


SECTORAL COMPOSITION OF GROSS NATIONAL PRODUCT AT CONSTANT FACTOR COST (1970) PRICES

Ve sdiedin. |t ot v | e o i G
SECTORS s 3 Y i -
2 |
1977 1978 1979 { 1977 1978 1979 1977 1978 1979
P 4 = e — ke ! o Il
1. Agriculture, Forestry Hunting and Fishing 4,299 | 4,532 | 4,623 10.4 5.4 2.0 26.9 | 26.2 | 25.1
1.1 Agriculture 3,977 | 4,176 | 4,240 11.4 5.0 5 249 | 241 | 231
i e (416)] (398)| (412)] «(6.1)| (4.3} (3.5 (2.6) (2.3) (2.2)
1.1.2 Rubber (213) (225 (2231 (-8.2)| (=5.6){ (-0.1 (1.3} (1.3)] (1.2)
1.1.3 Coconut (423)| (488)] (5190 (-7.00| (15.4)f (6.3 (2.6)] (2.8) (2.8)
1.1.4 Paddy (990)| (1116)] (1132)f (37.5)] (12.7)] (1.4 (6.2) (6‘4}| (6.2)
.15 ©Other ... (1935)] (1949)] (1954 (9.2)! (0.7); (00.0§ (i2.1)] (11.3) (10.6)
1.2 Forestry 143 155 166] -6.5 8.4 7.1 0.9 0.9 0.9
1.3 Fishing 179 201 217 53 17:3 7.9 1.1 1.2 1.1
2. Mining and Quarrying 515 615 652 9.8 19.4 6.0 e IS B 3.5
3. Manufacturing 2,357 | 2,541 | 2,659 0.1 7.8 46| 147 147! 145
3.1 Export processing 823 840 877 45 2.1 4.4 5.1 4.9 | 4.8
3.2 Factory industry 1,227 | 1362 | 1.417 1.1 11.0 4.0 1.7 79| 77
3.3 Small & other industry ... 307 339 | | 365 3.0 10.4 T 1.9 2.0 2.0
4. Construction 619 794 | 960 96| 263| 209 39 4.6 5.2
5. Electricity, Gas, Water and ... 131 158 | ¢ 190 74 20.6 20.2 0.8 ‘ 0.9 1.0
Sanitary Services |
6. Transport, Storage and Communications 1498 | 1,607 | 1,716 5.1 7.3 6.8 93 9.3 93
7. Trade - Wholesale and Retail ... 2,999 | 3,267 | 3,551 24 8.9 8.7 18.7 ‘ 18.9 19.3
7.1 Imports 513 702 864 28.3 36.8 23.1 3.2 4.1 4.7
7.2 Exports 663 701 709 ~7.4 3T 1.1 4.1 4.1 3.9
7.3 Domestic 1,823 | 1,864 | 1,942 0.6 2.2 4.2 1.4 108 10.6
8. Banking, Insurance and Real Estate 295 318 350 19. 78 101 1.8 ‘ 18| 1.9
9. Ownership of Dwellings 475 499 518 1.7 5.0 38 3.0 29 28
10. Public Administration and Defence 791 854 905 4.1 8.0 6.0 4.9 49 49
11. Services not elsewhere stated (n.e.s.) 2,099 | 2,212 | 2,378 T 54 6.5 131 | 128 129
12. Gross Domestic Product 16,078 | 17.401 | 18,501 4,2 8.2 6.301 100.5 | 100.5 | 100.6
13. Net factor income from abroad -79 90| -112 — — — -0.5 -0.5 0.6
14. Gross National Product 15,999 | 17,311 | 18,389 4.3 8.2 621 100.0 ‘ 100.0 | 100.0

NATIONAL PRODUCT AND INCOME

The Gross National Product at constant (1970) factor, cost prices in 1879 has bsen provisionally estimated,
by the Central Bank, to be RS. 18,38 ) million. This indicated an increase of Rs. 1,100 million or 6 per cent over
that of the previous year. The rate of increase in the growth of the GNP. however, was 2 percenf less than
that of the previous year. According to the Central Bank it was apparent that the Sri Lanka economy which
recorded an impressive growth rate of 82 percent in 1978, largely as an immediate and spontaneeus reaction
to the 1977 economic reforms, had slowed down somewhat during 1979, yet remaining on path of the anti-
cipated growth of 6 per cent during ths period of 1978 to 1983.

The mid year population of 1879 has been provisionally estimated to be 14.5 million, an increase of 2 per
cent, which represents a slight reversal of earlier trends observed in Sri Lanka, This would yield a GNP
per capita of Rs. 3,378 or US § 217, indicating a rise of 19,5 per cent in 1879.

A number of factors contributed to the slower growth of the economy in 1979, according to the Central Bank,
The most important of these was th= relatively poor performance of the agricultural sector. Although it appears
that the performance of plantation agriculture was slightly more favourable than in 1978, the performance of
domestic agriculture was uneven, While paddy production in 1979 was 1.4 per cent higher than in 1978, out-
put of minor food crops, particularly of cereals, was significantly below 1978 levels.

The most significant feature of the sectoral composition of GNP was the increased importance of the min-
ing, construction and trading sectors This trend, the beginning of whick was evidert in 1878 continued
through 1979. Available data on projected investment in manufacturing and construction indicate that they will
continue to be major growth sectors in the future. Of special significance in this connection were the pub-
lic sector investment program in th: Accelerated Mahaveli Project and in residential and non-residential
construction,
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Dlary of Events

The TS dollar continued to rise sbarply against

other major currencies in response to increases
in US interest rates and pushed the dollar upto
its highest level since summer 1978 against the
Deusteche Mark and the Swiss frane, siated a
London Financial Times report,

Alr Lanks signed an agreement with the TLok-
heed Alr Company to purchase two L—1011-50C
TRI STAR awrcrafis for delivery in Augusi and
September, 1982 at a total cost of around $52
million, stated a press report.

The government has declded to o away with
numerous controly placed on the coconut industry,
particularly the 50—60 percent export duty on
deslceated coconut, stated the Minister of Coco-
nut Industries,

US President Carter broke diplomatic tles with
Iran and imposed economis sanctions against
that country.

The wvalue of the Sri Lanka rupPe slumped in
the floating basket to less than 50 Indlon p‘use
stated a report from India:

The world fea crop in 1980 dipped sharply during
the first guarter of this year, with an approxi-
mate production drop of 18 per cent, a new firm
of Colomho tea brokers reported.

A revised set of floor prices for selected sub-
sldiary food crops were announced by the Jin-
istry of Agricultural Reszarch and Development,
The crops included maize, black gram, sorghum,
ground nuts, soya bean, gingelly, chillies, turmerie
{cured), cowpea and green gram,

Brl Lanks and the OPEC Fund sighed a Rs, 10

million agreement in Colombo for financing rural

14

18

electrification projects,

The Ministry of Fisheries announced details of
a8 Master Plan almed at doubling locsl fish pro-
duction to 300,000 tons by the end of 1983

India nationalised six more commercial banks with
combined deposits of § 2.8 billion or approximately
Ra. 200 croes each.

The main member couniries of the 24 nation

18

21

22

24

28

- -OBCD pledged USg 1.16 billion of aid to Twrkey = -

17

thiz year to help finance this couniry’s econormic
TeCovery programme, stated a London
Financial Times teport.

The Central Bank had reporied a sharp rise
in the money in circulation during the pre-
8inhala and Tamil New Year, stated an even-
ing Observer report, It said mongy circulation
which is usually around Rs, 4,000 milllon had
increased by Rs. 500 million,

The Board of Directors of the IMF, voied t{o
admit the People’s Republic of China to IMF
membership and in effect to expel Taiwan, ac-
cording to a report from Washington.

30

~The two State commercial banks,

“ A Bill 1§ to be introduced in Parliament to
provide for the leensing of pesticides, regulate
their imports, packing and labelling, storage, for-
mulation, transport, sale and use; while sale of
grains on which pesticides have been used will be
controlied, according fo a Cabinet decision an-
nounced officially,

The fifth and final session of the Interim Com-

mittee of the UNCTAD Common Fund ended in
Geneva concluding its efforts carried out over
seven months to draft Articles of Asreemeni for
the proposed instifution. This meeting focussed
on a number of key issues concerning the finan-

_elal structure and operations of the Fund.

Wheat flour consumption in 8ri Lanka hit a new
low with draw-offs from the Food Department
stores in March this vear heing around 24,000

- tons geainst last year’s montmy average of 30,000

tons, stafed a press report,

The Central Bank raised the bank rate by two
rer cent to 12 per ceni per anmun, Slmul-
taneously, interest rat=s at which the Central
Bank accommodates gcommerclal banks above a
stipulated amount, were raised by 5 per cent to

" 20—30 per cent per annum, The bhank descrihed

its increase in the bank rate and other lending
rates as “an essential short-ferm anti-inflation-
ary Imegsure.”

At the Colomho tea auctions & parcel of 75 kes.
of flowery fannings super sliver {ips was sold
at Rs, 700 per kilo,

A set of principles and rules for the confrol of
restrictive business practices that adversely affect
international trade, especlally that of developing
countries, was adopted at a UN Conference held
under UNCTAD auspices In Geneva,

Finance Ministers and Central Bank Governors
meeting in the interim committes of the IMF in
Hamburg reiterated statements thal the inflation
and recycling of huge amouts of UJS dollars paid
to oil producers confinue to prove to bhe vexing
problems.

The Income Bupport Scheme under which an
unemployed person is paid Rs. 50 a month will be
discontinued from June I, the Secretary Minis-
try of Plan Implementation announced.

the People's
Bank and Bank of Ceylon announced new rates
of interest applicable to their savings schemes,

‘The Minister of Trade and Shipping who returned
from the United States, following talks on Sl
Lanka’s ready-made garments exports, stated that :
of the 17 items that Sri Tanka exports to the
U8, quotas will be applied on 7 items,

The Food Department has confracted for the
purchase of five million jute gunny bags from
a Chinese supplier on terms official sources
described as “extremely advantageous”, stated a
press report.

Economic Review, Jowe 1980
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(o) SRI LANKA'S ECONOMY

A MID 1980 REVIEW
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BOONOMIC GROWTH
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TABLE I,

Growith Bates

1978
1. "Agriculture
(ncluding forestry
& fisheries) 54
11 Plantation Agr. 5.6
1.2 Domestic Agr. 4.8
1.3 Fisheries 123
2. Mining and Quarrying 194
3. Manufacturing 7.8
4. Agriculture and
Industry (14243} 7.2
5. Construction % 283
6. Electricity, Cias
& Water 20.6
7. Transport and ki
Conmrnunications .3
8. Trade A9
9. Banking, Insurance
and Real Estate 7.8
10, Construction, Utilities,
Trade and Com-
meree (5 to 9) ‘ 10.9
11. Other Services 5.8
- 12. Gross National
© Preduct 8.2

SECTORAL GROWTH RATES

{p) 1978=T9

Percentage  Percentage

shate in contribu.ion
GNP (1979) to the
GNP growth
1879 rate (1979
2.0 25.1 8.4
39 6.2 4.0
0.7 i6.8 19
7.9 : 1.1 15
il 3.5 34
4.6 145 101
3.0 43.1 22.0
2019 2.2 15.4
20.3 10 _ 3.0
. 8.8 8.3 10.1
ST 193 26.3
10.: 19 3.0
101 36.7. 57.8
0.6 20.8 210
8.2 100 100

 SOURCE: Central Bank of Ceylon.

. Ag seen in this table, the sec-
tors which contributed most to the
higher growth performance were
Constriction, Trade and Com-
merge, Transport and Utilities,
These sectors which together have
a welght of about 37 percent in
the GNP grew at an aunnual rate
of 1011 percent during 197879,
Nearly 58 Dpercent of the GNP
growth in 1972 originated in these
sectors, The highest contribution
to the GNP growth came from
trade (over 26%), followed by cons-
fructlon (15% and transport (10%).
These three sectors together ac-
counted for over one-half of the
GNP growth during 1979

In contrast, agriculture and
industry have failed to record high
growsh rates and this was parti-
cularly so in 1979, These two sec-
tors which Thave g welght of 43
percent in the GNP grew at a rate
of only 3 percent during 1979. The
contribution of these two sectors
to the GNP growth during this
year was only 22 perceni, which
was substantially lower than the
contribution of the trade secior
{which was over 28%). However,
within = agriculture and industry,
two activities showed sustained
output inecreases duting 1978-—79.

4

These were (a) mining and quar-
rying and (h) fsheries. On the
other hand, the performance of
the agricultural sector remained
low and domestic agriculture in
particular (which has a weight of
17 percent in the GNP) recorded
only a marginal growth rate of 0.7
vercent. In fact, the domestic agri-
culture {(excluding paddy) falled to
record any growth in- 1979. The
manufacturing sector grew by less
than 5 percent. It may be noted
here that had sagriculture and in-
dustry recorded higher sgrowth
rates, the oufput in the other sec-
tors — trade and commerce and
uther services —— would have res-
ponded and grown ai a faster rate
than they actually did.

Thus, although the GNP
growth in 1978 and 1979 was cha-
racterised by progress on a broad
front (irade, commerce, construc-
tion ete.) the two major produe-
tive sectors in the economy (agri-
culture and industry) [alled &0
show strong growth impulses. In
this sense, the growth performanne
appears somewhat ‘unbalanced’ in
that it {5 heavily biased towards
trade, construction, commereces,
iransport efte. while agriculture
and industry has lagged behind. A
growth process of this nature
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must necessarily generate sabstan-
tial inflatlonary pressures in the
domestic economy, Moreover sinece
lagging agricultural and industrial
growth has alse meant lagging ex-
port growth, the growth process
has failed to make & significant
contribution fo narrow the trade
gan.

TRADE, TRANSPORT AND
CONSTRUCTION

What faclors lay behind these
differential sectoral growth rates? -
The high growth in the trade sec-
tor was primarlly a result of the
import lberalisation. A significant
part of the higher growth rate in
most growih sectors, specially in
trade, have been due fo an import
led growth. The total import hiil -
which rose hy 23 percent (in SDR
terms) in 1978 moved up Ifurther
Ly 45 percent in 1979, The import
volume index rose by 37 percent
and 23 percent respectively in these
two years. Commercial activity, in
genetral, showed a higher level of
activity as a result of import and
exchange lberallsation. The growth
of tourism (fourist arrivals rose by
30 ‘percent in  1979), increased
fravel abroad by Sri Lankans, the
expansion of the banking system,
setting up of Foreign Currency
Banking Units and the establish-
ment of three new foreign banks In
the smrowth of commerge, The
sharp inerease in the imports of
all varieties of motor vehicles (the
total vehicle population in the
counfry rose by 12% in 1978 and
18% in 1979) was the major factor
In the higher value added recor-
ded in the transport sector,

~ In the field of construction, the
public sgector Investment rrogram-
mes in the Accelerated Mahaweli,
New Parllamentary Complex, and
In housing and office complexes
were the most important factors
iri the higher level of output re- .
corded in this sector. Private sector
construction In residential busi-
ness and hotel complexes was also
characterised by a higher level of
activity. However, it appears that
within the construction sector thers
was competition for the limited
resoutces of building materials
(e.g. cement) and skilled labour,
and larger constructlon projects at-
tracted the Ilimited resources at
the expense of the smaller pro-
jects. As .a result, private house
building aectlvity, in particular, ap-
pears to have suffered a dampen- -
ing effect during the year.
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MANUFACTHRING
The growth of  manofachining
orepat {which wes 8% In 19967

slegenl down 1o Jows thon § porecnb
io 19 Tn melilastaring, the peal
1RTE was o perind o coDaolldation
fallmwirg Lhe Ubaralization of the
pesnotny.  Llberalizationl peoved a
GBoubla-edged weapon 10 the menn-
Tactusing se=ctor. While sams In-
Auscrier expanded under the im-
pecis af [lberal  eronommle pololes
ifraer avpllandlicy of raw made-
iz, machinery and sperce,  and
Ll f:tpentivies] ¢nome nlbhees U ffep-
el mider eompetlnlon foom Eapari-
e gonda. The  maln develsproend
ear e spmunarized ns Iollowas

Bmall senle eod dothage
trpo Indusiries suoh 65 thoRe
produeing Tosdlookn  Geatiles,
wnsl and BApSsr progasks,
plagsware, chemleal producsta
such as paing, handwite and

meotal  products  appear  to
have saffemad  Reavily  from
wirong  Irmprl COMDETTIRIONL.

These loduatrles were in gob-
erul fneMelant  and the pro-
duet. cpinliby way poor. Qonee
the sholtor of lenyy DrEobac-
tion provided by impock ea-
t#olz wag remoecd mony ol
them could not aumvive, Thete
swere alss elear  aigus thal
v oof Llicse =inall sgale in-
dussrpliste mowed nwiy CRoD

Iduskry ity other  actkvl-
thor sueb 0x tracde and ooBE-
toneklon where  the  profik
prospoets proved morc promi-
AinE. On tha other hand, somes
amall seale lndistrles oich s
fhogs  making bricks and
mles, thoas engared 1n fehi-
rle body  covsttgeblon and
reprit Relivilics sliwed A
yignificent espapsion,

Produstion declines wer
gasn seen dn o severs]  Enciay
indastnes sueh ws fbose pro-
ducing faboenied mednd  peo-
ducts, machinery and - fehs-
port ermipment, exiiley  pnd
pager. MMany assembly lpdus-
tries such aa radle and eles-
Lienl gomis Bove sulleted =&
decllne dn ontpat in Lhp fiee
of srang  competiclen  from
imports, Boma of  these  lm-
porL o snbatiiuton  industria-
atsc appear &0 have aban-
dosied  [helt induskelal  pieo-
educbic aiel peverled Lo the
rrrrs - lpempbive . Import Erde.
Ag o memaly there has bBeen &
diverslon of resources IFom
prodnetlon-orlenied acklvity
to teada-orfented aciiviby. 4D
npralant induslnel Eortur
whigh 1olt the impset of im-
gt pomperlHon moat severn-
T 'waa texctiles, The textila
peoaluoelsn o the favernnient
owned mils dropeed by Y
percpnh Abid  thad i derEd-
irallaet poarer looms dropped
by I8 percent.  The overall

TABLY LV FALDT OF INDUSTRIAT, STODTCTION 1957—1a98

Frresntogr

Valuw ol Poslucilom
iR+ Gl (T T
Tody. el Secker Tireermar t—)
13 1ave
T L4TH !.'.'l'.iﬂl“'_ AFELE YED
LY TN
i, Poad, Brrornges cod labaeco aag4 5, G WA T 0.0
9 Textlles, Weanmng Appercsl wid
Leptiar Prodiele i 1.ca 1rEs 44 4 1.3
3. Yeod J1i o Wood Produess
BT 1o [ T T L e 1 I T 12T 134 184 -24 1.8
4. Pawer tod Paper Producls =10 avd 445 apd 04
G. Chomitaals, Petralsom, el
Tonhbee? And Flnstln Poacealks 440 T 408 s 9.5
#, TaomaTeinlip Mneril Prooiacts, i1l s 710 440 14,8
enlspl Datboleiny a1l Gosi
oo Dgaeis pdelal Products 133 g 34b A,k ch4
5 Fohoowted  ids=lul Praoduwsls,
Wocninery ond Cromsproh
Hoalpmeng Tl ] Bhi o A%
B Trodirra s, bz i fa ] iy 8 01
Tkl T iE ER B LT3 M4 n.e
Praisdnnal HOTRCE:  Jentral Boag oF Ceplee,

Eooxeyae IEvEEw, - JoHs . 1E0
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texflle pooduction (hoth poE=
vate and public sectorey. &b
108 ollllsn roete¥s shlcwad B
decline Of Tearly 8 peroent
The principal reason for Ehds
preduebion dfnup wis e fine-
Eoling  penblems  cipsed By
freer  avallabllts o impeort-
od teEglles. At the snd o the
vear, the oansold gtacks  of
tocal textllas amounting o
oFer 40 militon meters vabued
b R 305 millon Hod accu-
rmalelsd o the hpnds o af
manufpesurers, This sieasifon
rosutbad L soverc  Ngaldily
problemz In Gextlle mitla,
Anpther industry adver-
arlr cifueled by lmpert ooro-
patition wms puper, The
paper productlon st Embiil-
Didya mil dropped by us
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nomy of 1979, The overall agricul-
tural output grew by a modest 2
percent and even this growth came
largely from . the :plantation sec-
tor rather than from the domestic
agricultural sector. .

- In the plantation sector tea
proguction is.estimated to have
Increased by 4 percent; and coco-
nut production recovered further
(from the all-time low level of
1977) . by recording an increase of

& percent over the 1978 level (bul
the production still remained be-
low the average level of the recent
past). Rubber production  on the
other hand is estimated to have
shown a- decline of about 2 per-
cent. Minor export crops fared un-
evenly with  some crops (mace,
cardamom, cloves), showing an
improvement and some (cocoa,
pepper) showing a decline, .

In the domestic agricultural

sector, paddy crop which atiained
a record level in 1978, showed
cnly a marginal improvement of
1.4 percent In 1979. This was a Ye-
sult of the poor ¥ala harvest (re-
flecting adverse weather condi-
tionsy. The fertilizer wuse in the
paddy sector declined by as much
as 37 percent and there was also a
sharp decllne in the credit use
following the more rigorous terms
imposed on the issue of credit faci-

Experience demom,trates that

examuple, special expori-processing
zones or efficient systems of bond-
ed warehouses and tax vebates,
and on the maintenance of ex-
. port price incentives that are com-
tion for tke domestic market. An
prerequisite, although
such a8 the Republic of China,
(Talwan), Istael,

‘markst, for
their industrial sectors were quite
small.  In the Rapublic of Eorea,

this wag the year in which the

embark on their own export drive.
offers an alternative means
particlpating in the benefits

with such efforts has been mixed,

ditles that may be cheaper than
those available within the reglon.

for regional co-operation

s0 a3 to avoid excess capacity. The

in Malaysta and Indonesia.

a suceessful export drive depends
cricially on easy access to duty-
fre¢ imported inputs, through, for

parable to those accorded produc-

Cexisting industrial base is also &
countries

the Republic of
Koreg and Singavere began to
-~ compete successiully i fhe world
j manufactures when

for examnle, industrial value add-: -
ed was only aboul US $1 billion -
(at 1975 prices) in 1964, and yet

highly successful export drive fook
off. A sigmificant number of Low
Income countries already have in-
dustrial bases of coinparable size
and are therefore in a position. to

Reglonal economic integration
of
of
trade, but international experience

While member countries enjoy ac-
cess to each ofther’s domestic mar-
kets, they forgo the possibility of
purchasing extra-regional commo-

& potentially more significant fleld
is  the
phasing of large-scale investments

Association of South East Aslan
Matinns, for example, has recenfly
~embarked on the constructionn of
rezional nitrogen fertilizer plants

How to liberalise prudently
—uWorld Bank Advice

Tramsition to an Outward-
Lonking Trade Eegime
The Republic of China (Tai-
wan), the Renublic of Kores and
Bingapore switched to export pro-

motion relatively early in  the
industrialization process. Many
other countries, recognlzing the

limitations of prolonged reliance
on imvort substitution, have also
redressed, at least partially. a bias
inst exports, Their experience
soests that the fransition o
more outward-liccking trade poli-
- ¢ies Inereases in difficulty with the
durafion and extent of import-sub-
stitution policles. Countries that
are still in the preliminary phases
of import substitution are well ad-
. vised to initiate their policy tran-
sitirm  pefore the emergence of
politizally vocal, and strongly en-
trenched, vested interests, Coun-
tries that have already entered the
later stages of import substitu-
tion  hehind profective barrlers
face more severe problems in secu-
ring a smocth transition.  Bui,
‘at the same time, the recent ex-
perience of nations such as Brazil,
{Colombia and Swvain indicate fhat
success is feasible and that the
resulting benefits are substantial
In’ Brazil, for examnple, manufac-
tured exports increased from about
US $300 million in 1967 to about
US%2 billion in 1974 (at 1975 pri-
ces) desnite g prior history of al-
most exclusive reliance on import
substitution, :
The ranwe of countrigs thaf
% have now moved toward a frade
rerime less biased against ex-
ports incleates that such a step
can be centemplated in a wide
variefy of economic circumstances
and policy environments; exporh
success has been achieved in poor
and rich countries, in small and
large countries, and in countries
well advanced in import substitu-

tion as well as those still in their
uiitial stages. - This range of ex-
rperience, including a number of
failures, comstifutes an important
emvirizal basis for the develop-
ment of policy suldelines for coun-
tries yet to emha*l. on the transi-
tion,

Althougf.z the basic ingredients
of the policy package-devaluation,
inducements for exports and re-
duction of quantitative restrictions
and of fariffs on imports — are
‘reascnably well understood. their
imrlementation poses. many prob-
lems, = Freguently, such a nolicy
chanee has been  initiated in
the midst of a foreign exchange
crisis, sometimes 1t has been a
direct response to pressure from
aid denors. Absence of a stronz
national commitment to export
promotion has sometimes meant
that exveort incentives have been
un-atistactory, and inadeguately
mainfained: This, compeunded by
a lack of adequate external finan-
‘cial support over a difficult tran-
sitional period, appears to have
hamupered some devaluaiion eff-
orts, such as those of Brazil in
1957 =2nd India in 1966. In several
countries engaged in trade policy
reform, in‘lation-induced erosion

of  international cotaretitive-
ness has constrained the ox-
pans‘on of exports, This, toge-

ther with the improved #access to,

- and consequent growth in, imports -
has often led authorities to rein-
state quantitative restrictions and
incresse tariffs to defend s defer-
ioratin> trade balance. In some
casas the policy reforms have been
thwarted by a lack of adequate ex-
ternal financing to supvort  the
halance of payments during the
transit‘onal period before exports
res~ond to the new {rade incen-
tives,

Although policy c¢hances iniro-
duced in response to crises are aptl
to run into difficulties the adjust-
ment to a more. outward-looking
trade volicy will perforce offen
nave to be initiated in unfavour-
able cireumstances -—— expecially in
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Similar cost increases have oc-
cured in most other crops given the
higher costs of fertillzer, tractor
charges, other inputs and the
higher labour costs. However, the
high export taxation (levied along
with the Devaluation of 1977) has
kept the producer margins relative-
i¥ low in the plantation sector; the
guaranteed price of paddy at Rs. 40
per bushel is lecwer than import cost
of rice by as much as one-third to
one-half; and the buffer stock
scheme for subsidiary food. items
has depressed the producer prices
of these items. In this context, the
terms of trade (between agriculture
and industry) would have clearly
moved against the agricultural sec-
tor. Compared with the sharp price
ezcalation of industrial zoods, the
rise in the agricultural prices was
modest indicating that the terms

of trade have turned against agricul- :
It should ke noted, however,

ture.
that measures to improve producer
marging in the agricultural sector
involves some difficult decizions given
the long standing tradition of pro-
tection of consumers and the sub-
stantial sacrifice of government re-
venue (lower export fax revenus)
that these measures would entail.

INCOME PDISTRIBUTICN

If Sri Lanka’s economic growth
record durlng 1978-79 represents a
clear break with past performances,
available evidence also indlcates a
reversal of trends in the field of
inceme distribution. Over the years
Sri Lanka has moved in the direc-
tion of a more egalitarian sqciety
by successive reductions In income
disparities. © The Gini ratio (the
commonly used indicator of relative
income in eguality) decllned from
0.40 in 1963 to 041 in 1973. While
the percentage of total income re-
ceived by higher income brackets
declined, that of the lower income
brackets improved. The preliminary
data of the first round of Central
Bank's Constumer Finance and Socio-
economic Survey (1978 indicates
that while the average income level
has improved and all income classes
have made appreciable zalns, there
has occurred an increase in income
inequalities. These data indicate
that in 1978 the Gini ratio moved
upto 0.49 and the percentage of total
income received by the fop 10 per-
cent of the income receivers had
moved upto 39 percent (compared
with 30 percent in 1873) while the
ghare of the bottom 40 percent of
the income teceivers had dropped
to 12 percent {compared with 15 per-
cent in 1973). In fact, the only de-
elle that improved its share of the

8

total income in 1978 was the high-
est one, In all probability these
trends would have gaccelerated in
1979, These developments have o¢-
curred sgalnst the background of the
withdrawal of consumer subsidies,
slugeish real wages outside the plan-
tation and constructionn sectors, im-
proved Income earning possibilities
for profit earning groups in the con-
text of liberal economic policies of
the government and the generous
tax rellefs afforded to privats en-
ireprenenrs. Growth of income dis-
parities 15 probably inevitabla in
the context of the particular econo-
mis polieles pursued in the past two
vears. Bul the eontinuation of these

trends over the long term could
have serious social repercudsions, for
econcmic growth by itself will not
be meaningful to the masses unless
it -1z accompanied by an equitable
sharing of fruits.

EMPLOYMENT

Ii is not possible to obtain a
c¢lear and unsmbigtuous picture of
the trends in employment due to
the absence of reliable data. How-
ever, ail available evidence suggests
a digtinet improvement in employ-
ment opportunities in the organised
sectors of the economy, that is the
government departments, semi-
government instltutions, and the or-

Private sector

The Survey of Employment in
the Private Sector conducted by
the Ministry of Plan Implemen-
tation, through & monitoring of
the advertisements relating to
job cpportunifies published in
the ILake House Group of News
papers during the three years
1977, 1978 and 1979, revezls that
the upward frend in the gene
ration of emuloyvment in the
private - sector since the latter
half of 1977 was maintained dur-
ing the year 1979. The total
number of job opportunities ad-
vertised in 1979 was 34,055 as
against 16,469 in 1978 and 9,154
in 1877, (SBee table helow).

WHAT THE EMPLOYMENT SURVEYS REVEAL

NO. OF EMPLOYMENT OPPORTUNITIES ADVERTISED
DURING THE YEARS 1977, 1978 & 1979 ;

mic policies, liberal, cutward look-
ing, and growth oriented, has en-
abled a dent to be made even in
small measyre, in the unemploy-
ment situation of -the country, It
is also significant that such a
growth in- employment generation
has taken place in a situation of
gengral wage rise in the country”

Poblic Sector

The Central Bank's annual
sarvey of employment in the pub-
lie sector indicated that employ-
ment in Government Departments
increased by 33,713 or by 5 per
cent in 1979, - Of this increase,
3% per cent was in subord'nate
grades, 29 per cent In teaching,

Year High Level B#iddle Level Skilled Tevel Unskilled

Level
1577 1,835 3,153 5,607 1.359 9,154
1978 1294 5.274 6,913 2,985 16,469
199 1L.280 9.963 14,074 9,636 34,955

Total

This data shows a steep In-
crease in the demand for skilled
level persons (3,607 in 1977 to
14,074 in 1979 caused Jargely by
the exodus of such personnel for
jobs abroad and also the shori-
age of such skills locally, If is
evident: that urgent sters are re-
quired to expand opporfunities
for training in skilled and ecraft
level opportunities. The survey
report of the Ministry of Plan
Imnlementation econcludes “ihe
positive response from the private
sector consequent to the introduc-
tion of a package of new econo-

and 24 per cent in minor zrades.
In semi-government institutions
(Public Corporations and Statu-
tory Boards) employment increas-
ed by 89,385 or by 14 per centk
Of this, 83 per cent was In minor
employess grades and 14 per cent
was in subordinate grades. There
was a substantial Increase in em-
ployment in public sector planta-
tlong of 61,000 or 13 per cent,
More than two-thirds of the in-
crease in employment in the semi-
government sector occurred in
the state plantations, -
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FOREIGN TRADE
AND PAYMENTS

“An  inevitable  Initial conse-
guence of import - liberalisation is
the creatlon of wvast trade gap re-
sulting from the sharp rise in the
itmport level without a corrsspond-
ing rise. in export earnings. Until
such time that exports could rise
sufficienly to matceh the rising level
of imports, the country has to de-
pend on externs] loang and aid to
finance the trade gap. Hence, a
stgnificant growth in exports, to be
achieved relatively quickly, is cru-
elal to the successful mainfenance
of a liberal import regime.

Following the import liberalisa-
tlon of late 1977, the rate of flow
of Imports accelerated in 1979. The
import expenditure rose by 5¢ per
cent. (reflecting. a volume increase
of 23 per eent and a price increase
of 52 per cent). The export value,
on the other hand, rose by only 13
per cent, the bulk of fthis increase
wag an account of a rise In export
prices rather than in the export
volume (which rose hy only 1 per
cent), The resulting trade gap was
of the order of Rs. 7.287 milllon ~—
a mear fourfold increase over 1878

The disappointing performance
of exports and the widening trade
gap 15 n matier of serious concern
for an econcmy pursuing a liberal
import poliey since the very objec-
tive iz to achieve an export-led
growth in the long ferm, The
eruclal guestion is how long will Sri
Lanka take to achleve a significant
breakthrough in the export fleld so
that the liberal frade regime could
hecome viable, The longer this tran-
sitional period takes the longer will
be the dependence on foreign grants
and loans to finance the trade gap.

Tn-the case of South Korea and
Singapore {the two success stories
of outward-lecoking frade regimes)
the time taken to achleve a major
breakthrough in exports was fairly
short, a matter of four to five years
from the commencement of the
liberal trade regime. In Singapore,
for example, exports which had
heen stagnant for.several years be-
gan to increase from 1967, the year
in which the country positively
turned to an export-orlented stra-
tegy. During 196772 the exports
recorded an average growth rate of

11 per cent per annum. The bulk of
this export growth was on account.

of forelgn investment. In South
Korea, the switeh over to an ex-

port-orlented strategy took place In

1963—64 and since then ths export
10

growth had peen phenomenal. Ex-

- ports grew ‘at an average rate-of 38

per cent per snnum during 1964—
TU. The GNP grew by an average
of 11 per cent per annum during
the same period, -

On the other hand, 8ri Lanka's
export growth had been relatively
poor during 1978-~79. The export
volume index rosé by 6 per cent in
1978 and 1 per cent in 1979, The
export volume (in SDR terms) rose
by 2 per cent In 1978 and 13 per
cent in 1979, The main problems
appears to be that traditional ex-
ports, which account for about 75
per cent of the total exports have
falled to register any significant in-
crease.  On the other hand, indus-
trial exports (which now account
for about one-quarter of the total
export wvalue). have showwn a sig-
nificant increase from SDR 88 mil-
lon in 1977 to SDR 185 milllon in
1979, an increase of over 100 per
cent. This increade hag come from
two main sources, namely textiles
and garments and petroleum pro-
ducts. In the case of petroleum pro-
duets the inerease in the export
valug {over 70% increase during
107779 was largely on account of
the higher export price rather thap
of an increase in the export volume.
In any case, the net foreigh ex-
change earnings from petroleum
exports are guite low given the high
Import content in the export pro-
duction

s MONEY SUPPLY -
MILLIONS ‘OF RUPEES :
jelaluinl

0O

' 0O 74 0%0TS 0 18TE 1807
Source:  (eniral Rank of Ceylon

With the upsurge of privale sector
activity since 1977, the role of mone-
tary poelicy in regulating the level and
eomposition of demand has- expanded.
The main feature of monetary deve-
lopments in 1979 was 2 significant re-
acceleration In the rate of monetary
exnansion follewing the. substantial
moderation observed in the previous
vear. The money supply, harrowly de-
fined as the sum tofal of curreney
and demand  deposits held by the pub-
He, rose by Rs 1,733 million or 20 per
cent during 1979, This same level of
expanslon continued upto fhe first
guarter of 1280, The main factors con-
tributing to the increase in monetary
expansion were the rise in net exter-
nal banking assets and the operations
of the government sector.

TABLE ¥V COMPOSITION OF EXPORTS 1977 — 78
Value in SDR Million Percentage of fotal
e . exporis

7 - 197 1978 1979 1977 1978 1978
1, Plantation Products 495 485 480 Sy LT3 65
2. Minor Acricultural

Crops 35 38 42 (5] G 6
3. Cems 30 2% a0 4 4 3
4. Industrial Exports 88 005 1N 4 15 24

of which SN ;

(a) Textiles & Garments 13 25 55 0 4 T

(by Petroleum products 56 48 080 g T 12
5 'Total Exports 659 874 759 100 100 100

(Averagze vaiue of 8DR 1977=Rs, 1.

1979=Rs, 20.13).

In the case of textiles and gar-
ments, the export value (in B8DR
terms) rose by over 300 per cent
during 1977—79 and the share of
these exports In the fotal export
earningg of the country rose from
2 to 7 per cent during the same
period. Garments are clearly the
most significant growth item in the
total exports, and garment exports
are projected to show further in-
creases in the next few vears. How-
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42, 1978=Rs. 1958,
Source: (Central Bank of Ceylon

eyer, there are sharp Hmits to the
possible future expansion of the
garments industry in view of the
export guotas imposed by developed
countries. The EEC countrles. Nor-
way and Sweden have already sub-
jected Sri Lanka's exports to quote
restrictions. US authorities who cau-
Hioned Sri Lanksa against a shard
rige In exports to the US market
have now decided to impose guotas
on selected items. Omee guotas are

EconoMic Review, Jone 1980
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By 1978, the relative impor-
tance of outright grants in fin.
ancing Sri Lanka's exfernal re-
sources had lncreased considerably.
Since the latter part of 1977 oute
right grants, long term official
horrowings, private direct invest-

FOREIGN AID TRENDS

generated a surplus in the capital
account. This surplus was more
than sufficient to finance the
current account deficit and the
external resource gap and, there-
fore, additional resources spilled
over to external assets. - This im-

was almest 100 wver cent were
Australla, UK, Japan, Sweden and
Norway. With the chan_inz pat-
tern In the manner of fOnancing
the country's external resouvces
gap there was also a decline in
the debi service ratie (le. the
capital repayments and interest

on foreign loans) as a percentase

ients and drawings from the IMF
were taking & more important
place in the inflow of foreicn
respurces than that of short termm
credit and bank borrowings. This
trend  is seen clearly over the
vears 1878 and 1979. Of the entire
foreizh aid receipts In 1978 as
rmuch as 76 per cent were loans
and only 25 per cent grants;
while in 1879 the. position had
changed te 524 per cent loans
and 47.3 per cenit grants, The
grants in 1899 included commo-
dity ovants of Ra. 1,167 million
(SDR 58 million), project grants
of Rs. 993 million (8DR 40 mil-
lon) and profits distributed hy
the IMFE ynder it's gold sales pro-
gramms of Rs. T4 milllon (DR 4
million). Suppllers’ credits which
dipped sharply in 1978, rose subs-
tantially o Rs. 609 milllon (8DR
31 millier)y in 1973. Long ferm
lozns conslsted of commodity aid
of Rs. 1,464 million (SDR 72 mil-
lion), project aid of Rs, 840 mil-
lion (8DR 42 million) and a loan
of Rs. 599 million (SDR 30 mik
Uen) from the Trust Fund of the
IMF. Althouch the disbhursements
of long-term official loans dec-
linted from Rs, 3,687 million (SDRE
i88 million) in 1878 to Rs. 2,003
milidon (SDE 144 milllon) In 1979,
thls decline was more than offset
by the substantial increase in cut-
richt grants, Details in the table
below give a further view of ihe
changing ald plcture.

The Scandinavian counirles hove incregsed thelr level of foreign
assistance io developing countries in recent years, as the dicgram
reverls; and this is also evident in i{he present high grant ele-
ment of aid to Sri Lanka from Sweden, Norway, Denmoark and ihc

Netheriands., Generglly, however, the gid from OECD couwntries hos
been running ot «ess than half the declared target of 0.7 percent
of Fross Naflongl Product. T

of foreign earnings and repay-
ments. Exeluding IMTF transac-
tions the debt service ratip fell
irom 12 per ceni to 8 per cent in
1978 and the actual debt serviess
repayment declined in 1979 Ly 16
per cent.

provement in Sri Lanks's exter-
nhal assets during the last 2 years
has alse sirengthened the coun-

SR LANKA'S ATD EECEIPTS 197899
(Rupees Milliom)

g ikl ?mns Brams Total SiminE As the Minister of Trade
1978 1979 - 1978 1973 1978 1870 ermivhasiged af a recent seminar:

e e i et it “8Bri Lanks has done much bet-

Project Ald 1,221.7 6171 2416  1,0675 - 14634 - 1,6847 E‘;‘;zgﬁ i?iﬁferﬁgﬁ bievelczring
ki i . S e : 5 te lebt manage-
commodity Ald 1,134.7 12665  .2722 5585  1,4069 18250 Bt Mans e At
Food & Other Ald 5355 2742 4449 3078 9803 5Bl4 countries had te borrow heavily
Total 28910 21578 9587 19333 38506 40911 ~Just 1o, cover - payments deficits

caused by hisher il costs. it is
estimated that on average these
countries’ medium and lengz-term
debt Increased from 1973 to 1978
by 21 pex cent per year, compar-
ed with 8Sri Lanka's foreign
{medium and lonz term) debt

SOURCE: External Resources Depsrtment, Ministry of Finance and Planning.

fry's credit-worthiness in inferna-
tional capital markzets,

Among  the ccuntries whose
assistance in the form of grants . .

The grester inflow of long-
term offlcial loans, drawings from
the IMF, private direct invest-
ments and the allocation of SDR&

Ecowomac Review, JUnE 1980
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for slow export growth and the bal-
anee of paymenty had to he mana-
zed by & Deavier recourse to
foreign loans and ald Bome rvellef
was, however, provided by the fact
that a substantial portlon of the in-
flow of foreign resources took the
form ©f grants rather ihan loans.
However, the emerging world re-
ceasinn could slow down the inflow
of forelpn resources in fufure years
and this s a further factcr which
underscores the need to reorient
policles to foster the export sector,
if an export orienfed policy is to he
maintained.

PROSPECTS FOR 1980

What are the prospects for 15807
All indications are thai the record
¢f the relatlvely high growth rates
that charaecterised the past two
vears, would continue to bhe a fea-
ture of 1980 =s well. The main
sources of the higher growth vate
would coniinue to he more or less
the same as i the past vear. Trode,
transport, commerce, and construc-
tion are likely to be the main
growth sectors. There are no clear
indications of o substantial output
expansion in the agricultural sector.
The domestic agriculturai sector (ex-
cluding paddy) is unlikely to show
any major Improvement from the
depressed level of the past two
TRATE.

The Indications are that infla-
tionary pressure in the economy 1s
unlikely to show a marked reduc-
tion. Hven the recent increases In
the prices of major consumer items
sueh as sugar, wheat flour and
bread, and the possibility of a fur-
ther upward revision in the prices
of petroleum products and energy
(exeept perhaps pefrol where un-
zpld stocks have begun to scceumi-
late}, the average price level would
cicarly show a marked Increase
during 1980, In this contexi pres-
sureg for higher money wages Aare
ound to arise.

The widening trade gap, as 2
result of sluggish expori growth and
the growing import bill would con-
tinue to be an imporiant feature of
the economy during 1980. In this
situation, the country will have to
‘continue its heavy dependence on
foreign loans, and ald to finance
thie growlng foreign xesource gap.
The race seems to he between brid-
ging the gap with fore.lﬂ'n prants
and loang till the trads gap is closed
by increased exports,

14

| FINANCE

Global Enﬂatmn Who's Paymg

Persistent inflation became 4
worlid wide phenomenon during the
1950 and by the end of the decads
not even the centrally-planned eco-
noinies, witere prices are generally
regulated, have been free of it (ons
estimate clted In o Worldwateh Ins-
titute publicalion has set Hoviel in-
flation ai sbhout 5 pereeni per an-
num in the fArst half of the 1970%s).
wwhat iz unigue abouf this eurrent
wave of infigton iz that it iz the
t one in history that has been

iruly world-wide, 3t is the market
cconomies of the Western world,
however, that are worst affected

ard among the two most seriously
afflicted are Britain and the US.A.
For Sri Lanka too the problem
of global inflation ean have seri-
gus repercussions, particularly when
it has become declared government
policy to remove fthe cushion of
price subsidies on  1mported pro-
gucts  and commedities and  the
pountry’s major development pro-
srammes now uider way are hesvily
dependent on imported inputs. The
infiationary trends in 811 Lanka, 48
8, result, are already well known.
On the eity bullding programie
alone costz have -tiaubied in-recent
months. A recent press report sta-
ted that the building for the Sri
Lanks Customs, earlier scheduled
T 25 militon will now cost
Ra. 125 millien — 5 staggering five-
fold increase. Tha Minister of Fin-
ance was reported, iIn late June, as
zaving that world inflation was to-
day Brl Lankga’s greatest problem
znd that it had raised the cost of
government’s development schemes
hevord recognition -~ the total cost
of the development programmes (in-
cinding Mahawell) had now gone up
to RS, 120 billlon from Rs. 47 bil-
lon in 1978. Citlng examples of in-
creases oh zpecific development pro-
jeets he Hsted the followin

1878 1950
(Rs, million)
Kotmale Schieme 3200 B009
Maduru Oya
Project 1,260 2,200
Victoria Scheme 3482 6,000
100.000 Houses
Programmes 1.772 §,079
HKotte Develop-
ment Project 6EQ 1,150
Guhunuy Camnus 106 B4
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How deep has been the reoes-
sion so far? In the early mionihs of
3020 a reduction in orders and con-
srqmnt cut back in production sche-
33 Was reported in some of the

3 industriatised coun-
..r‘ . tiBale; US-made ecars in May
25 tumbled 379 below a year c&r-

anL and noey L“'ierh 1ef‘e &eci by US
crories in Apr“ :;‘,1; 5.5% from the
month bketore). ¥ Uu and UK

have been the ﬁi‘.st l:(,\ he hit py the
repession bub predictions are that
export cuty will follew in BEurspe and
popsibly Jopan, though theze coun-
tries are not cxpecied o expsrignce
recessiong of the same degres {(some
ijeated that by mid-Tuns
n lation rate was only nalf
¢ of the US and J:J,pa'ls growth
rate was on par with that of West
Germany's}.

In the US inflation reached 13
percent in 1879, and the price spiral
in many msajor Western countrles
was moving closer to thig level. The
recession in the US economy has
heen azcompalled by rampant in-
flation. The total output of goods
and services, sg measured by the
iross National Product (GHNE), star-
ted to decline during ths second
guarter of 1879 while prices kept
moving up, Most of big industrisl
corporations i the U8 were thus
caught up with enocrmous invento-
ries of unsold goods, aa in the case
of the autﬁ.nob In Industry. Many of
them have resorted to m‘smu s and
rebateg in order to ine > sales.
These, however. were only tempo-
rary sales promotion devices and
their 1980 models had to reflect the
price lucreases, Policy makers and
businessmen were both fearing that
a prolonged period of rmmg prices
would engender a momentum of
its own.

One

nt

commentator analysing this
gitugtion In the US stated

“What sre prices for many sellers
are costs for buyers. o that price in-
creases end up as higher costs; and
labour costs go up to the extent that
workers are successful In their unend-
mg struggle fo keep thelr real wages
from being eroded. And so the scene is
set for another round of price hike
with each additienal round planting tfn-e
seeds  for still ancther one, provi-
ding only that the governmeni and
fnancial institutions are ready to sup-

Ecovowic Raview, June 1980
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country exports declined from 6.4
percent to 3.6 percent a year
(Source: World Developmeni Report
1979, The World Bank). The final
asseszment In  this World Bank
docurnent is thst.

“the ~joint affsiument of rapid
srowth, full employment and price sta-
bility has remnalned elusive in recent
years in the indnstrialised economics. In
several countries, strong mflationary
pressures and volatile externzl payments
situations have hampered sustalned re-
covery from the recession of 1974—T5b.
Projections for 14579 and 1880 do not
indicate any signilicant improvement
over the 34 percent anual growth
achieved in the previous decade, The
outlook for the next decade is uncer-
tain, but it seems reasonable to assume
recovery Lo an average prowth rave of
4.2 percent & year, with Japan's eco-
nomy growiily - at nearly 6 percent a
vear while the economies of North
Amerlea and- Europe grow ab or below
the average rate for the group”, a less
zlpomy view than the IMEF's prognosis
issued about the same time.

Many leading economic advi-
sers in the Western Industrialised
countrizs are hoping, however, that
a continuation of relatively strong
growth in West Germany and Japan
will help to aveid a recession simi-
lay to that of 1974--T5. Ther:
are fears that in the present mood
many of these nations may try to
counter the threat of a price-wage
spiral by a tightening of fiscal and
monetary  policies, precipltating
slump-—-an actual fall in world out-
put, not mst a cut-back in its rate
of growth®. It is, in fact, apparent
that the current emphasis in the
industrialised world is on economic
policies geared to combating infla-
tion rather than slump.

For most Third World natlons,
on the other hand, the growing in-
flatlonaty and recesslonary trends
in the market economy countries
are posing a threat fo thelr major
developraent programmes for which
international financing is essentlal

For many of them foreign capital '

is becoming increasingly ,more ex-
pensive and difficult to get. While
many struggle with inflatioa at
home and try to counter the impact
of the recession abroad they are also
being compelled to control their
appetite for larger internmatiowual
1pans. The nun-producing ol impor-
ting counfries, particularly, face the
problem eon iwo mmajor frvonts.

meeting thelr rising fuel bills and
maintaining payments on thely In-
ternational debis. A recent Newsweek
analysis showed that sinee 1974 the
developing countries debt  burden
had tripled to an estimated §325
billion (see chart) —— and many pri-
vate bankers were unwilling, or
cven unable, to extend any more

eredit. It concluded that this situa-

fion

“had placed a relatively greater
burden on officlal lending agencies such
as the International Monefary Fund,
vhe IMF plans to increase its loan
nool from $23 billion to $30 billion this
vear, but the harsh conditions it im-

poses as the price of its largesse make

many LDCs reluctant to reguest aid
...... Maay LDC's will have fo cur-
tail economic growth sharply if they
cannot get the new loans they eseek
to finance deficits — and fhe eventual
result could be deepening poverty and
oreater soclal and political instabili-
Iy

Compounding the payments
problem g the anticipated slowdown
in world trade both this year and
hext. To combat growing inflation

|

LOANS TO DEVELOPING

TOTAL EXTERNAL DEBT
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1978* LTI T

COUNTRIES Inilligns of dollafs

in thelr countries the major indus-
¢rial nations have adopfed restric-
tive fiscal and monetary policles
that have the effect of slowing down
thielr economic growth. Adds News-
week:

“Goverment banking authoritles in
Switzerland, West Germany and Japan,
for instance, have already imposed res-
trictions en neyw loans to developing
countries. And American banks, which
had a staggering 3 &7 billon in @ LDC
paLm haye be'i'un to bwnp up againsg
present

Lhu‘e 1s / dt a great

strain on the exizting inbernational”

finatcial system, as we can see: and
in such a situation the smaller de-
veloping nations have Little leverage,
while they face financing renuire-
ments that are larger than ever
before and in relation to the size of
thelr economies.

Cmne result of the recessionary
and inflationary situation, as we
ohserved, iz that many countries
are registering price increases con-
siderably above the average, . Most
Asian countries too are reported to
be experiencing a 20-—25 percent
annual inflation rate just now and
in eountries like South Korea the

- inflation rate was over 30 percent.

Anpther current report states that
in the Philippines the consumer-
nriee index was now alt an annual
rate of 25 percent. FPeru and Gha-
na, however, provide striking exam-
ples of how the damage could be
more devastating for a developing
nation than implied by the average
rates of inflation.

Lobert Faller of the Worldwatch
Institute, taking an environments-
lists overview of global Inflation in
a recent paper thus comment:

“Peru provides s striking case in
point, In the Iast four years, workers
real buying power has been cut in half.
The price of bread has jumped tenfold.
Per capita calorle and protein intake
iz but two thirds of that listed by the
1N Food and Agrieulturs Orvganization
(FAQ) as the recommended minimum.
According to an ohserver, the number of
infanpts in Lima who die during their
first year hag gone up by an estimated
30 percent, During & recent teachers'
strike, the instructors stressed that
they could not teach students who were
on the border of starvation,

The current situation in Ghana
provides another example, one that
illustrates the Dpotentlally disastrous
chain of events that can result from in-

A5 peicaTiogh of sapedt eamingd

COURTESY: -
i6

Nemsweek, The International Newsmagozine. —26.5.80.
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flation onece it gets rolling, In Accra,
the impoverished majority spend aboul
one guarter of their daily wages just
getting to and from work. . They musk
spend three days wages for a Kilo of

Froowonre Review, June 1980
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Fisheries Resources—Signs of Hope
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| AGRICULTURE

Paddy Production, Pricing and Seli - ufficiency

The consumpilon of flour In
sri Lanka registered a marked dec-
line of 37 per cent during the first
guarter of 1980 when compared
with  that of $he corresponding
pericd of 1979; altiiough consunap-
tion in the 1979 period waz 14.1
paer cent higher than the corres-
ponding figure of the firsi quarier
ot 1978,

This downward trend in flour
sonsumption  during the last few
years (see table 1) iz altributed to
the ecomparaiive advantages of con-
suming rice rather than {lour,
ereated largely through upward re-
yislons in the price of flour and a
stabilizing of the price of rice. This
trend, however, has created o new
gituation for the country’s rice
ocks as a fair proportion of the
shift in consumption from flour
hias been towards rice.

TABLE 1
CONSUMIPTION OF FLOUR
Year Quantiiy

{Long tons)
1975 466,506
1978 446,014
1977 566,558
1978 443,597
1979 ' 569,381
1080 January .- 28,167
Fehruary — 35,314
March - 21,913
1980 (ist guarier)y 35,58
1979 (1st guarter) 135,534
1978 (Ist guarter) 118,786
Source: :
Food Commissioner's Depariment
But, howsver favourable rice

nroduction trends in Sri Lanka ooy
have been they were noi able to
cope with these additional de-
mends. (see table 2), At the same
time the production of local suh-
stitutes, such as other field crops,
‘have not faired impressively, Thus,
the guantity of rice imported
during 1979 increased by 223 per
cent over that of 1978. This trend
has posed a series of guestions re-

garding the attainment of project-

gd rvice production targets and fea-
sikility of achieving seif-sufficiency
in rice in the near future; and
also of passing the benefits of the

iong established consumer subsidy
53 the loeal producer.
Censug Department  estimstes

rovealed a record paddy harvest of
918 million bushels in 1970 or an
increase of 14 per cent over that
of the previcus year. Furthermors,:

8

rodiuction trends from 1976
neen  favourable andg

thie optimism on which
jections ut  reaching

sufctency  devel i - 129 million
Lushels per  year were based,
Two major alternagtive four-
seg of  action are avallable in
achieving fhese targets, that is, the
intensification of the entire pro-
ductlon process or the extension of
land arvea under cultivation. The
poelicies of the government indi-
cate 2 combination of both these
courses. An estimated additional
area of 120,000 acres is expected to
come under paddy culfivation by
1981, resulting from the massive
orogramme to regulate water under
major and minor irrigation sche-
mes throughonut the country. Never-
thelgss, the recent coverall econo-
wile trends influenced by a grow-
ing inflationary situgtien, restricted
the possibilities of cbening up new
landsz, wWhieh would reguire large
sums of scarce resources. The need
hing therefore arisen to get maxi-
mm uge out of the existing land
ander cuitivaiion by increasing
cropping efficiency and productivity.
A higher emphasis is now being
placed on the use of available re-
sources for ‘auick-return’ projects,
rather than projecis of long ges-
tation and maturity, Hence it
would be  rational to select the
fivet alternative of intensification
3 paddy  eultivation on available
fands and attaining the target of
an additicnzl 9 bushels per acre
{82 bushels per acre) which is
the reguiremen?! for self sufficlency.
This alternative wouid not appear
unusually optimistic or ilogieal, as it
only needs a hetter and more or-
ganized use of wvarious resources
{npnis) going into paddy cuitiva-

TABLE, 2

have
reinforces
the pro-
the  =elf

vian. Bub possibilities of attalning
self-sufficiency through these mea-
sures may be greatly affected by
some of the recsnt unfavourable
sogig-sconomic developments in the
rural sector of Sri Lanka. The
most important of these develop-
ments s the rapid rise in prices
gf basic inputs; (chemicals and
ighour) resulting in an increase In
the overzll cost of production., The
eid result is that profit marging
have been trimmed «down for the
farmer. A further significant de-
velopment arising from this situa-
tion iz that it is more profitable
for small farmers to offer their
tabour in  various forms rather
than engage themselves in thelr
own  eultivations.

TABLE 3

Average cost of paddy pro-
duction per acrs plets in

Thoranezama Maha Season
1898/%9 (Mahaveli H Area)

1, Land Preparation Rs.
Cleaning 80.00
Ploughing 400.00 -
Oihers 5.80

2 Bowing 133.40

3. Transplanting 183.90

4, Fertilizing and
Weeding 39.90

3. Harvesting and

: Transportation 446,80

Total 1,280.80

Source: People’s Bank Resedreh

Department Survey.

The comparative cost of pro-
duction of selected districts (name-
Iy: Polonnaruwa, Kandy, RKurune-
zals, Colembo and Hambantota)
had recorded an average increase
of 139.9 per cent over the seven
vear period starting from 1972, A
study conducted by tha Research
Departnient of the People’s Bank
Ta3 revealed that the eost of pro-
duction of paddy in certain areas
nas almost reached the potential
inncome  level derived from paddy
cultivation leaving no surpius for

FLOUR AND RICE IMPORTS AND LOCAL

PADDY FRODUCTION

Bice Impotls !

Flour Imports iLo:al Paddy Productmn

- Quantity  Value per | quantity Value per | Million l’ Per Bushe!
(fong) ton Hs, | (tons) ton Rs, | Bushale i Rs.

1975 455,218 2,296 452,067 2,187 55.0 33

1976 379,760 2,056 418,245 1,130 60.7 33

1877 523,861 - 1,898 534,606 1,770 80.4 404

1978 H02,347 3,460 158,856 3,828 20.6 40

1979 - 459 485 3,581 208.454 4,239 414 40

1880 {1s: quar r,erj 149 439 4,649 56,414 4,425 N.A, N.A,
*upto -Nov, -10, 1377 . Source: Food Commissioner’s Department.

* frorn Mov. 16, 1977 ;
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paper for example outlined four

tes;

UNCSTD - a further meeting

A regional meeting of experts from Bolith and OCentral
held in Colombe from 6--8, May 1080, This was a follow up of the UN-
CSTD recommendation on the need to develop natiomal and regional
progremmes and projects in science and technology. The main cbjective of
the meeting was fo explore possibilities for regional ee-operation in Bci-
ence snd technology and te identify projecis that could be forwarded to
be financed by the UNCSTD Interim Fund

The meeting was attended by experts from seven countries: Afpha-
nistan, Bangladesh, India, Iran, Nzpal, Pakistan and Sri Lanka. Ohbsex-
vers and representatives from regional UN bedies and from other specia-
lised UN agencies also attended. The country papers presented at the
meeting reflected the priorities of the different countries. The Bri Lanks
possible areas of cooperation:

(1) Providing improved and appropriate fraining ccurses In
universities, technical colleges and ofher training institutes; (2) Streng-
thening ths research and development capabilities of seientific institu-
(3) Transfer and development of technology; and (4) Tnformation
exchange, Specific projects were suggested under each of these headings.

On the other band the couniry paper from Bangladesh contained
elements of an overall science policy within which their specific projects
were to be earried. The overall poliey stated the government’s decision
e bring about a technological revolution in
second five vear plan which starts from July, 1980,
phasized “The main strategy of the programme will bs participation of
the people for a bveak through in the technological revolution, for it Is be-
Heved that such a revolution has primarily to come from the people”.

Asla  was

the

the country during the

This statement em-

is no surprise therefore that in
almost every international confer-
ence, whether it be in relation to
trade, information or science and
technology development, the deve-
loping countries have emphasised
the need for changes in the exlst-
ing structural relationghips. At the
UNCSTD contference too, this key
question resulted In an entire new
gection belng added fo the Action
Programme. But it 1s precisely
when it comes to the problem of
structures and the attempts to
alter them that we find the posi-
tlons of developing and developed
countries most far apart.

UNCSTD achieved very little
on these basic issuss,  As reporfed
in an UN publication “UNCETD

nover really got away from belng
2, mini Morth-South Confrontation,
which ended in a rout of the
South”, Consider for example 2
proposal in the draft of the Action
Progromme under the item “Mea-
sures und mechanisms for streng-
thenine the scientific and techno-
logical capacities of developing
ecountries”, This proposal on the
mechanisms for transfer, scqulsi-
tion and assessment of technology
called for a “machinery to effect-
tively monitor, screen and evaluale
imported technology, including that
of transnational corporatlons with
g view to ensuring maximization of

20

domestic technological inputs”. The
objectives of such machinery should
he szuch that transnational corpo-
rations and ofther enterprises:

(1) Do not impede but contri-
bute to the diffusion ot
technology within the

-~ counfry.

(2} FEncourage subsidiaries fo
carry oub research and
developmsnt 1In develeping
countries and associate in
this process local science
and tschnology personnel.
(GGive priority to the use of
local raw materials, Inter-
mediate prodicts,
logy and personnel.
Organise technical train-
Ing programmes Iin the
eountries concerned.
Malke available to the ap-
propriate national entities
informetion pertalping to
the results of their research
and development activities
- undertaken in  developing

countries.

Undertake

£a)

co-operative
schemes, including joint
ventures. with developing
countries, enterprizes and
research and develop-

maent institutions.
This specific proposal has a con-
usetion to fhe existing sltuation In
the Third World countries, While
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f{echno-

- veloped countries)

there is much talk about appro-
priate and intermediate techno-
logy, the transfer of technology
ints the Third World countrles
through foreign investments is tak-
ing place very rapidly. Infact one
¢ould say that this will be the
major channel of technology in-
troduction into the Third World
for many more years ©o come.
This proposal attempts to deal with
the situation for the henefit of
the Third World countries. But in
ine final report the original pro-
posal was converted 6o a4 Very
gereral statement, which in reality
means little, due to the objections
of developed countries on varlous
grounds,

Funding 1is the other area
where agreement is hard to reach
at these conferences, 2lthough a
transfer of financlal resources
trom developed countries to deve-
loping s regarded by the latter as
the cornerstone of any agreement
for development,

The UNCSTD agreed to form
an Intergovernmental Committee
on Seclence and Technology for De-
velopment and this committee will
seelt to formulate major Dpolicies
for the various UN organisations
gelive in the fleld of selence and
techniology, Specifically, it will
establish guidelines for the fund or
------ . to use the officlal term — “fin-
anecing mechanisms”. However, ull-
til these mechanisms are set up
on a permanent basiz, an Interim
Fund of $ 250 million, adminis-
tered by the United Nations Deve-
lopment Program (UNDP), will be
ereated for 1980 and 1981,

What was in fact achieved at
Vienna by way of funding was an
Interim Fund amounting fto only
$ 250 million through voluntary
contributions, But the developing
countries had been hoping for far
more by way of financial com-
mitments., Truly a ‘diet of crumbg’
was how one report deseribed 1t;
25 this sum seemed ridleulously
small, compared with annual world
expenditures of about $ 150 billion
on  Ressarch and Developmeni
(98% of which is spent in the de-
and the initial
reguests from the developing couti-
tries for $ 2,000 million in 1985 and
$ 4,000 million in 1990

Furthermore, the Group of 77
asked that these sums be collect-
¢d “automatically” by taxing fthe
surpluses amassed by industrializ-
ed countries through trade with
developing nations. However, the
developed couniries rejected out-
right the principle of automatic
econtributions. o

Eeowomic Ruview, June 1980
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Welimdda's-_ Vegetable Cultivators

Reap Dwindling Returns

Lionel Siriwardene

That the middle man exploits the small producer in this country, in
seyeral sectors of the economy, is very much # truism, Hers Lionel Sirl-
‘wardena, Research Officer of the People's Bauk, provides some of the ans-
wers why this happens to the Welimada vegetable
that a better ‘organised’ and ‘motivated’ marketing system can help to
mitizate many of their ills of the existing system, :

farmer and suggests

; Agrieultural marketing is an
area of critical significance in the
management of our marketing sys-
temn. Most of the ills of this system
¢an be atiributed to the faulty mar-
keting of the rural farmer’s produce.
Seasonal surpluses and conseyuent
slumps in prices st the time of har-
vest, searcity during the lean period

which fends fo strengthen the
harmful trade monopoly of the
middiemen and a resultant rise
in consumer prices, the ulti-
mate exploitation of produ-
cers as well ag consumers — all

these ills arise out of lack of an
“organised” system of marketing.
This is a crucial issue, especially in
the case of vegetable marketing in
thas country and more sc¢ for that
of upcountry grown vegetables. If
only thers could be an assured sys-
termm of ‘organised marketing’, the
periods of scarcity and glut eould ke
curkbed and wide fluetuations in
prices minimised. Several surveys
have reveazled that on an average

nearly 10 per cent of the monthly

household food expenditure of our
people s spent on vegetables. Thus,
any fluctuations In the price of
vegetables would naturally be felt
in the living costs of the average
congumer. On the other hand, a
very significant propertion of the
farming population of the country
1s deperndent on vegetable cultiva-
tiom and, the fluctuationg in prices
naturally render unstable the in-
comes of these producers.

Middlemen are found to be ex-

ploiting both consumers and produ-

cers, abscrbing a large  proportion
of the price paid by consumers snd
af the same fime depriving produ-
cers.of 4 major share of the returns
due fto them. If the wide disparity
between the producer prices and

22

_prices”. It is

consumer prices could be reduced
then there would be neither exploi-
tatlon of producers nor of consua-
metrs. Effective organlsed market-
ing ¢ould provide at once the prin-
cipal lncentive for inecreased vege-
table productlon asnd a2 means of
promoting distrlbutory justice.
Vegetable markeung, as it is,
provides s graphic example of the
digparities, dislocations and disin-
centives caused by the aobsence of
organised marketing systems, Past
experience of vegetabla marketing in
the country shows that for the last
twenty-five years we have not suec-
ceeded in evolving a system of
effective marketing of wvegetables.
The prices of vegetables over thiz
period have shown a continuonsly
increasing trend with a sudden and
unprecedented rise during the Iast
five vears (particulariy the exotic
or ‘up-couniry’ vegetables like car-
rots, leeks, beans and beetroot) bub
the benefits to the producer have
remained meagre. Attempts to re-
medy the situation have come from
time to time from ithe Government,
which hgs promoted many institu-
tlons to Intervene In the existing
systenl. Such institutions included
the Marketing Department, the
Coop. Marketing Fedsration (Mark-
fed), the Cooperative Socletles and
the Producer Unlons. The major
objective in establishing these insti-
tutions has been “lo assurs a rea-
songhle price to the producers and
a falr price to consumers”, The
affectiveness of the infetrventlon of
these institutions is best judged by
the fzet that, as one 1esearch study
on vegebable marketing summed up,
“the producer hias never been able
to obtain a falr price for his produce
while the wurban consumer has
always been ealled upon to pay high
apparent that all
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these Institutions need to be ‘effec-
tively' linked up with the field level
organisation of farmers. The em-
phasis here in on ‘effectively’ which
means that the interests of the far-
mers need fo be placed above those
of all others. Thig does not happen
now as we shail see. The end re-
sult is that the vegetable [armer
(of Welimada) hag never been able
to better his lot; the prevailing
market system has provided him no
ineentive for an improvement of
the existing practices and relation-
ships. An objective of successive
governments and development plans
hag been to develop vegetable pro-
duction and expand acreage under
vegetable cultivation. But studies
have revealed that the acreage and
nroduction of veegetables have not
inereased significantly over the
years: a major reason being the
inability of farmers to get thelr fair
share of the retail price and the
resultant lack of Incentive. The
deseription that follows from a study
of vegetable marketing in the Well-
mada area highlights elearly the
lack of alternatives the Welimada
farmer has to put up with in the
ahsence of 8 marketing system that
will glve him a fair return for his
produce.

In respect of vegetable market-
ing no institution has yet been able
to compete effectively with the pri-
vate sector. Marketing. referred to
here, 1s not merely the collection
and redistribution of vegetables, it
also Involves packing, wsighing,
transport, grading and sorting, pri-
cing, Anancing, retalling and many
other minor functions, At all these
levels private sources are estima-
ted to handle nearly 80 per cent of
vegetable marketing functions in
Sri Lanka. Why the private sector
i able to retain so large a4 segment
of the market 1is slmply because
farmerg regard this sector as the
most efficient outlet available. This
sector on the other hand does not
fail to take meximum advantage of
their situation.

MARKETING BEYSTEM

The. wvegetables that move out
of the principal growing areas find
their way to the major consurming
areas located In the cltlex and sub-

urban areas of the country. The
marketing system - or channels

through which vegetables move in

Sri Lanka are broadly categorised
under thres groupings: the private
(traditional) marketing system;

Eoowomic Revisw, Juxe 1880



Grewernmuoit or Aecketing Depasi-  peoved dUTcos dos to the Lack o

mear; -and  Cocperative:,  These moiecahle tosd: shid chs RILY sei-
Ekpr dm WEn operale At thees rnin, When  Tarmers Bave  casy
nohid lovels 1 the mpricting chndn;  sstecs fo tzesmsmart thraugh highs

primeey oF oMo wholesale: nod
rebeil  Fach of bpese ariups, how-
cvap, onetule thronzh didersab Bnze

wars they wte teote independeont
Saless the I.TII.I" prafilphie merketing
These fat-

of tie mrkollng chain, dopcnding  inurs, Buwever, Ame woC ToFLus e
e fiue Toeablon: In whieh ther cocugh oo Bive socess Lo tepmspors
appyate and are thevefore  dvpehdrerz oon

It ®uay obseorcd trat i the  SATHONIAY mrkeling Clannels whe-

eD ey woe proflbable or oot Tios
Wilkmndp Iezmer” hag e fupg chis
brrden dn adgltloz Lo The ‘problsod
COITEOL SIS mst vegriahlis eni-

Wellnfdy drea  fhere  wurg Lipes
prneips]l  mechods  of marketiop
varrlshles at the orimery or Cicsm
Iemres mamiely, Wiroggh 6l Commis-

2o Apends wnd tradars (21 e Uengooa osgeh a: esicaunnd wapladons
oneratlve  Suvicklos  2ud o (33 the Lo prives, shovteee of labour, In-
farzedhe Deperiment. whose dnilo-  steasingly  hlgher press aod mon-

ency la nogleible.  Almeagt che g
Lire trade goes Teomo tle Tarmoprs
throagh whe fommisslon spenls soo
chale - eolivelams

COLLECTION OF VEGRETARLES

The  zeogcapbieal silvadas  af
Woelmeda tren waf e dlalcibe-
Llpn of willnees have a, g2eit 1ol lu-

avallaldlity of inpuls a1 the oz
toae, 2rd T piacdiaeer prires Sesplte
IETrEEILE Saat o prradnetion, O tlag
piher hEad toe slilowlio &t Weld
friit Bag OmlF lelped byosbremgthon
the  exlsidng maszztlng chansnrls,
evan Lrapgly it has not been o 1he
fesal advidzioge of the farmer.

shce i ke sollecilem system of Ti 13 dmprriant  therelorn o to
Fegelables, For instanre, thpugh 15 eXetming the - cficicaer Itvnntages
Lo #ky 1o golleet versinBirs in &  ahd d*amwburks of the shavtels o -

Fllage ke Paligama, Borderdisg the  Tatlsg roan lbe bosiodm auwards, To

wWellreada - - Wiwerg BilFa pubilie  was evidenl that b wWeilmiadst nrea
highwsy, the collestion of vereza-  SHSULE pUbla strunizabions aael: o=
bies io nrgsa BEe Haroeobuolpacs,  ths bMerkscdng Depattment srd 3
Dikkaodiipn  goil Boralande: has  opsoailees wors zet np Lo minimtss

Eoipvport of VeRotabley —

e

Ll acyierse loagacs ol the  pYiviie
iwart nnd  middlc-man, for bBakh
produsers and eonsumers, thoy Lare
ral bud she desleed impeet, © Caid-
FAtork a¥e Very anuch nnd T hati
e private cofomizsios fepstie and
lrmders Wit 1f any Concessions pr
fnililirs npee grsnbted oo the Iz@.
aers it Liees acvies, taer gat it from
he ppvate troder Thos mace Bhan
2l per cennt of dhe vepelchles o the
weiitneda cree are soll Leslbe erllese
L I'.lJ- ]:I.'"."[l.t-'." fragders zrd thele

wernbs and, ke cntive narketine
gysteat i Hodler Lasiv comidonl,
A2 ptated exdiler thg pringipal

method o markotiae veseinhles, for
whi presaeer, o tne Welltoadn irins
ures bhroyrh o Comrdsslon Avents
nod Warders, 437 Tha Coowerative
Bacledes, (@F Ths Marketilin Des
partwont. It Is the  privacs crads,
owawel. whilch domilonlag: the orgn-
nisalomal stroctais of this soclor
ham better Pidis dosn o the leve] of
fammnmezz chen Thoss of the aiber fan
rhianecdls. e digErem belog  jllus-
“tites ihda. Tl g tond that anoot
2050 pomimisrion padmibs LTADEDOTE
vegetables witlin the ucep o d0—gi
lerrles that are In goed conditinog,
IR BFeiE 0 the WELEDONL wesnts
liavs  Uexe wibth cyecy willags. I

FProdwoer in Wlodrsaler

Bevkating Tagzt,
Frplecila &nd Fe-
tadll- EhiIln—l:ﬂ-:-qh-;I__

e
!—
i_

raleanls Hurirass
Galle, Wiltdca sen,

Gglesbo Yegebahle fhelcosls arket

————

Teay
+
'+'++"‘l-r
b
o

I

Ty
:
L

jix el ]

amapans duntas |
nf tha
Foarks ting Dapt.

Trenagert Systas of the Ovsndsniss Agamts

Dranaport Syatem
ol 1w
ComaperotEvag

=

&

-%

Copmisdban Agenis of Folieddn

]

‘_
—e—r

— N -

Hurcwbing Dept.
?u- aparasives

riat

TTanel ToRACpEE Svmtam of TSEL
. dgunke

i L o 5!
| avul I:Il:ﬂll-si_

Pelvite Buctor

-

e

&

WeZlsagn lavol -Cl.-El'..Erk y T\.:l:.nll

Yi1laga Dpyvel npeesbly peluta

: oo ogoon B b i

D A e

T -+
i -
ol e

l-llua:-l 1a rll_ nnngn“'l; ]'|I:-1l:|'t._,‘|

41 S el 0 e :I.CJ_L
it O

RENs s nlnEe

. |

Ea

L T & &

Ertmamne Hwererr, Inge 1000

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

3

23



yillages difficult of -aeccess by vehi-
zles, they collect the vegetables with
the help of carts, tractors and smai-
ler lorries and fransport them out
of the village in bigger lorries.
Though the Udapalata Co-operative
Boelety maintains 32 collecting cen-
tres they still collect a quantity re-
jatively less than three lorry loads,
Bven the Uva Paranagoma Ce-opera-
tive Soziefy has four collecting cen-
trey but only a very small guantity
of vegetables is collected, Details are
szen in the table below.

ready for collection. If on account
of some shortcoming the vegetables
are not ready for collection at the
time the lorry arrives, if drivey gway.
Someilmes the vegetables are not
sold to the private traders in the
evening but are kept till 10 or 11
o'clock at night in expectation of
co-operative lorries and the hope of
higher prices. The Co-operative
Soclety collects vegetables according
to instructions fromm its Head Office,
on a special route only. The culti-
vator hes to bring his vegetableg on

Vegetubie Transport tn Welimada Area — Number of Lorri

Commission Agents
Co-operatives
Marketing Department

{22}
- {03)

es and Traclors

Big lorries Smali Iorries  Tractors
4050 30--40 1015
10--15 g8 e U]
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MARKETING SYSTEMS
— PRIVATE TRADERS
AND INSTITUTIONS

Traders In lorrieg and tractors,
having links with commission agents
pir wholesale fraders, come fto the
verge of village lands where vege-
tanles are cultivaved. All that the
cultivator has to do is to bring his
vegetableg upto the road cloze {o
hiz vegetable farm. Even if on cer-
tain oecasicns vehicles fall to arrive
at the appointed time because of a
vehiele break down, or because &
sufficlent quantity of vegetables has
aiready been collected, they will
come even at midnight to take away
the vegetsbles. IPurthermore, while
every effart iz made fo collect all
the vegetables as promised, if an
agequate nuniher of labourers are

not avallable the trader himself will

take up the bags of vegetables on
to his shoulder and help load them
into the lorry. If room is not avai-
lable in his lorry for sll the iar-
mer’'s vegetahles he makes arrange-

ments fo transport the balance in

another lorry, It is for reasons such
as this that the cultivator has so
much confidence in the private tra-
der even though prices are not high,
In the collection of vegetables by
the Udapslatha Co-operative So-
clety, which manages 22 vegetahle
collecting centres, though there is
an assurance about prices, the risk
hias become greater. According te
the views expressed hy certain culti-
vators, they are given prior infor-
mation of the time of arrival of the
Co-operative lorries. Before the ap-
pointed tlme the culftivators are
expacted o have their vegetables
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to that special route. The private
trader or collector however, comes
to the proximity of the wvegetable

farm and {akes away the vegetables.
Hence the cultivator tries to sell his
vegetables to the private trader even
at a lower rate. Furthermore, in the
mattar of eollecting vepgetables, the
Co-operative Boelety has ne need to
cultivate any link with the farmer.
Co-operative officials work for a
aalary. If the private trader, while
colleeting vegetables, actz in such
a manner as to foreit the confi-
dence of the farmer, such conduect

will result in paralysing his busi-

ness. Basically the private trader
always tries to conduct ailairs to the
satiafaction of the farmer, through
the provislons of various economiic
services and also soeial relationships.
{See Box below on ‘Trader-Producer
Relations”. One result is that the
farmer iz obliged to take whatever
price he gets and not even ask
gquestions about the traders malprac-
tlees stuch 2s underweighing.

The close relationship batween
the vegetable farmer and the
commizsion sgent iz dealt with
in detail in a very thorough
study enfiitled “Factors Influ-
encing Vegetable Prices — A
Study of the Vegetable Econc-
my in Sri Lanka”, carried out

by P. J. Goonewardena and
Athula Chandrasiri  of the
ARTI in 1978/79. To cuote

from their report (Pages 116—
117), when they dealt with the
situation of vegetable cultlva-
tors in the Badulla district.

“The commission agents
lend money to their farmer-
elients in Vidurupola and Bora-
zas viliage not only for culti-
vallon purpeosss but for other
needs of the farmers as  well
The amount of loans that a
particular farmer could get de-
pends on the expected volume
of vegetables that he could
send to & particular commis-
sion agent. The commission
agents do not insist on a for-
mal interest rate. Howevar,
they may have recoversd =2
hidden interest from the pro-
ceeds of sale by under invoi-
cing and under-weighing the
produce. The average amount
of loans granted by the com-
mizsion agentg to the farmers
sometimes extends  upto Rs.
500/~ per season. One particu-
lar commission ageni lends

over a million rupees per year

CLOSE TRADER PRODUCER RELATIONSHIP

for the cultivators at Viduru-
DOI{%”-

e Besides providing erve-
dit, most of the traders andgd
transport agents provide cer-
tain other facilities to the cul-
tivators, for example, fthe
transport  agents who come
to Welimada srea transport
agricultural inputs, bullding
materials and even furniture
for the farmers. The mmajority
of the farmers know their
commission agents pesonally.
The commissionn agents are in-
varlably invited to the social
functions of farmers, On such
oecasions, the traders streng-
then their relationships
through gifts, donationg ete.
It was noticed during the sur-
vey that farmers who came to
collect the proceeds of sale
were treated well in fturn by
the commission agents.

Through the relationship
such as credit tiss, provision
of inputs and consumer goods
and social relationships, the
traders have heen able to
mainteln goodwill smeng the
produecers and assure = regu-
lar “clientele”. The result is=
the establishment of mutual
trust bhetween groups so0 that
one group does not hargain
with the other. This, however,
paves the way for the preva-
lence of trade abuses such as
vnderweighing, underinvole-
ing, ete”
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THE O-DPEDATIVE METHOD
O MARERTTING
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he ioads them into the lorry in the
order of numbers alloted to the
various traders and transports them
to Colombo: After the lorries reach
Colomhbo, the Colombo traderg fake
over the hags in conformity with the
girsctions agalnst “brand names”.

After the sale of these vegetables a

letter and a bill are sent tc the

farmer on the evening of the same

day. This bill is often decorated

with various illustrations and advice

to encourage the farmer. Among

the matiers stated therein, are the

following. :

1. Wariety of vegelables

2. The number of pounds

3. Amount deducted as lorry hire

4, Amount deducted as wages of
labourers E

Amount deducted as

and for loss of weight

6, The initials of the farmer

7. WMethod of payment {chedue, moley
order or cash)

8. Number of bags,

No Inspection 1s made after these
vegetahleg arrive at the Pettah mar-
ket. After checking the number of
bags mentioned in the letter sent
by the farmer and taking delivery of
them, the farmer is informed of the
wholesale prices and the prices at
which vegetables were sold, once the
sale is over. As the lists of prices
reach the farmer within a very short
time, Bills relating to stocks hand-
ed over reach the farmer within
two days. The farmers stated that
as a result they were able to know
the income they should receive and
to plan thelr future activities inelu-
ding those pertalning to productiom
and consuwmption. When vegetables
are sold to the co-operatives one
hag sometimes to walt longer than
a. week to receive the bills relating
to the sale of those vegetables. In
addition to the delay since the in-
come one receives also remains in-
decisive, there is indifference in
the farmer's expectations of the co-
operatives. i :

FAIR AT WELIMADA

The Welimada fair s the one
centre where the farmer’'s vegetables
are sold for ready cash and are
avallable in Jarge quaentities. It is
held on two days inn the week.

Many farmers now make an at-
temnt to bring vegetables to the
Welimada fair. The chief reason
for thig is that they can sell their
vegetables at one spot and collect
the money. The collection of vege-
tables like cabbage, beans and radish
for the fair is earried out for one
full day. 3
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On the night before the ‘fair-
day’ traders of various ranks, main-
1y from distant dreas, gather in
Welimada town. The traders, parti-
cularly brokery and intermediaries,
with knowledge of the varioug tricks
of the trade, employ all possible
means to obtain the vegetables as
cheaply as they can. Even  when
vegeiables for sale gre limited and
traders sre many onhe would expect
the competitive situation fo reflect
on price. Bui this rarely happens.
There iz colluzionn among traders
and producers have bigger dedue-
tions on containers., for Iogs of
weight, spoilage ete. and producers,
have little alternative but to accept
what they are offered. If is estima-
ted that upto 2¢ percent of the tofal
weights sold here iz deducted for
the containers, moisture, drying and
spoiled vegetables. Producers also
comulain that the traders at Weli-
madsa  fair underweigh their pro-
duce; and even worse was the com-
plaint that the weights adopted
here by the Marketing Department
were not satisfactory.

The primary objective in estab-
Hshing institutiong such as the Mar-
keting Department, Markfed and
Producer’s Unions, was to counter
the disadvantages to the producer
from the private trade and to in~
troduce an element of competition
with the hope of giving producers
and consumers a fair deal. How-
aver, the sherfeomings of the Mar-
keting Department were such that
generally the Welimada vegetable
cultivators avolded this outlet, Only
a few commission agents benefitted
from thilz outlet. For instance, at
the Welimada fair a vegetable pur-
chasing unit of the Marketing De-
partment has been esrablished and
it prominently displays a price lst.

On the road ciose by about 25 lor-
ries, vansg and tractors belcnging to
private traders and a lorry of the
Marketing Department also could be
seen., One official is engaged 1in the
work of purchasing vegetables, Dis-
satisfaction prevalls among many
farmers over this procedure. The
Marketing Deparfment by putting
up & price list in the markel place
early in the morning gives informa-
tion to the private trader regarding
prices, It is on the basigs of cur-
rent prices in Colombo that the
Marketing Department prepares its
prices. But the traders who come to
the fzir at Welilmada are Irom
places ke Mbponeragala, Chilaw and
Puttalam, In these areas the price
levels of vegetables are high. If the
Marketing Department fixes the
‘price of cabbage at 15 cts. a pound
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the trader does not make an offer
of over 16 cts. Meanwhile, though
prices sre displayed by the Mar-
keting Department it is often unable
to purchase even 5 percent of the
stock of cabbage available, Though
g high price iz marked on the price
list, 1t was the view cof the
farmers that they could not easily
sell thelr produce to the Marketing
Department, It is only wvarietieg of
vegetables that the Department
wants that they purchase and that
too up to the limit they. require.
While no real service is done to the
farmer by the Marketing Depart-
ment, what ig done is to stabilize
prices of the private trader at a
lower limit,

According to the views express-
ed by officers of the Marketing De-
partment and snme officers of the
Co-operetive Department, they have
to act according to instructions they
receive from Colombo . If, out of
consideration for the welfare of the
farmer, they act against instrue-
tions, such action will be a violation
of rules and regulations. Further,
however hish a price rules in the
market, officers ecannot fix worices
accordingly, Vegetableg have to he
bought in accordance with instruc-
tions from Colombo, at the prices
stated therein

The Guonewardena and Chandra-
siri study also lists in detail some
other noteworthy shortcomings of
the Marketing Department purchas-
stated therein.

1. The MD does not purchase all
vegetables brought by the produ-
cers to the collecting centres, over
and abave a certain limit. The
officials have to adhere to the
orders placed by the head office
in Colomboe,

The MD buys vegetables through
a few brokers in the villages,
rather than from the producers
themselves, The MD has been
nble to realise economies of scale
by purchasing through the bro-
kers, but at the expenss of the
small scale producer.

=

3 The MD lorries in cerfain locali-
ties, do not go fo the farms or
along pre-arrangad routes, so that
the producers are compelled to
transport the produce to a far off
collecting centre.

4. 'The producers as well as the MD
are played ocut by some officials
at regional colleciing points.
They write false bills, especially in
transactions with relatively less
educated producers who do not ask
for receipts. :
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use system in the Welimada vege-
table growing areas hag a sbrong
relationship with wealth and power
is clear. :

Many vegetable growers in the
Welimada area had rented or leased
land for vegetable cultivation under
various terms, Under this system
nearly half of the crops had fo go
to the landlord while others pay a
considerable amount for lease of
the land. The majority of those who
rent or lease land cannot compete
with owner cultivators as far as cost
iz conecerned. They have encroach-
ed on erown land and thus faced
difficuitles in  getilng cultivation
loans or other Inputs from ¢o-ope-
tives. High land values and the ten-
nure system therefore create an
additlonal ecost for vegetable culti-
vators.

OTHER INPUTS

In addition, these farmers faced
the problem of increasing costs of
other inpuis. For instance, more re-
cent technology nhas made available
improved varieties of seed, fertilizers,
agro-chemieals and various scienti-
fic cultural practices but fo these
smaller farmers much of this seems
heyond reach. Often such inputs
are made avallable to him through
the traders and agents and this only
hinds him more firmly to the tra-
der.

PRICES

Iy thiz situation a continuous
upward frend in prices ig not sur-
prising. A more disturbing feature,
however, is that the oversll supply
of vegetables in recent years has not
kept pace with fthe fast increasing
dernand, High prices and betier re-
turns have been aceruing to far-
mers from crops such as potatoes,
chilliez, cowpesa, green-gram and
onions. 1t appears that lands under
vegetable pultivation have therefore
bheen turned over to these food crops
which yield Thigher profits. The
paradox is that despife this tighter
suuply situation the vegetable culti-
vatorg share of the consumer prices
has always remained betwesn 20
and 40 per cent, and in exceptional
cases almost 50 percent but not over.

The Cunawardens — Chandrasir
study on “Pactors Influencing Vegetanle
Prices” has even found that “net average
profits to producers are negative in the
case of most vegetables, (e.g. carrct &b
Vidurupola and cabbage at Boragas even
discounting the imputed cost of family
labour., Some vezelables are pro itable
{in terms of net profits) when the im-
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puted cost of family labour is not ac-
counted, In such cases, the nel profit
from the vegetable cultivation can ke
regarded ss the net return acruing to
family labour. However, the decreasing
profitability is a disincentive 1io the
majority of small cultivators o expand
the production of vegetables, The net
profits decrease due to increases in the
prices of factors of production and the
marketing costs incurred by the produ-
cers, given relatively low producer pri-
ces”.

This study also maintains that
marketing costs comprise a consi-
derable part of the end price pald
by the consumer. For instance; the
gross marketing margin constitufes
more than 50 percent of the consu-
mer prices. But this is not solely
due to retailers making high profits.
There are also the defiiciencles in
the marksting system itself. The risk
involved in the vegetable retail
trade, especially with regard to
those vegetables with comparatively
short market lives, which compels
the retailers to mark up a high
margin in order to recover any less
due to further wastage in terms of
spoilage, damage, shrinkage and
left-overs. Efficient storage systems
gan solve many of these problems.
The overhead costs of the retaller
such as wages, markel lsvies, stall
rents, taxes ete; are also considera-
ble. In addition, the retail price is
fixed on the basis of consumers pre-
ference and their purchasing power.
Producers, however, have no say in
price, it iz the wholesaler who de-
cides. This study concludes.

“In areas where the producers have
direct links with the major wholesale
markets, they are paid according to the
wholesale price despite the faet that
most wholesalers underpay the produ-
gers or pay the prices of the lowest
grades Truck-buyers rely on the whole-
sale prices prevailing in the areas where
they come iromy, The  villace level
assembly agents who operate for whole-
salers ab distant markets alan baze their
prices on wholesale vrice. Thus, the
base for producer prices is the whole-
gale price which again varies in ferms
of the following considerations,

(a) Velume of vegetables offered for
zale by thsz producers al a parti-
eylar peint of time,

(b} Number of producers and tradess
at & particular market place.

(e) Quality of vegetables,
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Apart from these, the producer level
price determination is affected by the
iollowing factors too, all of which wea~
ken the bargaining position of the oro-
ducers.

(a) CGuts of supply at peak harvesting
periods.

() Producers urgent finapcial nesds,

(o) Socio-economic relationship  het-
ween the producers and the ira-
ders,

() Lack of price information.

(e) High margins kept by the pri-
mary level brokers and assembly
agents te hedze against risks ex-
pected at subsequent levels,

The wholesalers who huve a long
sexperience” in this respect determine
their selling prices and the prices paya-
yle to producers on the vasis of previous
prices and likely reactions they may
caught on future prices.”

This study also maintains that
marketing costs comprise a conside-
rable part of the end price paid b¥
the consumer, For Instance; the
gross marketing margin constitutes
more than 50 percent of the consu-
mer prices. But this is not solely due
tn retailers making high prefits.
There are also the deficlencies in
the marketing system itself, The
rigk involved in the vegetable retail
trade, especially with regard to
those vegetables with comparative-
ly short market lives, which com-
pels the retallers to mark up & high
margin in order to recover any loss
due to further wastage in terms of
spollage, damage, shrinkage and
left-overs. (Efficient storage systems
ean solve many of these problems).

The Wellmada farmer is there-
fore eaught up in the grin of various

forces, soclal snd economie, over
which he has nho influence, Th_e
arbitrary fixing of prices for his

produce is clearly the resuit of the
market ~ imperfections at varlous
levels of the private marketing chan-
nel. For maximisation of thelr pro-
fitg and ultimate survival the mid-
dlemen-traders who are spread outl
or the different links in the market-
ing chain work in close egllusion.
This sysem eanot be eradicated alto-
gether, but an effective ‘organised’
system of marketing (as stated at
the outset), begining from the pro-
vision of basic infrastructure facfli-
ties, secure tenurial conditions,
essential inputs and aecurate an
nrompt market information can help
to counter some of the more perni-
cious features of the exising private
marketing system.
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The Electrification of Railways
— financial, economic, operating, sotial,
environmental and functional considerations
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qiged), and the substations where
electrle energy is picked up from
the transmission grid system, con-
verted to the form required by the
railway and fed on to the cate-
nery.

For exampls, the Sofrerail
atudy put the cost for XKalutara-
Negombo-Veyangoda electrification
at Rs, 39 million for infrastructure,
plus a further Rs. 36 million for
modifications (signal, telecommuni-
gations and hridges) making Rs. 75
million. as infrastructural cost. The
study also estimated Rs. 257 mil-
lion as the cost of initial electric
rolling stoek, and it became popu-
iarly believed that the cost of
electrification would  therefore
amount to Rs. 332 mlillion or so.
Some later spokesmen, using an
inflation factor of 5 have put to-
day’s cost at Rs. 1.7 billion. How-
ayar, the Sofrerail study cleariy in-
dicates that without electrification
Rs. 251 million would have to be
gpent in the same tlme frame for
new diesel rolling siock,

Somes of the Sofrerail figures
were reviewad, and the Institution
of Englneers did their own calcu-
lations in 1975, Table 2 shows a
range of figures placed before a
geminar in Mareh 1978,

""" Taplé 2 Comparaiive cost

Table 3 Possible cost for 1984 _(Rs,M} :
5 IESL © RMudliplor Possible
1975 1984
Structure = et
Electric infrastrueture 44 4 176
Signal modification 32 —
Civil modifications 10 6 60
Total structurs s s 935
Additives
Workshop 22 [ 1332
Rolling stock alternatives : g
Elsctric irains 350 =15 1750
Non-gleetric substitutes 294 ki 2,058

cheap, but electric rolling stock
manufacture Is so sparse that 1t
costs more than diesel; in conse-
quence of which USA fends to
import 1ts electrle trains, trams and
trolley buses from Europe or Japan.
Other local changes are that track
upgrading or rehabilitation is al-
ready underway and that signal sys-
gtern  replzeement, (pre-screened
agalnst electrical interference), is
already needed and cominitied ir-
respective of electrification, so that
these two items come out of the
reckoning.

Table 3 above 1s an attempi to
reconstruct the IFSL cost nak-
tern oHn assumption that the same
extent of electrification could be
Inaugurated in say 19884,

estimates in rupees millton

GME Sofrerail Heview IESL
Jan. 1974 Aug, 1974 Deec, 1974 1975
Straucture
Flectric infrastrucfure 32 39 39 44
gignal modification 30 265 ; 30 32
Other modifications T 10 T 10
Total sviucturs 63 75 69 86
- Additives
Un grade track 0
Workshops 22 22
Raolling steck aliernatives i
Rlectric iraing 327 557 350
Non-electric substitutes 261 o604

Source: IEE & IESL:
ings of Seminar March 1878,

Since these figures were calcu-
1zted a lot of changes have taken
place. First and foremost inflation
has muliiplled everything some-
where hetween flve and ten times.
A% the same time eatenary has got
cheaper and is still gefting cheaper
in real terms, which means that its
muitiplier will be less than the gene-
ral ‘inflation rate. Moreover, sclid
state technology advances are fend-
ing to widen the extent io which
electric locomotives or trains are
cheaper than dissel eguipment Ifor
the same dutles. This applles fio
most countries, but not to UBA.
There diessal electric locomotives are
mass produced, standardised and
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If these figures are falr, the
guegtion is whether it was worth
spending about Rs. 100 milllen to
slectrify in 1975, and whether it is
now worth contemplating an invest-
ment of near Rs. 250 million to ac-

mm viable block of trackage, If,
as is recently repcrted, the concent
hias heen expanded to reach Pol-
gahawela or Kurunegala and 1o
cover some proposed new suburban
lines Including Kotte, the sum will
zet bigger In proportion. However,
thils paper will consider Rs. 250
million ag the contemplated sum.

To what extent will any or
all of the following benefits of elec-
trification, which will run far info
the future (much longer than the
30 year lmit of bankers’ contem-

platory  projecting capahilities)
justify such an invesiment.
Energy

+ Versatility

01l saving (ab least 2m.gal/year)
Whale Life Cost of Traing
: Lower first cosi
: Longer life (in years
and in miles)
: Lower cost of maintaining

Operating Advantages
: Gireater availapility (e.
more annual miles)
; Betfer acceleration

Other Advantages
: Attractive to passengers
. Friendly to environment

The principal cost advantages
af electrie traction arise  directly
frorn the fact that an electric lo-
comotive or an eleciric power car
has less moving parts than a cor-
responding diesel unit. This is be-

cause the electric unit does not
ecarry its own engine or energy
¢onverter around with i, which

engine is full nct only of moving
parts, asg such, but alse of many

gomnplish electrification of a mini- regiprocating parts whi_ch cause
T Table 4 Elecirie train life spans
Couniry Locomotive type Diates Life
Scotland TUnderground EMU 1856 1979 83
TUSA (PRR) GG1 (Passenger) 1935-—-1974 45 ;
USA (MILW) Little Joe (freight} 19451875 30 !
Sweden Dk 1930—-1972 50
Switzerland Ac 4/4 (BLE) 18251978 55
UsaA (XICG) Chigago EMU. 10301975 45

TEMU = FElectric Multisle Unif)
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to the energy that is consumed in

producing aluminium. The oil price
adjustments of 1979 from $17.70/bbl
in 1978 to the average of $18/bbl
meant an incremental inecrease in
the cost of oil imports of the Uni-
ted States equal to about 0.7 per
cent of its GNP. In the case of Italy
(with the highest percentage to
GNP in the industrialized OECD
csuntries) the increment represent-
ed 1.6 per cent of GNP. The maxi-
mum inflation impact of changing
prices of oil cannot be much more
than these percentages.

Some assessments of the impact
of oil price changes with regard to
inflation make the erroneous gene-
realization  of assuming that oil
price adjustments by OPEC auto-
matically would cause an increase
ia all energy inputs. There is no
obvious reason why the cost of elec-
tricity from a nuclear plant should
inerease when prices of oil increase,
It is only the prices of imported
oil that have to increase and il
is this component which should
be examined in assessing the con-
tribution of oil prices to inflation.
During 1979 the average price of 2
composite barrel of oil in Europe
tn the final consumer was about
$54/bbl. Out of this about $22/bbl
was faken as taxes by the govern-
ments of the consuming countries
themselves. These taxes could have
been theoretically reduced to off-
set the final cost of petroleum pro-
ducts to the consumer., What ac
tually tsok place is that, on the
whole, taxes were increased by
about § 4/bbl during 1979. This
segment contributed nearly as much
to domestic inflation as OPEC price
adjustments.

The increase in the taxes on
petroleum products as well as the
general rise in the cost level of
domestic energy inputs may be
considered commendable as part of
the generally welcomed policy of
ercating a favourable environment
for energy conservation. This does
not mean, however, that one should
jump to the conclusion that OPEC's
ail-pricing actions are responsible
for the total impact of energy
cpsts on inflation. It is not rea-
sonable for economists in OECD
countries to accuse OPEC of causing
inflation and applaud their govern-
ments for hiking energy costs.

In a detailed analysis of a num-
ner of OECD countries using input/
outzut analysis, it was found that
the contribution of imported oil to
inflation in 1979 varied between 0.5
per cent for France and 07 per
cent for Italy. During the same
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vear the internal inflation of
France increased by 10.2 per cent
over 1978 and that of Italy by 15
percent.

The oil price adjustment of the
early part of this year over 1979
from about $ 18/bbl to about
§ 28/bbl resulted in a forecast
contribution within the range of
1 rer cent in Italy’s inflation which
iz expected to be 16.7 per cent this
year, over that of last year. In
the case of France. the contribu-
tion of the oil price increase this
vear is forecast to be 0.7 per cent
from oil imports within the gene-
ral inflation rate of over 11 per
cent. The highest percentage con-
tribution of crude oil, products and
gas imports to the internal infla-
tion rate was found to be in the
case of the Netherlands (2.2 per
cent for 1980). Since a lot of ex-
ports of petroleum produets and
gas take place from there tn the
neighbouring countries of Northern
Europe and elsewhere, an estimate
was made to find the contribu-
tion of imported crude oil to the
domestic consumer prices (1.2 per
cent). In the ecase of the Fe-
deral Republic of Germany = the
reverse 1s noticed, the effect of
imported crude oil, products and
gas on internal inflation rate be-
ing less than 1 per cent, while the
offect on the consumer prices is
over 1.1 per cent, The reason for
this in the German case is that
this country imports a lot of pro-
ducts. Therefore, the latter number
is more representative for the con-
tribution in Germany. Naturally, if
the average oil price from OPEC
countries turns out to be higher
than $ 28/bbl, the contribution of

oil prices to inflation in OECD
countries will also be that much
hieher,.

In the case of developing

countries, the same general frame
of analysis would lead us to ex-
pect also minimal contrbutions
from oil imports to domestic in-
flation. In many cases, the increa-
ses of oil prices to developing
countries are more than offset
by OPEC aid to those cpuntries.

On the other hand, the double-
digit inflation from the indus-
trialized countries will drastically

overburden the import bills of de-
veloping countries whose exports do
not reflect similar price adjustments.

This, kind of deterioration in
terms of trade was witnessed in
the case of oil exports by develop-
ing counfries during 1974 to 1978.
The real value of oil exports by
OPEC countries was deteriorating
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continuously, while OPEC's im-
ports from the industrialised coun-
tries were jumping by leaps and
bounds. Even the recent price ad-
justments do not make up for the
steep costs of OPEC’s imports from
the industrialised countries. Even
if we measure the imported infla-
tion to OPEC countries by the ex-
port price indices indicated by
OECD  countries, rather than by
the OPEC import price index, re-
cent price adjustments just about
make up for the deterioration in
the real price of oil during the
period of 1974 to 1978.

OPEC as a group has succeed-
ed tp some extent in arresting the
deterioration in its terms of trade
Other less-organized raw-material-
exporting countries have not been
as successful, Thus, the main of-
fender in the global game of in-
come redistrbution through infla-
tion has not been OPEC, but the
industrialized countries of the
OECD, which continuously complain
about OPEC's contribution to in-
flation.

Direct loans from the OPEC

Special Fund to least developed

countries as of 15 January 1980

(amount in SUS million)

Country BOP(1) DPL(2) Total
Afghanistan 3.75 3.55 7.30
Bangladesh 13.90 29.00 4290
Benin 2.00 6.10 8.10
Botswana 2.00 1.00 3.00
Burundi 6.20 2,00 8.20
Cape Verde 3.55 — 3.55
Central African
Republic 1.75 — 1.75

_Chad 2.40 2.45 4.85
Comoros 1.00 1.00 2.00
Ethiopia 4.80 —_ 4.80
Gambia, The 4,65 —_ 4.65
Guinea §.85 —_ 8.85
Haiti 3.15 4.00 715
Laos (People's

Demo. Rep. of) 7.15 - 7.15
Lesotho 1.90 3.00 4.90
Malawi —_ 1.80 1.80
Maldives 1.30 1.00 2.30
Mali 7.05 T.00 1405
Nepal 4.15 930 1345
Niger 6.75 — 6.75
Rwanda 6,20 2.35 8.55
Somalia 1.05 816 15.21
Sudan 745 2045 27.90
Tanzania 10.45 500 1545
Uganda 4.55 — 4.55
Upper Volta 6,75 4.50 11.25
Western Samoa 3.35 — 3.35
Yemen Arab,

Rep. 2.25 8.70  10.95
Yemen, People’s

Demo. Rep. 8.40 — 8.40

TOTAL 142,75 12036 263.11

(1) Balance of payments support loans.
(2) Development project loans,
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EOPLE’S BANK RESEARCH STUDIES

The People’s Bank Research Division has over the
last two years produced several studies, Some of these
are now being made available to the general public, Listed
below are the publications available at the moment,

1, Multi-purpose Co-operative Socie-

ties after reorganisation (85 pages) Rs. 18.00
2, Credit and other governmenf sup-

ports for small farmers: History

and present status (66 pages) Rs, 12,00
3, The external markets for ready-
made garments (1978) (54 pages) TRy 25,00

4, A Study of the soclo-economic,

conditions and investment poten-

fialities of the settlers of the

Mahaweli Development Project

(32 pages) Rs, 7.00
5. Survey on household budgets and

household surplus in the Mahaweli

through the viewpoint of women

(71 pages) RS. 20,00
6. Trade and formation of sectors of

production. The Fkuild-up of a

Mahaweli Economy. (86 pages) Rs, 15.00
7. Repayment of Cultivation Loans in

the Polonnaruwa District 77/78

Maha (Sinhala only) (25 pages) Rs. ~ 1250
8, Study on the University Loan
Scheme (18 pages) Rs. 7.50

9. Repayment of Cultivation Loans

Maha 77/78 Vavuniya District :

(18 pages) Rs. 12 50
10. Study on the defaulting of the

repayment of Cultivation Loans in

the Kurunegala District

(Sinhala only) (40 pages) Rs, 12,50
11, Water Rights and Irrigation

Practices: A Study of Thorena-

gama Hamlet in the Mahaweli

Development Area — Sri Lanka
(41 pages)

All publications could be purchased af the Research
Department, People’s Bank, 11th Floor, Head Office, Sir
Chittampalam A, Gardiner Mawatha. Colombo 2.

A People’s Bank Publication Price 2 125

The contents of Economic Review may be quoted or
reproduced with due acknowledgement.
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