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SRI LANKA'S ECONOMY

The new directions in the country’'s development programme have resulted in increasingly heavy pressures|

| section of our Special Report.

on the economy, particularly over the last two years. Some of the results are evident in the economic indicators |
shown on this page, while an analysis of the comstraints and policies, and possibilities, appears in the main

An official view of what the ecomomy may be like by the mid 1980°s appears

| on pages 8 to 13. Carried without comment are these views on investment expectations, policy directions and |

‘growth potential in the immediate years ahead. with emphasis cn domestic production and resources and the |
|

| balance of payments issues.
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A progressive liberalisation of the eco-
nomy has gone on over the past four
vears, though the adjustment process has
not been an easy one. In making a deter-
mined effort to move towards internati-
onal prices for major commodities the
government has faced what is described
as “‘a case of shooting at a moving target’.
Domestic prices have climbed steeply
from 1978, as this Central Bank Wholesale
Price Index shows. These diagrams also
show how money supply has kept increa-
sing despite the running down of external
reserves, Meanwhile, resultant pressures
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on the balance of payments have led to a
depreciation of the Sri Lanka rupee
vis-a-vis the major currencies: while to
keep liberalised trade moving freely more
and more had to be imporied and, with
exports not keeping pace, the merchandise
trade gap reached unprecedented levels,
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Fears were expressed that with the increa-
sing money supply, falling external reser-
ves and depreciating rates of exchange
the economy cannot continue to with-
stand a level of aggregate demand which
was well in excess of the availability of
real resources.
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The Minisers at their weekly mesting agresd io
review the financing of existing projects so that
the Government will not strain the capacity of
the couniry’s economy to carry out the conside-
rable development prejects already underway, it
was oficially announced.

At the Colombo tea auctions a line of Special
Silver Tea, manufastured by Walahanduwa Fac-
tory sold at Rs. 3,000 a kilo, an all time record
for any tea sold in the world.

Gold slumped by 39 an cunce on world bullion
markets o its lowest levels for nearly 15 months,
accmjding “to reports from London.

The price of Lakspray dried milk powder (400
grams) was increased from EBs. 10/50 to Rs. 11/50.

International Women's Day was officlally celebra-

ted in Sri Lanka for the first time, with a speclal:

ceretmony organised by the Women's Bureau of
Sri Lanka,

The UN Secretary General reopening the UN Law
of fhe Sea Conference voiced “deep regret” over
the Reagan administration’s decision to delay
completion of an international sea law ftreaty,
according to a report from the UN. Headguarters
in New York.

The controlled price of bread was raised to Rs. 2/30
a pound loaf a5 against the earlier price of Rs. 2/05,
ahd the price of flour was increased to Rs. 5750
a kilogram from an earlier price of Rs. 5/22,

“ Proposed private foreign investment in Sri Lankan

business ventures fotalled approximately Rs. 3,080
millicn in 1980, as against an estimated Rs. 2,100
million total investment in 1979, according to 2
press anmouncement, This investment is expected
to come from a total of 182 ventures which were
approved by the Foreign Investment Advisory
Committee (FIAC) and the Greater Colombo
Heonomic Commission (GCEC) last year.

The second of three 20 mg. wts, gas turbines being
installed hy the Ceylon Electricity Board at Kela-
nitissa, to augment power supply in the country,
was commissioned.

The government approved a new scheme of assis-
tanee for Ifruit growers who will be provided with
ong-third the cost of cultivating an acre.

The government approved s proposal to  set up
Agency Post Offilces (APOs) with the assistance
of the private sector.

The Ministers reviewing the economy at their
weekly meeting declded to impose a eceiling on
the expenditure of the government for the current
financial year by cutting down on funds voted in
the last budget,

The Ceylon Petroleum Corporation’s Rs, 750 mil-
lion nylon plant, which will produce synthetic

“textile filament, was commissioned.

8ri Lanka’s projected import hill for 1981 iz Rs.
41 billion, while projected export earnings  are
estimated at Rs. 21 billion, leaving a merchandise
irade deficit of Rs. 20 billien, aceording to Finance

Ministry projechons. stated a Sunday Obsewer
report.
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Diary ef Events

The Bank of Dubai opetied a Branch in Caolombo;
the tenith foreign bank to c¢pen z Branch here
singe 1978.

Over 70,000 enumerators visited houses and build-
ings throughout Sri Labks taking a2 final count in
the country’s population and housing census.
Rubber shippers in the private sector will be per-
mitted to export sheet rubber fgrades 1, 2 and 3)
stated a Trade Ministry ahhouncement.

Sri Lanka’s population stood at 14,859 on March
197, when the national census was taken, according
to the resulbs of the census released officially. The
population in the 1871 census was 12,689,897 show-
ing a 171 percent increase in populstion or a 1.7
percent growth rate over the 10 year period from
18%1.

The Tlst joint collaboration agreement hefween a
Hong Kong manufacturer and a leading loeal
manufacturer of chemieal products was signed
with the GCEC in Colombo, for the manufacture
of rubber !atex thread at the Bivagama IPZ.
RS5E8 No. 1 spot rubber prices on the London Phy-
sical Market fell to 53 pence g kilo, which wasg the
lowest since December 1978,

Air Lanks has chosen @ group of benks bo arrange
a two part syndicate loan totalling $24 million to
pay for a second-hand Lokheed L 11 Tristar plane
and partly for two new Tristar planes o be pur-
chased in 1982, according fo the Ceylon Daily
News.

The Ministry of Industries has been reauested to
report to the Oabinet on the existing computer
capacity of the country and feasibility of creating
a Computer Servicing Cenire which will serve the
Crovernment Deparbtments and Corporations, accor—
ding to an official announcement.

The Washington based South East Asian 011
Company (SEAOC) is due to sign an oil explora-
tion contract with the Ceylon Petroleum Corpo-
ration in April, according to = press report. The
exploration will cover an off-shore area of 3,100
square miles between Hambantoia and Hanwella.
The International Monetary Fund iz reported to
have reached an agreement on a botrowing of

‘approximately $5 billion from Saudi Arabia; while

in exchange the Kingdom was to be given enhanc-
ed voting power stated 2 London Financial Times
renort,

APRIL
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The Government decision to allow fea imporis for
the purpose of blending, packeting and making of
tea bags exclusively for export became operative. .

The floor price relating to the ad valorem tax on fea
Wwas increased, [rom Rs 18/00 to Rs. 18/00 per kg.
with a view to improving producermarging in the
context of increased costs of production.

The Business Turnover Tax was increased for
Ship Chandlers or sircraft caterers, and Finan-
ciers irom 5 percent to 10 percent; and Pawn

‘Brokers from 2 perceni to 10 percent.

A Memorandum of Understanding between the
Government of Sri Tanka and Aupstralia was
exchanged for a grant of Australian Dollars 3
million for the Muthukandiya Reservolr Develop-
ment Project in the Dry Zone, which is estimated

 to cost Rs. 98 million at 1980 prices.
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Sri Lanka's Economy in 1980
— Constraints and Policies

M. K. iz, Feroamda
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terprise and or shunned by private
enterprise on account of low econo-
mic refurns; nonetheless, projecis
which are soclally highly desirable.
The government’s role in capital for-
mation was to assume at one and the
same time the role of catalytic sup-
plementation of private sector acti-
vity as well as be a source of pioneer-
ing activity.

Under the Impact of enhanced
budgetary allocations and cost esca-
lations, sovernment’s capital expen-
diture inecreased to an unpreceden-
tedly high level of Rs. 13,693 million
in 1980. The latter compares with Rs.
8,991 million in 1979 and Rs. 6.814
willien in 1978 and reveals in broad
terms the pace of acceleration in
capital outlays. The growth of eur-
rent expenditures alongside capital
expenditures on the one hand, and
slow growth of receipts on the other
vesulted in an all time hlgh budge-
tary deficlt of Rs. 15,270 miilion.

BORROWINGS

As is generally the case, an enor-
mous budget deficit of this magni-
tude has to be bridged by borrowing
and the government resorted to hor-
rowings from  domestic as well as
foreign sources. The manner of fn-
ancing a budgetary deficit is of poin-
ted relevance to assessing the infla-
tionary impact and the resultant
pressures, if any, on the balance of
paymenis. When, for insiance, a
deficit is financed from foreign bor-
rowing it ig relatively non-inflatio-
nary in impact; to the extent that the
corresponding accrual of forelgn ex-
change chnables domestle supplies to
be augmented from abroad, while at
the same time protecting and mini-
mising a reduction of the country’s
reserves. Higher the inflow of food
and consumer 1tems and interme-
diate goods, lower the pressures on
the domestic price level. Conversely,
higher the content of capital moods
in the eomposition of imports the
smaller the inflow of basic consump-
tion items adding to aggregate supply
and therefore higher the inflationary
impact,  Agaln, borrowing from
domestic non-bank sources tends to
be non-inflationary as real resources
are mobilised from incomes already
generated and are in fact reductions
from income flowg which would
otherwise have induced consumption.
Here too, a gualification is called for,
as the extent of inflationary impulses
sel In motion depends on the relative
marginal propensities of consumption
of sectors releasing resonrces through
the dimunition of disposable incomes
and the relative marginal propensi-
ties ¢f consumption of sectors bene-
fitting by the transfer process. Bor-
rowing from the banking system,
particularly from the Cenfral Bank
on the one hand, provides more defi-
nitive inflationary ecansation’ and
balance of paymenfs pressures as
sueh - resources mot onhly constitute
newly created money but also form
4

the base for further credit expan-
glon by the banking system by provi-
gding higher leverage through addi-
tions of ‘high powered’ money.
Hesources available to fiinance
the 1980 budget deficit from non-in-
flationary sources such as foreign
aid and domestic market horrowing
were necessarlly  limited. In the
absence of any other source of fin-
ancing from non-inflationary sour-
ces, the government was forced fo
finance the residual gap, which was
comparatively very large by borrow-
ing from the Central Bank. Since
the credit available under provisional
advances from the Central Bank is
limited fo 10 per cent of the estima-
ted revenue for the year, the increas-
ed borrowings from the Central Bank
came in the form of fresh issues of
Treasury bilis. Over the year 1980,
the volumme of Treasury bills outstan-
ding grew by Rs. 6,800 million and
the Central Bank's holdings of Tresa-
gury bills by approximately Ra. 7 hil-
lon, The statutory limit on Treasury
bills was raised by Parllament to
accommodate these increases. At the
end of the year, the outstanding
volume of Treasury hills was Rs. 9,000
million registering a 227 per cent in-
crease during the year. There was
thus an unparalleled expanslon in
finaneing by recourse to Treasury

bills in the year 1980.

MONEY SUPPLY

: The effects on the economy of
Government's inflationary deficit fin-
ancing of an order of this magnitude
wag 1o raise money supply and so to
swell the level of aggregate demand
in the economy. The expansion of
aggregate demand rose from both in-
creased expenditure by the govern-
ment on goods and services and in-
directly through resultani increases
in commercial bank eredit creation
and in the disposable incomes of
households. There are also grounds
to belleve that consumption expendi-
tures of households were influenced by
“money llusion” of increasing nomi-
nal incomes fostered by the inflatio-
nary process that was operative.

The behavioural eguations which
attempt to trace relationships bet-
ween variables such as the size of the
overall budget deficit, an inerease in
money supply, increases in aggregate,
demand, a fall in reserves and the
impact on the general level of pri-
ces are brought together in theoreti-
e¢al exercises on relationships which
can be statistically quantified. Such
guantification is subject to severe
Umitations depending on the adjust-
ment process introduced and the re-
action lags incorporated. In Sri Lan-
ka, 1t is only ‘expost’ outcome, ie. a
pnst mortem, which facilitates the
Introduction of policy changes for
the next vear as ‘exanie’ targets.
Despite the high degree of lmpreei-
slon that prevalls where data are
scanty. the impact of 2 rise in aggre-
gate demand on the general price
level would depend, in the short run.
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on the response of the increase in
sgpregate  supply that would be
fortheoming. Where the increase in
aggregate supply is less than the pro-
portionate rise in aggregate demand,
the index of the general level of pri-
ces would tend fo move upwards and
itg pace of increase would be deter-
mined by the values of the response

. {elasticity) coefficients. For Sri Lan-~

ka, short run response coefficlents
are assumed to be less thap unity.

Given the general pauclty of
statistical data and g reasonably ac-
ceptable behavicural model tracing.
the inter-relations of factors men-
tioned above, it is difficult to isolate
precisely the extent to whieh the
domestic supply situation in - 1980
responded o Increased money de-
manrd. Altogether, the couniry's
overail growth performance during
the year was satisfactory and ap-
vroximated almost to the macro eco-
nomic growith target of & per cent
and, for that matter the country’s
average growth performance for the
three yvears 1978 to 1980 was equally
satisfactory. But, the immediate out-
put response of the projects financ-
ed by Government, that is the public
component of ecapital expenditure,
was generally low as the majority of
these projectsy exhibiled considerab-
v long gestation periods for output
ingreases and supply augmentation.
The time profile of Investment ount-
lays and the resulting flowz of sup-
pliez together provide a further
dimension for evaluating Govern-
ment expendifure policies and the
economic forees influencing econo-
mie growth under conditions of rela-
tive price stability. It is the long zes-
tated time profiles of invesiments
pursued which make it imperative for
the country to possess a comfarta-
ble external reserves position to faci-
litate the delicate task of attaining
economic growth with reasonahle
price stability.

PRICES

" ¥or as long as imports are rela-
tively free from restrictive controls
and other curbs — a minimum of
trade and exehange regulations —
and the means for paving for im-
ports are available, the supply of
lmports would tend to Increase In
response to a gquick rise in agegregate
demand. whalever be the source of
the latter increase. This Implies
that the level of prices insofar as it
relates to Imported goods will be re-
latively unafiected by the expanslion in
aggregate demand. Ti would reflect
largely the price movements in in-
ternational markets and any ex-
change depreciation of local currency
vis-g-vis forelgn currencies and pri-
ces guoted in foreign currency. The
impact of a rise in aggregate de-
mand would, however, he different
o domestically produced goods for
which there are generally no
substitutes. Here, the effect of prices
wonld depend on the response in
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gsh gvel racanded Indicaciogs that che
SOOHOATT WA, Ar - 1oREt statlitically
E]}EE:IJ]'JI'.'.'. el mappcled  dorlnge chue
Teal. A sbaed] gualiiewtion by galled
Ine, ny Lhe pxienl of Lthe price dam-
panlne cffees o dmports dopmds on
ihe mmm-:l-:l.'llz.' fornposirlon - o im-
ports. Hlgpher ilmports of machinery
aapd saRital  Epoeds angd westhoettr
wfnds do ol daeegEes Inlletdanary
PrssEnies.  Deroath ot bulldasary nree
aal sUubsbitutes far - whusal fAawr and
gueaE: peither wans for bakier. Thepe-
Lade, mabwilhylemling the aradlatdlitz
of ipersesgd sapolics of o goods Gnd
Arryicrs, holli ot of domeste produc-
Hon 8z well as throwgh fkoports, ihers
was  eoddldersbls - prezsurE on the
gencta. price lewel dn 1Re cpanemy
Aurine fhe Fear. The Colombo ime
ymiere Prive Dndex — 1850 = 100 —
redorded an annual prior lercase of
G5 gelr cent 0hcn venr-to-vosr hagls,
The Wholedales Prita Trdoe Poragied
an anmiral nrive rice of 32 per ceng o=
the saios Lasle

A lhercuse i Gho price [ewel ol
the order of 30 53 40 percent  huy
ETAYC CUTSCCUENCcES O Ihoohte distels
butlon within the  country gad | if
wliogad to confinue niicherked sanid
Do ilsagronue.  The loecease  In tha
prdee level would hawr bepm algdti-
cantly hishet wilkwour lec aoffsatrng
Influence brooght - by g sehstaaral
runting down of exbernal paseta. Had
Szl Lankn been nnable fo harve Lée-
oofes Ly Fhose fundd Bhers wonld
Clenely Huwe boco & FoT7 marked and
rrodd exoanslon In the lowd moncy
nply. By Leaidos 1he Inoronse 18
maneyr sunply, the drnln o Bl Ean-
Fa's axiernial Pewetwes gerwed to TEA-
trala an ollersise tnedgnng increase
1 diinestle prievk. . Noeyopthelzs, the
fact thel momey sapoly (M1 By 21
peb senhoard ME By 52 per centi In-
ercascd despdte the runnlinge doen of
grtornial pazarye: OF T2 per pent slami-
fcr thus the exparslonlst inflocoro
ol Chee bodpel delicn had et hoen
tatally abadrbed In this wer. Tha
ohave ok Bas pnicd relavance Ioe
pinnumide o monaeement  In TH2] a=
woll. The hlvh maroy guopie 1o clech-
Inthm- prostltate: 3 pulentizl source
af additdenal demand for goods and
sarelpes and hence of contnmibis 1ne=
Tliatinmare nreazusas bt tHie eronatoy.

CRETIT EXFANEIE

Inall, L mmar share af the Blama
tor thre ansleady cconomie scenaris
ehonld be artributed orF §mpuated &n
ficcal @oarces. Anather factor which
Induced pressure on the DAlance nf

paFments  throasl o oo hirh o devel
ul  onpprerate  dJdemand and . om
the soneml  pries  lsyvel  Wwag  the

oeadlt expansion permlited. In favaar
Boomaaw TEATRw, Mavw 6L

of the pelvace sertor.  In mll, bank
frpdlt - to fln: DEIFALE ASCiOT rDSE LY
Tig. 47RO -3nilige aT £0 per Cent Guring
the Fear. Althogeds the Jewsl of p¥ic
vale soitor ceredil wis runnlng abos
[eizir high level 3l wonld appesr thai
the Contenl Bsak eonsbdercd 16 seme-
wast luapprepriase to out ekarplr 4+m
e suphiz 0l ekedit B3 othia =eetor,
The Hank 1al’d speaking  was
amlcodid of the Tnef: Lbat a aharp cut-
Bask nf ckedil o The - wrlvate secbto
panylg hyiws bed o ndvetse  effesls o o
the d,-:_:-'rnl,:u'._ll: BCH Lk o 6 ST R o) 1
feanles, angiug foom oalpol, coeloy-
mgnt, . BXpoOrG  earnings,  incentivez
aril eveln Egatlas - che - Onds=plving
Bile of Lhis sefior 82 A paltiel in -
ELN, Irno the  fifelienstotices, o Lhe
Certees. Bl In I6SE amarsaed 3
more Ewicdeel podiey with nnly mode-
vaby munckane reslmin:  wsing she
onjraarene] insteuments of o credif
adnrrhl beank rate changes and moral
Bliaslon, et spapding meady to inter-
vene should She extérnal assets nosis
ton hudom e ey griors.

TRRWE OF TRADE

OF gottesr the mdyatient of CeYmms
al lmade gy baual o eacefhated  the
toationn.  There 'wEs B 2larth  dens-
rinsrton in-the terms. of trades In
T TiHe mowvement of the cenms
ni trade revpaled chat che detapriorn-
oo was whsllr due o the rlse In
the inderx of mport prleszs  which
murz than  ndfset  the improvemnend
youlglired oy movermants o the Bx-
pol Feloe Didex.

The2e ke al Ieakh. two 0¥y 1n
whlely Elye depline in ihe lerms of
trade 1n 450 exerted adverse eeabs
nod - Hmdled she  area of  elective
policy mepanres, Fletly, by peducing
the parehusing power of Brl Lanlkak
ngpart cernings the adverse poove-
ment of the kerms of irade reduced
The Loind volumg of lImports thak canld
Byive hBesn ehidined for gnF volinoe
O Xpall el ol s nr exldrnn] s
Had Zr] Lankas tefoes of Crade ©ns
deberiorasid during the year, or hed
it improved, 8@ Lanzs  owoudd hove
been phie to arours o Hipher yvolume
Lf foporlod sapplies than n Tapt she
had ohiufned for {he cabordal ontlays
icured o 1080, To the alternative,
with pelier iSieome Ierms af  trade
pressuscsd ono 8rl . Lunka's o exbernal
aneats Pdtion wesld lneye Beosn lasn
sgvers.  IiheT conires O MOVELERDs
wonld tsve been berceloial to the Bl
Lanku woonam¥, Tha larger fiow of
lm%nr‘_ed sapplos would hese helpea
ko lomsen the preasures on tle peles
level while afowltanecusly Bumnenb-
ine the productive  sapoelty  of Lho
reoOomy.  Simiizdiw, & sirDofer axlar-
fal psschy posidon wouid have streng.
thened the podnte?'s papnreity o meet
(TN Rl e = b = W= S Vewed from
cither pint of Wow, she decline 1h the
wrms ol brade worsened 811 Lanxass
arannmile pesitlon.

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

Berardly, the decline in e trrms
ol tracde redrted pdversely  ano Fhe
el budeelary poslton of 'the Gov-
rintoent Tihe Inctenss 1o impors pot-
ved nroessiinled larger onbizys o the
part ol the Gavelnmernt and & for-
Eeapptding enlargement b the tadsat
acfelt.  The magnirnde of expanso-
niry.  fInpneing &2 4  Gomponond n
hadaelery Anancing was theriloer in-
erpated e thle fiurcher sgornaiaded
the Infladoniry  peossares abi the
ECOMOTY  While  sonbinaed  pelvace
geinr credit expanslon in 1H80 pros
censtled oo 508 [Ucther pecssurss  os
oricea  'Phe dpelne in sha lerms ol
frade contelbated 1o Reighien theas
Brasiuiss by incresaing inoo sevority
Tifhe Balacs nd 1avments ronabraint
wa o Trall Fecpardising bodgetary Ussh
DnnEAEr et

. UI.'I._:!ET-EED‘:ZuE thie deterieration in

il hulunes o paemence aed o Lhp
Lotsenent loss of reseries, the Rupde
axchpnsg vate lor major Eu:runulﬁs
s subliopt oo eomstant o pressarg
SUIlne W year  The oxchalme oo
Tor fhw Bl Leniza Rupee  wia_gods
FEL MAiOr furclEl correneles depras
guiked Hgnlfeently, therchy  forther
ool the Inflatlonser prok-
laoy T the ecomomy.

HHRCEESR LRI TS

ADZSLALe palky  prosctlptions
EaE e epariomis  gitpatling reEuling
Trods e stdve intorpay of peouimie
roTees. without exlygeratios, gre naln.
Bl Dol s galek A5o0%ery is comoel.

ald practicable, 4 BiFElaratly
lmbalanied aconomy,  suely n eddes
in Byl Leolis. highiy  dessondent ow
Lho miovernciits 10 Joleroation ol frads
cannob ctntlnue Lo withatapd an px.
cess dEmEind  1oF fowsonas whoehher
thrangh budrelars  Imbalanees and
atooerer embeteled predit fo0 the prl-
rate sector willinnt FeeTallnE pres-
aras on Whe balioos of porments
Malbhear 13- GoveTningnl, the popopalt
bablle @aetor, nor the private wrptor
ran compete ollhaol eestraine for the
lriled real pesources awiilabls, Tn.
crendes I sfrcegate dempns  from
Bih spurees cesilk o ‘oyer-heating:
and i the coobext of @ liversdoeq
By fhat s pow  mpdntslioed,
thate  winld  indobilndly  Tesgll o
hezvy Infow o {mports, o desaibg
dump of toreles oxchapge Teselves
aeed wltimutely, an inesenpabie sharp
detnrepiatlon nf 1he whange rate
with all fie pitendont conzeguenvcs,
The Ll - develifmpnta quegrdanaeds
¥ary AprloLety the Onderiplng basig
lor g llbcrallsed  soonemy  oog bho
ebllicy af the ecommny to eoniinas
with the palley pockire enuneisleg
tm 1097, 11 the sponomde @Eache wera
mat plaged  Bocondlng o gumetary
mnd f=gal rolos Fulding it

5



If the process of over-heating the
veonomy through competfitive elalms
on resourees, by both the private and
publie sectors. continues unabated.
ihe only way to prevent the exchange
tate from  a further depreciation
would he to re-introduce a regime of
inport and exchange controls, price
controls, trade guotas ete. all of which
were readily discarded without any
sompunction whatsoever. The re-in-
troduction of such confrols would ne
aoubt be tantamount to acceptance of
a failure of policles pursued and be a
major reversal, To avoid this possibi-
Nty there is an urgent need fto bring
about a closer balance befween Gov-
ernment revenue and Government
expenditure, to fine tune the Ilatter
to more realistic time profiles of in-
vestment and oufput responses and to
fx the limits of credit growth to pri-
vate sector activities. These mea-
sures are reguired so as to avold, on
thie one hand. expansionary budge-
tary deficits by Government and
heavy net crecdit to the private seec-
tor for low priority investment on
the other. As a first step to achiev-
ing this obiective there is a strong
e¢ase To re-examine, from a {fiscal
standpoint the revenue base of Gov-
arnment; secondly, to review in full
the measures instituted for develon-
ment and mobllisation of savings, as
well as the global relationship of
aggregate Sa'\?iIIES to
parameters; and thirdly from the
point of vlew of the role of the pri«
vate sector, the institution of a credit
budget so that the rate of absorption
of resources by the two sectors could
ba matched with the rate of growth
of supplieg to permit g better and
effective management of the rate of

growth of money and the general

price level. The latier exercise is well
within the technical competence of
the Central Bank and ifts implemen-
tation depends on {he will of the gov-
ernment to comply with the rules of
the game. It is to examination of
these three courses that the succeed

ng parsgraphs are devoted. :

REVENUE STRUCTURE

-The pattern of revenue in recent
vears indlcates certaln severe limita-
tions in Srl Lanka's revenue struc-
ture.  Expansionist budgefs anhd
domestic credit expanslon generally
result in an increase In money natio-
nal income. Given a responsive reve-
nue system there should be related
{inereases in revenue without freguent
revisions in the bases of faxation.
The strueture of Government revenue
as presently existing is such that
while revenues respond satlsfactori-
Iy to increazes in money national in-
eome eaused by s rise in expori earn-
ings, they are less responsive to in-
ereases which oceur through other

6

other maetn

causes. For instance, whers the in-
grease In national income, whether
through Government spending or
through other causes, s more widely
distributed, there does not arise spon-
taneously a relatlve increase In reve-
nue through direct taxes. This 1s one
of the limitations of the ptresent re-
venue. structure, and one which re-
quires to be remedied. While levels
of Government expenditure may rise
independently of Increases in export
earnings, some of the major sources
of revenue tend to be unresponsive
in marginal terms to siphon off
purchasing power. Revenues from
Import dutles constitute an exception
as tax recelpts flow in at a pace dic-
tated by consumer spending.. This
would also he true of revenues from
sales taxes, business turnover tax and
excise . duties. However, the present
tax structure should gear itself to
higher mobilisation of ineremental
income and expenditure. These
changes should be supported by an
mtensification of tax efforts together
with revenue through better enforce-
ment and as well provide for a shar-
pening of existing tax Instruments so
as to overcome the revenue cons-
traint,  Higher revenue permiits
higher expenditure and thus a large
fisenal  contribution to  economic
growth at the expense of other com-
peting sources.

BAVINGS MOBILIZATION

The B5rl Lanka economy has —
viswed in its broadest terms — com-
pletely neglected the potential of
ravings mohilization as 2 measure
for budgetary financing, The savings
affort of the War vears is now g2
memory of a few who speak ela-
quently of it. The maiority reecall
only the savings certificates issued
but rarely ever refer to the institu-
tional structure developed for making
savings a continuing reality.

A strategy for rapld economlie
growth via Inereased investments hag
to he supported by both domestic
savings and forelgn assistance. The
popularly known ‘“two-gap approach”
suggests that the difference between
investments and savings will have
to be covered by foreign assistancs,
particularly when Import require-
ments dominats an investment pro-
gramme. To the extent that export

broceeds can narrow down the trade

gap and help to finance import re-
fuirements and also where available
domestic savings can bridge the
overall resource gap, excessive re-
coursd to forelgn assistance can he
restricted. If forelgn capital is in-
vested In productive uses, therehy
raising the national product, the
muitiplier effects - could enhance
domestiec savings, The economliec re-
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‘ther

forms of 1977 fall within this frame-
work and were directed fo open up
the economy by promofing exports
and generation of domestic savings
to moblllze resources: for invest-

Although there has been a noti-
ceable increase in institutional sav-
ings during the late 1970s, toval
saving as a percentage of GDP has
not grown at the same rate. The
domestic savings ratic appears fto
have stabilised at a modest level by
1980 In relation to its behaviour
slnce 1977, From the relatively high
level of 174 per cent In 1977, the
gavings rate dropped to 14.8 per eent
in 1978, but apparently settled down
around 135 per cent in the past two
vears. The proportlon of savings as
a percentage of GDP is a reflection
of the country’s ability to sustain an
adeguate growth rate. In this sense,
if 8ri Lanka’s savings rate could be
maintained at least at the current
level, that itself would be an achie-
vement, particularly in an inflatio-
nary situation, when economic forces
in general tend to work against the
harnessing of savings.

Statistically, In mareo aceounting,
domestic savings is estimated as Gross
Domestiec Investments, l2ss the exter-
tiz] balance on zoods and net factor
services (defined ag foreign savings).
In olher words, the domestic savings
figure iz derlved as a residual after
the item forelgn savings is taken into

account. The method of estimation
exeludes both  offielal and private
transfets in  defining the external

balance of goods and services. In the
recent past, however, private trans-
fers have become increasingly impor-
tant mainly because of remittances
made by Brl ILankans employed.
abroad. The inward remittances of
private tranafers increased from
Re. 610 million in 1878 to Rs., 935
million in 1979 and registered a
phenomenal increase in 1980 reach-
ing Rs. 2,523 millicn, Since migrant
workers, particularly in the Middle
Fasgt, are not recognised as residents
of the counfries in which they work,
their remittances should be consider—
ed as requitted transfers which add
to the income of the recinlent coun-
try. As such, if the current sccount
balanece 15 defined to include private
transfers the country’s savines ratio
would rise to a hicher Ievel than the
currenfly estimated figure. d

Another accounting refinement In

the estimation of savings would be

to conduct & proper valuation of
private sector inventories. Binee 1977
the value of the inventory accumula-
tlon of the private sector including
public corporations should have been
higher primarily due to ithe import
iberalisation - programme, Therefore,
1f the inventory accumulation of the
orivate se¢tor iz propetly wvalued, it
is likely that there would be a fur-
improvement In the gavings
ratio in the wears following 1977, -
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Some Aspects of the Proposed Investment

Programme Over the next Five Years

Public Investment 1981 — 1985

The first step towards s Tre-
eZamination of the public programme
was taken in 1980. The secope of the
two major lead projects namely, the
‘Aceslerated Mahavell  Development
and Houslng, Water Supply and
Urban  Development, was.  Scaled
down, The Mahavell Programme was
. te be confined to the headworks of
Vietoria. Kotmale and Maduru Ova
dams together with reduced down-
stream development, In the Housing,
Water Supply and Urban  Develop-
ment Projects, there was a shift fo-
wards aided self-help and a post-
ponement of nearly half the urban
housing programme. Likewlse, the
investment in the new Capital of
Sri Jayawardenapurs was limited on-
1y to the Parliamentary Complex
and two administrative buildings.
In the case of other investments em-

phasis was shifted towards projects
with guick and high  returns and
hligh net  savings in  forelen ex-
change.

These policy measures and the
attempls at scaling down public in-
vestinent proved to be inadeguate as
the performance of the economy in
1980 has shown. Conseguently, a Iur-
ther attempt at containing  public
investment within available financial
resoulces was made in November
1880 al the time of presentation of
the Budget for 1581, Government
imposed an across the board reduc-
tion of 25 per cent in the capital bud-
gety of most Ministrles, which were
asked to re-order their priorities in
arder to confine capital expenditure
within these limits. These reduec-
tions, however wetre of an ad hoc
nature and had to be reviewed sub-
saquently.

This review was done in  March
1981 and the new capital expendi-
ture by Government envisaged for
1981 iz an investment of Rs. 12,041
million, Public investment 1881-85 is
A greatly reduced programme, with
its share in GDP declining from 16.6
per cent in 1981 to 1155 vper cent In
1985, The lead projects still retain =
proininent position and have assumed
greater urgeney. The completion of
the Victoria, Eotmale and Randeni-
gala dams on schedule is of ecrueial
importance in view of the eritical
shortzages of power which are already
beginning to  appear. lLikewlse the
pessistent shorfage of housing has
wnderlined the urgent  necessity of
cormpleting the on-going housing pro-
gramme which again is a greatly eur-
tailed ons..

In the rest of the investment
nrogramime,” emphasis has fallen upon
projects  In the directly productive
sectors such as the rehabilitation of
the Tree Crops, Tea, Rubber and

8

Coconut, the vyillage Tank Rehabili-
tation Project. and projects on fish-
erlies and forestry. Some Investments
in eeonomic infrastructure, notably
nlghways and telecommunications,
bave also become essential in view
of the growing demand for such faci-
lities, speclally by the private sector.
In ndustry, the main focus is on the
promotional role that Government
could play in increasing the volume
of industrial exports in order to coun-
ter a deteriorating bhalance of pay-
ments position, Export-led growth
has been and still is one of the Xey
elements in the country’s develop-
ment strategy.

Further adjustments in admi-
nistered prices were also made in
early 1981, The  prices of domestic
and imported rice were raised by 23
per cent and 24 per cent respectively
and the prices of wheat flour and
sugar by 5 per cent and 20 per cent
respectivly. In addition, the prices of
fertilizer, petroleum products and
fares charged for public transport
were Increased, The increases in ad-
ministered  prices raised the index
of prices of essential commodities in
the first guarier of 15381, by 42 per-
gent (annual rate) while the balahce
of the index increasd by 28 per cent.
The approach to sdministered prices
iz thai they must at least cover
costs. i

. The Government also took several
decisions in March 1981 in order to
restore balance in the economy. No
new supplementary estimates which
would increase the investment pro-
gramme of Rs. 12,04Im. for 1581 are
to be allowed except where they be-
come necessary to allow for eifects
of exchange rate changes on the local

currency eguivalent of forelgn aid,
Ministries have also heen  directed
to stop purchases, for thelr own use,
of eguipment and machinety, vehi-
cies and electrical appliances and to
halt new construction or extension of
buildings, except with the  approval
of & high-level committee.

; As g result of all these measures
and changes, the overall deficit in the
Government's 1981 budget is expected
te be 14,5 per cent of GDP as against
21 per cent in 1880, The deficit to
be financed from the banking aystem
is expected to be 4 bPer cent of GDF.
in contrast to 10 per cent in 1980, The
CGigvernment also expects that, while
the terms of trade are likly to deterio-
rate further in 1981, ithrough ap-
propriate  frade and exchange rale
policies, it would be possible to con-
tain the cuirent account deficit in
the halance of payments at 12 per
cent of GDP, compared with 18 per
cent in 1980.

Over the medium term 1681-85,
the economy is projected to grow at
an average annual rate of b7 per
cent in real terms; mazjor contribu-
tions are expected from domestic ag-
riculture, industry. construction snd
services.

Domestic Production and Resource
Availability

The projection of GDP by indus-
trial origin is shown in Tahle 1. The
momentum  achieved 1in the con-
striction sector in the past two years
would make 1t the fastest growing
sector, even though its growth 1z now
lixely to stabilise at  12.0 per cent
per annum  duoring the next five
years, The activities of quarrying for
building’ materials would closely fol-
low the fast growth in construction.
Thus, the mining and guarrying sec-
tor could achleve a growth rate of
about 9.2 per cent per annum.

Table . GROSS DOMESTIC PRODUCT BY INDUSTRIAL ORIGIN

1980, 1581 and 1985

Tea Growing ...

Rubber Growing

Coconut Growing
Paddy (incl. of processing)

Other Agriculiure

Total Agriculturg

Mining and Quarrying ...
Tea, rubber, coconut processi
Cther Industries
Construction

Services g
12. Gross Domestic Product at consfant
factor cost prices -

sl g e S

- 10.

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

Average
Annual
Comipound
Growth
: 1280-1985
Rs. Million at Constant ar Constant
(1979 Prices Prices
1980 19381 1285
Estimoted Frajected
1070 1160 1176 1.4
747 758 70 (L6
1682 1911 2050 4.0
2938 3058 3750 5.0
7182 7505 9166 3.0
13626 145392 16912 4.4
1136 1272 1761 9.2
3323 31635 3775 2.6
6145 6575 2140 8.3
3572 4001 6205 12.0
24768 25966 31562 5.0
52570 55861 69445 5.7

Ecoxmomic ReEview, May 1981



The Vel adgded in-the agrioul-
Loeritl vpclar aaedalits Fur nearfly 3f par
ol ~Tnwa riomesiin ;:lfl'du-:‘:r. FoETs
irotigh 6z plixned seowth rate 15 &
ralaslysly mndesn 24 Ler oonk, the
risaliant CEnnLilbuAlbe T Ly B tatsd
AneTpasn I the  Aamgshio Brndiaet
GaTinE  THEBI-9S0 pemod - wroulg b
AlnUl L per ocrnk, Iyring the LI
Sovegn madod the wTowt® Wy this
sovsloir bao BxPeebed L alies maAalnly
Trim |:‘:-'.1'.1,-:'.e-:_hi{: FA LAl T E AT o E'1|'.-]'J.|3.it'l£.
Taddy, subsidiary food orops,  ominet
spairt oropsn Bnal hESTANGry THTH
A T T

Taddy  ouatpul is epesiBd oo 1l
aree st Tt 102 milliom huglel 5 I0EN
o 35y millios Tyshiels dp 1985 With
ihe extonivlon of tha o weweddamised
aprense nnder Mdabaveli  gngo ophe
Ireasior HpiEacizin sehEnnes  pasd she
gxiebsion ol fhe ernosplng DErenga
das e Imrroseaent of  arrleEation
fradbaee picder thp minnr . hank
resrafitadig proernunme; tHila kal'Eet
i3 well wiihin realizatiom: The -
ward o sdinstmient ol the Iloor  price
faropanady, afjustmoako tRe adini-
mdstcred: Briee of wheebk  flaur. fen-
nEcre Nt I rxtensiarn ESIvIoeEs and
apclenltnval  eredit, snd che gradual
penioial al chesupsly s aikinedks 21-
T Fepliliver distoitmbioD, Awill
vaore - thies . eremnenante for Ehy e
gcdlon - g fortiiirer  snnsldles o sl
riwen normal westher onnditinng soli-
EOeler e g e agnde e fercbhied in
g

o e padn ol LEn ond rahir
RO e e Lo TR0 OB Wl et LT g O T 1A S
cerpeaned Thiy 2 ekl edog fy. (IO
walnneraes and  slow Iﬂﬂ'l&_‘lﬂt'-'% i
Toe st d partly e focthe - =shori
tpnt etiart ol an secplaracal seplart-
ing TN s tl'!jL‘E
Ladeckukes,  Baino o omalntan tho
TEIT Oliat gTowmth ruhag ghoegm i
Table 1 o ebonecrtod ctfock, Inredeing
Tingiuer febldTizee cpnlicatian: Itangre
hrhlitstam s sod - Gdapatios ol - fooIs
crignth s oulturs? prechiors seould - Ba
Vepedears. The prasent lewrzl af pri-
dietlon of esqolns 13 Bomeewhet: b=
Towws e peagioany . patantisl, = parkly
s idmnaal U aeveral sludrt st Ipe-
tors: spehos pAeeEme wWeakbee - oor-
ditieme  oand  tark oof  Depahar Tertill-
gar gpnlieatdan, Etmting from S X
Tws s GI01REE the 400 pue sl
avrags Erowtl sl oatout enticdoaked
I shis dean ise ponsldensd Ieaddbls 1o
view af the pollvics meee Brelng lmol=-
wanged whth resooet b friddlizec -
rehicin eredit pog o tube well eelga-
thom ol cosoroit - lands dno  salected
L | B

Cn ceecnitonl the Ianhtiibr of e
tree-prnp Beckila Lo contrlbate elEmi-
Hcantly o the e¥esth o cawoigaliare:
Ty the medipo faerim o anhieemnent
ol tlr fyarall apowts throok b rericals
tur oecessasily depends on Whe o per-
fArmanaer o Solhar-apricoltarsT. e
Toofedon  praspedcts incihln prea dre
civlltloned . by phtieies RPeLURGE. £ e
muarniie prloes. feailability o of
tnpats nad credit. Forowdl thesesoro-
ducts  thers exists 5 geoht dedl of

Boaame BEVEW, Mar 1081

wimnilsided . devoand and thers Ll
iy Lehnnlogneni  Ceppetraints in Lha
Lo of fheip praduction. Choer-
Fulc, Edvernment policles wolld: plote
ncrezaad NN ED: SN seoUTidg risd-
iy cubper Lo dhig geodiis,

Lristring ot Gther thisn pris-
QrEslvg ol tez, l'ubBoed pnd  Covua:uis
duprins che diadivm febrm iz projocted
AU T T B TE T P o i 1
ciTh il elnsant prices O fhess, tho
Taaioer frdwebrles are Wkely fa  grow
a1 oo OEREY Talx 1o sompw:iiadn rrish
oty anfd ::|'r..|l[I sogle Toihastries; T
th preeant coxiroomeng af dberslisced
eooidade  polber. The piain coniribnn-
Liis oo thls g Donwth 1Y adie o
Ll bosin@tTion o WU vatls seotaor abd
trpnen ow thia PPV Huseerer, the smill
gt vice ol poabinae o Mepolyve -
Caf o anppars whers. appropripbe w0
that the Ineonies 3 amnliarpsnt v
sleedy  induellias owill Daeenes al  B&
PRSI L TRTN 1 TR L]

CHIP uf ogerent | - faetor posl  opricgl
wold  indsdaze Irond e LG Lillon
in MBI to R 1474 Hii5m Gn 1580,

areunliie oo demponTds et (o
prowlin 0 16y pET - denb DEr drhuin
Tebi 2 Griow Zoows Whe dnmestic je
e svelaniliy do the aponomy,
Egm'l Gl GO ug o eureaut market orl-
L) .
Faomestie Bavings and the
Hesinrrs Lsp

Cromecatrated pforce  hAawe  Dwon
wnd dld Leilidy miagde by GSveronen,
to ralze ihe legrl of doleskie guTlaes
To witsh e reouiraimecls of  fnvete
Laek nrer fhe medianrm fema T the
puhlic sector, emphogds falls oo oenes
THEIDE ‘& RiEh level of  Tadiie kovites

by relilne Lotel o reverue st
shert-Talls in fhe reorayige AT
Lo el snetar GFal lorer Slerph thaes
dur Lp o tax holldaye alercdg ta o now
vanlhires,  curballitgg  vunrrent =wpen -
dltere 10 hdhimne  fonaini: iEuala,

Feebadt 2 TROG IS I RS LR EES

lo TP et S bors ol
S Al ndirec] tene de subridie.
Ao euale VBB st sl S snoshel e

acvittag e e aervipe  Footor
a2E wligaiy ! telabd b $he wTowt: in
pwmrand gy produsisg grekors: The de-
ImERE] TR PRIRTA, n"!n.*-lll:ll't-!kt-'il'.ll".-. { it i B
mnndcadon: nnd ERorace BZe i om1e
szt indlusneed By Wi onlicipated
Sernses Tuoartendtarel end Atebostrint
sl A fipid  exmenstan i 5hic
CERALIRF 0 TORd ECAILYDONL service ‘=g
witnesead duplie the tasg lhres wearg
withabs PP Senhed g Plaeess of el
mlntioe of oo depleted chigitind skoek,

‘Pardtg into noeoant the slehifly Lot

reies of overall sTowil of the ceannmy
Lo LGAl-1060 compered winh the pusc
Loty wiviEs, 1ne seralafs OBl 15 Dow
prficlerd b oempw at 50 per  ceERE
b | A

he lmeceses in wndge addog R
the - wartsis EectoEs of the aamnmy
add Wi in 8 ganeal sviwth vate af
37 oo ogend for GODF ol conetant Tac-
lear st prives, TnofeIma of the pobein-
tolitlcs dn dbe crgaomy gnd  GIveR
farourable wrathor o pandisiong it
Mmiay evel-be pogghle to emeced this
LabrEt.

O feangiailay these targels

SOTFOALE DElmes- L 15 geliFnahen chat

Tubéz 1. O RRESONRCTH AP

Sigpsarl wd wSueds
Lpponl of Goodgs
b T Y Bl P TR SERLCTEICL e L

st

Ehe RoAomes SGamd

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

tep -

Mt Lot al e el SNeg Facivr Bervives

18, Piliioe or Tl [Fejoeet

: AV s
151 T Ikl Al
S Fronpend it

T3

[ B 7y B
Al n2 141 (NP8
(R e Wi 15

BIbE - genemting alepluses in  patdde
fotporations Likewls, stops  hase
-.-‘-en.-n_i_.u-un tra Iicrnsc the leipat
of Frrisata pavimer rmagh o Dnobes
ol mepgnras sleh g lncrsagites in-
T TALER G WOHREE dennsile dod
Tae pEowlon of artTaele: s rpm-
1ites hie loorostoient, ANlauzpn. thy
lavel of sl domesile savings 1 Fe-
ekl 10 FIRe Iram- ahonl T N hil
Dot 3o IREL Too He T8 B s tha e 1LY
the J':i]'Jif! e lation i pra ech  iasly
e wnddic pz Fhe dMerlgating heiafies
I oemiriGa poatiion, annsed princ-
by hs ridmng s ecsts0f Lmrarts, Wil
maks sneh levels of mordngs Insdaga-
ate- L GRanee fovcslment. Thioa, o 13
T shar} fermn - substantial - exkirnal
andistamnce monld be O necedsaTy ad
7 o meel tle Invaskrirnteaim inss
Eap. DL alem Lnovirehim o tee aiterds
of a deteriomling halapes of Ay -
Tkl poasilionr, Tapls ® helaw,
shieema the cxbout of the resoursr gan
which will® have "0 be met in i
thors teron

Talul Heswgicerems andgl Uiiirsatlsn

o Tilal Imrestmicnt in shie - ecabnong
during fhe period 1501-RB5 s exreerted

Claa, BRilliom ol Cnrro Velms)

174 225 TG

} A 203 T
T4 In o

rd i 154 BT



to reach a level of Rs, 169 billion as
compared with Rs. 128 billion for the
period 1880-84. the increase belng
aimost entirely due to cost escala-
tions. As a proporfion of GDP at
market prices, the ftotal investment is
sxpected to deeline from a level of 36
per cent in 1981 to 27.0 per cent by
1985, The share of public invest-
ment in 1981 which is forecasi at
57.3 per cent of tofal investment or
16.6 per cent of GDP at market pri-
ces is expected fo decline gradually to
a level of 432 per cent of total in-
vestment or 117 per cent of GDP
at market prices by 1985. This reflects
3, conscious attempt to shift a greater
yolume of economie activity to the
private sector, over iime.

of grants. project loans and = com-
modity loans. Net ald dishurse-
ments are expegted to rise from a
level of US $378 million in 1981 to USS
628 millon by 1585. The balance in-
flow of external resources is expected
frem direct foreign investment, and
commercial loans, The commercial
loan component would no doubt havs
unfavourable consequences upon the
country’s debt service ratio which bhas
been  successfully brought down to a
level of about 124 per cent of export
carnings in 1980 from levels over 20
per cent in the 1970s, through a deli-
berate shift towards concessional as-
sistasnice and higher export earnings.
However, it 1s the Government’s policy
to keep commercial borrowing to the

" Table 4. TOTAL RESOURCES AND THEIR UTILIZATION

(Rs. Billico in Current Market Prices)

1989 1931 1985 198185
Estimate Prajection Projection Total
1. Total Resources o 83.2 103.6 189.0 717.3
(g} GIDP at Market Prices 68.3 87.8 160.5 G06.7
(h) NWet Imporis (Goods & Non
Factor Services) 14.9 15.8 285 110.6
2. Total Utilization 83.2 163.6 189.0 717.2
{z) Consumption 8.7 78.1 145.7 348.0
of which (i) private consumption 53.0 TS 132,77 49092
(i) public consumption 5.7 6.6 3.0 48.8
{&) Investment 24.5 255 43.3 169.3
of which (i) private invesiment 0.2 10.9 24.6 79.7
i) public investment 14.3 14.6 18.7 38.0
3. Fmancing of Investment ; z : :
(@) Wational savings 1.4 i1.3 20.9 76.3
{h) Foreim resouices 131 14.2 22,4 93.0

The implicit incremental capital
output ratlo for the period 1981-85
worked out In terms of 1979 prices
is estimated at 4.7 per cent. This
somewhat high figure partly reflects
the long gestation character of major
publle sector projects, benefits from
which are expected to flow substan-
tially beyond the 1981-85 pericd. In
terms of current prices, ftotal in-
vestment s expecied to grow af 12.1
per cent per annum while the growth
of GDP at market prices Is forecast at
18.6 per cent. The calculations assume
9, sharp price increase of aboub 21
per ecent for GDP at market prices
during 1981 and a 10 per cent increase
thereafter from year to year. The
price increase In investment expendi-
ture is estimated at around 23 per
cent during 1981 and at 10 per ceni
per annum thereafter. The underlying
assumplion in both  cases is that
during 1981 the economy would ad-
just fo the rate of world inflation
egtimated at 10 per cent per annum.
The projected levels of total resour-
ges, their utilization as well as the
‘proposed financlng of investment are
set out in Table 4.
~ As seen from the above  table,
approximately 45 per cent of the total
investment is to be fAnanced {rom
national savings while the balance is
t0 be fAnanced from exiernal resour-
ces. More than half of the latter con-
sists of concesslonal aid in the form

10

minimum level feasible,

The projected levels of private
consumption in the above table re-
flects a growth rate of 20 per cent per
annum in current terms.  Although
the larger share of investment during
the terminal year 1985 is  expected
from thie private sector, for the period
1981-85 as a whole, the share of the
public seclor iz estimated at 53 pet
cent., This 1s largely attributable to
heavy public expendlture on essential

infrastructure during the early phase,

in order to support Dprivate sector
getivity during the mid-1980s. The
total publle sector investment includ-
ing extra budgetary investments s
estimated at Rs. 89.6 billion in current
market prices for the perlod 1981-85
a8 against a total of Rs. 67.3 billion
for the period 1980-84. ;

nal prices of Sri Lanka's

The increase ig enfirely due fo
cost escalations: there is. in facg, a
decline of public investment in real
terms when  estimated at constant
1979 prices, and reflects a conscious
attempt by the Government to hold
down public investment, Table 5 sets
ont the magnitudes of public lnvest-
ment, the proposed method of finan-
cing and the allocations as between
the lead projects and other projects.
As seen from Table 5, the ex-
tent of total publie investment to be
finaneed from foreign sources is €s-
timated at 80 per cent. This is lower
than the projected level of 63 per cent
for the pericd 1980-84 and reflects the
(Fovernment’s degire to achieve self
reliance in financing development
efforts.
' As mentioned earlier, a consclous
attempt is alzso being made by  the
(yovernment to alter the composition
of public investment in favour of pro-
duction orlenfed investment outgide
Mahaveli, desplte the heavy on-gding
content of the programme. Invest-
ments in agricuiture and other pro-
duction orienfted Dprogrammes are
expected to rise gradually from a
level of 21.2 per cent of total public
investment flnanced from the gov-
srnment budget in 1981, to a level
of nearly 30 per cent in 1985.

Imports, Exports and the
Balance of Payments,

According to the best indicators
presently available, it is likely that
81 Lanka will continue to face a diffi-
cult balance of payments situation in
the next five year period, despits the
anticipated increases in net foreign
exchange earnings from several sec-
tors of the economy. Thus, if 8Sri
Lanka were to fall back on its own
resources she will not be able o main-
tain a free flow of imports essential
to the well-being of the communiiy
in general, and fo implement the im-
portant development projects In
partienlar, on which the long-term
solufion to many pressing economic
and soclal problems eruclally  de-
Dends,

The balance of payments pros-
pects during the medium term de-
pend on the movement of internatio-
exports
and imports on the one hand and
the production prospects for the key
export commodities and import de-

Table 5.  FINANCING OF PUBLIC INVESTMENT

(Tes. Million at Cmrvent Market nricesy

1981-85

1980 {981 1985
Estimate Projection Projeciion Toial
i. Public Investment (governmeant :
budeet) 1 o 12,041 15,610 75,328
2. Public Investment (extra budgestay) 1,500 2571 3,100 14,251
3. Total Public Invesiment T 14,272 14,612 18,710 89,579
4. Financed by 2
(e2) Public Savings (including surplusss :
of public corporations) 351 157 1,006 4,764
{h) Domestic Borrowings 8,204 6465 6,117 30,607
5717 7.990 11,587 54,208

{¢) Net Foreign Resources
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noolaham.org | aavanaham.org

Feovomic Review, May 1981



N T R

BATANCE OF DAVAENTS FRAL - [HSL ALk 1UHS

A BE | Ty et Thprse! Prites;

(Bt 1 T
Saichnncies LT bl T

12 RApares (i gl T

[ Ipsiss I SR M

3, Chme Evhiee i @30 LR ik

3, celemsf: Sher sernce inm il Mk and

&, dooinT Aerecec ket X Jeiz Iz

ST L THY 8 T R T : ET, [ Al

Gy WATTTERT paoannr hitiames - T L [P

S et aidedabesrnaniy o L Bt ) L34

% ATrer darsigy invesineen e : i any i

U, Foblle Secdnr prber ot snd emeorie Loinse ol c fdy 15 200

Wk PR s Moo ke msdir o wepe-tenrn boncs Oecll A o e
11 Ard aibeeating i 14 1+

12 Gk harcing rems 2 e - 14 20k

T Cphiz ponppircinces corassifems cmd b v PHbGE SR anuEbn

Ipchrize shar-temrs MomEL oy Tkl Enidika
PRt Fope aeinrnatinns FaEl-i

nand an toe other, 811 Lanke's wee-
CATE R (HNT A IMIOTE BTiCEs ALE &31-
wrcland ki Tiks =nr0alle Dy A P sonGg
arg 11 pep et Tascechis iy, Tiess
TarEs are generally in cdine wwilh Tha
Delea taTerasts IoT QPREDMIY  oLTATTL-
ditles mage b the World Bpods, ‘Ltoes
Lhe: LeXins af wrede Sor Sl Lanks nrce
pxpeiled Lo adeleplarals foomy 100 io
1ga0 foc #1 In 18R The ‘wolume  of
nEorts . Originailng o 13c L= Grips
serLol  which  eandnnce g0 heo ihe
bty of B Lansws exlorpal trode
e T shay e pol=nldsl Iog  ph
sopuecighic Nartrouee daring the mig-
alut SeImy.

To= bolpiee of
Joevdinos ok = et - Term
searn in Tublys 6.

A Tirge part of the delcis 1=
aitritasaile to gn  iourease dn bhe
walpe of jrnirImediate goofdss purilew
Ll wbigeg ol esnde ool gad TE®
mragerid g [y exiwirt pIacessing inelna-
teles, Howevero ghie opricot oeccount
deficit* 83 a propartion of (ROF 1= o=
Pecbed  to declins frota 14 prro ekl
in HIEN G 1l per o=l iy L9ES.

It '3 mportant fo wota Lhot 911
Tanss would . repely | selfsafied saey
in rips duEine fhe period  eanzidored
and. tinat whieat [one baporls © have
already crased  after b Eindnls-
slovdng of the Prima Flour  RONLE
Cumple® esrly  thiz yerr. Fmrther
siwibios o Imperts of GILEMED
gnpds mwve Goen antlcipaced ehlzfly
duc to Lhe ineceass o the prndic-
clan of maddir ang other fi:0d o2apd,
Nzherles snd Bvestack, The icopass of
these sivdhOeant changes Wil be somre-
whol mikeed Ty the ETice in-
gronses in bl impoebant tames of fme
porks, The tmyeodts nf caplis! gpoods
are prodacted to dberrass  sgbstan-
wlally over the perled,. The  pro-
feet . montent of lnvestment 1= sach
thet enhsdclprabls Bmports of macsin-
cry, sl endipoment  Gloclodiag . trans-
rln[‘lr- coipment) will e rengired
durlir the nexh five yeabs The: zeope

CnerrEpeaids L 7] GeOnitt
adented by ske Deoolzwl Buok b8 surdent
=reonnt it dbesn In Tohls B ebove
e olreisl tennsTers,

Evomonre TeEpaesy, Tay LK)

paamIaiLy - PTO-
are

E T Y L et Sl | ArviERinT.

L3 3 1R 1rah Fhoverame).

car Impoet swbsdtatiorn o doberencati
ale goode tnough: macginnlly Bigher
fipus im Phee sz of javestmuont goods,
w0 roh bieo suff ek e ke an
impest an the lange 0f - peyroents
EEbioon.  Howornr, the  progati pIo-
Joerlinns Lo the madiuvm tormg sbees
LRl Lree slines 0f  collslimer. @orile
could el from 28 pel eenloal total
importe io 480 fo 22 per cent. while
that of I=mtermecdiote wenads enald rise
CBas 43 parc gemt koo ST Der cenk
fdaring bhe Same perind.

£1ut nf tha idepbifsd odporis 16
Lae twpde projectlon @ pereonted I
Tulilg 7 belowr, pelDolenqnl whost griitl,
wiprar g Tecbilider ieporis doeonk
lor so sverags share of aboul 42 per
cent ol tocal bmpsrts oven ghe Eeriod

'Fahle 7.

19RI-33. The demupnd tor ctode  all 1=
predected  Loodogeesse frome 18G5 mils
lon puns tn L0 oEm 257 pdlio tyns
i1 1RGE. wWhooh genln foparfts are Hics-
y in ioerenea fmmm bhg 1900 level of
196 lopuegnd Soms tosabont A2 Liies-
seni] toms by 1REE Tmports of ferkd-
Yanr fromn nenw o, WIL be meminly e
nam-niErnErans  velietles, snes e
nEW UTDR Turinry Juas wibeads reachod
ike srape of . rommerelad  prodeetioo.
The lnereage 1o the woduooe of  fer=
wlizer imparie after the resr 1005
Tncicakos 1 [acTesse o demiang for
wafetioe athier thian umer; Croeoadl gl
impebd aro sxponled b dpow At e
oo 1ate of 15 per curk in ENECCoT
pryese or ond LA per cenu da eneskant
peiees foring the period  19S0-1905
Tabls 7 heleg slnicgs 1ne tradas peo-
jertione for the grars (1OAL and TELS
gloreskie  Ele sstiroated  wEliss - [for
LTt [

Daripe the peried 1980 too LIRS
Il tocsl cxpuita Of “oods ATE CEC
porlcd Lo 2749 &1 9D sErlage Tate of
134 perocenl PET - Borum gr 4 PRI
penl DED annind i CCOIEtans Prces.
Tpring the seine Teriod the  Rhare
ol e eenp Expocks anpid o dsclioe
fiom 54 pee . e=nt ot Lha iotal o2
amaut 40 gy pent. Relntlyely o hiEh
grebh mites e edpenicd In sho akae
of ludustrizi peodacis, minor serienl-
Gidal produets pod' gl

Table 7 balow alueays bHtal, o orx-
porte 0d ndnelrial gocds wlll JOcTesss
tram U=E 15 mililzn o Lsgl o Uﬁﬁ
400 milion to 1585 The eXEaTe. prsad
Tne there gpoads hoore beEen SEsarond
lar Irprredge sy ey b ooAntsrne

EXPORT AND IMPURT TROILCIENNS 1080, 1081 G0N0 1S

Iyl i L T ST ar O st Paloas?

1. Espdis Loy
T wolugsroal. 12,

L
Lo bl ol itnl e
L [
LS bea N {TELS
Yol

faives gl
Ferigienm producoe v iza
Toddi=zirin ;.ﬁr-dt- L1 TR
Rtlog s g rie vams prnaocts
L res Poarrll-mor—a e

R Ll [ !

[ Rl ] el O L 1L 5

woderrer anal. rare
il e

fipetire oy KoF.

_[-I,li:r:v;:“n-ﬂ': ih. mt.
Ynilno L

Whent i wnlume 1h. ml.
%alae LS

Snpir vnlume L. mi.
Walax

Whens grain roiure e o,

ilor=
Ferrilize: walumes th, o

Wala=

I_.'l

Yol

Ferralerm 0 Crede ofl volume me. lis,

A Prodocs calue
Other vamsumes wods =valik
{ther imoedSae pxnds =@l
[rvesment, gk —valuk "
TR lassiliod L

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

19K} 1o 1R
IHemj=rlan}
e T St | 14801
< : (kS 150 L
37 363 244
1% ELS L
135 W o L
= 2 AT
i T 132
x ; 41 52 al
= ] 206 57
51 1w T 410k
3 T i 1isl=
e 5 5
Al X
; b M i
- PRI L Z1uk BT
o 15K 14l -
- . &l Gkl
__ L s -
4 a7 2l
= 2k 14l 2
LR 137 155
; e =7 e
X iR L) 242
: ; ) A5G HEL
o A Taf:
R 1.45 el
. e ag alk Sl Lare
i I 51 13 1=
235 i | 415
- AT i i
: Ere din a7
T il =



Elznal Iafiation, The ol ol e in-
EToRss  In Iniskrinl - aemarkg i opoce
Beeked o0 g iTom mnde-up Ear-
fients ang  prosagged fogde, The  in-
duztides keb an, both 1 and notside
[T CHUEC A crPiied. o sonlrihoie
1 nis inereaso.

1'he profootlans of parments and
#7kinirs in e ZEEvide peoesunt o of
Ghe talaings o prrntents mepTeEcmt an
suptnrasdng - wivhorg shice o chosi-
dprslils sprphae 1= lkely $2 be vealiaed
duprity becoperiod.  CRatoiaeeg {oom
WL e RxpoeDted Lo Fisp From
IS A millon dn %80 b0 aleyk TS

LT milliam 1o 1585, Likosise, this poie |

Vais CErorsfprs Ireas
Bioied  in

ihmsd . are eX-
TNETCESE - ITOm  T12f 147
LA o RSSO0 - il lion in
SOME To¥uelp venrdaenlidley ponitcs A
Br OED Tanitans =molkine o the Idio-
adle Fast.
Barcl=n \ig

Tubrlan  azastasnes foon Bliaga-
pritoand mulilnberal Caaubton lag riie
p Alled the  Jhavelbment of @ei Task
| b mlan and inislate lnrge  develop-
,.' ;n busik - projecla wicheilt Teomies €3 oxe
w ,:l::-.':ﬁrl'm Expaaishiry Hnynedng: in
R wbhemofhe dodnesklc foemrren
Fliiye TosdTe SoBrce 508 Fovirs ooD-
elFainiy i -the babinee of pirmpenss
have sinemyod Such gpdverse candi-
tifins Are. by wod lanse, dus rp rec-
Soba bepimd Slve tasboodl ol b Ghas-
remmaint: aod the wew holg by tha
Uivernmend Dos abgay: Beon  thak
ictelrn o RERlEemafs usad  Judicisusly,
el enable Wil Lankw ta melks the
SECCAERDY | altuenmsl  efaoecs o snd
oild pp o Avane enenamy eapikls of
sell spetoined aTaelh ol ool wiEh-
aoaniingy  edvesde caterag] [obors

Tt énll ot the pepsent owern-
el T large chmmitments of old
IoT  annedivs develonmens pigjacts
prch B8 the Acselerpted Batiavall e
P L] AL L 1 FProartamineg. has cmet
T o hrwitivo responer feem chi b=
sermadioiE]l  aomeronnity, The Latal pls

R HH O

BN RO [ONASTREY

ATEE LR I RETE N iy

L2 5 milliem

1haT 1G5 |2 114 iean
d. Anshorseimony o Aenaberaicy
R v i ady Ay =i .00
I, Ckbewoaid AT SR A b HHe e
L Eann b wavisinis e Jiily W2 ¥ A A
coImdtEent: Tnckenged. | raplely. i 4 pcliis of nEoot TS M5 e per

e acnps uitor IRTE Tubin 3 balos
glioes sk fe ievcl of “domesids fixad
tametal  Infoenddon o Bhih poveInmmont
wion Totaly alan Ineraizcd b &0 £ven
highopy Tate during the sems perlod.

IE gy b Licded Ghiat she prestar
avpilaiibts  of forclon orsisinnee souy
Wadniialedly pa impirisgl facksr Pen-
ey - s dtomatis gmowihoin o-
vesbrnrnt which fidleered the eopaarmla
FRiGrms o 1977

Ty duIlng e poring 1870-
LS TS AVERLES ARerRage e kid idie

Lcsiment- i2d heen 8.1 per venk Lee
dpreirns g sgalned e Rrorpge ih-
cierae nid 110 par sent i eommit-

FLRnhs, 8iee 10E s et rates
Ievn o ehawys o furkhbr  dowtiward
Lrared, This tredd da explaincg - maibh-
I¥ ry Lhe ot ghat dkers has beom
Aopenindis  JilE doring the sicpe
|reriiel froon chirdiudity 23d Lo slow
dlsburresipg projaet  afd ood-a  sun-
etanilal  ienuaess o comdtments,
'Phe- Gavertmeit - 13 olly sware of
Rhiv probloms Cwsd skEpe oare heing
Caren b remove DRacadurul  hobtle-
naeke sifeciily, dlstarsements

The' tolE] frolgn ald ddabagrse:
ienlbs i che pefad 1861 o 1503
il dopend tooaladiEs eatent @nLhe
etz o' impiementzldsn of the pib-
Uz Inveskinent, ATIETamme, &
lavge pronaition of the Dudgetary pib-

e irieeshmend DEoptasnine FBS DET
coof ol AsEly i ta b A ared

eliromaly  Porglezs aid, O {he alrsay
wimeitisd sid, Sisbsements an the
ApnalElalad Mshinvel Dieveinprmnant
CUOERRITRe il g expieted Baopeacil

SR AR OO R TR, MG URE BN S AR
s BT 1 P L P R

(IR i [T -

CAFr A
A
T Pl o
(IR T LS PN fEa
PP Ecf P [ B8 gt 16K

L

Fied i Fenatiog
[Eromuplaity ™ T
5o Fisedadpind fooceaiin donta b o4 Lo

ol o] G e s
Povss witeaching: s,
TL o WL S ol o RERT | PSR TS

=,

i
1=

g S R L O I R

LERS: 1o farg TiE0
ol 254 ™y “ivkd
S | it 25 W
$85 A2 132 Fa
A 3= T I

01 [l e e AN RN BT o i | P

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

ey durlne tha tw yenr prrlod
LAl 85 Folb purposss of muldng 8
Frodeciion of aid digturseinenty R
ihe proolsd 1022 Le 1035 it haz  besn
nasumed  Lhel- forcizii oald | commilb-
gty ather thaon thaeze fir Tiaka-
Ol - hesdwa s s will 1nersEeo am
Deoxfroeicly et the Epke of 100 per
GERL Cfr anmafn and thios he gia-
Birgoment fatis an anen nid wiL i

Drode over Hice The add dishurses
TINEE e Mahoesil Teadworlss  hawe

bromy related to the aciund ‘molomen-
ballan - schedalss that are ourrentls
Arsilalle. L taklo 4 ohove showe
List grose Moveim ald peoisstisn whish
8 ward LU sies medinm-term . Trama-
TOrK.

The pld esneibicent sasmnpEsn
wads in the poectlon shoarn 1 the
nhore tabln mear e consdfersd g2 rop-

eercndne the  miofmool especko-
Hoin Tno particular ik oies nol taks
into  asconnk oany mchdithiissd POTH-

LRIt I eespegt of Wabhaeal heed
Wik

Sz 197, larga pdep incropaes
Lo AT Ll ndermst lona) morkets
scttdling: to petes Indiccs  prepared
T tac World Pank, che faial Inoronsn
o ihe opites of  meouisclicsd pro-
LEnE exDootod frorn the Dngastrialiced
eonirles Cio grvalarlos copatrlss
was mhuut # per ormd, 0 the perbod
I w0 1em, This reauMed 1 & cob
eldarphla - decline dn the poohinm nf
TaRl  vespareas vededycnhilod o 111
nndigtnTeed g ool s, )
iLordpEigience o this Cdevelopment
chud wowival other fuetors, 1arer G35
Toralnes Lebworn oveifm - 23d Te-
Quicemaita ANA | avallabilliy Dowe
R eieImerl n the rocjar deselop—
et Erajecls. Tha snooth  Imple-
taehbatin of the neblie nresiioant
DooErd e dopends eritiullr on whe-
bhzr andidional  eromiteents ol
L2 owade bor the Qocima f3 1 thess
Edgs. e pnarcidabls,  Bhe o Giny-
cimont may U romoiercial s Abobc-
efind fo sppplimant gincessionary 8-
pletance. Howsvor, it 12 toe policr of
o Ariarnmopt O that such™ | #nan-
ving wU1 Le Vaed ool a4 5 Lo Tesnrd

Bl WemeEw, Wiy Ao



yrA thy aimoant do msbiliscd sounld
bpr keDt to a mimimam,

Thna recenily obapmverd  shlit to
prgene Bazed a3id had - the offaes of
sluwlhe ~downe tha rata of wid dis-
blsacoicngs, In wlewr of Ghe relative-
I larzs defiedle ome tle dplolwee . of
paFmarnts Prujgdted  Lor the fedt five
R, i s Decotas ncressary o hnwe
i the ald Mpepline 3 14r'ECr ¢OMM-
ponens of gufck diabuarsing wdd, pol
vecpsazdly oled 3 implementation o
sZeveltpment prrdnals, T fre,
whe most dmpucseat need ooes i [or
i Pleschls carmmadity oid, inelod-
e A ol Ieh eriddd Beeodsed e ML=
potc capltal  equignient  Iny sdevel:p-
mant projrehs, where gopa o foreign
fimerising hawr appeared,

Canltal -Bndgets 1080 and E0H1

Budget periormeanss io 1200 was
AsatiEfactors with the owerall  Oecal
dalel: ezpanglic Mrom 14 per cend
af 30F In 1878 Ta 21 per cend o This
was lasgcly due 1o the implements-

tion of the pable fnvsstoent  pro-
gremmee g of shach bad areads

Tt eenndear srisinil cxoerbidlnmge
Toie wrpilhal L An mEheek of  1ne
Yahoveld - Dosalopemed. RBiakd, the
Mzidomel  Dfeing - Aucharity,  tho

s Deolect ‘the ¥Nadona) Telewlsion
Traleet. the Amorbizsilon  of Puailic
Dizbd. ITdigation, smd Urban Dovclop
ment  anthneitr were  agnplieniented
suibstenlnlly duzing the badisct year
b Cpliess Cln0Psrgce Ao wapite] 2R-
Trmeilinee Loookbier willks Incressen
it remrtenh oexpemdibiee nmimgnfing
Gea Hee M0 mitlinn 1led o moslbadElon
in wrhfeh e Chuvermmesis was fioms

petierd go hartvor fmm tha brsamis iz
saratrm En the - axiplin of RE TOTY
mid . TNt inveshtne s in the a2co-

ey dlere P Ar3malidally A6 peT
At Ol G o 19800 withsub o enr-
secpolding o lnfoEeave In doboestin
mavinge. In fset the latter declipes
to- 15a per cent o 197H mucd  19d0,

T o view Lo provenilne the
rFecurienoe af
Choarernment  wnderionk o3 Gomplete
rowlim of dits ewerbment DESErEnmione
N Kivargter 1RGN 8x well oy i Warcs
1651, Ik [3 3 &ev glrmenl of  Goer-
rromantts preilivr Lhat vaptlal  repete-
cilbinee  ier The  S0¥FrFnINenh Lodned
must e fontalved wiildn Wiedts coq-
slotent with the wvolpme af fGoandul
nngd Tenl remmrers o cetfmatcd too bo
wariinble: for pabiie dosestmoesl, - The
Seevelnmens las thernfiore, set Hosll
erpensltute caligs. ®hieh EG o[y de-
terenionged o adbora o

[T PRl LT ATETLTE O R B
Mifzoer af Feanse ona Ploinis, -
.'|-1'|:I_'|-' (L N R e e I B

Bropodae Hevoewr, Blay 19

Reumce:

thiz situatizn In 1981

| EMPLOYMENT

g 28 e fovaurable onteomies
ol thoe palicies Introduesd sines Jate
10 Jaas been bhe encalios of 8 lares
nurnhar uf - newr and  TemoUnors e
iube in seweral seelops of 811 Lanka's
ceimemy, This 18 Epenerdlly decepted

sod  puidonn I tRe eniplnFmerl
flpuIes. The total ol of $news
emplogmaent.  appdTlunllivs  cmosted

wiliinn  fhe urganiscd soeldr, dosine
[ Wz AEeres pope periorl 1978-E0, 15 Gili-
ety reporlerl oo heve tocalled 276 155,
There wia alsa & lacee  Tegenvolt of
{wapkonment It e Infotmal seer
Lomd 31 -5t least 25 per cenl of
TS OEE wrre Tound Johs in iy soonor
iEI. conElgeralile el rould BiEre beeil
creatald e it problem of wnemplay-
Liell which fecd the Corerrment o
Tate I6E, I6:d2 dfclaily noaieliingd
Lot the Ineresze i e plavmenl in 15e
public gechar atkk the argamized pol-
valy secior was nboul 1450007 IRTD
arl 1BRA00 in T apd thet flhsse
entplatmenl. growhh foncls arp 82 el
ceal in 70 nper oemtomore than the
erstdnvment grogln Srend ol [BE 0
itk popurlunities pey weay recordcd
tar the veriod INT2 tn 1675,

Provlalomal date fam the Cep-
irel Bapk's Constiner Finernes sl
Aogtn-Eeamonle BUbwer of 1575 ke
verled that Whe role of vocmglozmoen |
had deopibed Lo 15 per cent Lo H5R
frodm & Bale off 84 per cant Lo 1973,
This Survey 1= alio reported to hags
Tonnd Wl Lhe pserass nomber nd do-
sandents oor dnecme Teeeiver hang
dropped By adomb M per ceal Ji 1806,
Pmnleds wlso gimifivme thas tlhece oms
ta - defnite lmprovement in o om-
tpliyment. stimation  thot yenr  Al-
Caogh gstnered koo bhan 4 pears
Dago Fhls dsta I8 w4l torinbive o the
]'ldl:]:ll:l['t Liaz vet i be fficlaly reless.
(5 I

Tailig tlie dafe froon 1H=  Soala-
 Feimomle. Burvey,  the  Mindstrr. of
Flan Implementation coneinded 110 4
|".F'Er_f:-rr.1i::.-p:rs Ruuord 108 chat the
ronumeber ol ubnemplasced whish - was
R A Ced ok oinpor 1 pulion 1o 16970
| i eoceg dow oo 575,000 ancordlig b
eqilirko: pralinble from ihilg Sursow.
It roepnriy that che Maekess: in emplaa—
imenh I the pablle  aecipr and’ the
afpiteised privaie Ee0bOr . sEs mBORE
TA5 00 An 19T arngd TN 4o 1578,
Tha Mintaas of Plan  Tmulonsntz-
hinz - aleg conddels s men 'Burver of
Jags Advertized in the Presas and from
this Bubvey 1t his found & posikive
iomroearnemt An emploFeent eenera-
Ean orer the rears, with fhe 1950 per-
furmnnee  Bpparenily Ifmpivving on
Lhat of the previows oo amars; To
minte LRk muaklicakos  Perforsiatics
“Tha Ifollowing palicrn nf emplopoeist
FEnEriddan wans revealed be a Peapnt
RULVEF by Lhe Miniatrs of Plan Imple=
menlalinm

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

‘Un:eri‘ain Unermplnymenr Picture

Fuiqed e i '.J-_. o mafle Sdue Fiyas]
374 BT
oy .-.-1':'.5

I8 el Al

Thee girad oo redfh Irdleasasy Ll anal=es i
FRTTUR I TR R O DT AT SRR e

The Cenirpd Bank which  has
colide i 1ls oml aviruul sursey Lov
Pty wETs Do has ceporbed 8 com-
Lleacy altuedan for 1530, Its annoal
Bepoet fo 1900 hae' shown thel ihe
rese of arawth i cmplormiess T 10y
was relailvely sy

I s arpued | Lot The relutivaly
lawes fate of gruwbh in uu.n{:la.vm-;:ul.i
o IRl could be mainiy stiriboted o
the feneral Teduction Jn tha IsRaur
Abaucplivg capzetty of Fhe Kor seesivs
ol ihe cionemr. The Cootrill Bane pw.
Puch matihalis "Trepite the Digh po-
mudatles tainl for 1ae pacisd 1058—5
tHETE Ry bern & stefdy dopronss 1
E‘;E Late of emplorounl creatlon o

B afgangend geolil  partleuiasiy in
1REL.  Cexmpared Owlh OIS 000 and
115,000 oponeiurdiics fn TUTH and 1970
rrepeetvoly. the nomber of efnplor-
ment pifered by governmetil depuri-
moitE. Eemdomivernoiond E:l:ildluj:l'[uu;.
®od other  ammnpizad  polvide zcehar
citarpreg i, Shois coninbaling o
e Emplovces’  Proeldens P
alnciriled o enly o IRA3s This dipes
bl CHumrsser. Ihelude Ehe gddilionn?
inbg erested  in bhg  umoreanimed
pilvace mectas, the madiflooal wkgrd-
SltnTal  sestor nm o weell ae uny imn-
crogss o seEli-omaoloytoenl o TuTions
sactots tnotha peonosr.

Accurding to 1he Central Banks
enrind sgover ol emplogrmese Ia the
bt seebor, fmplap s U goear
ment - deparbamenls mose by 8195 In
LG, mi aradns ]l nn Inereass ol 23178
1878, Te - romi-guserntnent e
doma. the merefor of Dew {obs created
o I1na wiee G818 polnaved  w=ih
RER im0 Drovisbmal  dsts
chilaltied foom the Hanfovony Provi-
derl Fund 1eenids nnd nlsy from
sumple of e2estlleliments 40 the pri-
watd geetnl, Wdicaled o foknl of 5060
TEY eTalarnient ::P];lnrtrumue.g EERa-
tetad Ly ho nrganieed private soeluc
ekl hinaas!

This clear thet emnloyenenl npoiT-
cuesiias mmald harve ta he I'."J'\-E'!II:I'I'FE.‘i' q
gy fasice rate [ Lhe number of
uncmolored are- to  he honk dewn
Meen I SUOLOD jobs were cronlel avor
the laat S weare les<: thapn half the
aampted LT milliom uwnemploved
1337 eouid Hure tewn found Slace-
Hients, To sdditinn, cheee are amnkd
125,000 mire  peraema  enterlig  Lhe
lphmir forees and 2efkine: emnliog-
et eweTIr - rear. O 1Rl s ppto
fdata the ns=w snirants ko the Yehoor
sorce ginpe mld 2097 conld bo osbms-
Led at aroatel 00000, whdeh me3ls
that nnless the jok rrmetinn rale 4=
stErped e wre could g6 he . bthe
BkEs piosLilon ws f00r senes s,

L5



RUBBER

Depressed conditions
keap down prices

Depressed conditions in the rubber
market both infernationslly and
locally continued to effect producers
and the trade in Sri Lanka through-
out May. Most effected have been the
country’s rubber ' small-holders who
produce sheet rubber and were having
problems of disposing off their stocks.
Upto the end of April there was &
heavy stock build-up of sheet rubber
and in an attempt to relieve the
muation the Ministry of Trade inl-
tiated sheet rubber auctlong in Col-
ompo.

The first private sector sheet
rubber auection was conducted In
Colombo on April 3 by the Colombe
Rubber Traders’ and Colombo Bro-
kers’ Asgociation. At the first auction,
syhere 178 tonnes of sheet rubber were
on offer, attractlve prices were realls-
ed for all grades with the average
price ranging from Rs. 10/95 per kg.
for R8S 1 to Rs. 6/55 per kg. for REB8E
5, But the next week’s auction and
those that followed showed thai the
initial April 30 auction prices could
not hold and sesmed to be artificial
Prices dropped over ithe next few
auctions till only at the end of May
there was some lmprovement.

At the second sheet rubber auc-
tions in the first week of May pricey
declined from the previous week for
all grades. Two auctions were held
during the week, At the first sale
RES No. 1 declined by Rs. 1/52 to Rs.
1/98 per keg. whilst R83 No. 2 drop-
ped by 70 cis. to Rs. 2/36 per kg. At
the second sale RSS No. 1 was dearer
by 38 to 76 cts per kg, whilst RS5 No
2 wag 16 to 30 cis. per kg. better. Pri-
ges of all ather grades eased.

The sheet rubber offered at the
next aunction in mid May also did not
meet with strong demand and a gene-
ral decline in prices over the previous
week was observed. At the next auc-
tion at the end of May there werc
two sales, and both met with good
demand and higher orices for all
gra e

The conditions m  the rubber
market were a refleciion of the inter-
wational situation where repressed
tradine conditions were a regular
feature. Weekly market reporfs coms-
mented on the fnactive’ conditions
in the London rubber market with
values easing at the beginning of
May; and again in the following week
tquiet’ conditions and ‘lack of buying
support’ in the Singapore markef;
while in the Lnndon rubber market
‘thin and featureless’ conditions pre-~
valled., Towards the end of May there
was a very slight lmprovement with
prices of most major terminals moving
up quietly, as anxiety grew over the

14

Middle Fast sliuation and in turn
prompted some speculative buying,
The trade was concerned about
the uncerfainities and generally de-
pressed conditions €in  the London
market, on March 24, R8S 1 reached
its lowest level since December 1578),
and drew attention to adverse effects
of price instability on both producers
and eensumers, Asg the “Nafural Bub-
ber News” maintalned in a 1980 issue,
on this subject of price instabilify in
weorld markets, such a situation could
fdestabilise the Incomes of small-hold-
er’s who are the malnstay of produc-
tion in most of the rubber producing
countries; the {irading position of
producer nations, particularly those
who rely heavily on this commodity,
call be changed dramatically by 2
sustalned fall in prices; a high degree
of uncertainty as for the course of
prices anuld fend to restrain the leval
of investment in expanding acreage,
replanting and in processing facill-
tles below the required Ievels: and
instability could also. pose problems
for lssues of development planning
such as policies regarding employ-
ment, investment and plantations.

TEA
Production and Price Rises

A favourable trend in Sri Lanka’s
tea production was the increased
crop upto the end of April. Produc-
tion was up by 11.1 mn. kg. from
57.4mn. kg, in 1979 to 68.5 mn. ke. in
the first four months of 1980. Total
production of major producing coun-
tries have also increased by about 9
mn. kes, during this period with lar-
ger inereases being recorded in South
India, Malawi and Bangladesh. The
North Indian crop suffered a 5.6m kg
reduction as & result of the drought
conditions prevaillng in fthe reglon
around Marech thig year. Sri Lanka,
however, recorded the highest ecrop
increase upto the end of April, (See
table below). :

CROP FIGURES OF MAJOR PRO-
DUCING COUNTRIES (In Million Kg.)

{(Jan-April)
Country 1980 1981
8ri Lanka 57.4 88.5
Bangladesh 3.9 41*
North TIndis 33.0 27.4*
South India 35.2 385
Kenya 265 245
. Malawl 174 19.2
Tanzania  (a) 3.8 3.6
1771 . 138

* Estimated. :

{(a) Upto February.

Total gross sales averages upto the
end of May showed a Rs. 2/50 increase
per kg, over the same period in 1980.
The total sales average per kg. for
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Jan, — June 1880 amounted to Rs.
17/88 per kg. a8 againgt RS. 20/30‘1'0:'
the same period this year; the high-
est increase being Rs. 2/83 per kg. for
medium grown teas, Production costs,
howevet, were also reported to have
recorded a marked Increase as a result
of the euts In the power supply
and other factors. Costs of produe-
tion were reporfed to have increased
by nearly 50 percent between 1978

%;131:} 1980 and had increased further in

According to a Central Bank
computation the cost of production
per kg. over the Iast 3 years was as
follows:

Vear Rs. per kg,

1978 10.50

1979 12,70

1980 15,50
SPICES

Clove and Cinnamon experts rise

Ezport earnings from spices in
1680 showed a marked improvement
of 27 pereent over 1579 levels. This
was primarily due to the exceptional
performance of cloves, earnings from
which increased by Rs. 96.4 million
or 101 percent over 1979 levels. Cin-
namon foo made g small contribu-
tionn towards this favourable ftrend
with an Inerease in earnings of 12
percent. Although cardamoms. Dpep-
per, nutmeg anhd mace recorded an
increase in earnings during the last
quarter of 1980 as compared with the
same peried in 1979, over the whole
year the earnings from these spices
recorded a decline over 1978 levels

One reason that could be identi-
fied for the drop in earings from
cardamoms was the tenslon in  the
middle-east during the latter half
ot 1581 due fto the Ian-Irag Wwar.

As a consequelce buyers were not
interested in making purchases for
fear of delayed shipments. This

situation led to 2 drop in prices
at the loeal auctions during  this
period: (Takle T). With the easing
of tension during the early part of
1981, a dearer market treid was
observed and prices for cardamoms
gradually Improved as evident In
Table I. Although export figutes for
thls pericd were nof available, one
could - expect a more favyourable
trend during the early part of fiie

year. Prices of  cloves too  have
shown an Increasing trend since
September last year, and if this
trend coninues, one could  expect

EBcowonmic Review, May 1981
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Unprecedented Imports and

Deteriorating Terms

A feature of the pattern of
trade in 1980 was the unprecedented
Increaze in Sri Lanka’s import bill
and the sharp deterioration in the
serms of trade. 'Whis was a direct
impact ca the liberalisation of trade,
introduced in November 1977, whose
objective was to ultlmately boost ex-
ports to an extent that would fin-
ange any merchandise trade deficit.
Uniortunately, the anticipated ex-
worts boost has found difficult to
materialise in g situation of grow-
ing global reeession and uneon-
trolled domestie inflation, Also, the
lure of quick and big wrofits through
imports and frade In the domestic
market has attracted more manu-
facturers and traders to the domestic
market rather than to exporis

The argument was that when a
gowntry embarked on a  develop-
ineng programice, as 1t did in 1877, it
was not uncommon to incur current
account deflelts in ity balance of
payments., It is  generally through
sueh deficits that forelgn resources
are absorbed into the economy. In
this sense, the defleils recorded in
1978 and 1979 were not consldered as
adverse. One factor during  these
two years, that may be considered for-
iunate, was that the counfry was
able to mobilise snfflclent external
resources to finance the current ac-
count. defleits. In 1980, on the other-
hand, the balance of payment deve-
Inpments were such ihat the exter-
nal resources mobilised were  not
sufficient fo finance much of the
current account deficit. This resylted
in a substantial adverse trade bal-
ance which had to be financed hy
other means. In these citcumstances
the only recourse was to running
down accumulated iforelgn reserves

of Trade

weakened foreign exehange situa-

tion. The overall balance of pay-

ments situation which stood at  a

surplus of Rs, 3,313 million at the end

of 1977 had now turtied to a deficit

?£~§S' 2,967 million by the end of
80, ;

The major factorresponsible for
the adverse trade position last year
was the sharp Increase in the valus
of imports which amounted to Rs.
33.537 million (SDR 1563); this was
1 inerease of Bs. 11,077 million or 48
percent over that of the previousg
vear, In contrast, the export earn-
ings inecreasad only by 13 percent to
Re, 17,273 million (SDR 803 miillion).

and a 17 percent expansion in  the
volurmme of imports. Export earnings
also increased but this was entipely
due to a 17 percent upward move-
ment in the export price index, The
volume of exports as indicated in
thie export volume index decreased
by about 2 percent. The result was
that the terms of trade deleriorated
14 mpercentage points last year, from
T2 in 1979 to 58 in 1980, This dec-
line in terms of trade was 2 major
feature in the adverse trade balance
recorded last year. Sri Lanka is re-
ported to have been among the most
severely atfected, in its ferms of
trade, of the countrles of the region,
For instance, though countries such
a5 Philippines and Singapore suffer-
ed a decline in terms of {rade the
impact was not as strongly felt as
in the case of Sri Lanka. A slig-
nificant feature in the terms of
trade, as seen In table 2, is that these
terms huve been detericrating after
199%, sradually upte 1578 and more
rapidly thereafter, It is important to
reglise the significance of the im-
pact of the movements in the terms

TABLY 2. FOREIGN TRADE INDICES 19701980
Tadex Number (1978 =100)
! Y OLUME PRICES ;
Year All Al Ali All Terms
Exports Tmports Exporis Toporis ~of
Trade
1570 107 77 17 16 106
1971 1044 68 17 i7 98
1972 102 67 L7 18 94
1973 103 a6l 20 24 82
1974 89 43 El 42 72
1975 107 52 29 49 58
1976 102 57 34 44 18
1977 94 73 55 54 162
1978 100 100 100 100 100
1979 i01 123 10D 152 T
1980 99 140 126 217 58

Source: Central Bank of Ceylon

The net result (see Table 1) was
an adverse merchandise trade bal-
ance of Rs. 16,3684 million, the worst
the couniry has ever faced. This
situation was also reflected dramati-
cally in the terms of trade.

As seen in table 2, the Increase

in the total value of 1imports was
largely the result of an increase of

and subjecting the counfry fto 8 - 65 percent 1n the import price index
TABLE 1. EXTERNAL TRADE ACCOUNT 1975-1920
(8DR Million in brackets)
1975 - 1976 . 1977 1678 1979 1980
Exporis
s, Millions 3,933 4815 6,638 13206 15273 17,273
(464) @9 5) (659) (674) (759) (803)
Imports -
15, Millions 5,251 4,646 6007 14,687 22,560 33,637
(617) 477 (630) (774 (1.12D1) (1,563
Trade Balance -1,318 170 0631 1480 -7.287 -16364
Rs. Millions —151)  (H18) (4-29) (~-100) (-362) (~7613)
Terms of Trade
{1978=100) 58 78 102 100 72 58

Source:
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Sri Lanka Cusioms Returns and Central Bank of Ceylon
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of trade, particularly its bearing
on. the performance of the economy.
The main reason is that foreign

trade still plays a major role In
the economy of the couniry.
EEXPORTS

Export performance, particu-

iarly volume of exports, was disap-
pointing in 1986G. The export volume
of all export sectors, with the ex-
ception of Industrial exports, re-
corded a decline last year, The in-
cregse  in international prices,
through global inflation helped ex-
port earnings to show some im-
provement. Fxport earnings, in
rapee  terms recorded an increase
of 13 percent over that of the pre-
vious year while in SDR terms, the
111crtea.se amounted to only 6 per-
cent.

Tea exporfs continued fo pro-
vide the major share of the
country’s export earnings despite
the bleak tea production pieturse
last year. Tea production in 1980
is reported to have decreased by

Fcowomic REVIEW, May 1881
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TABLE 5. MAJOR ITEMS OF [MPORT IN 1078, 1979 AND 1950

Valge Bs. dMillion Percentage of Imports
8 979 19%9 1978 1979 1280

Petrolenm products Ge e oy 3,961 $170 - 16.4 125 243
Roilers, machinery and :

appliances ; 1,848 2,080 3,394 126 G2 10.1
Motor vehicles and parl«: : 988 2,076 3,000 6.7 9.2 2.9
Iron and steel articles ... 928 1,160 1,618 6.3 5.1 4.8
Electrical machinery, :

equipment and parts 554 904 1,546 3.8 4.0 4.6
Building materials SR Y 368 610 1.0 1.6 1.8
Sugar and sngar E

confectionery £3 620 943 1,931 4.2 4.2 5.7
Cereal flours : e s DT s T 1,801 14.9 7.6 5.4
Rice and cereals 689 1,484 1,338 47 6.5 4.0
Ferll.hrc“\ = 252 674 1,333 i i) 3.0 4.0

extiles and textile amcles 1,218 Rl ] 2,308 8.3 (0.3 6.9
Papcr and paverboard

based articles 239 296 407 1.6 1.8 152
Others 2,608 4,537 6,212 17.8 20.1 18.5

Totni : .. 14,687 22,628 33,675 160.0 100.0 100.0

Source: Department of Commerce, Statistics Division and Sri Lanka Customs Return -

TABLE 6. IMPORTS 1977, 1978, 1979, AND 1980
SRI LANKA’S 25 MAIN SUPPLIERS OF FOREI(‘N PRODUCTS IN 1980

1977 1978 1975 : 1980
Rsm. % Re,m. o Es, ni. o Rs. m. o
1. Japan 398 6.6 15904  11.00 30053 133 4.30i.8 . 128
2. Saudi Arabia 747 12.4 1,385.3 9.6 1,569.7 | 35275 10.5
3. LI 327 5.0 1,396.1 9.6 20149 89 3,206.0 7.6
4. TIrag e S 2005 = ES 704.0 3.1 2,082.2 6.2
5. Tran 586 9.7 858.3 5.7 739.7 3.3 1,814.3 54
6, India ATy 62 12420 36 23344 104 1,594.2 4.7
7. Singapors 126 Bl 405.0 2.8 1,358.8 6.0 1,520.1 4.3
e MBS S S R R 8.9 1,104.6 1.6 1,211.0 54 1,492.6 4.4
9, France = ... 231 3.8 690.7 2.6 4817 2.1 1,309.7 39
10. Germany F.R. 223 37 831.9 5.7 12221 5.4 1,176.9 3.5
11. Ching 284 4.7 452.5 34 1,039.2 4.6 - B40.2 25
12, Netherlands 107 1.7 380.3 0.7 354.2 1.6 772.5 2.3
13. Hong Kong 44 0.7 213.5 1,2 517.3 2.3 689.0 2.0
14. Australia ... 291 4.8 7384 5.5 1,077.9 4.8 653.0 1.9
15. Belgium ... 73 1.2 230.7 1.6 141.9 .6 5522 1.6
16. South Africa 10 2 1004 0.5 354.2 1.6 523.4 1.6
17.  Pakistan 273 4.5 172.2 4.8 491.9 2.2 496.2 1.5
18. Sweden ... 33 0.5 106 0.7 352.3 1.6 443.6 1.3
15, Canada ... 71 1.1 263.4 1.8 291.3 1:3 402.6 1.2
20. Burma ... 167 2.7 498.7 34 1961 B 7 3896 1.2
21 Switzerland 22 4 100.7 Q.7 295.6 1.3 2804 038
22.  lialy 139 23 =252 1.5 263.9 1.2 2334 .07
23. Malaysia ... 29 i 1004 0.5 140.3 6 197.6 .6
24. USSR, .. 131 2] 237.5 1.6 167.8 o 177.4 0.5
25. Thailand ... 287 4.8 477 03 167.0 i 165.9 0.5
Sub-Total 5,514 - 91.8 134434 92.0 206153 914 288472 858
Others 453 8.2 1,170.0 8.0 1,945.1 8.6 4,790.2 14.2
Total e 6,007 1000 146134 1000 22,5604 100.0 33,6374 1000
Source: 8ri Lanka Custoins Returns and Statistics Division, Depariment of Commerce
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while, the category of Intsrmediats
gocds inecreased ibs relative s share
upto 46 percent in 1980; angd the
share of investiment goods amourited
o 24 percent of the total goods last

ear. Tables 4 and 5 present an over-

gll picture of the major items and
categories of Imports.

A notable feature in the patiern
of imports was that petroleum pro-
ducts took up almost 25 percent of
the total import bill in  1980. In
terms of value the other items
which showed major increases were
sugar and sugsr confectionary; fer-
tillzers; building materlals, bollers,
machinery and appliances; motor
vehicles and parts; and eleetrical
machinery, ecauipment snd DATLS.
Despite  the sharp increases in CIF
brices the  objective of  diverting
more resources to investment goods
and investmen* nriented  activitles
was actively persued over the Iast
three years,

The value of investment = goods
Imported during 1980 amounted to
Re #1427 million, sn increase  of
about 50 percent over that of 1979.
Machinery and eguipment took up a
large part of this category of im-
ports, together with transport equip-
ment and building materials.

The expendlture on import of
consumer goods amounted to neatly
Rs. 10,000 million, an inerease of al-
most 25 percent over that of the
previous year. A considerable part
of these imports were categotrised as
consumer durables and alsg non-
easential or luxury gzoods; the steady
inflow of the latter into the coun-
try began to cause concern to the
aunthorities in the early part of 1981,
The annhual report of the Central
Bank for 1980, estimated that con-
sumer durables were only 6 percent
of total imports and only some itemis
from these were  non-essentials
though later official estimates
ranked at 10 percent and ahove.

Another significant item in the
import bill was that of  textiles,
which went up from Rs. 1,536 mil-
Hon in 1879 to Rs. 1,720 million in
1980, Though fextiiles and garments
contributed 11 percent to the total
export bill in 1980 nesarly 70 percent
of this has been estimated to be
the import content. In the case of
petroleum products too there was
a similar pattern. :

Ecowomic Review, May 1981
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FEATURES

DEMYSTIFYING THE ENERGY ISSUE

Mahbnb ul Hag

titled “Negotiating the Future”

Reconstruciion and Development and
this papsr Haqg examines

energy issue,

The -efforts to organize global negotiations om a New International Eco-
nomic Order have confinued into 1981 with no significant result. There are
still spbstantive and fundamental differences between the approaches of the
Norih and the South to these negotiations, One area of major misunderstand-
Ing is that of energy, more specifically the petrolemm fegue. In a recent paper
in the
Mahbub nl Hag, Director of Policy Planning at the Internations]l Bank for
author of the Poverty Curtain  and
several other works on development issnes maintaing that the deadlock is not
(& cause for pessimism buf an invitation fo sober reflection, In the course of
L clesely some of the major issues in the debate
including energy: the global monetary sitoation; international resources mobi-
Hzation; and the world feod system. Reproduced here is his analysis of the

US Jownmal Foreign Affairs

One can hope thai both the
rieh ecountries of the WNorth and
those of the South have learned
some gulet lsgsons from the expe-
rience sud mistakes of the last few
years. These should be drawn upon
in niaking a new attempt to revive
the stalemated global negotiations.

A fresh approach can be made
by examining the premises of the
old global order in several specific
felds — such as energy, fcod, the
monetary system, resource trans-
fers, trade, economie development,
technology, multinational corpo-
rations, and international institu-
tions. The basic stratesy should be
to let the analysis itseif lead to the

final solation rather than to
start with any preconceived pro-
posals.  Four conerete guestions

must be posed in each case:

-~ What are the premises on
which the old order was
hased?

-~ Are these
yalid?

—— If not, what are the new
premises which should re-
place them?

~~ Wil the new  global order
meet the legitimate Inter-
ests of all sides?

We will make an attempt in the
following discussion to analyze the
presept framework of the global
order in several economic flelds In
this spirit. :

The energy issue must be demy-
stified. No reasoned dialogus on
that lssue has taken place sg far,
as it gets bogged down in  side
fssues and peripheral controver-
gles. Bither OPEC (the Organiza-
tion of Petroleum Exporting Coun-
tries) 18 made to feel guildy -.
which {s hardly a brilliant straie-
gy for soliciting ifts co-operation -
or the industrialized nations ‘and

20

premises  still

developing counfrles are asked to
adiust to a new energy environment
without having a clear ides of
what historical and long-term for-
ces are shaping this envirohment,

The energy problem can be seen
;n its proper perspective only ir it
is viewed as one of the many struc-
tural bransformations that the
world 1s going through, and if it {s
placed within the framework of res-
tructuring of national and inter-
national orders which has become
increasingly urgent, The energy
igsue arose when the world was al-
ready confronting a profound tran-
sition: concern for protecting the
world environment; for eradicating
absolute poverty; for developing
new self-reliant styles of develop-
ment in the South and a2 new
value system in  the North: for
controlling the impending interna-
tional monetary crisis: for the es-
tablishment of 4 New Internatlonal
Economic Order. The energy issue
greatly sharpened the glohal percep-
tionn of these other fransitions by
demonstrating the essential interde-
pendence and vulnerability of all
nations. It is within thst broad
perspactive that the energy issue
canl be helpful as an engine of
transiticn, so long asg it is linked
with other related issues.

There is a popular pelief that
the energy erlsis (le. fths rising
real cost of energy) has “caused”
the world economic crisis. This in
a way, reyverses the seguehce of
events. The rising real cost of
energy is the result of the over-
load of the world system, not 1its
cause. The fast rate of increase in
ofl consumption in the past few de-
cades has led to z rapid depletion
of non-renewable resources. This
happened because the price of oil
was kept artificially low by inter-
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tgtional oil companles for a long
period. Paradoxically, it was this
artificlally low price of oil which
caused the eventual crisis by ilead-
ing to an unregulated appetite for
energy. If the oil price had been
set not In relation to the cust of
productivn — which was irrelevant
— but the cost of alternatlves, the
adjustment process would not have
become so abrupt and traumatic.
A Fallacy : :

it is widely believed that oil
prices are being  kept artificially
high af pressnt through cartel-like
action by COFEC: with the disman-
tling of OPEC, prices will crash,
This iz a fallacy. The current price
cf oil is largely determined hy the
{orces of supply and demand as
well as by the cost of alternatives.
Before there are sany screams of
protest, let it be noted that pro-
duction decislons  are generally
made by the natlonal policles of
QPEC members — not collectively
— much the same way as the Uni-
ted States decides to curtail 1ts
wheat production to limit excessive
supply. =

In fact. many OPEC membels
are producing more oil (because
of international considerations)
than is required by their own natio-
nal needs for revenue, If OPEC gid
not exist todav, oil prices would
probably stay at the same level or
even rige, sinee it is a reasomable
premise that oil-producing and ex-
porting nations may well deecide to
eliminate finangial surpluses they
do not immediately need and ins-
tead try to protect the real value of
their depleting assets by keeping
more of the oll in the ground.

Moreover, there is no substitute
for oil on the horizem which is
cheaper than oil right now. In fact,
those oll-importing nations which
are making costly and long-term
investments in finding gzlternative
sources of energy have a major in-
terest by now in s relatively high
price of oil which alone would justi-
fy these investments in alfernati-
ves, Finally, and most impcrtant,
the real defermining factor for the
future price of energy may well
turn out to he on the demand side:
the extent to which conservation
policies are pursued,

There is g widespread belief
that OPEC nations are extremely
rich; ithat they ‘create” enormous
financial surpluses which they can-
not use themselves and which put

BeonoMic REVIEW, May 1981
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of $20 billion; schemes for mobi-
lizatlon of larszer private forelgn
investment. The total investment
needs in energy are so large that
nere 1s room for all these inifia-
tives and great merit in having
diversification of channels for this

purpose. What lg important, how-

ever, is to ensure that these ini-
tiatives lead to additional trans-
fers; that they reflect the chang-
ing balanee of financial power 1N
the world; and that they are based
on 2 participatory system of mana-
gement and control,

- These are some of the Ekey
igsues around which global negotia-
tions can be organized In the field
or energy.4 The energy lssue was
analysed at length merely to illus-
trate that even in g sensitive area
like this, there are ways to avold
irrelevant issues and to focus c¢n

the new premises which should re-.

while meeting the
varlous

place the old
legitimate Interests of
natlons,

(The author illustrates this point
further in areas such as the inierna-
tional monetary fleld and the world
food systemn, in the context of con-
tinuing global negotiations and the
North-South Summit due to be held in
Mexico later this year. His final con-
clusion in this regard is: “A produc-
tive way of making a fresh siart on the
Norih-South dialogue would be to take
up concrete areas of the global econo-
mic order, fto examine critically the

premises on which they were built in.

the past, and to negotiate new pre-
tises where ever the old assumptions
have been ercded with the passage of
time or new assumptions are required
to serve the mutpal inierests of all
nations. Such an approach would take
the present dialogue away from empty
rhetoric, costly filibuster, and skillfully
engineered stalemate o more practical
and comstructive channels.””)
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Unemployment of Labour—Voices
from a Bangladesh Village

Betsy Hartman and James Boyce

(Institute of Food and Development
Policy}

The chronic underemployment
of Bangladesh's landless and poor
peasants represents a terrible waste
of the country’'s greatest resource:

the labor of its people. The demand
for agricultural labour is Thighly

seasonal - in the peak perlods of
harvesting, weeding the spring rice
and transplanting the rainy season

rice, most of the poor can find
work, But between these periods
they are often unemployed, with no
income at all. Taking these sea-
sonal fluctuationg into account, a
United MWatlons study in 1877 set
the nnemmnloyment rate in  rural
Bangladesh 2t a stageering 42 per
cent. For many, this figure trans-
lates into chroniec hunger znd even
starvation.

Masslve undersempioyment mesns
that millions of people cannot af-
ford to buy basle consumer zoods.
This lack 0f what economists eall
“effective demand” is in itself a
cause of economic stagnation. In-

dustry cannot grow without a mar-

ket, but families who c¢an hardly
afford to eat are not about o be-
comme consumers of even basle items
such as footwear and soap. Indeed,
thelr lack of huylng power 1may
act ag a brake on food production
too, Discussing the prospect of
rising unemployment, a cable from
ATDYs Dacca mission states, ‘“These
findings In turn cast doubt upcn
the feasibility of eurrent foodgrain
production strategles, Iimplying as
tiey do a general reduction in the
level of demand”.

The rural poor of Bangladesh
represent a huge, untapped. work
force for labor-intenslve agricultii-
ral and industrial projects. Mobi-
lized for development, they could
he transformed from a drain  on
the nation’s economy into a powser-
ful asset. Yet despite the fact that
labor-intensive rural works  pro-
jeets are frequently endorsed as &
key to development in Bangladesh,
efforts to implement such projects
run aground on hard political rea-
lities; the government has other
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priorities. As the ATD cahle notes;
*“The government’s Rural Works Pro-
gramime is widely reported to have been
in a state of deterioration In recent
years owing o a variety of manage-
ment difficulties”.

For thelr part, the rural poor
have no incentive to undertake such
nrojects as long as they are de-
nrived of the land which would be
improved by thelr labour. Even 1if
mope Irural works projects were
instituted, the extent to which the

Among the most pressing
izsues that emerged with the world.
wide recession of recent Gimes
were the problems of the growing
rates of inflation and unemploy-
ment, Tn our last issue (April 1981)
we carried country perspectives on
the unemployment problem from
Mexico, India and Pakistan, Held
over from our last issue werg
three more such overviews ecover-
ing Bangladesh, Japah and Bri-
tain, A recent issue of the UN's
“ONE WORLD” Supplenient
carried various couniry perspec-
tives of these problems. The over-
views on unemployment in Japan
and France published here, are
from this supplement: while Hart-
man and Joyce of the US Institute
of Food and Development Policy
diseuss Bangladesh; und Samunel
Britten of FINANCIAL TIMES

deals with the situation in Bri-
tain.

landless would benefit is open io
guestion. As an AID study points
ous
“Such projects (eg. the build-
negs of a farm to market road)
provide [ncome to rural workers
ior a specified period, but do
nothing generally to change the
fundamental economic condi-
tions that produced unemploy-
ment in the first place, At the
same time, such projects tend
to provide long-term benefits o
landholders who, in this example, -
use the road tec gain access Lo
local markets.”

Economic Review, May 18981
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The existence of businssg  en-
terprises which allow such an ex-
cess labour feree, and the existence
of & society which weleomes such
ternalistic

xrt fapaw’s low rate of unemnioy-
ment. :

That iz wot to say that the
e“.muens:'e of these ‘“window-seat-
ers” is a totsl loss for the com-
panies, '1‘115:,—',_ too, pull their
weight o 8 way The work assign-
ed to them, however, iz far dif-
ferent in most cazes from that
wihich they were used ta perform-
ing during the 10, 20 or even 30
¥ears they were with the compa-
nies. Buf bardly any cormplaint is
heard from them at least, not au-

dibly. They continue to do their as-
slened tasks.

We ere reminded, here again,
of another Japanese expression:
“hakolri-masume” or “sheltered
Dower”. It refers o a  nalve and

unspolied maiden hrought up clois-
tered in her home, protected from
the harshness of life's realities,
Japanese fiims employ univer-
gity graduates werlodically  every
year. But they are not looking for
mes_.dy made lawyers from  among
the graduateés cof law sechools, nor
c:-monﬂmts: from those with a de-
gree in economics. The sams can

e sald about those finishing eour- -

ses in the department of sclence.
In other words. Japanese firms are
not after “finlshed nroducts”  in
the wvarious fields of academic
ife.  What they look for in the
new recrulis is not  professional
kngwledge which can be put into
immediate and practical use, hut
frashi and pllable materls: which
the management can put into any
501t of mould they wish.

Bright young sculs just ong of
the counfry’s top universities sud-
denly turn into meek lambs. If 2
new recruit with a2 degree in law
iz azasigned say, to the acesunting
department, he starts by lesrning to
keepn books. The youhg man Is
nat in the least outraged by this,

The category of work in which
a oompany is engaged might be
hanged overnight to keep pace
with niarket trends. There might
be no zlternstive-if  the company
wants to survive, The faithful em-
plovees then face the new task with
renewed  spirit and wigour. The
workers go through stiff retrain-
ing, both indlvidually and in eom-
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practices, explain in

pany-sponsored  retraiping insti-
tutas, and nrepare themselves  for
the new c¢hzllenge.
The high fluldity of labour
within & given organzmnon 4
i~

-

JaTED ontributess to ibs dynamic
eonstitution  and mh growibis.

Though the world at iarge has en-
tered into an erz of low seonomic
growth, this country still - enioys
& relatively high rate of economic
growth-measured at least with the
Westernn  yardatick,

The rate of eccomomic  growth
i# in inverse ratio to the rate of
unnemployiment. The low rate of
unemploviment hers, presently
around btwo per cent, iz really a
reward for high economie  growth
brought about by the dilizence of
the  “hskoiri-masume”, or the
faithiul  “sheltered flowser’.

Britain's cost
of employing
the unemployed

Samuel Brittan Suancial Times (London}

It {5 well known that hizh un-
employment is very costly to the
Government, The unemploved pay
ne taxes and recelve State bene-
fits. and are thus doubly expen 31V€"
0 the Exchequer.

A fypieal calcula.tion of  the
cost of an unemploved raan on the
average wage with fwo children is
given in the  table, The Gov-
ernment loses over £3,600 per an-
num on taxe: and Mational In-
suranca contributions and pavs oub
nearly the same amount in hene-
fits, giving a total cost of £6,000-
indesed more I the figures are up-
dated to 1881 levels.

The figures are overdramasatic be-
cause o man with two children on
the average wage ls not typical of
the unemployed. Nearly a thirad of

~the unemployed are women and of

the men over half are unmarried.
mven among heads of household
those with below average income
are inuch more prone o anemployv
ment.

But even if we puf the true
average ¢ost at say £3.500 per un-
employed person, it is still true that
a johless level of 2im, which is a
fairly moderate estimate for this
year, costs the Exchequer more
than £5bn & year comparsed with
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THE RIGHT
TO WORK

Michel Castaing Lo Monde (Paris)

- The right to work may be en-
shrined in all the constitufions of the
world, but earning ones living today
appears to have assumed the status of
2 Iluxury

The OECD experts estimate that
despite low productivity the number of
unemployed will rise i their area
from 20 million at present to 23 million
at the end of fhe first half of 1981, or
by almost seven per cent oi the work-
ing population, Of the 2¢ member goun-
riss, the USA, with over elsht million
nnemployed, will be worst hit by rising
unemployment, according to OECD ex-
perts,

But almost all countries are faced
with a major difficulty which fhreatens
to assume even greafer proportionsand
create a serious social problem: —the
unemployment of young people. In
OECD member countries as a whole
(exciunding Turkey), youth unemploy-
ment, ie. among the working popula-
tion under 25 years of age, increased
from 104 per cent in 1976 to 11.3 per
cent in 1979, its share in total unem-
ployment eclimbing from 44 fo 47 per
cent.

Culy Japan, where the infiux of
young people into the Iabour force has
begun to decline, seems to have escap-
ed the gensral scourge.

And yet the majority of govem-
ments have taken steps fo stimulate
employment, with specisl measures on
behalf of the under-25 age group ....
Generally speaking, these  measures
have unboubtedly curbsd the rise in
unemployment; but they have not been
able to check its inexorable advance.

The fact remains that aside from
all statistical data, evaluations and
forecasts and whatever the fabulous
sums spent throughout the world on
compensation, unemployment is &
social cancer which cahnot be regarded
as predestined — and individuals  are
being crushed by it

what a jobless level of Im  wonld
cost. One can then play games with
thiz sum and say, for instance, that -
it 13 more than the whole of th?2
likely overshoot in the Public See-
tor Borrowing Requirement - this
wear, hgher than present North Sea
oil revenues or equivalent to the
cost of reducing the basie tex by Tp
or 8p in the pound.
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Pesticides and People in a Hungry World

— A Victim Every Minute

David Weir and Mark Schapiro

David Weir who as a.ﬁ Engiish tea.ciier for the T8 Peace Corps first
-moticed the Kool-Aid pack, (with cyclamates in its ingredients) selling in
Afghanistan, has together with Mark Schapiro, from their Centre for

into the banned exports of pesticldes and other agro-chemiecals. Their
i efforis have proveked an explosive reaction both in the U.8. snd other
parts of the world, The Unifed Nations passed a resolufion om these

in the T.B. Congress. The Weir and Schapiro package published in
“Mother Jones”a U.S, magazine, won the 1980 National Mapgazine Award
for reporting and was named the “Best Censored” story of the year by
& panel of judges selecting the most imporiant stories ignmored or under-
played by the Press. Their efforts have culmimated in a beok published
by the Insitituie for Food and Development Policy in the United States.
It documents ‘a scandal of global proportions’ — the export of banmed

massive advertising campaigns by multinational pesticide corporations
have turned the third worid into not only a boomning growth market for
pesticides but also a dumping ground. Dozens of pesticides too dangerous
for unvesiricfed use in the United States are shipped to under-developed
cgunti'ies. There, lack of regulation, illiteracy, and repressive working con-
ditions can turn even a “safe pesticide info a deadly weapon, We Te-
pmduce here the second chapter of their hook titled “Circle of Poison”.

Investigative Reporting in US, launched a decade long series of inguiries

hazardous chemical exports while new fough Ilegislation .was introduced |

pesticides’ from the industrial countries to the third world and tells of how

For Chemiecal Company exe-
cutives, exporting hazardous pes-
ticides is not ‘dumping”. If one
country bans your product, move
to where sales arve still legal. Ti's
just good business. But ““good busi-

ness” practice szeldom takegs  ac—

count. of the human toll inflicted
by the massive use of pesticldes.

Every minute of the day, on
the average, someone is poisoned
by wpesticides in the third world.
This World Health Organization
statistic amounts to 500,000 poi-
soned people every year, A pesti-
cide-caused death occurs aboub
every hour and 45 minutes totalling
at least 5,000 each year. Yet those
estimates tell us nothing  about
the number of cancers, miscarria-
ages, deformed bables and still-
births resulting from the use of
pesticides.

The- fate of pesticide- poison-

ing in underdeveloped countries
is more than 13 times that in the
United States, despite vastly grea-
ter use here, according to Virgil
Freed, a consultant to the TUE.
Agency for International Develop-
ment (AID). But why are there
g0 many more victims in the Third
World? The  following  accounts
from around the world tell why.

Culiacan, Mexico

“In Culiacan in Northern Mexi-
co, where large plantations grow
tomatoes for American supermar-
kets, government doctors report

26

secing two or three pesticide poi-
sonings every week.©  Sometimes
workers are brought in with con-
vulsions.  Sinee they get no paid
sick leave, often they return im-
mediately to the fields, where their
condition deteriorates. Every ftwo
or three weeks a federal hospital
in Culiacan treats a farm worker
for a plastic anemia, a blood dis-
ease linked to organochlorine pes-
ticides used in the area, About
half of these victims die,

But Log Angeles Timesg repor-
ters Laurie Becklund and Ron Tay-
lor were told by one group of
workers that “someone in - their
camp dies every two or three days.”
The farm = workers are routinely
poisoned by drifting = pesticide
sprays and leaking pesticide ap-
plicators, according fo the re-
porters,

The workers live along the
small patehes of earth between the
crops and the irrigation ecanals
that recelve all of the pesticide
run-off, “They wash their babies.
their dishes and their clothes in
the canals and then turn back
to the canals to fl1 discarded in-
sseticides tubs with ecanal water
to drink,” reports the Times. While

" the workers become ill from con-

taminated water, modern streen-
houses with purified water  sys-
tems have been erected to nurture
the tomatc seedlings. “The seed-
lings are more important than the
people,” one US-born grower ex-
plained, :

Central America i :

More than 14000 poisonings
and 40 deaths from pesiicldes were
teoulated between 1972 and 1975
in the cotton-growing Pagific
coastal plains of Central Ameries,
according to a 300-page report by.
the Cenfral American Institute ' on
Investigation and Industrial Tech-
nology (LCAITT). The actual total
is undoubtedly much higher, but
impossible o determine. -According
to the report, “some of the large
cotton producers maintain  their
own clinics partly to hinder pub-
lie health officials from detecting
the seriousness of human insecti-
cide polsonings.” :

Although the pesticldes are
applied mainly to coiton grown fof
export, food crops-malnly corn and
beans-are = often contaminated
simply becauss they are mear the
cotton fields, The report says that
75 percent of the sprayed pesticide
frequently misses the cofton fields
complitely. And toxle residues con-
taminate the soil. :

been poisoned.

“decording to the World Health Organization, someone in the
under-developed countries is poisoned by pesticides EVERY MINUTE”.
' (Proceedings of the U.S. Strategy Conference on Pesticide Manage-
ment, U8, State Rept., June T—8, 1979, p. 33).

“Many peopie have died from swallowing and also coming into
contact with poisons designed to Kill insects, weeds and rodents, Bui
these deaths represent only a small perceniage of the actual pesticide
poisorings that occur daily in our couniry. Some people may become
mildly il and fail to realize thatl they, or their children, have actually

There dare many coses of fatal pesiicide poisoning each year.
The figures we hdve only cover poisons taken by mouth.  Poisoning
from inhalation and absorpiion throwgh the skin cannof even be
guessed at. Nol surprisingly, 75 per centl of the victims are children”.

(Dr. G. P. Jayawardens -— “Pesticldes: handle with care” in fhe
‘Ceylon Daily News” March 23, 1981, p. 8). ; B

!
i
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ence of also easlly killing weeds?
asks the doctor.

Inadequate labeling or delibe-
rate mislabeling of pesticides also
causes poisoning in Third World
gountries. During 1979 the govern-
ment of Colombla fined Hoechst
and Shell for mislabeling pesti-
cides, and fined  Dow Velsicol
Ciba-Gelgy American Cyanamid,
and Hoechst for selling substand-
ard products. A recent check in
Mexico disclosed that more than
50 percent of the pesticides  sold
there were lahelled incorrectly.

- grnough

disastrous in the Third World. In
countres where most people can-
not read, what use are warning
labels on pesticide packages? In
countries which - outlaw unions
that conld protect farmworkers,
what chance do Dpeasants  have
against the crop duster’s rain of
polson? In countries with mneither
scientists to investigate
pesticide dangers, nor enough train-
ed government officials to en-
force regulations, should  foreign
pesticlde makers be given a free
hand to push products so dangerous
they are banned at home?

ILARIMLLE.~ QUARRIES

The Poisoned Plate

Evary yaar thousands of now chemicals avs pumped into ths anvironment. Some of
tharmn e harmlessiy Sriken down, And 2ome of thee end up inmsn ...

boisice, |

«Ope aid post orderly came
to collect his  medicines &t M:.
Hagen Hospital and brought an
empty gramoxone bottle to put the
ecough mixture in. The label read
‘Poison’ and had all the instruc-
tions written in English, but how
many plantation labourers or vil-
lage people can read English?” asks
Dr. Wohifahyt:

“Disposal of pesticides iz =
major proklem, too,” 54¥8 Virgil
Freed. “One horrible example 1s
dieldrin in the Cameroon. A couple
of vears ago too much dieldrin was
ordered, and the extra drums were
simply placed outside in a jungle
area. Now the containers have de-
teriorated and the dieldrin is spill-
ing all over. I was ithere and saw
the chemical sitting in puddles on
the ground. There were people
living in huts nearby. There could
very well be subtle effects on them.”

Indiscriminate, widespread pro-
motlon of pesticides is especially
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