
THE ECONOMY 

Money Supply-Expansion Contained 
T h e c o u n t r y ' s m o n e y s u p p l y r e ­

c o r d e d a d e c r e a s e , b y a s m u c h a s 
Rs . 340 mi l l i on , I n t h e f i r s t e i g h t 
m o n t h s of t h i s y e a r a s c o m p a r e d 
w i t h t h e c o r r e s p o n d i n g p e r i o d of 
1977. T h e r a t e of t h e i n c r e a s e i n t h e 
m o n e y s u p p l y h a s t e n d e d t o fa l l i n 
t h e m o n t h s f rom J u n e 1978 a n d by 
t h e e n d of A u g u s t 1978 i t h a d d r o p p ­
ed f u r t h e r t o 12.4 p e r c e n t for t h e 

whole of t h e 1978 p e r i o d . T h e i n ­
c r ea se i n 1976 w a s 35 p e r c e n t a n d i n 
1977 i t w a s 29 p e r c e n t . A c o m p a r i ­
son of t h e f i r s t e i g h t m o n t h p e r i o d 
of t h i s y e a r w i t h t h a t of t h e s a m e 
pe r iod i n t h e p r e v i o u s y e a r s h o w s 
t h a t i n t h e 1978 p e r i o d t h e m o n e y 
s u p p l y h a d I n c r e a s e d b y R s . 158 m i l ­
l ion o r 3 p e r c e n t , a s a g a i n s t a n i n ­
c r e a s e of R s . 746 mi l l i on o r 18 p e r ­
c e n t i n t h e c o r r e s p o n d i n g p e r i o d of 
1977. 

T h e m a i n r e a s o n for t h e e x p a n ­
s i o n a r y i n f l u e n c e i n t h e m o n e y s u p p ­
ly d u r i n g t h e f i r s t e i g h t m o n t h s of 
t h i s y e a r w a s t h e s h a r p i n ­
c r e a s e i n c o m m e r c i a l b a n k c r e ­
d i t t o t h e p r i v a t e s e c t o r a n d 
g o v e r n m e n t c o r p o r a t i o n s . T h e 
l e n d i n g of t h e b a n k s t o t h e p r i ­
va t e s ec to r , i n c l u d i n g t h e c o - o p e r a ­
t ives , r o s e s h a r p l y b y R s . 1,943 m i l -

c r e a s e of 468 m e t r i c t o n s so ld a t t h e 
Colombo a u c t i o n s , w h e n c o m p a r e d 
t o t h e p r e v i o u s m o n t h a n d a l so a n 
i n c r e a s e of 421 m e t r i c t o n s w h e n 
c o m p a r e d t o t h e s a m e p e r i o d of t h e 
p rev ious y e a r . T h e c o n t i n u e d r i s e 
i n t h e p r i c e of l a t e x c r e p e w a s a t t r i ­
b u t e d t o t h e r e d u c e d a r r i v a l s a t t h e 
publ ic a u c t i o n s . T h e p r i c e s of s c r a p 
c r epe w e r e a l so s t e a d y a n d c losed 
t h e p e r i o d a t R s . 6.66 to R s . 7.71 p e r 
k g m . a s c o m p a r e d w i t h t h e R s . 4.25 
to R s . 4.36 a t t h e e n d of O c t o b e r 1977. 
T h e m a x i m u m c l o s i n g p r i c e for 
l a t e x c r epe a t t h e e n d of O c t o b e r 
1978 w a s R s . 11.21 p e r k g m . a s 
a g a i n s t R s . 4.70 p e r k g m . a t t h e s a m e 
t i m e t h e p r e v i o u s yea r , a n i n c r e a s e 
a b o u t 138 p e r c e n t . 

Fo r sole c r e p e t oo t h e r e w a s a 
g r e a t e r d e m a n d a n d a p p r o x i m a t e l y 
188 m e t r i c t o n s w e r e o f fe red d u r i n g 
Oc tobe r , a n I n c r e a s e of 20 m e t r i c 
t o n s w h e n c o m p a r e d t o t h e p r e v i o u s 
m o n t h s a n d 78 t o n s m o r e t h a n t h a t 
of O c t o b e r 1977. E v e n t h e p o o r e r 
s o r t s a n d m i s c e l l a n e o u s t h i c k n e s s e s 
of sole c r e p e sold a t R s . 7.00 t o R s . 
11.10 p e r k g m . a s a g a i n s t R s , 5.47 
t o R s . 7.00 p e r k g m . In Oc tobe r , 1977. 

l i on w h i l e c r e d i t g r a n t e d t o t h e g o v ­
e r n m e n t c o r p o r a t i o n s ro se b y 552 
mi l l ion . 

T h e i n c r e a s e i n b a n k c r e d i t t o t h e 
p r i v a t e s e c t o r h a s r i s e n m a i n l y a s 
a r e s u l t of t h e l i b e r a l i s a t i o n of i m ­
p o r t s a n d t h e e x c h a n g e r a t e r e f o r m ; 
whi le t h e I n c r e a s e d v o l u m e of c r e d i t 
t o t h e c o - o p e r a t i v e s h a s g o n e t o 
m e e t t h e h i g h e r level of c u l t i v a t i o n 
l o a n s t o f a r m e r s a n d p a y m e n t s for 
t h e h i g h level of p a d d y p u r c h a s e r s , 
w h i c h w a s f u r t h e r i n c r e a s e d b y t h e 
u p w a r d r ev i s ion of p r i c e s u n d e r t h e 
G u a r a n t e e d P r i c e S c h e m e . 

T h e e x p a n s i o n a r y e f fec t of t h e 
i n c r e a s e i n b a n k c r e d i t t o t h e s e t w o 
m a i n s e c t o r s w a s f u r t h e r r e i n f o r c ­
e d by a n i n c r e a s e i n t h e c o u n t r y ' s 
n e t e x t e r n a l b a n k i n g a s s e t s b y R s . 
855 mi l l i on . T h e c o n t i n u e d g r o w t h i n 
e x t e r n a l b a n k i n g a s s e t s h a s b e e n a 
m a j o r r e a s o n for t h e i n c r e a s e i n 

m o n e y supp ly . 
T h e e x p a n s i o n a r y i n f l u e n c e s i n t h e 

m o n e y supp ly , h o w e v e r , w e r e p a r t l y 
m o d e r a t e d b y a s h a r p d e c r e a s e i n 
t h e c r e d i t of G o v e r n m e n t f r o m t h e 
b a n k i n g s y s t e m . T h e f i n a n c i a l o p e r ­
a t i o n s of t h e G o v e r n m e n t s e c t o r h a v e 
h e l p e d t o e x e r t a m a j o r c o n t r a c t i o ­
n a r y i n f l u e n c e o n t h e m o n e y supp ly . 
T h e dec l i ne r e c o r d e d for t h e e i g h t 
m o n t h s e n d e d A u g u s t 1978 a m o u n t e d 
to a s m u c h a s R s . 133 mi l l ion . F u r ­
t h e r m o r e , b o r r o w i n g f rom t h e C e n ­
t r a l B a n k dec l ined by R s . 1,174 m i l ­
l ion. 

A n o t h e r i m p o r t a n t c o n t r a c t i o n a r y 
f a c t o r w a s t h e i n c r e a s e i n t i m e a n d 
s a v i n g s d e p o s i t s of t h e p r i v a t e s e c t o r 
a n d c o - o p e r a t i v e s by a s m u c h a s 
R s . 972 mi l l i on . 

T h i s I n c r e a s e i n t i m e a n d s a v i n g s 
d e p o s i t s p r o d u c e d a R s . 1,189 m i l ­
l ion c o n t r a c t i o n i n t h e m o n e y s u p p ­
ly. T h e o t h e r i m p o r t a n t f a c t o r w h i c h 
h e l p e d t o c o n t a i n t h e e x p a n s i o n In 
m o n e y s u p p l y i n t h e f i r s t e i g h t 
m o n t h s of t h i s y e a r w a s t h e i n c r e a s e 
of R s . 661 mi l l ion i n o t h e r l i ab i l i t i es 
a n d a c c o u n t s ( n e t ) of t h e C e n t r a l 
B a n k a n d of C o m m e r c i a l B a n k s . 

T h e p r i n c i p a l f a c t o r s t h a t c o n t r i b u t e d to t h e c h a n g e s i n t h e 
m o n e y s u p p l y s i t u a t i o n b e t w e e n J a n u a r y a n d A u g u s t 1978 a r e s u m ­
m a r i s e d i n t h e t a b l e be low. 

Change in Money Supply — End December 1977 to End August 1978 
Rs. Million 

Expansionary Factors 
1. Increase in external Banking Assets (net) 
2. Increase in commercial bank credit to 

Pr ivate sector (a) 
3. Increase in Commercial bank Credit 

to Government Corporations 
4. Decrease in Government cash balances 

Contract ionary Factors 
1. Increase in Time a n d Savings Deposits 

of the Pr ivate Sector (a) 
2. Increase in Time a n d Savings Deposit 

of Government Corporations 
3. Decrease in credit to Government 

from the banking system 
4. Increase in other liabilities and accounts 

(net) of Central Bank 
5. Increase in o ther liabilities a n d accounts 

(net) of commercial banks 
6. Adjustments 

854.9" 

1,942.8 

551.8 
211.6 

971.6 

217.2 

1,333.4 

308.8 

352.2 
220.0 

+ 3,561.1 

3,403.2 

Change in Money Supply 157.6 

Source: Central Bank of Ceylon 
( a ) I n c l u d e s C o - o p e r a t i v e I n s t i t u t i o n s 

" In all, external banking assets (net) rose by Rs. 1,219 million in 
the first eight months ending August, 1978. A considerable 
part of this, approx. Rs. 364 million, represented increases 
resulting from the revaluation of existing assets following 
exchange rate changes and an upward revision in the repre­
sentative rate of the SDR In February and April. As this part 
of the increase in external banking assets has no effect on 
the course of money supply, it has been excluded from the 
analysis in this table. 
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