the Bank prior to that of the 
ordinary shareholders and these shares will, therefore. 
be better secured than the ordinary shares. 

(3) The shares being convertible into ordinary shares after 
5 years, Government will have the option of con
verting' t~em in order to get the benefit of higher 
dividends. 

(4) In ihe Articles of Association of the proposed Bank 
special provision should be made for the Bank to 
cease functioning as soon as it be declared by the 
auditors to have lost one-third of its paid-up capital 
and reserve. 'l'his would cover the risk of the pre
ference shareholders to a certain extent in as much 
as their losses, if 8!IlY, would be r"estricted. " 

326. In our opinion it would not be necessary to call up the 
entire capital on the preference shares all at once. Twenty-five 
per cent. of the face value of the shares may be made payable 
<1!l application and 25 per cent. on allotment. The balance may 
be called up in equal instalments of 25 per cent. at least six 
months after the payment of the last instalment as and when 
required by the Directors. Gover:nment, thereby, would have 
to find only Rs. 4 million in the first year and remaining 
Rs. 4 million at a later date, which would give them an oppor
tunity to provide the sum within two or three years. 

327. The ordinary share capital of Rs. 2 million should be 
divided into 80,000 shares of Rs. 25 each. This would give every 
individual, even with small means, a chance to make an invest
ment in the shares of this national bank. The capital should 
first be offered to the public and only 40,000 shares should be 
issued at the start for immediate subscription-Rs. 5 to be paid 
on application and Rs. 10 on allotment, and the balance six 
months thereafter in instalments of Rs. 5 each at an interval 
of not less than six months. We advise the issue of only 40,000 
shares because we feel that in view of various circumstances 
explained before, the Fublic may not readily subscribe 80,000 
shares. The balance of 40,000 shares may be offered to the public 
at an opportune time in the future at the discretion of the 
Directors. 

328. The great advantage to the ordinary shareholders in this Advantage of the 
scheme would be that with the help of the big capital in pre- sc~~me to the 
ierence shares subscribed by the State, the Bank would gain in ~~a~~:tderB. 
business and prestige and the ordinary shareholders would reap 
a greater benefit in its profits than the preferenc3 shareholders. 
After paying a 3 per cent. dividend on preference shares the 
balance of profit will be divided among the small number of 
ordinary shares, of course after making adequate provis:on for 
Tegerve and contingency. It will be interesting to illustrate this 
point further. Suppose the Bank makes a net profit of Rs. 3 
lacs in one year with a capital of Rs. 8 million in preference 
shares and Rs. 1 million in ordinary shares. The preference 
'shares would be entitled to Rs. 240,000 as dividend and the 
remaining Rs. 60,000 or a major part of it would be ava.ilable for 
ordinary shares. Second year, if the Bank makes a profit of 
"Rs. 4 lacB, Rs. 160,000 or a major part of it will be available for 
the ordinary shareholders, i.e., 10 per cent. mOre than the previous 
year. The ordinary shares of the proposed Bank should attract 
investors as there are chances of increasing dividends yE'Rr after 
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year with the growth and prosperity of the Bank and after pro
viding Rs. 240,000 all advantages must accrue to them and them 
alone, at least for the first five years and thereafter according 
to the ordinary capital replacing wholly or partly the preference 
capital. . By that time the Bank would make sufficient progress 
to justify its existence and .would earn enough to pay a good 
dividend on the increased amount of ordinary capital. . 

329. The Bank should commence business immediately after 
the preference shares are allotted to G{)vermnent and after 
the list for 'ordinary shares is closed. It is not necessary that the 
whole number, viz., 40,OOO'of the ordinary shares issued should 
be taken 'up .by the public before the bank commenc?s work. 
Any amount of ordinary' capital with Rs. 8 million preference 
capital should be considered enough to start the bank's business. 

330. The present resources of the State can easily allow 
Government to subscribe the capital of the proposed Bank, wholly 
or in part, from the surplus reserves. Instead of .investing this 
surplus in Indian of Colonial securities ()r depositing them with 
banks· Government .could conveniently invest a portion in the 
shares. of the proposed Bank. With restrictions imposed on tea 
and rubber production, the profits of these two industries would 
certainly increase, and this would enable Government to show 
a fair surplus in the next year's budget due to increased returIl,s 
of income tax and other revenues. In all probability, such sur
plus would not be less than Rs. 10 million. Government could, 
therefore, very conveniently spare a part of the surplus res~rve 
now with them without tapping other sources to subscribe to. 
the capital of the proposed Bank. If for any reason this proposal 
to utilize a part of the surplus reserve be not acceptable to 
Government we suggest other means to get the capital subscribed 
without undue strain on the country's finances. 

331. Against a gross note circulation of Rs. 42,028,944 the 
Commissioners held on September 30, 1933, a reserve of 
Rs; 47,583,865 consisting of Rs. 13,852,132 in silver (including 
Indian Rupees) and Rs. 33,731,733 in investments (as per Appen
dix No.6), resulting in an excess of Rs.5,554,921 taking the 
investments at their cost. 

332. The market value of these investments on September 30, 
1933, converting sterling at the exchange rate of the day, was 
Rs. 37,403,998, which, according to the Auditor-General's Report, 
left a further surplus of Rs. 3,672,265. Thus, the total excess 
of reserve over Notes in circulation ~as Rs. 9,227,187. 

333. We would advise Government to let the securities in 
the Currency Reserve Account continue to stand at cost as at 
present leaving the surplus of Rs. 3,672,265 untouched as reserve 
against future fluctuations in their market prices. A sum of 
Rs. 5 million could, however, be safely availed of from the 
excess of Rs. 5,554,921 in the currency reserve, lor investment 
in the shares of the proposed Bank. This surplus is at present 
inv3sted in Indian and Colonial securities as shown above. Some 
of these securities may be sold and the proceeds invested in the 
shares of the proposed Bank'. The currency reserve would in no 
way be affected by this purchase and it would continue at the 
'same figure of Rs. 5,554,921. The change would be only in the 
form of investments held against the note circulation, rendering 
available at the same tim'! a sum of Rs. 5 million for the capital 
of the proposed BanI!: without disturbing the cllrrency reserve. 
'fhe security also will' be as good and sound as other securities 
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now in the hands of Government, and would yield the same 
return as on other investments with definite chances of the yield 
being enhanced in future years.· 

334. The resources at the disposal of the Ceylon Government 
are plentiful to admit of a sum of Rs. 10 million being set aside 
for the capital of the Bank, and with the return of prosperity in 
the tea and J.:Ubber industries, there would be a yearly rise in 
revenue. The Ceylon Governm~nt, therefore, in our. opinion, 
could easily spare Rs. 8 to 10 million from the surplus reserve or 
partly from the latter and the balance from the surplus in the 
currency reserve. It might perhaps be apprehended thwt; in the 
event of market value of currency investments fallirig below cost, 
there would not be enough surplus to adjust the market values 
and the book values of such investments. The existing surplus, 
however, does not disappear under the arrangement suggested 
by UB. It will remain in the shape of the Bank'l;! shares. The 
currency x:eserve will remain invested in gilt-edged securities and 
it would, therefore, make no material difbrence whether the 
surplus of the currency reserye is invested in Indian or Colonial 
securities or in the shares of a national indigenous bank. 

335. Another institution under Government control which The Ceylon 
might safely invest its surplus or its funds in the shares of the Savings Bank. 
proposed Bank is the Ceylon Savings Bank. This· bank' was 
started in the year 1832 for the promotion of thrift, and is run 
side by side with the Post Office Savings Banks. Government 
have guaranteed its deposits and the bank is controlled, managed, 
and looked after by Government's nominees. On December 31, 
1933, there stood a sum of Rs. 9,628,796 at "the credit of its 
depositors, an increase of Rs. 894,358 over the previous year's 
figure. The funds were invested as follows:-

Rs. c. 
(a) Ca.sh in banks and with Treasuries 209,487 88 
(I,) Fixed deposits with local banks 755.000 0 
(r.) Investments in Indian and Colonial securities 8,160,842 0 
(d) Loans on Colombo house-property •• 1,286.982 0 

336. This bank's reserve stands at Rs. 1,070,431.07 and is 
built up principally by the difference in the appreciation in the 
book values of its investments to middle market values. The 
bank's profit in 1932-33 amounted to about Rs. 127,000, but the 
difference in the book values and the middle IDJarket values of 
the investments, viz., about Rs. 436,812, was added to this 
figure as profit for the year and transferred to the reserve fund. 
This reserve, therefore, is more or less an adjustment account 
for investment prices and is adjusted accordingly with the rise 
and fall in the rates at the end of each year. The same method 
is adopted in the accounts of the Post· Office Savings Bank, 
where the investments are valued on December 31, 1933, at 
their market value. 

337. Should there be any reluctance on the part of Govern- Another. 
ment to provide capital for the Bank from the surplus reserves, alternative. 
they could invest Rs. 5 million froID! the surplus reserves and 
Rs. 3 million from the currency reserve by replacing some. of 
the present investments in Indian and Colonial securities by 
shares of the proposed Bank, or they might invest Rs. 2 or 3 
million of the Ceylon Sa\;ngs Bank or· the Loan Board 
by replacing some of their present investments. The Ceylon 
Savings Bank deposits as well as the funds with the Loan Board 
are guaranteed by the State and it is left to the State to invest 
their funds in such securities as they consider desirable. This 
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means that the State guarantees the safety of the investments 
that it makes on account of the Ceylon Savings Bank and the 
Loan Board. Funds in these two accounts as Itt December 31, 
1933, were invested in securities (as per Appendix No.7). 

338. If Government invests a pjlrt of these funds in the 
capital of the proposed Bank by the transposition of some of 
the present investments, they would be taking the responsibility 
of the safety of such new investments in the same manner as 
in the C,ase of the securities now held against the Ceylon Savings 
Bank and Loan Board funds. In our opinion Government would 
be running no undue risk in taking this responsibility as could 
be realized Irom a study of the Bank's constitution and the safe
guards provided for the safety of the capital proposed by us 
hereafter. , Should Government seli! their way to provide the 
capital out of the surplus and the currency reserves, the neces
sity of tapping th,e Ceylon Savings Bank and the Loan Board 
funds would be obviated, in which case the latter could be uti
lized at a time when Government deemed it incumbent to liqui
date a portion of the investments in Bank shares for State pur
poses, or when further capital was needed for the Bank to extend 
its business activities. 

339. The next important question concerning the proposed 
Bank is the appointment of its Board of Directors. We have 
considered this matter very carefully keeping in mind the great 
stake that Government will have in this bank. At the same 
time we have not overlooked the importance of keeping the 
business of the B'ank beyond State interference. A Commercial 
Bank, whilst it must not be exclusively guided by the State 
authorities, should be entirely free from party politics. If it is 
to play its proper part and function in the best interests of 
trade, industries, and agriculture, it must remain independent. 
We, therefore, suggest a constitution which we hope will be 
acceptable both to Government and the commercial community. 

340. It cannot be denied that 95 per cent. of the trade and 
industries of Ceylon are directly or indirectly in _ the hands of 
Europeans and Indians only, Rnd their co-operation and goodwill 
are, therefore, absolutely necessary not only for the floatation of 
the Bank but also for its future working. Without this the Bank 
could have no chance of developing its business and it would 
fail in its aim of serving the commercial community end of 
fulfilling the aspirations of the people of this country. Besides, 
it should also be remembered that for the smooth and successful 
working of a new bank, men with banking knowledge and busi
ness experience are needed. It will be some time before the 
-requisite number of Ceylonese mercJbants of, the required qualifi
cations could be had to serve successfully on the Directombes of 
banks and other joint stock concerns. We, therefore, suggest 
that a Board of not less than seven Directors consisting of three 
Europeans, two Indians, and two Ceylonese or not Iru)re than 
nine Directors consisting of three Europeans, two Indians, and 
four Ceylonese be appointed to conduct the business of the Bank. 
The appointment of the first Directors is to be made by His 
Excellency the Governor. His Excellency should be free to in
ctease the number of Ceylonese Directors, should it be considered 
in the interests of the Bank. To enable His Excellency to make 
the selection of right men, we suggest that the four important 
commercial and agricultural bodies, namely, the Ceylon Cham-
1_~~ ~¥ ('1nTYlTYlp.TM. the Ceylon Merchants' Chamber, the Indian 
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Mercantile Chamber of Ceylon, and the Low-Country Products' 
Association of Ceylon be requested to suggest seven names of five 
non-Ceylonese and two Ceylonese engaged in commerce, industry, 
and agriculture to work 86 Directors of the Bank. His Excellency 
the Governor need not necessarily make his selection for the 
Board out of these persons only, but the suggestions of such 
Chambers would certainly be helpful. _ 

341. The Chairman of the Board of Directors should be 
appointed by His Excellency the Governor from the Directors 
nominated by him. His Excellency should have the power to 
change the Chairman whenever he considers it necessary to do 
so without assigning any reason. In case any vacancy occurs 
during the first five years, it should be filled up by the Directors 
subject to the sanction of His Excellency the Governor. 

342. The qualifications of a Director of the proposed Bank Directors' 
should be:- qualifications. 

(I) That he should have been engaged actively in trade, 
commerce, industry, or agriculture for over ten years. 

(2) That he should have been a resident of Ceylon for five 
years. 

(3) That he should be under 65 years of age. 
(4) That he should hold shares of the Bank of the face value 

of not less than Rs. 5,000. 
(5) That he should not be a member of the State Council 

or an officer of the Government. 

343. These Directors will retire at the firs~ statutory meet
ing but will be eligible for re-election, and one of them will retire 
every year thereafter. 

344. Alter a period of 5 years two Directors will retire every 
year. 

345. The retiring Director in each case -will be eligible for 
re-election. 

346. The Chairman of the Ceylon Chamber of Commerce 
doubted if it would be possible to get Ceylonese of integrity and 
banking experience to .act as Directors of the State-aided Bank. 
We may point out that it is not necessary to look for men with 
actual banking experience for the constitution of the Board. 
The administrative work of the Bank could be done by well-paid 
experienced bankers of long standing and banking knowledge. 
The Directors should be men of integrity and commercial knowl
edge conversant with the general conditions of trade and in
dustries and well acquainted with the people of the country and 
capable of advising the management in determining the bank's 
policy . We are sure it would not be difficult to find in Ceylon 
the requisite number of Directors having these qualifications, 
irrespective of their nationality, and having t.he interests of the 
country at heart. 

347. The preference shareholders should have the right to Voting. 
vote as follows :-

The first five shares should carry one vote and the holders 
of each lot of the next twenty-five shares to'have one further 
vote .. 

348. The ordinary shareholders will have one vote for the 
first five shill~es and the holders of every twenty-five shares 
thereafter will have one further vote. -
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349. The management of the proposed Bank should consist 
of:-:.. 

(I) A Manager with banking experience of not less than 
fifteen years on iI. salary of Rs. 2,000 to Rs. 3,000. 

(2) A Sub-Manager with banking experience of not less than 
ten years on a salary of Rs. 1,200 to Rs. 1,500. 

(3) An Accountant with banking experience of not less than 
fifteen years on a salary of Rs. 750 to Rs. 1,000. 

(4) A Secretary with legal experience of not. less than ten 
years on.a salary of Rs. 500 to Rs. 750. 

350. The above appointments during the first five years to 
be made by His Excellency the Governor. Future appointments 
of Manager and Deputy Manager to . be made by the Board of 
Directors with the approval of the Governor. All other staft 
appointments to be made by the Manager with the approval 
of the Board of Directors. 

351. The Bank should be at liberty to do the follQwing kind 
of business :-

(1) Open Current, Fixed, and Savings Accounts. 
(2) Buy and sell Ceylon Government and foreign Govern

ment securities and bullion. 
(3) Underwrite, subscribe, and invest in shares of joint 

stock banks and other companies registered in Ceylon. 
As to investment in shares of joint stock companies 

registered in Ceylon, it should not be more than 50 
per cent. of the tot.al of the subscribed capital in case 
of local banks, and not more than 25 per cent. in the 
case of other commercial and industrial institutions. 

Ceylon is a country full of possibilities but owing to 
insufficient State encouragement, lack of technical 
training and credit facilities and simila;r other causes, 
it has lagged behind the times in industrial activities 
and other respects. Instead of giving direct financial 
help to each individual engaged in some local industry, 
it is desirahle that the State should ofter facilities 
and encouragement through a State-aided Bank. We 
have explained at length elsewhere in this Report the 
advantages of adopting .such a. course. To enable the 
Bank to help the Sta.te in ca;rrying out ita aim of 
encouraging deserving industries in the Island, it 
should lie empowered under it.a Articles to do such 
kind of business as enumerated under (3), consistent 
with the safety of the Bank. Any abuse of this 
power, in view of the proposed constitution of the 
bank, is unlikely. Deserving and profitable industries 
will, through this privilege, be able to obtain the neces
sary help, so far denied to them by Government and 
banks, and such assistance will be an incentive for 
promotion of joint stock concerns. Of course, such 
investments should be made very cautiously by the 
Bank, wit,h or without Government guarantee. It 
would be necessary to keep sufficient control over the 
working of such institutions whenever the Bank is 
directly or indirceUy interested in them. 

(4) Deal in local and foreign currencies. . 
The Bank should be free to do foreign exchange business 

only after it has made Bufficient progress in the local 
bu;iness of the country, but not within two years 
of its registration, and only with the approval of the 
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Board of Directors and the final consent of His 
Excellency the Governor. 

Ceylon being an agriclhturaJ country with a large export 
and import trade, the Bank, sooner'or later, must take 
part in its exports and imports, not in a spirit )f 
unhealthy rivalry with t.he existing institutions, but 
with a. view to providing further facilities for those 
who need them. There are already six banks engaged 
in this line of business and they cannot prevent a 
branch of any other bank starting !3xchange and local 
business in the Island. In our opinion, there is enough 
field for the State-aided Bank to work in harnlony 
with the existing banks in the country. It is desir
able, however, that the Bank in the first two or three 
years of its existence should d!3vote a11its attention 
to local business and advance the cause of local trade 
and industries. . 

(5) Agency business. 
(6) Lend money on:-

(a) Immovable properties. 
(b) Agricultural produce and manufactured goods. 
(c) Bills of lading and documents Qftit;le. 
(d) Promissory notes and bills of exchange. 
(e) Ceylon Government and foreign Government 

securities. 
(f) Debentures and fully paid shares of joint stock 

companies registered in Ceylon and elsewhere. 
(a) As tQ lending .moneys on immovable 

properties, the t-otal amount of such 
should be restricted to not more than 25 
per cent. of the paid-up capital and re
serve of the bank. The advances o~ 
immovable properties in each individual 
case should not exceed 50 per cent.. of 
their estimated value, provided the yield 
on the property is enough to provide It 
times interest on such proposal loan. 

(d) Promissory notes should be signed by not 
less than two independent p'arties not 
connected as partners, and approved by 
the Board of Directors. 

(f) The bank must. not be allowed to lend 
money on its own shares. 

(7) Discount local or foreign bins of one or more parties. 
(8) Safe custody. . 

352. The Bank's accounts should be audited every month by Auditors. 
two firms of duly qualified Chartered or Incorporated Account-
ants. The preference shareholders should have the right to 
'appoint one Auditor and the ordinary shareholders should make 
the appointment of the second Auditor. For several reasons the 
Auditor-General should have nothing to do with the Bank unless 
in the event of liquidation. 

353. The Articles of Association of the proposed Bank should Winding Dp. 
provide th&t if at 'any time within five years of the starting of 
the Bank it is brought to the notice of the Directors by the 
Auditors of the bank that the Bank has lost t of its paid-up 
capital, it shall be incumbent on the Directors to take the Bank 
into liquidation after placing the affairs of the Bank before the 
shareholders. 
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354. The Bank shall publish periodical statements of its 
liabilities and assets on the same lines as the weekly statements 
of the Imperial Bank of India, either weekly, fortnightly, or 
monthly, as the Direct.ors might think fit. 

A financial adviser 355. The Government of Ceylon should a.ppoint a Financial 
to the Bank. Adviser to the Bank at least for the first five years. He need 

n.ot be a full-t.irne man. A retired Bank Manager of good 
reputation with some knowledge and experience of business 
oonditions in Ceylon oan be seleot!;ld. He may be consulted 
occasionally when determining t.he policy and other import.a.nt 
matters which are likely £0 occur during the first few years of 
the Bank's existence. Besides, he would be useful when there 
is any differenoe between th~ Board and the management as 
regards the polioy .of any particula.r kind of business. The Board 
would also sometimes like to take independent .opinion on certain 
matters concerning the Bank, and the expert advice of such a 
man would be very helpfuL t.o the institution. Such an adviser 
may be paid an yearly hon.orarium and not a monthly salary, 
and his services may be dispensed with after three or five years, 

Direct 
Government 
representation. 

if n.o longer required. 
356. We have considered very carefully t·he desirability or 

othe.rwise of direct Government representation on the Board of 
Direct.ors .of the State-aided Bank, part.icularly in view of the 
large stake Government may have in the capital of the Bank. 
Weare of .opini.on t.ha.t there is nQ need fQr such separate official 
representation, as we have provided in the constitut.i.on of the 
Bank the following safeguards necessary for the sound working 
of the institution and for the safety of Government and public 
money to be entrusted to its care:-

(1) The members .of the first Boaro of Directors will be 
appointed by His Excellency the Governor. 

(2) The Government. by virtue of being the hQlder of the 
preference shares will always have a determining 
voice in the appointment of the Direct.ors till it 
continues tQ be the preference shareholder. 

(3) The apPQint.ment .of the Manager and the Sub
Manager will be in the hands .of His Excellency the 
GovernQr and if the seleotion is made .of right men, 
the efficient management of the bank will be assured. 

(4) The preference sharehQlders have the right of appointing 
.one Chartered or Incorporated AccQuntant. as Audit.or 
for the Bank, whQ may carry out weekly, monthly, .or 
six monthly audit of the bank as desired by the share
holders and report to them. 

(5) PrQvision is also made f.or compulsory liquidation of the 
Bank in the event of a loss of .one-third .of its paid-up 
capital. 

(6) The periodical weekly. fortnightly or monthly statement 
of the Bank will disclose its financial positi.on. 

(7) In the event .of any occasiQn arising, which WQuld 
necessitate the apP.ointment .of a Government official 
to the Board: of Directors, there is nothing to prevent 
(}.overnment, as holder .of Preference Shares. to have 
the Articles of the Bank amended by a spe.cial resQlu
tion at a general meeting for appointing tSuch an official. 

357. Even were a GQvernment Qffioial apPQinted on the Board, 
it is extremely dQubtful whether he could prove himself useful 
to the other co-Directors, hQwever efficient and able he be in 
his own sphere of work. A Bank Director must be able t.o gau~ 
t,he credit risks in the l.oan .operati.ons .of the bank and shQuld 
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not. refuse to undertake reasonable businl'lss risks. A successful 
business man by trainin!J and experienc~ is best fit,ted to dis
chacge these functions. On the other hand, not only is a 
Government official by training and ~xperience rarely qualified 
for such tasks but, by the very fact of his being GoOvernment's 
representative, he would be inclined to b~ unduly cautious and 
conservative. He will consequently be more. an obstruction than 
an asset to the Directorate in the conduct of the lawful business 
of the bank. 

358. So long as Government hoOld Preference Shares in an 
adequate number, they will always be in a position to nominate 
their own representatives, noOt being Governmentofficell"s. In 
future, however, should Government have disposed of their 
holdings and should they, in light of their continued patronage, 
deem it nevertheless expedient to be duly represented on the 
Board, it would, we feel, be possible to make a suitable change 
iiIL the Bank's Articles by a resolution oJ! the shareholdlers. 

CHAPTER YII. 
LOCAL BANKS. 

359. In the course of our investigatio~~, we have been struck Need for the 
with the need for expanding the existing credit FJtructure fQr the exp&?sion Of. 
purpose of providing reasonable crl'ldit facilities in the principal etxistm

t 
g credit 

dis · f C IE' d it hi' d s rac ure. t.ricts 0 eyon. xpenence w nesses ave comp am~ to 
us that in the absence of indigenous commercial banks, Ceylonese 
traders and industrialists are greatly handicapped in their business 
in Colombo and in oth!lr parts of the count.ry and a.re compelled 
to resDrt to money-lenders whose charges are high -and prove 
a great burden to their enterprise. 

360. An important preliminary questJon to be dete.rmined in Local banks. 
connectioOn with the prDvision of indigenous credit facilities in 
different provinces is· whether the development of banking in 
Ceylon shDuld be through branches oOf the Sta.t-e-aided Bank or 
through IoOcal organizations. We have recommended elsewhere 
the fDrmation of a State-aided Bank toO function as the bulwark 
oOf t-he national banking system. The question naturaJiy arises 
whet.her this bank should nDt open branches in the interior 
through which financial facilities shDuld spread over the entire 
country. We have given very careful consideration toO this aspect 
of the problem and duly weighed points for and against both the 
systems and have come to the conclusion that the establishment 
of local instit.uions would offer greater opportunities Df service. 
The local directorates will be in a bet~r positioOn to determine 
the financial requirements of their respective territoOries and to 
judge credit risk. Their influence will, moreov~r, help their 
.banks toO successfully tap loOcal sources in order to secure deposits. 

361. In the case of banks working through branches complaints 
are invariably heard that local interests are neglected due chiefly 
to the absence of intimate personal touch between the Head Office 
and the customers of the branch and the consequent lack of 
knowledge concerning prevalent business conditions and the credit 
positioOn of customers. If the matter were left to the deoision 
oOf local men conversant with actual conditions, they would take 
a more correct view oOf the situation in dealing with local demands. 
The main advantage of branch banking lies in facilitating the 
transfer oOf surplus capital froOm one place to anoOther where it can 
be profitably utilized. 

362. With this end in view, we suggest that the local banks Link with 
should be linked toO the State-aided Bank so as to enable them Stat,eoaided Bank. 
toO avail of all the benefits which that organization is designed to 
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provide, preserving at the same time their independence. Joint 
stoc~ ,banks located at important principal centres in different 
prOVinces should be made the chief source of affording credit 
facilities to the trade and industry in the interior of the Island.' 
Sho~ld these local banks, however, fall short of expectations, 
there would be little difficulty for the State-ai<1ed Bank to 
introduce branch business. Those of the local banks that have 
been already working could be absorbed by the State-aided Bank 
or allowed to continue independently. In view of the advantages 
offered, by local banks they should be first given the fullest 
opportunity of development and their growth should not be 
allowed to be impeded by the possibility of strong competition on 
the part of branches of the State-aided Bank. 

363. Whether the formation of the State-aided Bank should 
precede or follow the establishment of local banks, is the next 
important question for consideration. Were the local banks to 
come into existence before the inauguration of the State-aided 
Bank, not only would they be deprived of advice and guidance in 
their' formative stages from such a central banking institution, but 
they would also be without succour and support in time of need. 
Local sources of savings being not very large, their credit opera
tions would be greatly restricted. Further, there is the question of 
educating the public in matters of banking. Unless the people 
in the interior know the full significance of banking enterprise 
from a national point of view, the formation of local banks, if 
left entirely to the efforts of the local population, would be con
siderably delayed. Several of our witnesses have stressed the 
nervousnesll of the people concerning the stability of indigenous 
credit concerns as a result of bank failures in the past. Some of 
them have gone so far as to assert that there is general want of 
confidence among the people and that " Ceylonese do not trust 
each other in business ". Without expressing any opinion on 
these views we wish to point out that banks will not inspire much 
confidence unless they have behind them a strong organization 
which they can look up to for counsel and financial assistance. 
It is, thel'efore, of the utmost importance that the State-aided 
Bank should be formed prior to the establishment of local banks. 
The latter might then function under its auspices and patronage. 

Incentive to growth 364. Once a central institution in the shape of the State-aided 
of loca.l ba.nks Bank is formed, the growth of local banks would be both smooth 

and steady, because wherever ther!'l is need and scope for such 
a bank persons locally interested in economic <1evelopment would 
have sufficient resources and facilities to form a joint stock bank. 
A capital of a million or hali should be sufficient in each cas~, 
the size of the capital depending upon the extent of the credIt 
operations of the area. .It is desirable that. 50 per cent. of ~he 
capital should be ,subscnbed by the State-aIded Bank on bemg 
satisfied as to the need for such a local bank and the prospects of, 
its success, and the remaining 50 per cent. locally or otherwise 
obtained directly from prospectiv.e investors. 

Help from 365.. The State-aided Bank may also assist the local bank in 
Sta.te-a.ided ba.nk. finding a suitable Chairman and Director~ and sta~ ~or the 

management. In view of the sad expenence of mdlgeIl:0us 
banking in the past in Ceylon. the value of honest and effiClent 
management as a condition precedent to success cannot be too 
strongly emphasized. 

Sto.te-a.ided Bank 366. All the local joint stock banks of different Provinces will 
a.s bankers to loca.l k~ep their accounts with the Sl-ate-aided Bank at Colombo which 
ba.nkB. will act as a banker to them and do their agency business. The 
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local. banks W=Jl work as agents of the State-aided Bank in 
ProvlDces; thus there w.ould be complete co-ordination in the 
future ~anking structure of the country. .The wisest policy the 
. State-aided Bank should pursue in oonnection with these insmtu-
tiona would be not to assume responsibility for, nor to interfere 
with, their working after their formation. Its oonnection with 
them sllould be merely in the capacity of an adviser and of one 
interested in their well-being and progress. 

867. Having regard to the numerous banking catastrophes in Constitution and 
the past in India and Ceylon, we consider it desirable' to discuss working of local 
in this chapter a few important points, which should not be banks. 
overlooked in framing the oonstitution. and laying down. the 
working policy of local banks in Ceylon. 

868. The capital of a local joint stock bank in Ceylon would Capital. 
obviously vary with the economic importanee of the province in 
which it is opened, but there should always be an irreducible 
minimum. We consider it undesirable to have a joint stock bank 
w".th a subscribed capital of less than Rs. 500,000. A bank with 
a smaller capital would not, we think, inspire the requisite con
fid':lnce in the saving and the investing public in the principal 
towns, with the result that it would be unable to tap fully the 
deposit resources of its territory, and in the absence of sufficient 
funds would fail to meet the credit requirements of the trading 
public. Both these deficiencies would in turn react upon its 
III ready weak capital foundation and may ultimately lead to dis~ 
integration. Further, the Exchange Banks, the Imperial Bank, 
and the State-aided Bank would hesitate to entrust their agency 
work or to pass on any business to a local indigenous bank unless 
they had sufficient confidence in its stability, which, to a great 
measure, would depend on the magnitude of its capital. We, 
therefore, strongly urge that no bank should be allowed to be' 
floated unless it has a minimum subscribed capital of Rs. 500,000. 

869. Before a bank commences work half its capital should Half capital 
be actually paid-up, for it is obviously only the paid-up amount of paid-Up. 
capital that really matters. If the subscribed amount is large 
and the paid-up amount relatively small, the real security which 
capital. is meant to offer would be proportionat,ely reduced. 

870. In order that. as large a portion of the public as possible Shar~ of. sma.l1 
should take ihterest in the bank, it is necessary that its capital denommatlOns. 
should be widely distributed. This could be only done if the face 
value of the shares were kept low. W,e recommend that the 
capital should be divided into shares of Rs. 25 or Rs. 10 each, 
so that even persons with small means may be in a position to 
apply for them. In order that the bank should have fu~l local 
support, preference in the allotment of shares should be g;ven to 
the people of the province. Beyond this, however, no distinction 
need be made between the Ceylonese and the lion-Ceylonese 
applicants for shares. 

871. The' directorate of th,e bank should he composed ?f Directors. 
respectable local businessmen, whether actively e~g~ged. In 
business or retired, well known in'the province for theIr mtegr:-ty 
and straightforward dealings. The connection of a per,son With 
Ii shady past must have an adverse -effect upon the bank s career. 
The number of Directors should not be less than five and more 
than seven. These limits are suggested so that the number should 
not be too small to degenerate into a clique' ~or too,large to 
b,ecome unwieldy. 
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372. The Articles of the bank ~hould provide that none of 
its Directors or officers would be allowed advances by the bank 
even against sufficient -security. This restriction should apply not 
only to such persons individually but should extend to those who 
have offered themselves as guarantors or joint -signatories. The 
Directbrs, not being personally interested in advances, wil~ always 
consider business proposals on their intrinsic merits. In such an 
atmosphere of complete independence unpolluted by personal con
siderations and self-interest, the character of advances would 
certainly ,be healthy and satisfactory. 

373. These banks should engage in liquid and self-liquidating. 
credit operations. In the Articles of Association it should be 
distinctly provided that loans against the banks' own shares would 
not be allowed. The banks must do pUI'ely commercial banking 
transactions calculated to help the trade and industry of their 
respective provinceS. Credit could. be extended directly or 
through Co-operative Banks and Societies. Locking up of funds 
in advances against lands, buildings, and immovable properties in 
general should be avoided. During the early years of a bank it is 
liable to be severely tested by depositors in regard to its capacity 
to repay; and the value of liquid investments wherewith to m~et 
such liabilities cannot be over-emphasiz.ed. Later, this restrIc
tion may be somewhat relaxed, if considered desirable, but it is 
absolutely necessary that for the first five or ten yeaI'S of a bank's 
existence it should be prohibited from lending on the mortgage of 
properties. 

374. It is also necessary that the funds of the bank should be 
lent in small amounts and to a; large number of borrowers. In 
such a case, loans could be recalled with greater success and the 
risk of heavy losses through failures would be minimized. It 
would be prodentto lay down in the Articles of Association that 
the Directors shall not lend to any individual borrower more than 
10 per cent. of the bank's'paid-up capital, even against securities. 
If a customer needs larger amounts, he should apply to the State
aided Bank. 

375. Ib is essential that only qualified and trained men should 
be recruited to fill responsible posts. Amateur bankers or men 
with little or no knowledge of banking should not be entrusUed 
with the highly responsible andl technical work of conducting 
banks. Unless a person has duly qualified himself by study a.nd 
possesses pr,evious practical experience in the banking lin& for a 
period of at least five years, it would hie, extremely risky, in our 
opjnion, to appoint him to a Manager's post. 

376. It is true thll.t there are not many local men who sa-tisfy 
the above test in regard to qualifications but that is no' reason 
why the progress of future banking, shouldl be jeopandized by 
entrusting such responsibilities to raw and inmatune men. The 
past holds out, in ,this r,espect, a grave warning which cannot be 
lightly ignored. Outside talent could be imported on time basis 
and the intervening periOd should be utilized! to thoroughly train 
local men for responsible banking service. 

377. To provide independent check on the affairs o£ banks it 
is very necessary that their accounts should be periodically 
audited by qualified Auditors holding special certificates from the 
Ceylon Government. The working of a bank being highly 
technical; only competent and qualified Auditors should be certi
ficated to audit accounts of credit institutions. Such audits 
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shouldl be conducted once every month, but in DO circumstances 
should an interval of over six months be allowed to elapse between 
two consecutive audits. 

878. We have considered whether any restrictions should be Distribution of 
placed on the distr~bution of divid~nds until a strong reserve dividends and 
position has been built up, but are inclinoed to the view: that in reserves. 
order not to impede the flow of capital for banking concerns, this 
matter should be left to the discretion of the Directors. We, 
however, feel that it would be wise if at least 15 to 25 per cent. 
of the net annual profits is transferredl to reserve, until it equals 
half the amount of paid.up capital, before 6 dividend is declared 
at a higher rate than 6 per cent. 

879. Before actually forming a. local bank it is advisable that Guidance ~nd help 
its promoters should consult the State-:aided· Bank and act on of State·alded 
its advice. If that Bank is satisfied as to the need and scope Bank. 
of such a bank, it might assist the organizers in framing the 
constitution, raising the capital, and selecting suitable men for 
the management. It might even take up a portion of the unsub· 
scribed capital if the prospects of getting capital immediately 
are not sufficiently bright. . 

880. Local banks should keep running accounts with the Further points of 
State· aided Bank at Colombo; they should also deposit their contact. 
surplus funds with it. Such dealings and points of contact! will 
promote their friendly relations with the State~aj,dedl Bank, which 
by knowing them better will trust them more. Th:s connection 
will in turn lead to increased confidence in the local bank on the 
part of the people of the Province and of the general mercantile 
community. 

881. It is needLess to say that if local banks are organized ~eneficial 
on the above basi~, ~ net·work of efficient banks, e':ltirely ~wned ~!k~~ce of local 
;ond! managed by mdlgenous people, would soon sprmg up ill the 
Island. Their policy being always directed for the advancement 
of national economic interests, they should exert considerable 
beneficial influence over the material welfare of the country and 
with the guidance and! help of the State·aided Bank should be 
instrumenbal in developing the !economic resources of Ceylon. 

CHAPTER YIII. 

BANKING REGULATIONS. 

882. In view of the public nature of the business of banks Bank legislation. 
and the restricted responsibility of their shareholders in the event 
of loss, some legal control on the formation and working of banks 
is supremely D/ecessary. Unless depositors' interests are fully 
safeguarded by law, they will not have that ·requisite confidence 
in the banking system which is necessary be·fore they Clan entrust 
their money to the keeping of others. LegislatiV1e control having 
a8 its objective the smooth working of credit institutions and the 
preservation of public money deposited with them is the first 
essential condJition of their birth and progress. 

383. In some countries such as the Unifled States of America, 
Canada, and Sweden, there is special banking legislation distinct 
from the law relating to the incorporation of limited liability 
companies. In England, however, there is only a Companies' 
Act which regulates banks in common with all joint stock enter· 
prises. In the early history of Company Law no distinctionw88 
generally drawn between banks and other companies so that the 
growth of joint stock institutions might not be impeded. The 
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more complicated the law the less would be the disposition to 
come under it. But with the increase in company formation and 
in the light of later experience it is now generally flelt tha~ 
separate legislation to govern banks is necessary_ England and 
other o\der countries which took to organized banking long ago 
may not want a special Bank Act because they have trustworthy 
and massive banking structures and also because certaincon~1 
ventions arid traditions have grown up there to meet this deft-' 
ciency adequately. However, in the case of countries that are 
thinkil).g of establishing their banking anew, it is desirable to 
!have legal machinery suited for this specific purpose and. con
structed in the light of past experhwce. Where the need for a 
separate enactment is not great, it will be sufficient if special 
provisions. dealing Wiith banks are incorpor,a,ted in the General 
Companies' Act. 

384. Banking in Ceylon is at present regulated by Ordinance 
No. 2 of 1897 coupled with Oro,inance No. 4 of 1861 as amended I 
by later Ordinances. No company, association, or partnership 
consisting of more than six persons can carry on business of bank
ing in the Island unless it is .. registered as a Banking Company 
under the Ordinance and Acts relating to companies from time to 
time in force in this Island or in any British Colony or Possession, 
or in British India, or under any Acts of Parliament, or be inCOl'
porated by an Act of Parliament or of the Governor-General of 
India in Council, or by Royal Charter or Letters Patent." * Be
fore a bank can be incorporated under the laws of the Island, 
previous permission of the Governor, under the hand of the Chief 
Secretary is necessary, and unless such authority is given no 
bank can be registered in Ceylon. We understand that this is a 
mere formality and the Governor's permission is given as a matter 
of course. No inquiry seems to be made about the applicant's 
status or financial means or of the size of th;! capital, or the 
amount that would be paid up before commencing business. The 
la,w requires that there should be at least seven persons to form 
a limited liability bank. 

385. The Joint Stock Companies' Ol'd.inance of 1861 excludes 
banking and, insurance from its operation. To meet this want 
the Banking Ordinance of 1897 has been introduced. It is a 
small enactment consisting of nine sections. It does not displace 
the regulations contained in the Companies' Ordinance, which 
must continue to govern the incorporation and working of banks 
as well, but lays down additional requirements to be followed by 
banking concerns. Every bank registered in the Island is requilled 
to display , twice a year, on stated days in a conspicuous place 
in its registered office and in every branch, a statement of 
its assets and liabilities in a given form and also to have its 
balance sheet .audited. Model forms of Memor,lnda and Articles 
of Association are also given in the Banlung Ordinance. Beyond 
thesoe few points there is nothing more in the Ordinance of 1897. 
Our study and criticism of the banking regulations in .the Island 
must therefore compriSie not only the Banking Ordinance but the 
Companies' .Ordinance -as welL The former hillS no sep.~rate 
existence in 'fact, though legally it may be a distinct measure, 

386. Any casual reader of the Joint Stock Companies' Ordi· 
nance will not fail to observe. that it is out of tune with thE 
moder,n times. . There can be no finality in law relating to busi 
ness. It must be periodically altered and enlarged to suit chang 
ing conditions of commerce and methods of operation and tc 

* Section S of Ordinance No.9 of 1897. 
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provide further safety which the practical working of the law 
has demonstrated to be necessary in public interest. Failure of 
banks and limited liability companies in Ceylon in the past may 
be attributed in no small measure to the inadequacy of the law. 
There are so many loopholes of which the dishonest management 
can take advantage and they can thus deceive and swindle 
shareholders, depositors, and creditors and still escape punish
ment. In other countries the law governing company formation 
bas considerably advanced so as to meet present-day require
ments and has remedied defects revealed in actual working. 
We understand that both the public and the Government of 
Ceylon are conscious of the deficiencies of the present law and 
that attempts have been and are being made to thoroughly over
haul it. Unfortunately no tangible result has been achieved as 
yet. 

887. We believe we are not expected to make detailed recom
mendations as to the improvements necessary in the existing 
legislation. We shall, therefore, merely indicate where and in 
what particulars the law is wanting and the amendments that 
we consider necessary. 

888. We shall now attempt to deal with provisions, or rather Compreh~sive 
the absence of them, that paI1ticularly concern banks. They code requIred. 
should be incorporated in a comprehensive code of legislation on 
the subject of joint-stock companies. In the present state of 
the country's banking, which is conspicuous for its lack of 
national or indigenous concerns, simple but non-defective regu-
lation would be of great value. Were the law based on the 
model prev8liling m the United. States of America, Canada, and 
other countries, where the legislature. has attempted to impose 
considerable checks on the routine working and conduct of 
business, it would retard the growth of banking. The best 
policy would be the golden mean between the total absence of 
provisions relating to banking regulations and a highly specialized 
and rigid bank code. 

SPECIAL LEGAL PROVISIONS RELATING TO BANKS. 

889. The word .. Bank .. must be defined if it is to form the Deficition of bank. 
subject of legislation. Several countries have attempted to do 
so but as yet no unanimity as to the connotation of the word, 
or of i:ts derivatiw?s has been achieved. The Canadian term 
.. Bank" simply means" any bank to which this Act applies:' 
The Bills of Exchange Act defines" Banker '. as including" a 
body of persons whether incorporated or not who carry on the 
business of banking." Neither the Ordinance No. 4 of 1861 
nor its Schedule .. A " which prescribes the form of Memoran-
dum of Association of Banking Companies attempts to define 
banking. .. The objects for which the company is established" 
as laid down in the schedule, comprise .. the carrying on the 
business of bankers including making advances of mone~ an:d 
dealing in exchange, coin, and bullion. '. Sir John Paget in hIS 
.. Law of Banking" sums up the position as follows:-

.. No one and nobody, corporate or otherwise, can be r. 
• banker ' who does not--

(a) Take deposit accounts. 
(b) Take current accounts. 
(0) Issue and pay cheques drawn on himse;If. 
(d) Collect cheques, crossed and uncrossed, for his 

custcmers." 
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He, however, goes further and says that a person or body cor
porate may do all these things and still not be a .. banker ". 
In addition to the above-mentioned requirements banking must 
be the principal business or occupation of a bank; it must hold 
itself out as a bank and the public must take it as such. 
According t<l him "the only true road to safety ooth for the 
public and the bfllnker, lies in the scheme prop<>unded by those 
best qualified to judge, of an authoritative and conclusive 
register of bankers. " 

3~. The Enemy Banking Business Rules of 1918 defined 
.. banking business" as follows:- . 

"Receiving money on current account or on deposit; 
accepting bills of exchange; making, discounting, buying, 
selling, collecting or dealing in bills of exchange, promissory 
notes, and drafts whether negotiable or not; buying, selling, 
or collecting coupons; buying or selling foreign exchange by 
cable transfer or otherwise; issuing for subscription or pur
chase or underwriting the issue of loans, shares, or securi
ties; making or negotiating loans for commercial or indus
trial objects; or granting and issuing letters of credit and 
circular notes; except i·n 8() far as such operations form part 
of, and are for the purpose of, and incidental to, the conduct. 
of a business carried on for other purposes by the company, 
firm, or individual by whom such operations are transacted." 

391. The Royal Commission on Indian Currency and Finance, 
1926, suggested that" the term' bank' or ' banker' should be 
interpreted as meaning ev.ery person, firm, or company using in 
its description or title ' b!J,nk ' or ' banker' or • banking' and 
every company accepting deposits of money subject to with
drawal by cheque, draft, or order." They recognized, however, 
that the matter required more detailed consideration than they 
had been able to give it. 

Register of banks. 392. For the purpose of Ceylon Companies' legislation it is 
not necessary to go into the case of a private banker who con
ducts his banking business on the principle of unlimited liability. 
It is entirely his own concern how he styles himself or ihow he 
carries on his credit operations or trade. Whether a particular 
person could be called Ii banker or not should be left to the 
judgment of those who deal with him or to the determination 
of Court, should his status eV,er become the subject of such a 
decision. Inasmuch as he does not ask for any special safeguard 
or legal protection he should be left undisturbed and given com
plete freedom to call himself what he pleases. But when a 
company or partnership is registered on .the principle of limited 
liability and has i:t;l its title- the word .. Bank", .. Banker ", 
.• Banking .. , or any :other similar expression, it must abide by 
certain provisions specifically prescribed in that behalf in the 
Joint Stock CompanieS" Ordinance. And this should be 
applicable to ooth the public and private limited liability com
panies. On the incorporation of any such company its name 
should be entered in a spe.cial register called the Register of 
Banks which should be kept in the Office of the Registrar of 
Joint Stock Companies and which should be available for public 
inspection, free of cost. This' entry should be made by the 
Registrar or his office as soon as the certificate to commence 
business (see below paragraph 397) has. been granted. Any 
joint stock company whose name does not appear in that 
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register should not be regarded as a banking concern, nor could 
it use the word .. bank .. or any of its derivatives as a part of its 
name. 

393. Every existing bank working in Ceylon should be Co'!1puls~ry 
required to have its name entered in this register. If it is a regIstratIon. 
locally incorporated bank, there would be no difficulty in getting 
this done. The bank concerned will have merely to write to 
the Regish:ar, giving reference to the number of the Incorporation 
Certificate; and he would then make the necessary entry. We 
deal below with foreign banks and the method of their registration. 

394. Before a bank's name could be entered in the Register Filing of 
of Hanks it must file a declaration with the Re17istrar, under the declaration. 
signature of its promotors, Directors, or principat'" officer that bank-
ing shall be its chief business, that it shall not do trading in 
commodities, that it shall be open to the public for business, 
and that among other functions it shall do the following:-

(a) Receive deposits. 
(b) Open current accounts. 
(e) Issue and pay cheques drawn on itself. 
(il) Collect cheques, crossed and uncrossed, for its customers. 

In the case of indigenous banks the foregoing provisions could 
be made in the bank's Memorandum of Association in which 
case there would be no need to file a separate declaration. 

395. Under the present Banking Ordinance previous permis- Governor's 
sion of the Governor must be obtained before a bank can be sanction 
registered. We see no necessity for continuing this restriction. ~cessary. 
In the past such authorization has been freely given, and 
has been of little practical value. Whatever may be the 
reason for such a provision, we feel that its continuance is both 
unnecessary and undesirable, particularly as we are recommend-
ing several other legal safeguards, the introduction of whioo 
should sufficiently protect depositors. Registration of a bank 
should be as free as that of any o~her joint stock company. 

396. Under the present Banking Ordinance, seven or more Nu~ber of 
persons cannot do banking unless they register their company maxunum perso~s 

d h 0 d· Th b f h . 1 • who can do banking un er t e r mance. e num er 0 suc persons IS e even or without registering 
more in the Indian Companies Act. We think seven is too small their business. 
a number to necessitate registration and persons less than eleven 
in number should be at liberty to do banking on private account 
without r:>gistration and should be exempted from the operations 
of the company law. 

397. The Companies' Acts in India and England require Certificate to . 
every joint stock company to obtain a certificate to commence ~ommence liusmeSB. 
from the Regisfrar, after it has complie:l with certain specific 
conditions. When the reformation of the Companies' Ordinance 
in this country is taken in hand, Q similar safegua.rd should be 
provided for. In addition to othe observance of such conditions, 
every bank that is registered in Ceylon must comply with some 
further stipula.tions before it should be given a certificate to 
commence business. These are--

(1) That the bank's subscribed capital is at least Rs. 50,000. 
(2) That at least 50 per cent. of the amount in respect of 

shares subscribed has been paid in. 
(3) That no consideration has been paid for goodwill. 

398. In order that a bank should have some chance of success, 
we consider Rs. 50,000 to be the smallest capital which a bank 
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must possess in order to attract deposits. Condition (2) is neces
sat:y to avoid large figures of subscribed capital and small per
centage of paid-up capital. Although a small paid-up capital 
may be sufficient in the banks, it does not induce sufficient 
confidence in the depositing public. On can never say that all 
the shareholders will be able to pay up the uncalled amount on 
shares in the event of winding up. Obligation to pay 50 per cent. 
of the nominal value of shares would further bring in only those 
shareholders who are serious about their investment and reduce 
the possibility of cpnsideration of voting power in the hands of 
a few. 

399. Stipulation (3) is designed to exclude the possibility of 
fictitious assets on bank's books which tend to reduce the secur~ 
ityof capital to depositors. Unless there is this safeguard there 
is danger of shares being issued against goodwill when a private 
banking business is converted into a limited liability company. 

Issue of additional 400. If, after commencing business, a bank decides to issue 
capita1. further shares, a maximum period should be prescribed within 

which 50 per cent. of the new capital should be paid in, otherwise, 
the ratio which is insisted upon at the time of commencing busi
ness would be disturbed. We recommend that this period. should 
not exceed three months. 

Adva~ces against 401. It is a good principle that every joint stock company 
.bank B own shares. should have a lien over its own shares where a shareholder is 

indebted to it. The provision, however, is likely to be abused if 
a bank deliberately advances to a shareho~der on the pledge of 
its own shares and regards those shares al:! the principal security 
behind the transaction. The actual result of such business would 
be to reduce, in fact, if not in. accounting, the paid-up capital 
of the bank and the security behind its business. In spite of 
this being so obvious, we are surprised that it should be. possible 
under the articles of Table " B " of the Banking Ordinance of 
1897 for directors to make such advances. From the evidence of 
Mr. O. B. Wij3sekera, the Managing Director of the now defunct 
Bank of Colombo, published in Volume II. of the Report,it would 
be seen that the practice of freely advancing against the bank's 
shares was no doubt one of the strongest factors which contri
buted to its failure. Before its formation the bank had entered 
into a contract with the shareholders to make advances to them 
on the security of its shares, but subject to the sanction of the 
directors. Fulfilment of such contracts is said to be permissible 
under Article 117 (g) of Table" B " which requires the Board to 
carry into effect any contract " in relation to establishing the 
company, the raising or obtaining subscription for the capital 
thereof, or otherwise in connection with the promotion or forma
tion of the company . . . . " Under Article 117 (h) of the 
same Table the directors have power to make advances with or 

Bogus banking. 

Publication of 
financial statement 
and balance sheet. 

without security. 
402. We do not think that the framers of the Articles ever 

visualized that in some ingenious way these sections would be 
utilized to reduce capital security behind the bank's business. 
If, as perhaps follows from the evidence of Mr. Wijesekera. capital 
for banking does not readily flow unless such a facility is given, 
we think it would be desirable to taboo such bogus banking as 
it is fraught with danger .to depositors through lack of real capital 
and through the irresponsibility which such a situation ,breeds. 

403. Under section 6 of Ordinance No.2 of 1897, every bank 
is required to display in a conspicuous position in its' every office 
"I l"'Ainp.ss a statement of its assets and liabilities in the form 
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given in Schedule .. C .. of the Ordinance, on the first Monday 
in February and on the first Monday in August. In place of the 
form given in Schedule .. C .. we would recqmmend the display 
of the company's audited balance sheet giving full particulars 
of its liabilities and assets. Every person going to a banking 
office would then have the chance to study its financial position 
iulJd solvency. A copy of tJIis balance shoot should be sent to 
the Registrar and every shareholder and should also be displayed 
in every branch of the bank. No one should be considered as a 
qualified auditor for this purpose unless he is a Chartered, Incor
porated or Registered Accountant. ' 

404. Sections 41 to 45 of the Joint Stock ICompanies' Ordi- Audit. 
nance deal with this point, but the form in which the bala,~ce 
sheet is required to be prepared is unsuited to banking business. 
Moreover, no qualifications are prescribed' for the auditor; nor 
is a copy of the balance sheet I:equired to be sent to every share
holder or exhibited in every office of the bank. In the Banking 
Ordinance there is no reference to this matter except in Schedule 
.. H .. which purports to lay down the liD;es on which the Article 
of Association of a bank should be framed. The questions of 
balance sheet 6nd its audit are, however, matters of fundamentaJ 
importance and should be statutorily laid down in the body of 
the Ordinance. 

405.' The word ", capital ", unless properly qualified, is mis- Capita~ figures in 
leading. It may mean authorized, issued, subscribed, or paid- advertIsement. 
Up capital. The ignorant and credulous public, however, attaches 
only the last meaning to this term and understands by its u~e 
the security provided by the members of the company for its 
general business. In order to attract customers certain small 
banks and companies often deliberately advertise their authorized 
and issued capital, or at best, the subscribed capital figure under 
the heading" Capital". This is grossly misleading. The real 
protection in the shape of the paid-up amount of capital may be 
merely a fraction of the advertised figure. SeveI:al instances of 
this nature came to light in the course of evidence, particularly 
in the case of cheetu companies. Against an advertised figure 
of a capital of Rs. 1,000,000 the subscribed and paid-up amounts 
Were a few thousands only. Such a misrepresentation may not 
be very injurious in the case of trading companies, but it is posi-
tively dangerous in the case of financial institutions. The 
unwary, reading .a. different meaning into the word .. capital .. 
entrust their moneys toa resourceiless bank and lose perhaps 
their life savings. These remarks apply 'with equal force to 
advertisements of insurance companies and other monetary 
concet:ns, which have the object of attracting public money. ' 

406. No bank, insurance company, or financial institution, 
should be allowed to publish or in any way make known the 
figure of its capital unless it is properly qualified by an adjective 
showing its nature; and where capital other than paid-up is shown, 
iJt should be binding upon 'the advert~r also to publish alongside 
it and in its closest proximity and in the same type the amount 
of the paid-up capital. Failure to do so should be punished with 
a fine not exceeding Rs. 100 per day for the period for which 
such publication continu~. 

407. The companies' legislation gives power of complaint to Criminal action 
shareholders and the general public whenever it is found that a against Directors 
particular company has violated any provisions of the law. Some- ~nd kfftcers of a 
times this right is abused and frivolous objections are lodged an. 
with the magistracy mainly with a view to bringing the manage-
ment into disrepute. Often there is personal spite, malice and 

'--1. N. 467111 (10/34) 
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blackmailing behill/eli those complaints. They may not do much 
injury to a trading concern, but in tbe case of financial institutions 
the consequences are very serious and far-reaching. Credit insti
tutions rest on the confidence of the public, which is bound to 
get badly shaken by the publicity received in the criminal courts. 
And ~lthough the complaint may be dismissed the injury aimed 
at by the complainants may have been done already. Some safe-
guards against such malicious a,Macks seen tD be necessary. 

408. 1t should be laid down by law that whenever a person 
has any reason to complain against a bank, he should lodge that 
complaint in a confidential manner with the Registrar of Joint 
Stock Compllonies and ask for: permission to file the necessary 
complaint in the magistra,te's court. Full details of the legal 
violations should be communicated to him. On receipt of this 
representation the Registrar should confidentially inquire into the 
matter and if necessary ascertain from the bank's officials the 
true state of things. If in his opinion there is reason and genuine 
ground for complaint, he should discuss the. whole matter from . 
tlie legal aspect with the Solicitor-General. The bank must pro
duce any document, papers or books which these persons may 
require for the determination of the case. If afte. the discussion 
and inquiry the Registrar and the Solicitor-General .are satisfied 
with the explanatio~ rendered by the bank and think. that 
proceedings are .unnecessary, no permission should be given to 
the complainant. to file the complaint. But if they feel that 
there has been .violation of the law, permission to pursue the 
matter in the magistrate's court may be given. Only on receipt 
of such an order in writing under the hand of the Registrar and 
the. Solicitor-General tne complainant should be allowed to go to 
court. As an alternative suggestion, we recommend that in case 
of vexatious prosecutions of banks, the complaining party, if he 
fails to prove his allegations, should be required to d=fray the 
costs of the defending bank. The complainant should be asked 
to make a deposit in the court in advance to defray such costs. 
Legislation somewhat on the lines of the Vexatious Proceedings 
Act in Scotland is suggested. 

409. Some malicious people may try to injure a bank's 
reputation by a bear raid on its shares in the share market. This 
will bring about a fall in the price of its shares and thereby: cause 
nervousness among its depositors. In order to prevent such mala 
frae attempts at injuring a bank, there is Leeman's Act in 
England which restricts speculation in bank shares by requir
ing the seller to enter the respective numbers of shares in the 
contract. A provision to this effect should be entered in the law 
of Ceylon. 

Supply of statistics. 410. Every bank ,working in ,Ceylon must be required to 
supply at least once .ayear the· figures of its business in this 
country and the mimes' of its branches to the Registrar to enable 
him to prepare panking statistics of the Island. There should 
be legal authorization for this in the Companies' Ordinance: 
Statistics are not meant to satisfy idle curiosity but to depict the 
path of the country's economic progress. Banking figures ilre 0J:f 
special importance in this study as they are indicative of the 
movements in trade and finance. In other countries banks gladly 
co-operate in the preparation of'statistics and we hope that the 
banks in Ceylon too would have no objection to impart this infor
mation for the general good of the public. Indigenous banks 
can have possibly no objection to the disclosure of figures as they 
themselves publish their balance sheets. The foreign banl.s, 
however, may not like to reveal their dealings in Ceylon. They 
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~ave been exem~t from such an o~ligation D:0~ their very incep
tion and are not lIkely to forego easily that pnvilege. To continue 
such a state of affairs is obviouslv unfair to the banks established 
under the laws of the Island. The foreign . banks can know the 
s:ze of business of the indigenous banks in Ceylon, but do not· 
themselves wish to impart the' same information to the other 
banks. If objection is taken to the' disclosure of all the items 
or their Ceylon balance sheet, they might be asked to give to the 
Registrar of Banks the figures of deposits, cash, investments in 
Governmeut securities, bills discounted! and purchased, total 
advances and the amounts due to and by the branches and the 
head office. Should, however, banks be still reluctant to submit 
such figures for public information, they might be assured that 
the figures would be considered confidential by the Registrar who 
would group them together and include a combined statement of
all the n<?n-indigenous banks in the banking statistics. 

411. It is curious that there is no non-British bank in the Foreign banks. 
Island. Is this accidental? It mav be so, but there also seems 
to be legal prohibition against non:British banks. Section 3 of 
Ordinance No. 2 of 1897 already quoted debars a bank not 
registered according to the laws prevalent in the British Empire 
from doing banking business in the Island. ,'Ve are unable to 
understand the reason for this restriction. Perhaps the framers 
of the Ordinance had no such intention s,nd the disability has 
arisen through the fault of the draftsman. This inference appears 
to be borne out by the fact that no penalty is laid down for the 
violation of the provision. 'Vhatever may be the reason for the 
existence of this limitation, we strongly recommend that it should 
be removed; There is no such restriction on other nationalities 
in the matter of trade; industry, and, insurance, and to do so in 
finance would be invidious discrimination in the realm of economic 
activities. It would have its possible reaction when an indigenous 
bank tries to open its branches in foreign countries. All banks 
registered under the laws of the countries of their origin should 
be permitted to work on equal footing. By this we should not. 
be understood as recommending that there should be no check 
on non-national banks. 

412. The American Express Co. has a branch in Colombo. The American 
Its principal business is tourist traffic but it does banking as well. Express Company. 
It is difficult to say what its status in law is. According to the 
amending Ordinance of 1918 a company established outside the 
Island is required to comply with certai~ requirements. But 
there is nothing in that Ordinance which rescinds or modifies the 
restriction on non-Britisn banking imposed by the legislation of 
1897 . 
. 413. Under the presep.t state of the law there is a great danger Licence for 

of musnroom and bogus banks coming into existence. They may banking. 
be products of the country incorporated under the local law or 
importations. Several instances were brought to our notice 
during the course of our inquiry where. the ignorant folk were 
taken in by catchy names and defrauded of their deposits. Even 
employees were asked to furnish cash securities iIi order to secure 
employment which they never got. There is nothing new 
in such dishonest a.ttempts. Every country has faced such a 
situation in the early history of her banking. Although it is 
impossible to uproot entirely dishonesty in banks where managers 
and directors may themselves be cheats and frauds, we can devise 
some machinery whereby permission to do banking can be refused 
when the past history of the promoters of a. bank giv~ reasonable 
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apprehension. that the position is likely to be abused or where 
proven dishonesty shows that the continuance of its business is 
against the public good. We can also lay down requirements in 
regard to independent scrutiny of the bank's affairs by qualified 
Auditors, so that genuine errors in working, malpractices, and 
dishonest methods of procedure maybe brought to light at the 

. earliest possible opportunity. 

How granted. 414. ~very bank working in the Island should be required 
to ,take out a licence from Government.· 1lhis should apply 
both to indigenous and non-indigenous banks and be renewable 
every three yell,rs. "Certificate tQ commence business " granted 
to B locally incorporated bank should have limited significance 
in the case of banking and should permit the doing of all other 
business excepting borrowing and taking of deposits, which should 
be permissible only when a licence has been granted. If any 
bank is found to be working without such a licence, it and its 

.. every officer who is knowingly a party to such default, should be 
fined Rs. 1,000 for every day that the provision is' violated. 
Power to issue licences should be vested in the Financial Secre
tary or the Registrar. Unless there is something definitely 
disreputable or dishonest against the promotors and Directors of 
a bank, licences to do banking should be freely given. Licences 
should also be freely granted to all the existing banks working in 
Ceylon. Renewal of l!. licence would ordinarily be jl, matter of 
formality, unless ,in the meantime abuses, fraudulent dealings, or 
dishonest practices have come to light and the continuance of the 
bank's operations appears to be injurious to its depositors and the 
public. 

Certificate to .415. In the case of banks registered' under the laws of the 
commence busmess. land this licence should be obtained in addition to the certificate 

to commence business, and the fact of their having . obtained 
the licence should be noted in the Register of Banks. The 
first application for the licence should be accompanied by a copy 
of this certificate to show that all the preliminary lIequirements 
of the proposed Ordinance have been complied with. 

Conditions of 
licellce. 

416. The conditions of the issue of the licence or its renewal 
should be: 

(1) Faithful observance by the licensee of the provisions of the 
legal enactment under which it is registered. In the 
case of foreign banks a copy of such legislation along 
with copies of articles of memorandum and association 
or documents corresponding to it should be lodged with 
the first application. Subsequent changes in law ~nd 
constitution affecting a foreign bank should be deposIted 
with the licensing authority as soon as practicable after 
their introduction. The application must also give the 
following particulars;-

. (a) Subscribed and paid-up capital, names of Directors, 
General MaJrulger, and local' branch IDI!Inager, or 
managers, if there is moJ.lli 1:Ihan one branch. 

(b) Address of the Head Office, the local branches; 
and other foreign branches. 

(c) Name and address of its principal agent in London, 
if any. . 

Any changes in the information supplied should be 
forwarded to the licensing authority as soon as 

. practicable. 
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(2) Every licensee should be required to submit a copy of ~ts 
general balance sheet every year audited by a qualified 
Auditor as laid down in the law of its incorporation 
together with a copy of its local balance sheet audited· 
by a person duly authorized in this behalf by the law 
of the Island. 

(3) Every licensee should be required to submit such 
particulars and figures of business as may be necessary 
for the preparation of banking statistics referred to 
already. 

(4) In the case of the liquidation of a foreign bank its assets 
. in the Island should be fin;t available to meet its 

liabilities in Ceylon. 
(5) Other conditions may be imposed on the basis of 

reciprocity. If a foreign country imposes any limita
tions on the working of a non-national bank the Bame 
restrictions should be imposed in the licence granted 
to a bank of that nationality. 

Whoen a foreign bank has been granted a licence to do 
banking its name should be entered in the Register of 
Banks. 

417. According to section 58 of Ordinance No.4 of 1861" upon Investigation by 
the application of one-third in number and value of the share- Government. 
holders of any limited company registered under this Ordinance 
the Governor with the advice and consent of the Executive 
Council .. may appoint Inspectors to examine the affairs of the 
company. SectioIfS 59 and 60 deal further with this matter. 
The expression" one-third in number and value .. may in practice 
be difficult of compliance, e.g., where a comparatively small 
section having the greatest stake in the concern on the score of 
share holdings desires such investigation but is unable to get at 
the vast body of small shareholden; to complete the number. 

418. In the Indian Companies' Act of 1913, section 138, tihe Indian Companies' 
only qualification as regard shares held is laid down and too Act. 
number of membership applies in these cases where there is no 
capital. Further, possession of one.tenth of the shares issued 
in the case of ordinary companies and one-fifth in the case of 
banks, is sufficient to entitle their holders to apply for such an 
inquiry. We recommend that these proportions should be 
substituted in the revised Ordinance. 

419. In a banking concern depositors and oreditors have a Right of depositors 
greater stake than the members and we think they should be!'<> ca1Vor 
given some such right. Government should be empowered :to ~nspec Ion. 
carry out inspection. When depositors not less than one-fifth in 
number of the .total depositors, holding not less than two·fifths 
of the total deposits apply for such an inquiry, Government 
should! consider the application in the same manner as if it were 
made by the holders of the requisite number of shares. We 
have purposely included the number of depositors as well as 
the value of deposits so that it may not be possible for a small 
clique to discredit a bank by making large temporary deposits 
and then asking for an inquiry on the strength of such deposits. 

420. The existing Ordinance is dooJective inasmuch as it does Security fo~ 
not explicitly require submission of evidence by the applicant expenses. 
shareholders in support of their request, nor is security for 
expenses required to be furnished. It is possible that the demand 
may originate in malicious motives. 'We recommend that the 
Ordinance should be enlarged to provide for these. 



102 

Miscellaneous. 

Schedule. 

Schedule. 

Weakness in legal 
system affects 
lending. 

CEYLON SESSIONAL PAPER:S, lIMo!. 

421: Banking to-day is not mere money lending. It is both 
an art and a science. Those in charge of a bank whether as 
Directors or as Managers have to observe all recognized principles 
in the conduct of their business, 'e.g. :~ 

(1) It is highly risky to block up bank's funds obtained in 
the shape of short period deposits in mortgages of real 
property which usually take long in repayment. 

(2) A. bank must have sufficient cash and liquid resources to 
'meet all possibLe demands for withdrawals according 
to the tenure of deposits. . 

(3) Tp.e distribution of assets should be so planned as to get 
the maximum of return at the minimum of risk of 
,safety and liquidity. . 

(4) Spread of credit should be among a large body of 
borrowers representing diversified business, and so on. 

422. Legislation exists in some countries on these points of 
procedure and administration. We, however, strongly feel that 
in the present state of this country's banking, where there is no 
indigenous bank worth the name; it is needless to impose legal 
checks in this behalf. These matters can be left to the common 
sense and judgment of those in charge of the banks. We have 
already urged that only qualified Auditors should conduct bank 
audits. They can successfully bring, to the notice of the 
management the sound principles on which work should be done. 
Hidebound restrIctions hamper the growth of economic 
institutions. 

423. Form" A "-Memorandum of AS80ciation.-Memoran
dum of Association of a banking company is required to be in the 
form " A " of the schedule or as near thereto as circumstances 
would admit. We think it requires considerable improvement 
and enlargement und,er the third object. Taking of deposits, the 
principal part of a bank's business, is not specifically mentioned, 
though it may be said to follow by implication from the words 
" business of bankers" .• But if this is su, there is no need to 
say" making of advances and dealings in exchange", as these 
functions can also be said to be implied in the expression 
" business of bankers". Banks should have power to manage 
and liquidate business of their borrowers of whatever nature in 
the event of default and ,should, therefore, arm themsleves witlJ 
powers in that behalf in the memorandum. A ref,erence to thE 
memorandum of any modern bank would give some idea as to 
how this " object " should be worded. ' 

424. Table" B "-Articles of Association.-This aiso requires 
recasting. Inasmuch as the Articles of Association' of a bank 
cailnot much deviate from this form, we' 'recommend that the 
Table should be revised so as to conform with the changes in the 
law recommended by us, and to follow the model sets of Articles 
appearing in the constitutions of modern banks or the 
corresponding sections of the more up-to-date legislation in 
England. 

CHAPTER IX • 
. LEGAL HANDICAPS OF CREDIT AGENCIES. 

425. The interest which 'banks and money-lenders charge 
includes not onlv hire for the use of money but compensation for 
the risk of lositi:g money on' account of weakness in security or 
delay in getting it back, due to a defective legal system. If the 
legal cost of realizing the amount lent is high, it mus.t go to swell 
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the cost of the loan tQ the borrower. If the laws of the land allow 
the ~ebtor to defeat the creditor in spite of the best safeguards, 
lendIng becomes a hazardous trade or speculative proposit~on. 
Under such circumstances bankers whose guiding principle is 
•• Safety first ,. become diffiden.t in their operations and eurtnil 
credit, but money-lenders find scope for a good gain and thrive. 

426. Banks and commercial bodies have emphatically com- Complaint of banks 
plained to us that the commercial laws of Ceylon do not help and. commercial 
the creditor. Although repeated representations have been made bodIes. 
by them to Government for the modification and improve-' 
ment of the law, the position ullfortunately still remains the 
same. The Agent of the Imperial Bank and representatives of 
the exchange banks told us that much of the complaint· of the 
public against the restrictive lending policy of banks would dis-
appear as soon as the legal defects from the creditor's point of view 
were removed. They rightly urged that, if the law helped the 
debtor against the legitimate rights of the creditor, no one should 
blame the latter if he became too cautious. As long as times 
were prosperous and loans were repaid without the intervention 
of courts, financiers were not t,oo particular about the nature of the 
law, but the present depression during which the Judiciary !had 
to be frequently approached to enforce the rights' of creditors 
has revealed serious defects. Even witnesses unconnected with 
banks and money-lenders have deposed that the law is not' at 
all satisfactory for the creditors. Representatives of borrowing 
classes have no objection to improving the law. 

427. In order to understand !how far these complaints were Reference to the 
genuine we wrote to the Hon. the Attorney-General giving him Hon. the Attorney 
a short review of the defects. He was good enough to depute ~eit~1 <r I 
the Solicitor-General to discuss the matter with us. We take. 0 C1 r- enera. 
this opportunity to thank those officials. for their assistance in 
explaining to us the various legal enactments that impinge upon 
credit. 

428. As the result of our study and interviews with the Legal machinery to 
various witnesses including the legal advisers of Government, be overhauled. 
we come to the conclusion that the legal machinery of 
the Island is very defective from the point of credit and lending, 
and that it should be overhauled if banking is to do its legitimate 
business. It is not possible for us to examine exhaustivel~ in 
this report the several defects of the legal machinery, which 
naturally is the function of a Legal Commission, but we give 
below some important suggestions in which improvemflnt appears 
to be urgently called for. Modifications desired by the local 
banks are already wikh the Legal Depar.tment of Government. 

429. Witnesses !have emphasized that the Civil Procedure Civil Procedure 
Code is very antiquated and offers temptations to ~rrowers to Code. 
be dishonest in their dealings in every conceivable way. It 
requires to be considerably improved so as to facilitate expedi-
tious disposal of Civil suits. Some have even suggellted that 
a Committee should be appointed to recommend necessary 
irruprovements. Although Chapter 53 of the Civil Procedure 
Code aims at speedy recovery of money due 9n a promissory 
note, cheque, or other negotiable instrument, in practice a debtor 
easily surmounts its provisions. A summary procedure should be 
prescribe.d for moneys due on negotiable instruments as also 
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when a party seeks to recover a debt or liquidated demand in 
money payable by the defendant with or without interest, arising 
on a contract expressed or implied, or on an enactment where 
the sum sought ~ be recovered is a fixed sum of money or in 
the nature of a debt other than a penalty, or on a guarantee, 
where the claim against the principal is in respect of a debt or 
a liquidated demand only. Suits of such type should be styled 
.summarysuits a,nd in cas~ of summary suits the defendant shall 
not be entitled to appear or defend the suit unless he obtains 
leave from a Judge to appear and defend. The Judg~ whilst 
granting leave to defend should. put the defendant on certain 
terms; for instance, if he finds that the defence is of a· frivolous 
nature and that it is taJren up simply with a view to delaying pay
ment of th~ moneys that may be decreed in the said suit, he 
.should call upon the defendant to deposit the amount claimed 
by the plaintiff in the suit in court within the stipulated time 
or th.e Judge may in his discretion ask the defendant to deposit 
such sum which he may think fit and proper, and which would 
safeguard the interest of the plaintiff till the suit reaches hearing. 
Leave to defend may be given unconditionally or subject to such 
terms as to paymenb in court,giving security, framing and 
recording issues or otherwise as the court thinks fit. If it 
appears to the Judge that there are several defendants and that 
one of such defendants has a good defence and should be per
mitted to appear and defend the action, but that tJhe other 
defendants have no such defence and should not be permitted 
to appear and defend, the defendant who has a good defence 
should only be permitted to defend and the plaintiff shall be at 
liberty to take a decree against the other defendants and execu
tion may be proceeded against such defendants without prejudice 
to the plaintiff's right to proceed with the action against the 
defendant who has a good defence to the suit. Section 194 of 
the Civil Procedure Code relating to the satisfaction of a claim by 
instalments is said to be greatly abused. The said section 
should be amended and the Judge should be at liberty, whilst 
ordering the defendant to pay the decretal amount by instal
mente., to put him on such terms as to payment of interest, the 
attachment of his property or the taking of security from him 
or otherwise liS he thinks fit. There should be a section in the 
Civil Procedure Code whereby the decree holder.· may be per
mitted to apply to the court for an order that the judgment
debtor be orally examined as to whether any or wh~t deb.ts are 
owing to the judgment-debtor and whether the judgment-debtor 
lhas any and what other property or means of satisfying the 
decree and the ~ourt may make an order for the attendance and 
examination of such judgment-debtor and· for the production of 
any books or documents. 

430. It is a general complaint tha.t it takes 4 to 5' years before 
a suit can be decided;. There is dange!." of considel'able deprecia~ 
tion in security during this period. It was brought to our notice 
that a person had to wait for two years for the hearing of a 
mortgage action. He was obliged to eventually settle it out of 
court at a. grea·t loss to himself. It is Soaid t~at long dates are 
usually given on the ground that the Trial Roll of eV'ery Judge 
is full up. ,Causes for such inordinate delay appear to be partly 
due to the inadequacy of the provisions of the Civil Procedure Code 
and partly to the insufficiency of the strength of the Judiciary in 
proportion to the number of cases. [But whao1Jever may be the 
reason the fact is ind~sputable, and it is necessary in the interests 
of cre·dit to greatly minimize this delay. 
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431. . For the speedy disposal of suits, a division should be 
made of suits. Suits should be allowed to be filed! as commercial 
causes and summary suits. Commerci1l1 c.auses shall include 
causes arising out of the ordinary transactions of merchants. 
bankers, and traders; amon.,ost others, those relating to the con
struction of mercantile documents, export or import of merdhan
dise, carriage of goods by land, insurance, banking and 
mercantile agency, and mercantile usages and debts arising 
out of such transactions. A special Judge should be nominated 
for taking up such commercial causes, and if such Judge after 
reading the plaint is satisfied that the suit is a commercial cause. 
!he shall direct the plaint to be marked with the word .. Com
mercial Cause ". On the plaint being accepted, the plaintiff shalJ 
take out a summons for general directions to be served upon 
the defendants in the suit, and such summons shall be made 
returnable in not less than four days. At the hearing of the 
summons for direction, the Judge may make such order as he 
think fit for the speedy determination of the suit, the avoidance 
of multiplicity of interlocutory proceedings and the avoidance of 
expense and delay which might arise from commissions to take 
evidence or otherwise. Summary suits and commercial suits 
should be heard in priority to all other suits filed in court. 

432. Title deeds are generally very involved. We have dis- Title deeds. 
cussed! this ma-tter fully in the Chapter On .. Agricultural 
Finance ", and repeat here that the problem is of great urgency. 

433. Complaints in connection with the mortgage of immove- Mortgage ot 
abIes are: - immovables., 

(a) A mortgagee is not; allowed to bid at the sale <Yf the 
mortgaged property unless he is prepared to buy it 
at least in full satisfaction of his claim, or at the 
appraised value, which is more or less fictiil;ious, fixed 
by tIre auctioneer. 

(b) Payment by instalments is decreed. 

434. There seems to be no equitable basis for the retention 
of provisions relating to (a). If the saJeable value of 81 property 
is less than the claim there is no reason why the mortgagee should 
be compelled to buy it for a higher amount. With regard to 
(b) the grievance is that there is,&nger of depreciation in value. 
of security either due to market conditions or neglect during 
the period of instalments. If interference with the discretion of 
Judges in this respect i-s not considered desirable, we recommend: 
that the judgment-debtor should be bound down to keep the
property in eo state of preservation and repa,irs and to allow the 
judgment-creditor to inspect it periodially, and on his failure: 
to do so the decree should become due forthwith. 

435. There is no provision for equitable mortgage by deposit Equitailicr 
of title deeds. A facility of this nature is highly necessary to mortgage;. 
a commercial community. A person may require a temporary 
loan and the only security he can offer. to his banker is that £xl-
his property. If he executes & regular mortgage the expenses in: 
the shape of stamp duty and registration fee when added to the' 
interest make the borrowing prohibitively costly., To overcome-
this, mortgage by deposit of title deeds is allowed in England, 
India and other countries. We strongly recommend that the law-
of the land should be improved 'to make this permissible in 
Ceylon. The law relating to mortgages of immovable properties. 
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shQuld be amended so as to make it conformable with the Indian 
Transfex of Property Act, which in Chapter IV. of the said Act 
lays down the law as regards the various forms of mortgages 
and the rights, duties, and liabilities of the mortgager and the 
mortgagee. 

436. It. is s'aid tha.t section 17 (4) of Ordinance No. 21 of 
1927 does not apply to the mort.gage of movable property with 
the result that when a lender accept.s movable property, e.g., 
stock-in-trade, goods, shares in public companies, &c., as securit.y 
~or a .:fluctu:sting overdra.ft his rights may at 'any time be seriously 
1mplured, 1f not destroyed, by a secondary mortgage to secure 
a fixed sum. Any ambiguity on this point shouid be removed. 

437. The law relating to the mortgage of movables is 
complicated and expensive. The borrower is required either to 
execute and register a regular mortgage or hand over the goods 
to the financiex. The former method is expensive and the latter 
involves publicity and inconvenience. Further, realiza.tion Df 
security can Dnly be effected thrDugh court and the pledgee has 
no right to sell even after giving due nDtice to the pledger. It 
is DbviDUS that during . the pendency of case there may be 
depreciation in value and deteriDratiDn in quality. All these 
handicaps dissuade credit Dn the security Df gDods. 

438. We recommend that simple hypothecatiDn of goods 
should be rendered possible in Ceylon as in Qther countries, with 
power to the lender tOo sell off the security in the event of the 
bDrrDwer failing to repay, after giving him due nDtice. 

439. In India bankers have a general lien over goods 
bailed to. them as a security fDr indebtedness Df their clients. 
We· recommend throt a similar provisiDn should be made in the 
Ilaws Df CeylDn. SectiDn 171 of the Indian CDnt.ract Act which 
deals with this matter reads as:-

" 171-Bankers, facto.rs, wharfingers,. attorneys of a High 
Court, and policy brokers may, in the absence of a contract 
to the cDntrary, retain, as a security fDr a general balance 
of account, any goods bailed to them; but no ot.her persons 
have a right to retain, as a security for such ba.lance, goods 
bailed to· them, unless there is an express contract to tho. 
effect ... 

440. It is said that under the Roman-Dutch law shares 
come under t.he categDry of incorporeal t.hings and are excluded 
from the Dperation of Chapter IV. of the RegistratiDn of Docu
ments Ordinance, with the result that there is no statutory 
method of creating a security in respect of them. Blank 
transfers, as is the practice in other countries, are not possible 
here because under section 16A of the Stamp Ordinance, ND. 22 
Df 1909 (amended by Ordinance No. 18 of 1930), all transfers in 
respect Df shares must be stamped within Dne mDnth Df 
.. execution" thereof, the word .. executiDn" meaning 
.. signatur,e ". Under the .exisUng s,tate Df law banks can DnlY, 
create security by actually registering shares in their names or 
in the names of their nominees, but this invDlves large expense 
and alsD risk to lenders in the case Df partially paid-up, shares. 
There is also the question Df determining the amDunt. Df cDnsidera
tion to be entered in the transfers. The securit.y cannDt be 
reaJized by the. lender by selling th!'l shares and be must gOo to 
CDurt. fDr permissiDn tOo sell. In a falling market he may lose a 
gDod deal by this inability to sell fDrthwith. There is also the 
question Df expense when retransferring shares Dn the satisfactiDn 
Df debt. 
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441. In case security by mortgage of shares is created there 
is the quest.ion of fresh stamp on the share transfer deeds, over 
and above what is paid in respect of the mortgage, which me'ans 
double stamp duty. The law should be modified so as to make 
registrat.ion of such shares possible with- a nominal stamp on 
transfer deeds. This modifica.tion :as regards stamp on transfers 
should also apply to those cases where a mortgage is created 
by a memorandum setting out the terms of the loan (stamp 
50 cents) signed by the borrower in favour of the lender. 

442. It would considerably expand the scope for bank credit if 
pledge of shares by a simple agreement with a nominal st.amp, 
supported by blank transfer deeds, can be made possible. The 
transfer deeds are required to be stamped with impressed stamps 
which bear the date of stamping. 1£ the companies to which 
the shares relate insist on the registration of shares with them 
within a certain period of this dat.e, it would be necessary to 
modify this condition, or to substitute adhesive stamps in place 
of impressed str.mps, so t.hat t.he security recommended to be 
created by the pledge of blank transfer deeds should not be 
vitiated. 

443. Before February, 1931, share deeds in Ceylon could be 
stamped with adhesive stamps and the present requirement was 
introduced to watch proper stamping of dl'leds and put a stop to 
the tr&ffic in used stamps which were extracted, cleaned and 
sold. In India adhesive stamps are still in ·use and we feel that 
its abuses as revealed in Ceylon can be kept under check by 
surprise visits of the officers of Stamp Department to the joint 
stock companies and examining the transfer deeds registered by . 
them. There is no doubt that the commercial and banking com
munities find adhesive stamps more convenient and their 
adoption would remove difficulties of registration of shares by 
companies who now seem to insist that registration should be 
effected within one month of the date on ~he impressed stamp. 

414. In India, sections 172 to 178 of the Indian Contract Act 
deal with bailment of goods by way of ptedge. Section 1'76 of 
this Act which describes rights of the pawnee reads as-

.. If the pawnor makes default in payment of the Pawnee's right 
debt, or performance, ai the stipulated tin:!.e of the promise; wher~ pawnor 
in respect of which the goods were pledged, the pawnee may makes default. 
bring a suit against the pawnor upon the debt or promise, 
and retain the goods pledged as a collateral security; or he 
may sell the thing pledged, on givirig the paWIlor reasonable 
notice of the sale. 

1£ the proceeds of such sale are less than the amount due 
in respect of the debt or promise, the pawnor is still liable 
to pay the balance. If the proceeds of the sale are greater 
than the amount so due, the pawnee shall pay over the 
surplus to the pawnor." 

445. 'We recommend similar adiition to the mercantile law of 
Ceylon. 

446. Under the Indian and English law the assignee of an Assignment of 
insurance policy is in the same position as the insqred and the insurance policies. . 
assignment is possible by endorsement on the policy. In Ceylon -
not only is it necessary to have .. assignment. by way of mort-
gage .. with all the defects from a credit point of ~ortgages but 
the question of stamping is far from clear. 
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447. The matter of stamping policies was referred to the 
Commissioner of Income Tax and Stamps. He is of opinion that 
the assignment of insurance policies is liable to an ad valorem 
duty on the surrender value under item 51A of Part I. of 
Schedule B to the Stamp Ordinance, No. 22 of 1909. This;s 

_ certainly' -~_ heavy charge and discourages the, use of insurance 
policie,s as security for credit. -

Other assignments. 448. At present difficulty is also experienced in interpreting 
item 51 (a.) of Schedule 1. of the Stamp Ordinance, in so far as it 

capplies to the -assignment of a lease made without any considera
tion excepting that of handing over the -future rents. Ad valorem 
duty may be claimed on the total value of future rents. We 
suggest that ambiguity on this point should be removed. 

449. We also recommend that the law in regard to assign
ment in general, e.g-., of book debts; insurance policies and other 
actionable claims should be reformed on the lines of Chapter vm. 
of the IniCliian Transfer of PropeIty Act. That would zrwJre assign.. 
me.n.t by endorsement possible. This chapter dellols with transfers 
of !\Ctionable claims and provides for matters like--

(a) Transfer of actionable claim. 
(b) Notice of transfer. 
(c) Liability of transferee. 
(d) Warranty of solvency of debtor whose debt is transferred. 
(e) Mortgaged debt . 
.<J) Assignment of rights under marine or fire policies. 

Credit on the basis 450. It is not possible to mobilize the security arising from the 
of hire purchase. hire purchase system for credit purposes, because under the 

Roman-Dutch law mortgage or assignment of future choses in 
action is said to be neither valid nor registrable. A large business 
in the sale of motor cars' is carried on on this principle but the 
legal protection in spite of agreements being taken to cover the 
risk is far from perfect. There is scope of extending this method 
of business to other commodities as well. In Western countries, 
increasing use is made of this device to increase consumption. In 
order to provide the fullesll possible scope for the development of 
this machinery, we recommend that the law should be improved 
on the same lines as recommended for other assignments in the 
previous paragraph. 

Trust receipts. - 451. A considerable portion of the foreign trade, particularly 
the import part of it, is financed by means of trust receipts, under 
which the drawee executes a trust receipt in favour of the holder 
of the bill agreeing to retain the relative goods, or in the event 
of sale the corresponding sale proceeds, in trust on his behalf. 
Difficulties as to the ownership of goods are experienced in the 
event of the borrower's death or insolvimcy. _ Similarly in the cass 
of exportable goods the letters of lien should be recognized legally 
to protect the bank's interests. -

452. Clear legal facilities in favour of creditorS should be 
provided in this respect. They are mainly required by banks who 
are too respectable to abuse them. There is, therefore. no 
question of a creditor taking undue advantage o~ the debtor. 
Violation of the obligations imposed under trust receIpts should be 
invariably ,regarded as a criminal offence. 

Negotiable 453. At present bills paYll:ble at less ~han three days after 
instruments, sight are classed as usance bIlls and reqUlre to be sta~ped on 

that basis. In conformity with practice in other countrIes these 
bills should be treated as demand bills and chargeable to nominal 
sLamp as such bills. • 
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454. It is a common knowledge that some of the debtors try to Bankruptcy and 
cheat their creditors by resorting to bankruptcy proceedings ana. deeda of 
entering into deeds of arrangement. Although there can be no armngement. 
objection to the granting of relief through these channels to bona 
fide cases, it is observed that dishonellt people take advantage of 
these instruments to evade payment which they are in a position 
to meet. We suggest the appointment of an official assignee to 
take charge, manage, and dispose of estates under insolvency. 
The 6ame officer can also act as official receiver of solvent estates 
pending decision of the court. The Ceylon Chamber of Commerce 
has fully dealt with this matter in its memorandum and we repro-
duce below its suggestions to tighten the law in this respect so 
that t.h.e rights of claimants may not be lightly !Violated by 
unscrupulous borrowers:-

(a) The law requires tightening up because no real stigma 
attaches to the facti that a businessman has been 
adjudicated insolvent. 

(b) At present there is not sufficient supervision of the duties 
and operations of an assignee in insolvency. 

(c) The law does not contemplate cases of trading partners 
where come of the partners may not be resident in the 
Island at the time of adjudication. 

(d) Receiving orders contemplated by section 13 of this 
Bankruptcy and Deeds of Arrangement Ordinance 
should receive greater publicity and be published in 
the local papers in addition to the Government 
Gaaette. 

(e) Approval of the court to a composition and a scheme of 
arrangement contemplated by section 17 should bear 
the signature of the Judge in addition to the court seal. 

(f) That the' warrant for the arrest of debtor under 
section 24 should be executed by a Police Officer in 
addition to the Fiscal. 

(g) That section 88 in regard to the advisability' of the 
trustee being permitted to open a bank account should 
be further considered. 

(h) Clause 3 (b) of the Deeds of Arrangement should be 
clarified 80 as to invalidate a deed of arrangement 
unless the debtor can pay in full all debts other than 
those of the parties of the deed. 

455. Under section 299 of Ordinance No'. 2 of 1889 a judgment ludgment debtors. 
debtor owing less than Rs. 200 on a decree against him cannot and civil arrest. 
be arrested in execution of the decree. Although modem legal 
tendencies may be against civil arrest this 'wholesale freedom from 
arrest enables dishonest people to escape with impunity valid 
claims of their creditors. A person can go on borrowing from 
different parties less than Rs .. 200 each and successfully defy all 
of them to do their worst. In the face of this serious risk there 
is no wonder that petty lenders demand' exorbitant price for 
accommodation. We recommend that the law should be 
strengthened; and instead of giving statutory freedom froni arrest 
the matter should be vested in the discretion of the Judiciary. 

456. Under the present state of law. no action is m.aintainable ~u~l~c. s~ant6· 
against a public servant upon any promlse to pay on hls behalf or liabilities. 
on behalf of others. This cuts at the root of credit facilities 
to Government employees. It is, therefore, not surprising to find 
that clerks are in debt to Afghans and other rapacious lenders. 
We do not find fault with the objoect to discourage borrowing by 
publio servants, but it should not be impossible for them to take 
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loa!ls for legitimate purposes. Even if general modification is 
not considered desirable we recommend that this should not apply 
to banks, co-operative societies, and thrift societies and similar 
respectable lending agencies. 

Roman Dutch law. 457. The application of the Roman-Dutch law to modern 
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commercial and credit activit,ies is unsuitable. This is the main 
'reason why the mercantile legisl&tion in Ceylon is in its infantly 
'and ob.t of da.te. Pledges, mortgages, and hypothecat.ions are all 
influenced by it. ' 

458. 'the incidence of the Roman-Dutch law on the cost of 
borowing is in no way small. There is the high cost of getting 
security. Because a creditor cannot claim compound interest h~ 
is obliged to ask for a higher rate of interest;' and on failure to 
receive interest, he resorts to court for the enforcement of his 
claims,otJherwise his overdu~ IintereS'~ would not earn anything. 
In all important countrres banks charge interest with monthly, 
half-yearly or yearly rests. This would not be permissible under 
the Roman-Duwh law. Realization of security offers no end of 
trouble. Intervention of the court must be required in every case 
before it can be sold; and until this permission is obtained the 
security may deteriorate or depreciate in value. Modernization 
qf the legal system of Ceylon is a necessity for the smooth running 
Qf its' commercial and banldng machineries. 'Ve strongly urge 
,u,pon Government to give their very early attention to this matter_ 

CHAPTER X. 
INYESTMENTS AND SAYINGS. 

, , 
459. Savings and investments feed the ,banlcing and capital 

$ystems. Take them away and both these structures crumble to 
·the ground. n is therefore of the utmost importance that the 
public habits in this respect and the facilities available in regard 
thereto should be examined, and if they are found wanting to 
,suggest ways and means to improve them. Increased savings 
widen the basis of credit in. a geometrical progression and their 
utility is not merely limited to the size of their numerical 
significance. 

460. Besides forming the foundation of banking and capital 
market-" thrift as an ideal of conduct is of very great. value in 
practical life. One must lay aside a bit for the rainy day. Pro
vision against ,old age, q,eath or emergencies wmen the income of 
the earning member of' the family disappears or diminishes is 
emphasized in every ,community and country.' Things do not 
'move evenly all througpout one's life a.nd e;very advaIll1:age must 
be taken of an opportunity to save. Unforeseen contingencies are 
matters Q~ experience and they can be only met by prudent 
budgeting and habits of thrift. Of, course, the capacity to save 
varies with ,lIh,e means of earning ,butea.ch one can set aside 
Iilomething for the futl\re accor:din!l' to his income. ' , 

461. Hoarding and jewellery used to form popular forms of 
,saving's but we are glad to note tJhat tendencies in tbese directionlil 
are decreasing. To lock up funds in unremunerative channels 
deprives the money market of capital which is so ess~ntial for 
economic development. 

462. The love of the Ceylonese to invest their surplus income 
in land is proverbial. This has been abundantly ~ade clear to us 
during our travels throughout the Island. On account of the 
depression and fall in the price of land and the difficulty of con
verting it into cash', this means of saving is not so attractive now 
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hut the fancy prices which people have paid in the past bear 
ample testimony to its magical fascination. Men were said to 
I.e literally land-hungry and they grabbed it at any price. Prices 
I"OS6 higher and higher regardless of the returns. 

463. It is difficult to understand the uneconomic keenness for Absence of stock 
land but the possible explanation lies in the fact that there are exch~n.ge 
110 other suitable forms of investments. With' the exception of secuntles. 
a small issue, the Government have floated all its loans abroad. 
Indigenous Joint Stock enterprises are practically non-existent. 
Plantation companies, both Sterling and Rupee, are owned by 
European shareholders who were loathe to part with their holdings 
until perhaps lately when due to depression dividends disappeared 
or fell very low. And whenever they came out as sellers they 
possibly wanted a high price or there wer~ other Europeans 
anxious to buy them. 

464. All the Share Brokers are Europeans and they have No Ceylonese share 
naturally more contact with the people of their own community. brokers. 
They have not been able to render adequate service to the indi- ' 
genous people or to train them in the share investment habit. 
Easterners are more used to visible and tangible fOJ:IIls of securities 
under their personal ownership, and it requires effort and pro
paganda to make them realize the value and advantage of indirect 
liquid investments through joint participation. If Ceylonese take 
to broking in stock exchange securities they would stimulate 
security habit. They could easily demonstrate advantage of pos
sessing shares in good companies. Instead of holding a piece of 
land measuring a fraction of an acre or so which does not bring 
in any income its owner can sell it and with the proceeds buy a 
share or two of 8 plantation or an industria.1 company and get 
dividend therefrom. Such an exchange of capital would also be 
beneficial from a national point because these small fragmented 
lands would thereby be released for the purpose of consolidation 
and cultivation which would increase the country's annual wealth. 

465. Under the present constitution of the Colombo Brokers' Widening of stock 
Association, ,,,hose members are six in number, all Europeans, exchange. 
it is not possible for a Ceylonese to' get into it. Not only a huge 
security* is demanded from new members but the right to admit 
them vests in the' existing members who would naturally be 
loathe to increase their own competition by taking in more 
brokers. Every application has to be proposed and seconded 
respectively by two of the existing members and is further to be 
submitte:l to "the scrutiny of the other members. Two black balls 
would disqualify. It is not surprising that we do not find any 
Ceylonese as a member of this Association or .that there is not 
much disposition in the indigenous community to seek its meml?er-
ship on these costly and humiliating, condit,ions. But if the 
habits of the people are to be formed in favour of liquid invest-
ments, it is essential that the stock exchange should be widened 
so as to include an appreciable number of Ceylonese brokers. It is 
they alone who by their living among the people and freely mixing 
with them can usefully demonstrate the benefits of stocks and 
shares. .; 

466. The European brokers deposed in their evidence before uS .WeaknellS of 
that the present arrangements were satisfactory and their services evidence of 
were available to those who cared to utilize them. No doubt it European broKers. 
is so. But the question is not merely to be judged from this 
point, whether facilities for share business exist or not, but also 
whether they are adequate and effective from the national and 

• 1 lakh in cash or approved guarantee. 
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investment points. Weare entitled to ask how many of the 
Oeylonese take advantage of the existence of the present non
Ceylonese brokers, and to what extent this agency has succeeded 
in developing ilie investment habit amongst the people of the 
country. Viewed from these angJes their contribution is insigni
ficant indeed. Share prices. are., of course, published in papers 
but even most of the better class'es of Ceylonese hardly know 
anytb,ing about these things. The views of the Brokers' Asso
ciation appear to be influenced by the consideration that .invasion 
of their business by others would lead to decrease in their income. 
Such a belief is not well-founded. With the general increase in 
the volume of security transactions, which the Cey~onese brokers 
would bl;'ing about, there would be an increased share available 
for everyone; and on account of their past connections, traditions, 
and experience, the European brokers will continue to play a 
preponderating pa;rt in the stock exchange activities of the Island 
for considerable time to come. 

Government to 467. We hope the Government would be able by persuasive 
intervene. methods to effect liberalization of the rules of the Broker's Asso

ciation so as to stimulate the entry of Ceylonese in this business. 
But should its efforts fail we have no hesitation in recommending 
legislation for the working .of the Colombo stock exchange and 
broking in securities. There are pl.'lOOedents for this in other 
countries. 

Issue of local loans 468. We strongly recommend <that Govemment sihould 
by Government. increasin~y resort to floatation of its loans in Ceylon. Witnesses 

in general and hankers and inves.tors in particular have. all emph~ 
sized that such issues would be a success and they would provide 
a. medium of safe investment. Both Europeans a.nd Ceylonese 
agree with this view. Perhaps G.overnment were obliged to 
go to outside markets because the monetary rates were cheaper 
there or there was apprehension that the rupee loans would not 
be successful. Conditions are now very auspicious. The deben
tures of the State Mortgage Bank have become very attractive 
and augur well for the- State's own internal borrowings. The 
financial and debt positions of the Island are highly satisfactory, 
as tEilreaiI!Y reviewed in III previ.ous chap.ter. There is therefore 
no reason why Ceylon should not be able to satisfy her loan 
requirements through domestic subscriptions, as cheaply as ex
ternal borrowing. "But even assuming'that the rupee loan costs 
a little mOre than outside debt, it is worth paying this small 
extra sum in the interest of developing the.home market in 
securities and providing means of investment to the public. 
There is also the advantage .of freedom froni exchange fluctuations 
which in the long run would more than balance' this slight loss. 
Services of the proposed State-aided Bank should be utilized for 
the management of the rupee loans of Government. For a small 
charge, to be' mutually arranged, that Bank will be able to 
assume the responsibilities of paying interest on bonds and 
renewing them. whenever necessary. 

Conversion of 469. Government can take advantage of the present easy 
outstanding lpans. monetary conditions to convert its outstanding foreign loans into 

rupee liability. There is no suggestion that this should be com
pulsory. It has been possible for other countries to lighten their 
interest charges by voluntary conversion and if Ceylon tries she 
can achieve similar saving. That would also offer immediate 
method of increasing rupee paper. If proposals in this respect 
are not favourably received by the existing holders the plan to 
sllR§ttiJt}l1'-e.~teNlJf.ll {le.bt by internal borrowing will have to be 
postponed! IIDtil its ma.turiJty. 
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470. Some of the witnesses seem to think that there is not Apprehensions of 
enough money in the Island to m~ all the Government, require- failure unfounded. 
ments. Deposit figures of Post Offices and banks and their inabi-
lity to use most. of their funds in the Island prove beyond any 
doubt that such a fear iii unfounded. ~ut even assuming for 
the sake of argument that suob is the case, it is to be emphasized 
that there is no restriction on outside capital coming in sub-
scription of the rupee loans. Experience of other countries shows' 
that when general conditions are satisfactory external capital 
usually flows in towards domestfc borrowings. In the case of 
rupee securities the neighbouring country of India would always 
be anxious to offer a helping hand. There is consequently no 
question of any failure. The value of rupee issues is to be mea-
sured not only by offering a chance for direct subscription to the 
people but also by the fact that they would develop a market in 
Ceylon in the rupee paper of the Government which would 
increase facilities for investing savings as and when available. 

471. Life insurance provides a beneficial scope for investment. Life insurance 
It combines the function of accumulation of small periodic savings companies. 
with a benefit in the event of an early death. Although a person 
who survives the maturity of his policy or lives longer than what 
is anticipated by the morliality table gets less than what the 
accumulation of his premia would otherwise bring in, if invested 
in other forms, the advantage of realizing comparatively bigger 
amount in case of untimely death more than compensates for this 
Joss. 

472. Among the educated and upper classes the value of life Indigenous 
insurance seems to be fairly recognized and there are a number insuran~ ld 
of foreign insurance com'panies doing good business. The mi61dle =::s liI:u 

and lower classes have, however, not been touched te any business. 
appreciable extent by this type of saving. H there.were local life 
companies they would be able to greatly popularize insurance. 
Examples of other countries, notably of India, confirm this view. 

473. We have already pointed out that the laws of Ceylon do Regulation of 
not permit incorporation of indig.enous joint stock insurance com- insuran~ 
panies. But foreign companies can do business without let or compan.les. 
hindrance. There is no objection to good respectable outside 
concerns carrying on insurance business in Ceylon but certainly 
it is the duty of the State to save its people from being swindled 
by unscrupulous mushroom companies. The dishonesty of a few 
recoils upon the respectability of the business. It gets into bad 
odour and people are discouraged from investing in insurance. 
We, therefore, strongly urge that regulations permitting registra-
tion of local limited insurance companies and requiring supervision 
of foreign companies should be introduced at an early date. 

474. The proposed legislation relating to insurance business Security from 
should require every such company to lodge security with the insuran~ 
Government. The Indian Life Assurance Act requires every Life companIes. 
Assurance Company to d.eposit a minimum sum of Rs. 25,000 
before it commences business which has to be gradually increased 
to Rs. 200,000 from the premium'income and life insurance fund. 
We recommend that similar provision should be introduced in the 
proposed legislation in this country to save people from bogus 
insurance concerns. 

475. Insurance legislation should also cover other important Otbe!-".im~rtant 
features like preparation and submission of audited accounts, the provlSlons m 
form of balanos sheet, actuarial valuations, qualifications ')f f;W:~:n 
auditors and actuaries, separation of life insurance receipts from e . 
other insurance buSiness I the maintenance and accounting cf 
different insurance funds, like life, marine, fire, &c., the securing 
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of life fund for the sole benefit of life policy holders submission 
of statistics, winding up of insurance companies, rights of policy 
holder~ . to ask for Governmen~ in.spection of such companies and 
to petltlO~ to court to order wmdIng up, penalties for violation of 
legal requirements, &c. Protection to the insurance clientele in 
these directions is very necessary both from the points of the 
~ublic and the business itse~f. In~smuch as lif.e insu.rance saving 
IS meant to help people m their old age or their survivors, 
when income is ordinarily less than when the assured was alive 
01.' in full working vigour, need and importance of the safety of 
these investments are much greater than in other cases. By re
ferring to legislation enactments of other countries, it wiiI be 
found that they make adequate provisions in respects of the points 
referred to by us. . 

476. Some sections of peop}.e in Ceylon seem to demand that 
funds received by insuranoo companies working in the Island 
should be required by law to be invested inside the country. It is 
difficult to support this view. Much of the underwriting risk parti
cularly in non-life businesa is passed· on to other companies, who 
have to be paid the proportionate amount of the premium income. 
AU the income of these companies therefore does not wholly 
remain with them and it is unreasonable to expect them to lend all 
their l'evenue in the Island. There is also the absence of suitable 
investments, and until that is possible compulsion in this direction 
may really lead to the deterioration in security behind the 
insurance business. If indigenous work in underwriting of risks 
increases there would no doubt be gl'oeater tendency to use the 
surnlus income in domestic credit channels. The legislations 
can, however, reasonably require the insurance business to disclose 
in its balance sheet what assets it bolds insidoe the country Rnd 
~hat outside, as is the caBS in the Indian law. Such Bi provision 
would exert indirect .pressure in favour of a good proportion of 
domestic investments, because in its absence national and patriotic 
feelings may be aroused to discourage business in such concerns. 
Insurance companies would therefore be ·eager to present are
spectaQle appearance in this respect in order to maintain and 
attract popular custom. Weare not prepared to recommend any 
more restriction than tbis. Obligation to deposit security with 
the Government has been already recoII!mended in an earlier 
paragraph and this should sufficiently meet the requirement of 
saiety. . 

477. We think it is premature for the Government to under
take publidinBurance work. Before the need for the State to 
enter this field can be established it should be clearly shown that 
the indigenous people are unable to carryon this work privately. 
It will be putting the oart before the horse td p!.l8S any verdict 
on this question now when there has been no such attempt in 
the past. No doubt law has been against indigenous enterprises 
but in the absence of experience it is impossible to make decisions. 
When the legislation is improved and Ceylonese have tried at 
insurance business and failed, the matter enn be re-examined to 
ascertain if the State's intrusion in this sphere can be justified. 
It is true that foreign· insurance companies are too strong and 
can if they so desire successfully keep' out Ceylon concerns from 
flntering this field, through the usual device of cutting down rateR 
below remunerative levels or giving more than legitimate benefits, 
but iof there is the threat of the Gavernment interv.ening in the 
e"el'lt of Buch abuses· they are likely to avoid unhealthy como' 
n~tiition.: It is also likely that in eonformity with the modern 
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trend of increased co-operation between domestic and foreign 
enterprises. the indigenous insurance companies may be able to 
make satisfactory arrangements with non-Ceylonese concerns 
whereby annihilating strife can be replaced by peace on reasonable 
working basis. We therefore recommend- that the Governmen~ 
should wait and watch how the situation dev-elops. 

478. In India the Government carries on life insurance business Post Office 
in respect of Government employees through the Post Office up to insurance. 
a maximum of Rs. 10,000 in each individual case. The premium 
is naturally lower than what an ordinary private company charges 
because -there is no question of commission. profit or fees for 
medical.examination which is done free by the Government's own 
medical officers. \Ve have no objection to the assumption of such 
a function by the Government of Ceylon. An enterprise of this 
nature may provide them with the requisite experience to extend_ 
its insurance operations should our expectations far the growth 
of private enterprise not materialize. 

479. Provident and mutual societi.es also afford scope for Provident ~n~ 
savings. But in the absence of adequate protection and supervi- mutual .socletIes 
sion some of them degenerate into instruments of swindling the and theIr dangers. 
ignorant and unwary. Many complaints were made to us during 
the course of our inquiry how so-called provident societies 
advertising to give death, marriage and other benefits were in 
reality cloaks for cheating-the public. As soon as the promoters 
had gathered a considerable collection from periodic subscriptions 
they disappeared. leaving nothing behind them to which the 
members could look for redress. Even reasonably intelligent 
persons are lured by the appearance of attractive terms only to 
regret in the end that they were not more prudent. In other 
cases the provid-ent funds continue their operations but they give 
undue trouble ·when the time for receiving benefit· arrives, 
so much so that the members are obliged to settle their claims 
for a much smaller amount than what is due to them. 

480. In a majority _ of cases no mathematical or actuarial Wrong basis of 
calculation isulade of the benefits promised to be given on the working. 
happening of Ii particular event. Unless the schemes are well 
thought out and based on normal expectation and experience, it 
will be obviously impossible to meet these claims for any length of 
time. Those who are fortunate to have early claims may get their 
dues in accordance with initial stipulation or according to their 
expectations but those who come at the end suffer a good deal. 
They may even find that nothing is left to satisfy any portion of 
their dues. As an example we may take the case of a marriage 
society which promises to give a certain minimum sum on the 
occasion of marriage of its members on their subscribing a certain 
sum monthly. A scheme like this can be easily destroyed if a 
number of persons of marriageable age join the society and demand 
the contracted benefit soon after the completion of the minimum 
period of membership. 

481. It is therefore clear that every mutual society cannot be Conditions of 
a success in spite of the best intentions of its promoters. There su~e~s of mutual 
are a few essential conditions which they must satisfy before SOCIeties. 
there can be a reasonable -chance for their continued prosperity. 
Theyare:-

(1) A narrow range of age to which the members must con
form at the time of joining the society, so that older 
people do not disturb its stability by making claims 
much earlier than the younger m-embers. 
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(2) Continuity of membership so that the income does not 
get diminished when members retire on the completion 
of the event for which they joined. 

(3) No fixed sum should be guaranteed as the minimum 
benefit and only periodic collections of subscriptions 
should be divided among the claims arising in that 
interval, less certain percentage for reserves to meet 
emergencies or lever up dividends in times of strain. 

(4) Where benefits Gther than relief. on death is the object, 
8.g;, marriage. benefit, habits and customs of the 
members should be fairly uniform to avoid the 
scheme getting out of gear by the demands of those 
who satisfy the conditions too prematurely •. 

Legislation ~lating 482. Ordinance No. 16 of 1891 as amended from time to time 
~U:~~~!r~~eft prescribes the law in regard to the working of mutual, provident, 

o e les. and other societies. According to s·ection 3 of the Ordinance, 
societies aiming at promotion of thrift, giving relief in times of 
sickness or distress, aiding in pecuniary difficulties and making 
of provision for widows and orphans or purposes specially notified, 
are only governed by this law. We. recommend that the 

No scrutiny before 
registration. 

Share capital. 

Ordinance should be extended to apply to all mutual societies. 
483. There is however no provision in law empowering the 

registration authority to scrutinize the objects and conditions of 
working to· de.termine whether the scheme i.s feasible. Section 6 
of the Ordinance permits cancellation and suspension of registry 
of a society under certain conditions including existence for 
iUeg.al purpose, but it is not comprehensive enough to cover the 
case where it is fundamentally impossible f011 a society to carry 
out its object .for any length of time. There is no q\lleStion of 
illegality or fraud. ihere but want of business understanding and 
foresight. We have already explained an example of this nature 
in 08. preceding paragraph. To permit such an activity i'9 to lay 
certain trap for the people to fall into disaster. There is also 
no provision for the initial examination of the business methods of 
a society. It is dangerous to allow registration of a. fra·udulent, 
defective or undesirable society in the hope that it could>. be 
quashed on tlhe detection of iHegalities and discrep.a.ncies. We 
recommend that the Ordinance should be improvedl to give power 
to the Registrar to refuse registration of' a society whose 
working in his opinion would be aga.inst publio good or lead to 
victimization of innocent people. To safeguard against the abuse 
of such <& discretion, power of appeal to the Supreme Court. may 
be allowed. 

484. Section 5, sub-section (1), requires -every society to have 
a: subscribedl oapital of at least ten thousaoo 'rupees. Weo haV18 
explained in the chapter on '.' Banking Regulation ',' that only 
paid-up capital COll&titutes the real security behind a company's 
business. Requirement of a subscribed capital in the case of 
societies therefore does not mean any protection to members. 
We recommen,d that the sub-section shO'Uld be' altered t<> read 
.. paid-up c~pital of Rs. 10,000 ". 

Deposit of security. 485.. By manipulation the capital of a sooiety may assume the 
shape of an overvalued fixed asset and be not in cash. As an 
example we. may take the case where promoters bring in 01' buy 
some small building at an inflated value. Goodwill m.ay also be 
reckoned SIS an asset. Capital oan be weakened by borrowing 
or oreation of encumbrances to meet. claims for remuneration 
of promoters, agents, f>r staff. In order that capital and surplus 



REPORT OF THE CEYLON BANKING COMMISSION. 117 

income from members should remain intact we recommend that 
every society should lodge an initial deposit of Rls. 10,000 with 
the Government before. commencing business which should be 
gradually increased to Rs. 50,000 by depositing every year 50 
per cent. of the surplus reserve fund for members set apart from 
income. There is little difference between the fl,lnctions of 
mutual societies and insurance companies. Both deal with 
paytment of benefit in the ,future. When securiJty is recom
mended from the one there is no reason why it should not be 
demanded from the other. The security may be lodged in Gov
ernment paper of Ceylon, India, England or any other approved 
country, or in deposit of approved bank or debentures of the State 
Mortgage Bank. 

486. Several of the cheetus and provident societies are Registration under 
registered under the Business Names Ordinance. This is a Bus!ness Names. 
formal piece of legislation requiring disclosure of persons tr.ading OrdInance and lts 

d ed d d · 1 t' abuse. un er any Rssum name an oes not Impose any' regu a Ion 
on business or Qbservance of safeguards. But the )."egistratiO!ll is 
taken advantage of by the promoters of thes~ benefit societies 
who advertise on their letter heads tha,t they are registered under a 
particular Ordinance. This is deliberately done with the inten-
tion of crea.ting a reeling of respect abou~ them in the minds of 
ignorant people who usually associate, or are persu8lded. to 
associate some kind of Government patron-age or supervision .of 
business with such registration. This is perhaps one of the rare 
instances in legal jurisprudence where legislation has unwittingly 
led to the creation of abuses never thought of by its framers. 

487. We strongly recommend that the practice of advertising Advert;ising of 
registration under a particular Ordinance or printing the same registration to be 
on letter heads should be stopped by law. In ordinary Press stopped. 
advertisement the fact of paid-up capital should be mentioned to 
avoid any misunderstanding by the public of the security behind 
the advertised business. 

488. The Business Names Ordinance can be suitably altered Partnership 
<aM renamed as .. Partnership Ordinance". A provision can legislation. 
be ma'de in this law requiring that where an individual work1& 
under an assumed name he should lodge the same informatiO!ll 
with the registration authorities. That wiU do away with all the 
ambiguity and confusion which the expression" Business Names 
Ordinance .. seems to have created in the public mind. The law 
may also be improved on the lines of the Indi/ln Partnership Act 
of 1932 which is a modern piece of legislation. 

489. There are several societies of Government Sl6rvants which Benefit societies of 
aim oat promoting the habit of saving and thrift. Widows' and Government 
Orphans' Pension Fund, Public Service Mutual Provident employees. 
Association, Ceylon Railway Benefit Association, Ceylon Police 
Saving Association, &c., are some of these examples. They are 
working on proper lines and under. proper supervision. Their 
activities appear, however, to be mainly confined to middle !'tnd 
higher services and we suggest that the movement should be 
extended to lower employments as well. Their need for protection, 
against their own improvidence is greater. 

490. Thrift societies also assist in: the growth of the saving Thrift societies. 
habit, but their formation in: Ceylon is as yet in infancy. A homo-
geneous ~oup of persons can c?mbine to impose ~pon its .mem-
bers practIce of compulsory thnf.t. A smal.l sum IS contrrbuted 
every month, mostly by deduction from salary at the source, 
and the amounts go on' accumulating. As a ru~e no withdrawal 
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is allowed unleSis in the case of death or retirement from 8'ervice 
or on completing a certain number of years, in which period it is 
hoped the member has learnt the value of saving. In emergent 
cases lik1e sickness loans may be granted: on the security of 
balance!So to the credit of subscribers. 

Thrift societies and 491. Thrift societies are particularly suited to assist lower 
estate labourers. classe's of the public and estate labourers. In his memorandum 

to the Banking CommiS'sion, under the title .. Co-operation 
,amQngst 'Indi,an Estate Labourers in Ceylon", published in 
Vol. n. of the Rep0rt, ~r. T. L. R. Chandran, I.C.S., Agent 
of the Government of India in the Island, has shown how the 
conditions olf Indian estate labourers in Malaya ha,ve greatly 
improved on the result of inauguration of tp,rift societies amongst 
them. He has advocated the starting of similar associations in 
Ceylon. It is quite immaterial wha,t form the' constitution of 
thes.e societies take!s, the emphasis is naturally upon the for
mation of thrifty habits. .. The most distressing feature in the 
life of the Tamil estate labourer in Ceylon is his perennial 
indebtedness. In spite of the several steps that have hitherto 
been taken-to remedy this sad sta,te of affairs, still one finds 
.even to-day that the lot o[ th.e Indian estate labourers is no 
better". Anything that would tend to improve the situation 
should be 'Nelcome. Some estates have started assisting their 
labourers to save by providing savings departments or co
operative stores combining thrift societies, but hardly the fringe 
0[ the problem !has been touched,. We strongly urge upon the 
estates to take steps in this direction. Apart from its humani
tarian aspect, satisfied and solvent labour is an asset in itself. 
If they· offered a small inducement of an extra, contribution on 
the labourers saving a small percentage of their pay on the lines 
of employees' . provident funds, the position would perhaps 
soon improve. We recommend careful considera tion of 
Mr. Chandran's pro'posals. 

Nithis. 

Building societies. 

492. There are one or two institutions· in Jaffna known as 
.. Nithis " which contract to give a lump sum at the end of a 
stated period in lieu of monthly contributions. No interest is 
agreed, to be paid but its account is taken in fixing the sum 
payable; and also some dividends depe;nding upon nett profits 
may be paid. The Utam Nithi, for example, pays Rs. 25 at the 
end of 80 months for every 25 cents paid monthly. +'he total 
of contributions comes to only Rs. 20. Payment of premium 
of Rs. 5 and dividend takes the place of the usual interest allowed 
on deposits. There is nothi~g objectionable in the ;nature of their 
working but we feel that the cost of managing these infinitesimal 
amounts '\Vould a,bsorb' a good portion of their earnings and the 
pl'lesent expectations of their promoters may .nb~ be fully realized. 
They are incorporated under the Joint Stock Companies Ol'ldi
nance, which as' already pointed out, is defective. With the 
i'mprovement in this law, as recommended' by us, the working 
of Nithis would also be ,better regulated. 

493. Building societies provide a1egitimate form of security. 
If properly advertised, they should.,become channels of attractive 
investment. Desire to possess one's own house is strong in 
!human beings,. but everyone has not the ready means to satisfy 
it. It is to help these men that the plan of building societies 
has been formed. Of course, one can save bit by bit in fin 
ordinary savings or -deposit account, and when the total bas 
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reached a substantial figure to utilize it inJ purchasing property. 
But there are many occasions when temptation to use these funds 
for other purposes is irresistible and the original intention in the 
.majority of cases remains unfulfilled. 

494. By systemetizing periodic contribut:ons for a definite Method of payment. 
object building societies assist men in ultimately buying the 
house in which they live. They are required to make an initial 
deposit of about one-third of the cost of building or buying a 
house an:! the remaining two thirds is repaid by monthly equated 
payments spread over a period of 20 to 25 years. Liquidation 
of 10,ln in this manner, when it extends over a long range of 
years, is very much simplified and the monthly instalment is 
only slightly in excess of the interest on l()8n or the rent of the 
house. One thus pays for the house as one lives and the burden 
is not at all felt. Everyone according to his means and source 
of income can take advantage of a scheme like this. In ease of 
premature death of the occupant his descendant may experience 
difficulty in meeting too instalments but such an inconvenience 
can be obviated by insuring one's own life so that its benefit 
may liquidate his commitments to the society and his posterity 
may get the house free of all encumbrances. 

495. The methods of raising funds are:- Financial methods. 

(1) To take deposits. 
(2) To float debentures. 

Both members and outsiders can take advantage of these facili
ties. As there is good security behind the business and the 
members' means to pay their instalments are more .or less 
definite and known, they usually do not experience any diffi
culty in getting requisite finances. Of course there should be 
reliable and honest management to inspire public confidence and 
there should be no underhand dealings. 

496. Generally these societies prefer to start their own Building activities. 
schemes of building houses on specially acquired land which 
is distributed into plots to its members. Usually there is no 
restriction on the plan of the house and one can build according 
to one's reqUirements and means. There is however nothing in 
the nature of these societies whereby instead of launching on 
building new houses they assist their members in acquiring 
already existing houses. Their business in such an event would 
more resemble the working of Building Mortgage Banks. A 
proposal in this respect was submitted by Mr. R. Senanayake 
of Kandy which is not published at his own request. Messrs. 
Mahadeva of the Public Works Department and W. Don Michael 
(Catholic Home, Colombo) have also submitted general memo-
randa dealing with the operations of these societies, which are 
published in Vol. II. 

497. Regulation of building societies is controlled by Ordinance No. 15 
Ordinance No. 15 of 1891. ThIS is fairly exhaustive and imposes of 1691. 
safeguards on their working both in the interests of the general 
public and their members. It is, however, surprising that no 
advantage has been taken of this law and there are no 
societies of this nature. Efforts should be made to bring tlie 
advantages of these schemes to the notice of the public. We 
have no doubt that with full propaganda and realization of the 
value of building institutions as means of savings combined 
with visibility of security they should become very pOpular. It 
is needless for us to say that we recommend introduction of 
these facilities to promote thrift and improve housing conditions. 
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Sav.ings Ba~s and 498. Savings ban;ks provide the most convenient and popular 
thelr agency m form of collecting savings .and their agency in the promotion of 
promoting thrift. thrift is indisputable. Amounts as small as 25 cents can be 

Poet Office and 
Ceylon Savings 
Bsnks. 

Area of operation 
of the two banks. 

Arguments for 
and against 
amalgamation 
examined. 

deposited SO that evell the poorer sections of the population may 
have some safe place where to set aside their little. surplus. 

499. Besides the Savings 'Bank Departments in ordinary 
commercial banks referred to in the chapter on .. Existing 
Credit Agencies", there are the Ceylon Savings Bank and the 
Post Office Savings Bank which specialize in this form of invest
menJli. The former is an older institution having been estab
lished in 1832. The latter was introduced in the year 1885. 
Both are managed, controlled, and supervised by the Govern
ment. The Auditor-General's Department maintains a con
tinuous audit on their working. Ordinance No. 12 of 1859 and 
rules framed thereunder govern the working of the Ceylon Sav· 
ings Bank but the regulation of the Post Office Savings Bank 
is in accordance with the provisions of the Post Office Ordinance. 
No. 11 of 1908. 

500. Although Kachcheries may be said to be working as 
branches of the Ceylon Savings Bank the main work of this 
bank is confined to Colombo where it has .its office. The Post 
Office Savings Bank however works at Colombo and offices in 
the Island specially appointed in that behalf. It, therefore, 
covers a wider area of operation and its facilities could be 
availed of by a much larger population. Qne, therefore, rightly 
inquires why there should be two public agencies doing the 
same kind of work when the more important Postal Savings 
institutlon can successfully take over the work of the Ceylon 
Savings Bank. That would save in overhead charges and in
troduce other economies in working cost and consequently lead 
to the provision of better service. 

501. At first sight it may be difficult to understand why this 
duality of the arrangements should be allowed to continue. But 
when the matter is looked into deeper there appear to be some 
possible reasons why the two are kept apart. In the case of 
the Ceylon Savings Bank there is no statutory liability of the 
Government for the obligations of the bank which of course is 
undeniable in the case of a Government department like the 
Post Office and its activities and the State lIlaturally thinks it; 
prudent to let the two agencies continue so as to limit its finan
cial responsibilities. Again because in both Cases' maximum. 
limits are prescribed for ,the amounts that can be deposited in 
an individual account annually as well as on the total of indivi
dual deposits at any time, the separatioIL in the two institutions. 
is perhaps deliberately allowed so as to offer the public facilities. 
for increased deposits in Savings Banks. There is also differenCe> 
in the interests and assets of the two. The Ceylon Savings Bank 
can invest a portion of its funds in loans aD, Colombo house pro
perties but the other Savings Bank has no such freedom. 
Advances on mortgages bring in Breater interest income than 
Government or giltedged securities and this is perhaps the main 
rflason why interest allowed by the Post Office Savings Bank is 
10W'er being only 2.4 per cent. per annum as compared to 3 to 3i 
per cent. of the Ceylon Savings Bank. The argument of limits on 
deposits is perhaps not so strong. It is a matter of detail and 
there would be no difficulty in increasing them, if the amalgama
tion of the two is otherwise considered desirable. The other 
explan)1tions revolve rou~d the question of security and return. 
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We feel that there is nothing wrong with the methods of the Ceylon 
Savings Bank in investing a part of its funds in mortgages and 
similar liberty may be extended to the postal institution. The 
position is now simplified a good deal because debentures of the 
j)tate Mortgage Bank provide a handy and" improved means for 
mortgage loans. Because they are guaranteed by the Govern
ment they are the Statj6's own liability. The working of these 
Savings Banks is on such safe lines tlWt we do not visualize any 
occasion when thel'S would be loss on assets and the State would 
be called upon to make it good, if it assumed increased re
sponsibility in that behalf. The reluctance of the Government 
to assume bigger financial obligation on the merging of the two 
banks, althougll justified in theory, cannot be supported by 
practical considerations and should therefore not be a bar to the 
fusion of their activities. The constitution of the Post Office 
Savings Bank should be suitably modified so as to permit its 
absorption of the Ceylon Savings Bank and thereby introduce 
economy, efficiency, and unification in the Savings Bank work 
of the Island. 

502. On examining the· balance sheets of these banks given Business figures of 
on pages 66 and 67 of the Report of the A\lditor-General for the these banks. 
year 1932-33 and his remarks thereon, it will be clearly seen that 
their deposits are increasing. The Ceylon Savings Bank had 
deposits aDIDunting to Rs. 9,628,796 at the end of December, 
1933, which gives an increase of the Rs. 894,358 over the 1932 
figure. The number of its depositors at that date was 61,544. 
The total deposits.()f the Post Office Savings Bank on the same 
day amounted to Rs. 12,610,303 and recorded a rise of 
Rs. 541,522 in the last year; It had 374,032 depositors on its 
books. On account of fall in interest rates, the higher interest 
of the Ceylon Savings Bank is comparatively much more attrac-
tive now and accounts for bigger increase in its business. This 
should remove any doubt that the public views its security in 
a less favourable light than that of the Goverilment postal agency. 
It may also be incidentally mentioned that the deposit figures 
of these two savings banks would perhaps have shown greater 
improvement had it not been for the more attractive terms of 
the commercial banks in this direction whose figures show 
relatively a larger increase. 

503. On the assets side of their balance sheets we find that Assets examined. 
a very large portion of their investments consists of non-rup~ 
securities. Obviously their value is liable to exchange fluctu-
ation and there is also the risk of fall in price due to deterior-
ation in the economic, financial, and political positions of the 
countries whose loans they form. Occasions when some of these 
securities were at a serious discount are still fresh in public 
memory. There are statutory provisions in regard to the nature 
of the assets of these two savings banks, but we do not know what 
principles are followed in the selection of. investments, inter Be. 
The Postmaster-General, however, told us in his evidence that 
in so far as investment of his savings bank funds was concerned 
i~ was divided roughly in the proportions of 3: 2: 1 between 
Indian, Colonial and locaL securities, respe~ively. Relatively, 
however, the Ceylon Savings Bank has a greater proportion of its 
funds in non-rupee paper. In order to obviate the risks referred 
to by us, efforts should be made to first explore fully the possi-
bilities of investments in rupee securities, preferably of the Gov-
ernment of Ceylon and buying of non-rupee paper should be an 
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exception rather than a deliberate policy. Advantage should be 
taken of domestic and Indian issues to effect change in the 
composition of the assets of these banks. 

504. Not more than Rs. 10 can be withdrawn from a postal 
savings account without previous notice. This is unduly re
strictive and should interfere with the progress of savings bank 
work. \ A depositor wanting a bigger sum has to post his demand 
along with the pass book to the Colombo headquarters of the 
bank where scrutiny is made of the signature and other con
ditions of withdrawal. If there is no objection a warrant of 
payment is posted which is encashable at the nearest post 
office. From the explanation of the Postmaster-General it 
appears that the concentration of the savings work is in Colombo 
and the condition of previous intimation' is introduced to avoid 
risks of frauds and imperson~ion. He also seems to think that 
the work of passing payments requires special knowledge and 
skill which the ordinary staff at post offices cannot be expected 
to possess. We differ from these views. The work is of a 
simple nature and ordinary postal clerks can be trained to suc
cessfully perform it. In a way they are already doing it when 
they make payment for sums up to Rs. 10. There is also no 
question of extra staff because if the work of withdrawals is 
decentralized there will be men surplus in the Colombo 
office which can be distributed amongst the other important 
post offices in the Island in proportion to their savings 
work. Even if general extention is not considered desirable, 
start should be made at important towns like Jaffna, Kandy, 
Galle and so on. India is 8 vastly greater country but no diffi
culty is experienced there in permitting various post offices to 
transact this work in its entirety. Excepting that in small places 
notice for the payment of big sums is required to enable them 
to arrange for necessary funds there is no differentiation between 
the banking business of Indian post offices. If the present 
restriction is removed and withdrawals are liberalized we feel con
fident that the savings machinery would become much more 
popular. Although the Postmaster-General assured us that on 
account of the small area of the Island not more than two days' 
delay was involved by the existing procedure, even when the 
notice came from the farthest point from Colombo, in actual 
practice there would be greater interval and inconvenience as 
was justifiably complained to us by witnesses. 

Current accounts in 505. In order to popularize the cheque habit, and through'that 
post offices. d' t 'd th' t' db' f d't f me lum 0 WI en e prac 'Ice an ,aSIS 0 cre 1 , some are 0 

the opinion that post offices should be permit;ted to open current 
accounts and. allow withdrawals by cheques; others suggest that 
although payments in trus form may not be feasible the facility 
of depositing by means of cheques should, be allowed. We know 
tha.t these improvements do exist in postal banking systems of 
some of the advanced countries, but under the present state of 
tlavings banks in Ceylon! we do not feel justified. in making 
recommendntions to this effect. The testimony of the Post
master-General makes us doubtful if the postal staff art places 
other than Colombo wouldJ be able to undertake increased 
J"l2sponsibilities when they Rre not considered efficien.t to handle 
withdrawals of more than Rs. 10. The employees at the head 
office may be competent, but as there are enough banking facilities 
for keeping cheque accounts in' the ca.pital town there is no need 
there for increasin~ the duties of the Post Office Savings Bllnk. 
Demand in this connection particularly comes from the country 
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districts, but the machinery there is not adequate. It is, however, 
hoped that, with the inauguration of the movement of indigenous 
banking visualized by us, oppcrtunities in this direction would 
also be increasingly available <It places outside Colombo. 

506. For reasons similar to those given above, we are not. in Savings and 
favour of recommending the starting of savings and deposit bank- deposit bank~ng 
ing by local bodies like Municipalities and Urban District Councils. by local bodies. 
There are not enough trained men who. can cope with a general 
expansion of this nature. We think all available resources in 
men and money should be concentrated in making the pro-
gramme of the State-aided Bank and local banks a success. 
After they are securely established, the problem of banking by 
local bodies may be again taken up if any need for them is still felt. 

507. Postal Casl~ Certificates are a very convenient form of Postal Cash 
small investments. In payment of a certain sum paJd in at a Certtlicates. 
post office, it issues a certificate of an increased value undertaking 
w pay the full value specified therein at the end of a stated 
period. The difference between the amount paid in and the 
sum promised to be paid at maturity replaces the ordina.ry 
interest payment. But although the certificate is redeemed at 
Its face value only on the t.ermination of the given interval, an 
earlier payment is also allowed, but in that case, the rate of 
interest varies directly with the extent of the duration-'--the 
longer the money remains with the post office the greater is the 
interest. allowed. This progressive increase in return is a. power-
ful brake upon the temptation to an early withdrawal. 
Experience of other countries, notably of India, shows that this 
device of inducing people to save is proving efficacious. .At one 
time India used to pay Rs. 10 for ev,ery Rs., 7-8 annas paid! in, 
on the expiry of 5 years. But on 'account of easier money 
conditions the price of the certificates has been raised. To-day 
it costs Rs. 8-8 annas .to buy a certificate of Rs. 10. If the 
holder wants premature payment he gets Rs. 8-10 annas if the 
certificate has remained in force for at least 12 months, Rs. 8-10-9 
after 15 months, Rs. 8-1l~6 after 18 months, Rs. 8-12-3 afyer 21 
months, Rs. 8-13-0 after 24 months, Rs. 8-14-6 after 27 months, 
Rs. 9 after 30 months, Rs. 9-1-6 after 33 months, Rs. 9-3-0 
aft-er 3 years, Rs. 9-4-6 :after 39 months, Rs. 9-6-0 after 42 
months, Rs. 9-7-6 after 45 ·months, Rs. 9-9-0 after 4 years, 
Rs. 9-10-6 after 51 months, Rs. 9-12-0 after 54 months, Rs. 9-13-6 
after 57 months, and Rs. 10 after 5 years; The rate of interest 
thus progressively increases with the period of deposit. 

508. We strongly recommend that the system of Postal Cash Ordinance No. 20 
Certificates should be soon put into operation in Ceylon. The sub- of 1929. 
ject seems to have been already considered by the Government. as 
provision for their issue is found in Ordinance No. 2 of 1929. 
But, unlike India, where the sale is continuous and unrestricted 
excepting that not more than Rs. 10,000 worth of cash certificates 
can be bought by anyone individual, in Ceylon the State Council 
and the Governor have specia~ly to authorize an issue and the 
amount of sale should not exceed t.he limit imposed thercin-
vide section 3 of the Ordinance. Government have not permitted 
sales, so far which accounts for the non-existence of this mode 
of investment. We suggest that not only should this channel of 
conserving savings be made available at the earliest possible 
moment, but that no restrictions should be imposed on sales 
excepting that of the maximum amount beyond which it should 
not be legal for each individual holding. 
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509. '!reasury Bill.s form a suitable .form of employing 
temporarIly short perIod funds. Banks, Insurance companies 
~nd other kee.pers of large cash balances take advantage of this 
Investment. They ar~ obligat,ions of the State and mature for 
payment; within a few montbs but usually before 12 months. 
Three, six and nine' months bills are mostly found in vogue. 
In England and India they havlll come to form a regular feat.ure 
of the dinancial market. Provision for their issue exists in the 
law of Cl'lylon, vide Ordinance No. 7 of 1923, but very lit.tle 
advantage, has ever been taken of it. If, instead of keeping very 
large cash balances, Government so manipulated their funds 
as to carry on with as littJIe money 'as possible, and in the time 
of need to borrow on Treil-sury Bills, that would prove of 
ailvant-age both to the State and iithe people. The money market 
would also develop a certain degree of elasticilty. 

510. Funds received in the Postal Savings Hank, as already 
pointed out, ar~ mostly invested in foreign securities and do not 
form, as is usually the case, a means of state borrowing to meet 
public capital expenditure. Because there is no immediate 
requirement, for fresh capital Government have naturally 
not resorted to the new forms of loans in the shape of Postal 
Cash Certificates or Treasury Bills. They rightly argue that 
there is no point in taking money from the public and saddling 
the taxpayer with interest charges when they have no use for 
such money. 

511. Some such method is necessary to allow the :flow of 
savings to develop into a substantial stream. Government 
will have soon to face the arrangement of finances for the Hydro
Electric projects. We have already pointed out the desirability 
of converting non-rupee loans into internal debt. Even if thE 
adoption of methods advocated by us involves a little loss tc 
Government that should not stand in its way. It should be 
merely regarded as ,a, small price for developing national babits, 
and preparing the market for future requirements, which will 
have ample compensation in the future. 

512'. Investment trusts as a means of promoting saving and 
investment practices have fully demonstrated their value in other 
countries. They may prove of speciaJ assistance in Ceylon where 
the share and security habit is so undeveloped. These corpora
tions replace the popular ignorance of st<>ck exchange activities 
and want of technical knowledge by experienced study and 
practice. By joining them, investors avoid the usual'pitfalls and 
become more or less sure of p. reasonable income. 

513. In order to attract savings for this purpose, the highest 
degree of integrity and business acumen is required in the pro
moters and managers of these enterprises. If honest and efficient 
business men combine to make a small beginning they may 
eventually succeed, in est,abIishing a respectable corporatJon. 
With the progress ill national banking there would also be 
stimulus totbe development of other financial orgvmlz'at,ions. In 
order tha.t thl'l activities of the investment. trusts may not be 
starved by want of credit facilities or thwarted by poverty of 
correct understanding of the stock market, it would perhaps be 
better if their inauguration is po..,tponed until at ,least the State
aided Bank has begun to function. 

514. At present a stamp duty of 5 cents is required on every 
cheque. We recommend that this should be abolished in the 
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interest of the development of the cheque habit. The amount 
involved is not much. During the year 1932-33 a sum of 
Rs. 122,413 was collected as composition duties on bank cheques 
Bnd share certificates. Receipts in respect of the former would 
be much less. It would be a. small price indeed for popular 
convenience, for developing the saving and the cheque habits and 
through them for widening the basis of credit and creating economy 
in money circulation. 





PART n. 
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CHAPTER XI. 

AGRICULTURAL FINANCE. 

(a) DlVISIOXS OF AGRICULTURAL ()CCUPATIONS. 

515. The word" agriculturist" embraces a variety of occu- Three main 
pations associated with land, the needs and credit capacity of di~sions ?f 
which differ widely. Agriculturists may be roughly divided into agrlcnltunsts. 
three main divisions according to the part they play in the plan 
()f produCtion :-

(1) The landless cultivator. 
(2) The landowning cultivator. 
(3) The landlord agriculturist who does not work with his 

hands but enjoys the income from his land. 
Some will fall under more than one of these three divisions, 

but for the purpose of our discussion they may be regarded as 
~ist,inct individuals presenting different problems. The settlers 
in the new peasant colonies are covered by the second 
classification. 

516. The landless cultivator is a man who has no land of his 1. The landless 
()wn. He either works as a labourer on the farm, getting a wage cultivator. 
or a share, or has leased a bit of land for which he pays rent. In 
the former case there is no need for credit for productive pur-
poses. The daily and periodic wage should provide the means 
()f maintenance. Where the employment is precarious and 
irregular, he would want to borrow during periods of idleness and 
repay when he gets work. On account of uncertainty of occupa, 
tiOD, the lender here runs a considerable amount of risk and 
would, therefore, insure himself against loss by a high rate of 
interest charge. No form of organized credit agency can help 
him. 

517. If the periods of employment and unemployment 
alternate and yield an average income sufficient to maintain him 
throughout the year, perhaps the formation of Co-operative 
Credit SOCIeties may help him. The successful working of these 
societies, however, requires power of understanding and conscious
ness of self-help and a degree of honesty much above the average. 
If our labourer has all these, he would possibly be able to secure 
for himself a more permanent position in life. 

518. The agricultural tenant is indissolubly tied to the whims 
and caprices of his landlord. Not only is he liable to be turned 
out at any moment, but is also under agreement to apply for 
financial assistance to his lessQr and to agree to his terms. ' 

519. The peasant proprietor is the ideal agriculturist. He lJ. :rhe landowning 
has interest in his land and with the aid of his manual labour can cnltlvator. 
obtain the best results. Every improvement that he makes will 
contribute to greater or better production. If the land that he 
owns is more than he can cultivate, he leases out the addiHonal 
portion or works with hired labour. In some cases he arranges 
for exchange of work; he helps others and others help him. 

520. His need for credit will be of two kinds: (1) short period His need for ~redit. 
nnance to carryon until the marketing of the crop and (2) long 
period loans to effect permanent improvements. The latter 
expense is of 8 capital nature and its benefit would accrue over 
a range of years not limited to the year of improvement. Its 
liquidation must be spread over a number of years. 

521. Betwixt these two forms of credit is what is known as 
medium term credit. As an example of expenses falling under 
!.-J. N. 467111 (10/34) 
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this head, we may refer 'to the buying of the field cattle. The
duration of the intermediate or medium term credit is about 5-
years. 

Short·term credit. 522. Co-operative Credit Societies are the ideal form for orga-
Ilizing short-term financial agencies for this type of agriculturist. 
His land and crops offer acceptable security. At the end of the 
harvest \ the loan is liquidated from the pr,~ceeds of sale. The 
sUccess of >the credit scheme, however, assumes ·that the pro
duction would be sufficient to me~t all his reasonable expenses 
including debt charges. 

Medium 523. There is no provision for the medium period credit. We 
term·credit. do not, however, suggest the establishment of any new agency 

for the purpose, but recommend that the Co-operative Credit 
Societies should employ a percentage of their resources for such 
purposes. The repayment of the loan should be spread over a 
period of five years and secured by a charge on improvements or 
assets acquired with the help of the loan. Where the land is 
already mortgaged to a Land Mortgage Bank, application for 
this sort of help should also be ,addressed to that bank because 
the improvements and land are inseparable from each other. As 
the expense will be utilized to improve the security of debt, it is 
but fair that the mortgagee should also finance the improvement. 

Colonization 524. In view of the number of colonization schemes already 
schemes. existing or proposed to be introduced and their importance in 

alleviating agricultural unemploynrent, their need for credit may 
be separately discussed. The ideal aimed at in settlement on 
the ilTigated areas is to have peasant proprietors. The land in 
the colonies is the Crown land and it is for the State to so 
arra.nge their 'development ru; to render it possible for the settlers 
to get the maximum advantage. 

Special financial 
agency . 
.. Sir Hugh's 
Scheme." 

525. The Land Commission, 1927-29, had this problem under 
consideration and we understand action is being taken on its 
recommendations. The appointment of the Land Commissioner 
and the preparation of the Land Development Ordinance are, we 
are told, some of its results. The recent concession of allowing 
colonies to dispose of timber and firewood off peasant settlements 
shows that assistance in addition to small loans advanced to 
cultivators was needed. According to the report for 1933 of the 
Land Commissioner, there is little doubt that in more than one 
case it has just enabled a hard-pressed colonist to turn the corner. 
Where the man has some past savings of his own to supplement 
the State assistance, he may not feel the financial want, but the 
number of such people is extremely limited. 

526. The Land Commission, beyond' drawing attention to this 
need and sugges-ting that' a special financial agency should be 
created, have said very little on the matter. In mentioning the 
formation of a .. Financial Agency" theysee;m to have had in 
mind, the idea of a .. Development Board " referred to in His 
Excellency the Governor's message dated May 18, 1927, to the 
Finance Committee of the Legislative Council. This m.essage, 
popularly known as" Sir Hugh's Scheme ", contemplated placing 
aIDIple funds .. not less thanRs. "500,000 and if necessary as 
much as Rs. 15,000,000" at the disposal of the Board "for 
surveying roads and bridges and for loans to enable the peasant 
proprietor to clear and cult.ivate his holding and maintain himself 
and immediate dependents until the land is producing an income 
sufficient for their maint.enance." 
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·~21. P..estricted tenures without powers of alienation and Chance of success 
limited as to subdivisions in succession have been suggested to of colonization . 
6top colonization lands falling into the hands of private financiers. schemes. 
In the absence of adequate and cheap credit facilities, we think 
that such a handicap would only go to class them as landless 
~ult.ivators for the purpose of borrowing. It would mean raising 
for them the plice of money which would eventually lead to dis-
integration and abandonment of their holdings. The State would 
have to find new men to replace them, ,but their problems would 
be even worse because the land would have been: impoverished 
in the meantime. Unless sympathetic and cheap credit agency 
is established side by side with the colonization scheme, the 
cbance for its success is remote, specially in those parts of the 
Island where the peasant is improvident. 

528. We suggest that special forms of credit societies desig- Colonization Cretlit 
nated .. Colonization Credit Societies" should be established Hocieties. 
along with the colonies. Each colony must have a society of its 
own. All such credit societies should be controlled by a Central 
Board at Colombo consisting of two nominees of the Government, 
one official and one non-official, the Manager of the pro-
posed State-aided Bank, the Director of Agriculture, and the 
Registrar of Co-operative Credit Societies. The Board should 
have an office of its own in the premises of the State-aided Bank 
and work through its Secretary. It should also determine the 
conditions for advances for each colony and arrange for funds. 
The StIlte-aided Bank should provide it with funds at cheap rates 
on the guarantee of the Government. The societies in the colonies 
should be managed by the local settlers assisted by Government 
offi('ers, who should have power of vetoing any proposal. Much 
of their work will have to be done without remuneration to keep 
down expenses. 

529. The colonization credit institutions would be elastic in Will provide 
their operation and provide medium and short-term credit. There medium ~d short· 
would be no question of long period loans. In case of failure of term credit. 
crops recovery of amounts due would be postponed. Where fbe 
benefit of any expenditure would spread over a number of years, 
the advance should be recovered by small reasonable instalments. 
These institutions may embrace marketing finance also, thereby 
reducing middleman's charges. When facilities of this nature 
>lre provided, there would be no objection to introducing measures 
aimed at stopping alienations and encumbrances. We would go 
a step further and suggest that opportunities for borrowing might 
be closed altogether by withdrawing legal protection to lenders 
other than societies or credit a'gencies specially permitted to help 
them. 

530. The State aid for these societies need not be continued Co-operative Credit 
indefinitely. As soon as a scheme is in full working order and its Societies. 
settlers have been trained in t,he wise use of credit and know the 
value of self-help and self-interest, the special credit societies 
may be converted into Co-operative Credit Societies. 

531. It is necessary that this section should end in a note of 
caution. World conditions have greaUy altered since the Land 
Commission submitted its report. Although colonization 
schemes of small settlers, which principally aim at producing 
articles of food for internal consumption, and are mainly designed 
to provide means for the ordinary low standard of living, are not 
faced with the risk of economic collapse, the proposals for the 
settlement of large sreas on the proprietary system to be worked 
b'y tenants or hired labour appear to us to involve a good deal of 
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risll:. It would be advisable to postpone their consideration unt;j 
the world atmosphere clears up. When there is no profit m 
cultivation to-day, land cannot be expected to pay for the costs 
of cultivatIon and profit of the landlord. According to the 
reports of the Director of Irrigation and the Land Commissioner, 
relief in rates of water and rent is asked for in many cases. 
Wherever we went we heard of the agony of the tenant, in not 
getting an adequate return for his labour. It is undesirable to 
perpetuate such a situation. The problem of middle and higher 
class employment must be ,sought in the industrialization of the 
Island and not in the exhausted resourcefulness of agriculture. 

532. We 110W come to the last form of agricultural occupation. 
Here land is worked through hired labour or on the rent system. 
The owner has a paid manager or an agent, who looks after his 
interests. Most of these big estatesa,re in the hands of non
Ceylonese and owned by joint stock companies with non-Ceylonese 
capital. In view of their financial solvency, organization and 
methods of accounting and auditing, as wen as their intimate 
contact with the foreign monetary centres and the existing banks, 
they do not seem to be experiencing any difficulty in the matter 
of credit. Unlike most of the Ceylonese estates they came into 
existence through investment capital and not borrowed funds. A 
very large percentage of them do not want, any loans; on the 
contrary they have spare money to deposit in banks. If they do 
need accommodation at any time, Colombo banks are ready to 
help them. 

533. In the case of indigenous estates, their requirements fall 
under two heads~ 

(1) short term credit, and 
(2) long term credit. 

The former is needed to finance the tenant or for current expense!' 
aild would be repaid at harvest time. The requirements are 
too great to be met by the ordinary Co-operative Credit Society. 
Hitherto the landowners have relied for this upon the Chettiar 
and banks. The circumstances to which a lender would usually 
look are- • 

(1) . General financial solvency and whether the land is free 
or encumbered; 

(2) Capacity to pay the debt punctually and previous expe
rience in that respect; 

(3) Business efficiency; and 
(4) Honesty of the borrower. 

534. Where the creditor will not feel fully satisfied, he would 
ask for some further security., Banks may not feel interested 
owing to lack of kn.owledge, but there would ,invariably 

J be found a private financier to help! If the pledge of crops can 
be facilitated by an amendment of the law, it would add to the 
possibilities of raising loans. In that case banks would feel more 
inclined to help him. Even the scope and usefulness of the 
proposed State-aided Bank would, in that event, be greatly 
increased. We suggest the provision of special legal facilities for 
the" registration oj hypothecation" of crops in favour of banks, 
witu power to seize and sell the crops on the same lines as those
laid down in the .. English Agricultural Credit Act " of 1928. 
Such pledges are required to be registered in a special book and 
only in favour of banks and recognized respectahle credit agencies. 
It may not be desirable to ~E'st such 1\ power in private 
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money-lenders, but there can be no objection in the case of banKS. 
If these powers are entrusted to " licensed banks " referred to in 
the chapter on "B~nking Regulations ", there would be J}O 

danger of th~ borrowers' interests being thrown overboard. 

535. In regard fu long period credit requirements the Lang period credit 
position has altered with the creation of the State Mortgage Bank. 
Hitherto the Ceylonese landowner mostly depended on private 
money-lenders, whose conditions of loans, both in regard to 
interest and period of payment, were not so suitable. The 
Colombo banks, the insurance companies and trustees also 
entered this field to some extent. But there was not that 
systematization of credit and spread of repayment to lessen the 
burden of debt as is the case with the Land Mortgage Banks. 
If the State Mortgage Bank is not able to do much, the fault is 
of the borrowers and the incompleteness of their security and 
not of the bank. 

536. In dealing with the position of the landlords we wish The absentee 
to draw at.tention to the deterioration in land due to the increas- landlord. 
ing practice of absenteeism. When the management, of estates 
is entirely left to employees, they would not take the same care 
thereof as would owners living on the land. Intimate personal 
contact with the work and labour is as necessary in the field as in 
a factory or a trading house. 

537. The absentee landlord also creates danger of social 
deterioration. The country life is deprived of the intelligent 
understanding and guidance which the presence of intelligent and 
educated men provide; it gets impoverished materially, socially, 
and intellectually. Absenteeism has its reaction on the economic 
value of land and agriculture and to that extent enfeebles the 
proprietor's power to borrow. As an element in the increase of 
credit capacity, it is important that there should be a change for 
the better in the system of absentee landlords. 

(b) THE AGRICULTURIST AND HIS CREDIT CAPACITY. 

538. No scheme of credit construction can be complete with- Cr~fI ~B of the 
out taking into account the agriculturist in Ceylon. He forms ::n~= a,nd h'. 
the bulk of the population. According to the census of 1921, W:/ ill 1S 

64.4 per cent. of the people of the Island live. on or by the pro-
duction of primary produce. For general prosperity and con-
tentment, the cons,ideration of credit needs of the agricultural 
classes is of paramount importance. 

539. It is becoming increasingly clear that agriculture needs 
some sort of regulation and international co-operation for its 
rehabilitation. In the absence of such an arrangement most 
forms of cultivation and plantation become unremunerative and 
lose their attractiveness as investments or. as bases of credit. If 
restriction in tea and rubber J;1re beneficial why should it not be 
extended to coconut and other types of agriculture? If fragmen· 
tation of lands leads to dissipation of energy and wastage one failt> 
to understand why it should not be stopped. The very bounty of 
nature in Ceylon needs a restraining hand. The principal 
obstacles in the way of agriculturists in obtaining credit are--

(1) Complications of ,title to land. 
(2) Fragmentation of land. 
(3) Absence of suitable subsidiary occupations. 
(4) Absence of fixed tenancy . 

.(5) Existing indebtedness. 
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540. *(1) Compliccdions of Title to Land.-'-:Unless the buyer 
or lender can get an absolutely clear title to land, he cannot be 
expected to put in his money; if he does he would only pay ~ 
smaller consideration than he would in the case of a clear title. 

Land tenures. 541. There are two systems of land tenure; the Feudal and 
the Allodial. Under the former the State or Sovereign is the 
suprezhe lord but in consideration of certain regular and periodic 
payments in cash, kind or service, the use and possession of land 
is permaiten£ly transferred to others. Under the latter system 
the owner is the sole master. All lands originally belonged to 
the Kings in Ceylon and its possession devolved through grant or 
gift. ' 

542. In the days of the Dutch, Portuguese, and the Kandyan 
Kings the system of land tenure was feudal, but to-day it is 
allodial. :Feudal dues were periodically paid to the overlords 
and their record was kept in registers known as .. Thombus " o.r 
" Likamitiyas .. in the case of Kandyan Kings. With the aboli
tion of land tax disappeared the record of these payments which 
at least gave prima facie proof of ownership. 

543. On the British occupation of Ceylon personal service as 
a condition for holding lands was dispensed with and replaced 
by a tax. All the existing records of land tax were recognized 
as proofs of ownership. •• Sannas .. or Royal Grants issued by 
the Kings of Kandy were also honoured. They were given for 
services rendered by chieftains or as endowments to temples. In 
the former case the land was called .. Mudagama .. and in the 
latter "Viharagama" or .. Dewalegama" according to the 
nature of the temple endowed. But the work of determining 
boundaries and rights of the landowners was no simple matter 
and is as yet not complete. No tax was levied on the temple 
lands out" Mudagamas " were taxed in common with other 
private land. Inquiry into the land rights of under-lords was 
further complicated by the relation between themi and their 
tenants who held lands under them on payment of services. 

Crown land. 544. All land that was not lawfully acquired was presumed 
to be Crown property. But the enormity of the task of investi-' 
gation, its slow progress and incompleteness of record in regard 
to boundaries and areas and their location, gave opportunities to 
the people for encroaching upon the Crown land. Ordinance 
No. 12 of 1840 was passed reiterating that land was presumed to 
be Crown land unless proof of payment. of tax signifying owner
ship or grant could be produced. This had to be reinforced in 
1885 by a system of experimental settlement through Forest 
Officers. There was' of course no question of registering titles. 
In spite of this check the conversion of Government forests into 
disputed and ill-defined chena areas, went: on. These illegal 
acquisitions changed hands as in case of ordinary sales of land. 
To check this rapidly growing evil the Waste Lands Ordinance 
was passed in 1897, It aimed at preservation of Crown lands 
and the fixation of their boundaries but not the clarification of 
private titles. ' 

Proclamation of 545. The difficulties concerning titles do not merely lie' in 
1799. the uncertainty as to their origin. The law of transfer and regis

tration haS made the position worse. By a proclamation in 1799 

* Material for this section has been drawn from the paper on .. Registration 
of Title to Land" by Mr. I. F. Wiltlon read in 1933 before the Engineering 
AssoCiation of Ceylon and the discussion that followed thereon and the 
memorandl1m of the Assistant Settlement Officer. 
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the Homan-Dutch law was made applicable to land in the 
Maritime Provinces. This was, hOVl'ever, found to be very incon
venient, 88 transaction in land had to be executed in Court before 
a Judge and had to be abandoned in favour of execution before 
a Notary Public. Ordinance No. 8 of 1863 is the first Statute 
which attempted to introduce a system of land registration. It 
provided for registration of deeds as well as of title to land on a 
cadastral survey. The same year saw the passing of the Partition 
Ordin~n~e which is still 0Eerati~e. There is general complaint 
that It IS not only out of dote but too expensive .for practical 
purposes. 

546. Although registration of title is feasible in new areas, its Ordinant'le No.5 
application to older tenures is difficult and expensive. Ordinance ]877. 
No. 5 of 1877, therefore, modified the Ordinance of 1863 and 
made registration of title compulsory only in notified areas. The 
new legislation was proclaimed in the then undeveloped areas of 
Dehiwala, W'ellawatta, and Kirillapone, but it was soon abandon-
ed on the ground of expense. The law was again changed in 
1891. reintroducing the principles of registration of deeds con-
tained in the Ordinance of 1863 and incorporating the idea of 
priority registration. In 1907 Ordinance No.3 was passed which 
combined the system of registration of title and of compulsory 
registration of land transactions, but not being proclaimed it was 
never brought into force. Ordinance No. 23 of 1927 is the last 
piece of legislation in connection with registrations and is opera-
tive to-day. It gives effect to the priority system of registration 
of titles in land, which implies registration of the deed as welL 
There has been a tendency in the legislation of the country 
towards registration of documents alone. 

547. The question of inheritance is also a disturbing factor. Inheritance .. 
If .there is no testamentary declaration, and there is very little. 
of it, particularly among the indigenous races, the property can' 
only descend through the personal law to which the deceased 
owner became subject on the- ground of race, nationality, or 
religion. There are at least six such legal systems in the Island, 
namely, the Roman-Dutch law, the English law, the Kandyan 
law, the Tesawalamai, the Mukkuwa law, and the Mohammedan 
law. Violation of any of these at any stage of the transfer of 
property may vitiate the title of the ostensible owner. Although 
the prescriptive period is 10 years, for the Government it is 30 
years, it does not operate against any flaw in inheritance or 
wrongful or unauthorized disposal of one co-descendant's share 
by another. A number of witnesses emphilsized that there were. 
several instances in which there was collusion between co-descend
ants to mulct the buyer of their inherited property. A number 
of them would represent themselves to be the only heirs to the 
prospective buyer and after the transaction was over, the omitted 
co-descendants would put in their appearance and create diffi
culties for the purchaser. Right of inheritance of a Kandyan 
girl depends on whether she is married in .. Binna " or .. Digha ". 
It is said that although these girls generally marry outside their 
fold and therefore lose their claim to parental property there is 
no legal certainty as to the status of t.heir husbands and that 
they often create trouble at the instigation of their relatives. 

548. If there are a number of co-owners of Ii property and 
one of them wishes to cultivate or plant his share or sell, instead 
of arranging for a regular division or fixation of his boundaries 
with the consent of the others, he merely partitions out thp. 
property according to his sweet will. He may be honest in taking 
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the correct area, but that does not give him a complete right to 
that land. At the time of partition no question may be raised 
by the other joint owners but difficulty may arise when his land 
has blossomed into a profitable plantation. 

549: Unless reformation is introduced in the system of 
titles provision of cheap organized credit facilities is impossible 
and elusive. . This is proved by the actual working of the State 
Mortgage Bank. In view of the import.ance of this subject we 
are giving our suggestions for improvement in the following 
section of this chapter, entitled" Registration of Titles to Land 
to Improve Marketabili~Y'. ' , 

. 550. (2) Fragmentation of Land .. -The disadvantages incid
ental to successive inheritances and fragmentation of holdings 
are too well known to be mentioned. In Jaffna we were told 
that the smallest holding was IJ328th part of an acre. * Such 
unremunerative areas may have sentimental value but from the 
economic point they are worthless. The lender has to look at 
it from its general market value, what it would be worth to a 
free buyer. These minute holdings help neither the owner nor 
the creditor and the sooner they get absorbed into the adjoining 
blocks the better would it be for every one concerned. We 
suggest that in the interests of agriculture the problem should 
be studied and legal provision made for exchange and consolida
tion of holdings and for the prevention of fragmentation of land. 

551. (3) Absence of Subsidiary Occupations.-If a peasant 
does not get enough from his soil he cannot stick to it. As, 
however, he has nothing else to tum to, he sticks to it as long as 
he can and he tries to work as a labourer in his spare time, which 
is not always poss~ble. The standard of living in the rural areas 
is too low. The villager's resources and assets being so .poor, 
his capacity for credit is negligible. He has an obliging frien4 in 
the boutique-keeper but the friend is there to drive the best bar
gain for himself. 'By associating farming with industries allied 
to agriculture, such as poultry, dairy farming, and hand weaving 
he can increase his wealth-producing power. Even if he does 
not produce for the market he can meet some of his own wants 
and to that extent conserve his resources. It is essential that 
the cultivator should be trained in such subsidiary occupations. 

552. (4) Ab8ence of fozed tenancy.-A tenant who leases a 
plot of land from the landowner haG no certainty of continuity 
of tenancy. He has no ambition to improve the value of his 
crop by systematic manuring of soil. The greatest drawback, 
however, lies in t,he fact that he finds it difficult to obtain 
credit in as much '8.S no lender can, in case of default, attach 
his crops ,because of the superior rights of the landlord. He has, 
therefore, to depend upon his master, the lessor, and submit to 
his exact.ions. 

553. In some parts of India occupancy rights of a tenant 
descend from fat,her to son. In othel' cases, there is life tenancy. 
Occupancy at wiU, as it prevails here, is not conducive to a 
sound policy of agricultural progress or of agricultural finance. 

515t. (5) Existing Rural Indcbtednes8.-We have heard appal
ling stories of the indebtedness of the agriculturist. In districts 
suo.h as Negombo and ChiIaw, 90 per cent. of coconut planters are 
said to be under debt, the tot.al amount of debt exceeding the 

• Record instances of claims to undivided share include 1/900, 1/4 of ~ 
ooconnt and two jak trees, 31448 of one jak tree. (Transactions of Ceylon 
Engineering Association for 1933-page 40.) 



REPORT OF THE CEYLON BANKING COMMISSION. 137 

present value of their lands. In southern areas th~ percentage 
of debt is said to be 50 per cent. In the Eastern Province paddy 
land is said to be fast going into the hands. of the Moor money
lenders. The position in other parts of the Island is no better. 
'Vith such a heavy load of debt how can. new credit agencies 
render financial assistance? They could obviously advance only 
a percent.age of the market value but that cannot. sa-tisfy the 
encumbrance. Some assist.ance may be possible where thtl 
property is intact and the loan is clean, but no scheme 01 
credit can help th~ debtor if he has already mortgaged his 

,assets to the hilt. Much of the debt in Ceylon was incurred for 
buying land when prices were high. But in addition to borrowing 
for purchase of land or for productive purposes, the Ceylonese 
have been taking loans for social needs. Birth, marriage, and 
death, all domestic occurrences, levy a heavy ton and are potent 
causes of indebtedness. Society has a great hold upon the indivi
dual in these matters and it calls for the collaboration of all 
interested in social and economic reforms to erradicate the evil 
of uneconomic borrowing. 

(c) .REGISTRATION OF TITLES TO LAND TO IMPROVE MARKETABILITY. 

555. We have already called attention to the urgent need of 
improvements in the system of titles and their registration. 
The Partition Ordinance and recourse to the Court are costly 
in operation and take very [ong to settle land disputes. The 
situation demands a simple machinery aiming at judicial sifting 
of the data on the spot. The Sett.lement Department is alre'ady The SeW.ement 
inquiring into disputes betw~n the Crown and the public, and Department. 
in view of the techniea.l. experience acquired by it, we are of 
opinion that it is the best agency for carrying out the work. 
It would mean a slight extension of its duty if instead of merely 
deciding disputes it were to pursue the matter a little further 
and determine the ownership of the property in question. Where 
the finding is that the State is the owner, no addit.ional work 
wou!ld be involved. It would be the usual process of writing an 
order and registering it in the registry. Even where the la.nd 
is found to be a private property, much of the spade work would 
have been done in the process of inquiry and it would only re- . 
main to sift the rights inter Be between the claimants. There 
would be cases where the past ancestry of the holders would 
be involved and the subsequent work of determining t.heir rights 
would be heavy and complicated. But the number of these cases 
would not be very [aorge; and in the majority of them prescription 
would solve much of the difficulty. 

556. Weare told that the Sett.lement Department will hardly 
have the time to cope with this additional dut.y. If so, we see 
no reason why the staff should not be augmented for the purpose 
lind a few Judg"ls associated willl them. 

557. Another argument against the proposalwouRd be the Expenses. 
item of e.xpenses. Investigation and registration of tit.le in the 
Dehiwala and a few other areas were abandoned on this score. 
It has also been urged that landowners had to sell cheaply 
their rights in notified II waste lands" because they had no 
money to carry on liti~ation. These grievances can be overcome 
to some extent by making a portion of the expenses of investiga-
tion a. charge on the land in dispute. A smA.lIl rate per acre 
may be fixed according to the nature, value, and locality of land. 
It would perhaps not be possible to recover all the exnenses of 
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such investigations, but in view of the urgency and public im
portance of the matter, t.lle Sta.te may come forward tQ assume 
its shar~ of responsibility. 

558. If a property is mortgaged and the owner has little or 
no interest, he may not be willing to co-operate in the inquiry 
of his 'title. He may also be unwilling to pay his share of cost 
for what would mean the clearing of the path for !his creditor. In 
such cases' the mortgagee should have a. right to come in and 
pay t,he fee of investigation but with power to add it to the 
mortgage, amount. 

559. There will be certain cases in which the owner or 
mortgagee may not be anxious to divulg~ his rights 'for scrutiny, 
because of the fear of losing the propert.y. Such cases could be 
avoided if the inquiry into titles is made optional and restricted 
to those who voluntarily come forward. We, however, think 
tha,t the scheme. would be 'availed of by many even though there 
were no compulsion. Clearness of title is a sufficient induce
ment in itself. 

560. There is ana1:.her way of looking at the matter. Is it 
in the public interests to cont,inue the existing uncertainty? Is 
it 'ev,en to the benefit of the own.er or the creditor? Any 
moment the person claiming to be the rightful owner may come 
forward and ask for an inquiry, in which case the present owner 
01' creditor would be faced with a situation that he was avoiding. 
In view of these, considerations it seems to us highly desirable 
that the inquiry should be universal. Only such cas~s may be 
omitted where Crown titJ.e already exists. In all the other c'asell 
fresh Government orders should become the starting points 
of new series of titles. Should, however, the compulsory nature 
of the proposed inquiry be not acceptable to the majority of the 
people, we suggest that t.he scheme should be made available 
for those who wish to come in; and that in the case of disputes 
relating to tille waste lands the procedure should be extended 
right to the end of finding the true owner and giving him the 
order establishing his indefeasible title, 

561. There would be cases where m.a,la fide objecUons to dis
lodge present owners may be filed. To contest such claims the 

. landowner may not have the means. Such difficulties are in
separable from an inquiry of this nature. We suggest that the 
investigating authority should use its discretion in such matt-ers 
and provide assistance in the procuration of proofs, and where a 
small loan mn~ be needed to help tille parties in estabO.ishing 
their claims, i.t should be advanced on the security of the land. 
The ways and means of providing this money as well as expenses 
of inquiry, to the extent <they become a charge on land, are being 
discussed in a la.terparagraph. 

562. We suggest that. the payment of the charges in respect 
of title inquiry should be distributed over a number of years, so 
that its burden may fall lightly on the par:t.ies concerned. The 
same procedure should be adopted with regard to the. recovery of 
any loan adva.nced for th~ purpose of establishing proofs. Both 
these would be secured by the first charge! on the property. The 
mortgagee, who avails himself of the scbeme may also be given 
similar facility if he so desires, but he will have. to forego his 
priority in favour of this payment. 

563. Government may finance these payments from its 
revenue or special borrowing, or 'arrangements may be made with 
t,he State Mortgage Bank or the proposed local banks to lend 
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the necessary funds. Ordinary formalities of mortgage and 
realization through Court may be waived in favour of a simple 
order of the Settlement Officer with direct power to the Govern
ment to effect recovery for ib!elf· or the bank as the case ma.y 
be. In case of default in payment of instalments recovery may 
be made through sale of the property in question. The period 
of payment may be kept at 5 to 10 years as may be fixed having 
regard to the convenience of the parties concerned. 

564. When a title is determined in the manner suggested by C-ompensation to 
us it should be indefeasible against the whole wonld. Bona fide oppressed parties. 
errors may, however, creep in. On grounds of justice and equity, 
if not law, some compensation would be due to the genuinely 
oppressed parties. We suggest tha,t an equity fund may be 
established by setting apart a small amount from the investiga. 
tion fee, or that a nominal cess may be charged in addition. 

565. The investigation of titles through such a scheme is, Future _ds. 
however, only a preliminary step. If the record of titles is not 
continued in a well defined logical manner the same confusion 
would again arise in course of time. We recommend the intro-
duction of a system of registration of titles. The first record in 
the register would be based on the orders of the title.inquiring 
officers, but every subsequent change should be noted in the 
register, and the document evidencing transfer would be merely a. 
proof on the strength of which the change in the title would 
be made. Every prospective buyer or lender has merely t.o 
refer to this book to know who the rightful owner is. Si~ilar1y, 
notes of mortgages and encumbrances should be made in the 
register. Some propaganda and education would be necessary 
so that the masses may fully understand the object of the pro-
posed measures and procedure and co-operate in making it a 
success. 

566. Simplicity of title presupposes simplicity of transfer. Succession 
Through mass meetings organized by headmen and district oID- certificate. 
cers and through frequent contributions in the press the public 
must be made to realize that the value of initial clarification of 
title and registration would be rendered nugatory if the changes 
are not kept up on the death of the owner. Some sort of. 
succession certificate should be insisted upon by the Land Regis-
try before substituting the names of the descendants of the 
decensed. The process of obtaining the certificate should be 
simplified and cheapened. . 

567. In addition to the probate 'and letters of administration, 
the recognized forms of acquiring the deceased's property, the 
only other valid proof of succession should be the succession 
certificate. We recommend that the law of inheritance, in 
80 far as it relates to the registration of titles .at least, should be 
amended 'accordingly, even though the pl'ocedure may be at 
variance with the existing personal law that affects some succes
sion in Ceylon. 

568. Fragmentation of holdings has nothing to· do with thE: Minimum bolding, 
registration of t,itles, but extreme subdivisions may create work 
in the Land Registry quite out of proportion to their importance .. 
People may also become inattentive and negligent of reoordin~ 
their ri~hts in the register. The need for legi!f..ation on the 
subject has been stressed by us in the main part of this chapter. 
We propose that the minimum holding in the case 0; agricultural 
la.nd should not be less than 2 acres. In the elise of garden r 
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la.nds and building sites a smaller minimum will have to be 
prescribed. As. an initiall. step land less than 2 acres may be 
omitted from inquiry if that would facilitate the task. 

569. In addition to the questions of time and cost to which 
we have already ref~rred, there are two other possible objections 
to the system of vesting titles in the register. They are:-

(1) when thsre is no deed or document of title, the creation 
of equitable mortgage by deposit of title deeds becomes 
impossible; 

(2) the law of prescription goes overboard. 

With regard to (1) mortgage by deposit of title deeds is not 
valid in Ceylon. W Eli are, however, recommending elsewhere 
that it should be introduced in the legal system of the Island, 
and it is necessary to consider whether our present suggestion 
would make that recommendation·unfructuous. We do not think 
so. A slight change in the usual method of creating such a 
charge can meet the situation. Instead of depositing title deeds 
a memorandum recording the pledge of title by the owner in 
favour of his lender, without reference to the amount and terms 
of loan, should be sufficient for the registration department to 
make an entry in the register of the charge or interest created 
in the title. This method would in fact be an improvement upon 
the usual way of depositing ths document, because in the latter 
case there is possibility of some innocent man being deceived .. 
When the note of encumbrance is in the register of titles, it 
automatically serves the purpose of a. notice to every one 
concerned. 

570. . As regards the other objection, it is true that in the 
system of registration of titles ther,g is no place for prescriptions, 
but that should be one of its advantages rather than a disadvan
tage. The law of adverse or prescriptive possession like the law 
of limitation has behind it the difficulty of establishing proofs and 
the undesirability of d~sturbing existing position enjoyed over a 
number of years. It was obviously created to help the true owner 
who through lapse of time or successive successions has lost his 
proofs of ownership. Although in practice the law applies both 
to the right man and the dishonest usurper, it could not be the 
intention of anyone to perpetuate the possibility of frauds if there 
could be a way out of it. The sysrem of registration of titles 
offers a way to eliminate chances of dishonest pleas. There may 
be cases where through indifference in recording succession in the 
regifrler there may be variance between the names of actual 
owners and those in whose namsl!lo the titles are registered. To 
help these rectifications power should be given to the court to 
examine such claims and decide them on their merits, wherever 
necessary. On the strength of these judicial findings changes in 
titles should be mads. 

(d) PROPOSALS TO RELIEVE AGRICULTURAL INDEBTEDNESS. 

571. We attempted to frame an estimate of rural indebtedness 
and to classify it according to the purpose for which debts were 
incurred. But we could not obtain reliable statistics. WitnoSsses 
have freely indulged in vague generalizations from insufficient 
material. A reference was. made to the Registrar-General 
concerning mortgage debt, but without avail. The information 
with him gives particulars of mortgagss registered, but their 
release .,.-...atisfaction is not always marked. Even if marked, 
the i~e or ~,ion is not noted in R form suitable for statiRticRl 

,1 k tate MOl-.o 
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handling. There is also the difficulty of separating securities 
behind mortgages, such as agricultural land, city property and 
hypothecation of goods. In some cases there would be a combined 
mortgage, and the splitting up of the amount among components 
would not be possible. 

572. In our opinion, the first step for the salvation of the Our recommend· 
agriculturist is to give him breathing time to pay 9ff his indebted- a~i~ns for. 
ness. The short-term credit the agriculturist now receives should g:;'?lgl:el~e: to 
be converted into long-term credit of say 15 to 20 years, so as to a leu uns s. 
give him the facility to reduce his indebtedness gradually during 
this period at low rates of interest. The only way to arrive at 
this kind of arrangement would be by prevailing upon the 
creditors to give some relief to their debtors by conciliation 'Jf 
the indebtedn-ess. The agricultural class has borrowed a good deal 
more than the market value of their securities and the creditor 
himself is well aware of the inadequacy of his securities and the 
loss he stands to suffer in the event of his foreclosing his 
mortgage or selling off the property. It is within his knowl-edge 
that there are hardly any buyers of agricultural land if sold by 
auction. He is also aware of the legal difficulty of enforcing his 
claim against the debtor in face of a defective or doubtful title 
to the mortgaged property, and so is not anxious to go to Court 
to enforce his claim if he can avoid it. He is also aware that it 
must take a long time before the coconut industry and paddy 
markets improve, and there are, therefore, few chances of his 
recovering his interest on the loans for at least some years, 
These factors, unfavourable as they are to the creditors, should 
induce them to accept ~rms of conciliation for the repayment of 
their debts. The debtor, of course, can do nothing in this matter 
unless th~ State comes to his assistance and lends him money 
to pay: off his creditors. 

573. The questions arising are:-
(1) wm the State come forward to help agriCUlturists to 

reduce their indebtedness and give them facilities to 
convert these debts into long-term advances? and 

(2) Will the creditors agree 'to some kind of conciliation, say 
on market value of their present claims, suoh con
ciliation not to be made compulsory or obligatory to 
the creditors but to be voluntary and to be effeC'ted 
only in such cases where the debtors and creditors 
would agree? 

574. We tried to ascertain the vie~s of the deputation of Coneiliat~ry 
Chettiars which appeared befoPe the Commission and inqu;red of arrangement. 
them if some arrangement to conciliate the present indebtedness' 
of agriculturists was practicable. We are glad to learn that the 
Chettiars would be glad to consider any such kind of conciliatory 
arrangement. If Government were to come forward with about 
10 to 20 million rupees to help the agriculturists of the Island, 
we think it would not be very difficult to solve the problem of 
agricultural indebtedness. 

515. We recommend that Government should offer, directly Recommendation 
or through the State Mortgage Bank, or the proposed State- for .Government 
aided Bank, the market value of the mortgaged agricultural as'!lstanee. 
lands including coconut lands to those creditors who voluntarily 
accept this offer. Such a. step on the par.t of the Ceylo11 
Government would be welcomed by the people for two reasons: 
it would save the Ceylonese community from forfeiture of their 
lands and would save the agriculturists from the heavv burden 
of inte.rest on their indebtedness. . 
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576. It would be ·easy to float a Government ioan with inLel'etlt 
at 31 per cent., free of income tax or 4 per cent. with income 
tax, for the purpose of Pllying off those who may be willing to 
accept Government's offer to release .their mortgages on agricul
tural lands. Government could buy up the claims of the· 
creditors' and advance money against the same land to the owners. 
on condition that they should be repaid within 20 years, the value 
of the loan With interest at 6 per cent .. per annum. Such direct. 
State relief has been provided in many countries. 

577 .. Th!3 Farm Relief Act of the United States provides relief 
to agriculturists. In Italy the debts of agriculturists are 
authorized to be paid in 25 years by annual payments. In 
German;y only. lately a law was passed enabling debtors to appeal 
for spe~llal asslstance for debts lUcurred before 1931. In Austria 
encumbered agricultural lands are protected from forced sales. 
debt claims are postponed, and short-term credits are converted 
into long-term advances. In Holland courts have been establish
ed to negoti!;lte between agricultural debtors and creditors. 
Compulsory reduction of interest rates have taken place in many 
countries. In Denmark postponement of interest. and amortiza
tion of payments are authorized by law. 

578. There will be five main advantages under the above 
mentioned scheme, namely-

(1) A great part of the problem of agricultural indebtedness. 
will be solved. 

(2) Agriculturists will get long-term credits from Govemment 
at a low rate of intel'est. . 

(3) The public will be supplied with an opportunity to· 
subscribe to a rupee loan of the Ceylon Government, 
and the lands acquired under the scheme will be held 
as security against such a loan. 

(4) Government revenue will be increased by difference in 
rate of their borrowings and lendings which should be 
credited to a sinking fund account to meet the 
contingencies under this scheme. 

(.3) Agriculturists will be benefited by savings in interest of 
about Rs. 10 mlliion per year and would mean a tot.aL 
saving of about Rs. 150 million in the next 20 yeurs. 

579. This is only a skeleton of the proposed scheme and could 
easily be developed if approved by Government. We realize the 
difficulties involved in such a scheme. The question of titles to 
lund will be a serious handicap in its way, but a little iliscretion 
and sympathetic consideration on the part of those responsible 
for carrying out such a scheme would go a great way in attaining 
success. 

580. When we think of what other Governments have done 
in the past to improve" the condition of their agriculturists and 
toreEeve them from . the heavy burden of interest, we realize that 
the Ce;ylon Government have so· far done hardly anything for the 
agricultural classes. In our opinion the present is an opportune 
time to negotiate conciliation between agriculturist debtors and 
their creditors with the object of reducing the standing 
indebtedness of the agriculhtral landowners. Should the Ceylon 
Government think of taking up this question seriously, the first 
step should, be to get the debtors and creditors of agricultural 
lands to register their indebtedness and claims with Government. 
This would indicate the approximate indebtedness and pave the 
wily to further inquirioo liS to t.henecessity or otherwise of Govern
ment interference in their affairs. Such 8 survey would help 
considerab'ly to determine I'llrtll indebtedness, the interest charged 
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and the existing burden of debt on agriculturists and the extent 
of help required to save them. We think the creditors would 
agree to large reductions in vi-sw of the present depression in the 
values of agricultural lands; a compromise of 50 per cent. would 
probably be acceptable to them. The conciliation of debts being 
voluntary and not compulsory, it should not meet with much 
opposition, as the debtors as well as the cr,editors would find 
therein some kind of relief if they willingly took advantage of it. 

581. It will, no doubt, take a. long time before the .real condi- Conciliatory 
tion of the agriculturists could be determined through the process Boards. 
suggested by us; in the meantime a numoor of agriculturists may 
stand to lose their land and means of maintenance. We would 
advise, therefore, the immediate appointment of Conciliatory 
Boards in each district to go into the details of every proposal 
for conciliation of debts, if such a proposal is agreed to by debtors 
and creditors; and to determine whether the security offered to 
Government would be adequate for advanoing moneys under a 
llew .. Agriculturists' Redemption Fund Ordinance". A 
separate department should be established either in the proposed 
State-aided Bank or the State Mortgage Bank to administer 
this work. The Bank should incur no risk or responsibility and 
merely act on behalf of Government and under the direct guid-
JlIlce and orders oia special Board consisting of;-

(1) The Deputy Financial Secretary. 
(2) The Hon. the Minister of Agriculture and Lands. 
(3) The Chairman of the proposed State-aided Bank. 
(4) The Chairman of the State Mortgage Bank. 
(5) The Manager of the proposed State-aided Bank. 

The Secretary of the Bank should act as the SecrErtary of the 
Board. The Bank should charge Government actual expenses 
of the Department plus a small charge for overhead expenses. 

582. It is possible that the general estimate of thoS agricultural 
indebtedness is greatly exaggerated. In that case Government 
would not be required to invest a very large amount. 

583. Should some such scheme meet with the approval Ijf Safeguard against 
Government, it would be noScessary to guard the agriculturist future borrowings. 
from again incurring debts and strong precautions would have to 
be taken by Government for preventing him from falling once 
more in the hands of the money-lenders. Government could at 
least save him for the next ten or twenty years if by law he is 
prohibited from borrowing on his land till the debt due by him to 
Government is finally paid off. It would certainly be open to him 
to take advantage of the co-operative societies and urban banks to 
finance him for his crops, for manure, labour, &c., and for the 
-improvement of his land. 

(e) LAND MORTGAGE CREDIT. c 

The State Mortgage Bank. 
584. In the chapter on Existing Credit Facilities we have 

already described fairly exhaustively the various agencies from 
which advances against immovable properties are available. We 
have referred therein to the activities of the State Mortgage Bank. 
It is the most recent and the most important of the institutions 
that exist in the country for helping agriculturists with long-term 
credit facilities. We therefore think it necessary to give a 
-detailed account of its constitution and operations. We would 
also suggest means to widen its activities and increase its useful
ness to the agriculturists. 

585. A Committee was appointed in 1927 under the Chairman- Its history and 
·ship of Mr. C. V. Brayne to go into the question of providin~ constitution. 
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credit to ,agricwturists, and draw up a suitable scheme for such 
an institution. The Committee reported in 1929. It recom
mended a State-controlled and State-guaranteed Mortgage Bank, 
and the draft of an Ordinance to establish such a bank was given 
in the report itself. It is on the lines of this draft that the 
State MGrtgage Bank Bill (Ordinance No. 16 of 1931) was cast, 
and it received the assent of the Governor on June 17, 1931. 
The nrst Bo.ard of Directors was appointed in October of that 
year. However, it was not till fairly late in 1932 that all the 
necessary preliminary stages such BlS the appointment of the 
Manager and the preparation of the Rules were worked off and 
the bank started functioning. The bank thus has had barely two
years experience behind it. 

,586. The State Mortgage Bank has for its object the grant
ing of long-term loans for exclusively agricultural purposes on the 
primary mortgage of landed properties. It is a Government in
stitution but it leads to some extent a detached and semi-autono
mous existence of its own. It is not a full-fledged Government 
Department like the Customs or the Post Office for instance, but it 
is a bodJ corporate for which the State has undertaken certain 
dennite nnancial liabilities, and over whose administration the 
State has an effective control. It raises its funds by the sale of 
debentures guaranteed by Government, both interest and 
principal. The amount of the debenture issue cannot exceed the 
amount of the mortgage loans.. Gov,ernment also give the bank 
s. temporary overdraft to issue loans from and to meet various 
preliminary expenses, tiill the debenture money is available. 
There is a provision for Government making good any dencits 
that the bank might incur, and since. the bank has been so far 
working at .a loss, Government have paid the dencit out of 
public funds. One would presume that since Government 
make good the loss, it also takes a share in the pronts. But 
the bank is not a pront-making concern. Any surplus over ex
penses is to be credited to a reserve fund which has to be invested 
in approved readily realizable securities. If the pronts are large 
and the reserve fund so grows as to equal to one-tenth of the 
outstanding debentures, the bank may then utilize the surplus 
profits in acquiring land and premises or in its ordinary loan 
business. We do not know if it will be ever possible for the 
bank to obtain an appreciable part of its loanable funds out of 
its surplus. The first three years' experience does not milke one 
very hopeful about it. But business may grow and administration 
may be made more' efficient and economical and the bank ma..-v 
see better times. 

587. The management of the bank is vested in a Board of 
Directors, all of whom are ~ppointed by the Governor. To exclude 
political influences, the Ordinance provides that no member of 
the Legislature can be made !J, Director. The Directors are not 
whole-time officers. They are paid a fee of Rs. 50 for every sitting. 
No Director may, iIi any way, be interested in the loans granted 
by the bank. The Directors hold office for five years and their 
appointments are so made that one Director is due to retire every 
year, so that the whole Board renews itself every five years. 
This rotation preserves contiJ;l.Uity of administration. The Direct
on are, individually or collectively, removable by ,the Governor 
for, incapacity or misbehaviour, or if the affairs of the bank are 
not properly managed by them. The appointment and dismissal 
of the important members pf the bank's staff are subject to tilie 
Governor's approval. The rules framed under the Ordinance 
must also be sanct.ioned by the Government. The bank's accounts 
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are examined by the Auditor-General every six months and inci
dentally it is not done free of charge, but has to be paid for by 
the bank: E¥ery shortfall in the capital_ or revenue account 
has to be reported to the Governor, and his instructions are to be 
followed. Provision is also made for the Governor to institute 
e¥ery five years or oftener if he thinks necessary special inquiries 
into the affail:s and conditions of the bank. Finally the Governor 
has the power of dissolving the bank when its sol¥ency, safety, or 
credit is at stake. 

588. This Government control, more or less inentable, because Special priviI~ge8. 
of the financial responsibilities undertaken by Government is 
balanced by certain special concessions and privileges given to the 
bank. The bank has the right to foreclose without recourse to a 
Court of Law. The debentures have been given the rank of trustee 
securities. The bank has also power to inspect the valuafion rolls 
of local rating authorities without payment of any fee or oharge, 
in order to ascertain the value of such property. The loan given 
bv the bank is again a first charge on the property mortgaged. 
It has to be stated, however, that some of the minor advantages 
enjoyed by C<H>perative banks, such as exemption from stamp 
duties and income tax have not been granted to the State 
Mortgage Ban,k. 

589. We now pass on to its loan operations. Under the law Loan operations. 
the bank can only lend for any of the following purposes:-

(a) Purchase or lease of agricultural land and its develop
ment and impt:Ovement, and capital expenditure 
necessary for the preparation of the produce for the 
market; 

{b) Any purpose incidental, accessory, or auxiliary to any of 
the above purposes; 

(c) The liquidation of debts incurred for any of the above 
purposes. 

590. Thus although non-agricultuTal objects are ruled out, 
within the boundary of agricultural purposes a wide and elastic 
range of loans is permitted. The bank received 307 applications 
aud granted 46 up to September, 1933. It has not yet made any 
anslysis of the proportion of loans taken for various objects. 
Such an analysis would be extremely interesting and useful. We 
suggest that it be included in future in the bank's annual report 
liS is done in the case of the Co-operative Department's report. 
We understand, however, that very few loans have been taken 
for the purchase of new land. Approximately 50 per cent. of the 
money seems to bave been borrowed for improvement of property 
and another 50 per cent. for the liquidation of past debts. It 
hllll to be observed that the bank cannot lend for the cancellation 
of 1I11 kinds of past debts, but for only those which were originally 
incurred for agricultural purposes. It is however, impossible for 
the bank to trace correctly the origin of each of these past debts, 
and in general, the word of the borrower has to be accepted. 

591. Under the Ordinance the Board has power to invest:gate Provisions difficult. 
tbe application of the loan and to call upon the borrower to show to carry onto 
thllt funds have been rightly spent. If he is unable to satisfy 
the Board the loan may be recalled or he may be ordered to spend 
an equal sum of money on the original object. These are strict 
and desirable provisions but difficult for the bank as it is consti-
tuted to carry out unless it provides a standing instrument of 
supervision. The supervision clause (clause 58) of the Ordinance 
i~ at present virtuall~- a dead let.ter. This together with the 
impossibility of inquiring into the origin of PIISt debts IInrl the 
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possibility of elastic interpretation of purposes, .. incidental, 
accessory, or auxiliary " to agriculture, makes the restrictions far 
less stringent in practice than they appear on paper. 

592. Nearly aJl borrowers so far have been the owners of small 
and medium sized estates. The laI:ger estates mostly in European 
hands,' command ample and easy financial resources. In any 
case the restriction in tea and rubber has cut off for some time 
the demand for loans for extending estate business. It is only 
for improvement that loans are now mostly wanted, and that also 
mainly by the small rubber and tea estates in Ceylonese hands 
which were badly starved during the depression. Coconut is 
hardly an active borrowing agent, the outlook being still very 
gloomy. A few loons have been taken by the Citronella pro
ducers. Paddy growing is not very widespread in the country, 
and the cultivatons do not also require the large amounts that 
the bank offers them. There has been, therefore, little or no 
business with them. As for loans for settlers and colonists, 
where the Crown has settled land in large blocks of 50 to 60 acres, 
a few loans' to pay for the lands had been taken. Small scale 
settlers are not obviously the proper clients for such a bank. 

593. The bank is indeed not meant for small borrowers. Xu 
luan is to be less than Rs. 5,000 and the maximum is Rs. 150,000. 
The reas·on for making Rs. 5,000 the minimum amount is that 
small loans are not worthwhile for the borrower or the bank. 
There are certain expenses that, have to be incurred in effecting 
a mortgage loan. A Rs. 5,000 loan for instance, would approxi
mately cost the bank the following sums of money:-Legal 
Adviser's fees (3 guineas) Rs. 31.50. Supposing two independent 
valuators are engaged, they will each take about Rs. 30. Travel
ling expenses of the bank's Inspectors may be another Rs. 40 
Against this total of Rs. 131.50, the bank receives under the 
existing scale 2 per cent. of the amount of the loan as valuation 
and Legal Adviser's expenses, together with a fixed charge of 
Rs. 20 for each loan as office expenses. It receives therefore 
from. the applicant Rs. 120 while it has to spend Rs. 131.50. It 
is true that once the loan is granted the bank has hardly any 
further expenses to meet. But the difference between the rate 
at which the bank raises its capital (debentures) and the rate 
ut which it lends, must under the rules be 2 per cent. It cannot 
be said to be so tantalizingly large as to make the bank uncon
cerned about initial expenses. The cost of a loan does not, how
ever, rise in proportion to the size of the loan.. Large loans are 
mOl'e economical than small loans. There was a feeling also 
when the bank was projected that the large estates were getting 
ruined for want .of finances and the. bank must not dissipate it.s 
resources· on tiny loans but should be ,m instrument of constrne
tive large scale agriculture. 
. 594. In all this there was an implied hope that the sma.ll 

borrowers would be able to get, their requirements from other 
sources. These sources, however, have not yilt materialized. 
r:Dherefore, they must soon come in the form of Co-operative 
Mortgage Banks, small Joint Stock Banks, or branches of the 
State Mortgage Bank. 

595. Our suggestion is to open branches of the State Mort
gage Bank at important centres in the Island. We refer to this 
matter at length while commenting on Land Mortgage Banks. 

596. We also recommend the removal of the restriction regaJ.:d
ing the minimum of the loan and give the bank a free hand in 
granting amounts smaller tha.n Rs. 5,000. 

597. The State Mortgage Bank under the Ordinance cannot 
have full-time valuators. Valuat,ion is at present done by men 
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select>ed by the bank from the locality where the property happens 
to be situated. This ensures local knowledge and saves in travel
ling expenses. However, we think one competent full-time 
valuator should be employed at the bank's head office to supervise 
the valuations and calculations of valuators outside Colombo. 

598. Another restriction is regarding the duration of a loan. Dumtion of 
Loans are not granted for a period less than five years or more loan. 
than 25 years. We do not see any serious objection to the 
lowering of this limit. There is .a, certain demand for loans·of 
shorter duration. The co-operative source for such loans is as 
good as non-existent yet. The borrower, therefore, must either 
go to the private lender or take the loan for a longer period 
than he wants. Since, however, it is open to him to repay the 
loan whenever he wishes, a five-year loan can in practice even 
be made into a one-year loan. The provisions in the Ordinance 
in this respect seem to be contradictory. Section 53 says that 
no loan can be granted: for less tJhan five; years, whiLe section 61 
says that" tihe Board shall, if notice of three months is given 
by the borrower, Accept payments in respect of a. loan before 
they fall due. " 

599. Both these restrictions, one regarding the amount and Ev~i0l!' of 
the other regarding the duration, can be got round by an ingenious ~:t:ibf~ons 
borrower. All that he bas to dQ is to conform to the five-year . 
lind Rs. 5,000 rules, and then payoff any portion of the loan 
tha:!; he does not want at .any time he likes. TheSie restrictions 
may have already inViited 180me round, about escapes of this 
kind. 

600. Regarding security the bank accepts only a primary Security for the-
mortgage of immovable property, which, further, must not be an loan. 
undivided share. The amount of the loan can at the highest be 
50 per cent. of the value of the property. Such property mice 
mortgaged to the bank must also be kept free from any future 
encumbrances. This means that the borrower cannot raise 
any more funds on the property concernedl, by moons of second 
or third mortgages with other parlies. It may be a little unfall' 
to tie him down in this way, but the safety of the loan aemands 
such a provision. It is not really as barsh as it seems, for where 
the borrower has not borrowed. tbe full 50 per cent. of the value 
of the property, be may apply and obtain a further amount on 
8 setlond mortgage of the same property from the bank itself. 
Such loans have been in one or two cases given. The loan is 
by law made a first charge on the property mortgagedl in pre-
ference to other creditors. 

601. A loan made may be recalled on three grounds:- When loans can be
reclIlled. 

(a) If the property given as. security depreciates to such an 
extent as to endanger the safety of the loan; 

(b) If t;he title is discovered to be inad~quat,e; 
(c) Mis-statements by the borrower or misapprehension of 

actual facts by the Board. 

While there is hardly anything to be said against (b) and (c), 
)'ecalls 011 account of depreciation of security under (a) may 
obviously create great difficulties for the borrower. A mortgage 
loan is usually taken to pay old existing debts, and even if it is for 
capital expenditure, it Dlay take years before the expenditure 
bears fruit. To recall it untimely is really to make it a short 
TJeriod loan. It will simply drive the borrower to get a new loan 
from some other source at perhaps ruinous rates or force him to 
sell off the land at a low value. This is not in the int.erests of" 
nIP borrower or t.he bank. 
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:Right to recall lihe 602. Judging by the original object of establishing such a 
Joan. bank and the nature of its business which is long-term credit, 

we are of opinion that the right to recall the loan should be 
exercised only if the .agreed instalments are not J:'egularly paid. 
Some risks are inevitable in all loan transactions and if the 50 
per ceht. margin kept by the State Mortgage Bank on its own 
valuation proves to be inadequate at some time during the con
tinuance Of the loan it indicates an abnormal situation. It is 
at 'Such times th~t the borrower needs relief from his creditor, 
and he should not be pressed for further margin or for repayment 
of his loan. If he could at all offer fresh securities he would! only 
be too willing to do so and save his property from being sold 
off at a low cost. But it is at such times that 1Ihe debtor is not 
able to arrange for finance, particulady: when he has no further 
securities to off,er, !elsewhere. The ·State, through the State 
Mortgage Bank, should not recall advances at such a time but 
should take a certain riska'llJd allow' the loan to run on as it is 
not concerned! with the appreciation or depreciation of the 
security mortgaged to it so long as it receives regularly its agreed 
periodical instalments from the borrower, which includes interest 
and part of the principal. 

:Recovery. 603. The interest and principal of the loan is coUected in 
haH-yearly instalments by the bank. Two methods of repay
ment ·are recognized and! it is left to the. borrower to select the 
one that is more convenient to him. One is the system of 
equated payments, and this, we understand, is the system that is 
generally favoured. Most of the loans have been taken for repay
ment in ten to twelve years. In the other system, the borrower 
pays half-yearly a /definite portion of the principal together with 
the interest on the amount of tJhe principal or balance thereof 
outstanding during that periodl• Under this system the instal
ments payable in the initial years are heavier than under the 
system of equated payments. 

:De~ault in pa.yment 604. In case of default in the payment of any instalments 
Df msta.lments. the ba.nk may forthwith exercise its righ~ of foreclosure and 

arrange to sell the mortgaged land. There is no necessity of 
going to court for obtaining the Fiscal's assistance. At the 
sale, the bank may fix an upset price below which the 
property is not to be sold to any party other than the bank. 
When the bank purahases the property it may before it resens 
it, cancel the sale and ret·urn the property to the mortgagor if 
meanwhile he clears up all his dues to the bank (including a penal 
rate of interest for the period of the delay). Otherwise the bank 
holds the property until it is able to dispose of it. All these 
are fairly elaborate safegual'lds, but as we have ah1e.ady explained, 
the real security behind! tJhe loan lies in the earning capacity of 
the borrower. We hope the State Mortgage Bank gives as much 
attention to that factor as to ,the fulfilment of various legal 
requirements. 

Provisions for 605. As f.fir as we can see, there is no clear provision in the 
,extension of time. Ordinance _ for giving the borrower an extension of time for the 

payment of his dues. Section 101 says that if !he fails to pay 
on the due date, he will be charged a higher penal rate of interest 
for the half-year for which default has been made. Whether 
iIle can continue defaulting for successive half-years is not clear. 
The bank apparently is not bound to take d'rastic steps against 
"him immediately (vide section 63 which is permissive, not 
forcing). It thus seems within the bank's power to grant 
Ayt,eDsion of -time in appropriate cases. We consider this power 
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very necessary and the law on this point should, in ou!:, opinion, 
be made quite explicit. Forced sales or possession by the bank 
of the property are extreme remedies which should, as far as 
possible, be avoided. It is far better for ·the bank to give the 
borrower &orne breathing time, and, if possible, guide and help 
him along the road to recovery and solvency. In this respect 
we are afraid the State Mortgage Bank cannot be as goodI 8S 

(l()-()perative banks which can maintain a. more intimate touch 
with the borrowers. The least, therefore, that the State Mort
gage Bank can do is to give all reasonable extensions. We 
understand that some ertensions hav~ already been granted. On 
the whole repayments have been very regular so far and no use 
bas been made of the large legal powers given to the bank. 

606. The rate of interest charged by the bank for its loans Rllte of interest 
remained till very recently at 7 per cent. In March, 1934, it charged. 
was brought down to 61 per cent. The Ordinance does not allow 
any further reduction. No further relief can thus be given to 
the borrowers. We realize that there are dangers of making 
money too cheap but we do not understand why the minimum 
should be &0 rigi<ll.y laid down by law. The lending rate of the 
bank is based upon its borrowing rate. H it is able to borrow 
money cheaper, we see no reason why it should be prevented 
from passing on the benefit to its debtors. By pegging the 
lowest rate at 61 per cent. the bank has further been caught in 
a vicious circle. Under the rules ". the rate of interest payable 
on loans granted by the bank shall be 2 per cent. over the late 
payable 011 debentures issued at the time of granting the loan." 
(Rule 18 made under section 90 (f) on July 14, 1932.) H it 
raises debentures on 6 per cent. it must charge 8 per cent. on its 
loans. Since, however, it cannot lend at anything less than 6! 
per cent. it cannot also issue debentures at less than 4l per cent. 

607. In our questionnaire we invited opinion on the subject Conversion of 
of possible conversion of the old debenture issues to new ones dehentures. 
bearing lower rates of interest. We discovered that there were 
certain technical difficulties, one of them being that debentures 
and loans are inseparably connected. No debentures can be 
issued without loans being first made on mortgage. All repay-
ments of loans must be devoted to concellation of debentures. 
A new debenture, therefore, cannot be issued for the purpose of 
replacing an old. It can o~y be done to finance new mortgages 
Debentures are bought· 8S a means of long period investment. 
It will be obviously unfair to suddenly return the money to the 
investor. But as regards new issues, we do not see any reason 
why the bank should not get them at the cheapest possible rate. 
All hindrances in the way of issuing cheaper new debentures 
should, in our opinion, be removed. 

608. From the time it commenced to work up to Septem- Applications for 
ber 80, 1933, the bank received altogether 807 applications for loans. 
loons. Only 46 of the applications matured into loans, the 
others being retired or refused. Apart from technical faults 
the board has turned down applications more on the ground of 
insufficient valuation than on that of imperfect title. A good 
few,it will also be seen, were withdrawn by the borrowers because 
the amount sanctioned by the bank was less than what they 
wanted. The bank must for its own safety carefully, and per-
haps sometimes consElrvatively, appraise the property, and the 
examination of the title also must be done scrupulously. We 
bave heard some complaints about the rigorousness of the pro-
.cadure, but· we do not see how th~ bank can possibly help it. 
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One witness writes bitterly ,about the" delay, undue scru~inYr ' 
over-cautiousness, red-tapism, protracted correspondence, and the 
high charges " of negotiating a loan with the bank. He asserts 
that the procedure is much quicker and less expensive in the case 
of loans given by the Public Service Mutual Provident Associa
tion. In his own case, application for a loan was made Oil 

March 14, 1932, and a definite negative reply from the bank was 
received ohlyon September 7, 1932. While we would invite 
the attention of the bank's Board to the need of expeditious 
disposal of loan applications, we would at the same time not ask 
them to jeopardize safety to promptitude. A certain amount of 
time is bound to elapse before a loan application can be thoroughly 
examined. Here again with a proper system of registration of 
titles much of the delay is likely to be prevented. 

Nature of advances. 609. The total mortgage loans granted up to September 30. 
1933, was Rs. 1,188,671. The security for these loans consisted 
of 10,139 acres of agricultural lands with the buildings thereon. 
and fifteen properties in town. Lands under cultivation in coco
nuts, tea, and paddy as well as undeveloped lands !lind residential 
buildings in towns have been accepted as security. We do not 
think it is desirable to lend moneys on undeveloped lands except 
on condition that the loan amount should be utilized all its 
development only. 

Total of debentures 610. Up to September 30, 1933, Rs. 980,950 worth of debeu
issued. tures were sold. It speaks well of the popularity of these 

debentures that every issue SO far, even when interest was 
brought down to 4i per cent., was over-subscribed. In order to 
give the smaller investors an opportunity of buying these gilt
edged securities, of which there are so few in Ceylon, the amount 
of a debenture has been fixed at Rs. 50. In allotment also, 
special consideration has been given to the applications of the 
smaller investors. The debentures are transferable, such trans
fers being registered with the bank. So far, however, very few 
transfers have taken place. They are quoted by tne stock 
brokers in Ceylon and at present they enjoy a sman premium_ 
The last issue was floated at q per cent. They are redeemable 
after 25 years, but the bank has the right to pay them off 
according to the sequence of their issue and by lot if funds are 
available to pay back a large qunntity of the same issue, before 
maturitv. The total debenture issue is limited to Rs. 25 mil
lion. This defines the upper limit of Government liability for 
the bank. 

Branches and 
agencies. 

The first Land 
'Mortgage Bank. 

611. Under section 24, the bank has the power to establish 
branch boards in any area where' business is large and local 
co-operation is necessary. 

Land Mortgage Bank8. 
,612. The ordinary Co-operative Credit Societies only supply 

short period loans. For long period credit, a special co-operative 
institution called the Co-operative Land Mortgage Bank has been 
devised. A number of these banks exist in India where in 
different provinces they have met with differe~t degrees of suc
cess. In Ceylon very little progress !has been made with this 
type of cO-operative institution. The first Land Mortgage Bank 
was regis·tered in Negombo in 1930, and ever since its inception 
it has been struggling against a world of difficulties. The difficul
ties of raising capital have been very great, and the volume of 
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business which it has been able to do has been very poor, for 
.an institution of four years' standing. It had barely lived the 
first year of its existence when the Government decided to open 
in 1931, the State Mortgage Bank. Both'in financial resources 
.and the extent of special privileges conferred upon it, the State 
Mortgage Bank is a far stronger institution than any Co-operative 
Land Mortgage Bank could ever hope to be. It represented a 
bold attempt to solve the question of mortgage credit in th~ 
Island from a new angle of approach. After its foundation, 
.co-operative effort naturally went into the background to some 
extent. The centre of interest and the centre of gravity of the 
whole system of mortage credit shifted to the new State 
Mortgage Bank. 

613. Due to this and also due to certain difficulties inherent Ba.nks of Negombo 
in the working of Land Mortgage Banks, the Negombo bank and Ka.ndy. 
has not been able to show convincingly good results. UntIl 
recently, it was working at a loss. It is only during the last 
financial year that it has been able to earn a small profit. The 
second Land Mortgage Bank was started in Kandy in 1933. 
But there also the soil has proved rather inhospitable: We need 
hardly make any comments on this bank because it has not 
given out any loans or sold any debentures yet. 

614. We admit that where conditions are tavourable Land Need for long-term 
Mortgage Banks started on the co-operative principle may be of credit. 
considerable service to the borrowing classes. For vjl.rious pur-
poses such as purchase and improvement of land, installation of 
costly machinery, exceptional demands in connection with cere-
monies, and liquidation of past oppressive debts, the jl.gTicul-
turist is constantly in need of long-term credit. It is the func-
tion of the Land Mortgage Bank to supply him this credit on 
the security of real estate that he is prepared to mortgage. 
Loans are given for periods ranging from 2 to 25 years, in some 
-cases even for longer periods, and the amount given generally 
is from 33l per cent. to 66! per cent. of the assessed value of 
the property. The practice in this respect differs in different 
-countries. These banks raise their capital partly by means of 
'shares, but mostly by the issue of debentures which mayor may 
not be backed by a Government guarantee of interest and 
principal. In the absence of a Government guarantee it is not 
,easy for them to raise a sufficient amount of capital. Loans are 
given to members primarily for agricul~ural purposes and are 
repayable in easy instalments. For recovery of dues from default-
ing members, these banks are given in certain countries special 
summary powers of foreclosure and sale of the mortgaged property 
without recourse to law. . 

615. In Ceylon, however, on the whole conditions do not Unfavourable 
seem to be favourable for the growth and development of Land conditions. 
Mortgage Banks. In the first place they have to work under 
the shadow of the State Mortgage Bank which is bound to take 
over an increasingly large portion of the available business. 
'They do not possess sufficient funds to entertain applications 
for large loans, and small loans are not generally as paying as 
the large ones. The banks do not enjoy the privilege of a 
Government guarantee of their debentures and consequently it 
is extremely difficult for them to market their issues. Further, 
they do Dot possess any summary powers of recovery and sale. 
'The depression has materially affected the wealth of farmers in 
all provincf's and it· would not be easy to raise sufficient sharf' 
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capital from borrower-members. The soope for profitable smull 
scale borrowing also is likely to remain small for some time to 
oome. It would· again not be easy to train up people in the 
management of Land Mortgage Banks whos~ transactions are 
certai}:lly much more complicated than that of the simple 
village credit societies. 

616. Th.e experience of the Negombo Land Mortgage Bank 
corroborates the difficulties of the situation that we have just 
mentioned. This bank operates in a part of the Negombo Dis
trict known as Alutkuru Korale North. In order to get the bene
fit of local knowledge, this area again has been divided into 
smaller areas. In each of these, there are small Committees 
who investigate and report upon the local loan applications to. 
the main Board of Directors. The funds' of the bank have been 
raised by: (a) the issue of shares, and (b) by the sale of deben
tures, the major portion being raised by debentures. The bank 
has not yet received any deposits or loans, although it is. 
empowered to do so. The debentures are not in any way guaran
teed by the Government. They are secured by a trust bond ill 
favour of tlhree trustees. All reooveries on loan account are 
paid into a banking account in favour of the trustees who
administer them as a sinking fUlld, and can use it to call in 
and repay debentures. The principal and interest payable to 
the debenture holder is a first charge on the assets of the bank, 
subject to a prior claim of the Local Loans and Development 
Fund, the Loan Board, and the State Mortgage Bank. The 
total debentures in circulation must not exceed the total amount 
of loans outstanding. The debentures' are negotiable. They 
have not, however, been made trustee securities. 

617. The other source of working capital is provided by 
shares of Rs. 10 each. Every member llIJUst take at least five 
shares but he can increase his holding whenever he wants. The 
amount that a member can borrow is related to his holding of 
shares. In no case will a member be given more than 20 times 
the value of the shares ihe holds. 

618. Loans are given to promote all kinds of economic in-
terests, and more particularly for agricultural improvements and 
redemption of mortgages on agricultural land. They are not 
exclusively confined to agricultural purposes as in the case of 
the State Mortgage Bank. But whereas the State Mortgage 
Bank accepts both agricultural and urban securities, the c0-

operative baJIks accept mortgages of agricultural land only. 

619. The minimum of a loan is Rs: 500 and the maximum 
Rs. 5,000. The Indian Central Banking eom:mittee deliberately 
refrained nOIDI laying .down a minimum amount, as in tlheir 
opinion, " the facilitie!! should be available for small agricultural 
debtors also ". We 'suggest' the same thing for Ceylon also. 

Additional security. 620. No loan is to exceed one-half of the appraised value 
of the land. The bank accepts only primary mortgages, un
divided shares are not accepted. The bank may further require 
the applicant for a loan to give two personal securities as 
additional security. 

Lending rate. 621. The debentures of the Negombo Bank have been issued 
at 6 per cent. The bye-laws stipulate that the rate of interest 
on loans shall allow a margin of 4 per cent. over the borrowing 
rate. The bank cannot thus lend at a rate lower than 10 per 
cent. 
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The State Mortgage Bank's present lending rate is only 61 per 
cent. As far as borrowers are concerned therefore the co
operative banks have not yet been able to give them the same 
facilities as the State Mortgage Bank. 

622. The operations of the Negombo Bank during the last Summary of banks 
financial year ar.~ summarized in the following figures: - business. 

Members. 
Borrowings by Sale 

Share Capital. of Debentures. Deposits. 
Re. Re. Re. 

4,050 15,100 Nil 

Loans Outstanding. . Overdues. Reserve Fund. Net Profits. 
Amount. No. 

RB. 
14,911 11 

Re. 
Nil 

Rs. c. 
259 94 

Rs. c. 
54 65 

623. It is obviously not a very :flattering position. The 
membership yet is low. Loans outstanding are only 11 although 
more than 100 applications have· been made in all. One of the 
memoranda explains -that the depression in coconuts hllos con- General difliculties. 
siderably reduced the scope of productive long period borrowipgs 
in N~ombo which is mainly a coconut district. There are also 
tbe general difficulties in connection with the examination of 
titles and the correct valuation of properties. 

624. F'rom all this it is clear that in spite of the fairly orthodox 
constitution, and the assistance and guidance given to it by the 
Registrar of Co-operative Societies, the Negombo Bank has 
tailed to establish a strong foothold. 'l'he prospects of the Kandy The Kandy Bank. 
Bank seem to be even gloomier. In his last report the Registrar 
says, .. the Kandy Land Mortgage Bank while it was a matter of 
discussion and preparation, was a model of enthusiasm and 
energy, but since it became a matter of collecting cash and getting 
to work, there has been a sad falling off. It has not so far done 
anything to cure my misgivings as to its prospects." (Report, 
1933-34.) An attempt has been made to obtain some support for 
these institutions from the State Mortgage Bank but it is not 
easy to ouild up a connection between. two types of institutions 
working under entirely different principles, under different Ordi-
nances, and under different systems of administration. W e ~'w~ ty.pes of 
understand that a request was made by the co-operative banks Institutions. 
to the State Mortgage Bank for borrowing facilities. Under the 
Ordinance the State Mortgage Bank possesses power to lend 
moneys to the Co-operative Societies on terms and conditions 
that it may itself fix subject to the Governor's approval. The 
State Mortgage Bank is willing to lend, but only up to half the 
value -of the mortgage bonds tendered to it. In other words 
when the Negombo Bank has made a loan of Rs. 50 on a pro-
perty valued at Rs. 100, it can raise only Rs. 25 from the State 
Mortgage Bank by endorsing the mortgage deed. This is 
obviously unacceptable to the Negombo Bank. At the same 
time the State Mortgage Bank finds itself legally tied down, and 
cannot perhaps do anything more. 

625. We are afraid we cannot suggest any easy or practicable 
method of rescuing the Co-operative Land Mortgage Banks from No more 
the stagnation which threatens them. They cannot be easily Co·operative Land 
made a live force in the country. Our suggestion, therefore, is Mortgage Banks. 
to leave the co-operative banks alone until such time as conditions 
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materially improve ~nd to concentrate now on the developmento 
of the State Mortgage Bank. The State Mortgage Bank already 
possesses the power of expansion over the country. Under 
section 24 of the Ordinance, the bank may from time to time 
establil:\h branch Boards for any ~rea, where the prospect of local 
business is large and local co-operation is necessary. The con
stitution and duties of these branch Boards are already outlined 
in sections'25-30. We see no reason to deviate from. these pro
VlSlOns'. The branch Board is to be subordinate to the parent 
Board at Qolombo and its duty will be-

(a) to consider all appJications submitted to it and transmit 
them to Colombo with its recommendations thereon; 
and 

(b) advise and assist the Board of Directors in all matters 
in which advice and assistance is sought. 

Every branc4 Board is to consist of two members and a Chairman 
who shall be specially appOInted for each year by the main Board. 
Branch Board members will hold office for two years. Their 
disqualification and removal from office will be on the same 
grounds as those applicable to the Directors of the main Board. 
They are to be paid a remuneration for sittings attended on a 
scale to be fixed by the bank. 

626. We consider. that a satisfactory solution of the problem 
, of mortgage credit can be obtained by opening up branch Boards 
in suitable areas. It will not be then necessary to proceed with 
the formation of Co-operative Land Mortgage Banks which have 
to battle against so many unfavourable factors. The State Mort
gage B!lnk has been in existence only for a short while and if it 
}ias not opened any branches yet, there is no reason why it should 
not find it profitable to do so in future. We see considerable 
advantages in this method of advance over any scheme of 
artiBcial respiration that we might devise for the Co-operative 
Land Mortgage Banks. 

(1) In the first place the State Mortgage Bank is capable of 
expansion and it has very great financial resources 
at its disposal. Few countries can boast of such a 
State institution. Having formed it, it is obviously 
our duty. to make the most of it, rather than scatter 
our energies on different types of institutions. 

(2) It enjoys a Government guarantee and other substantial 
privileges which are denied to co-operative banks. 

(3) It is in a better position' to ,deal with the technical 
proDlems involved in mortgage credit, such as the 
examination of titles and valuation of properties. It 
can command more finance and more brains. It can 
engage a staff for scrutiny of titles, valuation, super
vision, &0., which will be beyond the power of the 
co-operative bank. If, as we'recommend, it is allowed 
to lend amounts below Rs. 5,000, its scope of useful
ness will be still more widened, and no section of 
borrowers can have any reason for complaints. 

(4) It has been complained tQ us that the co-operative banks 
liad to put up with a good deal of vexatious interference 
by the Registrar's Department. 'the State Mortgage 
Bank is to a large extent free from all this interference-
and red tapism. ' 
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62i. On all these grounds, we suggest that the possibility of 
<>pening branch Boards be watchfully kept in view by the Directors 
of l.be State Mortgage Bank. The Registrar of Co-operative 
:Societies, Agricultural Department, and the Government Agents 
of the various Provinces can materially help in this work. If a 
suitable number of these branch Boards develop in the country, 
long period credit facilities will be carried to the very doors of 
the borrowers. These branches will decentralize administration, 
without in any way weakening the strength and efficiency of the 
parent institution. -

(f) MAIN AGRICULTURAL INDUSTRIES. 

Tea. 

628. The tea industry ranks as the premier industry. The The tea industry. 
area under tea has been computed at over 557,000 acres, 
distributed over some 1,230 estates, and some 54,000 small-
holdings. The following table describes the distribution of the 
export trade in tea during the last few years, from which it will 
be observed that the principal customer is the United Kingdom 
which absorbs as much as 69 per cent. of the total trade:-

1931. 1932. ]933. 
lb.- lb.- lb.-

United Kingdom 160,509 172,222 149,495 
United States of Americ:a . 15,531 15,775 12,003 
Australia 11,607 15,278 11,839 
British South Africa 9,751 8,038 9,170 
Ne .... Zealand 10,888 8,391 8,694 
Canada and New Found1and 7,918 8,366 7,236 
Egypt 6,925 6,173 3,493 
Franoe 1,740 1,818 2,125 

l'::-tine 
1,951 1,785 1,273 
1,603 1,136 1,090 

RuBBia 1,409 1,474 435 
Other countries 14,138 12,368 9,208 

Total exports 243,970 252,824 216,061 

629. The other principal producing countries are, India and 
the Dutch East Indies, and competition particularly from the 
latter source has been felt acutely in recent times. Exports from 
the principal countries during the last three years were-

1931. 1932. 1933. 
(1,000 lb.) 

Ceylon 2-13,970 252,824 216,061 
India 3«,259 367,677 324,256 
Dutch F.ast Indies • 171,36:! 170,461 158,096 

Total .. 759,791 790,962 698,413 

630. As a result partly of over-production and partly of the 
low purchasing power of the masses on Ilcoount of the world 
depression, prices of tea fell heavily: and reached unremunerative 
levels in 1932. To remedy the situation, a scheme for controlling 
exports was agreed upon in 1933 by three producing countries 
<>n a basis of 85 per cent. of normal output and the contraction 
.of supplies in 1933 is solely due to restriction. Since then, prices 
have improved substantially, and the general Ilverage for the 
~urrent year is 68 cents per lb. 

• In I,OOO's. 
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631. The following table gives figures of tea exports from 
Ceylon during the last 8 years, and the priceS' fetched in the local 
market:-

Year. 
, 1926 

1927 
1928 
1929 
1930 
1931 
1932 
1933 

Million lb. 
217 
227 
237 
251 
243 
244 
253 
216 

Price per lb. • 
99 Cents 
94 
85 
81 
75 
57 
42 
54 

The future prospects of the industry cannot be judged by the 
higher priceS! now fetched by tea; these. prospects solely depend 
on the effectiveness of restriction in removing the incubus of 
surplus stocks now overhanging in the market and on the increase 
in consumption before the expiry of restriction-the agreement 
is only for five years-so as to absorb the potential production. 

632. The majority of tea companies are worked under joint 
stock management and owned by British capital. According to. 
the data supplied by the Tea Controller 350,000 acres are owned 
by non-Ceylonese companies. Another 50,000 acres are owned 
by non-Ceylonese private owners. Holdings by Ceylonese com
panies and individuals, on the other hand, amount to about 
100,000 acres or 20 per cent. of the total acreage under tea. The
dominance of British capital in the tea industry may be ascribed 
to its historical development. Tea succeeded coffee, after the 
blight of the eighties which completely destroyed the coffee 
plantations. 

633. The tea industry in Ceylon is less than fifty years old_ 
In 1880 there w.ere only a few stray plantations with an aggregate 
acreage of 8,000 acres. It was in this decade that the coffee 
blight was at its height. Tea was caught in that feverish search. 
for alternative products, following the destruction of coffee 
plantations, and rapid extensions brought the acreage to 70,oo() 
acres in 1884. Once the success of the industry was assured, 
there was a rush to open up land. Within two y.ears cultivation 
rose to 150,000 acres, and five years later it was reckoned at 
250,000 acres. By 1900 it was estimated that 384,000 acres were
cultivated with tea, and thus, within the space of 15 years, the 
acreage had increased five-fold. There was a lull in the neJ..-t few 
years owing to low prices, mainly attributable to overproduction. 
and development in subsequent years has raised the cultivated. 
area to the figure already stated. 

634. No l'eliable estimate of capital invested in this industry 
is available, but if an acre is capitalized at Rs. 500, a figure
rather on the low side, the value of inwstments in tea would 
reach something like Rs. 280 millions. The greater majority of 
tJIese investments is held by companies, registered locally or in 
England. Many of these comp'anies are in tum managed by 
firms, private or joint stock, termed estate agents who discharge 
the functions of agents and secretaries. This form of manage
ment is in some respects simila.r to th~ managing agency system 
obtaining in India. The. estate agents play an iroport.ant part in 
the financing of estates, tea. .as well as rubber, and in a lesser 
degree coconut. The need for some local body to take. care of 
estates owned by companies situa.t~d far away from the field of 

• Accnrding to local weekly sale aVe1'8g('9. 
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investment is obvious, and hence arose these institutions whose 
scope, a.t first confined merely to the function of agents and secre
taries, has been later extended to inclu,de a. multitude of 
operations. The number of firms in Ceylon 'acting in esta.te 
agency work is not many. As agents and secretaries they a.re 
responsible for the management and running of the estates under 
their care. Their functions on the marketing side vary; in some 
cases, the produce of the estates is consigned directly tQ their 
principals in London; but in others, they undertake the market
ing operations too. The nature of their work gives the esta.te 
agents many opportunities to enlarge the scop~ of their activities. 
Some of them have become direct exporters of various classes of 
produce on their own account or on behalf of their principals. 
Others have extended their field to import trade, and have even 
undertaken, in addition, agency business on behalf of shipping 
lines and insurance companies. 

635. The functions of these agency firms in connection with Agency firms>· 
the management of estates bring them in contact with the -
financial world. Their high standing and close association with 
banks enable them to enjoy liberal facilities, and they are, there~ 
fore, able to finance their estate operations and activities in othel" 
spheres cheaply and expeditiously. They provid.e estates with 
loans for short periods by way of working capital where necessary, 
and in some instances even with long period capital. The estate 
agency firms also obtain their resources from private investor& 
who entrust th-eir savings to them or utilize their services fol' 
suitable investments. 

636. From a financial point of view, the tea industry as a 
whole can be said to be amply provided with funds. The 
European companies have the supreme advantage of having begun 
initially with ample capital resources. Their estates are managed 
extremely w-ell, and the dividend policy of companies owning them 
is often conservative and cautious; they have large liquid balances· 
and substantial reserves, 80 that they are more often than not 
in a position to finance renewals, improvement, and other capital 
extensions out of their resources. 

637. The need for agencies to finance long-term requirements 
is hardly felt, and demands in this respect are limited to temporary 
accommodation. In such cases assistance is always forthcoming 
from the estate agents, if not from banks. The perennial 
character of tea as a crop makes the problem of securing adequate' 
working capital rather simple. There are no marked seasonal 
fluctuations in tea as in the case of some of th-e typical seasonal 
crops. The revolving fund of working capital needed to finance 
the ourrent outgoings is constant, and in such circumstances the 
estates are well able to provide, without outside assistance, the 
entire working capital; where this is not possible the estate agent 
usually steps in with the assistance of banks. 

638. Turning to the subject of marketing finance, we would Marketing. 
preface our remarks by stating that all tea produced is not sold 
at the local auctions. The produce of som-e estates is not con-
signed directly to their principal offices in London and banks do 
not then have the opportunity of intervening in their finance. Tea 
is sold in the London market and the Head Office remits funds 
only to the extent of meeting current expenditure and other com
mitments. The procedure is distinctly diff-erent where tea is 
sold at the local auctions. Tea sales are held weekly, at which 
exporters purchase their requirements. The auctions are 
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supervised by the Ceylon Chamber of Commerce. Tea consign
ments remain with the bf~ker for, 3 or 4 days on an average, 
while awaiting the weekly sa1&., During the interval it is possible 
to obtain advances through firms of brokers on the security of 
stocks in their possessio.n.; they in turn enjoying overdraft 
facilities from banks. After the completion of sale at the weekly 
auction the balance is paid to the seller, interest at a shade over 
the bank rate being charged for the period of the loan. 

639. The subsequent chain of financial operations by banks 
from th~ time tea leaves the sales to its receipt at the importer's 
end need not detain us long. The export trade is generally in 
the hands of firms 01 high standing, who in turn deal with 
importers of similar status. Their names are familiar to the trade, 
and bills drawn on them are gladly discounted by banks. Where 
tea is sent on consignment, similar facilities are afforded. 

640. The system of financial operations so far described cannot 
be applied in extenso to tea plantations owned by Ceylonese. 

641. Proprietors of first class standing doubtless receive II 
similar facilities, but it is not so witJi the generality of proprietors Ii 
who have to turn to less welcome institutions like the Chettiar and i I 
the shroff to satisfy their needs. The institution of the State i 
Mortgage Bank has, of course, solved to some extent the i ! 
difficulties of the large proprietor needing long-term capital, bu~ , I 

he is in several ways handicapped in securing short-term finance. 
The proposed State-aided Bank and the local banks would be able 
to help him with short-term finance. All the smallholders and 
many of the middle class owners whose properties are not large 
enough to warrant the erection of a tea. factory sell their leaves (in 
the green state) to bought-leaf factories, which purchase them for 
processing into manufactured tea. The bought-leaf factories 
secure green leaf sometimes directly from the smallholders, but 
frequently through the intermediary of petty commission agents 
who in turn are in contact with the smallholder. The latter 
obtains his funds from the commission agent, who is always eager 
to secure his alliance, which gradually! assumes a permanent 
character as the smallholder become more and more enmeshed in 
the web of debt woven round him by the shrewd creditor. 

Rubber. 
642. Rubber is the next industry belonging to the major group. 

Its cultivated area is estimated at about 607,000 acres. The 
distribution of the export trade in rubber is shown in the following 
table. It will be seen therefrom that more than i of the trade 
is with the United States and the United Kingdom:-:-

United States of America 
United Kingdom 
Germany 
France .. 
Belgium .. 
Italy 
Mexico .. 

1931. 1932. 
lb.. lb.· 

92,527 65,314 .'.' 
22,635 ,14,827 

5,469 9,292 
2,604 2,970 
3,164 2,301 
1,205 2,039 
1,453 2,119 
2,270 3,598 Holland .. 

Australia 
Japan .. 
Ot,her Countries 

, ,3,621 5,423 
592 330 

2,465 3,029 

Total exports 138,005 111,242 

* In 1,000's. 

1933. 
lb.· 

74,798 
19,299 
14,922 

7,317 
5,459 
4,577 
3,977 
3,490 
2,225 

710 
5,543 

142,317 
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643. The other producing countries are Malaya, the Dutch Rub~ producing 
East Indies, Siam, .Southem India, and Indo-China. The total countries. 
output of these several countries during the last three years was :-

1931. 1932. 1933. 
From- Tons. Tons. Tons. 

Ceylon 61,600 49,700 63,500 
Malaya 422,000 405,700 445,000 
Dutch East Indies 257,200 211,100 281,000 
Siam 4,500 3,500 7,400 
Southern India 8,500 3,900 4,500 
IndoChina 11,700 14,400 16,800 

Total (world) 782,900 700,300 849,000 

644. The history of the rubber industry has so far been marked 
by extreme fluctuations in price, which has given it a substantially 
speculative element. A conjunction of a series of unfortunate 
circumstances, including the application of an ill-advised restric
tion scheme and the appearance of a world slump, has resulted 
in gross over-production OOld a large accumulation of surplus 
stocks. Prices accordingly fell away from 52 cents per pound in 
1929 to the low record of 11 cents in 1932. There was a small 
improvement to an average of 15 cents in 1933. To meet this 
crisis in the industry an agreement for controlling of exports on 
8 sliding scale, to reach a maximum. of 70 per cent. of the normal 
output. befors the close of the year, was concluded in the middle 
of 1934 between the chief producing countries. Since the 
introduction of restriction prices have considerably improved, the 
ruling price in September, 1934, being 34 cents per lb. of crepe. 

645. Exports of rubber during the last eight years and the Export!t. 
prices realized in the local market are as follows:-

Quantity of Avera~ 
Year. Exports. PriceB·t 

lb.· RB. c. 
1926 131,841 1 21 
1927 125,063 o 95 
1928 128,326 o 55 
1929 180,632 o 52 
1930 170,946 027 
1931 138,005 014 
1932 111,242 0.11 
1933 142,317 o 15 

646. It has been truly said that 8S an article of utility there 
is practically no other commodity in the world to equal rubber. 
It is being put into an increasing range of uses, but despite its 
high degree of utility the problem of equating its potentIal pro
duction to industrial consumption has been extremely", difficult. 
Stocks of rubber have mounted high and the present surplus is 
large enough to satisfy about a year's consumption. The futur(' 
prospects of rubber entirely depend upon the ability of the 
industry to maintain its productive capacity within the limits 
imposed by world consumption, and it is yet premature to 
estimate how far the present scheme for artificial control of 
supplies is able to achieve this end. 

647. The dominance of British capital in rubber though less : 1 
than in tea is nevertheless substantiaL The proportion ascribed 
to British capital is about 45 per cent. According to the data 

• In 1,000's. 
t Averages for top grades only {Ribbed smoked sht'et and contract crepe). 
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supplied by the Rubber Controller, the ownership of rubber estates 
of 10 acres and over, numbering 5,634 estates, is distributed lis 
follows :-

\ Sterling Companies •• 
Rupee Companies .• 
Ew:opean Private owned 
Ceylonese Private owned 
Others 

Total 

Number of 
Estates. 

270 
244 
204, 

4,830 
86 

5,634 

Acreage. 

145,000 
100,000 

31,000 
160,000 
45,000 

442,000 

648. In addition to the above, there are som~ 140,000 acres 
in the hands of over 90,000 small !holders. 

,Area under rubber 649. The rubber industry is comparatively of recent origin. 
4llantations. As late as 1904 the area under rubber did not exceed 25,000 'aCres, 

but in less than three years plantations rose to 100,000 acres. 
The boom .in. rubber continued during the next. four years, when 
rapid extensions brought the acreage to 204,000 acres. There 
was a. [ull in the subsequent three ye'ars, only to be disturbed 
by 8 'renewed fever of activity which raised the area under 
cultivation to 220,000 a.c>res on t.he eve of the war. The abnormal 
demand for rubber during th~ war caused prices to rise very 
sharply, 'a pound of J;'ubber at one time fetching as much as 
Rs. 2.50. Consequently there was extensive development and 
the a;rea mse to 397,000 acres by 1920. Further expansion took 
place in the twenties during the operation of the previous 
r.estriction scheme, which controlled exports but did not prohibit 
fresh plantations. The subsequent slump threw some areas 
out of cultivat.ion, but after the re-introducl!;ion of restriction 
they have been brought under tapping. The present acreage 
consists of 548,000 acres of fully matured p[antations and' 59,000 
acres of partly matured rubber, making in all 607,000 acres. 

Ceylonese holdings. 650. The high propo.rt.ion of Ceylonese holdings in rubber needs 
some explanation. In tea, it will be noted, European pioneers 
led the field 'and the ca,pital cost. of opening an acre of tea 
was substant.ially high. It was simila;rly so in rubbe;r except 
for this difference, that the problem of la.bour was less acute. 
The rubber industry imposed less exacting conditions on labour 
than tea, and indigenous la.bour was found willing to seek 
employment on rubber plantations. The European-owned estates, 
however, continued to employ imported Illdian labour, but the 
Ceylonese plantations were, in the majority of cases, able to 
satisfy their needs by recruiting local labour. 

651. Moreover, Ceylonese capitalists had' then in coconut 
a remunerative source of. income providing t,hem with funds to 
undertake capital developmem in rubber. Neverlhal!lss, there \ 
is no doubt that a considerable section of the Ceylonese who 
followed in the wake of European pioneers opened up rubber 
pla.nta-tions with c'apital borrowed from Indian and European 
capitalists. The rate of interest was generally high; but. so 
profitable were the prices of rubbe;r thrut t.he burden of high 
interest was scarcelly felt and there was sufficient surplus. left 
over to liquidate capital borrowings. The he'avy demands made 
during the grea.t war on the'man-power as well as the finances 
of the British deterred them from fum,her participation in the 
industry during 'the war period. The field was thus left open 
to Ceylonese capita.lists, who, assisted by the. abnormal prices 
fetched by rubber, made bast of the opportunity. 
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652. The capital cost of developing an acre of rubber may 
be put ~t Rs: 400 and oil: this bas~s the total. i~vestment. in I: 
rubber ptantatlOn would be. In t,he regIon of 240 million, of which!; 
130 million would be Ceylonese capital. It is remarkable that I ' 
the indigenous population, without the assistance of cheap long- '. 
term credit, should have been able to secure such large capital 
resources; but the main explanation, as hinted at earlier, lies 
in the fact that they put back into land the abnormal profits 
which rubber procured them during the course of its speculative 
career. 

653. The financial requirements of the rubber industry are Financi~l needs 
similar to those of tea. The estates in the hands of Europeans of the mdustry. 
proprietors, joint stock or private, do not suffer from lack of 
credit. As in the case of tea, the rubber estates are well manage-
ed and their internal resources are generaKy large enough to 
look after their credit needs; where they are insufficie~t, no 
difficulty is experienced in securing funds from banks or estate 
agents. The same cannot be said of the section of the industry 
in Ceylonese hands. It suffers partly from insufficient capital 
resources 'and partly from inadequate credit. facilities. The form-
er drawback must be attributed in a great measure to the t,ype 
of organization common to t,his section of the industry. It 
will be noticed from the distribution of holdings described in a 
preceding paragraph that the number of Ceylonese rubber estates 
far exceed the number of other estates; but relatively their hold-
ings are lower. It is a noteworthy fact that local capitalists have 
not organized themselves under joint stock principles. They 
prefer to work on their own and are reluctant to convert their 
business into joint stock form even when it has reached a size too 
large for their private resources. 

654. The predominance of this personal type of organization 
in plantation industries in Ceylonese hands is due to two reasons 
In the first place, the ownership o~ broad acres is an attribute 
of social status in Ceylon. A private capitalist has thus a stron~ 
motiv~ for investing in land which he can call his own; and he 
would far rather prefer to retain the undisputed ownership of 
his possessions even at. the cost of starving them of needed 
finance or of borrowing at usurious rates than associate himself 
wi.th his co-capitalists on 'a. joint stock basis, even though such 
an arrangement would. procure la.rger financial resources for 
developing his ~ands. The ot.her reason is that the investing pub
lic is not yet educated to the benefits derivable from joint stock 
enterprise. The frequent failures of joint stock companies floated 
locally have shaken the confidence of the public in this type 
of organization. This attitude of mind is symbolic of an un
developed indust.rial and commercial order. 

655. Compared with the joint stock ,type of enterprise, there Private owned 
are several limitations imposed on the financial capacity of a estates. 
private business. In the first place, the interna.l resources of 
a private business are usually never too large. Generally speak-
ing, it begins operations wi.th a. load of debt. Many of the 
estates held privately by Ceylonese, in fact, have been opened 
up with borrowed capital. A joint stock enterprise, on the 
contrary, starts with ample initial capital r.esources. Secondly, 
the borrowing capacity of a private business is, save in a few 
exceptional cases, smaller than that. of a. joint stock enterprise. 
Thirdly, a. joint stock company, as a. rule, starls business, on a 
pre-arranged financial plan. As additional long-term or im-
mediate funds are required, it is an easy matter to obtain the~ 

6-1. N. '6719 (10/S4) 
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by further subscriptions or appropriations from reserve. A 
private business is often without this advantage. Its creditor car 
press for repayment. of loans at moments very inconvenient t.( 
the business and the coo.tinuity of the ~o!m, unless arrangec 
otherwise, depends upon the discretion of the lender. Lastly, 
the p,ersonal element counts a great deal in the success of a 
private business and its creditors have to share the risk of" 
failure of t.he concern by the untimely death of its proprietor. 
A joint stock company, on. the other hand, does not die; thus. 
not merely a.re the tiresome legal arrangement-s involved by 
the dea~h of a partner in a private business avoided, but there 
is a much betler chance that the energy and vitality of the 
.whole concern wiU survive that of any individual member of it, 
however prominen·t. 

656. The handicaps of Ceylones~ estates cannot, however, be 
ascribed merely to the personal form of their organiza.tion. There 
is another reason, ref.erred to earlier, n.amely, want of appropriate 
credit, facilities from banks and other financial institutions. 

657. Turning now to ma.rketing finance, . unlike tea. in which 
sales are held on'ly weekly, there is a. daily market in rubber. 
There is less need, therefore, for advances on rubber stocks. 
awaiting sale a.t brokers'. But, there is a.nother system, .less. 
prevalent in tea, more prevalent in rubber, and widely prevalent, 
as we shall see, in coconut, whereby advances are obtained from 
exporters direct or through brokers on future delivery of produce. 
Details of such arrangements sometimes vary, but the general 
rule is that the price of tillese deliveries is fixed at the time of 
negotiation. If there were an organized market in futures, this 

. procedure would be cert.ainly equitable fro~ the point. of "iew 
of both buyer and seller; but where there is no such ma.l'ket, 
e.s is the case, the tempta.t.ioo. on the part of buyers to take 
advantage of the sellers' need by depressing the contract price 
is oft.en found to be irresistible. While the nominal rate of 
interest payable by the borrower may not be high, the actual 
rate, when allowa.nce is made for the low price he receives. is 
often excessive. It may be mentioned that European producers 
do not resort to this device of contracting prospective supplies 
for the purpose of securing curren.t advances, as they a.re fina.ncial
ly well provided by hanks or by internal resources. The position 
is otherwise in the case of Ceylonese proprietors who rely large!y 
on these future arrangements, miscalled .. forward contracts ,. 
in local parlance, to procure funds for working or intermediate 
capital. 

658. We need not dwell a.t length on the fina.ncial position 
of the smallholders. They labour under difficultJes oommon to 
the small cultivators elsewhere. Their sources of credit supply 
are the money-lenders or the local rubber dealers, and the 
latter, as a class, are in their dealings certainly not above the 
tendencies f~r extortion 'attributed to them by tradition and 
general expenence. The local banks if st·aned in severnl provinces 
wi:l be helpful to smallholders of rubber estates. 

Coconut. 
Coconut industry. 659. From the point of view of importance to the export trad~ 

of Ceylon, the coconut industry 'Can claim 'equal rank with \~ 
rubbe:, but oonsidere~ with reference to the place it occupies in 
the vllla.ge economy It should be given precedence over all other 
agricultural industries in the Island. In ten we have noticed 
t,bat the share of the villager is insignificant, 'in rubber, though 
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larger, it is not very oonsiderable; but in the case of coconut it is 
the ,-illage garden that predominates. In fact, in the districts 
where coconut flourishes, it is the principal money crop of the 
8'\"erage villager. 

660. No reliable statistics of the acreage under coconut are 
extent, but it is generally reputed to be about 1,100,000 acres. 
Plllntations are foun:l all along the coast plains round the Island, 
where the rainfall permits, but the chief producing areas are 
the Xorth~We8tern, Western and Southern Provinces in the order 
named. 

/, 

661. The following table shows the principal countries pro- Cocon~t produdng 
ducing coconut on a commercial scale:- countrIes. 

Acreage. 
Percentage 

of Total 
Acreage. 

India 1,400,000 20 
{',eylon 1,100,000 15 
British Malaya 600,000 8 
Britillh South Sea Islands 600,000 8 
British West Indies 100,000 1 
British Borneo. Kenya and other British 

countries 100,000 1 
Dutch East Indies 1,500,000 21 
Philippine Islands 1,400,000 20 
Foreign South Sea Islands 300,000 4 
Siam 100,000 1 
Mozambique. French Indo-China and 

other foreign coUntries 100,000 1 

Totsl 7,300,000 100 

662. A considerable proportion of the output, however, is 
~nsumed internally. For example, the internal consumption in 
jeylon is generally ~aken at 40 per cent. of the total output. 

I 
663. It will be observed that the area cultivated under coconut Oil industries. 

u Ceylon represents 15 per cent_ of the world acreage. The 
:ortunes of the coconut palm are closely linked with the fortunes 
)f other oils and fat industries, and Ceylon, by her action alone, 
~an hardly influence the world situation in the oilseed and oil 
;rade. Moreover, recent adlVances in technology have so increased 
the range of competing substitutes of coconut that the premier 
position that this product occupied in a large number of industrial 
Ilses has been seriously assailed by other substitutable oils. The 
result is that the coconut in:lustry, not only in Ceylon, but. also 
in other parts of the world, is faced with II very serious crisis. 
O'\"er-production, partly due to surplus capacity but mainly in 
~onsequence of competition from substitutable oils and fats, 
particularly whale ,oil and soya be'an oil" has caused prices to fall Fall in prke... 
to a level ev~n below cost of production. In 1928 the average 
price realized bI a can:ly of copra was Rs_ 76 and from that year 
oowards prices have fallen almost ,without interruption-the 
exception being in 1932, when owing, to certain abnormal con-
ditions in the Indian market there was a rise-and the current 
rate is Rs. 25 per candy. Coming as it did on the top of nn 
abnormal depression, the slump in coconut prices has produced 
far-reaching rea~tions tnreatening the stability of the industry. 
Tables below give the export trade in copra, coconut .oil •. and 
desiccated coconut, the principal chief products of the coconut 
palm and the prices realized by them. 
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Oopra. 

1911-13. 1930. 1931. 1932. 1933. 
(Average) 

Tons. Tons. Tons. Tons. Tons. 
India 3 68 1,125 14,376 23,764-
Italy --* 34,458 ., 32,688 9,497 16,745 
Holland 51 3,575 9,616 8,061 10,95~ 
Germany 29,173 17,277 14,936 5,652 4,654 
Turkey 1,299 •• 2,531 2,149 2,701 
Denmark 1,753 7,225 •• 4,500 2,849 2,50~ 
GN'ece 734 5,015 100 •• 81~ 
Norway 16,150 13,006 1,353 400 
Belgium 609 .. 4,250 5,000 50 .. 201 
United Kingdom 367 •• 533 432 .. 301 .. 100 
Other countries 10,597 •. 5,061 5,017 •. 1,411 •• 1,515 

42,553 90,630 93,866 45,699 64,340 

Ooconut Oil. 

1911-13. 1930. 1931. 1932. 1933. 
(Average) 

Tons. Tons. Tons. Tons. Tons. 
India 43 3,659 9,498 .. 25,718 •• 17,595 
United Kingdom 9,615 7,591 9,057 •• 7,629 •• 9,788 
Italy 87 .. 4,330 3,044 •• 1,365 4,035 
Egypt -* 4,386 4,028 •• 1,964 •. 2,621 
Sweden 187 .. 3,847 3,342 .• 562 •• 2,367 
British South Africa. .• 18 .. 1,014 2,659 •. 657 •• 2,279 
Burma -* 109 413 •• 1,648 •• 2,071 
Argentine -'" 2,140 •• 2,145 •. 1,503 •• 1,766 
Belgium 291 1,040 •• ],130 .. 1,256 .• 1,144-
Germany 400 .. 1,198 •• 1,197 •• 2,077 •• 872 
U. S. America. 11,102 ., 351 .• 428 •• 234 .. 199 
Poland 35 .. 1,192 •• 874 •• 65 
Fiume 2,240 •. 1,719 656 •• 
Other countries 2,487 •• 6,249 8,287 •• 5,109 •• 8,268 

24,230 38,189 48,]39 51,252 53,070 

Desiccated Ooconuts. 

1911-13. 1930. 1931. 1932. 1933. 
(Average) 

Tons. Tons. Tons. Tons. Tons. 
United Kingdom 6,281 " 14,594 15,642 •• 14,914 20,568 
Germany 2,588 •• 6,426 •• 5,582 •• 6,On ., 6,971 
Holland 335 .. 2,442 •• 2,154 •• 1,539 2,3]0 
Spain 221 1,383 •• 1,198 •• 1,356 1,377 
Relgillm 503 •• 837 •• 884 •• 706 •• 1,012 
France 108 •• 949 •• 944 786 .. 928 
Italy 2 962 •• 874 663 .. 726 
U. S. America 2,965 2,327 •• 1,729 .. 558 •• 684 
New Zealand 135 493 584 •• 343 .. 653 
Canada 286 1,170 .. 740 •• 520 •• 436 
Australia 636 632 •• 164 •• 71 .. 112 
Other countries 520 3,019 .• 2,971 •• 3,496 3,716 

14,580 35,234 33,466 29,963 39,493 

* Included in .. Ot,her countries". 
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Oopra. 
Value. Price 

Year. 
Qua.ntity. Rs. per Ca.ndy 

Tons. . (1,000). of 560 lb • 
Rs. c. 

1926 120,970 39,848 79 40 
1927 99,108 31,845 76 88 
1928 98,833 31,802 76 22 

·1929 102,124 26,316 64 47 
1930 90,630 18,029 52 36 
1931 93,865 12,715 35 6 
1932 45,699 8,284 42 21 
1933 64,340 6,828 29 75 

Ooccmut Oil. 

Qua.ntity. Value. Price 
Year. Rs. per Ton. 

Tons. (1,000). Rs. c. 

1926 28,523 15,489 539 36 
1927 33,658 16,568 491 73 
1928 38,956 19,266 489 2 
1929 43,926 18,024 412 33 
1930 38,189 13,190 351 63 
1931 48,139 12,130 253 52 
1932 51,252 14-,475 28375 
1933 53,070 10,800 209 43 

Desiccated Ooconut. 

Qua.ntity. Value. Price 
Year. Rs. per lb. 

Tons. (1,000). Rs. c. 
1926 37,718 17,276 o 20 
1927 4-3,642 20,482 o 19 
1928 39,335 19,840 o 19. 
1929 34,723 11,876 o 16 
1930 35,235 10,036 o 13 
1931 33,466 6,111 010 
1932 29,963 7,150 011 
1933 39,493 6,747 0 8 

664. There are no data. l1egarding the distribution of holdings Holdings of ccccnut; 
of coconut land. The Coconut Commission estimated tJhat small land. 
holdings of 10 acres and under would! probably be about 50 per 
cent. .. This cannot ", they add, .. be regarded more th9.n Q 

calculated guess. However, the list of coconut estates in ~'ergu-
son's Directory, which contains estates mainly of over 10 acres, 
totals about 300,000 acres, so this estimat'e is, probably, not far 
from the truth." 

665. The ca.pital in this industry is almost exclusively ~aIlital almost 
Ceylonese in the sense that the ownership is retained in Ceylonese mdlgenous. 
hands. The non-Ceylon~se share is generally reckoned a.t about 
5 per cent. to 10 per cent. A considerable section of the coconut 
plantations has been opened up with the aid! of borrowed capital, 
and much European and non-indigenous capital is interested in 
this industry by way of mortgages and loans. To quote the 
Report of the Coconut Commission again, .. It is a matter of 
difficulty to estimate the amount of capital which has been sunk 
in coconut cultivation, but it would probably be an under rather 
than an over estimate to say that it is between Rs. 300,000,000 and 
R9. 500,000,000. Transfers of coconut land are frequent, so the 
bare cost of opening cannot be used for an appraisal of capital 
involved. The estimate .given lahove is largely based: on the 
more reliable figures supplied in the answer.. t." the Question-
naire. " 
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666. The financial needs of the coconut industry while, in 
many ways similar to tea or rubber, are in some respects peculiar. 
'fihese peculiarities are in the main the outoome of two determin
ing factors underlying the industry as & whole. The first relates 
to certain technical facts connected with the coconut industry; 
the second is concerned with the form of economic organizat;on 
prevalent in it. 

667. Tl1e' interval between planting and full maturity of a 
coconut estate is generally reckoned as ranging between 10 and 
12 years. This interval, it will be noted, is almost twice as long 
as in tea. or rubber. Wh~n the period of retumafter initial 
investment of capital is of such long duration, the problem of 
long-term finance, though no less important in other industries 
assumes a particularly complex character in the coconut indus-try. 

668. The capital'necessary to bilng an acre of coconut under 
cultivation is estimated at between Rs. 400 and Rs. 600, the 
actual cost v.arying with geographical and other local conditions. 
Of this sum. about half is required for expenditure within the 
first 3 years- and the balance is expended in the remaining 7 to 9 
years in nursing the plantation during the stage of its growth. 
In the ordin~ry course funds for such capital development should 
be providedl either out of .surplus savings of the investors ()!' by 
loans from appropriate fina.ncial institutions specializing in long
term finance, for example, mortgage banks. At any rate ~t is 
extremely impru:lent to embark on capital enterprises of this 
character even partly with the aid of borrowed funds from 
private parties which may be liable to be withdrawn at short 
notice, as the lender, particularly if he has an eye on the pro
perty, is more often than not likely to press for repayment of 
his advanoos.at moments very inconvenient to the borrower. If 
the latter relies on the current income of his estate to liquidate 
his <lrebt or' to defray the interest, an unexpected deflation of 
prices will UpS1:!t his calculations and in the event. of defaults 
in payments .the creditor will generally be compelled to take legal 
steps to recover his dues. . . 

669. If the coconut estate is initially developed with borrowed 
capital entirely, the financial position is still worse. A period of 
ten to twelve years is tOo long to enable even the most conser
vative and cautious expectations to prove true and in all proba
bility unforeseen circumstances would upset the calculations 
and destroy the financial plans of the investor. In actual practice, 
however, a very-considerable proportion of -!ilie coconut industry 
has been .financed on these undesirable lines. We have not been 
able to obtain an accurate estimate of indebtedness in the coconut 
industry, hut the concensu1'l of opinion is that the proportion of 
debt ranges from 50 to 70 per cent. . . 

670. If it is so hazardou.s to rely on borrowed. capitaJ to open 
up !lO(ioIiut lands what are the reasons for the high rate of indebted
ness in' the inaustry? One is that, if the long waiting period in 
coconut bas Ultimately proved to be a snare to the debtor-investor, 
it has at the same time been a strong temptation to him. We 
have remarked earlier . that the block capital in coconut is not 
dpended .at once in a lump sum, but is distribute~ over a per~od 
of years, the heaviest outlay, generally not exceedmg half, bemg 
required in the first three years and the rest disbursed in instal· 
ments during the remaining period till maturity; 
. 671. Furthermore, coconut, uxilike tea or rubber, is bettel 
able to resist neglect, and consequently does not demand tho.' 
attention to detail as in tea and rubber. These two consideratlonb 
have cllmbined to induce capitalists with insufficient or even 
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meagre resources to open up coconut land. Prompted' by the 
comparatively small outlay, and therefore the ease with which 
the early operations can. be financed, many of the proprietors hllove 
developed land when prices ,were booming without paying heed 
,to the suhlequent expenditure required during the period, of 
growth, or without recognizing their ability to prov~de the necel!!
sary finances once the perliminary operations were over.. Con
sequently funds. had to be ,borrowed from private ,capitalists at 
high rates of interest to tide over the, waiting period. Jrailure to 
pay interest was generally the occasion for compounding an:ears 
into capital. Interest was' accordingly piled on capital and 
opportunity was 'taken by creditors of subsequent defaults to make 
further capital' additions, thus multiplying the original debt. 

672. The other' reason accounting for the high load of debt High load of debt. 
brings us back to the second feature which was mentioned earlier 
as peculiar to the coconut industry, namely, the economic con-
ditions that the largest proportion of the industry is in the hands 
of smallholders. ,The aggregate area of these. holdings amounts 
to over 50 per cent. ' The rest' of the . plantations are owned 
by private capitalists; few o~ whom can be regarded to have, unen~ 
cumbered properties. The, form of joint stock ownership,so 
common in tea and considerably prevalent 'in rubber" is not m 
fash:on in the coconut industry. Companies owning coconut 
estates are exceedingly few. 

673. We have outlined while dealing with the rubber industry Reluctan.ce .to joint 
the reasons for 'the reluctance of Ceylonese to associate them~ stock prmclples. 
selves in joint stock working of their estates, and we have also 
mentioned there the financial handicaps. inherent to the personal 
as compared with the joint stock form of ownership and manage-
ment. The financial deficiencies existing in tea and the rubber 
industries are found in an aggravated form in the coconut industry. 
The private individual by himself is generally not in a position to 
undertake on his own account capital enterprise involving such 
a long waiting period as in eoconut unless he has ample private 
resources at his command. When the private individual is the 
small peasant holder with scarcely any resources to call his own, 
or the capitalist with limited means; the industry cannot but be 
sadled with a large burden of debt. 

674. During recent years the load of debt overhanging the Income 
industry, never too light in normal times, has become unbearably insufficient. 
heavy with the progress of the depression. Exccpt for a few' 
interruptions the trend of coconut 'prices has been downward in 
the past four years and th.ey· have now reached record low levels 
with the result that the income from coconut properties is barely 
sufficient to meet the cost of production. Few of the mortgaged 
lands have been able to pay regularly interest during this period, 
and a good many are defaulters for the last two or three years. 
The position is, in fact, exasperating from the point of view of 
both creditor and debtor. Chronic indebtedness saps the energy 
of even the most enterprising debtor. The rate of interest charged 
is often exorbitant and the coconut industry' has not been able 
to bear such high charges except in abnormally prosperous times. 

675. Turning now to marketing finance, we may at the outset Marketing. 
observe that the nuts of the coconut palm, unless utilized in the 
fresh state, have to pass through certain processes before they 
can be marketed as copra, coconut oil, or desiccated cocollut. The 
duration of these preparatory processes varies from three weeks 
for copra to about five weeks for the other two products.' The 
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bulk of copra and coconut oil is turned out according to primitive 
methods wliich do not need at all any machinery. There lue, 
however, a few large factories in Colombo and its vicinity, owned 
by large capitalists or joint stock companies for machine drying 
Ilopra and pr,essing oil. Desiccated ooconut on the other hand is 
a machine product and a factory is t;herefore indispensable for 
its manufacture. But the cost of equipment is not unduly high 

) 
lAnd the installation of a factory of moderate size does not 
exceed more than Rs. 50,000. 

i 
, 676. Estaoo proprietors and medium holders as a rule under-
I take themselves the processes of manufaoture and sell the produce 
: in the form of oopra and oil. The preliminary marketing opera-

tions ara also usually perlormed by them. They sell the finished 
product, oopra or oil, to the shippers directly or through the inter

, mediary of brokers. Few of the proprietors, and then only large 
I estate owners, enjoy direot credit facilities from banks. The 

i I majority of them are financed by shippers who give advances on the 
\ seourity of produce which are often further secured by a mort gage 
'\ over the property. The shippers in turn obtain their funds from 

,banks. When shippers grant loans to producers, it is their general 
custom to fix in advance the price of the prospective deliveries 
from the proceeds of which the loan is to be gradually liquidated. 
This system of contracting forward is very oommon in the coconut 

e'ndustry and a large number of coconut estates secure their 
'nance on this bl\$is. When dealing with the rubber industry 
e had ocoasion to comment on the drawbacks of this system. 

The same remarks apply with greater foree to the coconut industry, 
as the forward oontract system is more widely a.dopted in this 
industry than in the rubber industry. 

Short-term 677. In :business generally aooommodation on the security of 
advances. produce is of a temporary character. Suoh short-term advances 

are used to meet ourrent expenses of produotion and are repaid 
out of ourrent income. A good number of coconut holders, 
however, have utilized suoh loans for capital purposes. Exten
sions or improvements have been made and even lands bought 
with the prooeeds of temporary aocommoda.tion. Many of the 
estates have thus been almost in perpetual indebtedness to the 
exporting houses and the latter, through the device of the 
.. forward contract " have often turned these connections to their 
own advantage. 

8111~1l holde~ sulIers 678. If the financial status of the large proprietor is bad, the 
too. plight of the smallholdoer, who fonns the general body of coconut 

owners, is worse. He is practically outside the influence of banks 
and other credit institutions. His only source of credit is the 
intennediate dealer who has little or no regard for the welfare 
of the produoer, his sole aim being to buy as cheap as possible. 
He sometimes grants advances against the standing crop which 
he gathers himself and converts int() copra and oil. In suoh cases 
the smallholder rarely receives a fair price. Even where the 
preparatory processes are completed by the smallholder. the 
price he obtains for his produots is in no way better as the dealoer 
usually obtains a hold over him by becoming his debtor. 

No ceutt,.l sale 679. There is no oentral sale exchange for ooconut as in the 
agency. oase of tea. or rubber. The exporters, who form the real market, 

get a considerable proportion of th:'l produoe directly from the 
estates proprietors or dealers. The forward contraot system 
assures them of this supply. What they do not get directly they 
seoure through the brokers in Colombo to whose hands the balnnce 
of produoe finds its way. There is a general feeling of suspioion 
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that the local market is controlled by the shippers in alliance with 
the brokers and that the producers do not get the best price. The 
shippers protest against the allegations, but so long as there is 
no open market, this feeling of suspicion, whether true or not, 
is likely to persist. We see no reason why a central sales exchange 
should not be established. If the covert sales and purchases do 
not result in a combination of buyers, an overt market which a 
sales exchange would create cannot be injurious. 

680. In the first instance a central sales exchange for coconut Coconut Marketing 
products should be established, and in bhis behalf we recommend Board. 
the proposal of the Executive Committee of Labour, Industry 
and Commerce to form a Coconut Marketing Board. We have 
had the advantage of perusing the proposed legislation in its 
draft form. The operations of the Coconut Market.ing Board to 
begin with should be confined to copra only. The Bill provides 
for the institution of a central sales room under the control of 
tJJe Marketing iBoard. The object is to persuade exporters to 
make their purchases at a central el.:change by stipulating that 
only copra Sold at the auctions held by the Board or otherwise 
exempted by it under certain definite circumstances can be ex-
ported out of Ceylon. The BoaTd is empowered to extend the 
scope of the sales to include other coconut, products besides copra, 
and the intention is that as it gains experience it should enlarge 
its sphere to embrace the industry as a whole. In addition to 
providing a central sales room, the Executive Committee aims 
at perfecting the chain· of marketing operations connecting the 
producer with the exporter. 

Indebtedness of Coconut LandcwneTs. 
681. The large area of coconut land aCltuired by non-Ceylon

ese creditors in payment of the debts due to them, the total 
stoppage of credit facilities by banks, Chcttiars, and money
lenders to owners of coconut plantations and the large number 
of law suits in the Island to recover debts due by the Ceylonese 
landowners have created a position which requires the most 
careful attention of Government and of those interested in the 
welfare of the country. 

682. The following comparison of prices of copra. during the 
last twelve years gives some idea of the heavy fall in prices and 
consequent reduction in the margin of profit of the owners of 
coconut land :-

1921. 1925. 
Per candy of 560 lb .. 

1930. 1932. 1933. 1934. 
(Sept.) 

.~ .~ k& .& .& .& 
87 16 •• 8036 .• 5236 .• 42 21;~ 2975 .• 22 12 

683. Several witnesses estimate that 60 per cent. of the I 
coconut land owned by the Ceylonese has been mortgaged to 
banks, insurance companies, foreign capitalists, Chettiars, and 
other money-lenders for amounts much higher than the present 
market value and at interest rates varying fromS to 30 per 
cent. per annum. 

684. We have been told by several witnesses that a large 
area has been mortgaged by owners for more than 10 to 15 years, 
and that owing to the prosperous condition of the trade and 
high prices of coconut in past years, owners of land could bear 

. the heavy burden of interest at high rates and that most of them 
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discharged their liabilities in respect of interest to their creditors 
until the depression set ill. Law suits for recovery of interest 
or foreclosure sales or attempts to have' possession of proper
ties were very few in the past. It is only during the last 3 or 
4 years that the borrowers have not been able to pay interest 
oh their mortgages. The interest charges are added to the 
princip~l, thereby inoreasing their indebtedness by more than 
50 to 75 per cent. The gravity of the situation is readily 

,realized when we are faced with the alarming facts that--
(1) .90 per cent. of coconut land is owned by the Ceylonese, 
(2) 75. per cent. of such land is mortgaged ,at more than 

15 per cent. interest, and , 
(3) interest thereon remains to be paid for more than three 

years, and is added to the principal which again earns 
interest at the same high rate. 

Disastrous 685. If the figures furnished to us are even. approximately 
consequences. correct it can well be imagined what the position of owners of 

coconut land would be if the market does ilot improve in the 
near future. Even if 50 per cent. of the total, i.e., about 
500,000 acres held by the creditors and IIIDney-lenders under 
their mortgages pass out of the,hands of the Ceylonese to their 
Don-Ceylonese creditors, the consequences would be disastrous. 
Ceylonese investors do not come forward to buy these lands even 

r 
!lII; thepresent prices. We are told by some w.itnessesthat Dearly 
one~third of the coconut land mortgaged to Chettiars has already 

i go'b.e into their hands and most of the former owners have to 
seek elsewhere their means of subsistence. This information is 

(

corroborated by the Nattucottai Chettiars' Association, who in 
their memorandum furnished to us admit that they have pur
chased 500,000 acr~s of coconut land against their claims. 
These figures call for earnest co:nsideration by Government and 
immediate relief. . 

Some relief 686. In the absence of any authentic information, we are 
necessary. not in a position to form any opinion as to the volume or per

centage of debts on Goconut estates, large, and smalL However, 
it is clear to us that if mortgagees are allowed to pile up their 
interest figures with the principal amounts at abnormally high 
rates and if they are allowed to take advantage of the unusual 
and unexpected depression in the coconut trade to take over 
their securities at the present unprecedentedly low value the 
community will have to suffer serious consequences, It is an 
acknowledged fact thllt Ceylonese mortgagors have paid their 
mortgagees interest on their loans at very high rates all these years 
out of. the remarkably high prices of their prod~ce. This 
has enabled the mortgagees to recover thr·ee or four times 
the amount of their principal in t:/le shape of interest accord
ing to the duration of their mortgages. It. is), therefore, 
not too much to ask that these mortgagees should in the existin€ 
difficult times give some relief to their clients, so as to enablE 
them to keep their heads above water. 

Raising of prices 687. What action Government should take in the matter is 
for whose benefit? a problem· which requires practical handling. Those who .urge 

the Government to take such action as would increase the' 
demand for and the prices of coconut so as to leave a profitable 
margin in the business .have in our. opinion totally. failed to 
visualize the gloomy future. that lies before o,wners of coconut 
IlJ.nds mortgaged with non-CElylonese mo:ney-lenders. They have 
ovel'lool;red the tact that all attempts to. 'increase the prices of 
cocOnut with State aid even if successful would bring money not 
to the landowners, who have mortgaged their lands but would 
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benefit the money-lenders in realizing their overdue interest. 
Such im action would hardly be expected to benefit the owners 
already in debt unless their burden of interest is reduced, and 
they are given some relief at the hands of their· creditors in 
their future dealings with them. 

688. We would, therefore, suggest what we consider to be Bold steps 
8 few constructive proposals to save this country's coconut lands necessary. 
from being snatched from the hap.ds of the Ceylonese. When.-
ever abnormal conditions prevail in a country, a national and 
sympathetic Government boldly takes such steps as are cal-
culated to save the community and the country from ruination 
regardless of the consideration whether such steps would be 
acceptable or unacceptable to Certain: sections directly or 
indirectly concerned. 

689. We are of opinion that by an Ordinance the interest Constructive 
on loans taken against coconut lands should be reduced to 6t or suggestions. 
7 per cent. It should have retrospective effect from January 1, 
'1931, if it is possible to do so under law in cases where interest 
has remained in arrear. The arrears of interest should be 
consolidated with the principal loan at the rate of interest fixed 
under the Ordinance. The Ordinance should have effect for 
three years from the date of its passing, but it may be reconsidered 
by Government at any time during this period in light of the 
circumstances then prevailing. 

690. During this period, mortgaged property shall nQt be sold No sale or 
or foreclosed for I'ony arrears of interest or non-payment of foreclosure. 
principal due before the date of the Ordinance. ' 

691. In case the m.ortgagor fails to pay interest on the 
balance of his indebtedness on or before January 1, 1936, at 
the rate fixed under the Ordinance, the mortgagee should be ,at 
liberty to obtain a decree from a ll'ow court and to exercise' his 
rights to recover his dues at the original rate of interest. 

692. Estimating on a conservative basis the total acreage of Estimated saving 
coconut land already mortgaged with creditors at, say, only one- of Rs. 5,550,000 a 
third of the total area, it would be about 370,000 acres. Taking year. 
the money borrowed per acre, at Rs. 300 per acre, -the total 
amount of indebtedness on 370,000 acres of coconut land would 
amount to Rs. 111,000,000. Calculating an averageJ;'ate of inter-
est now running on these mortgages, at 12 per cent. only, the 
difference between this rate and the proposed rate of 7 per cent. 
would cause a saving of not less than 5 per cent. in interest 
charges to the coconut land owners, who have mortgaged their 
lands. A saving of Rs. 5,550,000 a yea'r only in interest charges 
is the essence of this scheme. This saving would in course of 
time improve their capacity to meet their engage~ents to their 
creditors, at least so far as interest is concerned. It would not 
be a matter for surprise if the saving in interest amounts to over 
Rs. 7,000,000 a year under this scheme. The mortgagees of 
coconut lands would in no way be placed at a particular dis-
advantage under the scheme, having regard to the present 
money conditi()ns and the low bank rl'otes prevailing throughout 
India and other countries for a very long time. We think a 
rate of even 6 per cent. should not be considered low· in the 
present circumstances and it ought to be acceptable to them 
if there is a !hope of assurance of interest being paid regularly 
in cash as and when accrued. Besides giving relief and breath-
ing time to the mortgagors, this scheme would improve the 
position of the mortgagees too, as they would be getfltitg their 
interest. .. . .. 
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693. We hope those anxious to give relief to the coconut 
producers will seriously consider the advantages of this scheme 
as a first step to improve their lot and save their land from being 
sold off and falling inli9 the hands of non-Ceylonese creditors. 

694. After such aIi. Ordinance is placed on the Statute Book, 
the next step should be to take such measures as would decrease 
the present Clost of production and increase its demand and 
prices so as to leave a better margin of profit. The question of 
freight should: be considered next and Government should per
suade steamer companies to reduce by at least 30 per cent. the 
rates of freight on cOCQnut shipped to different parts of the world. 
Should Government not succeed in getting the rates reduced, 
they should endeavour to charter themselves steamers to carry 
copra, oil, &c., to their respective ports. The appointment of 
Trade Commissioner!" in the different parts of the world to attend 
to publicity in conll\. "tion with copra and 'Oil and to find new 
markets for their sale would. be the next step required to be 
taken by Government. The increased use of coconuts is neces
sary under all circumstances and any mutual commercial treaty 
for the export of coconut and the import of other foodstuffs with 
India or any other country would be welcomed in the interests 
of the coconut trade industry of Ceylon. 

Price dependent on 695. !tis true that the prices of cooonut, copra, and oil are 
world-wide factors. more or less dependent on world-wide factors, but our past 

experience of the t~a and rubber industries shows that com
bined efforts bring in good results and are instrumental in 
removing the depressing effects on trade, if not immediately, 
at least gradually. There is no reason why Government should 
not place restrictions on new coconut plantations, as on tea and 
rubher,. at least for such timJe as the prices improve and thus 

Coconut marketing 
bOllrd. 

Paddy industry. 

control overproduction during the near future. 
696. We have already expressed our views on the Coconut 

Marketing Board which is expected to manage and superVise a 
Central Sale Room, to inspect and grade copra and other coconut 
produce, and issue certificates for. export of coconut produce. 
The expenses of such a Board and the sale room should be 
recovered by levying of a cess. But the activities of Gov
ernment and of the Board should not go further than this for 
tthe present. We would not advise Government or the Board 
to take any kind of financial responsibility. The financing of 
the industry should be left to the credit' agencies already existing 
and which will be supplemented by the proposed State-aided 
Bank and local banks. ' 

Paddy: 
697. The economic and financial conditions' of paddy culti-

vation are in many respects fundamentally different from tea 
and rubbeJ;'. The cultivation of paddy is essentially a peasant 
industry; it is ,a· business aSi well as a form of living and the 
peasant is not always guid'ed by the simple motive of profit. 
Even though it may not yield him any, return, !he may continue 
to till his field for no other reason but ,that cultivation is hi~ 
only means of living. At the same time agriculture does Dol 
provide employment to the peasant all the year round. To affoflC 
.a, .profitable livelihood it has to be combined with subsid~alJ 
occupations during slack seasons. Moreover unlike the majo 
industries dealt witJh so far, the ma'rkets for which are entirel; 
or chiefly situate,d abroad, the market for paddy is found withil 
the country. There 'is no exportable surplus in paddy; oil th, 
contrary the output is Dot sufficient to meet more than 
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a portion of the needs of the local population, and a large volume 
of rice is imported every year to supplement homa production. 

698. The area under paddy is estimated to be over 850,000 Are~ under paddy 
acres yielding 12 to 13 million bushels pee annum. There are cultivatlOD. 
two paddy-growing seasons, bllth of which are made use of for 
the cultivation of the same track of land when sufficient labour 
and water are available. The maha crop is sown from the end 
of August to the mi:ldle of October according to the district. 
The harvest from this sowing is ,reaped in February or March. 
The yala se3SOD commences in March and the crop is ha.rvested 
in July or September. Generally speaking six months are 
required for the maha crops and four for the yala crops. 
Between these two seasons, there is, in some districts, another 
intermediate or meda crop. 

699. If hill paddy is excluded, it may be said that the culti- Supply of water. 
vation of paddy is based upon a plentiful supply of water. In 
the wet zones cultivation is earned on without the 'help of 
irrigation. In the dry regions, however, pad:ly is grown under 
irrigation, the water being supplied by springs, streams, wells, 
or tanks. The irrigation works in Ceylon are divided into two 
main classes, namely, major works and village works. Under 
the first category fall the larger tanks and other works con-
structed or restored by Government. There are, besides, the 
village works C<JIDprising smaller tanks maintained by the 
cultivators themselves under the general supervision of 
Government officials. 

700. The owners of land! irriga~ by the major works are 
required to contribute t-owards the cost of the construction and 
maintenance. The irrigation rates, as these contributions are 
called, vary with the different works. It has been complained 
to us that the rates are unduly high and are a contributory 
factor t-o the indebtedness of the cultivato,r. On investigation, 
however, Will are unable to agree with this view. In abnormal 
conditions such as the present, when the price of paddy is 
exceedingly low, the rates may tend to become somewhat 
burdensome. But we understand that provision exists for 
adjusting rates in such cases, and that reductions or even waivers 
have been made in several instances. Some witnesses have 
advocated the complete abolition of the rates. The culti
vator would, no doub~ welcome such a step, but we 
consider it a sound principle that when the general taxpayers' 
money is expended for the immediate and realizable benefit of 
8 definite body of the community, the beneficiaries should be 
made to acknowledge that benefit in some shape. 

'j01. To make Ceylon less depend'ent on imported supplies Imported snpplies. 
of rice, the importance of irrigation cannot be too strongly 
emphas:zed as it is mostly in the drier parts that considerable 
expansion of home cultivation is possible. 'We have observed 
in an earlier chapter that new outlets are practically closed in 
tea, rubber, and coconut and it is necessary that national resources 
should be directed along new channels. The cultivwt,jon of paddy 
is one of the channels. But unless irrigation facilities are provid-
ed on a more adequate scale than hitherto and st~ps are taken 
to ensure 8 mora stable market at home there is no prospect of 
attracting capital in that direction. We are strongly of opinion 
that in the peculiar circumstances of Ceylon, no effort should 
be spareI:iJ to establish new industries and, panticularIy, one like 
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paddy, the source of the staple food of the population in which 
ordinarily a. country should be self-supporting. No effort to 
achieve this end could be more productive of national benefit 
than the extension of irrigation facilities or opening up of land 
suitable for paddy. 

702.\ The table below indicabes the import trade in rice durin" 
the last nine years, and it gives some idea of the dependence of 
Ceylon on foreign supplies. It may be added, by way of 
explanation, that besides rice, paddy to the value of about Rs. 3 
million is also imported annually. 

Qua.n,tity. Value 
(1000 cwt.) (Rs.lOOO). 

1925 8,321 94,083 
1926 8,795 98,062 
1927 5,087 102,852 
1928 3,245 103,151 
1929 3,381 35,454 
1930 3,260 75,565 
1931 8,733 51,443 
1932 8,833 50,132 
1933 8,738 44,621 

703. Cultivation of paddy is carried on by peasant labour, 
In some cases the peasant himself owns the field; often, he 
leases out the land from the owner; in other cases he cultivates 
the land on behalf of the landlordl on a share basis. Pad,dv 
cultivation requires short-term credit as working capital for 
current expenditure for the subsistence of the cultivator and the 
family during the interval between sowing and halrVesting, the 
purchase of seed paddy, fertilizers, &c., and the finance oj 
marketing operations. It also requires long term and inter· 
mediate credit to purchase holdings, to effect permanent 
improvements, fo buy implements, c~tUe, &c. But the peasant 
is completely outside the influence of commercial credit 
institutions. 

704. WMn the peasant is an owner-cultivator, his only 
source of credit is the village d'ealer and the local capitalist. It 
is generally a condition attaching to the loan tha,t the produce 
should be sold, through the creditor. The peasant keeps a 
TUIlD.ling account with; rohe dealer, his botrIrowings being more 
oxten in kind than in cash. Goods are soldl to him by the dealer 
at inflated prioes, while the pa,ddy with which the debt is to 
be liquidated is bought in turn by the dealer at much below 
the market price. Thus on both accounts the peasant stands to 
suff,er hea,vily. Sometimes, the cultivator obtains his funds 
kom the village dealer as well as from the local capitalist. He 
has recourse to the dealer to satisfy his requirements for sub
sisflence, but o,btains from the capitalist sew pa,ddy. For short 
period. loans the general form of security is the promissory note 
endorsea- in blank. We describe elsewhere the devious methods 
to which the .trader ~esorts. The usual rate of interest ranges 
between 25. per oent. t<> 50 per cent. per season, but it should be 
added that.these rates, though excessive, are tolerated by custom 
and never looked upon by village society as extqrtionate. 

705. If the cultivator needs intermediate or long-term 
capital, he generally obtains it from the village capitalist or 
money-lender: He usually mortgages his' field as security for 
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the loan and his land is then as good as sold. Sometimes, 
instead' of borrowing to purchase cattle, the cultivator hires out 
the cattle for ploughing. In such cases -he has to pay a share of 
the pr~uceto the owner the amounts varying with, local condi
tions. The sum is generally quit.e substantial and it is a OOllImon 
belief that it is possible to recoup the capital cost of 11- pair of 
huffaloes from the hire of three or four seasons. 

706. Where the cultivator leases out the field or agrees to LandlorJ. 
work it on a share basis, his position is in no way improved. 
The landlord then steps into the shoes of the dealer or money-
lender. The more enlightened landlord is less exacting and is 
.even inclined to be benevolent; but, as a class, his dealings are 
in no wayan improvement on the outside creditor. 

707. The amount le~t to the cultivator a~r all those exac- Chronic 
tions are deducted from the produce of the field is barely indebtedness. 
1>ufficient for his subsistence. Consequently he lives in a state 
<>f chronic indebtedness. These difficulties of the peasant 
cultivator are not peculiar to Ceylon. They have been found to 
exist in other parts of the world. It is a peculiar feature of 
agricultural credit that the cultivator does not understand the 
economic function of credit and is usually una,ble to appreciate 
the advantage to him of the use of credit in his business. Any 
pennanent cure, to be effective, must reach this root problem. 
In the majority of the cases the difficulties of the cultivator 
.are largely due to ignorance and improvidence, which iii. turn 
are tracea,ble to illiteracy. We recommend that the State 
$hould provide in the village schools a course in the rudiments 
Qi agricultural economics and thus enable the peasantry to 
understand and appreciate the scope and functions of credit in 
.agriculture. ' 

708. It is generally admitted that commercial credit institu- Want of marketable 
tions are singularly ill-equipped to meet the wants of the assets. 
population engagedl in agriculture. Their loan operations are 
hased on marketable securities and agriculturists are rarely 
in a position to satisfy banks in this particular. Generally the 

1lOle asset of the poosant is his honesty and his willingness and 
ability to work and it is by capitalizing this moral asset into 
personal credit that the peasant can hope to secure the bulk 
of the capital needed in his operations. This is e:x;actly what 
<lO-operative credit aims at doing, and in localities where the 
oco-operative movement has gained a foothold, the financial and 
th~ economic status of the cultivator has, in general, improved 
vastly. We <kal elsewhere in our report with the scope, ,func-
tions, and the operation of the co.-operative movement. 

709. ~perativ.e credit by itself cannot improve permanent- Chief means f('r 
ly the economic status of the cultivator. If any benefit is to 8ec~~i~g credit 
accrue from improved credit facilities, steps should be taken faCIlitIes. 
"Simultaneously to improve the credit capacity of the borrower. 
Improved methods of production, more efficient marketing, and the 
creation of wider opportunities for subsidiary occupations are 
the chief means of securing this end. Under the first heading 
come questions such as increased yields and improved strains 
of paddy. The yields secured in Ceylon are extremely low andJ 
it is satisfactory to note that efforts are made by the Agriculturel 
Department to educate the peasant to adopt improved methods 
Qf cultivation. Similarly, steps have also been taken to 
improve the strain of paddy by proper selection of seed paddy. 
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710. In t.his connection it is interesting to read what; 
Mr. C. V. Brayne says in his notes on a tour in Australia:-

.. Take one instance only-paddy cultivation-at which 
after only 10 years Australians have pretty well beaten the 
world. 'l'hinking .in terms of our Ceylon paddy cultivation 
the results well mgh took my breath away. One Australian 
farmer produces for his labour something like 100 times as. 
much grain as our Ceylonese farmers. He cultivates 20 
times -as large an area and he gets a yield of 5 times as much 
paddy per acre, over 400 tons of paddy, in addition to seed 
paddy for the next year, has actually been harvested by one 
~ar~er off 100 acres, and the average of good, bad, and 
Indifferent on the whole area cultivated was last year about 
1 i tons per acre. Everything is of course done by machinery. 
t~e cutting of channels, the making of check banks (bunds) 
the ploughing, harrowing, levelling, sowing, reaping, and 
threshing, the only hand operation being the actual turning 
of the water." 

Abse~ce of square 711. Better marketing is another crying need of the villager. 
~ea~ l~esale of It is a universal complaint not only in Ceylon but also in other 

ro u . agricultural countries th-lit the peasant does not get a square deal 
in the sale of his produce. The reason is that the buyer himself 
is often the peasant's creditor, and is, iIilierefore, advantageously 
placed to exploit the relationship to his own advantage. Weare 
glad to note that increasing attention is being given by the Gov· 
ernment as well as the public to the important problem of 
marketing and we welcome the establishment of a separate 
department of marketing which will eventually be in charge of 
all marketing problems. We have given our suggestions on the 
marketing problems of the agriculturists in the chapter on 
.. Marketing Finance. " 

Revision of 
Government 
policy required. 

712. In conclusion we may state that we entirely Ilgreewitb. 
the remarks of Mr. Brayne that-

.. Our rice industry in Cellon is largely awaiting the 
organization of proper processing which win produce a sale
able standard article fit to compete successfully with Indian 
rice. Several other industries could be mentioned. The 
question I would here ask is whether the time has not come 
radically to revise our policy in the light of what is being 
done in otlier countries. Where there is a reasonable chance 
of developing an industry that will employ our peasants and 
increase the prosperitl' of the Islan.d. ~ut private enterp~ise 
has not supplied the necessary faCIlities for the processlI~g 
or marketing of$e product,. should not Government step m 
and be prepared to risk losing a little money in installing the 
necessary processing plant· and starting the indu~try? Once 
the industry is established and is being run In the best 
interests of ilie primary producers, Gove.rnment can ce~se ~o 
participate. No doubt a little money Will be . lost but ~t WIll 
have been exceeaingly well spent if new agrlC';Iltural Indus
tries are set going. It may not be necessary In every case 
for Government to instal or run a plant itself. A guarantee 
to co.operative or private enterprise or some Government 
support of its credit may be all that is needed. I wo'!ld 
submit .that the time has now come to abandon the policy 
of extreme caution. and within reasonable limits t·o be pre
p~red to lose a .little money in developing the industries 
which will benefit our peasants:' 
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(g) llINOR AGRICULTURAL INDUSTRIES. 

713. Besides the major industries there exists a few other 
agricultural industries of minor importance. The following table 
gives an idea of the several minor products and their .. ere age :-

Arecanute 
Cacao 
Cardamoms 
Cinnamon 
Citronella 
Tobacco 

Acreage· 
69,000 
34,000 

6,000 
26,000 
33,000 
14,000 

182,000 

714. The economic and financial conditions of the minor Comparison of 
industries are in many respects similar; compared with the major ';Ilajor ~nd minor 
industries they form a class apart. The cultiva.tiQn of the minor industrIes. 
products is mostly in the l!ands of peasant holders and small 
capitalists. Systematic cultivation under modern conditions is 
rarely practised, the only exception being cacao in which some 
plantations are found under estate management. Generally the 
minor industries are usually pursued as subsidiary occupations 
IlO that they do not often attract that care and attention given 
to the major products. Production shows a tendency towards 
seasonal features which Ilre however not marked and prominent. 
The preparatory p'rocesses preliminary to marketing are few and 
simple; and little or no skill is required to perform them. 

715. Practically all the minor products belong to the export Mainly exported. 
group, their markets being found chiefly out of Ceylon. The 
following table discloses their contribution to the export trade:-

Quantities. Values. 
(In 1,000.) (In 1,000.) 

1931. 1932. 1933. 1931. 1932. 1933. 
B.s. B.s. B.s. 

Arecannta •• cwt. 102 •• 99 •• 105 •• 1,678 •• 1,400 •• 1,285 
Cacao .• Ib. 8,587 •• 9,243 •• 7,282 •• 2,320 •• 2,192 •• 1,545 co.rdAIoIiu.. •• cwt. 2'7 •• 2'7 •• 3'2 •• 375 •• 373 •• 338 
Cinnamon, qullla, and chips .. cwt. 42 •• 48 •• 49 •• 1,177 •• 993 •• 9B7 
Citronella on .. .. lb. 1,203 •• 1,280 •• 1,459 •• 948 •• 1,20~ •• 1,274 
Tobacco •• lb. 2,584 •• 1.622 •• 2,166 •• 1,378 •• 994 •• 978 

716. The collective value of their trade amounts to 7.2 per 
cent. of the total export trade of Ceylon. It will thus be seen 
that their economic importance is small in comparillOn with the 
major industries. 

717. Being small scale industries of a. simple character, the Financial 
financial requirements are neither large nor complex. For current reqUIrements. 
production they hardly need any credit; and when the need does 
occur the source of credit at hand is either the money-lender or 
the local dealer who purchases the crop. In IlOme cases such as 
arecanuts, citronella, and tobacco the standing crop is sold to 
the dealer who undertakes their preparation for the market. Like 
all small producers, the owners of these plantations are practically 
outside the sphere of commercial credit institutions. Not expect-
in!! the aid of such agencies they do not realize their absence, 
and seem to tolerate and bear the existing scheme of things 
without resentment. 

718. It is extremely difficult to suggest ways and means to Evils of 
improve the financial status of II small men ". If they suffer unorga?izetl 
form anything at all, it is more from inefficient marketing than marketmg. 

• These figures are of doubtful accuracy. 
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inefficient credit. The peasant generally offers· an easy victim 
of exploitation to the dealer, and more often than not the latter 
succeeds in getting the better of the former in the sale of the 
produce. The evils of unorganized marketing do not rest here. 
In order to make larger profits, the village and town 
d~alers adulterate tJhe produce passing through their hands, 
wIth thb result that the market treats even produce up to the 
standard on the same level as the inferior kind and penalizes the 
honest trader by pricing the genuine produce at the same rates as 
the latter. 

Co-operative credit. 719. The only efficacious remedy against this and similar evils 
is more enlig~tenment among producers and dealers alike. In 
regard to credit toe co-operative credit system is better able to 
reach the door of the peasant than any other agency . We deal 
. with these institutions elsewhere. So far as the more independ
ent capitalist is concerned, we consider that his needs, at present 
looked after by the money-lender, will be provided for by the 
proposed local banks which we recommend elsewhere in the 
Report. 

J affna tobacco. 720. While the foregoing remarks apply to the general body 
of minor industries, the position of the J affna tobacco is some
what different, Cultivation of tobacco in Jaffna· is largely a 
peasant industry; 'the fields are either owned by the peasants 
themselves or leased out by them· from the landlords_ Tobacco 
is a seasonal crop, there being one season in the year, and its 
cultivation requires strenuous and continuous work on the part of 
the peasant. Manuring is a necessary though an expensive item. 
During the growing period the cultivator borrows, either from 
the money-lender or from the landlord, funds to meet the current 
expenses of'production. Where there are Co-operative Societies 
-and J affna is the stronghold of the co-operative movement in 
Ceylon-such societies displace the private money-lenders in the 
credit transactions of the peasan~. 

721. When tobacco r~aches maturity,· it is either sold by 
the cultivatOl" as a standing crop. or harvested and cured by him. 
The marketing of tobacco IS in the hands of .0. handful of exporting 
firms who have agents throughout the country collecting tobacco. 
The money-lender or the. local dealer is usually the exporter's 
agent and it is a part of the arrangement that the exporter would 
finance the loan business of the former if it involves a claim on 
the crop of the borrowing cultivator. When the tobacco is pro
duced by the exporter, he sometimes pays full value to the buyer 
but often retains a margin whicl;! is payable only after the crop 
IS realized in the export ma~ket. 

722. The cUl'sd tobiwco undergoes a -process of special treat
ment with salt water· befpre' export to Travancore which is the 
sole market for th!)· product. In Travancore the tobacco i;; sold 
'through licensed brokers who' advance to the J affna. shippers 
a part of the probable value of the cO!lsignment on its 
arrival in the Government warehouse. An mterval of 2 to 3 
months is taken for the final disposal of the tobacco by the broker, 
who then remits to the shipper the balance· (if any) due after 
deducting oommission and other incidenta~charges and interest a.t 
12 per cent. on the money advanced by him on the tohacco. 

723. This system of trading has been carried on from time 
immemorial. The chief defect is the possibility of control of the 
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market by the exporters in JafIna as well as the broker in Travan
core. It was generally acknowledged that producers did not get 
full value for their sales, and the recent slump in t,he trade had 
aggravated their position. . 

724. Consequently a successful attempt has been mad-e by the Co.ope~ative 
Co-operative Department to organize producers into a system of marketmg. 
co-operating marketing. It is propolled to handle tobacco through 
a marketing society which will collect it directly from the grower, 
the society giving 60 per cent. of the value of his produce ,as an 
advance on taking over the crop. The marketing society is to 
conSign the produce to Travancore and 6eU it through a commis-
sion agent there, who will be responsible for the sales. Remit-
tances would be made to the society on realization of sales, and 
balances due to growers would subsequently be distributed among 
them. 

725. The aims of the JafIna Co-operative Marketing Scheme Benefit to 
are no doubt ambitious, and should it succeed it will benefit the prodUcers. 
producers very considerably. The scheme has this merit of 
attempting to solve the marketing and the financial problems uf 
the cultivator simultaneously. The society is expected to handle 
this season's crop, and the success of the scheme will no doubt 
be awaited with much expectation. 

CHAPTER XII. 

INDUSTRIAL FINANCE. 

726. We have made frequent references in the earli·er portions 
of our Report to the predominance of agriculture and the general 
absence of industries in Ceylon. The reasons for this are not far Absence of 
to seek. They are partly historical, and partly accidental. The industries. 
industrial system as we know it to-day is comparatively of recent 
origin. Its birth may be said to date from the industrial revolu-
tion in England which began in the latter half of the 18th century. 
This revolution was only the culmination of a long series of 
attempts to utilize in the most profitable way the natural resources 
available. The essence of the new order was the application of 
motive power to mechanical appliances. It increased enormously 
the efficiency of the machine over unaided human labour. The 
process of manufacture became more complex and intricate, 
needing skilled care and attendance; heavy initial outlay was re-
quired to commence operations of any particular process; and the 
organization of production demanded a higher degree of business 
ability and training than before. In other words the principal 
features of modem industry were soon manifest: first, the birth 
and rise of capitalism; secondly, the creation of a labouring class, 
and finally the creation of a separate business class. 

727. By the time Ceylon passed into the hands of the British 
in the early years of the last. century industrial revolution had Indust~8.l 
gained complete ascendency in the economic life of England. revolution. 
:Firs.t in the race for industrial supremacy, she soon became the 
centre of industrial activity. 

728. The early British colonists set out with the idea of 
discovering markets for British manufactures, which in turn 
would supply raw materials needed by the parent country. 
Accordingly, when they occupied Ceylon they vigorously strove to Tr!"d~ with 
develop, on the one hand, an import trade in British manufactured Bntaln. 
goofs, and on the other, an export trade in raw materials. 
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729. Even in spite of Government indifference Ceylon would 
have attained some degree of industrial development, had it not 

Shyness of capital. been for another reason, namely, the shyness of indigenous 
capital for modern industrilll enterprises generally. The 
Ceylonese pr:eferred a safe profit from such established industries 
as tea, rubber, or coconut to a doubtful return from purely indus
trial ventures. Generally speaking, industries based on technical 
science have been disregarood partly because. such undertakings 
were thought to be venturesome and partly because profits in other 
ways have been easy and assured. 

A growing cry. 730. But there is now on all sides a growing cry that the coun-
try should be less dependent on foreign supplies of mimufactur:ed 
goods. The old industries no longer afford avenues for fresh 
investment, and there isa demand for new enterprises in which 
the savings of the general public may find an outlet. Ceylon, 
also, has not been free from the influence of national economic 
policies and the remarkable success recently achieved in the 
industrial sphere by some of the Eastern countries has been a 
strong inducement to similar efforts on the part of this country. 
But the agitation for greater industrialization springs from other 
equally powerful cause. The problem of middle class, particularly 
the educated unemployed, has become exceedingly acute. 

Analysis of import 731. An analysis of the import trade of Ceylon discloses the 
trade. extreme dependence of Ceylon on supplies from abroad even for 

those manufactured articles the raw materials for which exist 
in the country. The following commodities picked at random 
from the import schedule give an idea of the range and value of 
such articles:-

Factors of 
industrial 
development. 

Raw materials. 

Value of 
Imports (1933). 

Its. 
Biscuits 377,000 
Confectionery 373,000 
Bricks 21,000 
Tiles 314,000 
Earthenware and stoneware 274,000 
Cement .. 1,152,000 
Boots and shoes 518,000 
Soaps 1,436,000 
Matches. . 339,000 
Varnish .. 83,000 
Chests . . 2,634,000 
Leather, dressed 41,000 
Fish products 9,590,000 

732. The basic factors contributing to industrial development 
are:-

(1) Availability of raw materials; 
(2) Adequate supply of skilled labour: and technical training; 
(3) Cheap power; and 
(4) Capital. 

733. As a Banking Commission' we are concerned with the 
last factor only, but before we make our recommendations on the 
subject of industrial finance it seems desirable to de&! briefly with 
the other factors also. 

734. The Industries Commission of 1921* inquired into the 
available raw materials but the war and post-war conditions under 
which the work was undertaken robbed much from the value of 
their efforts. Many natural resources are seen to run to waste. 
Ceylon imports fish products to the value of over Rs. 9 million 
a year when her coastal waters abound in fish to supply all her 
needs. It is only very recently that even a survey of the littoral 

" Sessional Paper 1. of 1921. 
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""sters has been made. If fishing is to attract capital to convert 
it from a primitive and risky undertaking into a profitable 
business, something more than a mere survey is needed. The 
industry as a whole needs reorganization, including the crafts 
and implements in use. 

Another instance is the neglected state of the forest resources Forest resources. 
with the result that Ceylon imports timber for sleepers and 
building construction and spends over Rs. 21' million on imported 
packing chests. 

735. We, therefore, recommend that as a preliminary step an 
exhaustive survey of the resources of raW' material found in 
Ceylon should be undertaken immediately. Our recommenda- Our 
tions on the subject of finance are made on the distinct assump- recommendations. 
tion that a survey would be undertaken. It should be the aim 
of the survey, first to examine the available resources, next to 
ascertain which of them holds out prospects of commercial 
development, and thirdly to demonstrate how they can profitably 
be developed. 

736. It will be observed that the survey we have in view is 
<>f a continuous character. It combines exploration with demon
stration and oresearch. Merely to say in the abstract that a 
IJarticular raw material is available for a purpose is of little value 
unless it is demonstrated how it can be used. For this purpose 
research and experimentation are necessary and we consider that 
Government should assume the responsibility of devising ways 
and means to carry out pioneer work in regard to new industries 
and even assuming advisory functions in relation to established 
industries. The need for such teclinical assistance to industries 
by Government has been well described by the Indian Industries 
Commission in these words :-" The country's lack of industrial 
organization, of private consultants and specialists, of informa
tion on the industrial value of raw materials and of experience in 
the way of approaching industrial problems, are serious obstacles, 
specially to the smaller scale undertakings." They further state 
in their report :-" If we are to suggest the way in whioh Govern
ment assistance can best be given, it is important for us to 
understand the difficulties of industrialists who engage in new 
undertakings in India, especially on a small scale. The smaller 
industrialist, whether Indian or European, who is thinking of tak
ing up a new venture, seldom has the advantage of a name which 
commands the confidence of a wide section of investors, or the sup
port of large resources of his own and he is ~hus not in a position to 
engnge the assistance of experienced technical advisers in his 
preliminary investigations. The knowledge of the industry which 
he possesses is more often than not incomplete. He may have 
familiarized himself with it in actual operation in another country; 
but to start it in a new field demands greater practical experience 
and skill than he has usually acquired." 

737. Some of the difficulties whioh have been enumerated Technical advic'3. 
above are common to new industrial efforts in all countries and 
cannot be eliminated, but there should be a Government organiza-
tion which will at any rate ensure technical advice for the small 
industry and adequate economic and scientific data for all classes 
of undertakings. This will furnish industrial enterprise of all 
kinds from the outset with much better prospects of success 
than in the past. We believe that public opinion is completely 
ehanged in regard to the permissible limits of State activity, and 
that the grant of such assistance is urgently needed. 
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738. If the State is to assume this new task, it must obviously 
be equipped with men and material. We are of opinion that 
a separate Department of Industries should be establislied to:-

(1) Undet:take pioneer and demonstration work in relation to 
industries; 

(~) Assist industries by placing at their disposal technical 
advice; and, 

(3) In general, guide the industrial policy of Government. 
739. 1t is outside our province to deal exhaustively with the 

working of the proposed department. But we may give a brief 
account ,of the lines on which the department may, with advan
tage, work. Its preliminary duty would be to make a survey 
of the available raw materials. It need not wait for the completion 
'of the survey for the next stage of work. Rather, the most pro
mising objects should be selected first and attention concentrated 
on them. Supposing it is found that a particular raw material 
holds out good prospects, the department should communicate 
to the public its industrial possibilities. Before this can be 
accomplished, much experimentation may have to be done, and 
even plant on semi-commercial scale ex:ected. The results of 
the experiments should be embodied in a publication issued by the 
department and it should include all details regarding estimates 
of costs, description of processes and other particulars necessary 
for any enterprising capitalist to form a judgm~nt as to the oom
mercial value of the undertaking. These detailed prospectuses 
need not be broadcast but may be made available to bona fide 
applicants. 

740. We are glad to note that Government has already 
accepted the principle of State technical assistance to industri2S_ 
In a recent report to the State Council by the Executive Commit
tee of Labour, Industry and Commerce, the Committee quotes 
with approval the two cardinal principles laid down by the Indian 
Industries Commission that:-

(1) In future Government must play an active part in the 
industrial development of the country :with the aim 
of making (Ceylon) more s<llf-contained in respect of 
men and material; 

(2) It is impossible ·for Government to undertake tOat part 
unless proV'ided with adequate administrative equip
ment and forearmed with reliable scientific and 
technical advice. 

741. We understand that the Executive Committee has 
already taken steps to requisition a technical adviser on industries. 
His services are to be. rendered available principally in three 
ways:-

(1) In encouraging private enterprise by giving necessary 
technical advice and assistance; 

(2) In pioneer and experimental work with a view to inducing 
private persons to undertake new industries. 

(3) In co-operating with technical officers of other Govern
ment departments and enlisting, as far as possible, 
the services for the handling of industrial problems 
which they may be more competent to deal with. 

742. It would, however, be too' much to expect that one 
technical officer would be able to handle the indufi!trial problems 
of a country, which is still predominantly agricultural. We notice 
that the ultimate objective of Government is the creation of a 
fully equippeli .industrial department, and the sooner such an 
organization is set on foot the better. 
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743. Experts can be of little use in developing an industrial Industrial 
structure, unless those who manage and own the industries are education. 
themselves trained. But general technical skill is at present lack-
ing in Ceylon and the country lacks the benefit of a technical 
education. No nation can expect to become industrially efficient 
unless it can command a ready supply of technical skill. The 
absence of trained craftsmen in industrial as distinct from 
meC'hanical arts is indeed a condemnation of the educational 
system of the country. 

744. If the industrial aspira.tions of the count-ry are to be 
realized, it is of the utmost value that appropriate training is pro
vided to equip the country to achieve the goal in view. A 
comprehensive scheme of industrial education should be devised 
to impart suitable training to students in those industrial 
processes for which the natural resources of the country are 
most suitable, and accordingly we commend to Government the 
desirability of early action in this behalf. We do notant.icipate 
that undue expenditure will be involved- in carrying out this 
policy if teaching is undertaken by the technical college in 
collaboration with the proposed department of industries. 

745. Cheap and. efficient mechanical power is another factor Hydro-Electric 
indispensable for industrial progress. Unfort,unately neither coal Scheme. 
nor oil is found within the country which depends on imported 
supplies tQ m.e~t present requirements. Hydro-electric energy 
is, however, availa.ble, but this source. of power has not been 
tapped yet on an extensive scale, and if Ceylon is ever to be-
come more than 'an agricultural country Government should 
accept the initial responsibiility of providing a cheap means -of 
motive power. We understand that Government. contemplates 
the resump,tion of work on the projected Hydro-Electric Scheme 
at an early stage. On our part, we would remark that any delay 
in undertaking this scheme must necessarily mean the postpone.-
ment of the hopes of Ceylon for developing domestic industries, 
and it. is no exaggeration to say tha.t for the general economic 
welfare of' the country the Hydro-Electric Scheme cannot be 
completed a day too soon. 

746. We have so far devoted our attention to the consideration Industrial 
of the basic factors of industrial development other than finance. development. 
They constitute, if we may use the analogy, the foundation on 
which the. industrial struct·ure rests, but in the building of the 
structure itself capital, or more generally finance, plays a large' 
and important part, 'and we shall t.UJ;"Il to deal with this aspect 
of the problem. 

747. At the outset we may remark that the prob1em of pro- Industrial fina~ce. 
curing financial assistance for industries is of more than ordinary 
difficulty in Ceylon. This is principally due to the fact that 
Ceylon has hardly reached even th~ stage of industrial infancy. 
Consequently there is much loose t.hinking on the subject, 
different people holding different views about the man-
ner in which industries ought to secure finance. We have, 
in fact, been presented with a bewildering volume of conflicting 
·evidence during the course of our inquiry. For example, a 
considerable number of witnesses declared that persons 
-engaged in industries had no means what60ever of securing funds 
for their businesses so that there was no chance of an industrial 
undertaking being started, much less of its proving a. success. 
However, it generally transpired in evidence that those who were 
most vehement in complaints of this character were, in general, . 
.grossly ignorant of the methods of industrial finance. Many of 
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them had no better idea than that there should be some arrange
ment whereby every industrial adv,enturer, by the mere opening 
of the financial tap should be ~ ble to secure funds to finance 
his proposition, however doui-ti1' or' ;Ylsr,und it may be. 

_748. In the opposite camp, holding quite the contrary views. 
was anotheX' section of the witnesses who asserted that no indus
tries float.ed on sound lines and showing 'a reasonable promise 
of success have been unable to obtain the financial assistance 
necessary, both from the public and the banks. According to 
them the fa.ult ~ay not with the credit institutions but with 
the. propos'als put before them which were generaJiy ill-considered, 
unsound, or speculative. 

749. Between these two ranks of opinion lies another body 
of witnesses whose song is that on account of the peculiar 
conditions of Ceylon, it is difficult to requisition iunds even for 
a sound enterprise.. The general trend of their argument,g is 
as follows: All economic activity in Ceylon has hitherto followed 
agriculture mainly, 'and every industrial proposition meets with 
inertia due to traditional bias, and does nat receive a satisfac
tory measure of support from the investing public. Moneyed 
people are reluctant, to take to industry readily and industrial 
propositions are generally sponsored by persons without sufficient 
resources and their names do not command that, degree. of confi
dence as would enable them to procure funds frem the investing 
public. In other words, industries suffer from lack of long-term 
and working capital and some means should be devised so that 
promising industries may obtain the necessary financial assistance 
for their operations. No aid can be expected from banks and 
other existing financial institutions in securing long-term capital 
for the concerns, nor is short-term accommodation for the purpose 
of working capit.al available from them. There is, therefore, an 
urgent need for a new agency, specially created to provide 
industrial concerns with their long-term and short-term needs. 

750. The p.roponents of t,his view accordingly suggest that 
either Government should directly finance industries or an 
industri'al bank with Government support should be established 
to undertake this function. They suggest the former proposal 
by citing the example of India where direct State a.ssistance is 
granted to industries in a number of provinces. They are aware 
that a Government Department is ill qualified to handle opera
tions of this character which involve examination of the claims 
of every applicant for a loan, and his bona fide8, and general 
supervision of the conduct of the undertaking after 
the loan is granted. But they aver that these difficulties 
could be solved if the department is associated with an 
advisory body of business men in these lending operations. 
Others suggest the second alternative of an industrial bank 
in. order to avoid the handicaps inh~rent, in direct participation 
by Governmerut. The general view is that the capital of the 
industrial bank should be subscribed jointly by Government 
and tJh~ public, and the bank should se,cure funds for its opera
tions by floating debentures, not, to exceed a determined multiple 
of its subscribed capit,al, Government guaranteeing either capital 
or in.terest of the debentures or both. The bank would finance 
industrial concerns by purchasing their share or debenture 
capital, and by granting in other ways. loans of long and short 
term character. In order to ensure the satisfactory working 
of the business, the bank would maintain an intimat.e contact 
with the borrowing concern and k!*l.p a controlling influence 
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753. Iuother countries Government grant direct financial aid 
()r through established industrial banks when the industries have 
attained a reasonable degree of development. Those who urge 
that such institutions should be started in Ceylon at the very 
initial stage recommend by implication that Government should 
subsidize even industries whose commercial success is doubtful. 
In other words, they wish Government to undertake what no 
reliable banker ·would agree to entertain. But supposing, for the 
sake ·of argument, Government did come forward to assist 
industries at this stage, what would be the result? No lSOoner is 
it known that Government are ready to grant financial aid, than 
there would be sho-llsof applicants. How is Government t() 
choose the good propositions from the bad ones? In fact, what 
are the industries which can be said to have succeeded in Ceylon '! 
It is true that there are a few soap, tile, and match factories. 
Have they been long enough to enable anyone to conclude that 
these industries would be a commercial success? If the investing 
public cannot, is Government with all its disabilities iIi commercial 
matters better able to judge their value? F(\ttunately there is no 
need on our part to attempt to answer these questions. The 
applications for assistance received by Government during recent. 
times provide in themselves a true and complete answer to them. 
The Registrar-General and Director of Commercial Intelligence 
told us in evidence that his department had received a; number 
of applications for assistance from persons who intend to start 
industries. In almost every case, the applicants had no funds 
to provide even the initial capital. They had no comprehensive 
plan of operations, and no knowledge whatever of the technique 
of the industry they intended to star-to In short they were mere 
industrial adventurers who desired to gamble with the funds 'Jt 
the State. But we were in no way surprised to hear this for 
the mere reason that such things are not peculiar to Ceylon; 
India too, during the initial. stage of her industrial regeneration, 
had to live through a similar experience. 

754. We consider that, ·to provide financial facilities tc 
industries in the present stage of development in the mannel 
suggested would be not only disastrous to the agencies grantin! 
such assistance, but also unsound and dangerous to the industriel 
concerned. Spurred by easy credit, the inexperienced industria 
concerns, instead of following, as they should, cautious program 
mes of policy, would be inclined to be venturesome and thus see 
grandiose schemes of a. speculative character. Instead of bein 
pioneers and enterprisers in; industry, they would become mer 
industrial adventurers with the. result thad; their undertakin! 
would more probably than not end in failure. Should this fai 
befall them on a general scale, industrial progress would be shun 
ed back for many decades to come. It is no doubt true that 
is extremely difficult to get the support, of the inves.tin~ public f 
industrial schemes, but this is merely a measure of their diffiden l 

on the proposals put before them, and unless ,there is experien 
to rely on, neither the publio nor the banks nor even the Gover 
ment would be in a position to judge better the chances of succe 
of any particular venturb. 

755 .. We are,:tberefore, strongly opposed to tJJe creation of a 
special institutions for the finan~e of undertakings .at this stal 
and likewise we are strongly agamst the grant of dIrect finane 
assistance to· industries by. Government.. We recommend e1 
where in our Report the creation of a State-aided Bank and 
consider that the nor~al needs of industry would. be. met by tJ 
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institution in the ordinary course of business. After the 
Department of Industries, the formation of which. we have 
recommended, begins to operate, it will be possible to ascertain 
with some degree of certainty the industries most suitable for 
development in Ceylon. Such industries should be assisted by 
the State·aided Bank. We do not consider it proper for us to 
anticipate the conduct of that institution by describing in what 
way it should finance such prospective industries. The extent 
to which it would be prepared to give assistance would largely 
depend on the individual merits of each case, and should it con
sider feasible to finance ev~n block capital in some cases the 
resources of the bank would be large enough to enable it to do so 
,,·ithout in the least affecting the stability of its general business. 

'i56. We, however, recognize that there is a widespread peman~ ~Qr early 
demand for the speedy industrialization of Ceylon. Public mdustrlahzat:on. 
opinion is impatient to move cautiously and expects Government 
to speed up the process of industrial development by active 
participation in industries. In addition to affording assistance in 
the manner we have recommended earlier in this section we 
consider Government could profitably associate themselves with 
industry in the following ways :-

(1) Erecting model factories; 

(2) Guaranteeing certain types of industrial investment 
undertaken by the State-aided Bank; 

(3) Granting financial assistance through a scheme of 
industrial scholarships. 

757. We are not competent to express an opinion as to the Model factories. 
type of model factories that should be erected. This should be 
done in consultation with the proposed Department of Industries. 
However, we consider that, as a rule, the factories should have a 
distinct educative value; in fact, models which private enterprises 
should copy in their own undertakings. It follows that such 
models would be instituted in connection with medium scale 
industries in which there will be room for a number of competing 
concerns to participate efficiently in the industry. With regard 
to the second line of activity, we anticipate that in certain 
circumstances the State-aided Bank may be reluctant to assist 
a particular industry, for example, if it has an element of undue 
risk, although it may be eminently desirable from the national 
point of view that such an industry should be started; or the 
capital resources r~quired of any individual undertaking in a 
particular industry may be so large that sufficient public support 
IS not forthcoming; or, again, the undertaking, though sound, 
may be a pioneer enterprise in that particular branch of industry. 
In such cases, we recommend that Government should step into 
the assistance of the concern by guaranteeing the advances given 
to it by the State-aided Bank. For this purpose Government 
should by annual appropriations from revenue build -up an 
Industrial Encouragement Fund. We suggest that this fund 
may be built up by setting apart a certain amount out of the 
surplus balances every year. The volume of the fund will depend 
upon the commitments of Government by way of guarantee. The 
precise conditions and the occasions for Government guarantee 
should be determined in consultation with the bank and the 
Industries Department. It should not be concluded that the 
inst:mces we have just cited as justifying Government guarantee 
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cover all cases of such assistance, although in general there will 
be rarely other occasions when the need would arise for assistance 
of this character. 

758. The scheme we have in view for granting financial 
assistance through a system of industrial scholarships is that 
students of exceptional ability who qualify themselves from the 
Technical College in any line of industry may be given suitable 
assistance by the State-aided Bank in order to enable them to 
start business in the branch in which they have become proficient. 
When the. assistance involves financial commitments by the bank. 
Government should guarantee the bank for losses it may suffer 
from such transactions. As before, the terms and conditions 
under which assistance of the character described should be 
decided by Government in consultation with the bank and the 
Industries Department. 

759. Once the State-aided Bank has begun to function, we 
expect the general body of industries to seek from it advice and 
guidance in the general conduct of their business and particuiarly 
in their financial arrangements. It is for such reasons that we 
have recommended the State-aided Bank to be empowered to do 
company promoting and underWriting business; and it is our hope 
that the bank would avail itself of this power very carefully and 
cautiously and introduce to the investing public reliable concerns 
requiring extended financial resources, and thus forge the link 
between those in need of funds and those in search of avenues 
of profitable investment. 

COTTAGE INDUSTRIES. 

760. In this section we shall confine ourselves to home and 
other small scale industries. They form a class apart and have 
little affinity with the industries dealt with in the preceding 
section, eitner in their financial or other economic problems. 
Some of these industries are carried on in the spare hours of the 
workers as subsidiary occupations. This is particularly so in the 
case of peasants who find that agriculture is often in the nature 
of subsistence cultivation and does not afford in itself a sufficient 
income for a living. There is therefore a growing recognition of 
the fact that subsidiary occupations of the character of cottage 
industries play an important part in the life of the peasant, not 
only in increasing his major agriculture income, but also in 
alleviating the monotony of his daily work. They have thus both 
an economic as well as a social importance. In his Administra
tion Report for 1932 the Director of Agriculture touches on the 
former aspect of the value of subsidiary occupations to agri
culturists where he aptly observes that .. rarely can the villager 
raise sufficient paddy to keep himself supplied with food require
ments in this commodity for more than a few months in the year. 
The production of paddy in the villages is therefore correlated 
to the extent to which its occupants can find other food either by 
cultivation or by selling their labour for other purposes. The 
latter point becomes increasingly difficult from day to day". 
The situation is similar in the case of other forms of cultivation. 
In addition to providing subsidiary occupations, cottage industries 
are also important as being the principal means ()f employment to 
a large section of artisans. 

761. The principal defects of cottage industries spring from one 
central cause, namely, inefficient organization. Scattered all 
over the countryside •. ignorant, conservative, and unbusinesslike 
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in their habits, the cottage workers are content to leave matters 
to take their own course and make little effort to improve pro
duction. They Ray little heed to changing fashions but continue 
to follow outworn patterns and old standard. . Even should they 
strive to improve the articles they find that they rarely receive 
8 better reward in consequence. The system of marketing is 
such that any better price received for improved work finds its 
way into the pocket of the middleman. 

762. Some effort has been made to improve the conditions of How remedied_ 
cottage industries by teaching and demonstration by the Educa-
tion Department which is in charge of them. Industrial 
exhihit:ons held in rural areas also encourage them in some 
measure. 'However, no lasting good can come out of any such 
efforts unless the workers are organized. The success which has 
followed a few attempts in this direction most forcibly de.mon-
strates the value of organization among them. We refer to the 
Kandy Axts Association and the Kalutara Basket Society. In 
fact so convinced are we of the great need and value of organized 
or co-operative effort on the part of the workers that we are of 
opinion that no remedial action in the matter. of finance can 
achieve any profitable result unless the industries are better 
organized than they are now. 

763. As a first step, we feel that societies on co-operative lines Steps to be taken_ 
should be started where industries are carried on in concentrated 
areas. Simultaneously with this, action should be taken (I) to 
develop new ideas by supplying fresh and attractive patterns for 
the workers to copy, (2) to instruct them in modem processes 
and make them familiar with efficient appliances, (3) to improve 
the marketing arrangement for the disposal of the finished pro-
ducts. In order to achieve these ends, we consider that there 
should be a central institution in Colombo. In this connection 
we may quote the recommendations of the Ceylon Industries 
Commision (1921), with which we entirely agree-

.. We feel that the only way in which these minor trades 
and Iiandicrafts can best lie encouraged is by the establish
ment of a central institution in Colombo. We do not mean 
to suggest the abolition of these local associations. But we 
feel that if they were linked up with, and to some extent 
controlled by, a central school of arts and handicrafts in 
Colombo,. the danger to which we have referred of a break 
in the continuity of policy would be averted ". . . . . 
.. In Madras, home industries such as hand-loom weaving, 
carpet making, the manufacture of furniture, silver and brass 
work, gold thread embroidery, &c., ihave been fO&ter~ in 
many ways: first, through the technical schools in many 
centres, where children are taught such trades in a syste
matic manner; and also through a central agency, the 
Victoria Technical Institute in Madras, where samples of th" 
best artistic work produced in the Presidency are exhibited 
for show and sale. Thid institute has also been responsible 
for the resuscitation of many dying arts, such as the art of 
hand painted cloths at Ponneri . 

.. Apart from the local associations already referred to, the 
chief organization at present interested in the home 
industries is the Education Department ". .. At 
the same t.ime work of such 8 nature cannot be done in the 
most efficient manner if it is given 8 place as a somewhat 
unimportant side-issue in the programme of 8 big department. 
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.. We feel, therefore, that ;or. central school of arts and 
handicrafts should be established in Colombo .. 
.. with the following objects;-
(1) To control as far as possible the work being done through

out the'Island. 
(2) To foster those' handicrafts which are in danger of 

extermination. 
(3) To have on exhibition for sale such things as lace, gold, 

silver, and brass work, lacquer work, baskets, hats, 
mats,- tortoise shell work, village made cloth, &c. 

(4) To establish an arts and crafts school with skilled 
instructors trained in India or Japan." 

764. Cottage workers require finance principally to purchase 
raw materials and implements. The former is a recurrent need, 
the latter non-recurrent. As many of these cottage workers, as 
a rule, make to order and not for stock, they very often obtain 
the raw material from the dealers as an advance with they repay 
from the proceeds of sale of the finished article. As in other 
cases, such relations with the dealer react to the detriment of 
the worker, as he lias to pay not only a higher price for the raw 
materials supplied on credit in addition to the interest on their 
value, but is allowed lower prices on the manufactured goods. 
The only remedy in our opinion is better organization on the part 
of the workers, such as the formation of Co-operative Societies 
among them. At present there is no central body devoting its 
sole attention to these and other, problems of cottage industries, 
and we consider that the central bureau of arts and crafts when 
established would give them that needed organization. 

CHAPTER XIII. 
MARKETING FINANCE. 

765. When dealing with the existing credit agencies, we have 
referred incidentally to some of the channels of marketing 
finance. In view of its importance, however, the subject calls 

. for separate treatment. 
Sphere of marketing 766. The sphere of marketing finance may be said to embrace 
finance. the financial operations connected with goods from the moment' 

they are ready for use to the time they are consumed, or export
ed, or taken to a factory. In the case of imported goods. 
the need for marketing arises as soon as the goods are landed 
and continues until the consumer buys from the retailer. In 
the case of home-produced goods marketing finance operates 
from the time they are ready at a factory or a farm and ends 

Finance of 
imported goods. 

when they are awaiting shipment or go for internal consumption. 
767. The foreign exporter, as a ,rule, assUlIl2S the obligations 

of financing the goods until they reach the seaboard of Ceylon. 
He is. no doubt, materially assisted by the' banker in shoulder
ing .this responsibility. Sometimes bankers facilita.te the taking 
up of deliveries by giving DP t,o DA conversion facilities and 
taking trust receipts from importers. The importers can also 
pledge their goods to banks and take loans. But the system is not 
in vogue and requires to be extended. The importer generallY, 
allows credit to th~ wholesale dealer, but when the necessary 
confidence is lacking or the importer's own financial arrange- I 
ments are weak, cash may be demanded. In such an event the 
wholesale dealer must have sufficient capital of his own or bor
Towed. In the Chettiar he used t<> find a ready friend but since 
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the shrinkage in the Chettiar's bUSinoo.s he has difficulty in Jlrrang-j 
ing for financial accommodation. Credit for moving goods from 
the wholesale dealer to the retailer is supplied in some cases by 
the former; and in other eases the la.tter t;nust make .his, own 

; arrangements. As a rule the retailer has a small capital, of his 
own and he mostly depends upon the Chett.iar or other iJ!.digenous 
lending agency for his financial requirements. 

768. As soon as the goods reach the port, the obligation pefects of existing 
of the existing banking system to finance them seems to ter- fu:ported goods 
minate. Merchants have to pay high prices for accommodation a.nee. 
to the private lending agencies. The banks' reply to the charge 
of indifference to indigenous demands for credit is that the law 
is defective. This is true to a great extent, . but tlie absence 
of close contact between a bank's. management and the local 
customers is also responsible for the existing state of affairs. 
Pettah merchants are sufficiently respectable, but most of them I 

complained to us that banks did not treat them fairly and that 
they have, therefore, to depend largely upon the Chettiars' assist-
ance. Unless credit can be cheapened and broad-based, mer-
chants will have less than a reasonable margin' of profit or 
consumers must pay a high price for goods. 

769. We have recomm~mded the establishment of local banks Ba,nks will improve 
and a State-aided Bank. These institutions will be in a position matters. 
to improve matters. Indigenous banks will be in a position to 
correctly assess 'credit of dealers and take that fact into account 
when deciding applications for advance. Their activities will 
be spread all over the Island and not confined to Colombo, as 
is the case with the existing banks; and they will therefore be 
in a position to have the custody of goods, for the purpose of 
security, if they so' desire, in the whole process of their move,-
ment from one dealer to another, until the credit is liquidated 
by the final buyer. Indigenous banks can also successfully in-
troduce the system of self-liquidating internal bills as instruments 
of marketing credit. 

770. Consumers' stores would also cheapen the cost to the ConsumelB~ stores_ 
consumers. In so far as such stores will work on systematic 
lines and keep regular books of accounts, it would facilitate 
grant of credit to them. These stores may, be formed on co-
operative basis or on some other recognized principles. The 
former method has this advantage that all the profits on business 
are distributed amongst the consumers either in proportion to 
their purchases or capital or both. 8om'e of the estates have 
their own boutiques with the object of providing wholesome 
foodstuffs and sundry articles at reasonable rates to their 
labourers. They seem to be doing well. The example of their 
success should induce others to provide similar st-ores for their 
own estate labourers. But the Consumers' Stores need not 
necessarily be confined to estates. Communities, villages, 
offices, and similar groups of people can organize their own 
stores. 

771. T'he problem of marketing finance for home-produced Proble~ of 
goods is very importan,t, as it reacts upon what the local pro- marketmg fina.nce 
ducer can get for his effort and enterprise. If the number of mid- !~~:some.producecl ' 
dlemen between the primary producer and the ultimate buyer . 
for export or consumption were large, each' wanting a share for 
hiJIll!elf, the residue left for the producer would be small. He 
has also to face the possibility of a combination of buyers, and 
being unorganized, he ac~epts the terms dictated to him. 
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772. The Director of Agriculture and his assistants have 

Istressed the need for marketing facilities fO. r agricultural produce 
throughout the Island. Several witnesses are also of the opinion 

I that the cultivators are not getting the proper value of their 
,produce, that they find great difficulty in marketing and in 
. realizing\the right prices .. The boutique-keeper and other money-

lenders take advantage of the cultivators' indebtEldness and 
deprive them of the fruit of their labour at harvest time. The 
high interest charged by their creditors and the low rates of their 
produce are greatly responsible for continuing, and very often 
increasing, the. cultivators' indebtedness. 

773. In view of the grE\st importallce of the internally pro
duced articles to the economic well-being of the Island, we wish 
to discuss in detail the marketing finance of some of the prin
cipal commodities. Tea, rubber, and copra are the principal 

\ a·rticles of export. Paddy, vegetables, and chillies may be said 
to be the chief produce for internal consumption. 

774. Tea plantations are mostly in the hands of foreigners. 
About 20 per cent. of land under tea is said to be in the hands of 
t·he Ceylonese. European estates have no difficulty in arranging 
for t,heir financial requirements. In most cases they have enough 
capital of their own to move down their produce to Colombo. 
When the goods are shipped for export, they get money from 
banks on the security of shipping documents. Where there is 
need for outside credit the estate agents and banks come to their 
assistance. Brokers' advances are also available to them when 
the commodity reaches Colombo and is awaiting auction sale. 

775. The problem of the small man who owns patches of 
tea land and does not produce enough to have 8 factory is 
different. Tea leaf in its natural state is not fit for consumption. 
He must sell his leaves to a neighbouTing factory. The leaves 
are generally bought by tea factories knows as .. Bought-leaf 
factories ". There is not much competition in their business 
and the small producer of the tea leaf may be said to be at 
their mercy. The marketing finance of· the .. Bought-leaf 
factories" resembles that of the big tea estates and II18y be 
regarded as well provided for. 

776. The position of the small producer can be improved by 
collective 01' co-operative bargaining or establishing co-operative 
t..ea factories. In point of function such a factory will be similar 
to a .. Bought-leaf factory ", but with the difference that the 
profits from the factory will be available to the .. producing 
members ". Banks can supply finance to such factories. 

777. The position of big European rubber estates in tbj3 matter 
of marketing finance is similar to that of the big tea estates. 
About 55 per cent: of rubber land is in the hands of the Ceylonese 
who possess big estwtes as well as ISmall areas. It has been repre
sented to us that even large Ceylonese rubber estates experience 
financial difficulties in marketing their produce. Witnesses have 
told us that banks do not readily negotiate their shipping docu
ments. . To escape financial worries some of them are obliged to 
entrust their lands for management to European estate agents. 
When indigenous banks are established, they. will be able to 
heIp Ceylonese rubber producers. 

778. The small man sells his rubber to a licensed rubber 
dealer who takes it down to Colombo to be sold to ex
porters. Licensing of rubber dealers has been introduced noli 
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with a view to helping the producer to get a fair price but with 
the object of preventing theft of rubber from estates. The licensee 
is usually a small man, often a boutique-keeper.- He may take 
the stuft in settlement of account due. There is no doubt that 
the producer does not get a fair price. . 

779. Conditions of small producers could be improved by mar- Marketing societies 
keting societies. In oI:der that they may be a. success they will for rubber. 
have to combine credit facilities along with their buying and sell-
ing work. The producer lives on credit from the boutique until 
his stuft is ready for sale, and unless the marketing society can 
stand in the position of the boutique-keeper to him, he is not 
likely to abandon his present connection even though it reduces 
his profits. 

780. Coconut is mostly an indigenous industry. There are big Marketing finance 
coconut estates, as well as small areas. The former have often for copra. 
their own copra factories. The small estates generally sell to 
neighbouring est-ates. The copra producers bring the stuff to 
Colombo and sell through brokers or directly to shippers at the 
price of the d3.JI. They have little holding power, and, therefore, 
lack in bargaining ca.pacity. Brokers and buyers may be said to 
be more influential in ~xing :the day's price and the allowances 
which the sellers should give for defects in quality. As long -as 
the industry was doing well this one-sided arrangement 
was not much resented to. But copra is in a very bad 
way and needs for marketing organization and marketing finance 
are urgently felt. Government are contemplating the introduc-
tion of measures calculated to bring in better return to 
the producer. We feel the necessity of establishing at an early 
date a Coconut Produce Marketing Board to set up, manage, 
and supervise a central auction sale room on the lines similar 
to auction rooms conducted by the Ceylon Chamber of Commerce 
for tea and rubber. We are glad to say that we are under general 
agreement with the aims, objects, and usefulness of this Board, 
and would like to see it work as soon as possible. This will no 
doubt help to ease the situation. We feel that for the realization 
of the object in view financing of copra should form an integral 
part of any scheme, but Government should take no responsibility 
in it. The proposed State-aided Bank should play an important 
part to aid Gonvernment in its aim to help the producer. 

781. If on arrival in Colombo copra can be properly graded Grading and 
and warehoused and the warehouse warrant is· made negotiable, warehousing of 
it will be possible for banks to advance on the security of these copra. 
warrants. If the producer can get about seventy to eighty 
per cent. of the market price by way of loan from banks, the 
urgency to sell would disappear and by withdrawing from the 
market he could influence prices in his favour. Warehouses may 
be owned and managed by private firms or limited companies 
or by the State. 

782. The export of copra used to be mainly in the hands of rxport of copra. 
Europeans. Of late Indians ha.ve entered the field, as India has 
developed a large market for copra a.t its present price. Both 
these classes of merchants experience no difficulty in getting 
their export bills negotiated by banks. Ceylonese. merchants have 
complained to us tha.t banks do not treat them fairly in this 
respect with the result that! they cannot partake, to any appreci
able extent, in the foreign trade of this commodity. When indi
genous banks recommended by us come into existence such 
coIIllplaints would disRppear. The State-aided Bank can also 
specialize in financing warehouse warrants of copra. 

j-J. N.46719 (10/S~) 
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783. It hasheen represented to us tihat the extension of 
.. Sunday" markets helps to bring in a better price to the producer 
but that this advantage is to some extent offset by the combina
tion of the principal buyers. This may be true where consum-
ing centres are distant from the field; but if markets are near 
towns li~e Anuradhapura. Nuwara Eliya. the producer should 
be able to get fair price .. This is actually borne out by the 
evidence of the Government Agent ;It Kandy. The danger of 
buyers joipirig together m defeat the seller can only be met by 
encouraging sellers to visit bigger·markets or combining together 
to form a seUing society. 

784. Although Ceylon is able to produce substantial quantities 
of chillies. it is surprising to find that the article is largely 
imported and the local commodity does not find a good market. 
It is only in Jaffna that !home grown chillies are sold without 
difficu.lty. The marketing arrangements for the imported chillies 
are in the hands of strong hands who are able to adequately 
finance the commodity from the moment of import to the time of 
consumption. Their strong financial capacity is utilized to dis
courage the use and sale of Ceylonese chillies. The problem can 
be met by a chilly selling society either on a co-operative basis 
or on joint stock methods. A well established organization will 
not experience credit difficulties parliclarly when the banks recom
mended by us come into existence. 

Hom~-grown }l8:ddy 785. From the point of ;foodstuffs, paddy is by far the most 
and imported nee. important article of internal production and consumption. The 

Island does not produce enough t:ice and depends upon foreign 
countries for its food supply. The price of home-grown paddy 
or rice is therefore largely controlled b.J1 the price of imported rice. 

Boutique·keeper 1 ~ 786. The cultivator sells ihissurplus paddy. ~ver and abov€ 
and Jati'na tt!l.de I what he requires for his use, to the boutique-keeper. In the 

Eastern and Central Provinces, the J affna traders are the principa' 
buyers. But on account of want of organization of the producers 
and their need for ready cash the buyer has always tlhe upper 
hand. Moreover paddy must first be convertad: inJto rice before 
it can be used as food stuff. To separate husk from rice with 
manual labour is more costly than milling paddy. It would 
benefit producers were small mills established at convenient 
centres to convert paddy into rice. If such mills work on co
operative principles, their advantages would wholly accrue to 
the producers. Milling and marketing C1£ rice can be combined 
to increase the profit of the cultivator. Such an organization 
will ha.ve to combine credit functions as well, so that the farmer 
may be able' to get a major portion of the priCe()Ii handing his 
paddy. If it combines the work of a boutiqu~ as well, its useful-

Remittance 
facilities. 

ness to the villagers would immensely increase. > 

787. In Ceylon the absence of remiJttance facilities is proverbial. 
Even the big estates have to physically move funds from Colombo 
to their plantations. It costs them roughly 1 per cent. In India 
and other countries money can be transferred over much longer 
distances at or under 1/16 per cent. Provision of chea.p and 
adequate remittance facilities is the first step towards getting a 
better price to the producer. 

Present wastage in 788. Inhis evid:ence before us, Mr. M. J. Cary, a. well known 
rtrmt. Antl "",st. 't' C cllzen·of olombo, has fully described the wastage in effort and 

cost in physically moving funds. Money a.t Railway Stations, 
Post Offices, and Kachcheries is being brought down to Colombo; 
and money from Colombo is being .taken back to those very places. 
If money collected. locally by the Government Departments can 
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be paid out against receipt of similar amounts in Colombo, it 
should save a good deal of expense to Government and the public. 
That would also lead to economy in circulation and to that extent 
broaden. the basis of credit. The present want of co-operation 
seems to be due to the fact that Government cash balances in 
Kachcheries, Railway Stations, and Post Offices do not form 
integral parts of the country's money marlret. It is hoped that 
with .the establishment of the State-aided Bank and local banks, 
the Treasury balances would merge into the Island's banking 
funds. 

789. Transmission of money can be ~ade through Post Offices, Money orders and 
but it costs 1 per cent. The tI:ade cannot bear this charge. The trea~ury 
charges preferred by the few money-lenders and private bankers reIDlttances. 
who do such business are also high. Merchants, therefore, prefer 
to carry cMh witJh themselves whenever they have occasion to 
make payment at another place. The risk incurred by them was 
tragically brought home t.bis year to a merchant who was taking 
a large sum of money from J affna to Colombo. On the matter 
being represented to Government arrangements have now been 
made for the transfer of funds through the J affna Kachcheri to 
Colombo or ",ic8 V8TSd at t per cent. We strongly recommend 
that until adequate facilities are provided by banks for remit-
tances this facility should be extended between all the principal 
towns of the Island. In order .to keep the Ka.chcheries fully 
supplied with funds to meet demands of this nature local 
collections at Post Offices and Railway Stations should in the first 
instance be handed in at the Kachcheries. When the balance of 
any Kachcheri becomes large, it may be moved to another place 
or Colombo. 

790. In the earlier paragraphs we oove recommenlded. the Agricul.turists' 
formation of marketing societies to help the cultivators to realize ma~k~tmg 

f · I f th' d W' b 1 h' thO societies. a all' va ue or ell' pro uce. e give elOW a sc eme m IS 

connection for the consideration. of Government. The co
operative movement was introduced in the country more t.han 
twenty years agP, but for various reasons it has not made satis
factory progress in different directions. It is therefore hardly 
possible in the present circuUlStances to expect much from it in 
the direction 01. marketing. 

SCHEME FOR FORMATION OP MARKETING SocmTms. 
791. We propose that, 011 the recommendations of the Agri- Joint 8~k . 

It 1 D rt t A . ltu' t' M k t' B compames WIth cu ura epa men, gncu ns s ar e mg ureaux or linded Ii bTt 
Societies be formed and opened at different places for market- I a 11 y. 
ing the produce of agriculturists. They sh-ould be named after 
each place or district that they are meant to serve. They should 
be registered not under co-operative rules and regulations, but 
as joint stock companies with limited liability under a separate 
Board of its own, consisting of three members at each centre to Board of 
be selected by the Agricultural Department. The Headman of mall6gement 
the district and an influential member enjoying the confidence of 
the villagers should be appointed as members of tbe Board of 
Management of such societies at each place with one of the 
senior members of the Agricultural Department in charge of that 
district. These will look after the working of the company. 

792. There should be an Advilsory (Board. at Colombo consist- Advisory boL-il. 
ing of:-

(1) The Hon. the Minister for Agriculture and Lands. 
(2) The Hon. the Minister for Labour, Industry and Com

merce: 
(3) The Director of Agriculture. 
(4) The Registrar of Co-operative Societies. 
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They should meet once a month to direct tlhe policy of these 
Marketing Bureaux or Societies and consider the reports of 
variou>s societies as to therr progress and study the difficulties 
in their way. They would also suggest ways and means for 
,advancing the utility and service of these Bureaux to tlhe agri
culturists. 

793. \ Each society's accounts should be audited by Certified 
Auditors, once or twice a year on such remuneration us may be 
fixed. 

794. The Directors of all such societies should meet the 
Advisory Board at Colombo or /SOme convenient place once a 
ye&r and discuss means for the cllevelopment aud co-ordination 
of marketing facilities t!hroughout the country. 

795. We recommend a sum of Rs. 50,000 to be placed a.t the 
disp~al of the Agricultural Department as a loan from the Local 
Loans and Development Fund for the purpose of establishing 
Agriculturists' Marketing Bureaux or Societies and provid
ing capi,tal andJ advances to such soc~eties. Each society will 
render £i.e audited accounts to Government at the end of every 
year through' the AgricultuJ.'lsl Department. 

796. The capital of each Marketing Bureau should be 
determined by the Agricultural Department according to the 
importance of eoob place, not exceedling Rs. 5,000, in any 
individual case. It is advisable that in the beginning only six 
such societi'es or bureaux should be established at importance 
centres ,and after acquiring experience for about lI' year, more 
Marketing Bureaux may be established. 

797. 'l'he aim of every marketing society would be to induce 
the agriculturists in its respective area to take their produce 
for sale at such llWil"kets and every effom should be made to 
encourage tJhem to dispose of their produce ,through them in:s<telld 
a£ selling it to boutique-keepers or mone:y-lenders, who never 
give them a fair price. It is not intended that these market 
places should only sell the cultivators' produce, but efforts should 
be made to supply their Sleveral waruts through these markets 
and make the cultivators independent of the influence of the 
boutique-keepers. 

798. The wtility of these marketing societies would increuse 
if they supplied, from time to time, livestock, manure, seeds, 
&<I., to cultivators to 'enable them to cultiv!lite their lands at 
cheapell." rates than at present. 

Advances against 799. The business at the markets would be done for cash at 
produce. prices acceptable to the ~llers. In case a s'eller is not prepllred 

to accept the price find wants to wait for better rates, the 
looeiety might be pl'\epared to advance him 75 per cent. of the 
value of his produce at, say, 6 per cent. per annum, provided 

Warehouses and 
resting placeBo 

the gooils are delivered in the custody of too society. 
800. The society should provide facilities for storing goods in 

their custoa.y and should also provide resting places for cultivators 
bringing their goods for sale from long distances. 

Commission on sale. 8.01. It is desirable that for the first 12 n;tonths the market~ng 
soclety should make no charge to the cultlvators for renderlllg 
them marketing fa.cilities, and thut each marketing bureau should 
bear its own expenses just to encourage the cultivators to desl 
with them. 

BU8ine88 prospeot. 
and Government 
aid, 

802. Weare of opinion that Government should be prepared 
to spend a small amount on this scheme. It is possible that 
once these markets nre well established, locfll banks in several 
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important centres, when started, would come forward to finance 
the agriculturists marketing bureaux against goods stored with 
them and no more funds would be nec~ssary from Government 
except the initial capital invested at each. bureau. Under the 
proposed bankillg structure for Ceylon, there will be close co
operation and co-ordination between the ~tate-aided Bank, local 
banks, agriculturists' marketing societies, co-operative banks, and 
mortgage banks, all helping one another in the agricultural and 
economic development of the country. 

803. We have stated above that these agriculturists' marketing Wby marketing 
societies should not work under the Registrar of Co-operative att~hed to 
Societies, but should be established with a limited liability under ~,cultural 
the supervision of the Agricultural Department. This is because 8:r~~,:ent 
we feel confident that this department is, in view of its present Co-operative 
very satisfactory organization and intimate connection and Department. 
knowledge of every part of the country and its products, in a 
position to carry out the work most efficiently. The whole Island 
IS now divided by the Agricultural Department into six administra-
tive divisions. In each of these there are about a dozen 
subordinates in charge and they act as agricultural instructors. 
Thus the Agricultural Department has enough facilities at least 
to supervise if not to conduct the work of marketing societies. 
To cope with these additional duties additional $taff will be 
necessary, but the expenses of such staff would be met by each 
individual society from the commission that would be charged by 
it to its clients. Each of the societies would be a separate concern 
under one of the six administratire heads of the Agricultural 
Department, and they will work under the advice and guidance 
of the Director or Ass:stant Director of Agriculture under the 
Hon. the Minister of Agriculture and Lands. 

804. Under the scheme the following advantages would accrue 
to the cultivators and the Agricultural Department :-

(1) The Agricultural Department will come in close touch 
not onlv with the cultivators but also with their 
produce' and their prices. 

(2) The Agricultural Department would get an opportunity 
of study:ng the cost of production and the defects in 
the quality of the production, and would be able to 
suggest improvements to get produce of better 
quality to compete with foreign produce and fetch 
better prices. 

(3) The cultivators would not be forced to sell their produce 
at low rates to their creditors or middlemen. 

(4) The cultivators would receive a fair price for their goods 
and would be encouraged to improve their lands to 
get better results and increased crops and this will 
induce them to take more interest in their work than 
at present. There will be an incentive for them to 
get out of the hands of the money-lenders and to 
improve their position. 

(5) The agriculturists' marketing bureaux or societies will 
provide accommodation to store the marketable pro
duce. will study the different markets and will take 
steps to get the best price for the produce. The 
Agricultur::l Department will help them with its 
knowledge and experience to produce increased crops 
of better quality and in quantities such as would find 
a ready sale at remunerative prices. 





PART III. 





REPORT OF THE CEYLON BANKING ComllSSION 201 

CHAPTER XIY. 

CO"()PERATION. 

INTRODUCTORY. 

805. We now turn to the co-operative movement. It has been Value of 
introduced in many countries and it has proved itself one of the eo·operatioD. 
best methods of supplyin~ current funds to men tlf limited means 
in the villages and the cities. 

806. The Royal Commission on agriculture in India. says,
.. We have no hesitation in recording that We believe that the 
greatest hope for the salvation of the rural masses from their 
crushing burden of debt rests on the growth and spread of a 
healthy and well-organized co-operative movement based upon 
the careful education and the systematic training oli the villager 
himself. " 

807. Not onl,YJ in India, but in other countries also wh€ll"e it 
has been introduced, co-operat:on has done much to establish a 
proper system of financial irrigation in the villages. Its great 
advantage lies in the fact tnat it teaches a man of small means 
to stand on his own legs, and, by joining his fellowmen, to dis
pense with the services of the middleman who has exploited him 
in no small measure. It opens up a school for him to learn the 
virtues of thrift, self-help, and good citizenship. 

808. In Ceylon the movement may be said to have been 
started in 1912 with the passing of the Co-operative Credit 
Societies' Ordinance of that year. The growth of the movement History ~f . 
in India had attracted a great deal of attention of the Govern- C·OFatiOD 1D 
ment and the people of Ceylon. His Excellency Sir Henry eyon. 
McCallum, a Governor of the Island, was personally interested 
in the question of establishing co-operative banks among villagers. 
He appointed in 1910 a Committee under Mr. H. L. Crawford, 
C.M.G ... To consider the whole question of agricultural banks, 
whether they are required in Ceylon, and how far banks OIli the 
models introduced in India and other countries are suited to the 
conditions existing in Ceylon." Governor McCallum himself 
placed before this Committee 0. memorandum on village co· 
operative banks. The Committee recommended the introduction 
of an Ordinance on the. lines of the Co-operative Credit Societies' 
Act of 1904 in India. 

809. Even before this, experiments,' we understand, were 
carried out by individual Government officers with the general 
support of Government in organizing village societies. But 
no disciplined progress was possible without I/o special law and a 
special department to look after the movement. 

810. The Ordinance of 1912, however, was modelled on the 
Indian Act, and like it only made provision for Co-operative 
Credit Societies. Other non-credit types of societies could not be 
organized under it, nor could secondary in"titutions like central 
banks be built up. TheRe and other defects :>f the law led to the 
passing of Ordinance No. 34 of 1921, which still regulates the 
working of the movement. We understand that this Ordinilnce 
also requires certain minor alterations in the light of the past few 
yea.rs' experience. But the. amendments ;relate to points of 
administrative details. A draft Bill has been prepared and is 
now in the hands of the Hon. the Minister of .A..griculture and 
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an. Together with law, an efficient administrative machinery 
has also been built up. It was recognized early that Gov
ernment, as in India, must guide and help the movement in 
its initial stages. The Director of Agriculture was put in charge 
of co-operation and for a number of years he continued to be' 
the de \ JUTe if not the de Jat'to head of the administration. In 
1"926 he was given the assistance of a joint Registrar. he himself 
still bearing the designation of the Registrar of Co-operative 
Societies. Considering the rapid progress that was being made 
with the formation of societies. it was obvious that sooner or 
later oo-operation had to branch off from agriculture and be made 
an independent department. No one would dispute the close 
relationship between the .two, but for administrative con
veniencE!! separation was necessary. This separation iVirtually 
took place in 1926 with the appointment of the joint Registrar, 
although teclinically the Director of Agriculture continued to be 
the head till 1930. In that year an independent department of 
co-operation was created. The headquarters of the department 
were removed to Colombo from Kandy in 1932. The depart
ment now falls under the Ministry of Agriculture and Lands. 

812. In 1925 a Civil Service officer eMr. W. K. H. Campbell) 
was specially deputed to India and certain countries in Europe 
to make a study of oo-operation abroad. He submitted a 
valuable report in 1926, followed up by another short supple
mentary report on co-operation in Ceylon in 1927. Mr. Campbell 
has been in charge of co-operation since 1926 and the progress 
that co-operation has made in the Island is in no small way due 
to a trained and experienced officer of his type being at tbe helm of 
af1airs. 

813. Co-operation in the Island was first tried in the 
Southern ProVIDce. Next, Mr. Brayne did some work in the 
Batticaloa District. Unfortunately the soil there has proved 
rather unfavourable, and nearly all the societies that were formed 
during the early stages had to be wound up. The firSt experi
ment at establishing a marketing society was also made in the 
same district but it (the Paddy Sale Society) proved a failure. 
An attempt to organize a central bank there has also yielded no 
better results. Of the various Provinces, J affna seems to have 
done the best in regard to co-operation. 

814. The first villtlge societies were formed in 1913. The 
first central bank on proper lines was registered in Jaffna in April. 
1929. Secondarv societies for supervision were also rather late in 
appearing. . 

815. Co-operation in Ceylon as in India has developed more 
on the credit side than on the non-credit. There are a few 
supply and sale societies, but, more attention has been naturally 
paid t.o the problem of the agriculturists' indebtedness than to 
anything else. But a supporting non-credit ~ is being built 
up now ana we anticipate more activity in this line in future 
than it has been the case so long. 

816. Every three years a Co-operative Conference is held at 
Kandy for the purpose of taking stock of the position and dis
cussing various common problems. All societies except those 
thnt belong to the lower grades (Grades C and D) are represented 
in th;s Conference. The first meet.ing of the Co-operative Credit 
Societies of tile Island took place asfnr as we know on April 28. 
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1914. Later sessions were held at irregular intervals. Now the 
Conference is regularlJl held every three years. There are, apart 
from this, also District Co-operative Conferences held in some of 
the areas. . 

817. The object of the co-operative movement in Ceylon has Different 'ypes of 
been so far mainly to assist the village agriculturist with short societies. 
period loans. But his long period requirements have not been 
entirely ignored. A new arm of the co-operative system was 
el'eated in 1930 with the opening of a Co-operative Land Mort-
gage Bank. There are now two of these banks in existence in 
the Island and we have dealt with them in .. Agricultural 
Finance." 

818. The short period credit societies fall broadly under two 
cla.sses-the rural societi61'1 with unlimited liability and the urban 
societies with limited liability. They cater for different types of 
people and consequently their constitutions are different. 

819. Another type of society is the thrift society. These 
societies stand more or less detached from the rest of the move
ment. They have been slarted principally to encourage saving 
amongst certain classes of people, chiefly salary earners. They 
lend only against savings. 

820. There are further a few stores or supply societies. A new 
development is the starting of two marketing or sale societies at 
Jaffna. 

821. There are three central banks in the Island and their Central banks ana 
business is principally to finance the affiliated primary credit supervising unions. 
societies. For purposes of supervision another type of secondary 
or joint society also exists. This is the supervising union of 
which there are at present 32. A start was made with this type 
of society earlier than with the central bank, the Colombo District 
Co-operative Union being formed in May, 1925. These unions 
81'e doing very useful work for the many societies within their 
jurisdiction. Their principal duty, as their name indicates, is 
to supervise the work of the primary societies, but they may do 
various other things in the interests of the co-operative move-
ment. Through them at least ~ one important. respect, namely, 
supervision, the co-operative movement is getting self-dependent, 
and the further these unions spread the better for the cause of 
co-operation in the Island. In India, secondary institutions have 
taken up much of the work of supervision, audit and education from 
the hands of the official Registrar. Self-government is perhaps 
easier here than in the field of finance, and there is no reason why 
their number in Ceylon and the sphere of their activities should 
not increase. In three Provinces there are no unions vet and 
there is room for more of them in the other Provinces. It would 
not be incorrect to say that at present the Registrar bestrides the 
whole movement without wishing to do so. Properly speaking, 
the on1y functions of the official staff should be regula-
tion, audit and liquidation, while organization, supervision, 
education. and propaganda should be left to unofficial and pre-
ferably co-operative agencies. Even in the matter of audit the 
movement can do much internally, leaving the final inspection in 
the hands of the Registrar. We realize, however, that unless 
more unions are founded the. Registrar has to shoulder all thi!J 
burden himself and the on1y advice that we can give is to expeditfl 
the formation of secondary societies. 
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~::l2. The progress of co-operation in the Ishind is shown in 
the following t~ble:-

Number Number 
Year. of of 

Societies. Members. 

1913":14 •. 37 
1914-15 .. 54 .. 
1915-16 .. 55 .. 
1916-17 .. 71 .. 
1917-18 .. 92 
1918-19 .. 113 .. 
1919-20 .. 136 .. 
1920-21 .. 154 
1921-22 .. 169 
1922-23 .. 208 
1923-24 .• 222 
1924-25 .. 257 
1925-26 .. 315 
1926-27 .. 303 
1927-28 .. 360 .. 
1928-29 .. 383 
1929-30 •. 459 .. 
1930-31 .. 600 •• 
1931-32 .. 665 
1932-33 .. 779 .. 
1933-34 .. 897 .. 

1,820 
3,850 
4,068 
6,027 
9,551 

11,310 
15,200 
17,896 .. 
19,957 .. 
23,322 .. 
26,757 .. 
30,548 .. 
34,164 .. 
35,1l2 .. 
33,057 .. 
27,970 .. 
22,416 .• 
24,068 -.. 
24,415 •. 
26,719 .. 
30,277 .. 

Paid
up 

Capital. 
Re. c. 

8,200 0 
18,782 50 •. 

32,994 25 .. 
48,549 10 .. 
68,06255 .. 
99,284 0 

122,070 92 
150,354 97 
188,689 50 
238,607 2 
281,478 86 
362,987 8 
430,311 38 
497,775 60 
488,415 18 .. 
471,222 89 .. 
505,108 16 .. 
563,40755 •. 
625,422 73 .. 
740,624 191 .. 

Reserve 
Fund. 

Deposits. 

Rs. c. Rs. c. 
23 5 

74693 29 704, 
.. No report. 

3,24572 
6,675 0 

11,243 17 
14,662 72 
20,522 97 
25,057 17 
32,142 88 " 
44,60364 
65,161 99 
73,183 39 
91,421 32 
91,730 0 

101,10836 
108,482 42 
136,212 56 " 
144,967 61 " 
170,665 24 .. 
201,821 42! •. 

486 84 
2,646 10 
4,772 57 
6,498 90 

10,351 19 
16,380 90 
21,022 94 
29,561 51 
43,02642 
57,075 43 
67,689 23 

114,102 23 
134,727 75 
245,331 16 
503,610 74 
756,381 85 
892,33392 
961,790 61 

UNLIMITED CREDIT SOCIETIES IN RURAL AREAS. 
823. There are altogether '162 Primary Credit Societies in the 

Island in rural areas. They are organized with unlimited liability. 

824. In Ceylon members generally subscribe a small share 
capit-al in such societies. In India the sha;re system is not 
universal and a great many! Primaries are formed only "ith 0. 

nominal entrance fee from members without any sha;res. The 
management. of a Primary rests with the general body 'and the 
most important functionary is the Secretary, who is sometimes 
the -village schoolmaster. All officers are unpaid. We believe 
the societies have, on .the whole, been well-managed. Voting 
power is not proportionate to the holding of shares. N(j- weight
age is given to the owner of a large block of shares. One mem
ber, one vote is the rul"" that is rightly followed. 

825. A Primary Society must, if it is to be a success, cover a 
small areR. Then the members will know each other very 
intimately and they will me.et perhaps daily. The average area 
of a. Primary in Ceylon is about 1 square mile which is quite 
a right size. Average membership. p~r society is now 34, share 
capit{ll per society is Rs. 723 or per member Rs. 2 (Regist,rar's 
Report, 1932-33). A society to be compact must not take too 
many members and in no· case in our opinion should the st.rengt,h 
of It society be allowed to exceed 50. 

826, A Primary Credit Society raises its funds from four 
different sources. It collects an amount in the shape of shares, 
which are usually of small denominations, In certain cases 8 

small entrance fee is also insisted upon from the members, 

827. The. second source is .-deposits from members and non
members and alt.hough this is kept on tap, the-amount that 
flows in indica,tes a poor response. In the published official 
ret·urns the deposits of members and non-members are not 
separately shown, but we are informed t,hat non-members have 
not VAt taken verv kindly to the movement. We. suggest t,h(l\ 



REPORT OF THE CEYLON BANKING COMMISSION. 205 

members' and non-members' deposits be shown hereafter in t.wo 
colum.n.s, so that an idea of outside public support for village. 
societies can be obtained. . ' 

828. Of the two classes of deposits, current and fixed, the 
latter are obviously more useful to the society. Members want 
to borrow money for periods which are hardly ever less than 
six months. There are no clients for day to day loans as in 
the case of commercial banks. Consequently time deposits a.re 
more valuable than current deposits. Indeed, hardly any village 
society takes current. deposits. So fax the amount of deposits, 
current and fixed, has been very small. In 1932-33 for instance 
the total deposita held by the 762 Primary Societ.ies in the Island 
amounted to only Rs. 146,211 or approximately Rs. 215 per 
society. It is satisfactory to bote however that the figures of 
deposits have been steadily rising year by year. 

829. A third possible source of obtaining working capital is Reserve fund. 
the Reserve Fund. .. A sum not exceeding half of the Reserve 
Fund (in the case of unlimited societies) may with the sanction 
of t.he Registrar be utilized for the ordinary business of the 
society." (Rule 16 (2).) 

830. In Ceylon so far, whatever may be the provision in law, 
in practice societies have not been anowed to use any portion 
of t.he Reserve Fund for current business. In some cases indeed 
Reserve Funds have grown up to an embarrassing size. Happily 
tbe societies also seem to be alive to the importance of a Reserve 
Fund as their last line of defence, which should be kept beyond 
all possibility of raids. We may indeed observe that the whole 
attitude of Co-operative Societ.ies towards the constit.ution and 
disposal of profits and of the Reserve Fund should be, and we 
are glad to note, has b.een, conservat.ive 'and cautious. A good 
part of the profits by law or by practice go to the Reserve Fund. 

831. These sources cannot. yield all that. the societies require. 
The Primary Societies have, therefore, either to look for financial 
assistance from Government, or in regions where they havll been 
started from the Central Banks. 

832. The three main sources, thereiore, from which Primary Three main sources 
Societies derive their loanable funds are share capital from of ~orking 
members, deposits from members and non-members, and loans capital. 
from Central Banks and Government. An analysis of the working 
capita.! in the hands of 680 unlimited Primary Societies in 1932-33 
shows that out of a total of Rs. 1,015,488 collected from these 
sources, share capital contributed 39 per cent., deposits 14 per 
cent., and loans 47 per cent. Share capital thus is an important 
element. In contrast to this, in India in many pa,rts societies 
are formed without any share capital at all. Ceylon has 
harnessed this method of raising capital better .than perhaps India 
has done. The method has been made still more effective by 
providing for additional shares being taken up by members when-
ever they want. It is a source which is always" on tap", and, 
if the society is doing well, members will put more and more 
money into it. The sbare list is never closed. Each share is 
small"'in amount, but a member can buy a.large number of shares. 

833. The total. borrowing power of the societies is fixed .a.t a Borrowing power of 
certain maximum limit by the Registrar on the basis of an socil'l;ies. 
1l8~eSsment of the C'apacity of the members to absorb. and repny 
the money. Whatever may be said of the principle bebind it, 
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in pract.ioe such a limit is not ea'\Y' to tix. It may, and, we believe, 
it hus, loo some extent, impaired the lending power of the societies. 
The lending power depends on borrowing power. The present pro
cedure in fixing the credit-worthlness of Primary Societies 
provides, for checks at so many points that it mll3 well have 
operated a little harshly. What happens is that the society itself 
.at the annual gen6Nll meeting fi~.s its mttrimum Ql.'edi.t. limit. 
It is then submitted to the lteg.strnr who may cut it down, 
but may not inorease it. The Registrnr is guided by the pro
perty register and other relevant factors, and he hus also the 
benetit of tht\ ~port of the Supervising Union for the locality. 
The est.ima.te is then passed on t<> the Central Bnnk whioh again 
may reduoe, but not increase the limit. Thus at each stuge only 
reductions are possible. All this means an effective check on 
overborrowing, but has probably made the system oversafe. 

834. We do not see any point in setting an inelastic c.redit 
limit by the Registrar. After all, the members have pledged 
unl'imited lil1bility, and it is for those who lend to the society to 
see that the loans are safe. \\'here central banks are the main 
lenders, they can easily find out with the help of the supervising 
union whether the Primary Society is borrowing more than it 
should. 

835. The procedure by which money from all these sources is 
lent out t<> t,he members ensures. in our opinion. both safety and 
eoonomy. Loans -are given out as far as possible for productive 
purposes. The Committee of the society sees to it that the money 
is scrupulously devoted to the objeot for which it was given. In 
case of misuse, the loan is liable to be oalled back. Non-payment 
on maturity is followed by legal proceedings. The societies 
enjoy, as we describe elsewhere, certain special privileges in 
realizing their dues by appeal to law. 

836. Other stlfeguards adopted include the provision of sureties 
and the laying down of a maximum limit that can be advanced 
to an individual borrower consistent with his economic position. 
The surety system is a necessary second line of defence. 

837. Loans are not given against mortgage of iImnovable 
property. It. is only allowed in the case of Land Mortgage 
Societies. 

838. Sub-section (1) of the same seotion prohibits, save with 
the permission of the Registrar, the lending of money on the 
security of mOYllhle property also. This is also a wholesome chmse 
nnd prevents, for inshmoe, loans tQ be given against jt>went'~·. It 
would be a dangerous praotice to allow that in view of the diffioulty 
of valuating and st<>ring them. Co-operat.ive short oredits should 
always keep securit,ies in the background and depend chiefly on 
personal faith. One danger of allowing pledges, movable or 
immovable, would be to erente a false sense of safety in the minds 
of the sureties. 

Limits to borrowing 839. A further safegunl'd is that earh sooiety at its general 
by IDembers. meeting fixes the maximum credit limit of every member, and 

loans, except in speoial oases and with the special permission of 
the Registrar, are not to exoeed this amount. 

840. Apart; from this limit set for inllividual members accord
ing to their- propert,y and inoome, there is also s, gene-ral limit 
beyond whioh no member can in any circumstances be allowed to 
borrow from the sooieties. The funds of the society being for-
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general use by all members, it would be obviously unfair and unco
operative to allow the well·to·do members to monopolize all the 
loans or take even a lion's share. They should be distributed as 
equitably as possible. 

SUo All these provisions raise the questions; Are loans given Are loans grankd 
by a society sufficient for its members? Do not the elaborate sufficient? 
formalities reduce borrowings to their minimum ? 

842. Co-operation cannot meet and is never intended to meet 
all the credit requirements of the villager. It can only serve him 
to a limited extent. It gives a controlled amount for a controlled 
purpose. It is not an open·sesame for indiscriminate credit. 
Indeed it would be dangerous to make credit too facile for him, 
and this applies to long credit also. All observers have given 
warning against too easy credit facilities. Within their range of 
action, we believe, the Co·operative Societies of Ceylon have 
accommodated their members fairly liberally. In the present 
state of the members and their societies, we doubt if more could 
be given out profitably and safely in the form of loans. We have 
heard very few complaints about loans being denied for clearly 
productive or necessary purposes to able and honest parties. We 
are inclined, therefore, to agree with the Registrar that .. in the 
majority of societies the legitimate short·term requirements of 
the members are fully lent." The Kalutara Co-operative Union 
says" The current needs of the members are adequately supplied 
and the members do not go to Chetties. " 

843. During the last official year the volume and p~rcentage Purpose of loans. 
of loans given for different objects were as follows ;-

A7UJlysis of-Loons i88ued in 1933-34. 
According to Object. 

Percentage of 
Object. No. of Loans. Amount. Total loans 

granted. 
B.s. c. 

Protlueti_ 
Cultivation 4,251 270,20096 16·60 
Buying cattle 534 33,188 80 2·04 
Purchase of land 786 88,515 50 5·44 
Impro\l9Jll6nt of land 493 32,700 26 2·01 
Trade 5,841 445,23233 27·36 
Building of hOUl!ll8 1,334 146,517 57 9·01 
Buying of carta 249 18,701 50 1·16 
Buying food 174 10,178 77 0·62 
Le_ofland 1,224 59,57992 3·66 
Others 2,473 96,264 71 5·91 

Total 17,359 1,201,080 32 73·81 

U nprodut:titJe.-
Payment of old debts 3,042 266,819 21 16·40 
Qlremonial 573 38,916 0 2·39 
Other 2,178 120,529 10 7·40 

Total 5,793 426,26431 26·19 

Grand Total 23,152 1,627,344 63 100·00 

These figures, which relate almost entirely to credit societies 
with unlimited liability, show a fairly balanced distribution of 
loans. 
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844. The average amount borrowed by a member differs of 
course according to the resources of the society and the economic 
status of the members. Very seldom do theJl, however, exceed 
Rs. 1,000 per member. The Kalutara Union says that the average 
amount borrowed by a member is Rs. 200. We have hardly any 
a.ccurate means of finding out what proportion this bears to the 
total non-co-operative debts of the person concerned. We fear 
that, in general, a member's outside debts are much heavier than 
his debts to the society. We believe that co-operation has only 
touched the fringe of the problem of rural indebtedness. 

845. The analysis of loans according to amount, supplied t() 
us by the Registrar's Department, is given below. It shows that 
the four important grades of loans are all fairly well balanced_ 
The table only gives an idea of the size of the loans, not the 
actual borrowings of the average member. A member of course 
very often takes more than one loan of more than one size:-

Amounts 0/ Loans issued in 1933-34. 
Percentage of 

Class of Loan. No. Amount. Total. 
Rs. c. 

UnderRs.50 14,773 381,319 7 23'4a 
Rs. 51 to Rs. 100 4,495 376,524 74 23'13 
Rs. 101 to Rs. 200 2,584 403,837 82 24'82' 
Over Rs. 200 1,300 465,663 0 28'62 

Total 23,152 1,627,344 63 10000 

Duration of loans. 846. The question of the adequacy of the loans can be 
approached from two further points of view. First, are the loans 
given for a sufficient length of time? The Primary Credit Society 
as we have stated before deals only with short and medium term 
loans. It is not intended to give long period loans. That is the 
province of the mortgage bank to which we devote a separate 
section. Short period loans are generally defined as extending 
from a quarter of a year to about two years. 

847. The table below shows the distribution of loans according 
to periods during the last financial year 1933-3J:-

Period 0/ Loans. 

Class of Loan. No. 

Up to 6 months 7,252 
Over 6 months to 1 year 13,576 
Over 1 year to 2 years 2,297 
Over 2 years 27 

23,152 

Amount. 

RB. c. 
330,385 17 
939,239 95 
343,338 51 

14,381 0 

1,627,3« 63 

Percentage 
of total loans 

granted. 

20'31 
57'72 
21'09 

'88 

100'00 

These figures indicate the overwhelmingly larg~ number of 
loans that are made for a period ranging from 6 months to 1 year_ 
Loons from 1 to 2 years are not usually entertained, while loans 
over two years are conspicuous by ~heir absen~e. The two ~o
operative Land Mortgage Banks whIch are deSIgned for making 
long-period loans start wit~ loans for 5 years or more. For loons 
between 1 and 5 years thus the existing facilities are rather poor 
This gap has somehow to be filled up. 
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~. Another question on which we should say a few words Security. 
relates to the surety system. There are critics of this system 
and we are aware that in places it has not worked very satis
factorily. The sureties are too easily found. or they too light
hearted!,. take up their duties In such cases, as a check on 
indiscriIIiinate loans, the system of course is a failure. ~metimes 
the same man becomes surety for more than one borrower as a 
kind of professional guarantor for some consideration which need 
not of course btY in money. Here again the main object of 
suretyship is defeated. Such abuses are difficult to prevent by 
law. 

They ca.n only be eradicated if the society puts them down with 
a strong hand. It is within the power of the society to fight these 
abuses. The sureties are generally theruselves members and 
the amount for which a member mllY stand security is within 
the discretion of the Committees to determine. Committees 
should be a little alert on this matter. 

849. We next come to the .important question of the rate Bate of interest. 
of interest. Primary Credit Societies fix a maximum and mini-
mum rate of interest by their bye-laws. In practice the rate of 
interest has been, for nearly all societies, pegged at 12 per cent. 
This is undoubtedly a fairly high rate, and we hope societies 
will make an effort to reduce it as soon as their finances im-
prove. A society can of course lend as cheaply as it can borrow. 
The societies get their deposits at rates varying from 5 to 6 per 
cent. (for fixed deposits) and the central banks accommodate 
them at rates varying from 6 to 8 per cent. The Kandy Central 
Bank charges 8 per cent., the Colombo Bank 7 per cent., and 
~he Jaffna Bank 6 per cent. In the present state of oo-oper-
ative finances, it would be difficult to lower these borrowing 
rates. Over these rates there must be a decent margin which 
a society must keep in order to realize working expenses and 
t.o build up a reserve fund. The aim of a Co-operative Society 
is not primarily to make profits, there would indeed be no point 
in doing so, considering that borrowers themselves are the 
owners. 

850. We quote below the rates charged in Indi!l by the 
primary societies:-

Ajmer·"Merwara 
AMam 

Bengal 
Bihar and 0riBBa 
Bombay 
Burma 
Central PlOvinceB 
Madras 
Punjab 
United PlOvinces 

Rate charged to Cultivators by 
Primary Societies. 

PerCent. 
Generally 9 to 12 
1st or 18t (generaIly 121 in the case of old 

societies in the AsIIam Valley) 
71 to 16' 
121 to 151 
91 to 121 
16 
Generally 12 
91 to 10 15/16 
91 to 12! 
15 

851. Societies are expected to keep a strict eye on the use Supeniaioa GO _. 

of the loan. We should like the watchfulness of the societies to be of mODiea. 
stiffened in this respect. At present no statistics are published 
about loans misused and recalled. We do not know if any report 
is now made by tbe societies to the Registrar about misapplication 
of loans, but it would be desirable to collect some information 
about the extent of sucb misuse. We are told that so far recalls 
ha\"e been only few and far between. 
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852. In 19.32-33 defaulting; for tpe whole island was only 
14 per oenjl. of tthetotal amountstob~ collected. This is the 
peroentage for all types of societi~s including thrift societies. 
If W1e exclude thl"li£t, societies, which are not meant really for 
lending, the figure stands at 15.33 per cent., which too is quite 
creditable. In the previous year the percentage of overdues to 
total outstandings to be recovered stood even lower, namely, at 
12.4 (excluding thrift societies). This little increase between these 
two years in overdues was only to be expected in view of the 
lengthening sha.dlow of the depression over the IslamJdl and, if 
anything, it speaks well of the strength of the co-operative 
movement and the watchfulness of the Registrar's Department 
that it has not been more. Conditions in different parts of the 
Island naturally must be different in this respect and Hamban
tota District had the minimum percentage of default with 
.06 per cent. on Rs. 16,000 of its outstandings. Comparisons, 
however, ave apt .to be deceptive owing to the differences in the 
strictnes·s with which applications for extension of the period of 
loans are treated. 

853. In any case the Ceylon figures compare very favourably 
indeed with those in some of the Provinces in India. The 
Registrar gives in his report for 1932-33, the latest figures 
available :-

Bombay Presidency 
Bihar and Orissa 
Madras Presidency 
Bengal Presidency 
Central Provinces 
Berar 

Per Cent. 
48 
27 (Agricultural only) 
62'95 ( do. 
6S'a ( do. 
58'4 ( do. 
64'9 ( do. 

Difficulties in legal 854. In cases of unmerited mi.Sifortune, the Commi::'tee of the 
recovery. Society usually allows a suitable extension of time. If all 

methods fail, the socie.ty has to take recourse to the court of 
law for the recovery of the money: The trouble and incon
venience involved in this process of recovery are not small. The 
Regtistrar says in his memorandum .. Fiscal's officers do not 
appear to be .invariably anxious toO serve process, while ~btors 
show an ingenuity in frustrating the. execution of writs which 
would be admirable in a better cause .• ' 

Surren~ering of 855. Our attention has b~en drawn to an undesirable practice 
shares m se~lement by which members in some cases try to liquidate their dues to 
of dues. h' t Th . b h' d k h . t t e socle y. ey resIgn mem ers Ip an as t e soCle y to 

appropriat'e the amount contributed by them as share capital, 
in part or complete settlement of, their debts. In other words 
they run away from the society leaving behind their shares. 
Although this is against the rules and by-laws. we learn that a 
Supreme Court decision has permitted this procedure. We. agree 
with the views of the Negombo Co-operative Union that the 
.. Law should be amended so that such appropriation cannot 
be a'lowed unless the member in question has discharged not 
only his debt to the society but is free from obligation as a 
surety for th~ debt of other members. His liability to the 
society being unlimited, in reality his shares stand as security 
for the liabilities of the society and unless such liabilities are 
wholly liquidated allowing him to set· off his shares against his 
liability weakens the position of the society." . 

'Societies protec:ted 856. As creditors, co-operative societies' are better protected 
hy law as creditors. by law than other classes of lenders. Section 18 of the Ordinancp 

of 1921 gives the societies priOl'itY" of, claims as regards crops, 
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over all other creditors, save and except Government. Of 
course 8uch priority is effective only when the society has already 
filed 8 Buit and in any case it cannot be enforced against land 
but only the produce of land. 

857. Section 55 of Ordinance No.9 of 1934 has strengthened 
the position of the co-operative societies still more in the matter of 
realization of their dues. Village tribunals can now settle claims 
up to Rs. 100 where co-operative societies are creditors. 
Ordinarily their jurisdiction is up to Rs. 25. At these courts no 
lawyers are admitted land proceediillgs are simple, inexpensive, 
llnd quick. 

858. There is also provision for settlement of disputes by 
the Registrar. No use, however haSi been m1!.de so far of this 
provision. The main difficult,YI is not the obtaining of a decree, 
but its execution and the Registrar is unable to help in this. 

LIMITED CREDIT SOCIETIES. 

859. The form of organization that suits the village is not one Urban banks. 
that exactly suits the town. ~here are many classes of people 
in the towns who may prQfitably organize co-operative credit 
societies among themselves. The small artisans, the better paid 
labourers, the members of the various professions, the petty 
traders and shopkeepers, and all other people who are not rich 
enough to secure their loan requirements otherwise may band 
t,hemselves together to form their own banks. 

860. These town banks are organized with a limited liability. Reasons for limite<\. 
The reasons are clear. The class of p~ple who join them can liability. 
generally manage to raise sufficient capital by shares and 
deposits. They are not quite so helpless as village cultivators. 
They not only command more wealth but also better education 
anidJ abilities. The ties that. bind them together are not, how-
ever, so strong as to justify their acceptance of unlimited liability. 
That would, on the contrary, scare many of them away. 

861. Their position is summarized in the following figures 
taken from the last annual report (1933-34):-

LiII!lited Credit Societies, 1933-34. 

No. of Share Deposita. Reserve Loans due Prollte. Province. SO.ioti .... Capital. In Bank. by Members. 
RB. .. RB. '. RB. c. Rs. c. Rs . c. 

Western II .. 88,R~0 fi7 .. 7,109 28 .• 14,145 42 .. 83,701 92 .. 3,69920 
Central 8 .. 27,21929 •• 8,42090 .• 8,863 30 •• 31,139 68 .. 2,266 4. 
tIouthem 2 4,196 0 .. 1,276 8~ .. 1,127 SS .. 4,40095 .• 5856 
Northern 8 .. 22,187 79 .. 6,602 91.. 925 27 .. 28,414 59 .. 977 S9 
North-Western .. 2 .. 2,5H9 0 .. S33 2-1 .. 1214 .. 2,854 0 .. 15 17 

862 .. There is no doubt that this type of society meets a real Difficulties in .the.. 
need of the country. The boutique-keepers, among whom they we,y of exteu81On. 

have been mainly started, have decidedly benefited by them. 
The two societies at Vavuniya are regarded by the Co-operative 
Department as the prize societies of their kind. There is con-' 
siders ble room for more of these societies among traders in all 
parts of the Island. The small shopkeepers in provincial towns 
Hre, speaking generally, very badly served in regard to credit 
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facilities. The chief difficulty according to the Registrar in 
organizing C()-()peraUon among the,m has been the idea that 
they can only usefully borrow for periods extending OVer two 
years or more: Societies also in giving out loans seem to have 
been guided in some cases by this impression. Not only is such 
long accommodation difficult for co-operative banks to grant, 
but it is really not wanted. Traders want the money mostly for 
dealing in commodoties in which the turnover takes perhaps a 
month or six weeks. The practice of giving long period loans 
by the sQcieties leads to the borrower using the money over and 
over again before he rep~ys it, tlnd then, as the Registrar 
rightly reDl18rks .. The fortunes of the society become bound up 
for an unreasonably long time with those of a trade over which 
it has no control and about which it has little or no information ... 
Societies and their members should, therefore, be dislIhuse(l of 
this idea. We understand the Registrar is trying to spread the 
true idea of the nature and function of an urban bank. 

863. Not only to the boutique-keepers', but elso to other 
classes of people in towns co-operation is now making nn 
appeaL We were interested to learn th8Jt at Gampola a society 
has recently been registered which has enlisted among its mem
beIlS> a number of lawyers and other professional people of the 
town. They have called the society the" Gampola Co·operative 
Urban Bank ", which perhaps is a mere dignified and high 
sounding title than a .. limited credit society ". The unhealthy 
growth of che~tu clubs in various cities shows that tJhere are 
exceedingly needy people in towns who are prepared to borrow 
at desperately high ratelS of interest, even by offering sureties. 
The cheetu moneys are provided by its moembers. We think 
it· very desirable to replace these cbeetu clubs by the Co-operative 
Urban Banks. 

864. Another type of society is the thrift society. It collects 
the Isoavings of the members in the form of regular compulsory 
contributions, and it lends only to a limited extent against those 
contributions. The object is primarily to give the members an 
opportunity for saving, rather than for borrowing. There are 
many classes of people lik.e mercantile clerks who have little 
wIill and perhaps less power to practise the virlue of thrift. A 
little wholesome compulsion to deposit. II I,lertain percentage of 
their s-alaries is good for them in the long run. While mnch 
may be said in favour of promoting thrift by itself, by paying 
one-sided attention to saving and neglecting the loan require
ments of the members, the thrift society in our opinion has 
narrowed! unduly its scope of usefulIJJess. Both functions can 
be easily combinoed. Ind:ee-d ·there is not much point in pooling 
the savings of all i~ that cannot be utilized for the benefit of 
some, ·and the principl<i of co·operative finance is only carried 

-to its logical conclusion When both borrowing and lending are 
combined in :the same society. Weare afraid many people keep 
out of the thrift society owing to its making such poor provision 
for loans. We do not see any strong reason why a more liberal 
loan policy shoul-d not be pursued by such a society ulong with 
the usualco-operati'V16 safeguards. We recomJ;Ilend, therefore, 
that the thrift society should be developed into Urban Co-

• operati'V16 ·Bank. It is really an ,anomalous situation tha,t the 
class of people, whom thrift societies encourage in the matter 
of saving, cannot now find any. instihltion to help t·hem in regard 
to their borrowings. 
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. 865. The existing position of the thrift societies in the 
Island is summarized. below:-

Thrilt Sooie,ies in the Is1an'd in 1933-34. 
Reserve 

.Province. No. of Deposita. Fund Loans due by Cash in 
Societies. in Bank. MembeIB. Bank. 

Rs. c. Rs. c. Its. c. Its. c. 
Western 15 . , 283,731 23 .. 4,512 35 .. 143,683 13 .. 97,560 0 
Central 14 30,870 53 .. 790 56 .• 6,535 59 •. 25,008 91 
.southern 1 2,80649 .• 452 62 .. 2,463 69 
Northern 3 17,292 88 .. 922 21.. 14,413 1.. 2,938 3 
North·Westem 5 732 0 .. 391 0 •. 245 50 
North-Central . 1 3,80942 .. 1,411 50 .• 2,283 75 
Uva 1 7,910 15 .. 222 25 .. 2,821 50 .. 5,314 86 
.8abaragamuwa 8 3,663 62 .• 142 O •• 3,558 12 

MARKETING SOCIETmS, STORES, AND OTHER NON-CREDIT 

SocmTmS. 

866. It remain.. for us now to deal briefly with the various 
other types of societies, which cannot be stricbly called cI;edit 
societies. They lend valuable support to the Co-operative credit 
machinery. 

867. The business of a sale or marketing society is· to collect Sale aocietiea. 
the produce of members, store it in its godowns as long as 
neces&ary and: ultimately arrange to dis~ of it on the best 
possible terms. The members, meanwhile, are advanced a 
certain portion of the price of the commodities. The security 
of the society is the produce which it holds. Such societies 
are organized with share capital and limited liability and they 
operate partly with their own money and! partly with borrowed 
funds. The benefits that such a system of ~le brings to the 
producer are quite apparent. 

868. Of the twO! J affna sooi'eties, the l\Ialayalam Tobacco Malayalam . 
-Co-operative Sale Society, Ltd., was registered on April 26, 1934, Tobacco Society. 
while its sister institution The White Burley Co-operative Sale 
Society. Ltd., was organized in March. 1933. The White Burley 
variety of tobacco is exported to England. The Malayalam 
tobacco as the name indicates. has a market in Travancore. The 
Malayalam society has a capital of Rs. 250,000 made up of 50,000 
shares of Rs. 5 each payable by members in instalments. 

Apart from share capital, the society ~as been .put in fund,S 
by a loan from the Local Loans and! Development Fund. The 
White Burley Society was fortunate in getting a building for its 
godown from the Agricultural Department. The Mala.yalam, we 
understand, has rented a godown to store its produce. 

869. The following are the terms of the Agreement that is White Burley 
. made between the member and the White Burley Society:- Society. 

(1) The member is to deliver for sale to the society as his 
Agent all the White Burley tobacco grown by him. 

This stipulation is important, otherwise the member may 
. sit on the fence and try to play the society sga.inst 

privatE' dealers in order to obt·ain the most profitable 
terms. 

(2) The society agrees to accept and sell the tobacco. It 
agrees to give the grower an advance the amount of 
Which is to be decided by the society ~ccording to its 
bye-laws Ilnd the market conditions. 
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We mll;Y.I observe .tha,t at present both societies have 
decided that the advance is not to exceed 60 per cent. 
of the estimated value of the produce. 

(3) The member gives powler to the society to grade the 
tobacco and bulk it with thalt of other members. 

(4) On receipt of salie proceedls, the ha[ance of the members 
,dues will be paid to him after deducting advance,. 
interest, warehouse reIlit, commission insurance, cost 
of grading, packing, transport and other charg.es. 

(5) For any quantity of White Burley tobacco disposed of by 
the member outside this agreement, tl. liquidated 
damage of 10 cents per pound is to be paid to the 
society. 

870. We underst.and from the Registrar that his department 
is now engaged in marketing investigation at various sta~es, 
apart from tobacco, arecanuts, coconuts, fruits, vegetables, and 
cacao. The. co-operative marketing of the coconut! and V>arious 
kinldls of coconut prodUCie seems to hold! out good promise and 
sound marketing may do much i;ru mitigating \he depression in 
the industry. 

871. WEile we fully realize the value and potentiality of 
co.operative methods of marketing, we feel that co·operation by 
itself cannot solve the question. We make certain specific
suggestions about marketing in another section. 

872. Another type of non· credit society is the store or the 
Co~operative Supply Society. The experience that has been: 
gained in Ceylon shows that they may also be successfully run,. 
but that various difficulties tend to limit the field. 

873. In Ceylon, the enterprising and hardworking Moor and the 
Indian small trader have taken shopping facilities to the villages 
1St competitive terms, and there is not much scope for co-opero:ive 
stores, run exclusively by and for the members. It will not bEl' 
easy for them to compete with the boutiques. One great 
attraction of the boutique is the credit which the boutique·keeper 
allows to his customers. Besides, a store calls for considerable 
business ability to decide about what goods should be stocked 
and what qualities and quantities. Frequent and careful check
ing of stocks is also necessary. All this would be quite outs~de the 
ability of the honorary manager whom the society would appoint 
and if a good remuneration is to be paid to him the business 
may not be worth while undertaking. 

874. These difficulties explain for the fewness of this kind of 
societies 'in this country. In 1932·33 there were nine registered 
stores, five in estates, three in towns, and one school supply 
society. In 1933·34 the total number of these societies grew t<> 
be twelve. The estates stores are doing well, because they have 
a compact membership with a strong community feeling, they 
are away from the competing bazaars and they are helped by the 
estate staff. But for this assistance the labourers .themselves 
would have found it extremely difficult to supply office·bearers of 
.these societies. The stores run by the Passara Group labourers 
has been the object of envy, fear, and even protest by the old and 
established boutiques of the locality. 

875. The town stores lack in some of these strong points and 
! consequently they have had a struggling existence. The competi
tion of neighbouring shop's is very .ac?te and cash paym~nts arEl' 
very unpopular. Two of these socIetIes have been workmg at l\ 
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loss, while another has stopped working. We recommend caution 
in registering more town stores. But since the field is promising 
iIi the estates, a forward policy is desirable there. The Agent of 
the Government of India is willing to co-operate, and planters, we 
understand on the authority of the Registrar, are very helpful and 
sympathetic. 

876. It is neither possible nor necessary for us to deal with 
all types of non-credit co-operative societies. 

877. All we have wanted to show is that theJ:e is a wide field 
for the beneficial application of the co-operative principle which 
extends far beyond the problems of debt. 

GOVERNMENT AND THE MOVEMENT. 

878. Government's attitude to the co-operative move
ment has been actively friendly. Government help the move
ment in two ways (1) by acting as its adviser and friend and 
(2) by giving it financial assistaIice. It is a dual role. The 
administrative part played by the State is no less important than 
the financial. The necessary implication of this assistance is a 
certain amount of Government control. We would advocate the 
continuance of this official control and official guidance for some 
time to come, but we realize and we may repeat the conclusion 
of the Royal Commission on Indian Agriculture that " whenever 
co-operators are in a position to supply from within their ranks 
the leadership and the technical knowledge required for the 
movement, we should be the first to suggest the removal of re
dundant external control." In Ceylon public-spirited men are 
coming forward more and more to assist the movement, although 
lJearly all the witnesses who appeared before us agreed that pro
gress in this direction has been very slow so far. The. 
Registrar has categorically stated that " It is work not money 
which is required. Co-operation is an ideal field for unofficial 
activity." (Manual of the Department.) Pending such 
improvements, Government assistance in education, supervision, 
and audit and certain other facilities will have to be continued. 

879. Speaking before the Ceylon Economic Society in 1927 
the present Registrar, Mr. W,. K. H. Campbell, said, .. Borrow
ing from the Government at an uneconomic and semi-charitable 
rate means sllcrificing the self-reliance and independence which 
is the choicest gift co-operation has to bestow. " NoGovernment 
in the world have enough money to finance a co-operative move
ment in full working order, nor have they perhaps the moral right 
or the economic justification to attempt to do so. 

880. The amount of money that Government have lent out Amount lent by 
to the movement has varied from time to time. The' figures for Government. 
the last three years have been as follows:-

Years. 

1931-32 
1932-33 
1933-34 

Loans to Co-operative Societies. 

Amount outstanding 
Amount lent. AmOlmt repaid. at end of Year. 

Re. c. Re. c. Re. c. 
22,950 0 190,974 32 157,989 31 

8,615 O' 53,748 36 104,240 95 
12,600 0 44,039 63 77,996 32 

881. We do not suggest the sudden and absolute withdrawal Gradual reduction 
of all Government funds from the co-operative movement. That of Gove;=nent 
is impracticable 8S well 8S undesirable. If money can be spared, help. desJrable. 
there is Borne justification for lending a certain amount to the 
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peasants whose caUise Government must always have at heart. 
In nearly all countries Government give direct monetary 
assistance to the peasantry in one form or another. In India. 
there are, for instance; the loans given under the Land Improve
ment Loans Act and, the Agriculturists Loans Act. Since in 
Ceylon,. co-operation is the only channel through which such help 
is given to agriculturists, we do not want to see it entirely removed 
immediately. But gradually it will be possible to reduce it. 

882. Next, i~ the matter of supervision and audit, the move
ment should try to outgrow the official control of the Registrar_ 
We do not think a reduction in Government help in this direction 
will have any unfavourable effect on the movement. 

CENTRAL BANKS. 

883. The capital of a central bank is owned partly by indivi
duals and partly by primary societies of the locality. In 
Ceylon, apart from a very small numb~r of individual members. 
the members of co-operative central banks are societies. A 
provision in the bye-laws (No. 10) reserves at least hall the shares. 
for society members. The bank gets funds in the form of share 
capital, deposits and loans from members and non-members. It 
is orglj-nized with a limited liability. Its constitution and 
resources attract money more easily to it than to the primary 
societies. 

884. With a limited liability and the existence of some indivi
dual shareholdens, the central bank rather approximates 9 

commercial bank, yet its co-operative character is ensured by the
fact that loans can only be made to shareholding-member-banks, 
and to no one else. 

885. The three central banks in Ceylon are the Jaffna, Kandy, 
and Colombo Central Banks. The Batticaloa paddy bank, which 
has an interesting history, is gndually being wound up. It has
functioned as a central bank for some years. Originally, however, 
it was more a fund than a bank. The profits that were made in 
the Batticaloa' District during the rice control period were handed 
back by Government to a Committee for the purpose of giving
the money out as loans to people wiehin the district. These profits 
were really due to the paddy growers of the district but they were
held back and formed into a fund. At fillst loans were given out 
only to individual borrowers for various objects, not necessarily 
for growing paddy, as the name of the institution might suggest. 
But later a number of co-operative societies were organized, rather 
hastily we are afraid, to take advantage of the fund. The fund 
thus assumed the character of a central bank; In subsequent 
years Government placed some more money into the bank. It 
was still called the paddy bank to recall its origin from the profits 
of paddy sale. It was nota full-fledged or a properly-grown 
central bank. The affiliated societies were started on poo)." soil, 
and the loans given out to them, as well as those 'given to indivi
duals, were unduly,liberal. The whole experiment has pr.oved 
an unhappy failure. Many· of the debts have had to be written 
off. From the evidence placed before us at Batticaloa, we are 
inclined to conclude that the chief cause of the failure of the bank 
wa:s the conversion of long-period credit into short-term credit, 
under co~operative societies. I1'he major portion of the soci~t.ies, 
hurriedly created had to be ,liquidated, and out of the orlgmal 
48 only about threll societiesIiow exist. " Th? bank is no,,! collect
ing'its dues, and, 'as soon as the balance IS rcovered, It would 
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be wound up. If it were possible, the best thing would have 
been to convert the paddy bank into a regular central bank. But 
co-operation has not taken strong root in the Eastern Province. 
There are very few societies in the Battical.os and Trincomalee 
Districts, and these are insufficient to support a central bank. 
That region is now without a central bank. It will, of course, 
take some time to retrieve the position and attempt creating a 
new central bank. 

886. In the financial year 1932-33 the Batticaloa paddy bank 
recovered Rs. 18,692 of its loans. It has still an outstanding ofGr~~ aDd presejt 
Rs. 41,958. The bank has ceased to issue loans and is concentrat- ~oB~n of centra 
ing on the recovery of its outstandings. an 8. 

887. The J affns bank has 172 primary societies affiliated to it, 
t,he Kandy bank has 181 members, and the Colombo bank 125. 

888. The following table summarises the growth and present 
position of the central banks of the Island:-

Central Banks. 

Profits, 
1933-34. 
Rs. c. 

Jaffna Central Bank registered on 
Kandy Central Bank registered on 
Colombo Central Bank registered on 

27.4.1929 
9.2.1931 
5.8.1931 

.. + 5,557 71 

.. -1,839 4 
" + 1,724 83 

Share Reserve Loana 
Year. No. Capital. Fund. Deposits. (due end 

of Year.) 
Re. o. Re. c. Re. c. Re. c. 

11128-29 1 1,500 O~ 380 0 .. 
1929-30 1 7,100 0 .. 52,392 7 .. 64,047 30 
1930-31 2 19,588 75 .. *102 15 .. 221,463 24 .. 174,02321 

t359,016 60 
1931-32 3 55,650 0 .. *1,129 98 .. 385,782 16 •• 381,255 64 

*1,074 11 t251,094 97 
1932-33 3 63,100 0 .. 1,129 98 .. 433,150 93 .. 369,918 92 

*1,820 0 t304,716 91 
1933-34 3 73,140 0 .. 2,204 9 .• 397,848 71..364,572 56 

889. In Ceylon the Central Banks have been rather late in 
appearing .md even now their number is not large. While 
the first society was formed in 1913, the , first Central Bank was 
formed only in 1929, sixt.een years after, when the total number 
of societies stood at 383. The formation of Central Banks seems 
to have given an impe.tus to the movement. The rat.e of growth 
of societies in the post-Central Bank period has been much 
faster than in the pre-Central Bank period. 

890. We are glad to find that the three Central Banks in Ceylon' 
are all able to get most of their deposit-s in the form of fixed Deposit rates of 
deposits. Indeed, of the three, only the J affna. Bank a.ccepts central banks. 
current deposits, the two others do not seem to make any provi-
sion for them. The rates of interest given for deposits 'are now 
as follows :-

Colombo Central Bank • • 4 per cent. on reserve funds of societies. 21 to 
5 per cent. on fixed deposits. No current 
deposits. 

• ROSAI'Ve Fund dlle. t Loans issu.ed during the year. 
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Kandy Central Bank 

Jaffna Central Bank 

Fixed deposits 3 per cent. for 1 year. 
Current deposits, nil. 
Reserve fund, .3 per cent. 
Fixed deposits: 3 months 2 per cent. 

. 6 months 3 per cent. 
1 year and over 4 per cent. 

;Reserve fund, 4 per cent. 
Current deposits-accepted from societies only, 

1 per cent. 

891. These rates are in general much lower than what the 
·Central Banks in India. pay. Th~ Central BaJ;lks here 'are 
evidently in the good hooks of the depositors . 

• 
892. At present, Central Banks do not take any savings 

deposits, but we would like to suggest the introduction of Savings 
Bank accounts in Central Banks in place of current accounts. 
The argument that Central Banks should not be allowed to 
compete with Postal Savings Banks does not, in our opinion, carry 
much weight. The country can still afford to multiply facilities 
for savings, and Central Banks will supplement and not supplant 
the effo.rt of the existing Postal Savings Banks. Even if no 
new savings are attracted, we do not see any harm in diveriitilg 
some of the Postal deposits to the Co·operative Banks. Postal 
deposits are not directly or even mainly utilized for the assistance 
of agriculturists. The Postal Savings Bank is not a lending but 
a saving institution, while every rupe~ put into the Central Bank 
is guaranteed t-obe utilized by co-operators; 

893. The Central Banks' lending rates to societies, who are 
their only clients, are now as follows :-

Jaffna Central Bank 
Colombo Central Bank 
Kandy Central Bank • 

6 per cent. 
7 per cent. 
8 per cent. 

894. The loans, recoveries and baJances outstanding of the 
three Central Banks during 1933·34 ru::e shown separately below. 
These figures show how the volume of business done by the 
J affna Bank is several times more than that of either of the 
other two:-

Jaffna Central Bank 
;Kandy Central Bank 
Colombo Central Bank 

Issued. 

Rs. c. 
.. 199,909 89 
.• 41,759 52 
.. 63,04750 

Recovered. 

Rs. c. 

Balance 
Outstanding. 

Rs. c. 
191,065 65 ., 153,279 65 

38,608 64 •• 56,690 37 
80,519 88 .. 72,602 64 

895. We ,have given careful consideration to the question of 
the est'ablishment of more Central Banks in the Island. Many 
witnesses have pressed for them. We fully realize the benefits 
that, they would bring to the movement. The Central Bank 
is the life and soul of the village society. There are certain 
regions in the Island, which do not enjoy at present any central 
banking facilities. For instance, the Eastern Province and the 
North-Central Province. But in these provinces the number of 
primary village and urban societies is so small that the Central 
Bank cannot, be f~d with adequate business. For the Southern 
Province the question of a separate Central Bank pas been under 
consideration for som~ time, but there aga.in the smallness of 
business has stood in the way. There is a cert.ain minimum 
amount of business which a Central Bank must have in 
order to be a paying concern. To put these Southern Province 
Societ.ies formally under the Colombo Central Baclc may be a 
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possible solution, but the contact between the Central Bank and 
the &Ocieties cannot be, in view of the distance, very live and 
effective. A Central Bank should not cover an unmanageable 
ambit. 

896. The difficulty is that without -a. sufficient number of 
primary societies, and without a sufficient demand for loans, a. 
aeoondary financing institution like the Central Bank ca.nnot 
function successfully. 

897. Again, the existing Central Banks in Ceylon have been 
overstocked with money. Even on the good terms which they 
get, the affiliated societies have shown lit;tle inclinatioJ;!. to 
borrow. The problem, therefore, is not the want of creditors but 
the want. of borrowers. In some cases the Central Banks have 
to woo their societies for taking loans. It would seem, therefore, 
that there was hardly any scope for fresh Central Banks. It 
may be that the Central Banks being established at an unlucky 
time during the depression have, naturally, had few calls for 
productive lendings. In India also the volume of business done 
by Central Banks has contracted appreciably during the last 
few years. It is possible that with the advent of better times 
the Central Banks will be besieged with loan applications and 
the three banks in Ceylon may prove to be too few. 
They, however, have all of them such a reserve of borrowing 
power that it is doubtful if they will be unable to cope with 
the demand. If necessary, they can also borrow from Govem
men·t. If again, as we have provided, the State-aided Bank 
comes into existence soon, they will find in it a strong supporter. 
Besides, a general boom period will bring in more capital, more 
deposits, and more profit to the Central Banks, and their loan
able funds will grow correspondingly with the demand . for loans 
which they will have to face. It is doubtful, therefore, if ap. in
crease in the number of Central Banks is immediately wanted 
on this ground. If business flourishes, each of the existing 
Central Banks can also rise with it. Indeed, the average size of 
a Central Bank in Ceylon is yet much smaller than that in India. 
A Ceylon Central Bank can manage with one or two clerks, but 
fin Indian Bank usually ihas a dozen men working in its office. 
How many societies a Central Bank should embrace is difficult to 
say with arithmetical precision. Ceylon has not yet reached 
the limit of size and all its Central Banks are perhaps 
much below the optimum size. Our biggest Central Bank, 
namely, the Jaffna Bank has 172 societies affiliated to it. In 
Madras in 1932-1933 IIhere were 32 Central Banks looking after 
11,919 non-central societies of various kinds. The average 
Central Bank in that Presidency thus embraced 372 societies. 
Judged by this standard, the Central Banks in Ceylon ha.ve 
still much room for increase in sizEl., before an increase in number 
is called f.or. 

B98. We would not, therefore, straightaway recommend the Situation should be 
f.ormation of more Central Banks, but we would ask the Co- watched. 
operative Department to watch the situation carefully with a 
view to add to their number when conditions demand. 

899. No link exists at present between a Central Bank and Replacement of 
joint stock commercial banks. There has been such a poor demand Government loans 
for loans that the Central Banks have hardly ever t.hought of ~!.:tral bank 
approaching the outside money market for additional accom- . 
modation. In case of need, financial assistance may be quite 
en.sily obtaind from Government. So long Government have 
given loans directly to the societies, but the new policy is 
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rightly to ask societies to go to Cent.ral Banks where they exist. 
In J affna for instance the Cen.tral Bank has taken over much 
of the original loans given out by Government. What has 
happened is that the societies have been called upon to repay 
Government money by borrowing from the Central Bank. 
Government loans bore a 5 per cent. rate of interest, while the 
Central Bank gave the money at 7 per cent. Such a conversion 
is good for the Central Bank though it is rather costly for the 
societies, and it is not surprising that some societies have not 
fallen in with the new arrangement. But since, sooner or later, 
Govern.ment loans have to be returned, and since the strength 
of the Cenh:al Bank is 'I1lso ultimately the strength of the 
affiliated societies, the conversion has been generally welcomed. 

SUPERVISING UNIONS. 

900. Apart from the Central Bank, there is another type of 
secOndtlry society, the supervising union. The chief objects of 
the union are as follows:-

(1) '1'0 develop the work of affiliated societies and to settle 
aU matters of common interest. 

(2) To .advise financing institutions on .the grant of loans 
applied for by affiliated societies. 

(3) To exercise regular and careful supervision over affiliated 
societies and to make frequent and careful inspection 
thereof. 

(4) To act as agent for the affiliated societies and to arrange 
on their behalf for the purchase· of agricultural, 
domestic, and other requirements in bulk, and for the 
sale of agricultural produce to the best advantage. 

(5) To orgo!1lIlize free societies and to diffuse knowledge of 
co-operation in the area of operations. 

(6) To maint·ain a library of co-operative lit.erat.ure. 

901. It. cannot be said that equal attention has been paid. by 
the unions to all these objects. A certain amount of agency 
work has been done by some unions on behalf of their affiliated 
societies. Manure and other requiremen.ts have been bought and 
supplied to the member societies. The Bomiriya Union in the 
Western Province has undertaken the laudable work of marketing 
vegetable .md other produce supplied by member SlQCie.t.ies and 
for that purpose a sale organization has been built up at the 
old municipal town hall in Colombo. The scheme, however, has 
not been doing well. The unions also have done a certain amount 
of work in regard to diffusion of oo-operative knowledge. But 
on the whole the chief work so far has been general inspection of 
the affiliated societies with special reference to finance. The 
credit-worthiness of a society is determined in consultation with 
the union, and the union's advice is always sought in giving out 
loans to societies. For this purpose a regular exchange of notes 
between the union, the Registrar, and the Central Banks takes 
place. 

902. A union is made up of a number of societ·i.es within & 

certain area. Its funds are raked bv contributions from the 
affiliated societies. The union levies" a small supervision fee 
on the member societies. The union appoints honorary super
visers, who are vested with official powers to inspect societies 
in their area. Government pay nIl tfa'l"elling expenses. of 
honorary supervisel's in non-union areas. In union areas the 
union pays the whole or n pnrt, GovernmE'nt pn;ving thE' rest. 
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903. We attach considerable importance to the work of the Im,portance of 
unions.' It is through them that co-opera,f.ion oan progress to- llD..Ions. 
wards the cherished goal of internal supervision and control. 
In s country like Ceylon, Government of course must help 
the movement in its initial stages, but it is· time the societies 
themselves took a hand in the task of supervision and education. 
Otherwise the danger of over-officializing, and consequent 
devitalizing of the movement would' be difficult to prevent. 
Through a union a group of societies can pool their common 
talents and experience for th~ir common benefit. 

904. In Ceylon, the work of formation of t~se unions has 
proceeded steadily from year to year and the number now stands' 
at 32. All the provinces except two, where co-operation has not 
made much progress are well served by unions. 

905. Unions vary in 'regard to the number of societies 
affiliaredl to them, ranging from 35 in the case of the Negombo 
union to only 5 in the caB'6 of Galle gravets. \ 

906. We do not think that there is any immediate necessity 
of increasing t'he number of these un.ions. What is wanted is 
not; more unions, but an improvement in the quality of the work 
they do and perhaps an extension of ,the field of .their operations. 
'Ve may particularly emphasioo the need of increased attention 
to education and propaganda. Much remains to be done in this 
respect. We also suggest that for providing for common consul
tations the unions be at the earliest opportunity kderated into 
an All-Island Apex Union. Such a federal body would strengthen 
the position of these institutions, and it would also serve as a 
clearing house for information andi propaganda. 

907. In a later section, where we discuss the question of the 
reform of the oo-operative system as a. whole, we suggest that 
uniODs be given the work of auditing the societies also. We 
believe they can gradually take over this part of tlhe work of the 
Registrar without any undue risk. If necessary, for some time 
we would e~n countenance dua:l audit, one by the Registrar 
and another by the union, but the experiment should still be 
conducted. It cannot be said that unions are overworked at 
present. Auditing is a legitimate province of their work. We 
have considered the question of ad hoc auditing unions, but a 
mutt iplicity of secondary societies will not be desirable in a small 
country like Ceylon. 

GENERAL REVIEW AND RECOMMENDATIONS. 

908. In the preceding sections we have attempted to give '" 
descriptive and critical account of the various parts of the co
operRitive movement. It now remainSl to make our observations 
[>n thet system as 8 whole. 

909. We recommend certain changes in the general co- Changes in 
operative frame-work. Ever since 1913, when it was first structure. 
introduced, the movement has been steadily growing, but neither 
in its anatomy nor in its physiology bas it perhaps attained full 
[)r jdeal maturity yet. Its evolution !has been haphazard rather 
~h8n deliberately planned out. Secondary financing institutions 
have been rather late in coming, and the question of central-
ization and oo-ordination of finance has not been fully worked 
[)ut. The organization at present stops rather abruptly with the 
Central BI1Dk. The Government's part in financing the move-
ment has not been quite well defined. In India, as we know, the 
architecture of oo-operation has been elaborately built up with 
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primary societies ,ail; .the base, second'ary societies for finance and 
supervision in the middle, and <In apex bank at the top_ Various 
supporting arms for marketing, production, and non-credit pur
poses Ihave also been developed, and logically linked to the rest 
of the structure. Long-period mortgage credit, instead of being 
mixed up with short-period personal credit tends to be organized 
as a separate and independent movement. Most important of 
all, co-operation is developing a real and active link with the 
outside monay market. There is provision in the Reserve Bank 
of India Act for accommodation for the co-operative movement. 

910. In Ceylon; it is time the lines of a permanent structure 
were laid'down definitely. We recommend, in conformity with 
our general scheme of reorganization of credit institutions in the 
country, two main changes. First, the Central Banks, existing 
and prospective, should be further co-ordinated. We link them 
up. for this purpose, to the proposed State-aided Bank. Secondly, 
we recommend 'thata halt be cried with the work of the co
operative institutions for long-period credit, namely, the 
Co-operative Land Mortgage Banks, and, instead, the work be 
entrusted to branch boallds of the Sta.te Mortgage Bank. 

9il. We are aware that the structure we recommend is 
different from what obtaIDs in India.. There in most provinces 
the Central Banks have been further federated in.to Co-operative 
Provincial Banks. Co-operators in Ceylon .also have perhaps 
generally looked forward to that type of organization being 
established here ~ome day. In the' report that the present 
Registrar submitted after his study of co-operative systems in 
different countri·es he wrote" I think that there is no doubt that 
Geylon ought to aim .a.t ultimately building up a co-operative 
ed!ifice consisting of primary societies of limited and unlimitedJ 
liability (for agricultural and non-agricultural purposes). . 
On the side of finance they should be affiliated to Central 
Banks which will some day need to. be uniteodJ in a Apex Bank 
for the whole Island" (Report in 1926). W~ have thought fit 
to de·viate from what may be called! the eshahlished conventions 
of co-operative structure, because we feel that in a small country 
like Ceylon there should not be a multiplicity of stages and of 
banks. The State-aided Bank could well serve as the Apex Bank 
of the co-operative movement. If we had linked co-operation to 
an entirely private commercial bank, there might have been some 
confusion of principles. But there is., we feel, nothing revolution
ary in linking co-operation ultimately to a State-aided or a State 
Bank. There is no conflict betwleen the State and! co-operation, 
as there is between joint stock banking and co-operation. We 
believe and anticipate that the directorate of the proposed State
aided Banlt will deal sympathetically with the co-operative 
institutions under their care. 

912. We contemplate the following kind of connection 
between the Central. Banks and the State-aided Bank. The 
Centl"laJ Honks will deposit their surplus fun,s with the State
aided Bank.. When necessary they will be allow.ed to borrow 
from the State-aided Bank on the strength of co-operative paper. 
That necessity may not arise immediately, indeed for some years 
more the Central Banks may not w.llnt tU1Y financial accommoda
tion aiJ alL . All that the proposed arrangement suggests is to make 
provision for· meeting that necessitx if and when it arises. No 
regular arrangement now exists between the Central Banks and 
the Commercial Banks, apart from facilities in one or two cases of 
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temporary overdrafts against their fixed d'eposits kept in the 
commercial. banks. Even in Indi.a the problem has not been 
satisfactorily solved. The Co-operative Central or Provincial 
Banks there have made arrangments for cash credits and over
drafts from the Imperial Bank for various amounts. Due to the 
depressed condition of co-operative societies, however, the 
Imperial Bank has been calling back recently these loans and 
refpsing to extend facilities. In Madras, for instance, " Central 
Banks !'re granted cash credits on the security of Plralcredit 
societies' pro-notes both for the purposes of granting short-term 
agricultural loans and for being utilized as :fluid resources. The 
credit so made available WaS at a :flat rate of 6! per cent. The 
Imperial Bank of India has recently notified its intention to dis
continue the accommodation for :fluid resources on the security 
of agricultural societies' pro-notes and it has required the substitu
tion in five years at the rate of Rs. 20 for each year of Government 
paper in place of societies' pro-notes. The rate of interest is no 
longer a fixed one, but is the :fluctuating bank rate. During the 
last two years two-fifths of the accommodation for fluid resources 
on co-operative paper has actually been withdrawn." (Report 
of the Central Banking Inquiry Committee, page 142.) 

913. The State-aided Bank will be more sympathetic and 
dependable. The primary societies in the first instance will 
borrow from the Central Bank by means of bonds or Demand Pro
missory notes. Some of these D.P. notes in its portfolio the 
Central Bank will be able to offer to the State-aided Bank for 
obtaining liquid resources from it. Speaking generally, a Central 
Bank can meet most of its loan applications from its deposits and 
share capital, but since the deposits are likely to be called back in 
part it must keep liquid cash or resources to some extent. It is 
for this purpose that assistance is wanted from commercial and 
outside agencies and not actually for increasing its loanable funds. 

914. Co-operation has not thrived equally in all parts of General progress 
thtl Island. Particularly bad has been the soil in the Eastern?f the movement 
and North-Central Provinces. Mr. Freeman, who can speak with m the Island. 
authority about the latter Province, says that the" co-operative 
movement does not work well there because of the absence of 
business habits and because unlimited liability is a danger to 
such people with its· possibility of selling them up, field, garden, 
and house. About half of the North-Central Province Co-
operative SocietIes have gone into liquidation." Where along 
with unbusiness like habits poverty is alsO' widespread co-op era- . 
tion is not easy to organize. In the Eastern Province a too hasty 
and indiscriminate starting of societies has given the movement 
an additional setback. Much of the damage has to be now 
undone in that Province and the movement restarted on new 
principleI'!. "'e are, however, inclined to be hopeful. We believe 
that .. the l,Jorrowing habit and the non-paying habit", which 
Mr. Freeman deplores as a bad feature of his Province, will 
correct itself to some extent under well conducted Co-operative 
Societies. 

9l5: We are inclined to think that on the whole the move- Scope for 
ment has developecl at a good rate and on sound lines. There is expllnsioll. 
undoubtedly room for expansion, but care must be taken to see 
that safety is not sacrificed to speed of growth. 

916. Judged by the number of societies perhaps the growth 
of co-operation in Ceylon has been slow, but it must be 
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remembered that it is a slow growing movement. There is 
perhaps more need now for consolidation of the ground than 
expansion. 

Grade distribution 817. All the societies in Ceylon are divided into four cl!lsses 
of BOCieties. according to their merits and strength. A class societies are 

regarded as the model, B good, C poor, and D on the verge of 
liquid.ation. The grading is done on a number of tests such as 
co.pital and deposits,_ reserves, regularity of repayment, overdues, 
knowledge of co-operative principles exhibited by the members and 
other points. To become It B class society all the members must 
cease bprrowing from outside money-lenders. The standard' of 
these tests is keRt unchanged from year to year. There has been, 
during the last few years, a. distinct improvement in the quality 
o~ the societies as the following table prepared by the Registrar 
shows:-

Societies among 
estate labourers. 

(hade Distribution oj Societiea. 

Year. Percentage. 
A B C D 

1928-29 30·0 36·8 12·8 
1929-30 1·9 31·3 30·1 S·1 
1930-31 3·1 39·1 23·5 7·7 
1931-32 4·S 50·2 36·8 6·3 
1932-33 6·2 47·3 3S·4 7·9 
1933-34 9·2 46·3 35·9 8·5 

918. Although comparison is not easy, these figures compare 
favourably with similar figures, comp.iled in India.. In India the 
latest classification has been as follows:-

Madras 
Bengal 
Central Province and Berar 
Bihar and Orissa 
Bombay 

A 
PerCent. 

2·7 •• 
·5 .. 
·05 .. 

3·8 .. 
5·6 .. 

B 
Per Cent. 
1'l·2 
2·5 
6·4 

13·6 
67·5 

C 
PerCent. 
67·1 
73·8 
74·2 
69·3 
22·7 

D 
PerCent. 
12·9 
32·1 (D&E) 
19·2 
13·3 (D & E) 
4·1 

919. The quality of co-operation in Ceylon cannot be said to 
have been bad. As for quantity, much has been done and the 
number of societies has grown steadily. We might, however, 
point out certtlm directions in which there is appreciable room 
for expansion. 

920. One important field which co-operation does not seem 
to have seriously invaded yet is that of the estate population. 
There are well over 600,000 estate labourers in the Island nearly 
all of whom are immigrants from India. They are generally a 
thrifty lot and co-<>per:ative institutions started among! them 
are likely to be well patronized. There are some stores, which 
have been started among· them, but that does not meet the situa~ 
tion completely. The' estate worker does.· occasionally have to 
borrow money, although his position as a debtor is not perhaps 
so bad as that of the native agricultural worker. A society in 
an estate can mobilize much of the savings of the labour popula
tion both members and non-members, and suitable productive 
opportunities for lending out these amounts to the member.s can 
be easily opened out. In his spare hours the labourer is engaged in 
vegetable garaening, poultry farming, and other productive under
takings. He" wants frequently to invest in a cow or a couple of 
~!"Oats. Better credit. facilities will stimulate all. this. . Loans 
that the labourer now obtains for necessary, if not for strictly 
productive. purposes, from outside lenders may then be obtained 
from banks of his own. 
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921 .. It is idle to contend that the Indian labourer wants only 
facilities for investing his. savings and not for borrowing. He bor
rows quite often from the" kangany ", the pawnbroker, and the 
boutique-keeper at oppressive rates of interest.. Indeed, the liold 
that the kanganies in some cases have on the labourer is due to the 
credit which they freely give. The labourer is not there quite a 
free agent. "I'he Agent of the Government of India in a circular 
letter which he recently submitted to the planters on this subject 
06serves .. The most distressing thing in the life of the Tamil 
estate labourer is his perennial indebtedness." The few supply 
societies started for his benefit are good as far as they go. But 
they do not go far enough. He wants some borrowing facilities 
too. For mere savings he can of course depend to some extent 
on the Post Office Savings Bank, but at present his borrowing 
sources are few and unsympathetic. The existence ()i cheetu 
clubs on several estates shows how badly the labourer needs a 
credit society for himself. 

922. We agree with the Agent of the Government of India 
that in organizing such societies, the assistance of the Superin
tendent and other estate staff is essential. The Superintendent 
lDay be made the President and Treasurer, at least during the 
initial stages. To discourage premature borrowing, a provision 
lDay be made, not to give out any loans to any member till 
12 months after his admission to the society. His monthly con
tribution may be directly cut off from his check roll. 

923. Co-operation we understand has thrived well among the 
estate labourers in Malaya (F. M. S.). The movement was 
started only in 1926 and in March, 1929, there were 59 societies 
registered with a membership of 5,300. In 1932 the number of 
societies increased to 106 and membership to 12,577. Total paid
up capital was 174,100 dollars. There is no reason, therefore, why 
the same degree of success should not be achieved in the estates 
in Ceylon. illiteracy should prove no obstacle to the running of 
such societies. People with shrewd business ability can always 

, manage their affairs, and, if necessary, a literate secretary will not 
. be difficult to recruit from within the estate or from the neighbour-

10od. We are confident that enlightened planters will help in the 
:ormation of Co-operative Societies on their estate, because it is 
GO their own interests to see that their labourers are contented and 
tree from debt. 

U:.!4. \Ve have also been struck with the .comparative absence f;ocieties for 
of co-operation among the fishermen in the coastal villages. They fisherrnen. 
!Il"e a. class of people who would be eminently benefited by co-
operation. In his report on studies in co-operation Mr. Campbell 
has given an account of the remarkable success of co-operative 
fishing in Roumania. We see no reason why an attempt to start 
suitable societies for production or for pure credit should not be 
made in Ceylon. 

925. Our survey has shown that co-operation in Ceylon has 
developed more in certain directions than in others. Almost one
sided attention has been given to 6rganizing credit societies. 
Even here, urban credit societies have not received so much 
attention as the rural societies. As for marketing and other non
credit types of societies only 8 start has bee.n made. ~lthough 
credit societies are more needed and are easier to orgamze than 
other kinds of societies, it is time that co-operation ·broke neW 
groun<l. 

8--.T. N. '6719 (10/34) 
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9~6. \'ve ure satisfied that the existing system of audit of the 
societies is reasonably efficient. The primary societies /lot present 
have one interim and one final audit, the central banks have four 
interim audits and one final audit during a year. For the present, 
all auditing ~s done by the Registrar's Department free of charge. 
With the lDCre.lSe of societies, however, the task will be getting 
heavier. The three functions of audit" supervis:on, and inspec
tion are, more 01' less, allied, and, since the supervising union in 
Ceylon has already been well received we would recommend the 
latter to take over gradually the business of auditing the societies 
within its ambit. It will be another step towards deofficializ
ing the 'movement. The representation of the society in the 
union would ensure local touch and knowledge. The Registrar 
will see to it that the staff emplo)'ed by t,he union for auditing 
is properly qualified. A certificate or licence from him Shbuld 
have to be obtained for this purpose. Beyond this, there should 
not be any further interference in the internal management of 
the union. The auditors should be paid by the union out of a 
special audit contribution obtained from the affiliated societies, 
as well ilS from subsidies given by Government. We assume of 
course the continuance of the existing close connection between 
the union and the central bank, between whom there should be 
a regular interchange of report and statement whenever necessary. 

927 . We understand that the Registrar has been already con
sidering the question of the creation of certain audit areas for a 
system of internal audit on a contribution basis by the societies. 
Official auditing has been so far quite good, but, sooner or later, 
an attempt will have to be made for deofficialization and it is with 
that in view that we mnke the above suggestions. 

928. We must also say something on the subject of super
vision, education and propoganda. As we have more than once 
indicatE·d, it is imposs;ble and also unwise to expect the Registrar's 
lJepartment adequately to supervise all aspects of the movenlent. 
However efficient, such outside supervision would prevent a 
sturdy independent growth of the movement. 

929. The supervising union may be .given greater responsi
bilities. A division has tQ be made between external and internal 
guidance and control. Externally, the l1egistrar may be 
entrusted wit.h registration, liquidation, lind !l11:d;t, though in the 
matt,er of audit as we have just observed the Registrar may be 
gradually relieved of his dut.ies. Supervision, education, and 
propaganda may be left to be done internally. At present 
practically both are being done by ~he official staff. 

930. We may add a few words more about education and 
propaoanda. The price of existence in the modern world is 
etern~ advertisement. In attracting new recruits and in seeing 
to it that they are properly acquainted wit.h the principles of 
co-operation, co-operation must take n leaf out of the book of 
modern business. Along with the official inspectors and super
yisers, there must grow up powerful unofficial organizations. 

931. In this respect much remains tQ be done. In India there 
are Provincial Organization Societies or Provincial Co-operative 
Institute!>, which broadcast knowledge by holding conferences. 
organizing public ledures, publishing co-operu th·e journals, issu
ing leaflet.s and conduct,iug co-operath-e training classes. These 
organizations ha\'e both individuals a-nd societ,ies as members. 
Universities in most provinces collaborate by giving special 
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courses in co-operation. A steady stream of literature is issued 
partly by hhe Registrar's Department and partly by the move
ment and its supporters. Co-operation has even harnessed the 
stage. In 19"25 a co-operative drama depicting the growth and 
various phases of the movement was staged in Bombay and also 
drew full houses in other parts of the province. 

932. Quite recently an important step with regard to the train
ing of oo-operators was taken by the Madras Government, who 
have, we learn, decided to open a Central Co-operative Institute at 
Madras for co-operative training classes. The period of tIDe course 
will be for ten months. Admission is restricted to those eligible 
for Government Service. Fifty candidates will be admitted for 
the session. The students will be given training in co-operation, 
auditing, bookkeeping and banking. It will also comprise a 
study of rural economics. The institute will be under the general 
control of the Registrar of Co-operative Societies. We believe it 
started work about the end of July of this year. Besides this, 
there will be two peripatetic schools also in the province. These 
two schools will be under the general control of the ~vincial 
Co-operative Union. 

933. We suggest that the oo-operative department should open 
classes at a central place where the necessary education and train
ing may be imparted. The syllabus of study should include :-

(1) Principles of co-operation. 
(2) Various forms of co-operative enterprises, including those 

~lating to credit, both of rural and urban types, pro
duction, marketing, and consumption. 

(3) Elementary principles of accountancy and auditing. 
(4) Elements of office and business organizations. 
(5) Elements of banking and commercial practices and law. 
(6) Co-operative law in Ceylon and the rules framed by the 

department thereunder. 
(7) English and correspondence. 
(8) Pubilicity and propaganda. 

934. We have already pointed out the anomalous legal situs- The reserve fund. 
tion with reference to the I;eserve fund. All types of BOOieties, 
whether they require it or not, are now compelled to transfer 25 
per cent. of their profits to the reserve fund. Even thrift societies 
have to subscribe to it regularly. In our opinion the provisions of 
bhe law should be made more elastic in this respect. 

935. We learn that in Madras in the case of unlimited liability 
societies the rule is that not less than one-half of the profits are 
to be carried to the reserve fund until that fund is equal to one
haH of the total liabilities of the society other than reserve and 
share capital. There is really no point in inflating the reserve 
fund to an indefinite extent. Since it is created to meet liabilities, 
it should bear some relationship to the total of these liabilities. 
The suggestion has been made before us that no further contri
bution should be made to the reserve fund when it reaches aD 
amount equal to the share capital subscribed. In our opinion 
tile better method would be to relate the reserve fund to the 
non-share liabilities of the society as in Madras. 

936. We understand that a revision of the Co-operative Ordi
nance is in preparation by the department and the Ministry. It 
deals mainly with administrative details and no vital changes are 
contemplated. We hope an attempt will be made to incorporate 
some of tbe recommendations that we have made in the proposed 
legislation. 





PART IV. 
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CHI.PTER XY. 
MISCELLANEOUS. 

937. There now remain only a few important questions which 
directly or indirectly I:elate to credit problems. It has not been 
possible to include them in any of the previouschaptEll:s. We, 
therefore, lJropose to deal with them under the head .. Miscel
laneous ", liS without their con&ideration our task would be rather 
incomplete. 

(a) CUTTency. 
938. Thel'elation of currency to banking and credit is very inti- Currency aysl_. 

mate. But the matter has not been specifically included ,in uur 
terms of reference. We,. therefore, do not feel called upon to 
examine in detail the cunency problem of the Island. We, how-
ever, wish to emphasize that the present position under which 
the Indian rupee is the legal tender in Ceylon appears to be satis-
factory and no change should be introduced. Any alteration at 
the present moment, when the monetary systems of the woJrld are 
in a chaotic state, would merely worsen the difficulties of the e~-
port and import trades and make the external capital already 
employed or likely to come afresh mOle nervous. 

939. Ceylonese demand to have their own legal tezuIer coin DemaQd for Ceylon 
seems to arise from the consideration that profit on the minting money e~ined. 
of silver rupees is solely retained by India. But what is the ' 
volume of silver rupees in circulation or held as currency reserve, 
and what is the ext~nt of loss suffered by Ceylon through the 
present arangement? There are no statistics of silveI: rupees in 
circulation but in everyday life one hard~y comes across them. 
One-rupee paper notes of the Government of Ceylon are the com-
Ulon form of loose rupees that are handled in practice and they 
are quite popular for internal purposes. Shroffs and Chettiars 
occasionally send for silver rupees to meet the estate labourers' 
demand for this currency, when they are about to leave for their 
homes. Such an import would continue even when the Island 
introduces its own coin. Ceylon money would be of no use to 
the Indian when going out of the country. Sometimes banks and 
financiers import rupees, if there is shortage of money in relation 
to economic activity. But this money does not remain long in 
the Island and is repatriated at the earliest possible moment. 
However, need for such temporary bringing in of rupees can be 
obviated without Ceylon having its own rupee, if a little elasticity 
can be introduced in her currency system. The major item of the 
retention of Indian rupees is found only in the currency reserve. 
The size of this at the end of September, 1933, was Rs. 13,852,132 
and it formed 32.95 per cent. of the total reserve. The maximum 
profit thut the country would hope to mab would be only in 
respect of the coinage of this amount. On the present price of 
t;ilver this will be about 50 per cent. of this figure. .If Ceylon had 
started the minting of rupees when silver was high, and the 
bullion and monetary value of the rupee approximated, there 
would have been not much gain. 

940. In reality Ceylon's currency system, although having the Ceylon's curreneJ 
same import and responsibility as the Indian money, is inde- ~ in reality 
pendent of the latter. Notes, which form the chief monev ~ btpendent of 
circulation, are the obligations of the Ceylon Government.' a. 
Reserves mostly consist of securities, which yield interest and are 
not unremunerative. If any portion of these is substJituted by thP. 
propoud new coins, that ~'OU1llmaan.llOt gain. but loss elf income. 
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941. As expillined in U previous pUl'Ugmph, the only lOllt! to tho 
Islllnd due to the Indiun rupel:l b~\ing 1llgILl tender is in n'~pecL of 
the same being retuined in the currency resl:lrve. This CUll, 
however, be reduced by subst;tuting Indian Government 01' other 
external gilt-edged securities. In times of unprecedented 
demands for conversions, tile reserves could be sold und the 
proceeds paid out against the surrender of internal notes. That 
would be lj. better and more remunerative arrangement thun 
having Ceylon's own rupee. Although putting of coins in 
circulation and keeping them as reserve against the note issue 
create a non-earning currency asset, they nevertheless inspire 
considerable confidence in paper currency issue. A slight 
modification of the present currency obligation may be neces8ury 
so as to permit payment of Indian J;upees in India instead of 
rupees in Ceylon only as at present. There is nothing strange or 
objectionable in this, for wholesale demand for conversion arises 
from the desire to export funds and this would be satisfied if 
rupees are paid out also in India. Currency systems of tho world 
are increasingly resorting to such a provision. The rupee would, 
in such an event, be merely a measure of external value of t,be 
Ceylon currency and be like any other standard to which the 
exchange value of a domestic monetary unit may be linked. 

942. The advantages of having the Indian rupee ns the bnsis 
of money are, however, many and indisputable. There is no 
responsibility on the Island to watch the foreign exchange value 
of its monetary unit. In times of stress, this obligation becomes 
very onerous. Ce,ydon is a small country and largely depends 
upon foreign capital. If Indian reserves were not behind her 
money, foreign capital would not so readily flow in. A slight dis
equilibrium in the foreign trade would manifestly increase this 
anxiety. There is a large trade between India and Ceylon, which 
would be disturbed by divergence in the monetary systel1ls. The 
Indian labourers compute their income and expenses on the basis 
of the rupee and may ask for more to compensate them lIgainst 
risk in the exchange fluctuation, if a. separate unit is introduced, 
as is the case in Malaya. Prices of rice and curry stuffs, tIll' 
staple food of the Island, which are mainly bought froUl India 
would be disturbed by the. exchange variations, or tile fear of such 
changes, and adversely! aJIect, the poor people as well as lend to 
profitflering. Banks WQuid be reluctant to bring in funds as and 
when required, as they do now, because of the possible danger of 
loss when sending them back. There would, consequently, be 
periods of tight money, which would increase cost to trade. On 
acoount of her vast economic resources lind Iwr increasing cnjJllcity 
to be independent of foreign import,s, India's posit,ion to maint,ain 
the exchange value of her money is bocoming every day greater. 
With the establishment of the Resflrve Hlmk at an early date, the 
management of the rupee 'WOlt1<l he in the hands of eXl)erieneed 
financiers, and, therefore, its value would be more assured. 
Ceylon is able to take the fullest Ildvantage of all these benefits 
without contributing a single cent to tbe upkeep of the Indion 
monetary machinery; as explninl'ld already, the little loss on 
having to leeep silver rupees in t,he currency reserves cnn be 
avoided. BanIeers and others, experienced in finuncinl rna tt,ers 
appear to be unanimous in their view that no change'is called for. 
The quest,ion' of a special coin for Ceylon has beeon considered by 
several Commissions' in t,he past, but they have all come to the 
eonclus;ol1 that the linlt with the Indian rupee is the beost. No 
new ,circumstances bave arisen since then, which can indicate the 
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need of disturbing the present foundation of the country's 
currency. 

943. Some witnesses have urged before us that the Island Ba.nk of issue fot 
should have a bank of issue to manage her currency. We thirik Ceylon. 
that the demand is much too premature. The task of a central 
bank is not merely to issue notes, but its chief .responsibility lies 
in controlling and unifying credit; and there should first be a well-
developed banking system, particularly of the indigenous variety 
with its roots spread all over the soil, before these higbly technical 
duties can be undertaken. Weare, therefore, not in favour of 
recommending any move in this direction. 

944. The only defect that can be reasonably pointed out in the Wa.nt of ela.sticity 
present currency system is its want of elasticity. But, unlike in currency. 
other agricultural countries, there is uniformity in the movement 
of goods throughout the year, and there are no seasonal increases 
in the demand for money or periods of oscillations towards high 
and low intensities. There is, however, no objection to providing 
an arrangement for expanding currency, as and when need may 
arise. That would also remedy the slight disturbance that has 
been introduced by the periodic demands of the Income-Tax 
authorities, as well as provide the means to satisfy emergent 
demands for money. 

945. The usual method of effecting an automatic power of Suggested 
expansion and contraction in a currency system is through the improvement. 
open market operations of a bank of issue. Variations of this in 
the case of countries where the State has assumed the note-issuing 
functions are found in the histories of India and Canada. In the 
former the Imperial Bank of India can get loans up to a certain 
amount and on paying certain interest from the Currency Depart-
ment on endorsing over bills of exchange. In Canada banks 
could get loans from the Government by depositing Government 
securities. In both these countries loans are made from new 
currency created for the purpose and supported by the securities 
lodged. When the loans are repaid, the created currency is 
cancelled and the securities returned. If arrangements similar to 
these are introduced in Ceylon, that would satisfy the complaints 
made in this respect. That would also help banks in the avoid-
ance of large cash balances, as is the case at present, and would 
release more money in the service of credit. The necessity of 
periodically importing funds from India would also become less, 
if not disappear altogether. 

946. There is no money market in Ceylon in the real sense of Money ma.rket and 
the word. Tile first condition of its existence is the easy flow of currency chests. 
funos from point to point according to requirements. This 
implies free or cheap remittance facilities. We visualize that in 
course of time the State-aided Bank, if properly governed and 
suitably encouraged. would assume the hegemony in banking and 
finance. and through that office bring about the formation of a 
true money market. It should play the same part in Ce:v:lon af! 
the Imperial Bank has been playing in India. 

(b) Banking Education. 
947 .. Banking is getting to be more and more specialized Need of banking 

and the need for competency in those connected with its education. 
working is becoming increasingly visible. On account of com-
plexities in law even ordinary money-lending requires greater 
capacity. For the proper progress of indigenous banking in 
Ceylon the value of banking education and t.raining on the part 
oi her people cannot be over emphusized. 
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948. There are no commercial institutio'ns that specialize in 
imparting banking knowledge. The Ind:lln and British Institu
tions of Bankers hold their examinations in India, but, as far as we 
are awal'e, no such eXtlmrnations are held in Ceylon. If enough 
cand.idates come forward there would be no difficulty in arranging 
for these examinations in Colombo. 

949. Only members of the Institute of Bankers can sit for its 
examimations and membership is restricted to bank employees and 
those actively connected with banks. It will, therefore, be not 
possible for anyone not serving in a bank to qualify for these tests. 
This restriction is evidently imposed because the institutes aim 
at making efficient practical bankers, and no one could hope to be 
such unless he supplements theoretical study by actual experi. 
ence, which can be only obtained through working in a bank. 

950. Employees of banks can· avail themselves of membe~ 
ship and can better their qualifications by st.udying and passing 
these eXllminations. The proposed State·aided Bank and the 
local banh wiiI also increase the number of eligible persons 
acquhing such qualifications. 

Mllan8 for 951. In or1el' to ac.celemte the employment of Ceylonese in 
<Acceleration of higher grades in the proposed national banks we suggest that a 
~)Ioymell:~ t hv few intelligent gr:tduates should be selected for training in 
grId:ese 

1Il g banking. They may be given sholarships to study for 
. these examinations and at the same time to work in some 

banks. We do not think that it will be difficult for Govern. 
ment to persuade local commercial banks t·o provide facilities in 
this connection. They enjoy the hospitality of the Island and 
the deposit of public funds. They would be ill advised to arouse 
any hostility of the people by refusing a simple request of this 
natm'e. . Some of the banks in Indb may also be successfully 
approncbed to offer facilit.ies for the tr:tining of Ce:vIonese. 

Advanced study. 952. We recommend that for careers of responsibility and 
high administrative positions in banks the syllabus prescribed 
by the Institutes of Bankers should be supplemented ~y a course 
of special study in the advanced theories of credit, currency. and 
banking. Those who are ambitious to fill the top posts must 
know what the fundamental conceptions of these subjecls ure 
and what shapes they have a.ssumed in different count.ries. They 
should study the fillilncial and banking syst,ems prevailing aU the 
world over and how modifications have been introduced to meet 
varying conditions. It will be necessary for them to le:1.l·n differ
ent forms which banking has ~1ssumed, when called upon to 
serve any particular economic activity, like commercial banking. 
industrial banking, agricultural banking, mortgage, banking, cen· 
tral banking. &c. Arrllngements for giving this tuition can 
be made with the Economics Department of the University 
College. A few hours' te!lching every week should be enough, 
In order to facilitat·e the taking up of this course by bank 
employees it would be desirable to have evening and night 
dasses. At the end of the period of study the college should 
hold exomnnations and issue diplomas. Some external examiners 
should also be invite:! to increase I'~i'ped for the diploma. 

Arrangements. for 953. In (lourse of time private institutions wOllld spring up 
study, of Institutes' to prepare candidlltes for the exami!llltions of the Institutes of 
examlnatlOns. Bankers. Until they are started. stude-nts cnn take lessons 

through post from some of the schools in India and England, whioh 
specllllise in imparting knowledge t.hrough correspondence courses. 
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Government can also make local ,arrangements at a small addi-
tional cost. As an arrangement for direct teaching is obviously 
preferable to a tuition course in absentia, we suggest tha,t ways 
should be explored to establish an institution for this purpose 
in Colombo. An arrangement outlined in tne following para-
graph appears workable and the cost involved would not be 
excessive. 

954. Subjects to be studied for the two parts of the British Outline of local 
and Indian Institute of Bankers examination are more or less teaching scheme. 
alike and can' be grouped under the following heads:-

(1) Theory of Banking Law and Practice. . 
(2) Banking Accountancy, including Commercial Arithmetic. 
(3) Foreign Exchanges. 
(4) English, Essay, and Precis writing, including commercial 

and banking correspondence. 
(5) Economics including Principles of Currency. 
(6) Commercial Geography. 

955. Most of the above subjects are taught in one or the 
other of the existing institutioIls. The Law College can be made 
to assume the responsibility of teaching the subjects in the 
first group. Bankers may be occasionally invited to eluci
date points of practical importance. The departments for the 
teaching of English and Economics in the University College can 
be asked to teach subjects 4, 5, and 6. If there is any school 
which teaches accountancy, the preparation for the second group 
Cun be entrusted to it, but if there is no such arrangement in 
existence some accountants can be engaged to take up this work. 
}'oreign exchange may present some difficulty, but if a manager of 
a local exchange bank or the head of the proposed State-aided 
3ank is approached for assistance we feel hopeful that none of 
hem would refuse his co-operation. So far as the theoretical part 
)f the subject is concerned the Department of Economics of the 
University College will be able to give a helping hand. Each 
)f the above agencies will be hardly required to give more than 
~ few hours every week, and the time table can be so 
~rranged a8 to suit their convenience. A small honorarium may 
be paid to the tutors. Fees received from students would go to 
diminish the expenditure involved by the acceptance of the 
proposal. 

(c) Economic Study and Research. 
956. We have stated elsewhere how much handicapped we Economic data and 

have been in the pursuit of our task in the absence of economic research. 
dBta. The value of reliable information is of the highest impor: 
bance in the formation of economic policies. Every country is 
devoting increasing attention to the determination of facts and 
figures and research into economic problems. Ceylon must also 
make a move in this direction in the interests of the general 
welfare and prosperity of her people. 

957. In Ceylon, however, the study of ecoIlomics is still in 
the stage of infancy and there is a dearth of competent scholars 
to undertake research. There is everywhere a growing recogni
tion of the importance of economic knowledge not only becauile 
it helps a proper understanding of the functions and the 
operations of modern society, but also because a knowledge of 
ecoIlomics is now admitted to be the soundest theoretical basis 
for a successful commercial career. Partly for this reason, and 
partly because present day Governments are concerned more 
intimately with the economic life of the community, the State 
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attempts by direct intervention to foster the growth of economic 
knowledge by the grant of scholarships and subsidies for econo
mic study and research. \Ve consider that a wider acquaintance 
with economics as a branch of knowledge and its application to 
Ceylon conditions will be essential if the State is to take a larger 
share than in the past in the future development of the country, 
and we, therefore, recommend that Government should promote 
and encourage economic study and research by granting scholar
ships for study abroad to competent students. 

958. The other matter calling for attention is the supply of 
accurate !ltatistical information regarding the economic activities 
of the country. The need for information of this type was 
expressed by the Industries Commission as far back as 1921 in 
the following words: -

" At the outset of the Conference and throughout the 
meetings of the Industries Commission difficulty was expe
rienced in obtaining any reliable statistics in concise and 
useful form of the industrial position and resources of the 
Colony. These figures are doubtless !/ovailable somewhere, 
but in the absence of any office or bureau of statistical in
formation whose duty is to collect, co-ordinate, and publish 
figures and information of this kind, they are hard to come 
by, and are not readily available to the general public. The 
Conference considers this a matter of considerable impor
tance in the interests of the Colony-the necessity for an 
office of statistical information has been recognized and 
supplied in India and elsewhere-and the Conference recom
mends the establishment of a like office here, whose duty 
it shall be to collect and publish statistical information in 
regard to all matters of industrial and commercial interest." 
(Sessional Paper VI. of 1921, page 5, paragraph 12.) 

959. About the same time, Government created a se.parate 
Statistical Department which continued to function till 1931 
when, with the introduction of the new constitution, it was 
abolished, and the subject of statistics was placed in charge of 
the Department of the Registrar-General and Director of 
Commercial Intelligence. 

960. At present, the collection of statistics plays a rather 
unimportant part in the programme of a large Government 
Department already burdened with multifarious duties. The 
importance of reliable quantitative knowledge concerning the 
chief elements of the economic structure of a country is so 
universally acknowledged that it is not necessary on our part to 
explain at any length the need for a separate Government Depart
ment solely entrusted with the task of collecting, analysing, and 
interpreting the national statistics of Ceylon. We need merely 
mention that an intimate acquaintance with the economic acti
vities of a country is essential before Government policies can 
be formulated for the economic betterment of the people. Apart 
from their value to the State, statistics are also extremely use
ful to the business community, in so far as they indicate the 
state of trade or afford a guide to the prosperity of the people. 
As the MacMillan Committee on Finance and Industry points 
out, the ideal should be that" We should aim at obtaining 8 

complete inventory of the economic life of the community under 
its several aspects in such a form that we could cross-check 
the accuracy of our information by being able to work up to the 
final totals from more than one direction." (Paragraph 405.) 
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961. We, accordingly, recommend that a separate department Departm,:nt of 
should be formed and placed in charge of statistics, which could ~om:rerclal d 
with advantage be also entrusted with the functions of trade and S~!~i8~~:oe an 
commerce. The n(lW department may b~ appropriately styled recommended. 
as the Department of Commercial Intelligence and Statistics, 
and there should be close co-operation between this department 
and the Departments of Agriculture and of Customs and the 
Department of Industries, the creation of which w.e have 
recommended. 

96~. The functions of the Department of Commercial 
Intelligence and Statistics, in the sphere of st·atistics would 
in.ter alia be.: . 

(l) To achieve uniformity, accuracy, and completeness in the 
statistics already compiled by Goven;unent for 
administrative purposes. 

(2) To collate as well as collect statistics concerning the 
more important economic activities of the 
community. 

(3) To analyse and interpret statistics collected under (2). 
(4) To undertake census of population. 
(5) To conduct, after the department has continued to 

. function for some time and gained experience, detailed 
economic surveys. 

963. The above list is not exhaustive, but merely indicates 
the more important functions of the department. We should add 
that, as the value of statistics lies principally in their analysis 
and interpretation, those responsible for the collection of statistics 
should have an intimate knowledge of the theory and practice of 
economics. 

964. In order to keep fuller and comprehensive st.a.tistics, 
it would be necessary to pass a special Ordinance empowering 
the Statistical Department of Government to collect such of 
the figures from individuals, firms, and industries as may appear 
importa.nt from the public point. This agency should prove of 
considerable value to Government and the public. 

965. The work of the Government Statistical Department Economic AdVIsory 
should also be supplemented by an Economic Advisory Council Council. 
to assist Government in understanding economic problems. As 
its name implies, its functions would be advisory and not 
administrative. It will collect and study economic data, carry 
on research in economic probrems and advise on and investigate 
into such questions as may De submitted by the executive for its 
'Consideration. A good deal of valuable information is no doubt 
available in Government reports and publications, but it is mostly 
in undigested form, unconnected and uncorrelated. In a 
majority of cases they do not lend to statistical analysis. It will 
be the task of this Council to suggest improvements in the forms 
and methods of their presentation and what further information 
should be given. It will carefully study and analyse these reports 
and give the net result of its research in a presentable form. 

966. The Council can employ special collectors of information Agency for 
from time to time, as well as call upon various Government ~ollectio~ of 
Departments to supply statistics. It can invite co-operation of InformatIon. 
private firms and business concerns in the procuration of material. 
College students, specially those qualifying for degress in economic 
subjects, can be invited to undertake specified invest,igations 
during vacations, On payment of a small stipend or out-of-pocket 
expenses. That will give them a good deal of experience and 
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provide them with an active interest in their study. Economics 
will then be to them not merely a bookish study, but a live 
subject full of meaning and purpose. A little actual work 
involving application Qf their theoret.i.cal knowledge will reveal 
to them the immense importance and possibilities of their sub
ject. At the same time, the arrangement would provide, at a 
nominal cost, a band of keen and enthusiastic workers in the 
service of this most essential branch of public work, and whose 
interest in the work would not be limited to the amount of 
remuneration. 

967. It is not our intention to go into the detruIs of the 
constitution of the Council or what funds should be provided for 
its working. These are matters Qf detail. But we wish to 
point out that two fundamental conditions should be observed 
in the composition of the Council. They are:-

(1) There should be an arrangement for: the combination 
of a small whole-time paid staff with others who 
would acivise, guide, and supervise the work, without 
remunerat.i.on. 

(2) The membership should be composed not merely of 
theoretical or practical persons, but there should be 
a uriion of both. This arrangement would p'rovide a 
necessary corrective of theory to practice and of 
practice to theory. 

968. Keeping the above principles in view we recommend that 
the paid staff of the Council should consist of a paid Chairman, 
a paid Secretary, and a few stenographers and clerks. The first 
two should be men of experience possessing sufficient knowledge 
of economic theory. The paid staff of the Council should be 
assisted by University students, as suggest-ed above, or by 
other paid employees as occasions may demand. For the ot.her 
honorary members of the Council we suggest that they should 
be nominated by the Government. out of the following groups:-

(1) Government officials in charge of agriculture, industry, 
commerce, co-operation and finance. 

(2) Professors of Economics in the University College. 
(3) Representat,ives of the Council of Sta.te. 
(4) Representatives of the Chamber of Commerce. 
(5) Manager of the Proposed State-aided Bank. 

It is not necessary that everyone ini the above groups should be 
nominated to tlie Council, but one or two from each group and 
a periodic rotation amongst them should be enough. 

969. The Economic Council and the Government Statistical 
Department would then combine to present a correct picture of 
economic problems of the country, as well as indicate the lines 
on which policies should be formulat~ and improvements 
effected. As builders of nat.i.onal prosperity their value will be 
inde.ed great. 

CHAPTER XVI. 

SUMMARY AND ACKNOWLEDGMENTS. 

970. We now proceed to summarize the report. The sum
mary, however at best focusses attention on some of the important 
points dealt with in the inquiry, so that those interested in any 
particular problems may, if they so like, first devote their 
attention to those questions. 



REPORT OF THE CEYLON BANKING COMMISSION. 2"39 

HISTORY OF THE INQUIRY. 

971. The report opens with the warrant of appointment and the Chapter I., 
history of events which led up to it. Mr. George E. de Silvs'sparagraphs 1-17. 
resolution is the immediate occasion for the coming into existence 
of the Commission. The terms of reference require the Commis-
aon .. to inquire into and report upon the existing conditions .)f 
banking and credit in Ceylon and to consider the steps if any 
that are feasible and desirable in respect of the provision of bank-
ing and credit facilities for (a) agriculture, (~) industry, (c) trade. 
aad also ~ make recommendations regarding the desirab;Iity ')1 
establishing a State-aided Bank and sound local banks ". In ail 
38,0(() copies of the Questionnaire in English and Vernaculars 
-were distributed. The Commission toured throughout the Is2and 
to bke evidence. 

TUB SALIENT FEATURES OF CEYLON_ 

972. The report then proceeds to give a brief outline of the Chapter n., 
main features of the Island. The increasing population of paragraphs 1842. 
Ceylon, the high density of population, and the difficulties re-
naled by the present depression as being associated with the 
countries engaged in agriculture and production of raw nlaterials 
are referred to as creating new problems whose consideration is 
becoming daily urgent and compelling. The financ:al position of 
the Island is quite healthy. 

EcONOMIO BACKGROUND • 

. 973. In order to provide a proper setting for the problems :)f Chapter m., 
inquiry there is given a picture of the economic background. paragraphs 43-6i. 
There is predominance of agricultural production and dependence 
upon external markets. There are practically no industries in 
t he accepted sense of the term involving radical alteration of 
raw materials into consumable shape through the process of 
manufacture. The Island depends for food and clothing on 
outside sources. The range of production is limited. The report 
emphasizes the instability of the economic equilibrium of Ceylon 
on account of insufficiency of diversification in her economic 
enterprises and inability to in1luence prices, because the p-urcha-
serB of her roods lie outside the Island and world factors have thE' 
greatest say under such circumstances. There is danger to 
n:ltural production through scientific and technical progress which 
tends to create artificial substitutes and revolutionize the process 
and methods of cultivation. The fall in the price of raw materials 
has been relatively greater than that in the manufactured goods. 
The position of rubber and tea has been rehabilitated to some 
extent by restriction in their production through world-wide 
arrangements but the condition of the coconut industry continues 
to be depressing and a source of great anxiety. There is general 
dissatisfaction among the local intelligentsia with the existing 
economic order and the incre3sing consciousneSll that thE' 
solution of the present defects lies in widening the sphere of 
national activity so as to embrace industrial production on R 

progressive scale. 
974. A good deal of prominence is given in some quarters to Handicaps of 

the inability of the Ceylonese to carryon successfully business, Ceylonese. 
banking, and industrial undertakings. Want of punctuality 10 
meeting their obligations is frequently urged 8S an argumentl)f 
unfitness. There is nothin~ inherent in the indigenous people, 
which makE'S them unfit for these pursuits. They are onlv victims 
of past circumstances, which have created a situation"' wherein 
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most of those activities are monopolized by foreigners, who have 
built up unassailable posit,ions. Not only is there strong com
petition to be faced, buL a considel'llble leeway has to be made up 
in training, expe):ience, and cl'edit and financial methods. 

EXISTING BANKING AND CREDIT AGENCIES. 

Chapter IV., 975. The report then proceeds to describe the early history 
paragraphs 63·277. of banking in Ceylon and causes of banking failures. On account 

of the nervousness caused by the collapse of the indigenous Bank 
of Colombo, which is still greatly visible, the ilTegularities con
nected with its working and the reason of its failure are gone into. 
Loans were made to shareholders on the security of bank shares, 
which negatived the security provided by capital. Four-fifths of 
the bank's capital and 50 per cent. of deposits were lent to Direct
ors against bank's shares and immovable properties. There was 
absence of qualified and experienced staff. Malicious propaganda 
and want of public confidence also contributed to the downfall. 

Commercial banks. 976. The report discusses the activities of existing credit 
agencies, how far they supply the credit wants of the country 
and in what respect they are found wanting. The commercial 
banks form the most important part of the credit structure of 
the Island. Their activities are operated through Colombo and 
mostly confined to the people in the capital city. The older of 
these banks have materially contributed to the building up of 
economic Ceylon. It must also be said to their credit that 
although they generally engage in short-period commercial credits 
they have not hesitated to lend on mortgages and other securities 
or for longer periods. In adopting such a courageous policr' they 
have mitigated the seriousness of absence of other types 0 credit 
institutions. 

Exchange banka 977. Under the group of commercial banks are discussed the 
activities of the exchange banks, the Imperial Bank, the Inditm 
joint stock banks, and 1Ihe indigenous joint stock banks. The 
exchange banks confine their activities mainly to the financing of 
the foreign trade of Ceylon but their participntion in the internal 
and mortgage credit is also substantial. In so far as applications 
from the indigenous community are concerned, their working is 
unfortunately not free from -complaints. There is no direct 
contact between the Ceylonese clientele and t,he exchange bank 
management. This has introduced the need for the intervention 
of the shroff. This extraneous link has not only led to the 
indefensible practice of payment by borrowers of commission, both 
authorized and unauthorized, but also int.roduced a good many 
abuses in the working. When a shroff's guarantee is insisted 
upon, he becomes the sole arbiter of the non-European needs for 
bank credit and requires a price for agr€'eing to back 8 proposal 
with his signature. Necessity for some sort of additional cover 
lllay be understandable where clean advances are made, but whl"n 
guarantee is asked for even where there is ample security, the 
question becomes incomprehensible. The cost of bOITOwing to the 
CeyloDl"se becomes greater and interferes with successful competi
tion with their foreign rivals. 

Discrimination. 978. Serious complaints were brought to the j notice of the 
Commission about, the discrimination of these banks in the matter 
of distribution of credit. It is diffic.ult to adjudicate upon these 
grievances. Every dissatisfied applicant th~n.ks. rightly or 
wrongly, that he hos not been fairly tre!\ted. Ihere ore seyeral 
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subtle considerations about character, business efficiency, and 
capacity to repay, which a. bank manager has to take into account 
before deciding ()11 a credit proposal. The matter becomes more 
complex because the debtors ar,e reluctant to accuse openly their 
creditors, because of the fear of victimization, and bankers 
categorically deny these accusat.ions. However, reading between 
these divergent statement6, it is not difficult to see that, although 
in BOme cases dissatisfaction is due to ignorance of principles 
which govern commercial advances and even though there may 
be no in~tional racial discrimination on th~ part of the bank 
management, in practice, it somehow comes into operation. 
Absence of direct points of contact, requirement of approach 
through the shroff, his guarantee, his commission, and the higber 
rates of interest have created sufficient grounds for genuine 
complaints and not unjustifiably created the popular impression 
of discrimination. 

979. The working of the Imperial Bank is restricted, to some The Imperial bank 
extent; by the provision of the Imperial Bank Act. In other of India. 
respects its policy of lending and working resembles that of the 
exchange banks. The major portion of Government surplus funds 
is deposited with this bank. Roughly Rs. 20 million of Govern-
ment and public deposits lie with the banking system of, the 
Island. 

980. The Indian joint stock banks do business on ,a modest Indian and .. 
scale and are chiefly concerned with the finance of the Indo- Ceylonese Jomt 
C I t d Th · d' .. t sto k b nk inl stock. banks. ey onese ra e. e m 1genous Jom cas are ma y 
interested in the supply of remittance to planters. Their con
tlibution to the supply of crEdit, in the accep,ted sense of the 
term, implying lending for short or long periods, is almost 
negligible. 

981. Credit provided by the State Mortgage Bank is briefly State Mortgage 
referred to. Complications in title have materially reduced Bank. 
the scope of its usefulness. It should take greater responsibility 
for converting the present floating agricult-ural debt into long-term 
debt so as to lighten its burden and facilitate its liquidation. The 
debentures of the bank are a popular form of ipvestment. Its 
annual working has so far resulted in loss which would disappear 
with increase in business. 

982. Reference is also made to the Loan Board and its Loan Board. 
importance from the credit point of view. It provides expert 
financial management of funds which temporarily come into the 
hands of the judiciary and the officials allied to it. Instead of 
earmarking the lapsed amounts for the purposes cognate to or 
connected with the administration of justice, it is recommended 
that the matter should be left to the discretion of the Legislature. 

983. The report then goes on to discuss the activities 1)£ Cheetus. 
cheetus and the injury which they cause to the public in their 
present unregulated state. They are full of abuses which call 
for early legislaticm. Recommendations as to what should be tbe 
basis of this law, among other things, require that every cheetu 
company should have a minimum paid-up capital of Rs. 10,000, 
and the .total collection of cheetus outstanding at any time should 
not be more t,han ten times the paid-up capital. With the 
starting of a cheetu the company must deposit with Govern-
ment twice the value of the cheetu offered. Provisions are 
also suggested in regard to the inspection of their books by 
Government, keeping of minutes, intimation to Government of 
defaults, reporting of namell of successful bidders, and introduction 
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of the system of tenders along with that of the present method 
of al1ction, Cheetus provide a crude, but perhaps a necessary, 
':form of borrowing and lending suited to a certain. sectJon of the 
community in debt, but they will disappear with the growth of 
national banking. 

Chettiara. 984. Among the' private credit agencies, Chettiars play the 
most important part. They have played no mean part in the 
eoonomicdevelopment of the Island. They have formed an indis
penss,ble link between banks and the vast body of the Ceylonese 
borrowers. Without their intervention, considerable portion .)f 
·the indigenous business activities would have remained without 
financial facilities. Their total lending business at one time 
amOl:lnted to Rs. 150 million, but it has now come down to 
Rs. 100 million. Out of this, Rs. 54 million represents aQ.tual 
loans outstanding and Rs. 46 million is the amount invested in 
business and properties purchased in satisfaction of debt. On 
a.cc0unt of the depression they ha.ve been considerably hard hit. 
In ~evell'al cases the value of their securities is less than the debt 
due. In order to safeguard their interests and to prevent the 
piling up of debts. they have been reluctantly compelled to pur
ehas!,! mortgaged lands in settlement of their claims. But they 
are ready to return them back to their original owners on being 
paid even a sum smaller than wh3t they paid for the lands. Most 
of the witnesses were emphatic that Chettiars did 00\ want to 
lock up their money in lanas. 

Inquiry into rural 985. Iii the absence of reliable statistics it is difficult \0 dis-
debt. prove figures supplied by the Chettiars' Association. No dOUbt 

there is a wide gap between the popular figures of indebtedness 
and what would appear to be justifiable on the basis of the 
CheUiars' figures. It is recommended to Government to institute 
an inquiry into rural debt and to find means to help the 

. agriculturist. . 
Shrin~&ge of . 986. The Chettiar system of business has been badly shaken 
Chettlars'. bu~mess by the depression and there is a considerable shrinkage of their 
and unsClentific b' 'f1h . . t" b f . ort b . of their work. usmeSB. .\. elr assoma Ion gIves anum er 0 reasons In supp 

&S19 of their relucta.nce .. to extend, nay even continue, their money 
lending business ". There is a rude awakening of both, the banks 
and the Chettiars, to the fact that it is fundamentaTIy wrong to 
finance long-term activities, or where the prospect of repayment 
willhin a reasonable period is uncertain or remote, out of short 
period borrowings. A change in their methods of working and the 
aleation of a new agency which would work on a scientific basis 
are oalled for. 

Complaints against 987. The complaints against the Chettiars al'~ examined. 
Cliettiars. They all move round the pivqt of the· high rate of interest. 

But when this is examined in conjunction with the working 
expenses, imperfection of security and the risk involved in money 
lending, m\teh of its force disappears. Leaving aside the case 
of .petty Chettiars, the business methods of the oommunity are 
clean and free from malpractices. The greatest drawback in 
their organization is the pJlOvision of facile credit which is injurious 
in the long run both to the creditor and the debtor. 

Pawnbrokers. 988. The working of the pawnbrokers and how far the present 
Ordinanoe controls their business are examined. Complaints 
against 'this credit. agency relat·e to ~he high rate of interest .. both 
authorized 'HId unauthorized, bogus Ructions and unlicensed shops. 
Law is already strict In respe!lt of these matters and it lies with 
the bel'lO"Wers 'to remedy these< d~feets. Formation of honest 
agenciell through Municipalities and local bodies is suggested. 
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At present the pawnbroker can usurp any surplus in an auction 
tiale that remains unclaimed for two years. A recommendation is 
made for the deposit of aU such excesses with the Post Office 
Savings Bank, and, if money is allowed to lapse, it should be in 
favour of the State, and utilized for public purposes. The supply 
,of essential statistics of their business in public interest is also 
recommended. 

i \:Itj9. On account of the gr:eat importance of the boutique- Boutique-keepers. 
!keeper in the rural life of the country, the report examines at 
ilength his credit operations and their reactions upon the economic 
life. In spite of the disadvantages of high oo~~ and all that is 
isaid against him, there is no doubt that, under the present condi-
:tions, he fills an important place in village life and he cannot 
[be easily displaced. 

I' 990. Act.ivities of money-lenders and the provisions of the Money-lenders. 
ploney-Ienders' Ordinance are then examined. Money lending is 
Fcient business and anyone can engage in it. Wealthy persons 
tand retired officials do not hesitate to engage in this activity. The 
tlandlord's advances to his tenants and to his neighbouring land-
~o"'-ners are well-known. The agriculturist, who lends with a view 

I
to getting the land of rus debtor, is a hard-hearted creditor. 
Advances by amateur money-lenders and other financiers like the 
Incorporated Trustees of ,the Church of England in Ceylon and 
the Charity Commissioner are also dascussed. 

, 991. Sufficient safeguards exist to protect the debtors from Safeguards agAinst 
the malpractices of the creditors. If abuses are still found in malpr&etices. 

, pract.ice they are inseparable from the na.ture of private lendings 
and indicate difficulties of legislation in vhese matters. It is 
impossible to save a person by law who refuses to take advantage 

,of measures designed to help him or desires to commit economic 
, suicide. 
> • 992. Under the Ordinance it is penal to take blank promissory Rates of interest. 
notes or enter ficriitious amounts. The judges have discretion 
to open the question of rates of interest and to lower them even 
under the legal rates. The Commission recommends that this 
discretion be freely used under the present easy money condi-
tions. A recommendation is made that the legal rates be lowered 
in the case of secured advances. 

993. The section dealing with private money-lenders ends with Afghans. 
the description of the operation of the Afghan. He is a most 
rapacious type of money-lender. The Commission recommends 
that if it is possible he should be banned from coming intel the 
Island or engaging in money lending. The Police should be on 
the lookout for the detection of malpractices by Afghans and ask 
for exemplary punishments where offence is proved. 

994. Government play an imperceptible but nevertheless Government and 
a very important part ill the supply of credit to the market. They credi, system. 

,keep large deposits with banks, which are utilized in widening 
, the basis of financial help. It is computed that approximately 
,Rs. 20 million are supplied by Government and semi-Govern-
ment departments to the banking system. Through the Local 

: Loans and Development Fund credit is supplied to the local bodies 
, and the co-operative system. Government's position as a. bor
. rower througb direct loan operations and the Post Office Savings 
i Bank is also discussed. Examination of the national debt of the 
_ country discloses an extremely sa.tisfactory posi.tion. Instead of 
; there being a debt bllrden, there is a net surplus capital saving. 
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NEED FOR A NATIONAL BANK. 

Chapter V., 995. The Commission then goes on to analyse the defects of 
paragraphs 278·803. the existing credit system and whether there is need for national 
Defects of existing banking institutions. Reduction in the Chettiars' operations and 
banking system. the displacement of the Shroff, as guarantor for advances referred 

to by tQ.e bank Managers, have created conditions in which there 
may be shrinkage in credit. The liigh price and facile credit of 
the Chettiars' financial machinery are too well-known and 
injurious. The existing banking organization with its nerve 
centre thousands of miles away and whose managemen.t lacks 
intimate touch with the population is unfitted to meet reasonable 
indigenous demands for credit. There is no branch banking and 
most of the present banks have their business concentrated in 
Colombo. In the matter of internal finance and inland remit
tances, the present banks are found w,ossly wanting. They are 
mainly interested in the finance of foreign trade and there is 
danger of interference in their financial operations from foreign 
trade rivalry, wherever there is conflict of interest with the 
internal business. National banking hilS proved a boon in 
every country and it is also essential for the economic 
advancement of Ceylon. Fro-eign banks and foreign business 
houses naturally view with apprehension new banks coming into 
the field!. They think that tfue existing banks would be able to 
cope with all tlili demand for credit~ This is no~ denied, 
but they are tempersmentally and constitutionally unsuited to 
help the country's opers.tions to any great, extent. Powerful 
indigenous banks are always helpful not only to the commercial 
community, but also to Government in their hour of need. 
National banking will lower rates of interest. 

PROPOSED BANKING STRUCTURE: A NATIONAL BANK 

FOR CEYLON. 

Chapter VI., 996. The Commissioners then discuss what form national 
paragraphs 304·358. banking activity should take. The relative advantages of the State 
Stated· aided Bank and the State-aided Bank are examined and it is shown how 
bank. the proposal of the State-aided Bank is preferable. Arguments 

of foreigners who deprecate participation by the State into 
banking are analysed, and they are shown to be untenable. 
Examples of other countries confirm that there is no hard and 
fast rule when Government assistance should be given or for 
what purpose it should be given. Every project has to be con
sidered on its merits and in the light of surrounding circum
j;tances. Under the present position of Ceylon, unless the State 
comes forward to supply deficiency in the public subscription of 
capital the ideal of national banking must ever remain an 
unrealiz.able dream. 

Constitution. 997. Recommendations are made in regard to the capital and 
constitution of the bank, which, among other things, provide that 
the initial capital of the bank should be Rs. 10 million, out of 
which the State should subscribe Rs. 8 ·million. The public 
should be offered 40,000 ordinary shares of Rs. 25 each for the 
present and thereafter the remaining 40,000 ordinary shares should 
be issuea at bank's option. Ways and means of Govern
ment are discussed for providing this money, and it is clear that 
there are ample .resources' from which the capital can be found. 
When things improve Government may sell off their holdings. 
Government are not required to assume any other responsibility in 
regard to the liabilities and deposits of the bank. With a pro
perly regulated constitution and efficient management there should 
be no risk of loss of capital contributed by the State. 
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998. The Commissioners recommend that the capital of Rs. 10 Capital. 
million should be divided into Rs. 8 million. worth of 3 per cent. 
cumulative preference shares of Rs. 100 each and Rs. 2 million 
worth of ordinary shares of Rs. 25 each, on condition that bhe pre
ference shareholders may convert their shares into ordinary shares, 
if they so desire, at the end of [) years. The State should subscribe 
to the preference shares. Advantages of Government taking up 
preference shares with the option of conversion into ordinary 
capital are discussed and it is further provided that if the working 
of the bank should, at any time, disclose a loss of one-third of the 
capital and reserve, iii should stop i.ts activities in the interests 
of preservation of the capital put in by Government. In 
order to facilitate Government subscription it is proposed 
that only 50 per cent. of the amount payable on preference shares 
should be called up in the first year and the balance in two instal-
ments of 25 per cent. each, at intervals of not less than six months 
each. In regard to the ordinary capital, it is suggested that, only 
half should be offered to the public in the first instance and the 
balance kept over until some favourable opportunity arises. Rs. 15 
is to be called up on application and allotment, and the balance in 
two calls of Rs. 5 each, at intervals of not loss than six months. 
Voting power of shares is restricted-one vote for the first five 
shares and thereafter one additional vote for every subsequent 
25 shares. 

999. It is recommended that 7 or 9 Directors from Europeans, Directors. 
Indians, and Ceylonese in a certain proportion should be appoint
ed to control the bank and that the selection of the first Directors 
should be made by the Governor. In order to selem. the right sort 
of people, it is suggested that the Governor should invite nomina
tions from the four principal Chambers of Commerce, but his 
choice need not be confined to the names recommended by them. 
Qualifications to be possessed by the Directors are prescn"bed 
which, among otJter things, require the holding of shares of the 
face value of not less than Rs. 5,000, residence of five years"'in 
Ceylon, active engagement in trade, industry, or agriculture for 
over ten years and non-membership of the State Council. 

1000. The Commission recommends the appointment of a Management. 
Manager on Rs. 2,000 to Rs. 3,000 per mensem, a Sub-Manager 
on Rs. 1,200 to Rs. 1,500 per mensem, an Accountant on 
Rs. 750 to Rs. 1,000 per mensem, and Secretary on Rs. 500 
to Rs. 750 per mensem. Banking experience of ten to fifteen 
years is prescribed for the holding of any of these appointments. 
It is also suggested that Government should appoint a 
Financial Adviser to the bank at least for the first five years. He 
need not be a full-time person and may be consulted occasionally. 

1001. Suggestions are also made in regard to the business of Business, audit, 
the bank, audit, and other important matters. &c. 

1002. The case for Government representation on the Board Governmen~. 
of Directors is fully discussed and in view of the safeguards pro- representation. 
vided in the constitution of the bank, such representation is not 
deemed necessary. 

1003. A chart showing the proposed banking structure and the Chart of the 
inter.relationships of the various credit agencies is attached. proposed banking 

structure. 

LOCAT. BANKS. 

1004. Facilities to be created bv the State-aided Bank are to .Chapter VII., 
be supplemented by the establishm~nt of local banks in important paragraphs 359·381. 
places. It is explained in the report why this mode of expansion 
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is to be preferred to the development IOf branch banking of 
the State-aided Bank; but if later experience warrants that the 
Commissioners' expectations in regard to the inauguration of 
local banking are not satisfied there should be no bar to the 
expansion of the /l.ctivities of the State-aided Bank. Chief 
responsibi).it.y for the pro~otio~ of these b~nks is imposed upon 
the State-aided Bank whICh is to be their banker friend and 
guide. Suggestions are also given as to the principies on which 
these banks should be founded and worked. The Commissioners 
think that no such bank should have a subscribed capital of less 
than Rs. 500,000, half of which should at least be paid up. No 
statutory limitation is imposed upon the distribution of dividends, 
but as a word of advice iIt is said tha.t before distributing dividend 
15 to 25 per cent. of the net annual profits should be transferred 
to reserve, until it equals 50 per cent. of the paid-up capital. 

1005. It is also r:ecommended that the State-aided Bank 
should assume the principal responsibilities of providing credit 
f('l' intemal economic activities whether related to agriculture, 
commerce, or industry. 

BANKING REGULATIONS. 

Chapter vm., 1006. In view of the great importance of banking regulations, 
paragraphs 882·424. the Commissioners have gone thoroughly into the existing Bank-

ing and Joint Stock Companies' Ordinances and shown how 
deficient they are. Laws in India, England, and other countries 
in this respect are referred to and recommendations made as to 
the improvements which should be introduced. It is suggested 
that banks should be required to observe certain conditions in 
regard to their incorporation, commencement of business, publi
cation of financial statements and balance sheets and their audit, 
and· supply statistics. Both indigenous and foreign banks are 
required to take out a licence, and the conditions on which 
licence shou\l.d Ibe given are laid dowDj in the report. There 
is to be a Register of Banks in which the name of every 
such licensee is to be entered. It is recommended that no bank 
should be allowed to advance against its own shares. Some sug
gest.ions are also mad~ as to the diversifica.tion and liquid nature 
of bank assets. Provision is also made for investigation by Gov
ernment into affairs of a bank on a complaint by shareholliers 
and depositors. In order that banking enterprises may not be 
withered by blasphemous reports and mald fide complaints, a pro
cedure is suggested whereby preliminary inquiry would be held 
by the Registrar of Joint Stock Companies and the offence would 
be triable by the magistrate only if such an inquiry gives necess~ry 
permission. Alternatively, it is recommended that the defen~lllg 
bank should be reimbursed with its costs in case of vexahous 
proceedings by the complainant, and the latter should 'be re9,uired 
to make a deposit in court in advance. An arrangement is also 
suggested to stop bear raids on bank shares. 

LEGAL HANDICAPS OF CREDIT AGENCIES. 

Ch&pter IX., • 1007. IntereSlt represents not merely tpe charg.e. for the hire 
paragraphs 425·458. of the use of money, but it also covers compensatIon for loss or 

delay in getting back the principal. On account of many com
plaints that the present commercial la:w. is grossly inad.equate 
from the point of ?redi.t, the Co~mlssl~ners have mmutely 
examined this qU6stlOn 1ll consultatIOn With Government law 
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officers. There is no doubt about the deficiencies in the law and 
the handicaps it imposes upon credit operations. The legal 
machinery requires to be overhauled. V arious legislative enact
ments which impinge upon credit are examined and suggestions 
me.de as to their improvements. The Civil Procedure Code and 
Joint Stock Companies' Ordinance appear to be out of date. 
There is 8 great delay in the disposal of suits. Recommendations 
Ilre made about the legal permissibility of equitable mortgage and 
the creation of 8 simple law in regard to the hypothecation of 
movables, securing of advances by shares and assignment of 
policies, bankers' lien and the rights of pawnee to sell the mort
gaged goods under certain conditions without applying to the 
court. It is found that in general the Roman-Dutch law is too 
antiquated to meet the demands of present day commercial and 
banking activities and that the legal system of Ceylon governing 
them should be carefully revised. 

L'IIVESTMENTS AND SAVI:/fGS. 

1008. On account of the importance of investments ana: Chapter X., 
savings upon the banking and capital system the various agencies pa.r~g1'6phs 459-514_ 
of promoting thrift are discussed_ Land has, until now, formed ~:~~~:s.sa.Vlng 
the most attractive investment for the Ceylonese_ There is 
absence of indigenous investment in st00k exchange securities 
and the chief reason for this state of affairs can be ascribed. to 
there being no Ceylonese as share brokers_ Tlie rigidity of the 
rules of the Share Brokers' Association in making it impossible 
for the sons of the soil to get into this business is referred to and 
recommendations are made as to how tliis state of affairs should 
be remedied. 

1009. It 'is urged that the State should take advantage of the Government rupee 
present easy money conditions and arrange for voluntary conver- securities_ 
sion of its external debt into rupee commitments. The Commis-
sioners do not anticipate that Government would not find 
enough money or will have to pa.Y' a higher price for rupee.loans, 
but, even if it does cost a little more, that should not stand in the 
way of the adoption of the policy of internal borrowing. There 
would be ample compensation in the avoidance of risk of exchange 
fluctuation inseparable from foreign borrowing and the formation 
of indigenous investment habits and capital markets. Gov-
ernment's policy in not floating its loans inside the Island is also 
responsible for the non-ex'istence of suitable investments and the 
non-development of the security habit. 

1010. An amalgamation of the Ceylon Savings Bank and the Unification of the 
Post Office Savings Bank, decentralization of the working of the savi~gs ~a.nks 
Post Office Savings Bank and the liberalization of the rules of workmg m Ceylon 
withdrawals are recommended in the interests of popularity, 
efficiency, and unification of the Savings Banks working in the 
Island. 

1011. The creation of new channels of saving in the shape of New chan.nela of 
Postal Cash Certifica.tes, Treasury Bills, and investments in build- savings. 
ing societies is also suggested. The questJon of investment trusts 
for the Island is also considered, but it is thought . desirable that 
its introduction should be postponed until the establishment of 
the State-aided Bank. The question of opening of cheque 
accounts in Post Offices and permitting local bodies to open 
savings bank departments is also examined, hut it is considered 
too premature to start these activities immediately. The 
machineries of provident and mutual societies as aids to savings 
have also been looked into, and abuses connected with the working 
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are pointed out. It is urged that the law in this rel!pect should 
be strengthened. Misrepresentations. and misunderstandings 
caused Iby the Business Names Ordinance are referred to and 
suggestions made as to their remedy. The abolition of the stamp 
duty on cheques is recommended. On account of the importance 
of insurance as a medium for beneficient investment, the Report 
deals with the necessity of its regulation. The absence of 
legislation for incorporation of local insurance companies is 
deplored and suggestions are made for the introduction of a special 
Ordinance to control the working of insurance companies both 
indigenous and foreign. I1l is recommended tha.t every insurance 
company should deposit a. minimum sum of Rs. 25,000 on its 
incorporation which must be gradually increased to Rs. 2 lacs 
from premium income and insurance fund reserve. The Com
mission does not agree with the demand that all the premia 
received by insurance companies in Ceylon should be invested 
locally, because severaJ of them: have 'tot reinsure their I7sk 
outside the country and all the premium income received by them 
does not remain in their hands. A number of requirements in 
connection with the preparation of balance sheet, its audit, rights 
of shareholders and policy holders, the preservation of life fund 
for the sole benefit of policy holders, &c., are suggested to be 
incorporated in the proposed legislation. 

AGRICULTURAL FINANCE. 

Chapter XI., 1012 Th . It . t f th b lk f th It' f paraar&phs 615.725 • e agrlcu urIS s orm. e u 0 e P?PU a.lon 0 
" . Ceylon and the problem of agricultural finance IS mmutely 

examined. The business of agriculture is analysed to determine 
what risks it involves and whether there are any special handi
caps in Ceylon to make lending difficult and costly to the 
peasantry. The precarious nature of agriculture on account of 
lits dependence on weather conditions and the meagre margin in 
production, which mostly disappears and even becomes negative, 
are the greatest hindrances in the matter of rural credit. The 
position is made worse in Ceylon bec~use of tpe confusion in titles. 
A historical examination of systems of land ,tenure reveals how 

Recommendations 
for registration of 
titles. 

Finance for 
colonization. 

'Recommendations 
to alleviate rural 
debt position. 

the chaotic state in ownership 'of lands has artisen. 
1013. The activities of the Land Settlement Department, in 

so far as it has bearing on this problem, are analysed. It is 
recommended that the organization of the Land Settlement 
Department should be widened so that its inquiry may relate 
not only to the clearance of disput.es between the Crown 
and the public but between all the private claimants inter se as 
well. A part of such expenses may be recovered by a small levy 
on the land whose title is cleared. Future complaints regarding 
title are to be avoided by the introduction of the system of title 
registration in a special register. Prohibition of fragmentation of 
land and consolidation of existing fractional holdings are also 
recommended. 

1014. The scheme of colonization of new waste lands on the 
basis of peasant proprietorship is examined from its financial 
aspect. A special form of organization to provide credit for the 
development of these lands is recommended. 

H)15. A sliort description of the tea, rubber, coconut, and pllddy 
cultivations is given. The present indebtedness of owners of 
coconut land is described and owing to the precarious position of 
coconut land-owners, the Commission suggests an Ordinance to 
restrict the rate of interest on mortgagedooconut land to 7 per 
cent. This will bring an annual saving of approximately Rs. 5 
million a year to the owners of mortgaged land withollt. putting 
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the mortgagees to much inconvenience. Th~ Commission also 
discusses the general rural indebtedness of the country and sug
gests the formation of Conciliatory Boards in different districts to 
register individual indebtedness on mortgages of land and bring 
about a reconciliation between the debtors and the creditors in 
respect of their borrowings and lendings. It is also recommended 
that Government should come forward to institute •• Agricul
turists' Redemption Fund" to help the rural debtors. 

INDUSTRIAL FINANOE. 

1016. On account of the need of industrial expansion to. pro- Chapter XII., 
vide means of subsistance for increasing population, as well as to paragraphs 726-764. 
mitigate the present utter dependence upon foreign markets, the 
question of industrial finance is considered. The financial Major industries. 
requirements of major industries are of two kinds:-

(a) For capital purposes. 
(b) For working expenses. 

In so far as the first demand is concerned, it must be mainly pro
vided through the capital market. Investors should come for
ward to take shares in industrial enterprises. The provision of 
working capital can be arranged with or faciliated tnrough com
mercial banks and the State-aided Bank. 

1017. There would, however, be certain types of industries I>'ta.te aid to 
which, on account of their pioneer nature or large scale, would Industries. 
require financial aid ~m the StJa.te. Such assistance may 
be given through the ~~ncy of t;he State-ai.ded Bank. Thls 
bank can be aaked in $e firs.t instance ·to I\oBcertain the 
commercial possibilities of the project. If it is "established 
that the industry lias a fair chance of success the state 
may decide what aid to give. Instead of making direct advances 
and undertaking responsibilities of supervision and tpe collection 
of instalments towards payment of debts, Government may 
delegate its functions in these respects to the State-aided Bank. 
Government may give their guarantee to the bank and on the 
strength of this security, the bank can supply the necessa.ry capi-
tal to the industry. An arrangement like this would prove 
businesslike. The State will not be faced with the problem of 
finding the money and the bank will have scope for utilizing its 
funds. Being in touch with business, it would be able to better 
supervise the working of the industry. 

1018. With regard to the demand for an industrial bank, Industrial bank .. 
the Commissioners thlnk that thls is premature. They thlnk 
that the arrangement suggested by them would in practice prove 
equally efficacious. When an industry has demonstrated its 
profitableness the State-aided Bank could help it in the floatation 
of debentures and their underwriting. 

1019. The finance of cottage industries should be mainly Cottage industries. 
provided through industrial co-operative banks and urban credit 
societies. In tlle matter of providing working credit, these banks 
can supplement their resources from the State-aided Bank. 

MARKETING FINANOE. 

1020. On account of the importance of marketing finance on Chapter XIII., 
prices the existing financial methods are examined from·this angle paragraphs 765·804. 
and suggestions made for their betterment. Credit systems for 
the movement of goods from the field or factory to the seaboard 
or consuming store and for the distribution of imports into the 
hinterland are described and discussed. At present there is no 
organized machinery. Remittance facilities are prominent by . 
their absence; 
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1021. Creation of respectable warehouses and warehouse 
warrants, for the purpose of facilitating marketing credit is 
recommended. 

Marketing societies. 1022. In order to assist the farmer to get a fair price for his 
crops, formation of marketing societies is recommended. They 
should be formed on joint stock principles ana be under the 
supervision of the Agricultural Department. There is greater 
contact between the produ(}ers andi this department than between 
"them arid the Co-operative Department. It is recommended that 
the:y should! receive ,aid from the State in the initial stage of 
therr formation. In order to minimize the opportunities of th .. 
cultivators falling into the hands of the boutique-keepers, it is 
suggested that these societies should not merely aim at selling 
the produce but also supply necessary materials to the peasantry 
in the same way as the present boutique-keepers do. 

Advisory board. 1023. It is recommended that an Advisory BoardJ should be 
formed at Colombo to co-ordinate the activities of the various 
marketing societies as well as to guide them in their work. The 
Ministers in charge of the portfolios of a"arioulture and commerce, 
the Director of Agriculture and the Registrar of Co-operative 
Societies should form this iBoa.rdl. 

CO-OP~RATION • 

Chapter XIV., 1024. A brief history is .give~ of the co-operative movement 
paragraphs 805-936 in the Island. Its importance in agricultural finance is 

undoubted. But the movement is as yet in its infilncy. It 
has merely ,touched the fringe of the rural economic life. There 
does not appear to be much enthusiasm fO!" its progress. Reasons 
for the feebleness of the movement are determined and analysed. 
Recommendations are made to overcom~ the present deficiencies 
and to vitalize. the institution. 

MrSCELLAENEOUS. 

Chapter XV. 1025. The Commissioners finally discuss sundry important 
paragraphs 987-969. matters, which directly or indirectly relate to credit. 
Currency. 1026. The first matter discussed if. that of currency. It is 

not considered desirable that any change should be introduced 
in the pres'ent basis of the monetary system _of Ceylon, partic
ularly in view of the chaotic conditions which prevail to-day in 
the world in reg,a.rd! to international trade and monetary matters. 
The rupee has successfully worked as the standard of external 
measure of Ceylon's currency. The only demandi for change in 
the present arrangement is on t.he ground of loss of profit on 
minting which at present is solely retained by India. The Com
mission an.alyses at length the 4"utb of this charge and! shows 
how this loss can· be avoided by substitut,ing Indian and other 
gilt-edged securities for the rupee portion of the currency reserve. 
The value of the present monetary connection to the eoonomic 
life of Ceylon is discussed in d,etail and shown bow a change 
would disturb the Indo-Cey100.es.e tra::1e and the labour proble1ll8 
of the Island., lead to profiteeloing and! high rates of interest flnd 
cause nervousness in external capital a,t present engaged in the 
Island or likely to come in for the service of future economic 
advancement. In making this recommendation the Commission 
is also supported by the conclusions of previous Currency 
Commissions. 

1027. Recommendations are illso made for the introdluction 
of currency chests at t.he Kaehcheri€s to faoilita·te interotlJ 
remittances and for imparting elasticit,y to the curreDe.yt!y8t~m 
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through recognized! arrangements of automatic expansion and 
contraction. It is hoped that by bringing into the banking 
system, through the State-aided Bank, the Treasury balances 
which are now hoarded in the Kachcheries, there would be a 
widening of the basis of credit and the enlargement of the 
money market. 

1028. The second: question which bas been OOalt with is that Banking education. 
of banking education and training. Importance of th~ pro-
blems to the development of inOligenous banking is unques,tion-
able. W,a.ys and means are suggested to accelerate education 
and training of Ceylonese in banking. It is also urged that 
arrangements should! be made to provide edlucation in co-operation 
so as to quicken and expand the co-operative movement. 

1029. A number of pressing economic problems faoo the Econo~ic ,Advisory 
Island. In order to consider satisDactorily these questions, it CounCIl. 
is suggested that facilities shouldl be provided for economic studly 
and research and that an Economic Advisory Council should be 
established. The main function of this Board would be to study 
economic questions and to carry OlD. research in these matters. 
It will be one of its responsihilities to collect economic data and 
economic information. Suggestions are offered as to the com-
position of this Board and as to the reformation of Government 
Statistical Department. It is suggested that with a small paid 
staff there should be associated honorary members from amongst 
the officials and non-officials. There should be a combination of 
theory and practice, so that there should be a corrective and 
harmonious blending of the two. Agency of students of economics 
should be invited for assistance during vacations on payment of 
actual out-of-pocket expenses. 

1030. The last question dealt with is the collection of statistics. Statistics. 
The lack of reliable figures has handicapped the Commission in 
certain respects in the pursuit of its t.ask. It is recommended that 
a separate department be created and a. special Ordinance 
be passed empowering the Statistical Department of the 
Government to collect such inform.a.tion as ma.y be necessary 
from the public point. It is hoped ,that t.he combined 
agency of the Economic Advisory Council and the Statistical 
Department will materially assist in the formulation of correct 
economic policies and the building up of ,national prosperity. 
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TERMS OF REFERENCE OF THE COMMISSION • 

.. To inquire into and report upon the existing conditions of banking and credit 
in Ceylon and to /lonsider the steps, if any, that are feasible and desirable In resped 
of the proYision of banking and credit facilities for-

(II) Agriculture, 
(b) Industry. 
(c) Trade, 

and also to make recommendations regarding the desirability of establishing 8 
State-aided bank and Bound local hanks." 

CONTENTS OF QUESTIONNAIRE. 

I.-Banks and Credit Facilities for Trade and Main Industries. 
1I.-A State or a State-aided Bank. 

lH.-Banking ~egu1&tions. 
IV.-8&vings &nd Investments. 
V.-Banking Education. 

VI.-Financa and Currency. 
VlI.-Co-opera,tive Credit Banks and Land Mortgage Banks 

VIII.-Agricultural Finance. 
IX.-Small Industries and Retail Tr&de. 
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! ' NOTE. 

TW8 Questionnaire is issued by the Commission for obtaining informat~on, 
views, and suggestions from the public. It is not to be regarded as exhaustlve. 
The Commission will welcome information and suggestions on other matters 
relevant to the inquiry which are not covered by the present Questionnaire. 

In submitting replies, as far as possible the order of the questions should be 
maintained. It is not necessary that all the questions be answered. 

Persons or associations willing and in a position to help the Commission by 
separate statements or memoranda on any particular subject contained in the 
Questionnaire are invited to do so. 

All papers -should reach the Secretary of the Ceylon Banking Commission, 
P; O. Box No. 500, Colombo, on or before July 1. 

Oral evidence will be called for on the basis of, and as required by, the replies 
and statements received. Persons willipg to appear as witness~s are requested 
to inform the Secretary before July 1. 

The ~mmission desire to collect information from all quarters. Persons not 
already supplied can obtain copies of this Questionnaire on application to the 
Secretary of the Banking Commission. 

, QUESTIONNAIRE BY THE CEYLON BANKING COMMISSION. 

I.-Banks and Credit Facilities for Trade and Main Industries. 

(1) What is the approximate amount of local and foreign capital invested 
in Ceylon in tea, rubber,COCODut, and other important industries, 
respectively'} What is the proportion of foreign capital- invested in 
thElm'} To what extent are th~ different industries managed and run 
by the Ceylonese and non-Ceylonese, and with what results'} Please 
give your personal views 0:0. the above subjects. 

(2) What are the principal industries in Ceylon owned or run by Ceylonese 
and non-Ceylonese which in your opinion suff_er at present for want 
of credit facilities, with special reference to:-

(a) Fixed ,capital expenditure (purchase of land, block, &c.), 
(b) Current requirements of working capital (raw materials, improve

ments inland, cattle, working expenditure, &c.) '} 

What would be the best method of securing working and fixed capital for 
them in Ceylon '} 

(3) State how far trading and industrial concerns owned or run by Ceylonese 
and non·Ceylonese receive financial -assistance from the Imperial 
Bank, Exchange Bank, Indian Banks, Indigenous Banks, Co-opera
tive Banks, Chettiars, and other Money-lenders. Do you know of 
any instances where trading and industrial concerns have materially 
been handicapped for want of credit facilities '} 

(4) What average rate of interest is charged to trade and industries where 
finances are made available or credit facilities provided by banks and 
money-lenders? Are these rates higher than what trade and industry 
can bear? 

. (6) what kinds of securities are generally offered to banks and money
- lenders when moneys are borrowed for trade and industries? State 

r -.L ...... l.. .... _ : __ ,.. ... _ ,.._;_; ....... 1"I .... n ..... .I.'IIftn .... ....; ... ;'OC'll l"II'I'ft .I.'IIQ.fft l1'li",...1 Q;tiiClo"'1"1a+'o 
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(6) State what difficulties are experienced by persons engaged in trade and 
industries to procure adequate banking and credit facilities from banks 
and what principal objections are raised by them while considering 
applications for such advances. To what extent have banks and money
lenders sufferea losses by extending credit facilities to trade and in
dustries in Ceylon owing to trade depression and low prices of produce 
and commodi~ies during the last few years? 

(7) If banks in Ceylon have" not financed trade and industries quite freely 
at times, to what causes do you attribute their reluctance? Has it 
been due to fraud or malpractices committed by borrowers or to heavy 
losses incurred as a result of severe fall in prices of commodities? 

(8) Do banks in Ceylon give ample credit facilities on personal secu,rity to 
merchants engaged in trade and industries and lend freely on stocks 

, of goods pledged or hypothecated with them? 
(9) Is short, term or long term credit more easily available to trade and 

industries from banks and money-lenders in Ceylon? 
(10) What are the credit instruments in use with regard to intePnal and 

foreign trade to secure advances from banks and individual money-
lenders? 

(11) Have you any suggestions to make to improve the present methods of 
financing produce, import and export of Ceylon and the different 
classes of documents now in use in connection therewith so as to 
benefit the different classes of producers, buyers, sellers, bankers, 
middlemen, merchants, and the community at large? 

(12) What part do the Imperial Bank of Iridia and the other foreign banks 
take in financing the int,ernal trade, and the imports and exports of 
goods, and discounting of trade bills? How do they help' in the 
movement of crops from the village to the market and from the 
market to the exporting ports? Besides banks, what are the other 
agencies that take part in this kind of finance? 

(13) Do you think there is a good field for encouraging inland trade bills in 
Ceylon, in the purchase and sale of goods ancl in everyday mercantile 
transactions' What steps should be taken to create a bill market 
in Ceylon? 

(14) What are the difficulties of Ceylon producers, shippers, and merchants 
, " who are not associated with European export houses in obtaining 

credit facilities? Can they get their clean or documentary bills dis
counted at any of the banks? Are bills drawn for goods exported 
from Ceylon mostly against confirmed letters of credit? What must 

, be the proportion of such bills to bills against consignment or bills 
partially drawn against documents? " . 

(15) Have you heard o.f any complaint about 'racial discriminations by banks 
, while financing trade and, ;i:p.dustries, discounting' of bills,fixing of 

exchange rates and advancing of moneys against movable and immov
able properties and providing any kind of business facilities to 
merchants in Ceylon? " " ' 

(Hi) Is ft within your knowledge t1;l.all some of tRe foreign insurance com
panies have 9.dvanced large amounts on mortgages of movable and 
immovable properties iI), Ceylon? Do you know of other agencies in 
Ceylon which lend CQJlsidera.ble amounts against (1) immovable pro
perties, (2) rubber, te~, anaot}ler produce? 

(17) How do Chettiars help' trade and general. business of the country? 
Can you give 9. short account of their financial, activities in the last 
ten or twenty years? 

(18) Wha,t privileges and concessions, if.,any, do the Imperial Bank of India 
and some olthe E)(change Banks doing business in Ceylon enjoy from 
,,. - r'O __ .l__ (!~uo,.n1'Ylpnt.. railwav. municipal, port and other local 
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authorities? State whether in your opinion such facilities and con· 
cessions should be allowed to continue as at present, or, if to be 
restricted, to what extent. What services are these banks rendering 
to the Ceylon Government and the other public bodies for the above 
facilities. and concessions enjoyed by them? Ha.ve any of these banks 
ever come forward to fina.nce the Ceylon Government or help it in 
the floatation of their loan requirements'! Have they helped the 
railway, municipal, and port authorities in any schemes of public 
utility? Have they encouraged any pig industrial or commercial 
project, private or public, with financial help? 

(19) Can you give some idea of the total deposits of banks' in. Ceylon? Are 
there any reliable statistics available of the interest these banks have 
in the country so far as their deposits and advances in Ceylon are 
concerned? 

(20) Could you suggest some scheme by which credit facilities could be 
more easily available through banks, and at cheaper rates, to those 
engaged in trade and industries of Ceylon? 

(21) How far and in what ways, in your opinion, should the Government 
give financial assistance to encourage and develop industries' in 
Ceylon? 

(22) What special credit facilities should be provided for pioneer industrial 
undertakings? Can you give any information on the following in
dustries, describing the financial and other difficulties in the way of 
their establishment and successful working and the r~medies you 
propose to overcome them, viz.:-

(4) Cement, 
(b) Soap, 
(e) Sugar, 
(d) Bricks, 
(e) Tiles, 
(f) Paper, 
(g) Matches, 
(h) Biscuits, 
(I) Plumbago, 
(i) Cigars and Cigarettes, 
(k) Canning arid food preservation, and 
(l) Wood distillation and industrial alcohol. 

• 

(23) (4) Can you give a short history of the textile industry in Ceylon? 
(b) What are the circumstances in favour of and agail1i:r~ starting spinning 

and weaving mills in Ceylon? 
(e) With the proposed. restriction on the i~port of foreign piece goods, 

do you think a profitable field will be opened up for starting 
textile factories? Would this not encourage cotton cultivation in 
the Country? 

(d) What special financial assistance would you recommend for building 
up this industry? 

(24) In view of. the present depression in the coconut industry, what steps 
in your opinion, should be taken by the Government and by those 
interested in the industry to improve its general economic condition 
and to put it on a sound financial basis? 

(25) Do you know of industries in Ceylon which have succeeded or failed 
after receiving financial help from the Government? 

(26) (4) How are banks and money-lenders secured when: lending moneys 
o~ _p~~_uce? Wha~ i~ ~he ulrual custom in regard to produce ovel." 
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(b) How does the law in Ceylon with regard to mortgages compare with 
that in India and England? Does it require any amendment? 
Does it prevent banks from giving financial aid? Have banks or 
commercial chambers or the commercial community drawn the 
attention of-the Government to this matter and requested some 
amendment? 

(27) Are there any d~fficulties in arranging fire and marine insurance on 
merchandise and other securities while offering them to banks against 
loans and advances? 

(28) Do banks in Ceylon freely accept policies of British, Indian, and other 
insurance companies, irrespective of their nationality? 

(29) Indigenous insurance companies, if established on sound lines and under 
experienced management, should do well in fire and marine insurancc 
in view of the large foreign trade and local business of the country. 
What are the difficulties· in their way, and what means would you 
suggest to establish indigenous insurance companies in the country? 

(30) What part do indent agents take in the financing of rice, piece goods, 
and other manufactured goods imported into the country? 

(31) What part do the export agencies take in the financing of local produce? 
(32) What part do the guarantee brokers of banks and import and export 

firms take in obtaining credit facilities for the commercial community 
of Ceylon? 

(33) Describe the shroff system at banks and what part it takes in financing 
trade and industries. What .are its defects? 

(3~ (a) What are your views on the" Cheettu " business and the system 
of auction sales? What real advantage do the members borrowing 
and investing moneys from or with them derive from them? 

(b) Should in your opinion this method of raising and investing moneys 
be discouraged? What precautions should the Government take 
to safeguard the interests of poor and illiterate classes who may 
suffer loss in such schemes? 

(35) What steps do you consider necessary to induce capitalists and men of 
enterprise to take to trade and industries? 

(36) Tea and rubber being under restriction, there would be hardly any new 
companies formed to extend their cultivation. The present conditions 
would bring in good income to those already interested in these two 
industries and large sums would be available out Of their savings for 
new investments. There would be no new demand for extraordinary 
credit facilities by these two industries, but, on the contrary, moneys 
already lent to them would soon get free: what would be the outlet 
for investments in Ceylon for these surplus balances gradually getting 
free? Do you not think that this would be the right time to start a 
State Bank or a State-aided Bank and other indigenous banks, in
surance companies and industrial concerns under efficient manage
ment and provide a proper channel for the mobilization of public 
savings and create credit facilities for trade and industries in Ceylon? 

I1.-A State 01' a State.aided Bank. 

(1) Are you in favour of establishing for Ceylon-
(a) A State Bank under a special charter or 
(b) A State-aided lBank? 

(2) What should be the capital of the above banks? If you recommend a 
State Bank or a State-aidei Bank, will you determine its capital, 
keeping in view the fact that it should be such as to command the 
confidence of the Government, the- public and the fO):'l6ign banks now 

.. • .,., 1 ___ n . 



REPORT OF THE CEYLON BANK.ING COMMISSION. 261 

(3) Would you prefer the capital of such a bank to be subscribed by the 
public or by the Government or by both jointly? Do you anticipate 
any difficulty in getting this capital subscribed? 

(4) The reserves of the Ceylon Savings Bank amounted to about Rs. 500,000 
on December 31, 1932. This amount, along with the amount at credit 
of the depositors (viz., Rs. 8,734,000), was invested in fixed deposits 
with the banks (viz., Rs. 2,275,000) and in Indian and colonial invest
ments comprising Straits (3t per cent.), Nigeria (4 per cent.), Tasmania 
(3t per cent.), Kenya, Barbados, Fiji, New Zealand, Western 
Australia, Queensland,. Uganda, Northern Rhodesia aJld other such 
colonial securities. A sum of Rs. 1,439,000 was lent on Colombo 
house property. Would you agree to this reserve of Rs. 500,000 and 
any part of the deposits, being utilized by the Government for invlilst
ment in 'shares or debentures of the State Bank or State-aided Bank 
if started under a constitution approved by the Q-overnment? What 
objections could blil raised against the conversion of a part of tJ1e 
above colonial securities into shares of a national bank which WOUiG 
yield perhaps a better rate of interest thaJl some of the securities 
mentioned above? 

(5) The total funds of the Loan Board and the deposits of the Post Office 
Savings Banks amount to over Rs. 21,000,000. More than 
Rs. 13,000,000 of these funds are invested in Indian and colonial 
securities: would you recommend some part of these securities being 
invested in the capital of the proposed State or State-aided Bank? 

(6) What part would you suggest the Government should play in the promo
tion of such a bank and in its future working and management? What 
privileges would you ask from the GoverIlllJlent for such an institution? 

(7) Will it not be expedient, in your opiniOJl, "that political interests and 
party politics should remain outside the constitution of such a bank? 
What form of representation of. the Government would you suggest 
to safeguard the Government'B financial interests in it? 

(8) What restrictions in business would you insist upon in the constitution 
of (a) and (b) banks in question (1) for the safety of the Government's 
money and public deposits? Would you agree to give it a free hand 
to do the following banking business (viz.)? 

(a) Act as bankers to GovernmeJlt, Railway and other Government 
departments and local bodies; 

(b) Open current, fixed and savings accounts; 
(c) Discount local and foreign bills of one or more parties; 
(d )Buy and sell Ceylon Government and foreign Government securi

ties and bullion; 
(e) Underwrite, subscribe, and invest in shares of joj.nt-stock com-

panies registered in Ceylon; . 
(f) Agency business; 
(g) Deal in local and foreign currencies (i.e., foreign exchange 

business); 
(h) Lend moneys on-

(L) Immovable properties, 
(ii.) Agricultural produce and manufactured goods, 

(iiL) Bills of lading and documents of title, 
(iv.) Promissory notes and bills of exchange, 
(v.) Ceylon Government and foreign Government securities, 

(vi.) Debentures and shares of joint-stock companies registered 
in Ceylon and elsewhere. 
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. (10) Would you put any restriction on the capital of the bank being subscribed 
by non-Ceylonese? What proportion of Ceylonese directors would you 
recommend on the board of such So bank if the capital is kept open for 
subscription to ,Ceylonese and non-Ceylonese? 

(11) If 'a. State Bank is started would you !l'ecommeoo the power of oote issue 
to be given to it? 

(12) Wall you suggesJt ways .aiIld means to bring about some kind of c0-

ordination between the proposed State Bank or State-aided Bank and 
the State Mortgage Bank, co-operative banks, Imperial Bank and 
other banks doing business in Ceylon? 

(13) What are your views about organizing-
(i.) A bank or banks on joint-stock principles independent of Govern-

ment aid and control, • 
(ii.) An ir;ldustrialbank with or without Government support, 

with regard to.
(a) Capital, 
(b) Constitution, 
(e) Privileges, 
(d) Nature of business to be allowed or disallowed? 

(14) If indigenous banks are started in the country with a capital of from 
5 to 10 lacs, under a sound constitution and efficient management, 
would the public, in your opinion, subscribe to their capital and 
deposit freely their savings with them, or would they hesitate to do 
so owing to the past failures of one or two banks in Ceylon? 

(15) What protection, if any, would you recommend for the State Bank, 
; State-aided Bank or indigenous banks against the competition of 

powerful foreign ·banks in the ordinary course of their business? 

III.-Banking Regulations. 

(1) What restrictions would you suggest for the use of the word Bank? 
Would you allow the word Bank to be used by-

(a) AJJ.y individual or firm, 
(b) Any joint-stock company registered in Ceylon or elsewhere, 

doing borrowing or lending business, along with other classes of 
business such as insurance, trading, . commission, agency, 
brokerage, &o.? 

. (2) _ Can you tell the causes which, in your opinion, !have Jed to the 
failures of banks registered in Ceylon? What remedies would you 
suggest to stop such bank failures in future? Do you recollect 
any instances of . failures of banks registered outside the country 
but doing business in Ceylon and in which the Ceylon p'Jblic have 
lost their deposits? What remedy would. you suggest to prevent 
the recurrence of such an event? 

(3) Is there any special legislation regulating banking business in Ceylon? 
We-uld you suggest. any modifications? Would y.lU CRre to have 
"perial legislation to protect tJhe interests of the depositors and to 
safeguard the business of indigenous banks against the competition of 
non-indigenous banks? 

(4) Is every company in Ceylon-whether banking or trading, joint-stock 
-. or privnte, with limited or unlimited liability, and whether register

ed in or outside Ceylon-allowed to take deposits from the public 
in current accounts and borrow moneys without submitting to any 
restrictions? Do you suggest any changes in the present system 
~~ U,,,;,. ~" ... linO''' with the Dub1ic so far as their business in Ceylon 
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(5) What do you know of various .. mushroom ~, foreign and local companies 
. - doing business in Ceylon with little. or no capital of. th~i! own, 

styling themselves, 8S banks or finanCial compaDles and lDVlting the 
public to open savings and other deposit accounts with .. them by 
advertising .. get-rich-quick "schemes? What steps ihave been 
taken by the Government. conu;nercial chambers and other public 
bodies to warn the public against such concerns and savEi the' people 
Lrcm losing their life-long savings by investing with them? 

(6) What is your estimate of the total amount of public deposits with the 
. . institutions in _question (5).. and what particuIar classes of peopl~ 

,in your opinion. patronize them? Do you see any danger in allo.'?nng 
them to continue their business in Ceylon? What remedy would 
you suggest to safegual'd the interests of the roor and illiterate 
public who _are generally the victims of such schemes? 

(7) What view do you hold with regard to auditing and examination of 
accounts of banks" joint-stock companies 8nd other institutions in
viting public deposits ?What should be the qualifications of such 
auditors? 

(8) Do you think that banks and financial houses borrowing moneys in 
Ceylon from the public but registered outside Ceylon should also 
get their business in Ceylon audited by 9,uditors licensed by the 
Ceylon, Government or -should th~y in ifuealternative be m'ade to 
supply to the Government statistics of their business in Ceylon.? 

(9) At present no statistics of the business in Ceylon of bank-s and 
financial 'houses registered outside Ceylon are ave.ilable in respect 
of deposits, cash, loans, advances, &c. Should not these particulars 
be supplied to the Government for the information' of the commerci!aJ 
community? . 

(10) What general alterations and- modificatiotJ:s would you suggest in the 
present Joint-Stotlk Companies Ordinance which was passed in 1861, 
to better regulate their business and in particular to make tJhem 

" supply· tn~e inform8ltionLru il:.heir l"eports and balance-sheets so as 
, to command greruter oo!llfidEmce with banks in getting credlit 

~acilities ? 
(11) (a) Wh8lt difficul~ are met with ill cOnnection with the differelIllt kinds 

of negotiable instruments in use in Ceylon? 
(b) What amendments to the Negotiable Instruments Ordinance do you 

consider desirable in the' interests of either :tibe pl:lblie or the 
bankers? 

(e) Whllit kiinds. of doeu'ments oopil"eseruting goods arle used for the 
.purpose of obtaining credit?, Are any difficulties encountered 
in their use? How can the difficulties be removed? 

(12) What difficulties have hanks experiencel:i in realizing their dues through 
law courts? What suggestions would you make to simplify the 
procedure' and remove the difficulties? 

(13) (0) In what languages are promis'sory-notes, demalld and time, 
written? . 

(b) What advantages or disadvanpa.ges would result from the increased 
use of time notes by traders 'and agriculturists? 

(e) How would trade, industry and agriculture benefit by the reduction 
in or the ,abolition of the stamp duty 011 time notes. 

(d) Do you think the abolition of the stamp duty on cheques would 
lead to an increase in the banking habit a.tnong the public? 
Wha.t further means would you, suggest for increasing' flhe use 
of cheques? 

(c) ,\VhA.t suggestiOlll would vou m1ilke to meet :the loss of ].1e·venue re
- ~ulting from ~he abolition·oJ the stamp duty on cheques' and 

4-: ___ A~"n" 
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(f)Do bapks in Colombo d,iscount freely. time notes drawn at 2,. 3, 
and (j months' sight and endorsed by approved Chetties, Indian 
or Ceylonese merchants, .shroffs, &c .. ? 

(14) What legislative safeguards would you suggest to promot~ the 
establishment 'of, sound indigenous banks and at the same time 
prevent undesirable institutions with very small ,capital. and doubt
ful organization starting business in Ceylon and becoming a source 
of danger to the country in general and· the interests of indigenous 
banking in particular.? 

(15) >Are you in favour of giving licences, under a special banking' Ordinance, 
to banks, indigenous and non-indigenous, doing banking business in 
the country? What should be the terms of these licences? and 
who should be empowered to issue, renew or cancel such ,licences? 

(16) For the better working of indigenous banks would you suggest special 
provisions in law'with reference ~ ", 
(a) Proportion of paid-up capital to nominal or authorized capital, 

(b) Minimum amount of subscribed an.d paid-up capital before a 
bank starts itsbusinesil, 

(c) Proportion of its capital to be held by Ceylonese, 
(d) Proportion of Ceylonese on the board, 
(6) Provision of reserves out of profits before dividend is paid, 
(f) Proportion, of cash to be maintained against demand and time 

liabilities, 
'(g) Nature of business to be allowed and disallowed, 
(h) Restrictions on trading in any form, , 
(i) Form of its balance-sheet disclosing its position, and its publica.

tion, 
(1) Periodical audits, , 
(k) Qualifications of managers? 

(17) 'In some of the balance-sheets issued by banking and financial companies 
now doing business in Ceylon .. Goodwill" appears on tlhe .. assets .. 
side. Are you in favour of allowing payment for II Goodwill" in 
cash, paid up sihares or any other form when a private company 
doing trading or banking business is transformed into a limited one 
with the designation of a bank? 

IV.-SaYings and Investments. 
(1) Is the habit of thrift widely practised in Ceylon, especially among the 
, middle and poor classes? Wha~ are the institutions in existence for 

encouraging thrift? ' 
(2) To what extent do people in Ceylon keep their savings hidden away in 

notes, gold, silver, jewelry, &c.? Is the practice incre().sing or 
decreasing? '. ' 

(3) dan you give a ro~gh estimate of tha savings of
Cal An owner-cultivator, 
(b) A tenant-cultivator, 
(c) An agricultural labourer, 
(d) A labourer in a tea or rubber estate, 
(6) A small artisan, 
(f) A snopkeeper, 
in your district, held in Post Office savings banks, gold, silver, or 
jewelry? 

(4jlnwhat kind of securities would. a Ceylonese with limited. or small means 
or~inarily p~efer to in-yest. his savin~s? ,.. .' 

I , (5);00, you think that ~ost, Qfficecash certificates for 3 ·or 5 years would 
appeal to the investing public in Ceylon if~ they, are· issued by the 
- ...... • ~, -- 'I'! ____ __ !_·T_..1!_" 
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(6) Po you think that the introductio~ of home savings boxes would make 
the P06t Office savings banks and the Ceylon Savings Bank more 
popular than at pres~nt 'I 

(7) Do you think that the introduction of cheques and the use of vernaculars 
in writing slipbooks, passbooks, &c., would make the P06t Office savings 

. . hanka and the Ceylon Savings Bank more popular among the poor and 
middle classes than at present 'I 

(8) The Ceylon Government has not issued any loca! rupee loan since a very 
long time, though there have been several sterling floatations in 

. London on account of the Ceylon Government. Is it not in the 
interests of tlw country that a part of their sterling debt should be 
converted into rupee loans and the people given an opportunity to 
invest their savings in them 'I 

(9) po you not think tliat the public would come forward to invest in such 
. an internal loan if issued on terms, same or simiiar to th06e of 

the Indian Government securities? 
(10) H~ve the people 9f Ceylon invested largely in Indian Government 

securities? What would 0& the total of such inyestments? Are they 
not likely to inucease· unless good investments are offered to them 
locally 'I . 

(11) Can you suggest any methods by which the public may be induced to 
. invest more of their savings in the shares of good local enterprises and 

thereby support the industrial development of Ceylon? 
(2), '(a) What iinprovements would you suggest in the present methods of 

buying and selling stocks and shares in Ceylon? 
(~) What steps should be taken to establish a regular . stock exchange 

which would be popular with the investing public and cl06ely con
nected. with money-market conditions 'I 

, '(13): WO\lld not publio savings freely flow to ra~e capital for a State Bank 
'. or State-aided ·Bank, indigenous banks and insurance companies if 

such concerns were floated under Government protection with a 
, .trusted board of directors and experienced and efficient management? 

(14) Do you think that the habit of depositing moneys with banks should be 
encouraged, in preference to that of opening savings-bank accounts 
with' the Post Office, as moneys deposited with banks, especially 
indigenous banks, help the trade and industries of the country? 

(is>, What ciassesof peOple' are generally In the habit of depositing moneys 
. " with Chetties,' merchants, brokers, and other individuals and firms 'I 

Is a high rate of interest the only attraction for such deposits? 
. (16)' (4) What are' the scope and prospects of an investment trust, under 

, 'efficient management, created in the interests of small and big invest-
ors. seeking profitable investments for their savingS? What agellcies 
are there now to help and guide the investoni'l 

. , (b) Is it possible to raise capital of about 25 lacs for such an investment 
company? And could a' manager and suitable directors be locally 

'. found to conduct such a company in Ceylon? 
(11) To' what extent have people with small savings deposited their moneys in 

debentures of the State Mortgage Bank? . ' 
(18) How do you explain the fact that in spite of the generally defective and 

complicated nature of titles to land, people prefer investments in land 
to other kiDds of investments ?Dotlley buy land by raising moneys 

: '.' ~ pn their other securities. in .addition to the security of land newly 
" ;,' purchased? Has~ not this method of doing business brought many of 

'.1 them into the present debts and difficulties? 
(19) ,Apart from the Ceylon Savings Bank and the P08t Office Savings Banks, 

.~ . ".: what other .C,onvenient channels exist in, the several districts' of the 

. . ! ;.,' ~ . cOuntrY for the neonle to invest their savinl!'s? . . 



266 CEYLON SESSIONAL PAPERS" 1934. 

(20) Do you recommend the opening 'of savings banks by local bodies 'I 
Would you also recommend them to open pawnbrokers' shops in their 
districts, with a guaranteel broker to value the security and deter.:nine 
the IOl'-n amoun:t? , 

(21) Should not facilities be provided for compulsory or systematic savings 
by labourers and wage-earners working in tea, rubber and other agri
cultural and industrial areas? 

(22) To what extetitdo the educated classes in Ceylon investtheil.1 savings in 
life assurance? Why are there no indigenous life insurance companies 
in Ceylon? Is there not a very large field for life insurance business 
in the country? ,. 

(23) Would not the successful floatation and working of indigenous banks and 
insurance companies in Ceylon give a great impetus to the saving and 
investing habit, besides retaining in the country, for its own benefit, 
the large profits which are now being earried out of the country by 
non-indigenous concerns? . 

(24)-IS it the general opinion in Ceylon that if the Government were to float 
a big insurance company for life, fire, marine, and accident insurance, 
it would, besides helping the habit of thrift, 6ring an increased revenue 
to the State if manag~d under efficient hands? 

(25) Are you in favour of or against the State participating in banking, msur
anceand industrial business and competing with private enterprises? 

(26) Before any indigenous insurl/.nce companies are allowed to be floated in 
Ceylon with limited liability should not a well conceived and elastic 
Insurance Ordinance more or less on the lines of the Insurance Act in 
England or India, with modifications to suit the conditions in Ceylon, 
be passed at the earliest opportunity? Should not such an Ordinance 
also contain certain provisions applicable to indigenous and non
indigenous insurance companies ,doip.gbusmess in Ceylon, in order 
to give greater safety and security to those insuring and investing with 
them? Will you give your views on this subject? 

(27) Have you any other suggestions for extending and improving the banking. 
saving and investing habit among the Ceylonese? 

(28) Do you think that the introduetion of income tax in Ceylon will deter 
many people from depositing moneys 'with banks, merchants, and 
private money lenders? Do you think that 8 part of the capital will 
flow out of the country for' investment in foreign securities to avoid 
local income tax? 

'(29) Have you any suggestions to make about thecontfltitution jl.nd t,he working 
, , ()f the Ceylon Savings Bank and .the Post Office 'savings banks, 

respectively? What improvements would you suggest t9 increase their 
usefulness to the public? ' ' , 

(30) (d) What observa,tions hll~e'youto make abo~ithe activities of the 
various kin~s of provident societies, in the country? , 

(b) Do you think that the present Societies Ordinance protects the 
interests of the public adequately? What! suggestions have you to 
offer? ' 

Y.-Banking Education. 

(1) What are the existing facilities in the schools andoolleges ,ot Ceylon for 
commercial and banking education? ,How far ·are they sufficient and 
.satisfactory? 

(2) Are there any special institutions in Ceylon for preparing students for 
examinations in banking and commercial subjects? For, what parti-

_. '...... of 1ft 
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(3) Do banks in Ceylon provide' opportunities to those desirous of getting 
practical training or of preparing for banking examinations? 

(4) Are examinations of the London Institute of Bankers and the Indian 
Institute of Bankers held in Ceylon? If not, was an effort ever made 
to request these bodies to hold their examinations in Ceylon? 

(5) With the hundreds of clerks working in the seven banks in Ceylon, would 
not the establishment of an Institute of Bankers on the lines of the 
English and Indian Institutes have, in your opinion, an educative 
value of its own and encourage the students for training in banks? 

(6) Is there any co·ordination between commercial 'institutions and banks for 
giving practical training to students in banks? 

(7) Are any responsible positions now held by Ceylonese assistants in the 
Imperial Bank of India and other banks in the country, except those 
of cashiers? How many of them hold higher positions than head
clerks in these banks, and on what salaries? Are they qualified to 
take independent charge of departments in a bank? 

(8) Do banks encourage their staff to obtain higher qualifications in banking 
and commercial subj-ects by giving them good salaries and promotions? 

(9) Have you any suggestions to make to increase the facilities for tra.ining 
of boys to qualify themselves for higher positions in banks and 
commercial houses? 

(10) Do you think that the slow development of indigenous banking in Ceylon 
and the bank failures are generally due to absence' of trained and 
efficient men? 

(11) Can you give an idea of the number of trained and well qualified Ceylonese 
having practical training in banks and who, you. consider, could hold 
responsible posts in indigenous banks if started in the country in the 
near future? Would you agree to the employment of non-Ceylonese 
Bankers for such banks until at least such time (say, five or ten years) 
as the Ceylonese get themselves more trained and qualified to conduct 
the affairs of such banks? 

(12) In view of the large Government balances deposited with certain banks, 
should not the Government induce them to provide facilities for higher 
training in banking to enable qualified Ceylonese to hold responsible 
bank appointments? 

YI.-Finance and Currency. 
(1) What in your opinion are the defects in the present financial and currency 

system of the Island? What changes, if any, would you recommend? 
(2) In Ceylon Indian silver rupees, as well as the currency notes issued by 

the Ceylon Government, are legal tender. What are the financial and 
economic consequences of Ceylon's attachment to the Indian 
standard? What are the advantages and disadvantages' of issuing an 
independent rupee coin as currency of the country-

. {a) In place of the Indian rupe!!. 
(b) Side by side with the Indian rupee? 

(3) In the Ceylon currency reServe are held Indian silver rupees to the extent 
of over Rs. 13,000,000. The intrinsic or bullion value of this reserve 
is considerably less. If the Ceylon Government coins its own rupee 
of the same weight, fineness and silver contents as the Indian rupee 
and holds that in the reserve, replacing a portion of the holding of 
the Indian rupees, the process will yield .a fairly large profit to the 
Ceylon Government, which if invested in Indian or Colonial gilt-edged 
securities will bring in an additional revenue to the State and which 
could be utilized for the economic development of the country. Will 
"""1'1 ..ri'Wb ""1"t11" ..,;oft7a n ... .f..h;a al1h;.donf-. ., 
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(4) Have Y0\.l. any suggestions to make relating to the investment of the 
paper currency reserve so as to create better banking and financial 
facilities? 

(5) The total issue of currency notes in circulation on 31st March, 1934, was 
Rs. 42,060,944, against which the Treasury held securities to the value 
of Rs. 33,786,224 at cost and Rs. 13,884,013 in Indian rupees. This 
shows a surplus of over Rs. 5,000,000 in the Currency Reserve Account 
which has been invested in gilt-edged securities. Considering that the 
market value of these securities held in Reserve Account is 
Rs. 38,318,695 as estimated by the Government, i.&., is more by over 
Rs. 4,500,000 than the cost, and which excess is not taken into 
consideration in the Currency Reserve Account, would you advise the 
Government to sell Indian and Colonial securities constituting a part 
of the Rs. 5,000,000 surplus mentioned above and utilize the proceeds 
in subscribing to the capital of a State Bank or .State-aided Bank 
started under a constitution approved by the Government? This would 
mean a conversion of Indian and Colonial securities into securities of 
shares of a national institution which would playa very important part 
in the economic development of the country. Such an arrangement 
may help in the early etablishment of a State Bank or State-aided 
Bank. Will you give your views on this subject? 

(6) Are you in favour of adhering to the present rupee-sterling ratio as fixed by 
the Indian Government? Would you advocate any change in it in 
the interests of your country? 

(7) ;U joint-stock banks and an increased number of co-operative banks are 
opened in different districts they must be provided with funds for their 
day to day transactions from their head office and branches. At 
present there are hardly any facilities to draw and remit funds from 
the different parts of the country, there being no branches of the 
Imperial Bank and other banks outside Colombo, Kandy, Nuwara 
Eliya, and Galle: unless the Treasury Department helps them in the 
transferring of funds from one part of the country to another the 
proposed banks will hardly be encouraged to open such branches. 
What means would you suggest for an easy transfer of funds from 
one part of the country to another at the cheapest pos~ibl~ rates? 

YII.-Co-operative Credit Banks and Land Mortgage Banks. 

A. 
(1) Can you supply any data on the extent of'rural indebtedness in your 

district? . 

(2) Is the Ceylon cultivator more in debt than cultivators elsewhere? 

(3) To what extent has the Co-operative Movement helped the agriculurists, 
small traders and industrialists in your distriQt?, . 

(4) For what purposes do people in your district mainly borrow from co-opera
tive societies? If the societies lend money for strictly limited objects 
how is the deadweight of old and unproductive debts to be reduced? 
Are the current needs of the members of the BOQieties adequately 
supplied, or have they to go to Chetties and ()ther money-lenders to 
make up the deficiency? 

(5) What is the average amount that a member of a co-operative society 
,receives as a loan? ' ; 

(6) What is the rate of intei'estand the period' of such a loan? How does 
this rate compare with'the rate charged by Chetties and other money· 
lft'l"lrl.o. ... o ",I: ov.n.",. lIiQt'l";~t.? . . '. ·f·.. . . . 
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(7) Are rice milling, dairy farming, jaggery making, fruit growing, hand 

spinning, and other cottage and small industries, in existence in your 
district, and how far are they financed by co-operative societies and 
banks? 

(8) Are there any Ordinances protecting the agriculturists against their 
creditors? How far have they proved detrimental to the interests of 
co-operative banks and other money-lenders? Is any special machinery 
provided under law for the benefit of co-operative societies, to realize 
their dues speedily and without unnecessary costs? 

(9) For what purposes are moneys advanced by co-operative societies, and 
on, what securities? . 

(10) Do co-operative societies lend on produce or' only on the joint signatures 
of members? 

,(11) If co-operative societies are not lending moneys against produce, crops, 
land, &c., and are simply financing against the promissory notes of 
borrowers and their guarantors, what useful purpose do they serve for 
agriculturists requiring help in those directions? 

. (12) Is there any prejudice in your district against borrowing from co-operative 
societies? 

. (13) Are the societies of your district founded with limited or unlimited 
liability? . Is unlimited liability an obstacle to their expansion? 

(14) Do the workers and organizers of co-operative societies do honorary work. 
or are they paid servants? Is there much difficulty in getting honorary 
workers to take interest in the Co-operative Movement? 

(15) Has there been any kind of defalcation so far in any of the soc~eties within 
your district? 

(16) . Are all members or only the borrowers of each society required to take 
up a certain part of the capital of their society? 

(17) Who does the periodical audits of the co-operative societies and the central 
banks? Are they done by paid servants or honorary workers? How 
many times in a year are such audits made? Is the present. system 
working satisfactorily,? 

(18) Are there professional sureties in your district who stand as guarantors 
for the borrowers from the societies? Is there any limit fixed in your 
district fora guarantor beyond which he cannot guarantee the 
borrowings of other members? , . 

(19) How many societies are there iD. existence, and how many have. been 
wound up in your district during the last five years? 

(20) From the report of the Registrar of Co-operative Societies, it appears that 
the Co-operative Movement is progressing satisfactorily? What is your 
opinion, from the experience of your district? 

(21) Is it true that the better class of people in your district remains outside 
the co-operative societies lest the unpunctuality of members in, the 
payment of their dues should bring them personal liabilities.? . 

(22) ;fs there any class of people whom the co-operative credit society is not 
reaching? 

(23) Is there any central co-operative bank in your district? Does it come 
into direct contact with the agriculturists, or does it deal througb 
co-operative societies only? 

(24) For what period and at what rate of interest do co-operative societies and 
the central co-operative banks receive moneys? Do they open 
savings-bank accounts? 

(25) What is the average number of societies working under a central bank? 
What are the average requirements of each society from its central 
bank and how far are thev sunnlied? 
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(26) are the three central banks working profitably? 
(27) How much is lent -by the Government to the Co-operative Movement 2 

Does it stand to lose any amount? 
(28) What has been the experience of the co-operative societies in your district 

during the last five years with regard to-
(a) The amount of deposits, 
(b) The number of applicants for advances and loans allowed, 
(0) The number of defaulters and their respective outstandings, 
(d) Recoveries through courts, 
(e) Failures of borrowers'? 

Are such failures due to circumstances beyond the control of the 
borrowers or to dishonest concealment of assets 'I 

(29) Do the societies get adequate financial help from the central banks? Or 
is the central bank flooded with money and the societies are wanting 
in funds to satisfy the demands of their members? Is there proper 
co-ordination between the societies and th~ central banks? 

(30) How do the central banks get their funds? And how do they use or invest 
their surplus? 

(31) In giving out loans, is the question of the economic utilization of the 
money and the capacity of the borrower to pay the agr-eed instalments 
always kept in view by the societies? 

(32) Po the Imperial Bank and oth-er banks holding Government balances 
. accommodate the co-operative societies or co-operativE! central banks 

. on the security of co-operative paper? Could a link be formed between 
the banks and the Co-operative Movement in Ceylon? 

(33) Have you any suggestions to make to improve the marketing of produce 
in your district by co-operative methods? To what crops would your 
suggestions apply, and how would you finance these operations? 

(34) What interest has the Planters' Association in your district taken to 
establish suitable co-operative societies for the benefit of the ~state 
labourers? 

(35) Can you suggest some ways and means to make the Co-operative 
Movement more popular and effective and so ~hat it may fulfil the wants 
and requirements of those for whom it works? 

;So 
(1) Are State Mortgage Bank debentures a popular form of investment 

among all classes of investors, or do they attract only a certain class 
of investors? What are the holdings Of-; 
(a) Ceylonese investors, 
(b) Banks and insurance companies, .. 
(0) Non-Ceylonese individuals and firms? 

(2) What is the total amount of advances by the .State Mortgage Bank on
(a) Agricultural lands, 
(b) Properties situated in towns and used as offices or dwelling houses? 

(3) Out of 334 applications received during the last two years by the State 
Mortgage Bank loans to only 34 applicants are said to have been 
granted, the chief difficulties in the way of advancing moneys being 
the want. of marketability of· titles and the want of sufficient margin 
in the securities offered. The Co-operative Land Mortgage Bank at 
Negombo in 1932-33 out of 58 applications granted only 8 loans .. owing 
to difficulties in the title or inability on the part of the applicants to 
fulfil the promise of repayment ". What suggestions would you offer 
to remedy this defect and make the Land Mortgage Banks more 
_"''n."lo ... on" 'I1Qofll1 t.lHI.n $1,t nresent? 
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(4) (a) Are the two co-operative :\llortgage banks recently started at Kandy 
and Negombo working satisfactorily? 

(b) What amount has 110 far been advanced by these banks? 
(e) What are their special problems and difficulties? 
(d) In what ways could the Government assist these banks? 
(e) Could any link be established between the co-operative land mortgage 

banks and the State Mortgage Bank? 
(5) The .State Mortgage Bank can legally lend only for strictly agricultural 

purposes such as--
(a) purchase and development of agricultural land, 
(b) Liquidation of old agricultural debts. 

Is it true that moneys borrowed from the bank, particularly against the 
mortgage of town properties, ar.a widely utilized for trade and money
lending purposes? What efiectiv!l machinery would you suggest to 
stop such abuses? 

(6) (a) What has been the experience of the State Mortgag.a Bank with regard 
to the collection of instalments from borrowers? 

(b) What has been the 'number of defaulters? And what have been 
their outstandings? 

(e) Has the bank been J:'.easonably prompt in exercising. its right of 
foreclollure? 

(7) (a) What is your opinion of the present land ownership system? 
(b) ~e there any facilities for the registration of titles of lands 

as distinguished from deeds? 
(8) The highest sum a co-operativEl society advances to its memb.arE! is seldom 

more than Rs. 1,000. The lowest sum which the State Mortgage 
Bank advancea to an applicant is Rs. 5,000. Should there not be 
co-operative agencies to supply the gap for advances between Rs. 1,000 
and Rs. 5,Ooo? Can you suggest any means to improve the situation? 

(9) The State Mortgage Bank has issued debentures Bome at 5 per cent. and 
some.at 41 per cent. per annum. In view of the Government guarantee 
of interest and principal, these debentures may find a market even 
at 4 per cent. in the present circumstances. The debentures are 
redeemable within 20 years at bank's option. but only out of moneys 
returned by the bank's borrowers; this restricts the bank from issuing 
debentures at a lower rate and substituting them for those issued at 
higher rates. Do you not think that the bank should be given power 
to convert, at any time it thinks proper, the debentures bearing a 
higher rate into those carrying a low rate of interest? Would this 
not be in the interests of the banks and its borrowers? 

(10) Are there not enough facilities for getting loans against immovable 
. property, considering that they ~ay be obtained from banks, in

surance companies, foreign firms and individuals through their 
lawyers, Chettiars, thEl state Mortgage Bank, the Loan ~oard, the 
Ceylon Savings Bank, and private money-lenders? 

YIII.-I.gricultural Finance. 

(1) Can you give an estimate of the total indebtednessoi agriculturists in 
Ceylon? Can you give an idea of the /lnnual financial requirements of 
agriculture in your district? Has the total debt increased or decreased 
during the last five years? What percentage of the agriculturists' are 
in debt? What measures in your opinion are necessary fOJI lightening 
the burden of this debt? 

(2) What is the number of cultivators in your district? In what ways do 
they at present obtain financial assistance for-Cal Cultivation,' (b) 
Improving land, (e) Repaying olcI debts, (d) Special needs? 
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What part do the Government; co-operative banks,'fofeignbanks. 
the Imperial Bank, insurance companies. private money-lenders. 
Chetties and other organizatIOns' play in giving financial facilities to 
agricultural enterprises in your district? Do agriculturists borrow and 
lend money am.ong themselves, and to what extent?, , 

(3) Is it true that the village agriculturist does,notrec~ive' ~ ~q~~re deal 
and a fair shll:re of the value of his produce? Is crop ,handled, and 
sold by money-lenders, there being no proper marketing 'or iltoring 
facilities at the disposal of the agriculturist to' get better prices? 

(4) What ~teps have the Government, taken to unprove th~lot'4f the agri
culturists? Have any . efforts been made, to educate' the rural 
population in agriculture and promote their welfare ?, Have you any 
suggestions in this matter? ' '" ' 

(5) The ru~al classes princip~lly get into debt as a res~lt &, v{lrious causes, 
such,as- , ; 

.", I :' 

.(a) The extremely small size of land. holdings, 
(b) The excessive fragmentation of holdings, ' ,," 
(c), Social customs which encourage extravagant expenditure, 
(d) Agriculturallosses due to heavy mortality among cattle; :' 
(e) Absence of by-occupations and other soutces o'fsupplementary 

income, " ,.",: ; 'I 
(f) The very low market price of produce ,(which at tunes is lower 

than the cost of production): 

How far ~a.ve these factOr~ operated in Ceylon? . What ()t~~r 'ca~ses in 
your opmlOn are responSIble for the poor condItion of agn~lturIstfj in 
your district?' Can you suggest any remedy? ' ., " 

(6) (a) Is land in your district heavily mortgaged? .; 
(6) Have there been many cases of foreclosure? ., , ' 
(c) What remedies do YO\1 suggest to save the agriculturists in, debt from 

losing their lands? ., " . 

(7) Can the headman system be' utilized in any 'vyay, to 'impr6ve"the credit 
facilities open to agriculturists? ' ' , " ! 

(8) In view of the extreme complications intitles,)Vouldfue intrQduction of 
a land tax, establishing a record of clean titles, ~aterially irpprove the 
creibt facilities of the agriculturists? Do Y9\1 ,consid61 ,s,uch a tax 
desh-able and feasible? Would you prefer such a tax tp ,exP9rt duties? 

(9) (a) What amount of exportmg is done by'the produriers themselyes, ,and 
what percentage goes through local or foreign agents? ' . ;' .: 

(b)' Do the agents who handle the exports finance the producers 
temporarily on their crops? 

(10) What is the average area otIand held by agnculturist~in'YQqr district? 
And what is the average value of yield per acre under' each of the 
various crops? 

(11) (a) What ara the main agricultural products in your district? 
(b) Is there scope for the introduction of any other products, su,ch as 
. cotton. groundnuts, &c., into your area? If so, please supply' short 

notes on each of them. ' 

(12) How far does the present irrigation policy assist the cultivator in your 
district? 

(13) Wliat special credit facilities should be' provided for pioneer agricultural 
enterprises? " ,. \ 

(14) What are the main obstacles In the way of the increased production of -!-- _l..!lHoa ft"iI 'nH,,, .. fn"'J/~ "Nlns? " ' 
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t ,(US) 118 it not possible, to'~alte Ceylon self-supporting in respect of; H~eJand 
, ,other foodstufis? '~"" ';, ,',," !;" 

« 16r I.s ,it true, thllot, so~times,:a'ring, is {ormed by, ,foreign exppl1i ,hQ.Us~; and 
tha~, except through a certain agency.~t,ii\Qo,t,fo,und. pOSiIible either to 
market lih/;! ~rops or ~o ship them to foreign countries?', ' 

J '('17) Iii' ciountrieslike Soiifh 'AfriC8.."A.\istr~lie.. ~nd',New ,z~~l~nd' there is an 
" , ,organ~ed ~yste,m ,to find monElY' for agrfculture and: di,scol;lnt',gricultural 
" '" ,paper:, In: ,Ceylon the, rural credit agencies are very little, connected 
,. "with' the 'banking' sylitemofthe country;, there.is no e<>-ordination 

, among the various credIt institutions.' Have' you !Iony suggestions to 
, • I, ,,~ffer ~ ipIPF~ve ~he p,resent position? 

(18) The co-operative societies leI?-d moneys usually for. not more "than one 
" " " ., yearj'a.nd the State MOl'tgage Bank lends for not less than;:five years; 

" 
, .. what agencies provide facilities for obtaining intermediate credit for 

periods between, one year and :five years?' What suggestiol).s have you 
to offer? 

;,:,~i9):T~e"sm~l:l'p~od'~?,e~'ile~~ 'his: p~oduce at}~:fIatea pri~es ~ithei)t? the local 
", money-lenders br to theIDIddlemen~n, the. nearest marketmg centre. 

Some crops are sold through' forward"contractido' foreign houses who 
" ,: ii, i. J J'~,'Vance ca,p.i~,al IIDdllr:ange ~hiprp.en~s.,: ,Me" th.Elre ; allY.' pe!'l~i~iJjties 
, 'Tn your disprict tor 1;p.8,JOp;D.\ltlpn;of. POQts.,~rthe<m~tlhO' of 'crops, 

the grading of 1 ~rOP8' and the' system"j of aucit'ion? ' ",' ,'..,. ~ 
1:1'(20) ~(4 Wh~t propertioll oneha~ts 'botto,*", riio#~y.)n)o~t alstr~ri~ :Wm:their 

landlords? "". ' , , ' , " ,'. 
(b) What rate of interest is charged I ,and what security. i!daken:? 
(c) Do some landlords, instead of lending money:,oft'their'owri, stand as 

surety for their tenants? ' : 'I:, ,. " ,; 

(21) (a) What difficulties do owners of land, 'c~ltivators' ofl~md';imd tenants 
of land in your district meet in obtaininglong~term 0,1', ,short-term 
loans? What remedies do you suggest? , ," , " ;, 

(b) What documents are executed for such loans? ,And in,w:h,at language 
are they printed 'lIs; lillY, Qralag,reemenli: wade, t()suppJement the 
documents? 

g '"(22) 'B:a~ the ;Cey~cin Pov:~rrirD.~nt' afanytime offei'ed'~ong~term ci~llida~Mties 
to cultihtbrs iI(yo'Ur districtwhoiwant to buy 'Government waste ~ands 

H' , I", ~ndi impl;ove: them for cultivation.? " :, .; '.. ,,', (1',) :~ ,i 
,i (23) (a) If the Government were to tl~nstructgodowns or warehouses to store 

• , i, 'p1'oduce' in some of the principal parts of the' agricultural districts 
and ~ssue receipts or warrants (by making' a small riomjna~~harge). 
for, the goods held by' them on account' of 'individual owners,any 

,." ' 

., 

persons hold,ing,in good faith such receipts Or warra;ots\dQl~ ~ndorsed 
'would have' a good title to the goods. ' Do yOu think thal1 such a 
method would n,ot only help the buyer' and the seller ot ,the,produce ' 
but woul~ be a. ~a.tisfactory security for, bankers ~Iid',)ha~ banks, 
co"OperatlVoe SOCIetIes lind -money-lenders w:Quld cOme' forward to 
lend moneys, at"cheap rates, on such receipts or "warrsII,.ts 2, Would 
this not ,incrElase 'considerably the credit facilities in su~h :d~stricts ? 

, (b) 'Will you 'name'some of the distrietswhere such warehotiseliimay be 
~~8d? ' 

.,(24);18' it. ,not necessary 'that' Governm,entshouldconduct rural ('e~mic 
surveys? On what lines,should they be carr,ied out? ., ,t" 

. IX.~SmAI(iiliiustrles'an4 Ret~n Trade., ,:. '!,~~["il i,lJ; 

, .; '(1) Arethere8ny'!'~man,kd~~i~~s," subsidi~rY~ fu: agricultu~ in your 
", district whir.h ,,"p.nnim iinp.niill finAnciAl ARRiRt.Anco?: ':;",'«'l 
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,(2) Has any attempt to start e. new industry in, your diStrict failed: bacause 
of difficulties in obtaining capita11 Will you give some pa!.'ticulars? 

(3) Isft advisable to start local industrialbanksona small scale fai lenffing 
·moneYIil to small industri~s? .' . , 

(a) What Bho~ldbe the capital of such a bank if iii is to 'b~, st.arted 
iIi your district? . . '. .' '. ,,:.; I I 

(b) Do you think such capital could be .subscribed from youi' district 1 
(c ).Should it be . started as a co-operative bank or a joiIit-stock bank 1 
(d) Should it supplyn'Xed capital or only working capital to the 

. industry? ' . 
(e) Should it grant loans 01i. personal credit as well as against securi-

, ties?' , ', i:'-:) 
lj) Wha.t. ;maximum amount would you advise for a lOl\n to, individual 

borrowers 1, 
(g) Besides capital" would it attract fixed. deposits and ilavings-bank 

accounts from your district l' , 
(h)~ave you got any other. plan ·inmind to. encourage ~e ',I'I~all 

. , . industries now' working in different, J?arts of, 'thecoriIittY 'and 
, $ufferingfor w'an~ of ,finance?' ....'.. ," 

(4) Do you know ,of industries in Ceylon which have succeed~d or failed 
after receiving 'ful.anciaJ. help from the' Gove~ent?'· • 

(5) Whatspeci~lfinancialassistance do you ,propose :for p~o~i,np(~all 
. 'and'cottageindllstries like-

(a) 'Coit. yarn· and manufacture, 
(I» CarpentrY. 
(c) Basket and mat weaving, 
(d) Cane 'and rat.t.an wOJ;k, 
(e) Lacquer work, ' ,> 

(j) Lace' making, 
(g) Toy making, " 
(h)"Pottery, . . 
,(i) ·.Gold-,,8il've~ and:brass-ware art work? 

",j 

:i J i,b:) 

(6) What difficulties.do retail traders o.f your district meet with inoJ>tainjng 
.m~neys at a rel1sona,ble ):'at~ ofinterest fQrtheir Dusinessl' ' '\' '".' 

, .• v ' .. • ", ,.' . 

(7) (a) Do the retail traders of your district generally· buy their stocks on 
credit orborro'\'f money to pay for them 2 How' mlJch. oil,a,ch 
,moneys borr9wed is provided by banks,. co-operative societIes, 
chetties a~d other persons? . . '., .' 

(b) At what time. of the year are such .loans t!lk!)uand repaid? What is 
the rate oqnterest on such loans?.. "i ! " 

(c)ls a share .of, the prf)fits claiined by the .lenders?i Are loans taken on 
, promissory-notes? . 

(d) What is the period of such loans? . 
(e) What is, the security . given ?, What kind otdocument is generally 

• executed? , . 
<I> Are the. loans made on running account ? 
(g) Do tbre lenders collect moneys from the daily turnover: of the 

borrowers? 

(8) (a) Are there-.any brokers in your district who arrange finance 'forfwhi;il:e-
sale or retail traders?' . 

(b) What commission do they charge? 

(9) What kind ofcredit:;facilities . are· ,available' to merchants, small traders, 
shopkeepers, &0., at Kandy, Negombo,' Jaffns, Galle, Kegslla, Kurune
galls~ Batticaloa,Ratnapura, Anuradhapura, Badulla, and; :Other 
';'YW't._n"'+'Q,"~ :f..A'r'In'toC! 9 Wl"IO! G'f1fYfYDa1:1nna 'Jo.A'17A' 'V1'\11 t.n l\mn"l\v~ t.hp:m? 
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Appendix 2.-List of Persons and Institutions who have submitted 
Memoranda. * ' 

1. Abeygunawardena, D. C., Proctor, 
Supreme Court, GnIle 

2. AbeY'*lkera, R. H., Mudaliyar, Pitigal 
• Korale North, Chilaw. 

3. Abeywardena, R. S. P., 47, Magalie, Galle. 
4. Aitken, J. D., Imperial Bank buildings, 

Colombo. ' 
5. Amerasakera, H. E., Mudaliyar, HambaD.

tota. 
6. A1'8aratnam, C., Mudaliyar, Kalpitiya. 
7. Bartholomeusz,A. E., .. Uplands", Nuge~ 

goda. 
8. Bassett, R. H., C.C.S., Assistant Govern

ment Agent, Nuwara Eli~a. 
9. Beer, W. A., Lloyd's buildings, Colombo. 

10. Bibile, C. W., Ratemahatmaya, Wellassa, 
U va, Badulla. 

11. Bostock, N. S., Colombo Club, Colombo. 
12. Botalawa, P. B., "Bowesland", Welimada. 
13. Box, A. C., District Engineer, Ratllapura. 
14. B. P. Nioholas & Sons, Jaffna. 
15. Buultjens, Edward, Medagoda, Matara. 
16. Catholic Home Literary Branch, Colombo, 

'17. Ceylon Benefit Co., Ltd., Colombo. 
18. Ceylon Chamber of Commerce, Colombo. 

. 19. Ceylon Desiccated Coconut Millers' Ass0-
ciation, Colombo . 

. 20. Ceylon Financiers, Baillie street, Colombo~ 
21. Ceylon Mercantile Service Aesociation, 

Colombo. 
22. Ceylon Merchants' Chamber, Colombo. 
23. Ceylon Musl;m League, Colombe. 
24. Ceylon Nattukottai Chettiars' Aesociation, 

Colombo. 
25. Chandran, T. L. R., I.O.S., Agent of the 

Government of India in Ceylon, 
Kandy. 

26. Chinnetamby, K., Maniagar, Vadamarach
chi, Karaveddi. 

27. Colombo Co-operative Central Bank, Ltd., 
Colombo. 

28. Commiesioner of Excise, Colombo, 
(Mr. S. H. Wadis, C.C.S.) 

29. Coomaraswamy, V., C.C.S., Government 
Agent, Eastern Province, Batticaloa. 

30. Cooray, M, E., 155, Maliban .street,. 
Colombo. . 

31. Dason, A. Maria, Proctor,SupremeCourt, 
and Notsry Public, Colombo. . . 

32. De Alwia, J. W., Mudaliyar, Moraw~ 
Korale, Matara.· • 

33. De Costa, Frank, Mudaliyar, Puttalam 
Pattu, Madurarlkull, Puttalam. . , 

34. De Mel, A. G., "The Par:oonage ", Hore
tuduwa, Moratuwa. 

35. De Mel, Hector, "Melwin n, Egoda p'yana, 
36. De Silva, Charles, Deputy Fiscal, Aviesa-

wella. . 
,87. De Silva, L. A. S., .. Sirisara ", Ambalan

goda. 
- 38. De Silva, O. B., .. Watersmeet n, Mutwal, 

Colombo. 
- 39. De Soys&, L. W. A., .. Newton ", Torring

ton plaoe, Colombo. 
40. De Zoys&, H. W., Alutknrn Korale South, 

Ragsma. 
41. Dev. Rajan, C. N., Public Auditor and 

JourruJlist, Manipay, Jaffna. . 
- 42. Dharmakirti, S. J. B., Matale. 

43. Dias, C. E. A., .. Savitri ", Turret .:road, 
Colombo. 

«. Diu, P. Alfred L., "Silumine ", Panadure. 
45. Divitotawela, R. D., Ratemahatmaya, 

Udukinda, Badulla. . 
46. Dyson, E. T., C.C.S., Goverr:ment Agent, 

Central Province, Kandy. 
47. Education Department . Co-operative 

Society, Ltd., Colombo. 
48. Elspata, S. A. 1_, Ratemahatmaya, 

Atpkalan Korale, Ratnapura. . 
49. Ellawala W. T.; Ratemahatmaya, 

Kolonna Korale, Ratnapum. 
50. .. Exportant ", Colombo. 
51. Fernando, J. Aloysius, President, Country 

Liquor and Liquor Products Aesocia
tiOD, Kalutara. 

52. Fernando, W. M., Advocate, Marawila. 
·53. Freeman, H. R., M.S.C., Aoursdhapura. 
54. Fryer, L. A. H., St. John's' Hill Estate, 

Madulkele_ 
55. Ginige, J., Elliott road, -9alle. . 
56. General Manager,· Ceylon Government 

Railway (Mr. E. W. Head). 
57. Gonsalves, J. C., Gampaha. 
58. Goonesekera, S. S. J., Advocate, Galle. 
59. Goonetilleke, G. A. de S., Retired At.

pattu Mudaliyar, Galle . 
· 60. Goonetilleke, P. H. K., 'Barrister-at-Law, 

Kalutara. 
61. Ignatius' S. R., Public Auditor and 

Advocete, Jaffna. 
62. Illangantilleke, J. H., Ratemahatmaya; 

Wanni Hatpattu, Kurunegala. . 
63.. IndiaB Mercantile Chamber of Ceylon, 

Colombo. 
64. Inspector-General of' ,Pollce, -Colombo 

(Sir H.L. Dowbiggin).· . -.- " -
65. Jayasekera, J., L~wa, Moratuwa. 

·66. Jay&wardena, C. S., 'Old - Kolonn&wa 
road, Colombo. 

67. Jayawardena, M. P. C., ·Charlington, 
.TriooomaIee street, Kandy. -

68. JatJna Co-operative Central Bank, Ltd., 
JatJna. 

69. Jaffna Co-operative Central Stores, Ltd., 
.JatJna. 

.-'10. Kahawita, S; C;," Sexville", Marawils. 

.71. Kandy Co-operative Central Bank, 
Kandy. 

· 72.· Kandy Co-operative Land Mortgage Bank, 
Ltd., Kandy, 

'13.. Kandiah, V., Civil Hospital, Cbava. 
kachcheri.· 

" 74. Kannangara,· R. C., Deniyaya Estate, 
Deniyaya. 

'15. Katugaha, H. B., Ratemahatmaya, Yati-
kinda, Badulla. . . . 

'16. Kumbalwela, E: :8:., Ratemahatmaya, 
Viyaluwa Division, Badulla. . 

77. Leach, F., C.C.S., Assistant-Government 
Agent, Hambantota. 

· '18. Low-country ·Products Aesociation of 
Ceylon, Colombo. 

79. Luddington, ·N. J., C.C.S., Government 
Agent, Sabaragamuwa, Ratnapura .. 

80. Madawela, A. E., Ratemahatmaya, Dewa
medi Hatpattu, Kurunegala. 

81. Madukanda, S. M. U; B., Ratemahatmaya, 
Vavuniya South. 

· 82. Madukanda .. S. M. K. B., J.P., Diesawa, 
Vavuniya.· . 

.'83. Malabar Tile Works, Colombo 
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84. 
85. 
86. 

87. 

88. 

89. 
90. 

91. 
92. 
93. 

94. 

95. 

96. 
97. 
98. 

99. 
100. 

101-

102. 
·103. 

104. 

105. 

106. 

107. 

~08~ 

109. 
1l0. 

111. 

1I2. 

1~3. 

114. 

US. 

.CEYLON SESSIONAL PAPERS, 1934. 

Marikat Davud, M. A., Matara. 
Marawila CO'operative'Society, Marawila. 
Marshall, E. F., C.C,S., St. Ives, Ward 

place, Colombo. 
Medagama, M. B., Ratemahatmaya, 

Gravets, B",dulla. , 
Mendis, B. D., Mendis Villa, Wilorawatta, 

Moratuwa. 
Mendis, Rev. F. R. E., Moratuwa. 
Millington, E. T., C.C.S., Government 

. Agent, Uva, Badulla. 
Moratuwa Mahajana Sabha, Moratuwa. 
Moratu Sevaka Samitiya, .Moratuwa. 
Muller, Louis A., St. Clare, Dickman's 

road, Bambalapitiya. 
Muttettuwagama, E. D .. , Ratemahatmaya, 

Demala Ratpattu, Anamaduwa. 
Namasivayam, S., Vanniah, Manmunai 

North Pattu, Batticaloa. 
New India Assurance Co., Ltd., Bombay. 
Niles, W. D., Advocate, Jaffna. 
Parakrama, j. S., Skinner's road south, 

Colombo. 
Paris, M. M., Kattuwa, Negom.bo. 
Peiris, R. W., Svasti, Bagatelle road, 

Colombo. . 
Perera, D. T., Mudaliyar,Alutkuru Korale 

North, Minuwangoda. 
Perera, R, P.O., Mudaliyar, Matara. 
Perera, W. A., Mudaliyar, Gangaboda 

Pattu, Matara.. 
Perera, Wilm.ot A., Regalia Group, 

Rorana, Panadure. 
Postmaster·General, Colombo (Gate 

Mudaliyar A. G. Tillekeratre). 
Ragunathan, C., Assistant Registrar of 

Co.operative Societies, Northern 
Division, Jaffna. . 

Rambukpota, A" Ratemahatmaya, Wella-
._ .waya. .. . " 
Rambukwena, R. B., Ratemahatmaya, 

Uda Dumbara, Kandy. 
Ranatunga, 0., Kamburupitiya, Matara. 
Ratnaswamy, S., ·Th~. Creamery, Castle 

stree-t, Colombo. . . . 
Registrar.General and Director of Com-

mercial Intelligence; Colombo 
(Mr. J. C. W. Rock, C.C.S.) 

Registrar of. Oo·operative Societies, 
Colombo (Mr. W. K. R. Campbell, 
C.C.S.). .. 

Roberts; T. W., C.C.S., District Judge, 
Galle. . 

Rubaroe, R. P., Mudaliyar, Rewagam 
Korale, Romagama. 

. Rustomjee, . F., Proctor, Supreme Court 
and Notary Public, Colombo. 

116. 

II 7. 
118. 

1I9. 

120. 

121. 

122. 

123. 

124. 

125. 

126. 

i27. 
128. 

i29. 

130. 

~31. 

i32. 

133. 

134. 
135. 

136. 

137. 

138. 

139. 

140. 

i41. 

142. 

,143. 

144 • 

Salt Adviser, Colombo (Mr. C. E.Foe-
nander). . 

Samarakone, T. J., Talpawila, Matara. 
Samarasinghe, S. D., Mudaliyar, Kuru

negala. 
Samaraweera, D. J. L., President, 

Hidellana Agricultural Association, 
Ratnapura. 

Sandys, M. K. T., C.C.S., Assistant 
Government Agent, Trincomalee. 

Shamsuddin Sahib, V. M., Maliban street, 
Colombo. 

Silva, E. W., The Gradient, Alutmawata 
road, Colombo. 

Silva, E. John, President, Kurana Young 
Men's Association, Negombo. 

Sinnelebbe, A., Vanniah, Panama Pattu, 
Pottuvil. 

Sinnappillai, S. K., Secretary of the 
proposed Co.operative Society, Vadu
koddai East, Jaffna. 

Sivaguru, V., Maniagar, Tenmaradachi, 
. Pachchilaippali, Karachi, J affna. 
Solomons, R. A., Richflo, Galle. 
Southem Industrial Works, Ahan· 

gama 
Stevens, W.O., C.C.S., Aasiatant Govern

ment Agent, Matale. 
Subramaniam, G., Maniagar, Jaffna Divi

sion, J affna. 
Tambipillai, D .• The Hermitage, Pana

dura. 
Terrence Perera & Co., Bristol Buildings, 

Colombo. 
Thirunelveli Ottumai Nitbi, Ltd., Thiru

nelveli, Jafina. 
Time, A. D., Molligoda, Wadduwa. 
Tyagaraja, J.\ Tyaganivasam, Ward place, 

Colombo. 
trnamboowa, U. M., Neangandure 

.' Walauwa, Pundaluoya.. 
Venkadeswaram, N., Nirveli, Kopay, 

,Jaffna. 
Weerakoddy, George A., Hirewatta, 

Ambalangoda. . 
Wettawa, T. B., Ratemahatmaya, Uda. 

Bulatgama, Watawala.. 
Wijesinghe, E. A., Proprietary Planter, 
. Matara.. . 
",ijetunga, S. P., Mudaliyar, Wellaboda. 

Pattu, Matara. . 
Wijeyaratna;' E. de S., Proctor, Supreme 
Co~' and Notary Publio, Galle. 

Wikramanayaka, C. R., Proctor, Supreme. 
Court, an.dNotary Public, Galle. 

Youngman, Dr. W., Director of Agricul
ture. 

Appendix 3.-·List of Witnesses who hav~ given Evidence. 
1. Abdul Cader, U. L. M. S., 'Grand Bazaar, . 9. Alutgama Agricultural Co·operative 

Jaffna. .' ., Socie-ty •. ; Bandaragama Alutgama~ 
2. Abeygunawardena..· D. C., Proctor, Sup. represented by Mr. G. P. Abeysekera. 

rome Court, and ·Notary Public, JO. Amarasekera. a E .• Retired Pattu Muda-
Galle. . . liyar, Hambantota. 

3. Abeygunawardena, E. Y. D., Matara.. 11. Amarasekera, W. A., Mudaliyar. Four 
4. Abeysekera, R •. R.o Mudaliyar, Pitigal Gravets, Matara. 

Korale North, Chilaw. 12. Amarasuriya, T., Engineer. Galle. 
5. Abeywardena,S. A .. Chairman, Village 13. Antony l'illai, V. M., Proctor, Supreme 

. Committee, Urubokke. Court, and Notary Public, Puttalam. 
6. AdamaJay & Co., E. G., Colombo, repre- i4. Appubamy,. ·A. M., Chairman, ViI-

. sented by Mr. Mohamed Bbai Ada· Ia.ge Committee. Kalagan Korale, Anu-
mala.y. of Colom.bo. radhapul'B., 

7. Aitken, J. D., Imperial Bank buildings~ 15. Armstrong, S., BatticalOllo. 
Colombo. 16. Arulampala.m., C .• Advocate. Jaffna • 

... ____ 1 __ 'ft/f ",..: ..... ~ .......... l""'"'" 
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19. 

21). 

21. 
22. 

23. 
24. 

25. 

26. 

27. 

28. 
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31. 
32. 

33. 
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35. 

36. 

37. 

38. 

39. 
40. 

41. 

42. 
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46. 

46. 

47. 
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Attygalla, A. C., Ratnapum. 
Atllkorale, A. W., Kachcheri Shroff. 

Kandy. 
Balfour, D. H., C.C.B •• District Judge, 

Negombo. 
Balasubramaniam, T., Trincomalee. 
Bastian, W. E., .. Rikarton", Campbell 

place, Colombo. * 
Beer. W. A., Lloyd's buildings. Colombo. 
Bostock, N. S., Colombo Club. 

Colombo. 
Boteju, W. Charles, Notary Public,Agala· 

watta. 
Brayne, C. V., C.C.S., Land Commissioner. 

Colombo. 
Brown. J. D., C.C.S., Government Agent, 

Southem Provinl'.e, Galle. 
Bulankulama, K. B.. Inspector of Co· 

operative Societies, Anumdhapura. 
Bulankulama, R. B., Ratemahatmaya, 

Nuwaragam palata, Anuradhapura. 
Bury, Revd. Fr. H., S.J., Pariah Priest, 

Kalmunai, Batticaloa. 
BUultjens. Ed .. ard, Matara. 
Cader, A. Majeed, Cader Stores, 

Galle. 
Canagaratnam. S. 0., Batticaloa. 
Canagaratnam, V., J.P., U.P.M., Pro(ltor, 

Supreme Court, and Notary Public, 
Jaffna. 

Cangasingham, A •• Vanniah, Tambalegam 
pattu, Trincoro&lee. 

Candappa, M. R., No.2, Kolonnawa. 
Colombo. 

Captain, E. S., Ceylon Spinning and 
Weaving Co., Ltd., Wellawatta. 

Cary, M. J .• M.S.C., .. Peak View", Alex. 
andra place, Colombo. 

Caseim Mohamed. Trader, Chilaw. 
Ceylon Benefit Co •• Ltd., represented by 

Mesare. A. H. Abeyratna and G. T. 
Vergis of Colombo. 

Ceylon Brokers' .Al!Sociation represented 
by the Chairman, Mr. D. H., P. Abeya
wardena. 

CeylOli Chamber of, Commerce, repl8' 
sented by Mesers, J. A. Tarbet (Chair· 
man), H. G. P. Maddocks, C.J. 
Black, CA., D. Doig, C.A., A. D. 
Learmond, H. F. Parfitt. M.S.C., and' 
C. F. Whitaker (Seeretary). 

Ceylon Desioll&ted Coconut Millers' Aseo· 
ciation, Colombo, I8preaented by Sir 
Henry De Mel (President). MeS81'll. 
ROAlyn Koch, O. C. Femando, Solomon 
Fernando, D. D. Hewavitarna, M. S. 
Albert Silva, and M. S. ~'ernando. 

Ceylon Financiers, Baillie street, Colombo, 
represented by Messrs. Cyril S. Wijeye. 
singha and Arthur C. Heyzer. 

Ceylon General Agency, Colombo, repre
sented by Messrs. B. P. Ksean and A. 
G. D. 1rlorrie. 

Ceylon Merchante' Chamber, Colombo. 
represented by Sir Henry De Mel 
(Chairman), Messrs. C. E. A. Dias. 
W. E. Bastian. J. S. Parakmma, 
J. A. Frewin. and E.'c. de S. Wijeye. 
ratua (Secretary). " 

Ceylon Muslim League, 213, Main street, 
Colombo, represented by Messrs. M. A. 
C. M. Saleh, A. C. M. Ghouse, C. M. M. 
Saheed, S. L. M. H. Ahamed, N. M. M. 
Sheriff, L. M.. Hasheem, M. Haniffa 
Ismail, and M.. S. Abdurahaman.. . 

. '8. Ceylon Nattukottai ChettiaJ'S' Association 
represented by Messrs. S. R. M. Vali. 
appa Chettiar (e", President), O. A. P. R. 
M. A. R. Adai Kappa Chettiar, K.S. 
Aiyar, Advocate, and P; P.' R. Supra. 
maniam Chettiar (Honorary Secretary). 

49. Chandran, T. L. R., 1.C.S., Agent of the 
Government of India in Ceylon, Kandy. 

50. 'Chellamjah, E., Secretary of the Urben 
District Council, Trincomalee. 

51. Christoffeisz, A. E., C.C.S., Assistant 
Government Agent, Puttalam. 

62. Colombo Brokers' Association, represented 
by Messrs. L. O. LeeIe, N. S. Bostock, 
and J. Hood (Secretary). 

53. Colombo Co·operative Central Bank, 
De Meol buildings,Colombo, represented 
by Sir Henry De Mel (Chairmen), 
Messrs. F. Keragala, S. D. J. Arsecula. 
mtna, and S. F. Amerasingha, J.P. 
(Secretary). 

64. Colombo Exchange Banks' Association, 
Colombo, represented by Messrs. C. E. 
Graham, Manager, National Bank of 
India, Ltd. (Chairman), and W. M. 
Moore, lJanager, Mercantile Bank of 
India, Ltd. 

55. Cooke, W. P. A., Divisional Agricultural 
Officer, Northem Division, Anuradha· 
pura. ' 

56. Coomaraswamy, V., C.C.S., Government 
Agent, Eastern Province, Battica.lo8.. 

67. Co-operative Land Mortgage Bank, Ka.ndy, 
represented by Mr. M. B. Nes.ngoda 
(Secretary)'. 

58. Corea, J. A., Proctor, Supreme Court,and 
Notary Public, Chilaw. 

59. Corea,W. M. P., Actirig Mudaliyar. 
Pasdu~ Korale East, Kalutara. 

60. Country .. Liquor and Liquor Product!! 
Association, Kaiutara, represented, by 
MesSl'fl. J. AloysiuB Femando (Presi~ 
dent), M. A. Cooray,: M. ·V. E. P. 
Coony, and M. F. Wanigaratna. ' 

'61. Dahanayaka, H. A., Mudaliyar, East 
Giruwa Pattu, Hsmbentota. 

62. Dakunu Talangama Ca-operative Society~ 
represented by (Vice·President) Mr. D. 

D. Ja:vasingha. 
63. Daniel and Matha, represented by Mr. V. 

Motha of Ratnapura. 
64; Da80n A •. Malia, Proctor, Supreme Court. 

, and Notary Public, Colombo. 
65. Davud Marikat, M. A., Matara. 
66. Dawood &.ibo, M. T.,.Trincomalee. 
67. De CroOSI J .. E., Proctor; Supreme Court. 

and Notary Public. Negombo. . .. 
68. Dematagoda Co·operative Credit Urban 

Society; represented by Mr. M. Gilbert 
1<0nseka (Secretary). 

69. De Silva, D. C., Revenue Inspector. 
Polonnaruwa. 

70. De Silva, Geo. E .. M.S.C., Ka.ndy. , 
71. De Silva, I •. M. D., K. C,. B. A. (Cantab) 

SoliCitor·General,Colombo. 
72. De Silva, Mendie, P. H., Hambantota. 
73. De Silva, O. B., .. WateJ'SIDeet", MutwaI. 
7'- De Silva., S. J., Chairman., Urban District 

Council, Weligama. 
75. De Silva, S. P: A., Chairman, Villsge 

Committee, Dondra. -
76. Devar -': Co" Colombo, represllD.ted bi 

Mr. V. Devara.j Mudaliyar. 
,77. Deva Bajan, C. N" Public Auditor.Jaffua~ 
78. Dbanapaj&, J.A., Kotallena. 
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Dharmadasa., P. A.,Chah:ma~, Urban 
District Council, Ratnapnra. 

Dharmapala, C. A., Matara. 
Dharmaratna, C. P., Kandy. 
Dias, C. E. A., ". Savitri", Turret road, 

Colombo. . 
Dias &. Bros., H. W. :r ... Colombo, repre

sented by Mr. L. M. M. Dias. 
Dissanayaka, J. P., Honorary Supervisor, 

Co-operative Societies, Anuradhapura. 
DiyalagoOO Sonth Co-operative Socisty, 

represented by Messrs. T. P. Jayawar
dena, K. Don Francis, and C. P. Perera. 

Doole, T. Y., Hambantota. 
Dyson, E. T., C.C.S., Government Agent, 

Central Province, Kandy. 
Eastern Financiers, Ltd., represented 

by Mr. M. D. M. Sappramado of 
Colorubo. 

Education Department· Co-operative 
Society, represented by Mr. Stephen 
E'. Perera of Colombo. 

Ekanayaka, T. B., Chairman, Village 
Committee, Mahimiya Korale, Anu
radhapul'a. 

Eliyatamby, K.,CerealDealerand Money
lender, Anuradhapura. 

ElkaduW'a, M. B., Inspector of .Co
operative Societies, Badulla. 

Faridu Seyado, Oil Merchant, Anuradha
pura. 

Ferguson, G. H.; representing the In
spector-General of Police, Colombo. 

Fe~ndo, Austin, Kurunegala. 
Fernando, C. H. Z., St. Catherine's, Cam

bridge place, Colombo. * 
Fernando, J. J., Proctor, Supreme Court, 

and Notary Public, Chilaw. 
Fernando, James P.," Knowsley", Baga

. telle road, Bambalapitiya. 
Fernando, l.\-Iaurice, Kurunegala. 
Fernando, V. D. P., 166, Maliban street, 

. Colombo. 
Fernando, W. W. E. T., Chilaw. 
Foenander, . C., Acting Salt Adviser, 

Colombo. 
Freeman, H. R., M.S.C., Anuradhapura. 
Ginige, J., Elliott road, Galle. 
Gnanapandithan, V., Trader, Badulla. 
Gomis, V. I. V.,Crown Proetor, Kurunegala. 
Gonsalves, J. C., Gampahlh 
Goonasekera, S. S. J., Advocate, Galle. 
Goonetilleke, C. W. A., Mudaliyar, Pasdun 

Korale West, Kalutara: 
Goonetillaka, G. A., de S., Retired 

Atapattu Mudaliyar, Galle. . .. 
Goonetillaka, P. H. K., Barrister-at-law, 

Kalutara. 
. Gunaratna, M. F. P., "VillaFirenze ", 

Ward place, Colombo. 
Qunasekera, H. M., 87, Union place, 

Colombo. 
Guru Srae, M., Kandy. 
Hadjiar P!\keer Lebbe, Batticaloa. 
Hanwella. Co-operative . SoCiety, Kalu-

gomuwa, represented by Mr. K. B. 
Deegala (Secretary). 

Harrison-Jones, C., .C.C.S., Government 
Agent, North-Western Province, Kuru
negala. 

Henty, Portland, Passara Group, Badulla. 
Hunter, L. L., C.C.S., Assistant Govern

ment Agent, Matara. 
Hussein, Mohamed A. S., Trader, Chilaw. 
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12S. 

,129. 

130. 
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133. 
134. 
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13S • 
139. 
140. 

141. 
142. 

143. 
144. 
.145. 

146. -
147. 

148. 

,149. 

-150. 

151. 
J52. 

153. 

154. 

155. 

156. 

Ingledow, C. F., C.C.S., representing the 
Settlement Officer, Colombo.* 

Ismail, H. S., Vice-Chairman, Urban 
District Council, Puttalam. 

Ismail, M. H., 150/152, 2nd CroBB street, 
Colombo. 

Jaffna Benent Co., represented by Mr. S. 
R. Ignatius (Manager). 

Jaffna Co-operative Central Bank, repre
sented by Messrs.J. C. Amara singham 
(Director) and N. Muttiah (Honorary 
Manager). 

Jaffna Mutual Benefit Fund, Ltd., repre
sented by Mr. S. Sellappah (Manager). 

Jaffna Trading Co., Ltd., represented by 
Mr. J. M. Thomas (late Managing 
Director) 

Jainudeen, M. T., Proctor. Supreme Court, 
and Notary Public, Badulla. 

Jayaratna, G. B. K., 10, Dam street, 
Colombo. 

Jayasekera, Liyana Aratchige Don Hamis, 
Vidana Arachchi, Matugama. 

Jayawardena, C. R. P., Ratnapura. 
Jayawardena, C. S., 85, Old Kolonnawa 

road, Colombo. 
Jayawardena, M. P. C., Kandy. 
Kadurugama, M. B.., Retired Ratemahat

maya, Badulla .. 
Kaduruwewa, K. B., Kachcheri MuOO

liyap, Kurunegala. 
Kalupahana-Horana Village Tribunal 

Co-operative Society, n-presented by 
Mr. H. D. P. Siriwardena. 

Kalutara Totamune Co-operative Union, 
'represented by Messrs. P. F. A. Goone
tillake (President) and S. D.. J. 
ArsecuIaratna (Secretary). 

Kanabatipillai,M. PuloliEast, Point Pedro. 
Kanagasabai, K., Batticaloa. 

. Kanapathipillai,S., Government Pen
sioner, Jaffna. 

Kandiahpillai, K., Trincomalee . 
Karalapillai, T., MuOOliyar, " Chanmuga 

Lodge", De Saram place, Colombo. 
Karaypa, M. S.,ChiefHeadman, Batticaloa. 
Karunatilleke, D. T., Kalawila. 
Katugaha, H. B., Ratemahatmaya, 

YatikinOO, Badulla.. 
Keuneman, G. P.,.Matara. 
Kudagammana -·Co-operative Societ-y, 

Giriulla, represented by Mr. C. D. 
Basnayake (Secretary). 

Kurien, Dr. C.G., Provincial Surgeon, 
Kurunegala. . 

Lanka Mahajana Provident Co., Colombo, 
represented by Mr. F. P. Elucksuriya of 
Wattala. 

-Leach, F., C.C.S., Assistant Government 
Agent, Hambantota. 

Leisser, H. E., P. O. Box No. 390,Colombo. 
Light, J., C.C.S., Assistant Government 

Agent, Kalutaro.. 
Lord, L., Divisional Agricultural Officer, 

Batticaloa. 
Low-Country Products Association of 

Ceylon, ·represented by Mr. R. Sri 
Pathrnanathan (Chairman), Sir Henry 
De Mel, Mr. ·L. W. A. de Seysa, Dr. H. 
M. Peiris, and Messrs. J. Tyagarajah 
and Wace de Neise (Secretary). 

Luddington, N. J., C.C.S., Government 
Agent, Sabaragamuwa, Ratnapura. 

Macdonald, K, Planter, Negombo. 
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Mahadeva, S., District Engineer, Colombo. 
Mahagama Co-operative Union, repre

sented by Mr. P. C. M. Kularat.ne (Pre
sident). 

Mabagammeda Co-operative Society, 
repreaented by Mr. Arthur D. S. 
Jayaainghe (President). 

Mahawaskaduwa Co-operative Society, 
represented by Mr. H. A. de Abrew 
(President). 

Malabar Tile Works, represented by 
Mr. K. M. G. Kurup, Agent. 

Marku, Philip, Coconut Planter, Chilaw. 
Meaden, B. G., Director of Irrigation, 

Colombo. . 
Mediwaka, H. W., Kandy. 
Millington, E. T., C.C.S., Government 

Agent, Uva, Badulla. 
Mitheaena, P. A., Korala, Kalpe Korale, 

Anw-adhapura. 
M. M. L. Bros., represented by Mr. H. M. 

Abdul Oader of Jafina. 
Molegoda, Walter, Senior AgricUltural 

Instructor, Kurunegala. 
Moonesinghe, C., 170, Baseline road, 

Colombo.· 
Moratuwa Mabajana Sabha, repreaented 

by Dr. K. J. de Silva (President), 
Mr.Allred V.Fernando (Vice.President), 
Dr. H. I. Fernando, and Messrs. L. W. 
A. de Soyea and W. P. de Mel. 

Moratu Sevaka Samitiya, represented 
by Dr. Walter Peiris of Moratuwa. 

. Muller, Louis A., St. Clare, Dickman's 
road, Colombo. 

Muttiah~ C., Batticaloa. 
Muttiah Chettiar, S. M. S. P., Puttalam. 
Muttukumaru, W. A., Chairman, Urban 

District Council, Puttalam. 
Naganather,A.,Gate MudaliyarJ.P.,Kopay. 
Nagaratnam, P., Trincomalee. 
Nataraja, S., Chairman, Urban District 

_ Council, Anuradhapura. 
National Financiers Cheetu Bank, Badulla, 

represented by Mr. W. G •. Udugama, 
Proctor, Supreme Court, and Notary 
Public. 

Negombo Co-operative Union, Negombo~ 
Nell,Dr.Andreas,The OrientCIub,Colombo. 
Nesiah, K., Nallur, Jaffna. 
Newnham, H. E., C.C.S., Commissioner of 

Local Government, Colombo •• 
Niles, W. D., Advocate, Jaffna. 
North-Ceylon Food Products Association, 

represented by Mr. V. Muthu-
kIlmaru, M.A. (Secretary). 

Oriental Savings Society, Galle, repre
sented by Mr. P. G. Pnnchihewa, 
Managing Director. 

Pamunuwila Asaranaearana Samitiya, 
repre~ented by (Hony. Secretary) 
Mr. P. D. D. Leander. . 

Parakrama, J. S., Skinners road South, 
Colombo. 

Pararajasingham, S., .. Pathmalaya ", 
Flower road, Colombo. . 

Palilinus, B. F., Trincomalee. 
Peiris, H. W., Bagatelle road, Colombo. 
Perera, G. K. W., Barrister~t,law. 

M. S. C., Matara. 
Perera, ,H. A., Horawala. 
Perera, J.A., Proctor, Supreme Court, and 

Notary Public, Colombo .• 
Perera, W. A.,· Mudaliyar, Gangaboda 

Pattu, Matar&. 

196. Perera, Wilmot A.,- Horana, Panadure:' , 
19'1. Poholiyadde, T. B., Ratemahatmaya. 

Hurulupalata, Anuradhapura. 
198. Ponniah, . N., Supervisor of Co-operative 

Societies, Pungudutivu. ' 
199. Prasad, M., C.C.S., District Judge, Kuru-. 

negala. 
200. Proctor, R. C., Chundukuli. 
201. Pwlcru Banda, J. E. M., Dekat&.na. 

Hanwella. 
202. Pussegoda, G., Kandy. 
203. Ragunathan, C., Assistant Registrar of 

Co-operative Societies, Jaffna. 
204. RamalWgam, M., Trincomalee. 
205. Ramalingam, S. K., Trineomalee. 
206. Rambukwella, B. B., Ratemahatmaya. 

Uda Dumbara, Kandy. 
207. Ranasinghe, P.,Acting Mudaliyar, Raigain 

KoraIe, Kalutara. 
208. Ranasinghe, D. A. P., Proctor, Supreme-

Court, and Notary Public, Negombo. 
209. Ranaweera, D. A., Chairman, Village 

Committee, Yatiyana. 
210. Rasiah, M.; Trincomalee. 
211. Rasool, M. 1. H., ,TrincomaIee. 
212. Ratnasaoopathy, N., 'Kynsey road" 

Colombo. . 
213. Ratwatte, A., Dissawe, Ratemahatmaya, 

Ratnapura. . 
214. Ratwatte, J. C., Adigar, Kandy. 
215. Registrar of Lands, Badulla. 
216. Reid, A.H., Demodera Group, Badulla. 
217. Rock, J. C. W., C.C.S., Registrar-General' 

andDirectorof Commerical Intelligence, 
Colombo. 

218. Rodrigo, E., C.C.S., Government Agent, 
Northern Province, Jafl'ila. 

219. Rustomjee, F., Proctor, Supreme Court, 
and Notary Public, Colombo. 

220. Saibo Nadar, Trader, Chilaw. 
221. SamarakoDe, T. J., Talpawila. . 
222. Samaratunga, D. W., Proctor, Supreme 

Court, and Notary Public, Negombo. 
223. Samaraweera D. J. L.,President, Hidel. 

lana Agricultural Association. 
224. Samaraweera, F. A.,S., Shopkeeper, Anu

radhapura. 
225. Sandys, M. K. T., C.C.S., Assistant Gov

ernment Agent, Trincomalee. 
226. Sangarapillai, T., Batticaloa. 
227. Santiappillai, M., Batticaloa. 
228. Saravanamuttu, T., Trincomalee. 
229. Savaranamuttu, K., Trincomalee. 
230. Schrader-,R. H. Spencer, Planter,Negombo. 
231. Selvanayagam, S. A., Ba.tticaIoa. 
232. Senanayake, James,' ·Arrack ,Tavern 

Rente.r and Landed Proprietor, Kandy. 
233. Senanayake, R., Public Works Depart

ment, Kandy. 
234. Senaratne, J. H., KamburugamuW'a. 
235. Seneviratne,A. F., "Sirigiriya", Negombo. 
236. Shamsuddin Sahib, V. M., 58, Maliban 

street, Colombo. 
237. Silva, E. W., .. The Gradient". Alutma

wata road, Colombo. 
238. 'Silva, Piloria, Trader, Anuradhapura. 
239. Sinnetamby,K., Maniagar,Vad/mlaradclji. 
240. Siripalam, S., Trincomalee. .. 
241. Sivaguru, V., Maniagar, Tenmaradcbi. 

PachchilaippaIi, Karachcbi. 
242. Smith, KoSentance, Telbedde Estate 

Badulla. 
243. Southem Industrial WorkS, Ahangama, 

represented by Mr, P. A. Ediriweera 
(Managing Partner). 

• EvIdence not repMduced. 



245. 

246. 

247. 

248. 

249. 

250. 

251. 
252. 

253. 

254. 

2,51),. 

256. 
257. 

258. 

25\1. 

260. 
2,61.. 

262. 

263. 
264. 
~ 

CEYLON SESSIONAL PAPERS, 1934. 

Southam Province Trust, Ltd., Galle, 
represented. by Mr. A. Wickremetilla.ke 
(Secretary). 

Stewart, Ian, "Carlowrie",Thurstan road, 
Colombo. 

Subramaniam, 8., Maniagar, Kachcheri 
Mudaliyar, Jaffna. 

Tambiah. S., "Rotherfield ", Albert 
crescent, Colombo. 

Tennekoon. B., Ratemahatmaya, Kalagan 
Palata, Anura.dhapura. 

Tennekoon, J. C.. Fr.ankfort place, 
Colombo. 

Thaha & Co.. S. L. M., Colombo, repre· 
sented by Mr. A. W. Thaha. 

. Thambimuttu. E. R., Batticaloa. 
Tillekeratne.A. G., Gate Mudaliyar. Acting 

Postmaster·General. Colombo. * 
Tillekeratne, K. B. T., Chairman, Village 

Committee, Utalgala Korale, Anu· 
ra.dhapura. 

TirunelveliOttumai Nithi, Ltd., JatIna, 
represented by Mr. V. Somasunderam, 
Manager. 

Tissel'&, M. E., Proctor, Supreme Court, 
and Notary Public, Chilaw. 

Tyagaraja, J., Ward place, Colombo. 
Ukkurala, K., Hony. Supervisor, Co· 

operative Societies, Anura.dha.pura. 
United Motor Finance Co., Colombo, 

represented by Mr. B. Kitching. 
Urban Di!Jtrict Council, Kotte, represented 

by Mr. H. J. V. Ekanayake. 
Vallipuram, G. W., Batticaloa... 
Van Rooyen., Dr. G. St. Clair" "Wye", 

Bandarawela.. 
Van Sanden, J. C., 41. Victoria buildings, 

Colombo..* 
Venkadeswarmn, N., Nirveli Kopay. 
Vytilingam, S. P., M.S.C., Talawakele. 
Walbeoff, S .. Visiting Agent and Valuator,. 

Kandy. 

266. 

267. 

268. 

269. 

270. 

271. 

272. 

273. 
274. 

275. 

276. 
277. 
278. 

279. 

280. 

281. 

282. 

283. 

284. 

285. 

286. 

287. 

Wana.sundara, D., Ka.chcheri Mudaliyar. 
Ratnapura. 

Warakaulle, L. B., Ratemahatmaya, Pata 
Hewaheta, Kandy. 

White Burley Sale Society, JatIna, repre. 
sented by Mr. K. Saravanamuttu, 
Manager. 

Wickramanayake, H. E., Proctor, Sup
reme Court,andNotary Public, Tangalla. 

Wickremeratna, H. A., Mudaliyar, Well· 
gam Korale, Maw&. 

Wickremeratna, N.,. Mudaliyar, Retired 
Allsistant Registrar of Co-operative 
Societies, Kandy. 

Wickremesuriya, F. A., Mudaliyar, Magam 
Pattu, Hambantota • 

Wijegurusinghe, D. A. P., Horawella.. 
Wijemanna, J. H. P.,Mudaliyar, Chairman, 

Village Committee, Diokwella.. 
Wijesekera,Alton, Broker,Chatham street, 

Colombo. 
Wijesekera,O.B.,«,Castlestreet,Colombo. 
Wijesinghe, C. W., Kamburupitiya. 
Wijesinghe, W. V. P., Mudaliyar, Ka.ch· 

cheri and Gravets, Puttaiam. 
Wijewardene, D. P. A., Mohandiram, 

Bambalapitiya. 
Wijeyaratne, E. de 8., Proctor, Supreme 

Court, and Notary Public, Galle. 
Wikramanayaka, C. H.o Proctor, Supreme 

Court, and Notary Public, Galle •. 
Wille, G. A., Kensington Gardens, Bam

ba.lapitiya. 
Willia.m. Appuhamy, K. L.; Trader, 

Kekirawa. 
William Pedris & Co., Colombo, repl9-

santed by Mr. D. L. F. Pedris.* 
Wimala.surendra, D. J., M.8.C.o " Queens

down", Cambridge place, Colombo. 
. Wirakoon, A., Chairman, Village Com

mittee, Kamburugamuw&. 
Yatawara, S. B., Assistant Registrar of 

Co-operative Societies, Kandy. 

• Evidence not reprodnced. 

Appendix 4.-Distribution of Population. 
(Vide pa.ragraph 29 of the Report.) 

Race •. 
Estimated 

Totals.* Race. 
Estimated 
Totals.* 

Europe&ns •• 
,Burghers and Eu.ra.sia.ns 
Sinhalese 

9,153 
32,315 

3,473,030 
1,417,4'l'l 

325,913 

Malays 
Others 

15,977 
32,564 

Tamils 5,306,871 
,Moora 

~ Es~ totals for 1931, based OB the Census of 1921. 

Appendix 5.-Particulars required by "The Money Lending 
. Ordinance, No. 2 of 1918". 

(Vide paragrap'h 219 of the Report.) 
Promissory Note given in respect oj a Loan. 

Stamp. 

·1. Capital· sum. borrowed. 
Rs. . • 

, 2. Interest, premium, er 
charges deducted or 
paid in advance, if 
any.Rs. ,. 

• 3. Bate of interest per 
. centum per annum 

On demand (or , months after date) I promise to pay 
to • or order, the sum of Rupees • with interest 
thereon at the rate of per centum per annum. 

(Signature of Borrower) • 
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Appendix 6.-lnvestments o~ the Currency Reserve.-
(Vide paragraph 331 of the Report.) 

, 

Book Value on 

Market Value on 
September 30, 

Face Value. Purcbaoe Price.. 
1933, i.e., 

Partlculan of Investments. September 30, Purchase PrIce 
1933. InS~::" 

-converted at 
18. Od. CB Re. 1. 

>'H - -

8tMlifl(fl,,~. £ .. tl. £ B. 4. t. . . d.' Ba. c. 

:1 J:: :::t ~~~iN5:tock, 1957 o~ 13S,008 16 11 -13S,746 11 6 134,671 g l' 

after .. .. .. 9,810 16 7 8,711 11 S- 10,69S 16 1, 
4l per cent. Conversion Loan, 1940-44 .. 6,910 14 2 6,576.11 10_ 7,705 8 II 
4 per cent. Funding Loan, 1960-90 .. 25,061 4 9 26,815 11 6- 27,6S0 0 8 
, per cent. British HondurBB, 1941-71 .. 1,770 0 0 1,600 4 6 1,663 16 ~ 
4 per cent. Canada, 1940--60 .. 50,866 7 2 52,22310 7 52,901 (I 43, 
4 per cent. Canada, 1958-58 .. .35,101 S 5 36,49715 8 36,497 15 8 
4 per cent. ~"':i 195fH16 .. 10,000 0 0 9,500 0 0 10,~~ g ! 4 per cent. nrI us, 1937 .. 87610 8 88816 11 
8 per cent. Gold CoBBt, 1927--62 .. 8,206 (I -7 6,989 16 0 7,795 14 - 7-
Sl per cent. Gold CoBBt, 1934-59 .. 14,544 12 11 10,193 16 4 14,399 4 0 
4 per cent. Gold COBBt, 1931)-59 .. 6,214 2 0 6,593 8 2 6,276 4 9 
41 per cent. Gold COBBt, 1956 - .. 225,000 0 0 209,048 1 6 252,000 0 0 
4l per cent. Gold COBBt, 1960-70 .. 10,000 0 0 9,SO" '0 0 11,100 n 0 
6 per cent. Gold COBBt, 1946-70 .. 18,55919 5 18,667 3 1 22,271 19 3 
8t per cent. Hong Kong, 1918-43 .. 1,3SO 13 8 - 1,176 2 0 1,366 17 7 
3 per cent. Jamaica, 1911)-49 .. 17,964 1 U- 16,559 5 1 18,14314 8 
4 per cent. Jamaica, 1952-62 .. 11,478 17 1 10,819 14 '6 12,05215 It 
6 per cent. Kenya, 1946--66 .. _ 21,100 10 4 21,63516 8 25,320 12 4 
6 per cent. Kenya, 1948-58 .. 10,000 0 0 10,000 2 0 11,500 0 0 
4t per cent. Kenya, 1950 .. 79,59414 1 79,647 2 -8 88,3502 I) 
4 per cent. Kenya, 1961-71 .. ,85,000 0 0 83,620 8 3_ 95,200 II ,0 
4 per cent. Natal, 1937 •. •• 8,816 18 6 7.800 14 11 8,993 5 2 
8t per cent. Natal 1914-89 .. 1,631 0 0 1.334 14 11 1,67918 7 
3 per cent. New SOuth Wales, 1980-00 •. 354 0 6 21618 11 343 8 1-5 per cent. New 80uth Wales, 1986-55 .. 66311 2 678 2 8 683 9 4, 
5f per cent. New 80uth Wales, 1947-57 .. 17,431 15 0 19,322 19 10, 1~:~~~ Ii ;: 4 per cent. New Zealand, 1944 •. 6,272 19 6 6,66817 6 
4 per cent. New Zealand, 1947 •. 89,300 1 11 90,514 1 6 '06,444 2 1 
4 per cent. New Zealand, 1945 •. 70,08510 11 68,79611 4 74,991 10 ~, 
6 per cent. Nigeria, 1941)-79 •. 15,789 12 3 15,870 7 4 19,421 4 6 
6 per cent. Nigeria, 1938-46 •• 56,81213 8 54,66611 5 60,221 810 
4 per cent. Nigeria, 1963 •• 21,85419 4 18,675 13 11 ~3,'186 5 3 
6 per cent. Nigeria, 1947--67 .. 20,000 0 0 19,91819 0 22,SOO .00 5 per eent. Nigeria, 1950--60 .. 7,01410 0 6,97415 10 ,7,926 7 8 
8t per cent. QueeDBIand, 1940-60 .. 20215 9 191 18 1 198 14 8 
8l per cent. 81erra Leone, 1921)-64 .. 1,240 19 2 94216 10 1,23415 1 
• per cent. 81erra Leone, 1938-63 •• 370 " 8 289 14, L 374 3 " 8i per cent. Commonwealth of Anstralla, 

1,027 1937-88 •. •• 1,034 " 0 611 1,027 6 11 
5 per cent. CollllllDnwealth of Australia, 

1946-76 •• •. 28,862 9 6 30,987 16 0 Sl,7~~ 1* 4 
4 per cent, South Anstralla, 1916-86 .. 33 1 2 2814 6 9 
8t per cent. South Australia, 1934 .. 1,600 0 0 1,444 2 6 1,616 0 0 
6 per cent. Western Australia, 1936-46 .. 9,041 11 8 9,358 810 9,403 4 6 
6 per cent. W .. tern Australia, 1946-75 •. 6,000 0 0 5,285 8 4 6,450 0 () 
8t per cent. Southern NIRerla, 1930-66 .•• 65,49215 8 48,601 16 7 64,937 17 ~ 
8 per cent. Straits Settlements, 1937~7 168,941 ·9 2 149,683 2 8 168,941 9 2 
6 per cent. 8tralts 8ettlements, 1936-61 .• 304 6 8 29911 8 32813 2 
41 per cent. Straits 8ettlementa, 1936-45 23,S03 14 7 22,669 16 0 1II4,517 16 10 

:t
P
:' ":!t~.pJ:.1:!i.1~:~8 .. 2,606 8 1 2,750 19 3 2,528 4 3 .. 26,000 0 0 _l!g~~ -~ 0 25,250 0 0 

• per cent. Trinidad, 1917-42 .. 1,400 0 0 0 1,428 0 0 
8t per cent. Uganda, 1956-66 .. 10,000 0 0 9,750 -0 0 10,000 0 0 5 per cent. Uganda, 1951-71 .. 25,000 0 0 24,15614 0 28,600 0 0 
6 per cent. Victoria, 1932-411 .. 3,000 0 0 2,97() 0(1 0 3,030 iI -0 
6 per cent. Victoria, 194~76 .. 41,572 12 6 41,143 10 3 45,72917 8 
4l per cent, Tanganyika, 1948-68 •• 10,000 0 0 9,650 0 0 t1,300 -0 0 
• per cent. TanRanY\k~ 1951-71 •• lI2,OOO 0 0 20,854 110 23,980 '0 0 
3t per cent. Northern hodeola, 1956-65 20,397 15 6 20,181 18 4 20,193 16 0, 
Sl per cent. Union cf 80uth Al'rlca, 1965-73 27,62313 6 26,560 610 27,248 8 " 
, per cent. Union of South Al'rlca, 1948-63 6,200 0 0 5,390 17 7 :M~~ ~ ~ 6 per cent. Union of 80uth Al'rlca, 1946-75 11,976 8 2 13,420 15 9 
8 per cent. India, 1948 or after - •. 6,314 11 8 4,364 7 -7 4,704 7 3 
8t per cent. IBdia, 1931 or after .. 96,000 14 7 86,012 8 0 ~~g~ 1~ ~ ~88'{;1n"":a;fDo'}l~n1~:t5 .. 75,00~ 2 0 67,814 10 0 .. 8 2 6 & 258 
Caab In Martini Bank •• .. 1,404 0 2 1,404 {/ 2 1,404 II 2 

1/uJIeB l_efttB. 
1,778,308 4 1 1.703,886 1 1 ·1,880,894 13 11 22,718,480 73 

Re. c. R •• ..,. Re. -c. 
, per cent. India, 1960-70 .. 11,6~~:~g 0 ilO,137,322 88 ll,4~~g~~ 1J~ /; per cent. India, 1945--65 .. 0 41,618 50_ 
/; pel' cont.l ndia, 1931)-44 .. 897,700 0 866,816 70 "60,i39 0 

12,579,200 0 111945,258 8 12,4781187 94 _ 11,045,258 8 
33,763,738 81 

• kket valne In Rupees, 8terUng converted at 1 •• 64. = Re. 1 = Re. 25,078,595'84. 
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Appendix 7.-Investments of the Ceylon Savings Bank 
(December 31, 1933). 

,(Vide paragraph 337 of the Report.) 
, Rs. c. 

31 per cent. War Loan, 1952 or af~r 52,510 12 
31 ~er cent. Straits, 1937-67 .• 263,972, 63 
4 per cent. Nigeria, 1963 136,219 9 
5 per cent. Nigeria, 1950-60 '150,951 72 
,5 per,cent. Kenya, 1945-5~ 90,571 4 
41 per cent. Kenya, 1961-71 74,151' 73 
41 per cent. Kenya; 1950 63,806 23 
5 per cent. Fiji, 1946--53 60,910 35 
5 per cent. New ZeaIand, 1935-45 114,267 42 
41 per cent. New Zealand, 1947 ,51,706' 38 
4 per cent. New Zealand; 1933-43 93,953 6 
31 per cent. Western Australia, 1915--35 '!l6,868 97 
5 per cent. Queensland, 1940-60 17,498 43 
5 per cent. Uganda; 1951-71 .. 154,084 52 
5 per cent. Northern Rhodesia, 1950-70 71,358 89 
41 per cent. Southern Rhodesia, 1958-68 148,303 45 
31 per cent. Jamaica, 1919-49 189,233 32 
31 per cent. ,Natal, 1914--39 29,537 2Z 
3t per cent. Natal, 1934-44 80,432 34 
3 per cent. Natal, 1929-49 83,198 24 
3t per cent. Southern Nigeria, 1930-55 376,325 24 
4 per cent. Canada, 1953-58 .. ' 269,182 79 
4 per cent. Canada, 1940-60 . . 107,849 67 
51 per cent. New South Wales, 1947-57 419,023 46 
6 per cent. Hertfordehire, 1940-60 90,694 7 
3t per cent. Hong Kong, 1918-43 147,351 67 
4 per cent. Union Of South Africa, 1943-63 15,279 62 
3 ~r cent. India, 1948 or after 58,504 5 
3t per cent India, 1931 or after 25,153 86 
3t per cent. India' 473,861 25 
3. per cent. India, 1947-50 294,450 0 
4 per cent. India, 1960-70 2,955,881 25 
4 per cent. Ceylon, 1942-44 .. ,~28, 750 0 
5 per cent. Ceylon State Mortgage Bank Deben· 

tures, 17/12/58 or earlier ,105,000 0 

Loans on Colombo house property, 7 per cent. 
and 8 per cent. . . • • 

House properties held by the Bank 

.,Cost price, Ro. 7,809,989'96., 
i 

Rs. c. 

8,160,842 8* 

1,286,982 1 
137,719 7 

'9,585,543 16 

Appendix 7 : (Contd);-Investments of the Loan Board 
(December 31, 1933). 

Loans oil House Properties 
Investm~ts at Market Value on DeCember 31, 1933 :~ 

Canada 4 per cent~ Stock, 53-58 ' 
Cyprus 4 per cent, Stock, 56-66 , 
Gold Coast 41 per cent. Stock, 60-70 
Gold Coast 4t per cent. Stock, 1956 
Kenya 4t per cent. Stock, 61-71 
Natal 3t per cent., 14--39 .. 
Natal 4 per cent. Stock, 1937 
Natal 3t per cent. Stock, 34-44 
New South Wales, 51 per cent., 47-57 
New Zealand 5 per cent. Stock, 1949 
New Zealand 5 pel;' cent. Bonds, 32-34 
Straits Settlements 3i per cent. 37-67 
South Africa 5 per cent. Stock, 45-75 
Si.erra Leone 4 per cent. Stock, 38-63 
U~anda 5 per cent. Stock, 51-71 ' .. 

,Indian Government 4 per cent. Loan, 60-70 
C/lylon Government Inscribed Stock 4 per cent, 
Ceylon 5 per cent. State Mortgage Bank Debentures 

Rs. c. 
5,427,426 58 

55,642 21 
69,517 25 
75,475 87 
11,967 83 

606,192 95 
'28,118 18 
17,857 93 
9,005 57 

146,979 31 
76,024 57 

,43,696 55 
24,336 33 
52,719 17 
23,832 50 

159,123 64 
857,390 62 
387,840 0 
105,000 t) 

'8,178,lln 6 
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DIAGRAM No 2. 

< VALUES OF IMPORTS BY PRINCIPAL' COUNTRIES 
1922-1933. - . 

. -
• ,TIIM I .. nl~ (£XCU1DU118 BURUM 0-..0-.,0(\ 

• U .... A. . ...• ~ ..•......... ........-... 

UNITED 8TATEI OF AMERICA .. •• + •• 
ITRAfTS SETTLEMENTS AND . 
~. ~ MALAVaTATut· ;---~ 
GERM,.,..·"' .... •· -: .. . 

~VA . -.. _ ...••••....•.•..•.••••• _._. __ IAPAN ••• •·•·· .•. -.... : ... ::~~~~. 
i 01. 

1 00 

as 

to 

85· 

80. 

15 

)0 

85 

80 

.. !\ 
\ a. 
.\ 

&It 

50 

·.a . j ,,'\ •. \ .. 
4& . 

40 

.1 1& 

... ao 

.. .1 

.0 .0 

II 

10 

• 
~ ___ ., • ..... .., .. ..... 10·, 
~- ... W ' ............... -"",,--
........ ..-.I.~./ 1-, "'l::oo.. 
~~~~C-~/-:~·· __ ~~ __ ~~',~ __ -C-·~+-~·~~I 
.~-- .. ;.;;.~- ........... J. .,.. .......... ~.!;,!.!'.! 
.~~ __ J-~~~ __ ~~ __ Ll __ J!_-_,'-L+·-_--~~_·-~-. 

- - - - - - -- - ~ - -

.. ::: 
.!!; 

'" ~ 
~ • 
1< 

~ 
.::! 

~ 

I 





REPORT OF TaE CEYLON BANKING COMMISSION. 283' 

Appendix 8.~Tables and Graphs. 
ValUet 01 Total rrade, Total Exports, and -Total lJi(ports, Ceylon, since 
,- : :1920. (~" Diagra~ No.1.) -, ' 

Exports, viz.; Impons _ 
Year., , TQ~al Trade., Ceylon Produce, 

Imports exported including 
and Specie; Specie. 

:Rs. Ra. Rs.;', 

1920 637,222,648 : 276,295,469, 360,927,179-
1921 618,656,123 256,600,413, 262,055,710-
1922 579,523,917 297,783,215, 281,740i702 
1923 643,358,532 '351,1118,7411· 292,159;78( 
1924 697,845,885 ._ .'. 385,517,418- 312,328.46.1 
1925 852,996,747 492,616,430 360,380,317 
1926 911,516,099 .503,648,990 407,867,109 
1927 870,401,720 449,273,744 421.127,976 
1928 .... 804,689,614 392,569,975 412,119,639 
1929 .' 836,668,133 407,372.810 . ..... 429,295,32:i 
1930 634,527,676 310,171,163 324,356,513 
1931 454,903,418 226,707,241 228,19!>,177 
1932 376,677,243 170,309,678 196,367,565 
1933 360,552.689 . 177,347.912 . 183,204,777 

NOTB.-Tbe figures under Total Trade and Exports up to 1932 -exclude the 
value of ., ,bunker coal" reshiPI>ed to steamers. of Ships' Stores -supplied to 
v_lB. and of articles sent &y·post. In 1933· they exclude the value of 
Sbipa' Stores only. . . 

• Value 01 Imports bJ Principal C~~ntrles, 1922-19,33. (See Diag~m No. ',2.) . 

Year. 

1922 
1923 
1924 
1925 
1921\ 
19~'1 
1928 
1929 
\930 
1931 
1932 
,1933 

U"jted Kingdom. 
Ra. 

62.073,675 
63,356,230 
69,448,553 
84,757,656 
95,134,287 [ , 
95,276,344: 
93,033,890' 
90,470,077 
63,619.104 
41,088,300-
37.365,076 
31,074.270 

'f 

British India 
(excluding Burma). 

Rs. 
68,488.207 
85,581.262 

100,163,998 
88,703,433 
97,862,187 
93,846,051 
85,290.999 
84,939,796 
70,598,453 
50.172,606 
44,832,099 
37.758,493 

' .. 

Burma.' 
Rs. 

75.573,859 
59.288,580 
46,028.104 
82,803.409 
78,319.562 
81.310,192 
78.483.313 
78.096.111 
53.749,917 
40,823.944 
35,853,480 
31.889.020 

Values· of the Exports 01 Tea, Rubber, Coconut Products, Plumbago, and 
Other Exports,-Ceylon ProducB, since 1920. (See Diagram No.3.) 

Quantity. 
r------A ------" 

Year. Black Tea. 'Green Tea. Total Value. 
lb. lb. Ra. 

1920 .... 181,566.09'1 3,204,134 .. 80,78l;537 
1921 .- 159,302.769 2.308,197 112,707,687 
11122 '0 169.689,289 2,118,192 - 146,036,443 
11123 .. ~. 179,596,9'93 2,309,191 · 185,652,324 
1924 

, . 203,210,185 1,1151.831 214.892.6112 
1925 .. 208.374.226 1.326.413 199.609.338 
1926 .... 215.718.431 1.364.217 · 213.063.798 
1927 224,958,195 1.991.864 213.691.876 
1928 ...• 234,802.977 1.828.623 201.235.039 

·1929 ., 250.332,330 1.157,442 205.114,200 
1930 240,826,758 2,194,490 181,974,157 

'·11131 .. 242,434.449 1.465,210 .. 138,656.337 
: 1932 . 252.294.176 462.566 · 107.662,:702 
~933 215.837,614 178~329. .... 117.884,764 

• Exoluding values of Ships"Stores 8.ndp;,stalArticlell., 
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1920 
1921 
1922 
1923 
1924-
1921i 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
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.. ' 

Rubber. 
lb. 

88,552,542 
88,125,425 

104,595,278 
83,816,228 
82,960,851 

102,185,442 
131,840,505 
125,062,078 
128,326,4« 
180,632,140 
170,946,243 
138,004,736 
111,241.860 
H2,317.027 

Coconut Products. '* 

Total Value. 
Rs. 

89,961,103 
51,601,518 • 
56,970,218 
73,594,349 
63,749,711 

169,992,247 
170,078,219 
119,174,347 
73,985,953 
'86,630,874 
47,158,228 
19,841,663 
13,232,696 
22,995,245 

(PoonllC; Fresh COOODulB; Desiccated CooOlMlit, Arrack; Bristle aDd 
Mattress Fibre; Copra; .Oil, ~ Yam. MalB au.cl Mattirg, :Rope and_ Other. r 
YeM. 
1920 
1921 
i!r.!2 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
.1930 
1931 
193! 
1933 

1920 
ill21 
.922 
~923 
1924 
1925 
1926 
1927 
1928 
1929 
1930' 
1931 
1932 
1933 

.... 

--,--, .. ' 

.. : 

'0 

.. ~ 

. ..... 

! PlllUlbago. 
Cwt. 

184,100 
86,996 

216,999 
213,383 
193,017 
308,523 
232,453· 
257,686 
286.931 
254,776 
174,478 
134,413 
122,009 
191,173 

Other Exports. • 

Total Value. 
Rs. 

70,852,487 
71,326,566 
69,840,446 
'61,419,960 
77,636,986 
21.355,740 
79,146,085 
77,048,541 
78,875,126 
'64,278,007 
46,779,594 
36,300,951 
35,050,547 
28,859,183 

2,100,114 
'757,917 

1,631,087 
1,548,877 
1,3211.125 
2,983,389 
2,616,994 
2,525,700 
2,704,359 
2,729,639 
1,776,317 
1,225,331 
1,023,283 
1,213,561 

1920 13,483,647 
..1921 11,726,812 
'1922 •• 14,472,971 
1923 14,535,fs37 
'1924 .••. ." 17,773,736 
1925 17,925,666 
1926 18,&83,468 
1927 •• 18,781,120 

'1928 18,310,873 
191.9 ....... 19,172,358 
1:130 13,696,601 
'1931,. 11.512.465 
1932. ~.. "9,492,002 
'1933 ,.,,' 8,483,()73 
, '. Quantities not given owing to differing~niis of measurement of 'the 
different producti!'included in the ·heading. , " ' . 



DIAGRAM No.3. 
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YeR. 

1922 
1923 
192. 
1925 
1926 
1927 
1928 
192!t 
1930' 
1931 
1932 
1933 

Java. 

Rs. 
7.617.320' 
9.~.182 

11.731.0'76 
1l.O'78.008 
13.3M.998 
1 .... 7.829 
16.968.039 
13.763 • .s9 
13.676.'61 
8.626.773 
5.739.0'76 
5.698.883 

f 
-.,.-
~:;: ~ ".; .. 

,., 1924 
~i" 11125 . 

19" _ 
1927 •.. - ,,~ -"-..' 
1928 
1929 
1930' 
\931 
1932 
1933 

United States of Straits Settlements 
America. and MoJ.ay States. 

Rs. Rs. 
6.694.428 
6.464.147 
9.180.299 
9.468.469 

12.800.428 
14.686.003 
16.70'8,818 
13.041,494 
9.421,941 
9,0'71.498 
4,272.0'21 
3,233.272 

4.385,495 
3.664.313 
4.0'40'.732 
7,333,234 

'10'.976.387 
)11,663,162 
7,749,0'56 
4.696.852 
2,839,676 
1,297,919 
1,10'8,182 
1,425,590' 

Germany. 
Rs. 

Japan. 
Rs. 

3.697.918 6,180'.70'2 
8.961.914--..... 5."7.478 
6,426.656 ' •• '-, . 6.'25,17'1' ._ ....... __ 
6.701,613 7,141.718 ..... r"_._ 

10'.350'.461 9.766.541 . 
. 8.904.743 .• 9,2&O.111t --....... 
"'"lO.OOO.BOa.......... 9.856.383 I " 

10',521,331 •• -..w.US.78~ . 
6.624.936 •• 9.246,911J """"--. _ . 
4.249.736 10'.699.241 -.-_ 
3.268.20'8 13.231.20'6 
2,719,0'85 12,828,632 

\\ 

CHEC1<EC 
io~s·O;a. 





-"~ ----/0;-0:-:,'2::-.... /2-

,,.. . 

I I Received Lent on on 

... 
I 

',. ,'. 

, , 

. POONA4.' . 

" 
l.BPOks drawn' from -the 'library may riot be , 

retained for longer .than a fortnight. . " . 
,. 

. 2. . Borrowers will "be held strictly responsible ' 
for an,. damage dune tQ. books .whil-= they 
aie in their possession. -.. - , - , ..... - i . 

.. 
" 

.. 


	010212_0000
	010212_0001
	010212_0003
	010212_0005
	010212_0007
	010212_0008
	010212_0009
	010212_0010
	010212_0011
	010212_0012
	010212_0013
	010212_0014
	010212_0015
	010212_0016
	010212_0017
	010212_0018
	010212_0019
	010212_0020
	010212_0021
	010212_0022
	010212_0023
	010212_0024
	010212_0025
	010212_0026
	010212_0027
	010212_0028
	010212_0029
	010212_0030
	010212_0031
	010212_0032
	010212_0033
	010212_0034
	010212_0035
	010212_0036
	010212_0037
	010212_0038
	010212_0039
	010212_0040
	010212_0041
	010212_0042
	010212_0043
	010212_0044
	010212_0045
	010212_0046
	010212_0047
	010212_0048
	010212_0049
	010212_0050
	010212_0051
	010212_0052
	010212_0053
	010212_0054
	010212_0055
	010212_0056
	010212_0057
	010212_0058
	010212_0059
	010212_0060
	010212_0061
	010212_0062
	010212_0063
	010212_0064
	010212_0065
	010212_0066
	010212_0067
	010212_0068
	010212_0069
	010212_0070
	010212_0071
	010212_0072
	010212_0073
	010212_0074
	010212_0075
	010212_0076
	010212_0077
	010212_0078
	010212_0079
	010212_0080
	010212_0081
	010212_0082
	010212_0083
	010212_0084
	010212_0085
	010212_0086
	010212_0087
	010212_0088
	010212_0089
	010212_0090
	010212_0091
	010212_0092
	010212_0093
	010212_0094
	010212_0095
	010212_0096
	010212_0097
	010212_0098
	010212_0099
	010212_0100
	010212_0101
	010212_0102
	010212_0103
	010212_0104
	010212_0105
	010212_0106
	010212_0107
	010212_0108
	010212_0109
	010212_0110
	010212_0111
	010212_0112
	010212_0113
	010212_0114
	010212_0115
	010212_0116
	010212_0117
	010212_0118
	010212_0119
	010212_0120
	010212_0121
	010212_0122
	010212_0123
	010212_0124
	010212_0125
	010212_0126
	010212_0127
	010212_0128
	010212_0129
	010212_0130
	010212_0131
	010212_0132
	010212_0133
	010212_0134
	010212_0135
	010212_0136
	010212_0137
	010212_0138
	010212_0139
	010212_0140
	010212_0141
	010212_0142
	010212_0143
	010212_0144
	010212_0145
	010212_0146
	010212_0147
	010212_0148
	010212_0149
	010212_0150
	010212_0151
	010212_0152
	010212_0153
	010212_0154
	010212_0155
	010212_0156
	010212_0157
	010212_0158
	010212_0159
	010212_0160
	010212_0161
	010212_0162
	010212_0163
	010212_0164
	010212_0165
	010212_0166
	010212_0167
	010212_0168
	010212_0169
	010212_0170
	010212_0171
	010212_0172
	010212_0173
	010212_0174
	010212_0175
	010212_0176
	010212_0177
	010212_0178
	010212_0179
	010212_0180
	010212_0181
	010212_0182
	010212_0183
	010212_0184
	010212_0185
	010212_0186
	010212_0187
	010212_0188
	010212_0189
	010212_0190
	010212_0191
	010212_0192
	010212_0193
	010212_0194
	010212_0195
	010212_0196
	010212_0197
	010212_0198
	010212_0199
	010212_0200
	010212_0201
	010212_0202
	010212_0203
	010212_0204
	010212_0205
	010212_0206
	010212_0207
	010212_0208
	010212_0209
	010212_0210
	010212_0211
	010212_0212
	010212_0213
	010212_0214
	010212_0215
	010212_0216
	010212_0217
	010212_0218
	010212_0219
	010212_0220
	010212_0221
	010212_0222
	010212_0223
	010212_0224
	010212_0225
	010212_0226
	010212_0227
	010212_0228
	010212_0229
	010212_0230
	010212_0231
	010212_0232
	010212_0233
	010212_0234
	010212_0235
	010212_0236
	010212_0237
	010212_0238
	010212_0239
	010212_0240
	010212_0241
	010212_0242
	010212_0243
	010212_0244
	010212_0245
	010212_0246
	010212_0247
	010212_0248
	010212_0249
	010212_0250
	010212_0251
	010212_0252
	010212_0253
	010212_0254
	010212_0255
	010212_0256
	010212_0257
	010212_0258
	010212_0259
	010212_0260
	010212_0261
	010212_0262
	010212_0263
	010212_0264
	010212_0265
	010212_0266
	010212_0267
	010212_0268
	010212_0269
	010212_0270
	010212_0271
	010212_0272
	010212_0273
	010212_0274
	010212_0275
	010212_0276
	010212_0277
	010212_0278
	010212_0279
	010212_0280
	010212_0281
	010212_0282
	010212_0283
	010212_0284
	010212_0285
	010212_0286
	010212_0287
	010212_0288
	010212_0289
	010212_0290
	010212_0291
	010212_0292
	010212_0293
	010212_0294
	010212_0295
	010212_0296
	010212_0297

