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Sectoral Composition of Gross National Product (1959) Factor Cost Prices

1959 1975 1375 1977 1978 Pereent-
w age
Sectors Ficrease
Amount | Perczni-| Amount | Perceni-| Amount | Percent- | Amount | Perceni-| Amount | Perceni-| 1975
Rs. Mn, aze |Rv, Mn. age |Rs. Mn.| age |Rs. Mn,)| uge |Rs. Mn. age over
1977
1. Agriculture, Forestry
Hunting & Fishing. .| 2,302 39.1 | 3,956 322 | 3568| 310 3,828| 31.9| 3,991 30.7 4.2
1.1 Agriculture .. 2,148 35.5 3,352 | 30.0 | 3,308 28.8 3,568 9.7 3,690 28.4 3.4
1.1.1 Tea 64| (109, (33| (66| 674 (B9 - (15| - (60| (68| (5.2 (4.6
1.1.2 Rubber .. (183) (3.1 (293 (2.6, —(299) (2.6 (296, (2510 (315 - (24) (6.4)
1,1.3 Coconut (404, (6.9, (419) (3.7, (365)1 (3.2) (332) 129 (385) (3.0} (16.0)
1.14 Paddy ..] @12)| (5.3)] @719 @3] 13| @4| 68D| GBI (315| (6.0)] (12.8)
1.1.5 Other ..| (53| (7.7, (1426, (12.8,| (1,457)| (12.7)] (1,538)| (12.8,| (4,533)| (1181} (0.3)
1.2 Forestry i 93 1.6 114 1.0 120 1.0 112 0.9 133 1.0 18.8
1.3 Fishing . 61 1.0 137 1.2 140 1.2 148 1.2 167 1.3 12.8
2. Mining & Quarrgmg 31 | 0.5 248 2.2 354 3.1 31 2.6 414 3.2 352
3. Manufacturing e 682 11.6 1,462 131 | 1,489 | 12.9 1,505 12.5 1,632 12.6 8.4
3.1 Export processing 373 6.3 460 4.1 432 3.7 435 3.6 446 3.4 2.5
3.2 Factory Industry 263 4.5 8§32 7.4 8§71 7.6 | 8§81 T3 987 7.6 12.0
3.3 Small Industry .. 46 7.8 171 1.5 185 1.6 | 189 1,6 200 153 5.8
4. Construction 283 4.8 503 4.5 531 4.6 480 4.0 629 4.8 31.0
5. Electricity, Gas, Water
Sanitary Services .. 9 0.1 91 0.8 99 0.9 109 0.8 123 0.9 20.6
6. Transport, Storage
and Communijcaiions 541 9.2 | 1- 100 9.8 1,143 9.9 1,198 10.0 | 1,182 9.9 T3
7. Wholesale & Retail [
Trade ) 801 13.6 501 |  13.4 | 1,545 13.4 | 1,623 12.5 | 1,780 136 | 97
7.1 mports Fe 139 2.3 125 | 1.1 146 e 147 1.2 26l 2.0 | T
7.2 Exports e 104 1.8 171 s 125 | 1.1 243 2.0 277 2.0, 1440
7.3 Domestic : 558 9.5 1,205 10.8 1,273 11.0 1,233 103 | 1,242 9.5 | 0.7
8. Banking, Insurance & [
Real Estate 4 51 0.9 184 1.6 191 1.7 229 1.9 263 2.0 14.8
9. Orwnership of | :
D wellings 201 34 3.1 353 3.1 360 3.0 377 2.9 39
10. Public Administration '
an | Defence ke 301 S | 5.8 676 5.9 703 58 760 58 8.1
11. Services n.e.s ok 728 123 1, Sl I 13.5 | 1,593 13.8 1,704 142 | 1,797 13.8 55
12. Gross Domestic ‘ ;
product el 5,930 | 100.6 | 11,194 100.2 | 11,543 | 100.3 | 1,042 100.2 | 13,043 100.3 8.3
13. Net factor Income [ | |
from abroad o 37 | 0.6 27| 0.2 37 | 0.3 | 25 0.2 41 0.3
14 Gross National
Product - 5,893 100.0 1,167 103.0 | 11,506 100.0 | 12,016 100.0 | 13,001.9 100.0 8.2

NATIONAL PRODUCT AND INCOME

The Gross National Product at current factor cost prices in 1978 has been provisionally estimated, by the Central Bank to be
Rs. 36,139 million. This indicated an increase of 23.5 per ceat over the previous year. Discounting price increases, the Gress National
Product at constant (1959) prices has been estimated at Rs. 13,002 millicn in 1978, This recefits a growth rate of 8.2 per cent, com-
pared with a 4.4 per cert growth in 1977, SriLanka’s economic growth in 1978 was thus estimated at more than twice the average rate
of growth during the last decade; and almost equal the highest growth achieved in recent times of 8.4 percentin 1968, Though develop-
ment consists of much more than an increase in GNP or per capita income (it consists rather of a satisfecticn of the betic necds of a
country’s pzople and a steady all-tound improvement in their living staadrnds) this is the only available official indicater of growth in
various sectors of the economy.

The Central Bank miintzins that unlike in p.evious years, when economic growth came mainly from a few sectors, while the rest
of the economy either remained stagnant or declined, the year 1978 was characterized by 2 high level of activity in all sectors, There
have bz2n only marging I changes in the shaies of the various sectors ir the Gross National Product betweeri 1977 and 1978, reflecting
the fact that almost all sectors recorded gains in output in 1978. The drop in the share of agriculture sector from 32 to 31 percent and
the growth of the construction sector from 4 to 5 per cent were noteworthy. The most notable growth sectors were mining and quarry-
ing, construction, electricity, finance, manufacturing and trade. According to the Central Bank the growth of trade and industry was
aided largely by ths import liberalization. Growth in agiicuiture was helped by improved producer margins in rubber and coconut
arising partly from the new exchange rate, and by the better prices for paddy. The expansion of construction, mining and quarrying
was largely the result of the construction boom that followed the improved investment climate as well as the decontrol of the trade system,

The 1978 mid-veir population of Sri Lanka has been provisionally estimated to be 14.2 million, reflecting an annual increase
of 1.7 per cent, Thus the Gross National Product per capita in real terms was Rs, 917/ indicating an increase of 6.4 per cent, com-
pared to an increase of 2.6 per cent in the previous year. Sri Lanka’s terms of trade which improved by 35 per cent and 31 percent
in 1976 and 1977 raspactively, primarily as a result of a sharp improvement in export prices, declined marginally in 1978. Asa result,
the rzal national income, which is obtained by adjusting rez| gross national product by the changes in terms of trade, grew by 7.8 per
cent in 1978, marginally more than the rate of growth of the real national product,
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Diary of Events

Jan,

1 The Consumer Protection Law Ne. 1 of 1979 came iato

11

effect on January 1, 1979, [1 provides for the regulation of
internaltrode, the promotion of association of consumers,
and the establishment of {#iv trade practices.

Saleries of public servants were increased by 10 percent
of the consolidated salary with a minimum of Rs, 50/-
per mensem.

The Bank Debit Tax was abolished.

Tho International Monetary Fund allocated a sum of
SDR 12,4 milion (Rs, 241,5 million) for Sri Lanks under
the first allocazion of Special Drawing Rights (SGR) for
the period 1979 to 1981, This represents 10,4 per cent of
Sri Lanka’s quota in the Fund,

The trade protocol between Sri Lanka and the Pzople's
Republic of China under the provizsions of the Five Year
Trade and Payments Agreement between the iwo coun-
tries came into force. A significant feature in the Protocol
for 1979 is the exclusion of rice as a commodity to be
imported from Chinz. Since tho incepticn of the trade
rolations withh Ching in 1852 rice featured az the most
significant commodity of trade,

India could face a major lnancial crisis, il the go-slow

- in the banks continued, reported the Bombay Economic

Times. Industrial production, commercial a¢livity, as
well as commodity markcts and stock exchanges were all
affected by the go-stow.

Natural rubber producers were in a precaricus pesition
as their output was failing to keop up with rising world-
wide demand, sccording to the Asian Wall Street Journal.
It is predicted that by 1980 production of natural rubber
will fall almost 2.5 million tons short of dsmand. Failure
to-mget the demand and ths resulting higher prices could
place synthetic rubber in 2 more compelitive position
relative to natural rubber.

The facility of permitting debits to non-resident blocked
accounts with Commercial Banks, for local disbursements
and credits to such accounts if related to receipts of pen-
sions, income tax refunds, profits and dividends without
the prior approval of the Controller of Exchange came
into effect.

Ajr Lanka Limited, the new flag carrier of Svi Lanka, was
incorporated. It is 2 public company with an authorised

- share capital of Rs. 500 million divided into 5,000,060

shares of Rs. 100 each., The Sri Lanka Government
would held 60 percent of the canital stock and the balance
wonld be held by the Bank of Ceylon, the People's Bank
and the Ceylon Shipping Corporation,

Shipping, Airline and Travel Agents were allowed to
refund unutilised passage tickets, freight and miscella-
nacus vouchers without reference to Exchange Control
for prior approval with effect from January 11,

13

17

16

18

20

25

Norway has pledged an outright grant of Rs. 550 million
to St Lanka to be used mainly for the Hambantota Inte-
gratod Rursl Deyelopment Programme; according to a
PIess announcenient.

The Government decided to adopt certain revenue measures
to raise money for post-cyclone rehabilitation work
including the imposition of 20 percent surcharge on both
PAYE deductions from January to March as well as
an Income Tax for 1978/7¢ Tax Year; an increase of
Exg:rse Duty on tobacco from Rs. 188,52 to Rs. 205.69,
which resulted in the increase in cigarette price by 3 ofs,
per cigarette, inctecase of Excise Duty of liquor, resulting
in the increase of the prize of arrack by Rs. 2 per bottle
and increased the duties of imported liquor.

The Kirama Cya project in the Mulkirigale-Tangalie area
was inaugurated, This project,to be completed in 3 stages;
would rencvate the Kirama Cya channel complex and
construct two dams ai Livanspedeniya, and Wauwa

-during Stage I. The cost of the project, estimzeted at Rs.

4.5 mitlion, is borne by NORAD the development assis-
ance crganisation of Norway. g

A Gevernment gazette extraordinary specifis d alist of 84
consumer iterns, industrial raw materials, building mate-
rials and other manufzctured products as “esscutialto the
life of the community”, and to which the consumer pro-
tection law would apply.

The Government hes approved an initial stm of Rs, 10
millicn to set up a centre for Fundamcntal Research
in Bcicnce in 3ri Lanka, according to a pross announce-
ment, Rescarch in ihis institute will include such dis-
ciplines a5 astronomy, space sclence, physics, chemistry,
biclogy, the origin of life and the causes of epidemics.

The Prime Minister and Minister of Housing gave notice
of prescniztion of the National Housing Development
Auvthority Bill in Parliament,

Malaysia’s merchant banks sre being drawn into the main-
stream of the counry’s financial system under legislation
propesed by the Government, according to an Asign Wall
Street Journal report. The benks will be licensed for the
first time and will be subjcet to certain curbs on their acti-
vitics In return for being allowed a widcr lending base and
closer ties with the Central Bank.

A Revenue Protection Order was published giving effect
to the preferential rates of duty contained in the Bangkok
Agreement. 3

bMr, Charan Singh and Mr, Rabi Ray were sworn in as
Union Cabinet Minisjers in India., Mr, Charan Singh has
become deputy Prims Minister and was given the port-
folic of Finance, while Mr. Ray was made the Minister
of Hezlth and Family Welfaie. Also clevated Depuly
Prime Minister was Mr, Jagjiven Ram.

A far-reaching liberalisation programme {or accelerating
the trend towards universal banking and the legislation of
banking secrecy are key features of a new Austrian Bank-
ing Bill. Legislation provides for ancnymous savings ac-
counts and the proection of bank sccrecy, states a report
in the London Financial Times.

Economic Review, Jan fFee, 1979
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ECONOMIC INDICATORS

SRI LANKA’S

ECONOMY—

THE 1978 PERFORMANCE

In 1978 Sri Lanka achieved its
highest rate of economic growth in
the past decade. According to pro-
visional estimates, the Gross Na--
tional Produet in real terms (at
congtant 1959 prices) was about
Rs. 13 billion indiealing & growth
rate of about 8 percent over 1977.
Measured at current (1978) prices,
however, the GNP is estimated to
have grown by about 24 percent and
this reflects that inflationary pres-
sures in the economy were fairly
high. The mid-1978 population esgti-
mated at 14.2 million showed an
inerease of nearly 1.7 percent over
the level a year earlier. Hence, the
per capita national product (at con-
stant 1959 prices) can be estimated
at nearly Rs. 917 which repregents
an increase in the GNP per capita
of 6.4 percent over 1977. At current
prices, however, the per capita
income iy estimated at about
Rs. 2,500 as against Rs. 2,084 in
1977, and here again, the higher in-
crease reflects the inflationary situ-
ation in the economy. As geen in
Table I, the rate of economic growth
(in real terms) achieved in 1978 sig-
nifies a substantial improvement over
the growth performance in the pre-
vious years of the 1970s.

The improved growth perform-
ance in 1978 was in the main a result
of the continued rise in paddy pro-
duetion, the higher rubber output,
the substantial recovery of the coco-
nut erop from the slump of 1977,
expansion in construction activity,
an upsurge of activity in trade, com-
merce and transport following the

import liberalisation, and the rige in
factory output (particularly of state
industry). The growth in these acti-
vities wag, however, partially offset
by the decline in the production of
tea, and of most subsidiary food-
crops, and in the output of some
industries such as gynthetic and
handloom textiles and some other
industries adversely affected by the
increased inflow of competing im-
ports.  Moreover, the country's
export growth alse remained slug-
gish.

Gross domestic fixed capital for-
mation estimated at about Rs. 6,800
million (at current prices) showed an
increase of about 31 percent over
1977. The capital formation repre-
sented about 19 percent of the GNP
in 1978 ag againgt 16 percent in 1977.
The higher investment expenditure
in 1978 was in part a real increase
and in part a reflection on the higher
prices of investment goods during
the year. The wholesale price index
of investment goods was ahout 30
percent higher than in 1977. The
greater part of the increase in invest-
ment expenditure during the year
wasg presumably on imported machi-
nery, equipment and other imported
goods. There was a marked increase
in national savings during the year.
The gross national savings of the
economy in 1978 estimated at Rs.
6,330 million represented an in-
crease of nearly Rs. 2,300 million or
56 percent over 1977. The in-
creagsed level of savings re-
flected. the combined effects or
higher interest rates and the higher

TABLE I SRI LANKA’S ECONOMIC GROWTH
Year GNP at Constant Growth Percapita  Growth
(1959) prices Rate GNP at Rate
(Rs. m.) constant
prices (Rs.))

1970 9,686 4.1 774 2.0

1971 9,725 0.4 766 1.0

1972 10,038 %2 773 12

1973 10,419 3.8 796 217

1974 10,815 3.8 814 2.3

1975 11,114 2.8 822 0.9

1576 11,443 3.0 833 1.3

1977 12,016 4.4 860 2.6

1978% 13,002 8.2 917 6.4
*Provisional

Economic Review, JAN, fFes, 1979
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level of economic activity during the
vear. The gross savings represented
17 porcent of the Gross National
Expenditure as apainst 13 percent
in 1977 and an average of nearly 9
percent during 1972.76.

Inflationary pressurcs conbinmed
to be an important feature ofthe eco-
nomy during the year 1978, Highest
price increnses were recorded in im-
ported goods as against locally pro-
duced goods, and in investiment and
intermediate goods as against con-
gumer goods, While the congumer
goods prices have riserr by about
12 percent, the prices of intermediate
and investment goods have gone up
by about 30 percent. The overall
rate of inflation in the economy was
probably around 16 percent.

"There was a substantial decele-
ration in the rate of monetary ex-
pansion ag seen by the fact that the
money supply (currency and demand
doposits) rose by only 11 percent
compared with the increages of 29
percent and 35 percent in 1977 and
1976 regpectively. However, quagi-
money supply (savings and, fixed de-
posity) registered an increase of 48
percent, and the importance of these
secondary liquid agsets in the broad
money supply ross ouring the year.
Commereinl bank achivity was cha-
racteriged by a sharp increase in
credit  expansion to the private
sector,

Fellowing the import liberali-
gation, the import bill (meagured in
SDR torms) rose by about 28 per-
cenit. This increage occurred againgt
the background of an accumulated
backlog in demand arvising from the
sovers 1mport rash [‘LC‘MORS of & num-
ber of years. The export earnings
(meagnred in BDR tormsg) showed
only o modoest increase of about 6
percent. The result was the creation
of a sizesbls trade deficit of Rs.
2,143 million or SDR 133 million.
The h%gh inflow of foreign resources,
in the form of official tiransfers,
ipang and aid, not only covered tho
trade and payments doficit of the
vear; it also helped o raige the stock
of the country’s extornal assets by
SDR 75 million or 65 poreent.

The rise in the external agsets was,
however, more than offsst by the re-
corded inerease in the country’s ex-
ternal indebtedness, The extornal
public dobt rose by SDR 159 million
or 29 percent during the year, Hx-

change rabe movements during the

4

yoar rosuliod in a considerable depre-
ciation of the Rupce againgt the
Japanogo Yen and the German Mark,
Though the parity rate with the US
dollar fluctuated during the year,
1t wag relatively more stable than the
parity rates with other currenciss.

Government finavee in 1978 was
charactorised by an unprecedented
increase in revenue (an increase of
over 70 porcent) and a considerable
undorexpenditure in the budgetary
allocations for capital development,
The net result of these dovolopmmts

# that the governmens operationg
during the year exerted a econtrac-
tionary effect on the economy.

work, would be felt on the emucmy'

only durmg 1979

AGRICULTURAL
PEODUCTION

According to the index compiled
by the Economic Review. the output
of tho main agrienltural crops (tea,
rubber; coconut and pwduy) regis-
tered an inerease of nearly 7 nercent
during 1978, (See Table 2._) The
output of these CIGPS in 1978 was

- 17 percent higher than the average

lovel of 1975-76. No significant out-

pub increases are seen in subsidiary
minor eXport

fooderops and in
Crops.

TABLE 2 INDICES OF AGRICULTURAT PROH}UCZ'iUN*

Crops 197576 - 1977 1978
1, Tea e - 160 101R 97.0
7. Rubber 100 G7.2 102.4
3. Cocont T 106G 4.1 89.8
4, Plantation Crops {(1-3) 160 94,4 96.5
5. Paddy 104G - 140 15732
o, Tv‘hm CLODS (1-3 and 5) 1G9 110 117.3

*Computed by the Econamic Review : :

In the employment scene, thore is
evidence of increaged labour absorp-
tion by the economy resulting from
the increased level of activiny in
most sgectors.  Available evidence

noemployment had fallen to nearly
900,000 persons from an officially
ostimated figure of 1.2 million in
1977. The incomoe support schemo
for the unemployed, implemented
during tho year, had covered abous

373,000 unemployed persons at the
end of 1978. Migration to Middle-
Eastern countrics accelersted during
the year and the total numbsr of
Ari Lankans working in the Middle
Flast has been ostimated at around
25,000, The remittances from these
migrants have boen estimated ab
about Rs. 300 million during 1978,
The vacancics created by suchk migra-
tion algo increased empioymevi
opportunities for mnemployed pot-
song in the domestic oconomy.

Tho economy in the Fasbern Pro-
vineos of Sri Lanks suffered heavy
damago ag a rssult of the eyclone
that hit this area in late Novomber
1978. Thefull impac‘f oithis damage,
in the form of loss of produclive
capaciby and the extra resources re-
gaired for rehabilitation and repair

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org

-

(necessarily incomplete}suggests that
at the end of the year, the level of

Plantation Gutput

Tea: overall pla.ntation out]_:mt re-
gistored a marginal increase of less
than 2 percent. The decline in tea
pro¢uction wag the prineipal factor
in the relatively poor perfc’arma'n_ce
of the overall plantation sector.
(See ’l‘able 3, on page 5) : :

Tea : . e
The prou‘it’tiun in 1978 estimated
at 199 million kgx. reflected o de-
cline of 9.6 million kgg. or nearly 5
percent  relative to the output of
1977 and a decline of about 10 per-

cent in relation to the average

snnual outpus of 1966-70. = The
decline in produetion toock place
mainly in the high and medium
grown, beas, tho deeline in theso two
varictiss wag in the order of 8 and 9
percent regpe setively. The production
of low grown teus recorded an in-
creae of 5 percent over 1977 and

this increase is mainly attributed to

the producer—esponse to bettor mar-

ket conditions in the l\uiddIe-Fa,st .

(the main cutlet for low- ~grown teas),
;fhe decline dn the _production of
gl _%rowras 18 ‘attri-

T)ufﬁe’ﬁ'ﬁo a riimber o
the accumulated cffect of yearg of
negleet and inadequate investment
expenditures, continuing managerial

TconoMic REvipw, JanFEE,, 1579
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Production declines also appear
to have occurred in soveral other
industries (such as matches, toys
and various assembly  indugtrics.
which had to face direct compet-
tion from an increased flow of
imports.

A rough indieator of the Lha,noes

in the lovel of industrial a.ctnq‘ty
(in particular of factory industry)

is provided by the electricity and

fusl consumption by industry. Sales
of elactriciby for industrial uses
rose by 15 percent during the

twelve monthe of 1978 compared

- with the corresponding period in

1877, Overall eloctricity sales regis-
 tered an inereago of 11 percent
duricg the samo period. The sales
of furnace oil (another important
input of the factory industry) rose
by nearly 18 percent during the
year. :

Both publiec and private sector in-
dustries appear to have recorded
gubatantisl growth in 1978, accord-
ing to the Central Bank’as annual
survey of industries which covers a
major part of the production in the
domestic industrial seetor. In cur-
rent value terms this survey indi-
cated. that industrial output expan-
ded by about 28 percent during 1978 ;

while capacity utilization which was
about 61 percent in 1977 rose to 70
~ percent during last year; and em-

ployment in industry had grown by
about 15 percent. The usage of
imported raw materials in industry
is reported to have risen from 66
percentin 1977 to 79 percent in 1978.

There appears to have been some

 significant changes in the pattern of
: gmwth ofthe vmmus ma;nufactmng

TABLE?

mactors, as the following table 7 in-
dicates.

Tho major growth sectors in 1978,
in terms of current values, according
to this survey were bagic metal pro-
ducts; textiles, readymade garments

. and leatz.ur, nofi-metalic  mineral

products; paper and paper products;
and chemieals. One of the major
growth sectors in 1977, namely,
Faod and Beverages had shown a
slowing down in growth possibly
dus to supply problems {e.g. meat,
milk, jaggery ete.) and also import
competition. Again, industries in
the sector of Fabricated Metal Pra-
ducts, Machinery and Transpert
Equipment (e.g. cutlery and croc-
kery, motor spares, enginecring

- lools) appear to have suffered a sct-

back primarily on account of import
competition. The decline in output
of the wood and wood productis
industries for the seccnd yoar in
guccesgion i also of significance.

In the textiles and readymade gar-

ments sector it appears that a rise

in the output of the larger manu-
facturing nnits more than offset a

drop in the production of the smalL

-gcale units.

As at the end of 1978, the

Greater Colombo Heonomie Com- -

misgion had approved 53 industrial
projects for the free trade zone
and the total fixed capital of these
projects added upto nearly Rs, 1.3
billion. At capaeity operation, the
export sales generated by these
projects have heen estimated at
Rs. 4.6 billion and the employment
polential at 27,400. Of the approved
numbor almogt half are for the
production of garments and related

VALUE OF INDUSTRIAL PRODUCTION 1976-1978

Industrial Sector

Value of Production

(Rs, Millicn)
1976 1977

1, Food, Beverages and Fobdecoai: 1,715 2,294 2,609
s Textllea Wearing Apparel and Leather Products 680 698 1,008
3. Wood and Wco:l Products, including Furniture 129 127 124
4, Panser and Paper Products 203 270 376
5. Chemicals, Petroleum, Coal, Rubber and Plastic

Products 2,336 2,459 3,279
6. Non-ms=iglic Mineral Products (c‘(cept Petroleum

and Coal) 360 411 592
7. Basic Metal Products =i 138 132 219
8, Fahricated Meral Products, Ma.chlncr} & Trans-

port Equipment 474 571 o0y
9. Other Industrial Prcducts (not cfsewhere classis : e

fied) i T 26 34 255

: Total .. 6,061 7,004 8,851

Real Rate of Growth (%) 1.2 1.3 - 10.6

Source :  Cenfral Bank’s Annual Survey of Indusiries, 1978

8
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and  Scientific

‘expansion,

producte. By the end of the year
32 of the approved firmg had
signed agrecmernts with the GCEC
and sevon firms were in different
stages of projoct implementation.
A major portion of the infra-
structure of the zome had also
becni completed during the year.
While it 1§ ftoo early to review
the operation of the Export Pro-

Gessing ZOHL, it may be noted that

the progress made upto the end
of 1978 (within less than one
year of existence) comperes Very

favourably with the initial progress

of similar zones elsewhere,

A large number of proposals
for industrial projects outside the
free trade zome were also granted
approval by the government during
1978. The Foreign Investment Ad-

visory Committee of the Ministry of

Finance and Plenning had approved
22 projects with a total investment
outlay of Rs. 123 million (of which
nearly 60 perecnt is foreign capital)
and with an employment potential
of 2.430. The Ministry of Industries
Affairs bhad also
approved 1,070 projects with a
total capital outlay of Rs. 607
million and an employment poten-
iial of 23,000. Moeanwbile  the
Ministry of Textile Industry had
approved 1,287 textile and garments
projects 1 1978 with a total capital
cublay of Re. 564 miltion and an
employment  potential of  neazly
19,000. Information is net available
on how many cf these projeck
proposals were implemented durmg
1978. The bulk of the investmencs
appraved in the textiles and
garments fleld are expected 1o
moterialise during 1979.
Construction :

- The construction ' sector was
characterised by a highor level of
activity and the value added in
this sector is estimated to have
risen by around 9 percent. The
larger share of this increase came
from the public gector construction
in irrigation works, roads and other
infrastructure. Cement gales in 1978
rocorded a phenomenal increase
of 65 percent. Although the supply
of building materials showed
periodical  shortages
initially of bricks and sand an?
later of steel, timber and PVC
items slowed down construetion
work in many major projects. It is
important to nobe that the shortage

- Econcmic Review, Jan./Fis, 1979
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MONEY SUPPLY

during 1978 as ageingt a sub-
stantially = higher  increase  of
Rs. 1,200 million of 29 percent in
1977, Quasi-money (time and
gavings deposits in commercial
banks) at Rs. 4,956 million too
registered a lower rate of growth
compared with that of 1977 (489
as against 65% in 1077) but the
rate of expansion nevertheless re-
mained very high. The broad money

supply (M2) consisting of currency,

demand, time and savings deposita,
vogse by 25 percent as against 38
percent in 1977. A sharp increase
has. taken place in the relative
- gize of quasi-money in the broad
mongy supply — an increase from
38 percent in 1977 to 46 percent
in 1978,

This  phenomenon  roflects
the high rate of expansion, in
~ particular, of fixed deposits in the
banking system following the in-
torest rate reform of September
1977. The existence of such a large
regervoir of secondary liguidity
{even though mostly held in fixed
deposits) could be a fachor with
congiderable inflationary potential.

The principal factor in the money
aupply (M) expansion was the
sharp increase in commercial bank
lending, in particular to the private
sector. Bank credit to the private
gector expanded by as much as
Rs, 1,890 million or 65 percent
during the year. Most of this new

credit took the form of advances

for commercial and industrial
purposes and was largely a re-
floction of the higher level of

10

industyial  and commereial  acti-
vity in the private sector. The
‘credit to public corporations ex-
panded by 42 percent reflecting
chigher expenditures following ex-
hange rate adjustments and cx-
pansion in output. During the
gecond half of the year ceilings
were in oporation on bank lending
to public eorporations. Credit to
co-operatives expanded by 36 poi-
cent reflocting higher cultivation
loang  during the 1877)78 Maha
geason and a higher volume of
paddy purchases at an increased
guaranteed price. ;

The second important factor in
the money supply expansion was
the increase in the external asscts
of the banking gystem by as much
ag Rg. 1,523 million (net of re-
valuation of existing assets follow-
ing exchange rate changes). This
rige did pot reflect an increcage in
export earnings but rather that

credit facilities available from the

IMFE together with other long-
term capital flows have been in
excess of the current account (goods

and. services) deficit of the balance

of payments. It may be noted thatb
the financial operations of the
government made no contribution
to the expanded money supply.
In fact, the government activities
exerted a net contractionary in-
fluence on the money supply both
by way of decreased borrowing
from the banking asystem and an
increaged holding of cash balances.

The stringent monetary policies
involving restraint on credit expan-

sion to the private sector and high

ghort-term interest rates were con-
tinued during 1978 and were re-
inforced by a ceiling on lending to
public corporations.

The Central Bank comments ¢ had
it not been for the monetary and fscel.
restraint: that was enforced during 1978,
restoration of eccnomic stakility in the
‘countrv, which is essential for econcmic
growth, would nol have been realized.
Thers were soms complaints of the high
cost of credit, but the monctary policy
-adopted should be viewed as a shovt-term
_anti-inflayionary measure aimed at restor-
ing menetary stability after two successive
years of rapid expansion. 1t is essential for
an expanding economy 1o pay a positive
real rate of interest on savings. In other
werds, it adequaie resources for develop-.
ment are to be generated, savers should
be paid g return {which is the rate of inte-
rest) which is higher than the expected {or
atleast, the current)rate of inflation. With
inflation running at arcund 15 percent,
a return to the cheap money policies of
yesterycar will be clearly counter-produc.
tive. The very hign demand for credit in
1978 indicated that borrowers hove not
been baulked by the cuorrent level of
jnterest rates.”’

External Trade and Payments

Following the import liberali-
ration effected in mid-November
1977, there was a considerable
expansion of imports during 1978.
Acecording to Customs data, the
total value of merchandise imports
in 1978 amounted to Rs. 14484
millions (SDR 743 million) and
this represents an increage of nearly
29 percent over the 1877 import
lovel of SDR 577 million. This
import level in relation to the
GNP amounted to as much as
40 percent in 1978 as against
a corresponding figure of about
20" percent for 1977. This incicates
that the import content in both

MONETARY SITUATION (Rs. Millions)

TABLE 11 2
Percentage
. Changein
1976 1977 1978 - 1978
I. Currency = = 2081 2792 1016 + B0
2. Demand deposits i 2085 2574 2921 4 13.5
3. Narrow Money Supply (14-2) 4166 5366 5936 <4- 10.6
4. OuasiMonex® .oy o 2155 3351 4956 - 479
5* Broad Money supply** (314) 6321 8717 10892 - 24.9
6. Quasi-money as % of (3) .. 34.1 8.4 455 - 18,5
7. Externz] Banking Assets s T 4706 5580 - 50.8
*8. Commercial bank Credit expansion . :
L to‘__,__ 7 ¥ .
a. Private sector 2266 2884 4774 4 65,3
‘b. Co-operatives 663 1231 1674 -+ 36,0
¢. Public corporations 1036 1670 2363 - 41.5
- d. Government (nct) 3267 2989 1863 — 377

*  Time and savings deposits in commercial banks,
W% Currency, demand, time and savings deposits.

Digitized by Noolaham Foundation.
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TABLE I Averzgy Prices—Colombo Auctions and F.O.B. 1977 and 1978 (Bs./[Kgm.)

but it remains far below the pro-

duction figures of the pre-1876

7 7 o > o a Hy =
f;%mn Pi;ﬁs 41{;;5;“ Flg.!? - B "'139.‘,3 % ?;.f; period, Production over the l(i)
i % 3 o & b4 ) 3 =
Cardamoms 19927 22823 . 1450 13763 27137 97.20 ?l:‘(,‘f”]lfr:;? AU R L
Cloves 83.04  119.30 33,50 592 122.96 [Tt i R LSS
Nutmeg 3929 - 52785 9900 {137 2301 105.00
Mace 36.21 SERG.ALO0 A5G0 5480 47.50 Total Production  Exports
Penper 2Rl D5 SSgme e Bng 905 38.80 i f
Cinnamon 14,95 15.58 4000 B 3E D 110.40  Year (Million nuts) (Million nuts)
i R : ¥ . 1970 ., 2,445 905
Sourge: Prqdm,e Browxers Reports and Sri Lanka Customs . kg 668 1,109
TABLE I Vatue of Exporis — 1977 and 1978 (Rs. millions and SDR miliions) 11%_"% B 12 ’984268 1’32';:
Cominedity Val. 1977 Val. 1978 %over  %of ~ SDR SDR % over 137‘_1 2,0§0 g‘i‘i :
Rs. Mili. Rs.Mill. = 1977 toral  Val. V. 2 e 25
71078 oiogy - LAl 2,330 i
' : 1977 1.825 233
Cardamom 9.84 32.28 310.2 14.8 0,98 . 2.06 110 1978 2.208 507
Cloves 57.93 A e LT 10.3 Setwe Tk e ias 1979 2,225 (provi- 596
Nutmeg 1.63 8.56 - 4243 3t 0.15 0.44 175 sipnal
Mace 0.20 0.85 328.1 0.3 0.02 004 100 estimate)
Popper 13.28 35,14 164.6 2.8 R 35 :
C. Quills 71,74 158.14 110.4 57.8 7d] o 8.08 13 Sorace: Coconut Marketing Board and
C. Chips i 2.53 38.4 0.9 0.18 0,13 — 28 Census and Statistics Department
Total 156.54 = 273.84 7490 1000 1565 1399 — i1

Soarce: Sri Lanka Cusioms

fallen to fourth place Cardamoms
and pepper contribted 15 per cent
and 13 percent. respectively towardas
total earnings.

The situation should not be re-
garded ag too optimistic particularty
when performances are compared
in termg of SDHs, ag a docline of
11 percent has been rocorded in
1978, the corresponding values being
SDR. 1399 million in 1978 as
against SDR 15.65 million in 1977.
Amongst individual spices earnings
from cloves in SDR terms declined
by 75 percent while all other spices
recorded substantial incresses. (See
Table I1T)

The market for cardamoms
opened at Bs. 200.00 per kilo in
January and moved up steadily
in February and March. However
in April and May the market was
dull and inactive. Increased foreign
inguirie strengthened the market
in June with a slight decline in
August/September and  thereafter
better demand and greater foreign
inguiries resulted in a sharp in-
creage in a total quantity of 10,000
kilos for sale in Docember alone.
Decenber also recorded the highest
pricos for cardamoms at B, 2907.90
per kilo. In comparisen to cardam-
oms the market for all other spices
remained quiet.

18

Once again Sri Lanka has nob
been able to exploit the favourable
world market for spices in 1978.
Whilst 1977 recorded increased ex-
ports of 13 percent over 1976, in
1978 there hag been a marginal
decline of (.1 percent over 1977
figures, indicating stagnation in
production.

COCONUT
Recovery in 1978

Coconut production and exports
appear to have made a recovery in
1978, This iz the piefure that
omorges When the volume of pro-
duction and value of exports for
the two years arve comparcd. But,
when considered in the perspective
of normal production years the
recovery of 1978 is pot as dramadic
as the 1877/78 comparative (iguves
reveal. Coconut production in 1977
had been the lowest recorded for
nearly two decades and had resulted
in a erigis for the Dessicated Coco-
nut and Copra industrics and pogsed
a threat of uncerfainity for the
future of the ontire coconut industry.
Fartunately, this produvction slump
did not continue in 1978, though
the signg of improvement should
not be regarded ag too optimistic.
The estimated production of 2,208
million nuts in 1978 compared
to the 1977 figure of 1.831 million
nubs may seem a atistheiory figure,
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Tegethor with the lowest over
production of 1,831 million wnubs
in 1977, a far greater percentage
of coeonut is said to have boen
utilised for both industrial pro-
duction and consumption when com-
parcd. with the pre-1977 period.
Observations have hoen made that
coconuty produced before 1977 had

“ been larger in size and had a higher

utility value, parsicularly for D.C.
Copra and Coconut Oil. Thus,
earlier if the oulput obtained was
approximately 135 kgm. for I,000
nuts, in 1977 output had dropped
to approximately 120 kgm. for
1.000 nuts. As a zesull more nuts
have had to be uged in the manu-
facture of both D.C. and Copra
production. (Also the housewife,
koowingly or unkoowingly, iz re-
ported to have used morve kernol
for curries, sambols cte.) Due to the
poor quality of nubs & comarpizon
with previous years of ‘nut equi-
valents’ in the produetion of D.C.
Copra ete. or the computabion of
economic rolitras on this hasgiz may
tend to give a distorted picture.

Bince coconut is an important
food item in the daily diet of tho
people of this connlry the ghortiall
in production has resulted in con-
sutter price levels going up o
nearly Rs. I;- por nut in urban
aread as against 32 chg, per nul in
19756 wnd 45 ctg. in 1976, The
situation in 1977 was characterisad
by a drop in the guantities available
ag well ag emality which also resulied

Economic ReviEw, Jaw./Fer, 1979
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COMMODITY AGREEMENTS

A de Vass Chnawarde'la

Manila, i May this year. UNCTAD's

of international organisation for mosre

question Wﬂethel‘ COofm. 'nodw agreements

: Commédity proposals have dominated much of the discusson of the UNCTAD
agenia and without a doubt will be the

now cccupying the centre of the stage differs fron: the taditional fiagmented comm-
odity-by commadity spproach and is widely accepted by the countries of the Third
World, Commodity problems hzve been discussed and engaged the atiention

dena, who as Assistant Dirsctor Planning of the Ministry of Plantation industrics
has several years, of cxperience in tais spherc attempts to summarise the dev-
lopments in the feld of commodities from its historical beginnings and poses the

predominant issue atits fifth session at
Integrated Programme o Commoditics

then half a century. Here Vass Gunawar-

are the only way OLt

The pr obien} of commod lt\ agree-
ments was fivst oxamined
intornational level in 1927 at the
World Economie Conference held
in Geneva under the auspices of
the League of Nations, Af this time
the emgtmc regulution schemes Were
almost ext 1113.?&‘1\« in the form of
private  (non- guvemmoni) _agroe-
ments or in other words ‘eartels’.
By 1933, when the League of
Nations spoubored Mcnetar\; and
Eeonomic Conference convened in
London, inter-governmental control
agreements had come to be regarded
as a fprm definitely superior and
preferable to  producers’ cartel
arrangements. The Conderence ap-
proved. & report defining the prin-
ciples which should, bo observed
in establishing and operating inter-
governmental C(mt-rol arrangements.
They were, first, the commodity
mugh be one of great importance
for international trade:; secondly,
the agreement should include the
greatest posgible nember of pro-
ducers and secure the co- opota.tmn
of the consuming intercsts in the
importing eountries, thirdly, it must
be fair te all parties by maintaining
prices at reasonable remuncrafive
levels; and finally, it should be as
flexible as possible to permit a
balanced growth of the market.

League of Nations Review

In 1987 a special committee was
set up by the League of Nations
ta review the then existing arrange-
ments. A clear digtinction was
drawn between ecartel agreements
of a purely private character and
government-controlled  agreements.

Whercag the earlier schemcs were:

designed golely to raise prices by
controlling supplieg, the more recent
schemes, it was noted, were arrived

g

ol an

at for stabilisation of prices through
control over stockg. The Committee
recommended the constitution of
“buffer stocks”, aperated under the
joint control of producers and
Consumers. :

Eo. 1943, the
Conference on Food asnd  Agri-
culture, convened at Hot Springs,

US.A, coneluded that an appro-
priate  intiernational  organisation
should be created m order io

-establish a body of broad principles
defining the pattern - of future
commoiity arrangements, :
The ““Havanz Charter®’
The Economic and Social Couneil
of the U.N. by a resclution dated
February 18, 1946 resolved to eall
an International Conferenec on
Trade and Employment. This Con-
ference, in which 57 nations parti-
cipated, met at Havana from
December 1947 to March 1948
and drew up the “"Havana Charter”
for an Toternational Trade Organi-
sation  to Do submitted to the
Goverments represented. The Char-
ter of fthe Intermational Trade
.Organigation ig°'a code under which
countrics that become members of
the Organisation will conduct their
mutual commerecial relations. The
“Havana Charter” declared the pur-
pose of International Commodity
Agreements as  instruments  to
achieve  “a reasonable dcgree of
stability, on the basis of such
prices ad are fair o consumers and
. provide a reasonable rcturn to
praducers, having regard to the
degirability of wsceuring long-term
equilibrium: between the forces of
supply and demand”. The Charter
alzo established general procedures
for the negotiation of commodity
arrangenents, including preliminary
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noolaham.org | aavanaham.org

United Nationg |

study, wide representation in nege: .

- tiation and administraticn and full

publicity at all stages. Altheugh the
‘‘Havana Charter” had not been
ratified by any country, the prn-
ciples enunciated theremm relating
to the concmsgion and operation of
commodity arrangements have been
endorscd by the United Nations
in 1950 when the Eeonomie and
Secial Councilrequestedthe member-

‘governments to adnpt the prin-

¢iples lmd down in the Charter
ag & goneral guide.

The “Old Model”

For half a century attempts have
been made at commodi ity agreements
‘but with little success. There are
only five commodity agreements, on

" coffee, cocoa, sugar, wheat and tin

and none of them is operational at
present. The maodel that hag been
followed so far iy that of one-
commodity, ﬁxad-monc} price range
and ‘primary form obnly, with the

- agreements taking thrée basic forms,

They are: the multilateral contacts;
quots arrangement ; and buffer stock
scheme.

The Internationsl Wheat Agree-
ment ig & multilateral purchase and
sales contract, where purchages and
galeg are stipulated as import and
export quotas. -The actual price at
which the quotas are traded is

allowed to fhietuate between the

maximum and the minimum and ag
long as the price remaing between
these limits, the agreement does not
interfere with the market mechanigm.
It ig a basic requirement of the
mechanism that total import guotas
must always be eqaal to total export
quotas. This type of agrecment sets
no limit on production and does not
prevent the emergence of new &nd’
‘or cheaper producers.

Agreementk based on quota
arrnagenments regulate the quantity
which may be produced or exported
by allocating fixed quotas to each
conntry., The Sugar and Coffee
Agreements are examples’ of this
type of arrangemont. Quota arrange-
ments with their percentage ﬂlﬂl‘lllg_
of the market tend to freeze the

“existing pattern of production andfor

expol“tb Moreover, they are liable to.
breakdown uunless the agreement
covers virtually all proﬂ.u(‘crs or

‘unless the consmming cotntries re-
atrict their imports from outside,

EconoMic Review, Jan-Ttp,, 1979
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COMMODITY GROUPINGS

MujorCommmsdities in - Major storable  Commion Fund “core’

exporis of commodities
Developing countries
1= 1 Coffec
£ ) 2. Cocoa
3. Tes i
4. Sypmar 4. Bugar
5. Banznas :
6. Whesat 5. Wheat
7. Rice 6. Rice
8. Mgize 7. Maize
9. Vegeiable oils
10, Weat
11, Cotton 8., Cotton
12, Rubber 9. Rubber
13; FJute 11, Jate
" 14, Wool 1l. Wool
15, Hard fibres 12, Hard fibres
16. Coppar 13 Coppere
17. Jron ore 14, Irondre
18, Tin ETi O 1
19, Bauxite 16, Bauxile
20, Zine T
21, Iead 18, Lead

o T B

Selected commodities:

comimodities integrated programme
arrangemients
1. Coflse 1. Coffes
2. Cocoa 2 Cacon
AR s g
4. Sugar 4. Bugar
: 5. Bananas
6. Wheat
e Rfee
8, DMeat
Cotion 9. Cotion
Rubber id. Rubber
Jute 11. Jute
i2, Wool
Hard fibres 13. Haxd fibres
Copper 14. Copper
: 15. Ivon ore
Tin 16, Tin

17, Baugite

place on the formation of the Com-
mon Fand. Agreement (3 compro-
mizse on the functions and finance of
the commodity common fund) was
finally zeached in March 1979 te
establish a $750 million buffer stock
fund with each nation participating

“in the fund contributing a minimum
of$ 1. million The rest will come from
nogotiating proups: 68 percent from
Group B (Western market economy
countries); 17 percent from the
Group D (socialist countries): five
per cent from China: and 10 per cent
from the Group of 77.

~ The Third World has been given
_an advaatage in the voting formula
" which could determine how the
money is used.:the Group of 77 has
47 por' cent of the votes; group B 42
per cent; group D eight per cont and
China three per cent. The Fund will
contain a $400 million first window
designed to finance commercial ope-
rations by reserve stock managers to
buy commodities contained in the
Fund’s scope in times of falling
world prices, and to gell them in
time of high world prices to iron out
excessive fluctuations. The Fund
will also contain a second window
~of $350 million to pay for export
promotion, and other similar pro-
grammes to Doost commodity trade.
However, what hag not been resolved
is the weightage to he given to rich
and poor countries and to commo-
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dity producer and consumer nations
in the Fund’s decision-making pro-
cess. Some of the igsues that have
stood in the way of an agreement
werc raised by a knowledgeables
commentator, Tain Guest, in the
latost issue of the UN’s “Develop-
ment Worum”, soon after general
agroement was reached in Geneva
on March 20, 1979, when hc stated :

The talking is not finished vet, An

interim eommittee hag beon set up

to tighten the agreement, and a full
conference will meet again, hope-
fully, before the end of the vear, to
sign the articles of agreemont.

UNCTAD cstimates that a Darther
sevon weeks, at a4 cost of $1.36
million, will be needed.

On the most optimistic foroeast,
the Fund, will not be operating be-
fore 1981. London is already being
mentioned as a possible host,

The final plenary segsion broughb
up several important regervations—
group D objected to.its share of
votes and contributions ;the Africans
are deeply concerned that the second
window will not have enough capital

. to make it viable: smaller Western

countries—Ireland and New Zealand
had also argued throughout that the
proposed contribution of $1 million
was unfair. A formula ig now to be
solight within OECD to help reliove
them of further payments.
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The Unifed Statos. too, iz dis-
gatigfied. The Amcricans arc deter-
mined not to pay more than 19 per
cent of group B’s share, and have
stated firmly that the allocation of
vobes in unacceptable. Allan Wendt,
head of the US delegation, said it
indicated “a clear imbalance”. One
British delegate said that the prid-
ciple of votes for groups “puts ug on
a slippery slope and could set a
dangerous precedent.” S

The Western industrinlized coun-
tries, for their part, have kept the
Tund well below UNCTAD’s origi-
nal plan for initial capital of §2.
billion. Their dolegates point out
that the Fund will not interfere in
commodity markets to control price
fluctuations. They alsa feel that

ndividual commodity agreements

will bo laft relatively independent. .
The manager of a buffer stock will
bo free to chinosc whether to join the
Fand. Onee he has decided, how-
ever, the Fund must be his only
source of finance, He will cafimate
the maximum financial necds of hig
gbock, and deposit a third in the
Fuaid, as well as warrants for any
stocks in storage. Using theso, and
its own ecapital, as collatoral, the
Trund will then raise as much money
ay the agrecmont needs.  Tho most
immediate question,: however, is
whother the Fund can salvage
UNCTAD'S  oversll ecommodity
Pprogramme, which cven enthusiasts
agree is limping badly. :

New Patterns
In the quest for a new inter-

_national economic order new pat-

terng of production and trade are
heing sought. As eommodities con-
stitute the most critical arvem, the
Integrated Programme on Commo-
dities with its package of measures
an each of the major ecxports of
doveloping countries 18 expected to
stabilise trade and sugtain real in-
comes among other things: Thege
agreements on  key commodities
would provide for indexation, maxi-
mum and minimum price ranges and
their adjustments, buffer stocks and
intervention procedures, and access
to supplics. 1t also onvisages the
forward integration of Third World
primary produccrs into marketing
structures, market information gene-

-ration  and morket management.

This is expeeted to reduce the role

Lcomomic Review, JaN.fEEs, Loy
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COMMON FUND

The UN Conference discussing
a Common Fund under the integrated
Programme for Commodities reached
agreement on the fundamental ele-
ments of the Fund, including the
establishment of first and second
windows of nearly equal size, 3

it also adopted a resoullion re-
questing  the Secretary-General of
UNCTAD te convene an Inferim
Committee '*to consider elements
requiring further elaboration, to draft
the Articles of Agreement of the
Common FHund, and to make re-
commendations regarding the pre-
paratory work vequired to bring
the Fund into operation®. :

The key elements on which the
10i-nation Conference agroed in-
cluded: a first window with re-
souress of 3 400 miilion from direst
governmenial  contibutions (o be
used for fiaancing of intermational
buffer stocks. A part may be alloca-
ted to the second window which would
finance measures other than huifer
stocking such as research and de-
velopraent and productivity improve-
ment, The target for the second
window would be § 350 million;
Under the scale established, the
Group 77 (developing cotntries) would -

. contribute 11 per cent, Group B
{(industrialized countries 68 per cent,
Group D  (Socialist couwntvies) 17
per cent and China 5 per cent.

One of the main issues in previous
Conferences ou the Common Fund
was the percentage of maximum
financial requirements, which loter-
national Commoditics Agreements
associated with the Fund would be
required to deposit with the Fuad,
This has now been set at 33 one
third per cent.
 As to voting rights, the following
distribution was agrecd: Group eof
Seventy-seven 47 per cent, Group B
42 per cent, Group D 5 per cent,
gnd China 3 per cent., The mast
important decisions, including those
with significan financial implica tions
for member states, would be taken
by a majority of three gquarters of
total votes east.

cancy that was endangering {le
earlier negotiations. The Vietorian
ago when charity was doferentially
acceptod by the descrving poor was
gone and UNCTAD TV in Nairobi
demonstrated more firmly the re-
golve of the Third World for a new
sconomic order. The Infograted
Programme on Commoditics, one
“of the building blocks of tho new
economic order, by itself is unlikely
to provide an adequate transform-
ation to: provide for self-reliant
development. . :
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Kamla Bhasin and Baljit Malik

SMALL FARMERS OF NEPAL
SHOW THE WAY

A successful Small Farmers Development Project is not easy to come by in
most developing countries today. Nepal appeass to have produeed cue in its
Nuwakot district, where ar experiment to orgznise very poor small and marginal
farmers and landless labourers in strong and effective groups is showing results,
The Nuwakot 8.F.D.P. is providing food for thought snd directicn fur action
not only to people within Nepal but to several other Asians involved in rurel deve-
lopment. With the present emphasis on an integrated develor ment approach in
somes of the districts of the island this experience is worth studying and trying out.
Kamala Bhasin, who was in charge of the FAO’s Freedom from Hunger Campaign
“Change Agents® training programme visited this project early last yeer with 10
field workers from Bangladesh, India, Nepal and Sri Lanka and was quite impressed
by this project. She and her journalist husband Baljit Malik reconnt here their
experience and the value of this experiment. -

Twice in the last six months
we travelled on the hilly, windy
road from Kathmandu to a gmall
village called Tupche in Nuwakob
Digtrict. Tupche iy gitnated in Tri-
shuli valley about 70 kms. west of
Kathmandu swrrounded by  hills,
some of which were snow-clad
during our second vigit in April
(1978). '

In a tiny ‘semi-pucca’ room
{about 7 feet by 7 feet), which
can accommodate 4-6 people if
| they sit on chairs, or about 10-15
if they it on the ground, is the
office of tho Small Farmers Deve-
lopment Project (SFDP) of Nuwa-
kot area in Nepal. On our second
vigit we saw a big red banner on
_one of the outside walle of the
office saying “WELCOME”. This
banner, we Were told later on, is
now permancntly on ‘welcoming
duty’ for the benefit of the large
number of visitors that tho SFDP
has begun to attract. On hearing
thig, frankly, we felt a little guilty.

What brings so many visitors
to thiz small village and tiny office
is the suceess of the experiment
that has boen going on here for
barely two years; an experiment to
organize the very poor, gmall and
-marginal farmers and  landless
labourers of two Panchayats into
strong and effective groups. The
idea boing that organized into
effective groups, the poor peasants;
farmers would be in a better posi-
tion to receive and make usc of the

benefits of rural development.
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The reagon why so many visitors
come to Tupehe is that some of -

those ideas on development which

are normally only discugsed st con-
fereneceg, arc actnally being practized
here. The seeds of some currently
popular concepts of development
have been carefully sown in this
project. What is more, the small
farmers and landless labourers of
thig area have accepted these seeds
as their own. After first being
cautious, cven suspicious, they now
believe that the FSDP, unlike other
prajects which started and finished
without ‘benefittivg them, is good
for them. In fact, they are the
onecs who are now very much
involved in aectually running the

-project. They bave become the

gubjects of development and are
not merely its passive objeets. The
peasants and farmers covered by
the project have an air of self-
confidenco about them ag they
also experience The excitement of
planning and  implementing their
own development,

How the project began?

Thig ‘little project has long con-
nections, connected ag it is to a big
organisation like the FAOQ. What is
remarkab’e, however, is that in-
spite of thase ‘high’ conmections
the project hag maintained its small-
ness, simplicity and  austerity.
Normally, the very mention :of
such connections makes one think
of smart offices, imported vehicles,
machinery, and, in addition, foreign
experts — the usual package of
expensive “‘commodities”. Happily
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project from the Agriculture Depart-
ment. The GO/ARTY are respon-
gible for orgunising groups of small
farmears and landless agricultural
fabourors. They are not expected
to duplicate the functions of the
othor development departments but
to act ag links between the different
departments  and  the farmers’
groupd. The GO/ARFs are also
encouraged to conduct actionf
regearch which will hopefully throw
light on the nature and practicabi-
lity of grassvoots institutions, the
procadurcs and regulations regard-
tng lending and repayment of loans
to low-income small farmers and
landless agricultural labourery, the
probloms of small farmers and
suitable solutions required to over-
como them and obther associated
matiters,

On the basis of a US § 20,000
egrant from FAQ/UNDP to serve
as a guarantee-cum-rigk fund, the
ADB hag undertaken to extend ten
times the amount to the small
farmers and landless agricultural

labourers without requiring col-
lateral. - In  both areas, cumu-
lative loan disbursements have

amounted to about Rs. 1,600,000
through 72 groups which have
bsen organised in the last two
years.

A closer look at the SFDP

The total population of the two
Panchayats, Tupche and Karki Man
Kamme, in waich this project is
operating iz 9,000. There are 1,580
houssholds in  all., About 1,000
houschelds own less than 04
hectares of land. About 90 percent
of the people ars in the category
of small farmers. 24 houscholds
have no land st all. Only 26 percent
of the land ig irrigated.

The GO/ARF who is in charge
of the Nuwakot SFDP iz a tall,
lanky man, 40 years old and his
name igz Chandra Kant Adhikari,
He has boen working here single-
handed.  Mare recently he was
joined by an Assistant. Group Or-
ganiser. Chandra Kantji ((ji} s —
Bouth Asian honorifie) hag been
in service for the past 20 years.
- He sbarted work as an extension
worker and gradually came to be
an Agriculties Dovelopment Officer

30

for &  Digtriet, and is now on
doputation from the Department
of Agriculture to the SFDP,

Chandra. Kantji's simplicity and
ability to understand peasanvts and
establish an excsllent rapport with
them iz perbaps due to his own
rural background. He is himsolf
from a2 poor rural family which
owns about 0.5 hectares of land.
Because there was no school in
his village ho once walked for
seven days to go to Kathmandu
to join a school. The family could
nob afford to send him to a college,
so he underwent a—year long train-
ing in agriculture extengion and
began his ‘working life’ as an
extengion agent. Having lived in
poverty himself, Chandra Kantji
can  not  only understand  the
peasants but also identify himgelf
with their lot,

he fipst thing Chandra Kantji
did was to conduet a houschold
sarvey of the two Panchayats.
Through this he got to know tho
people and their problems. He soon
found out that the small farmers
in Tupche faced similar problems
as amall farmers anywhere else.
They had wvery little or not very
fertile land. In the absence of
irrigation facilities the peasants de-
pended entirely on the raing. Thoy
had almogt no access to inputs
of any kind. Not only were inputs
out of reach, but also the govern-
ment perronnel who could have
provided them. The terms and
conditions of getting loans from
banks and the procedures involved
were so cumbersomo that they had
nover coven come near to ever
getting a loan from a bank. Con-
sequontly they had Deen entirely
at the merey of moncy lenders for
hoth comsumption and production
loans. The rate of intercst they had
to pay was anybhing betweon 50
to 100 pereent per annum.

Waiat the small farmers produced
on their land was encugh only to
feod them for 6 to 8 months. For
the rest they had to look for some
alternative cmployment to avoid
going hungry. Wagoes for such em-
ployment was very low, This again
foread thom to bhorrow money.
The vicioug ecircle was complete
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and almost impossible to break
through.

Many children of small farmers
did not go to school as they were
needed at home for work. The
literacy rate wag very low; medical
facilities available only at the dis-
triet headquarters, and in any case
farmeors were too poor to afford
medicine,

Furthermore, on account of their
low econcmic and soccial status,
small farmers were not sufficiently
represented in any leeal ingtitution
of  importance for  economic
development.

There was no end to the problem.
It also bseame elear to those who
were implementing the project that
a varicty of solubions would be
neoded to make a multi-sided attack
on the tarmers’ poverty. The people
best guited to attack these problems
were those whoge problemg these
were, i.e. the small farmerg them-
gelves. The best vehicle for offecting
changes were thought to be strong
multi-functional groups of small
farmers and landless peasants which
would give them a common voice

cand strength of their own,

The first few steps were the toughest

The initial cautious attitude of
the peasants towards the project
was oxpressed thus by & group
leader :

“When Adhikarji came to us
far the first time we were a liftle
sceptical. We were not quite sure
how fthese groups would work.
We were afraid to take loans from
the Government thinking it would
vet ug into ummecessary frouble.
Bt we decided to give this idea
a trial, anyway’.

Once the first few groups got
to ba organised, the idea lost much
of its original vagueness. Small
groups of 7 to 20 persons, all
small and marginal farmers, came
to be formed around an economic
sotivity. With the help of the
GO/ART the groups began - to
formulate production plans and to
apply for loans from the local
branch of the Agriculture Dovelop-
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There have also been instances
of money lenders trying to disturh
the groups indirectly. So the
pzasantg have had to bz constantly
on their guard to fend off such
threats and oveicome problems as
and when they have arisen.

Gradually these different groups
are moving towards the formation
of larger association of small
farmoars’ groups. Such an aszociation
while further inerea iag the streagth
of the small farmoars, could also
taks on more responsibilities and
provide even more sarvices to the
groups.

Also on the cards ig the setting
un of a moydast training centre at
Tanche to facilitate and provide
diffsrent kindg of training to group
m=mbors and group leaders. The
training would be in animal hus-
bandry, poultry, handloom opera-
tion., first aid, simple accounting,
leadership, social dynamics and
other social skills related to group
work and organisation.

Why is Group Formation
Catching On

[t may well ba asked what is it
that makes the SFDP click so well
in terms of helping the poor —
especially in view of so many past
failures of programmes such as
this one? The main reasons would
appear to be the following:

1. The= fact that ‘the village® has not
been seen in this projsct as a homogenous
whole. It was decided to include only the
small farmers in the project and inspite of
pressures from ths batter-off sections to
“*gat: erash’, this d ;cision has been strictly
enforced, Thus there are no divergent class
interests within the groups.

2, The fact that the groups have been
d:zliberately kept small making intensive
and open discussion possible between the
members on a basis of equality.

3, The fact that programmes have not
been imposed from above. The group
mzmbers decide which activities they want
to start first and they plan these out with
help from the CO/ARF. Because of this
planning from below the group plans have
been need-based and realistic.

4. Also the fact that the group leaders
are not nominated but elected by the
members.
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5. Also because unity and cohesion in
the groups has beer built up through spe-
cific functions like repayirg loans, manag-
ing the saving fund and regular month'y
meetings.

6. Continuous gu‘i'dance and support
from the GO/ARF and other government
departments has also helped.

7. Another positive factor has been the
support and continuous guidance given to
the project by the Sub-Project Implemen-~
tation Committee, the National Coordi-
nating Committee and by FAO, Bangkok’s
Small Farmer Deve'opment Unit. Along
with action at the field level, constant re-
flection and analysis has been carried out
at these different levels jointly as well as
separately.

Evaluation has been built into
the project. In the two Annual
Evaluation Workshops held in 1977
and 1978, a participatory methodo-
logy of evaluation was used. The
small farmers were as active in
these evaluation sessions as they
have been in running their groups.

The evaluation workshops came
up with suggestions not only for
the field action projects but also
for policy-makers and planners.

Similarly at a national workshop
on “Two-way Process in Planning”,
(another ripple caused by the SFDP)
in March 1978, attention was
focussed on the planning process
and how it could be improved
through the participation of the
farmers using the experience of
the SFDP.

Besides agreeing on the need
for planning from below there was
unanimous agreement in the work-
shops on the need to expand the
SEDP to other parts of the country.

Mutual Learning at Asian Level

The SFDP is providing food
for thought and direction for action
not only to people within Nepal
but also to other Asians involved
in rural development. The experi-

ences gained through SFDP Nepal
have been shared at regional meet-
ings attended by people involved
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with SFDP work in Bangladesh
and the Pnilippines.

Rscently Chandra Kant Adhikari,
the GO/ARF of Nuwakot parti-
cipated in a seven week Ragional
Change Agents Training Programme

- organised. by FAO’s Freedom From

Hunger Campaign/Action for De-
velopment. Ten field workers from
government and non-government
developmert projects in Bangladesh,
India, Nepal and Sri Lanka spent
two days at Nuwakot to under-
stand and learn from its experiences
in group action. Chandra Kantji
vigited the projects of the other ten
participants. A wuseful cross—ferti-
lizaticn of ideas and experiences
took place, during this training.

Not at the Expense of Quality

Expansion of the project in many
more areas of Nepal is what every-
ane is talking about now. In fact
the Agriculture Development Bank
hag already decided to e tend it
to fifteen more districts. Successful
projects should indeed be multi-
plied, especially the SFDP as it is
neither expensive nor a project
which required too much addi-
tional personnel or structures.

While expanding, however, the
same amount of flexibility and in-
novativeness would have to be
ensured. as there wag in the pilot
projects. Ample time would have
to. be allowed for the projects to
take root in each area. What
happened in Tupche can merely
be a guide te action, not a set
formula to be imposed on other
people in other areas. Like a stream
which takes the shape ol the area
and terrain it is in, the new projects
will have to be flaxible enough to
respond to the special needs and
character of the people and areas
where they are to be implemented.
It will be a pity if quantitative
achievements were to be at the
expense of quality, for what is
impressive about the SFDP, Nuwa-
kot, is its quality and effectiveness.
And there are no better statistics
to prove the point than the new-
found enthusiasm and high spirits
of the little peasants of Tupche in
Nuwakot.
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