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SDR Min

Export earnings have been a8

vital factor in ditermining the pace and
stability of growth of 5ri Lanka's eco-
nomy and also the incomes and living
stangards of her people. The oeographi-
cal location of the country, its resource
endowment and size and the urgency
to contain the widening rescurces gap
have made it absolutely essential to
acceierate export growth, The Govern-
ment firmiy upheld this view after 1977
and the policy changes introduced since
then resuited in a liberalisation of trade
with greater emphasis on exports and &
free inflow of imports. But the measures
adopted In pursuing these policies and
the economic environment have not
been sufficiently conducive to develop-
ment of exports and achleving the
intended poals,
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1800 5
5RI LANKA SALANCE OF TRADE
14504 1942 - 1882
15004 Year Prive index Price Indea Value of  Value of Trade
Eaporis Ermaris Faporis impurts Balanve
19751000 T9TE=100  (SDR Mnp (SDR Mny  (5DR Mn)
1350F WAL . 1795 .83 az400 71621 ERI]
1981 ?En 10.56 369,37 22526 50.11
1963 16,44 10.56 3i4.74 43479 - g0y
1955 "G5 9 .42 297 89 31050 87.19
12004 1957 LAy 5.99 35089 370.82 - 19.97
1959 12.7 3.42 37279 41189 - 3880
1961 16.20 9.31 358./8 §7708 - - 1829
1963 15,87 9,85 388,60 392.40 - 2380
= 1965 18.45 - 11.25 392,79 40251 - 272
10504 1967 14 58 11,35 378.34 33485 - G651
1269 17.03 18.21 320.41 44562 -125.21
1870 17.18 15.89 338.73 25141 - 53.04
1871 17.02 17.03 30/.73 35347 - 4674
[=taln) } 197z 17.18 1793 282.40 320234 - 3784
1973 18,84 23,02 30800 34E40 - 3940
1974 31.00 42,00 47500 582.87 15787
1o 2897 48.04 464.01 63252  -1B8.51
25 1876 2408 44,04 484,01 557.02 - 73.01
sdy 1947 55.06 54.03 650.98 B16.67 + 34.31
1978 100,00 100.00 B75.00 . /9730 -122.30
1978 108.02 151.89 7E901 1.121.00 36199
1980 126.08 217.03 81798 1576.00 -758.02
500k 1951 128,97 281.9% 883.02 1,626.00 64280 g
1982 119.07 30887 91902 160407 68550 4
37500
450] Exports
Imports we..
300 Deficit
Surplus
150
i 5 e M 5 a 2 i
1845 &0 55 50 85 70 75 80 g3
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& significant initial measure
in the new policy objectives was the
enactment of the 8ri Lanka Export
Development Act No. 40 of 1379
which made it a statutory reguirement
to prepare a Mational Export Develop-
rment Plan, In tarms of this requirement
the Export Development Board initiated
this work and with the assistance of
specislised commitiees formulated a Plan
t0 cover the period 1983 - 1987, The
importance of exports and the major
problems encountersd by the export
sector are summed up as follows in the
Plan,

On the importance of exports
it states "“Export contribute one-third
of the gross Domestic Product, one-
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guarter of the employment generated
and about one-fifth of Government
revenue, A change in exports affects
almost all the other sectors of the eco-
nomy: and a decline in exports has
inevitable repercussions on domestic’
investment, the production of consumer
goods and on the revenue and expendi-
ture of the Government, The country is
critically dependent on  her export
earnings for almost all her reguirements
of investrment goods and a substaritial
proportion of essential consumer qoods

A general overview of the
axport sector and iis significance for
Sri Lanka's economy and a detailed
liscussion of export policies and their
mpact appear in the paper on the
‘ollowing pages.

Exports also determine to a large extent
the ldevel of activity in the modern
industrial sector. Although over the
vears the economy has become more
and more diversified and widened,
exports still remain an important de-
terminant of economic growth and have
a marked impact on the general well
being and living standards of the people,
Sound export performance is therefore
vital for the stability and the lona-
tern development of the Sri Lanka
sconomy, Exports are also vital for a
favourabie balance of payments situa-
tion, While some scope exists for import
substitution, particularly in agriculture,
ithe location, respurce endowment and
size of Sri Lanka limits the scope for
efficient import substitution’,

Drawing atiention to specific
problem areas in this sector the Plan
makes several such forthright comments;
“Two main factors affect the capability
of exporting goods from a country; they
are quality and costs or profitability,
it is & fact that Sri Lanka has lost ground
in the world markets whereas its compe-
titors have made substantial gains even
in products where Sri Lanka possesses
greater natural advantages. During the
lgst few years the cost of production in
Sri Lanka has increased steadily not only
incressing the price of the commodity
‘but also reducing substantially the profit
margins of producers and manufacturers,
The problem has been aggravated by the
rapid lowering the guality of most of its
products. In addition, Sri Lanka has not
been able to make any significant ad-
vance with new products or new mar-
kets,



EXPORT DEVELOPMENT
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HISTORICAL BAZKGROLMD

Tha esonane sreciere 3

Lanka inherited Trom she colonigl
pest 8t her pelitog onrepodence
in 1948 wes typoce of o colomsl
“axport economy’. The ofowis
romentum of the cconorny Was
nagyily dependent on the [ortunes
of the thres primary exporl pro
ducts : tea, tubbar and ooconut
Thesze threa itemes togeiber goeourt
ed for about 97 per cant of total
gHpErt 2erninge Thoy dirzeily con
tributed about 40 por cent of the
Grogs  Mationg:  Producr (GREP
whilg their mdueet portributicn ¥is
gmcaciated sLUEELITING EOrUinEs WAL
subetantial, [Mearly G0 por et of
Govgrnment revsmuin came o
Bmpaet Lznes,

Ewor singe Tha gred of the
gecond World Wear, thers were el
catinms thal unfawourabls stroclafal
chargrs wers tak nn place v worid
demard  for Toadision]  eXpors,
notably  tes amd ubcer,  with
perssib lities  of adwerss repireas
cans an Hri Lanks's InnglEimn
prowth  prosgests,  Toro inglancs,
trr Worid Bank egonoesto cmission
which vigited the soustry in 1981
rpoeertedl that, “the w'd momerium
i the sxport secta- (3 unbkiely to
bie mzintgined”. Swomeuar, dagryg
tha most i ndessndance ooriod dpto
shout late 1960 no steos ware
takan  towerds  diversdying the
gxoort . shiaclura anid o eEiy
with new oroducte = nrosr Lo féde
the futre challenges. Thruugrolt
this =erien the smohass of ‘th[!
|_-||;-..¢~,|.:|_1|~1n;'-' prbigy was on Mim
cart saimtlteioon' - the cavelop-
meat ol comastic agriesllae and

indu sty to meat dnrmestic crarranid
The expestation was that 2
eyl of domestic zarcoitica
and odustry wonid mzble the
ecancmy to maintain 2 =&tslariony
pace  of qroes despr e SSvarie
Liends in export fracdy,

By the lae 1280's, a3
[ T LN LAl b Y R B coga|gamert
ctrategy hia peachsd @ crisis point,
Against the oriqral espretation,
ire pewdy-actablished indusirial
seclon hiad mads the economy 2een
mare dependent an the traditicnal
expart  sector, These  incustries
shagwed an awerah=iming ralancs
on imgsried mach oery o oaisd rae
iraterials while thea  added walun
gic Torrigt ExChSNOge Sa30TING et
negliginle,  On the  othar  hand
gal~ings  from braditenal exparts
cantingsd o3 sisgnzie and impori
sawings through the eddansion of
dormestie anriceltore wids still -
sigrilicant. Tra immadisle Gul2oma
s conminued  widening of  thes
balance of pawments Geficn which
led te unartizipated insport curtail
rrenis, Wth sdverse pepErGIEEIONS
o the growts momensam af tha
BCOTOM

TrakEe circumitances 4ens
rata a new  emphsdis on oaxport
diwarsification (rom the mid TEE0
leading = &  numbar of poligy
revisions within tha axisting Lingors
grhzritusion policy Sramewars. The
poliey meapsrs included the esteb
listument of an irnpart duty rebate
scharee 1 scheme o rafund imgsirl
dutins said on imperted inpuis ueed
ir export productizn iram Decem
ke 1984, introduction of 8 Bomus
Viadeher Sghome G impsri-antitla
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mEnt sshee e gelpclind noee
adibondl o pxesrlsl cin 1968, thi
dewslatiomn o tharopse by 3o
celil i TBET, &g the introdustinn
ol @ Fargics Bxchance snlitlesnnt
Seitame, FEECs, | a dual exchiarge
rale soslagm WwWilth 8 premriom Bs-
change rala e gl mde-tadizioned
Ba s 1 12EE.

Despile. tny stilt nopeliti-
ezl poaer in May 1970, e ool
errphiEsis o exPporh pronoion oo
tinuen we | jroo the 19705 1~ fact,
tne gget of the ad pree cikas in
1975 with their atteraant belaroe
af oayrrents pressdres, ang the

nerzssing  debt-spreicing  bueden

dus= e cootineous rel ance on for
eigr fimancnon note lete 1260
haa mads promotion &% exports
ars areygs exchangs earings =ven
raor2 Wgent e othe 18708 than in
the TE6G0:,

The crestion ared dnvaion:
mant of & e export sector based
on industrial producton, and the
prorrotion of Imissl  agriceltorzl
prparts™ . Sweas  among the key
eglemanis . tha Flye Year Plan
(1872-771. To aschiave thew oh
jeGlives, 8 nurmoer of steps wears
teken.  An Export Promotion
Secretariac was petab ished - 1972
o fenction ae the apo ingtitue
of direczing and co-gedinating tha
axpoit devalopment affort of the
country. The Stame Gem Corpora-
Lon wes set U i TET1 with tha
objactiver of promoling gany ax-
parts ard channetling Gliegal wam
esppects Into imatltutional sources.
& rzplanting ead nesy planting
supaidy  schesns, comoilad  with
provvision of extension saryicss, wes
irtrocdeced far salacied misor agri-
ciural export orope wndar the
newty  aetablished Department of
ftiner Export Craps, Thise insti-
mitioral arrangremsnis 2part, 4 ey
cxporl  Incentlve  schems - e
Comwartig Fupas Acoount (GRA]
Schame-.lan import  sntidlement
roheme undes which non-traditeana
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exporters were allowed to credit
a cerfain percentage of export
earnings to specific bank accounts
the balances of which could be used
for the importation of restricted
imports) - was: inaugurated in
1871. The FEEC scheme continuead
to be in operation with periodic
upward adjustments in the pre-
mium rate, Added 1o these were a
number of newly introduced tax
incentives including an B-year tax
holiday on export orofits of ap-
proved exporting ventures,

in line with the govern-
ment's commitment to the export
diversification drive, export-orient-
ad direct foreign investment was
sccorded preferential treatment in
the White Paper on Foraign Invest-
ment issued in  August 1872.
Another noteworthy feature of the
foreign investment policy during
the first half of the 1970's was the
active interast shown by the govern-
ment in establishing export-orient-
ed joint-ventures (for example,
Moritake and Wall-tiles factories)
with capital participation between
public corporations and foreign
firms, Although action on those
lines was not pursued the idea of
establishing a Free Trade Zone
was among the various policy
suggestions in the area of export
promotion embodied in the Five-
Year Plan,

PCLICY REFORMS SINCE 1977

Export prometion attempts
pors ed since the late 1960's in
fact, brought about noteworthy
results in the field of non-radi-
tional exports [See Section on
Overall Export Trends). However,
the rate of exnport expansion a-
chisved was highly inadeguate
when compared with the magni-
twde of the balance of payments
disequilibrium  brought about by
escalzting import prices and the
peor  performance of the tradi-
tional export sector. Therefore,

strice import controls continued to
be in force throughout the pericd
with advesrse repercussions on the
performance of the economy,

The new government which
came into power in May 1870
was strongly convinced that piece-
meal adjustments within the exist
ing restrictive trade regime would
not provide a lasting solution fo
Sri Lanka's economic crisis, and the
solution must be found in a radical
shift towards an outward looking
strategy. The strengthening of the
‘market mechanism  and. linking
the economy with the world system
were considered essential pre-condi-
tions for enhancing economic
growth and development. A far-
reaching policy reform in this line
of thinking was announced in the
Budget Speech presented in Novem-
ber 1977, and further changss were
affected subsequently,

As the experience of certain
other developing countries has
amply demonstrated, the attain-
ment of satisfactory export expan-
sion is the single most important
factor which determines the viabi-
lity of the outward-oriented deve-
lopment strategy. T foreign ex-
change receipts do not, at some
point, start growing at a rate
sufficiently higher than the rate
of growth of demand for imports,

‘the country might be forced to

fall bhack on quantitative restric-
tions in order to contain foreign
excharnge expenditure at levels
permitted by foreign exchange
receipts. While private foreign capi-
tal inflows and aid receipts can
offset a deficit in the trade balance,
their rate of growth is closely re-
jated 1o how well export earnings
are performing. Under the new
policy reforms, export development
has therefore been accorded the
highest priority in the overall
development programme,

The major elements of the
policy mix such as the removal of
quantitative controls on most im-

ports {trade liberalisation}, consi-
derable relaxation of control on
many types of exchange payments,
replacement of the dual exchange
rate system by, a unified floating
exchange rate, and elimenation of
various controls on the domestic
economy are aimed, among other
things, at generating an economic
climate. which is conducive for
export expansion through private
sector initiative., For instance, the
abolition of import controls is

. expected 1o ensure the timely

availability of imported inputs and
machinery for export production at
competive priges.

Also fair competition under
liberalised trade may enhance
quality consciousness of local pro-
ducers enabling them to compete
successfully in  foreign markets,
The relaxation of exchange cantrol

‘on business travel may promote

market research and marketing ef-
forts in foreign markets. The main-
tenance of a realistic external
value for the Sri Lankan rupee
through an exchange rate reform is
expected to preserve and enhance
price competitiveness of exports,
However, in a country with hardly
any traditicn of exporting other
than a handful of primary products
and which still has a strong import
substitution bias inherited from the
past, the mere improvernent of the
general economic climate cannot
by itself generate the desired export
push. On these considerations a
number of policy steps direstly
aimed at export development have
been introduced as an integral
part of the policy reform. These
measures  are briefly discussed
below:

Institutional Resources

In order 1o establish a sound
institutional  background  under
which the commitments of the
gavernment ¢ the export develop-
ment drive at the highest political
level could be snsured, the Export
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Devpiopment  Act ™M 40 wys
enscted by the “ational Staie
Agsemibxly in 1878, Tha Aot provid-
ag Foe Tra getslvishrment of fwo
pivgta,  Inatoutions the Ewport
Daveiopme T Couroil of Minisiers,
gnd the Sri Lanka Expart Cavelap:
el Soard (=D

Thr Exodst Debelepment
Coprgis nf Rincslars, arick Tuns:
~ons whdes thn DRaiedaeship of
tha Fresident, has the ass gred task
of providi-g guidanee and directicn
=z 1= ratinnel sxpa-t develaprent
cfart, The EDB, which raplaces
thr Expart Présngtion Secretariar,
inotha VEspeutive arm® oaf  tha
Export Deveopmang Councl of
Winizers, |73 fenctions  ineluds
gchvising the Touancl no paport
davrinpmest poicies, foreiatiag
sipnrt ddpwsleprment  programmes
and monitari=g el ieelemenie-
ticn gnd the co-ordinstion of tha
aclivities of  varicus qovernment
opdizs pesporaible for earious
asgarts of axpos devaloprmant,

Export Gricnter! Direct
Farelgn mwaetment

The =uccess of an export
ied develpprnent strategy depenrs
cruciatly on the sbility of Gomastic
industries 1o pAnetrate advanced
country  markets, 11 ig belaes
that product expartise ard mark=-
ing - skill gsined throuogh forzign
cotlgboraltion fas an important roe
s play 0 this connsction, Guided
by tris balief, a number of @olicy
ctemd, have been ftaken to arovidle
an pnwironmant conduslya o for
zign irvestinent. The asttirg up of
the (Grearer Colombe  Economic
£ ammissiar $GCEGY in 18TH with
the assiprad task ol establiishicg
and aparating  Irvestrment Preano-
tinn Zooes, relasation of wedcionel
norms- with  respeci 1o farsign
participation i1 axpart-oriented
ojects, anlerag e bvestroent
Protectlan Sqresment and Doubis
Taxetion FeliaT Ageements Wit

majc iestng soutirics g0 gua-
ratiesing  surh egresments dnder
Benele 154 ¢l thi Constitution of
Sn Lamka, and aurching invesior
promiction CEM2AigNs ab-oad,
Furibar caigils on poticies of ex:
partcrisntad direct foralgn  neest-
ment. ray be feen i Econaric
Fevisw (Spacal |ssis an the Kat-
ravake |PZ - Vol & Ne.d, July
18E2].

Tax Concessions Tor Esporiers

S glr=ady noted, an sight-
weaar Lds hoiday Tor cornpanies in
the Tokd ot noc-treditional ax oot
weas introcused in YTATA. Howewer,
from 18970 th s concoessio: remtain-
md SirmElY | rartivg because ol e
oecisiegr ta mit it only o Cbrdad
basad™ zompanics, As an zlement
of the e bow refoente intraduced
in Peowember- T97E, all cormpanias
gab wp Ion or alter TE.T 11878 fo
the raportatian o con-raditienal
papnrts weere maca etlglble for &
rw Flpe year 1A coliday, A &
luither stao, by the 1583 Budant
the axport sootnr weas siagied out
for suegial trogiment oy assbuie-
ing that the fiesyese s hotiday
wouled  be continced  bayeid
51.3.E% only tar s s=eiorn Uoto
“mis date other companiss irvolyed
in other activities such a4 the
tourist inciusity, inport s betite-
tion producton &nd eonstuction
wigre alse ebygble for gimdlar. or
sven maore aliractive tax conces-
signel, By the 1884, Budget this
roncassion wat sxtanded to oover
indijwidual wrtrepreteurs and patt-
netehips toc fin addition to com-
panicsl.

wWith eftect $form the 12078
1978 fax yuar, the full cost of ad-
wartisirg and ihe seies promotion
agtiwitics, and travelllng exoensss in
concaction with grornotion of non-
treditional EXRGTE Have boon migsds
degupiabla in . celealating texabls
imcome. Linder the Twnower Tax
Rebate Sphome wihich cams into
fores ‘n Apdll 1832, goods or mat-
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arigl imported for export prodas-
tinn are =xemnptsd feom Stport
rornone tex, Inoeddition o thedn,
avar the oast s oyears stedd hava
hepn takean elther o compleately
abolish o to reduce ooraldarahly
axpoet dutiés on nen-raditiona
arricuitural producis.

Special Export incan
fives s othar Asssiencs
o Selectec Product Sastons

Warics firansial rentiess
and, asismance in preduct develop:
ent BMd sxpoT MaErkating provid:
ad by the EDB, export finanoirg
facilities. oeowided by the Cantral
Bani, mind various expor (nadrenes
sgnemes of the S Lenka £xpoit
Credit [nsU-ance Sorparation coms
undar his catzgory.Sec Box oan
Fimancial Ineensiveel,

OVERALL EXPORT TRENDS

Tahte | predants dats per-
taininy ta the avarell axport serfor-
mrance ot Skl Lanks aver the periad
156083, Throughout the perod
upio 1973 pepest eaemegs  fib
currant BOA bemas®l &l tha
wears bat 1884 and  128% wern
balgwd 1he Jedal in 1960, 1Golumn
7] Sirnee then an spwvend trend was
repordec wth the onset of the
recent  worid  commedity  Boon
Howeavar, with the cusatiun of tha
boom, the growth marientam hag
siowed down. Far irsEnes, che
guaraas annualcompaund groweh in
TETE 1983 was K2 per ceal com-
pared with 18,5 per cent in 1272 -
1977. The anaweis of prowth in
cUSFans Tarms 15, in any gass, flis
leading eincs the belk ol valus

ANoFeAEsE in recent geary reflaets
oi codstant, export velume eoldm=

(45, tha oxport beraviour ndicatss

A ngpew ealim ANpEet o1 sEnEy s
freporonrisia Tal onoarsiysls Zacsany
el eliuakie variatlocns in she exbs=ip!
wedn £t Tis ruaes in fsewct vAgra,
It 15 nessesery Chiaralae oo ecbare
=kig seriwa inig & croofe farsign cur
runcy . Toe masn stable cupregy unids
moR i Uer fomothis parpew i RS
SR (Enmsiy Dramirg Sighss),
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a rather erratic pattern., Bincs the

middle of the 1960s, the rsal 8x-
port index has been on the degline
with only minor upward deviations
in a few years. The overall conclus ings. The index constructed to
sion is that there has besn no stes- indicate the behaviour of import
dy acceleration as far as overall purchasing power**cf Sri Lankan®
export performance is concerned, export earnings is given in column
8 of the Table. The index has

From the point of view of declined over most of the vyears
the externzl payiments position of g under study, while the annug! rate
country, what is moreg important of decline has accelerated in recenm G
than the level {current or reai) years. import purchasing power in ; Import purchasing power is
of export earnings is the import 1883 was only 30 per cent of what the product of export volume and
purchasing power of expori earn- prevailed in 1860, the terms of trade {(the ratic of

Table 1

BASIC DATA ON SRI LANKA’S OVERALL EXPORT PERFORMANCE 1960-83

© Export Yalues in Export Export import - Terms of Purchasing
Current SDR Volume Unit Value Unit Value Trade Power of
Index index Index index (2) Baports (b)
: *000 SDR index
Year :
A1 (2 (3} {4} (5} {6) (7 {8}
1880 384,752 100 100 100 100 100 100
1861 368,923 a5 103 a4 100 o4 95
1952 379672 g4 141 94 100 94 99
1963 363,503 a4 107 a4 111 85 856
1964 283 852 102 1186 24 133 71 77
1965 408,454 106 121 94 122 77 Z
16686 357,143 93 110 88 122 72 76
1867 385,042 92 114 21 131 &2 70
1968 342,617 g ag 17 80 124 65 72
1989 322,017 B4 112 80 133 60 B3
1970 341,681 89 116 80 142 56 52
1971 327,227 85 113 80 154 53 58
1972 296.213 77 111 70 140 80 55
1973 342 988 89 112 73 168 44 54
1974 4:32,3'?0 112 a7 108 278 38 40
1975 466,047 122 1186 a7 308 31 38
1876 494 886 125 111 a8 240 41 &4
1977 B37,021 166 102 148 274 B4 61
1978 674,478 175 109 143 270 53 65
1579 758,697 197 110 1563 402 28 49
1280 802,648 209 108 162 628 31 40
31981 891,001 232 111 159 657 24 36
1982 519,234 239 - 122 144 o4 20 34
1982 997 456 259 118 189 BE4 23 30
Note : Unit value indexes are in terms of SDRs. The rupee indexes have been converted into SDR using annual average SOR- rupee
sxchange rates obtained from the Annual Report of the Central Bank of Caeylon. All indexas, which are on a 1978 base in the
original source, have been transferrad to 2 1860 base.
{a] Tha ratio of export unit value index to Import unit valus index { (B1/18) x T0Q)
{b) The ratic of the valua of exports to the unit value of - imports { (3)/{6) x 100}
Source ; §ri Lanka Customs Returns (for export value) and Central Bank of Ceylon, Review oftthe Economy (for all trade indexes).
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ayerage expait  price fo  avarans
import pricel. Escalation of impor
prioes (notably singe the onEet o
+he pii crisis in 18721 in ihe face af
decining or slow. mowing expert
pricas, resulied ina sharp deteriang-
sion in the térms of treds througn
out the period urder study, (a the
inar hand, export sSiuma STagrai-
wed, The sumulatwe outcome of
1n&ie  movamans \Wwas tho sharp
griasimn of the imporl parchasieg
power of 1he essncmy. 1 [ wall
knoim thet 2rl Lanka has almos
1w pantrol  geeT impork prices,
ard almost none eer eXoGil preses,
But in the lang rdn, $7a daes Rave
a ¢onsiderable degrea of conirgl
over export woluma, Thorgfore |
I not logiczl to place 37 blame: Tor
thr decline in modrt gdrchesing
poewer anly o0 eXTraneous wosld
reaiket forpes. & eoniticant portion

af the explenation for thase aduerse
movemants must Be found o the
patura of exgart policy pursued.

Tra cisertial corollary o
the progion ol iraport perchading
powar has baan the deching in ths
percentage contribution of =wport
carnings to total pxpendiiure on the
import bl 1n the years 1970 - 77,
or. the avorage, earnings  fram
morchandise  export:  conwlouted
aiaurd B30 psrcent of the couniry's
total import ocutlay, This high pat-
ceriage s, iy fact, mislsaning in
viewy of sirict import contrels pre
valent during  this pericdd. Wih
the iberafization of mport trade
ir Movember 1877, the inadoguacy
af ihe dagrea of pxpart expansion,
compared  weith the  cooniry's
imoort dersand, has becomis ob-
vious. For Instancs, in 1978 ahout
8% par csrt of mpers was finanosd

thraugh expart =arnings, Jince than
this percentage declined cantinuou-
sl redcling only 56 in 1883 The
mMeior perrion of the ramaining gap
was  filled through reeourss 4o
fareign finanging which “rwarigblby
Miad e negativa ietpect &0 Tature
import cacacity of 8 aponomy
by way of “deirt saneicing  pay
ments” Jrepaymens of foens plus
seyment of interas thareea] The
“dabt aervice ratie | che retio of dabt
repaymenis and intersst payments
i otel enport aarnlngel incrassed
from 1.4 im 1580 10 218 i7 18EE,
The mejor paction of laresn din-
ance labour BS par cant on avaragal
obtairad during 1978 83 was long
tarrm debls ibe  armeortisation of
roost of which is doe 1o cormmence
in 3 o 5 waars (Central Bank of
Ceylon, Annusl Report 1983, p
921, Tharafore the et sevice

Tale 2

-

SRI LANKA'S EXPORT FERFORMANCE IN A WORLI CONTEXT

VLS Merchamdiss Faoorrs (115 NNy Sri Lanko's sham in Ehars in Wuehd Expons

Wi [ [al T Bri Lonka el Exfces nf oD phigw i wakld
Laporhs RiaC? X pOElE
-] 17 581 3l 11,555 1 Hiud bt el |
AE 520 21,38 07 0.0 1 B 26.000
115520 14476 151 0,366 1 8BS 1,558
158 000 12,037 208 (R L a7 19052
184 B0 34730 57 0123 4128 14 G0E
197 7] 35,223 S8 0178 DART 11824
216,203 1F BEd 342 1.15E naoy 17,432
247 00 42 975 352 1.128 ORI L 17 M0
2B BOG 49 E18 342 4,120 0.715 T8.334
319,700 43 777 344 147 0.5 16.257
A72,Ban [T 337 L0gg 0,573 15,376
BT 400 B4 ET2 414 £a77 0484 id.hE
74.an 129 274 LR L.0g? 0,433 16580
B, a0 118 B8R -] gz 0.477 14,736
818,700 VFATE 4 1 LGz 0.458 16215
it 5RO 154,7272 1hd gz 0,457 1E41%68
1153 B0 188 004 B D A i IBL£7TE
164,100 TAG RS B2 O.Cea LU e 15,01
1 B4R 500 34T a1 1074 DieT 0.4 {70
1837200 LR B H s i 8E 0,067 378 17.B26

= A D Mon-an! destaping Comnbmes
Baurce: JHF, freerastionae Mrarstal Stererion, Suppiemenr en ihgernal Trade Dvete, TH62

E: = | 0l e < Y e B Tt R i
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Table 3

ANNUAL AVERAGE EXPORT GROWTH RATES AT CURRENT SDR PRICES,

196569, 1970-77 AND 1978-82

Average annual growth  rates

{965-68 1970-77
1. Primary Products 5,95 17.43
1.1 Traditional Agricultural Products .6.38 .74
8. Tea -4.62 10.08
b, Bubber 482 11.81
¢, Coconut Kernel Products 4,40 8.42
3.2 Mon-Traditional Primary Products 0.32 13.81
a, Coconut by-products -4.35 10.43
b. Spices 3.80 11.37
c, Other Agricultural Products 9.37 7.32
d. Mingrals -8.21 66.72
(3ems -53.23 213.65
Graphiis 527 255
Qther % 112,82
2. Manufactured Goods {inciuding petroleum products] 9.77 78.22
Manufaceired Goods (excluding petroleum producis) .17 51.71
2.0 Food, Beversaes and Tobacco 70.90 58.B4
2.2 Textiie, Wearing Appars! & Leather Industries 50,20 66.21
3. Garments 58,18 62,75
b. Leather products/footwear 0.23 0.08
2.3 Chemical, Rubber & Plastic Products -3,17 26.81
a, Chemicals 317 2E23
. Rybker Goods - 28.35
2.4 Petroleum Products 2 144,06
2:5 Maon-Metalic Mineral Products {Ceramic-ware and
wall-tiles) -4.92 272,28
26 Machinery and Equipment 1984 120,30
2.7 Other Manuiacturing 5.15 38.07
3. Unclassified exports .16 38.17
4, Tatal domestic merchandise exports (000 SDR} -5.83 g9.84
Notes : {a) Exclusing processed tes {tes bags and instant tsa
i=)] including processed tea (tea bags and instant tea
{ct Drata series starts In 1968
{eh} Daty series starts in 1970,
{e) Dats series starts in 1872

Source: Compiled from Sri Lanka Customs Returns (4nnual fssues, I 9535-82),
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1978-82

068
-1.48

-3.62
394
1474
16.02
2.84
15.32
65.23
2.78
11.66

12.12
87.54

32.22
b3.42
15.28
65.64

65.98
0.02

12,78

8.14
2b.32

23.92

20,74

20.62

11083

31,16

7.31

ratio is bound to increase at a
rapid rate unless a major break
through ogcurs in the export front.
Given invariable institutional limita-
tions on the availability of foreign
finance and increasing debt sercive
purden, it has now become obvious
that “Sri Lanka cannot expect to
achieve its development goals while
maintaining a relatively liberalized
system of trade, unless our exports
increase rapidly. "(Budget Speech,
1983, p.35).

SRl  LANKA'S SHARE
IN  WORLD TRADE

When Sri Lanka's exports
are examined in the global context,
the most striking feature one would
note is the continuous decline in
her export share both in world
exports as well as in exports from
“non-o0il”  developing countries
{Table 2}, while world exports {in
dollar tarms) grew by 146 per cent
between 1980 and 1970, and by
475 per cent between 1970 and
1981, Sri Lanka’s exports recorded
a negative growth rate of 17 per
cent in the former period and a less
impressive growth rate of 210 per
cent in the latter. As a result, Sri
Lanka's share in world exports
declined from 0.355 per cent in
1860 to 0.120 per cent in 1970
and to 0.0567 per cent in 7981,

While world exports grew
by 475 per cent between 1870 and
1981, exports of nan-oil developing
countries grew by 553 per cent. As
a rasult the export share of the
latter had increased from 15 per
cent in 1971 to 18 per cent in
1881, The most striking feature 1o
be noted is that, Sri Lanka has
continued to lag behind the non-
oil developing countries as a group.
For instance, her share in total
exporis of this group declined
from 1.864 per cent in 1950 to
0.736 per cent in 1970, and to
0.328 per cent in 1981, It is worth
noting that Sri Lanka could not
show any notable sign of improve-
ment in her relative position even

9
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new-comers’” to Sri Lanka's ex
port list, with a continuous export
history of only & to 10 years.
Growth rates of coconut by-
oroducts, spices and essential oils,
commodities which have a longer
history  of export performance,
were slightly below the average
growth rates for the whole group.
Constant price growth rates of all
these categories remained positive
in all the three sub-periods. How-
ever, only the growth rate of
“other agricultural products” in-
dicated continuous increases, For
coconut by-products and  spices
growth rates in 1978-82 were
much lower than that in the 1870-
77 period,

Export  performance  of
mineral products has been rather
disappointing in recent vears, Cur-
rent SDR export earnings of this
commodity category indicated an
impressive average growth rate of
85.7 per cent during 1870-77. This
declined to about 2.8 per cent dur-
ing 1878-B2. The real growth rateg
for the two periods wers 53,1% and
-20.5%, respectively. The major
contributory factor for this un-
favourable trend was the sharp
fall in export earnings from gems
which contributes about 80 per
cent of Sri Lanka’s total value of
mineral exports. Beal expart sarn-
ings from this commodity recorded
an annual average decline of 22.5
per cent in 1978-82 compared with
the impressive growth rate of
62.1 per cent in 1970-77

Total manufactured exports
have indicated a higher degree of
agrowth dynamism compsrad with
non-traditional primary exports,
since sbout the early 1970s.Current
value of these exports increased
from the average annual lsvel of
SDR 406 million in 1870-77,
to SDR 233.5 million in 1978-82.
The average annual growth rates
in the two periods were 78.2 per
cent and 32.2 per cent respectively.
This overall picture is, in fact,

_rnisteading since part of the varia-

tion is due to the re-classification
of export earnings from the sales of
bunker oil as merchandise exports
from 1872 onwards, in contrast to
the previous practice of including
such earnings in the category of
service earnings. Since that year,
this single item annually accounted
for between B0 to 70 per cent of
total manufactured exporis until
1981 when wearing appars!| became
the dominant item. Therefore, a
meaningful analysis of manufactur-
ed export expansion calis for the
exclusion of this item from the
aggregate figure. When this revision
is done, average annual growth
rates for the two periods, 1970-77
and 1978-82, turn out to be 51.7
per cent and 53.4 per cent respec-
tively. In terms of absolute figures,
the increase in the average annual
level was from SDR 492 mn in
1970-77 10 SDR 126.0 mn in 1978-
BO. In real terms, annual average
growth of non-petroleum manu-
factured export earnings was 148
percent in 1978-82, compared with
32.3 per cent in 1970-77.

Amorg the non-petroleum
manufactured exports, garments
has indicaied the most impressive
steady growth record. Beginning
from a low starting basz of sSDR 0.4
mn in 1968, appare! sxports ex-
pansion at the gverage annual rate
for the two periods were 32,6
per cont and B8.1 per cent respec-
tively. SDR export value of this
item increased from 1.3 mn in
1970 to 13.4 in 1977, and 148.2
mn in 1882, The next major item in
the non-petroleum export category
is sea foods, Export sarnings of this
item has increased from SDR 1.2
mrin 1970 to 11.3 mn in 1977 and
to 28.8 mn in 1882, However,
the real growth rate in recent
years has heen near zero (the
average growth in 1878-B2 was
0.11%) indicating that the observed
nominal increase is mainly due to

increase in export unit prices. From
sit overgll point of view, average
annual growth rates of the remain-

ing  manufactured export items
given in Table 4 seems impressive,
However, a close look at annual
figures of individual commedities
reveals that their growth has been
rather sporadic, Only a few items,
i particular manufactured rubber
goods, articles made from coir
fibre {mainly brooms and brushes)
and ceramic-ware and wall-tiles
have indicated rontinuous annual
increases,

CHANGES IN COMMODITY
COMPOSITION QF EXPORTS

Throughout the  period
under study, the aggregate share of
the three traditional exports declin-
ed continously, and since the latter
oart of the 1970s the decline was
motre sharp. In 1982 this share

~was 46 per cent compared 72 per

cent in 1978, and 88 per cent in
the late 1960s. If the share is calcu-
lated for total exports, excluding
petroleum products, the decline is
much {ess marked; but still appears
to be considerable. For instance,the
revised figure for 1882 was 57
per cent compared with the aver-

- age level of BB per cent during

the period 1870-77. In the late

1960s and the early 19870s, un-

favourable price trends was the

major reason {notably for tea

and rubber} for the observed -
declined in the share of traditional

exports. Since then, both contin-

ous stagnation of export volume of

thess products and higher grewth

rates of non-traditional.

The simplest way to shed
light on these issues is to examine
the behavioural pattern of Sri
Lanka's export market shares of
selected commeodities, If external
factors were the sole contributor
to  unsatisfactory export perfor-
mance and if exporters exploited
the existing market opportunities,
the country would then, at least,
have maintained its share in world
exports of the given commodity,
It this has not happened, then the
explanation should {ie in the count-

: 11
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sh_arfa decline. This data shows
that the worid demand situation
can hardly be blamed for the
gtagnation in export earnings from
traditional exports. The explana-
tion must be found in supply
constraints  which prevented 5ri
Lanka from maintaining her market
position,

Among six minor agri-
culturai commodities anly in
the case of cinhamon and to a
lesser extent, in the case of cloves,
did Sri Lanka ceccupy a significant
position in - the world market.
Among all spices, cinnarmon i§ con-
sidered to be the commodity which
has least benefitted from the overail
‘increase in the werld consumption
of spices. The high concentration
of the major share {nearly 70 per
cent} of world consumption of the
commodity in 8 single country,
Mexico, which has been confronted
with severe balance of payment
problems in recent years, and the
- rapid market penetration of Cassia,
a cheaper but almost perfect sub-
stitute for Cinnamon, has led to a
continous deterioration in market
prospects of this commodity. Given
the predominant postion of &ri
Lanka in the worid Cinnamon
trade, the slow growth of her ex-

port garnings from this commodity
in recent years can be described
mainly to this adverse market
situation. In the case of cloves,
the "high degree of volatility of
market share refiects the relative
importance of domestic supply
factors in determining export earn-
ings. The same comment applies for
the other items too, Moreover, for
these latier items Sri Lanka's
market share remains rather small
indicating ' possibilities for further
expansion even under the sxisting

fevel of world demand.
For mineral products, world

market data is not available for a

“meaningful international compari-

son, However, there is some evi
dence which suggests that the world

demand situation can hardly be -

blamed for unfavourable export
growth of these commodities. Inan
intersstinig article that appeared in
the Economic Review {Volume 8,
Number 5, August 1882; pp. 17.18)
N.U. Jayawardena has analysed rea-
sons for unprecedented increase in
#racord” gemn exports during 1972-
77 and their drastic decline there
after. The major reason for expori
increase in the former period was
the incentives provided under the
CRA scheme introduced in 1972,
In a highly restricted impert trade

Table &

IMPORT DEPENDENCE OF MANUFACTURED EXPORTS 1982

Contribution to total

Import content

manufactured exports of exports

{56} . (%}
Food, baverages and tobacco B.ZB 17.91
Garments 46,57 71.23
Leather goods and footwear Q.70 . 4871
Petroleum 39,10 £85.68
Rupber gouds 1.40 = : 22.18
Ceramic and Wall-tiles 1.75 19.76
Maechinery and equipment 1.62 43.20
(riher manufactured goods 072 31.28
Total manufactured goods 100 68,78
Manufactured goods excluding petroleum £0.90 60.00

Soures :  Codwmn I, Sri Lanka Customs Returns

Column 2, EBDB records.

Supplemented with data from the Department of Census and Statistics
Survey of Menufacturing Industry, 1980,
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regime, CRA credits (first 256 per
cent and later 20 per cent of ex-
ports)  allowed to gem exporters
for financing scarce imports fetched
a premium of 150 per cent to 200
per cent in the market. The upshot
was t0 bring mare gems into the
open market and to discourage
smuggling. With the November
1877 liberalisation, the CRA
scheme was abolished as this type
of a scheme was no longer relevant
under a liberalised trade regime.
However, no new incentives were
introduced to preserve the degree
of profitapility of “recorded” gem
exports at the high level that exist-
ed in the CRA era. The resuit was
the resumption of illicit exports,
The introduction of a new & per
cent BTT on gem exports in 1980
{this was zbolished in 1983} and
the lack of effective action to pre-
vent the ingressof Thai nationals in-
to e jjjicit gem trade further

aggra-  vated this situation.
A reecent  ADHE study

(ADB 1981} Graphite Mining Pro-
ject, Finland Report has reported
useful evidence on Sri Lanka's
perfarmance in the world graphite
market, According to this study;”
Sri Lanka's share in the USA
graphite market declined from 7.5
per cent in 1978 to 3.4 per centin
1980, The decline in the share oi
the Japanese market (the second
largest market for Sri  Lankan
graphite, next to the USA) was
from 8.5 per cent to 3.8 per cent
hetween the same two years, Sharp
price increases intreduced without
considering the level of prices from
ather competitive sources, and the
wrong marketing strategy of at-
ternpting to promote higher grade
graphite against buyers preferences
are thefwo major reasons given in
this study as explanations for this
unfavourable market trend,

The degree of world market
penetration by 3ri Lanka in the
field of manufactured’ exparts still
remains very low Cut
of the eight commodities given in
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trg dabbe l2alner goods, ‘oot v
2o sopp bave nd egtsd geciines in
tha't shares in 1ot Zewaloping
country exparts dueieg I8TEHE,
Sharap of wall led Jeweilery god
$:h products Pase:shown  crratr
porid priterns. Both thess foeiurs:
pipprart  thie viEw that these naesses
bems are ndl Yesr estahlisbaed o
g sovind faoding 1o sxplolt suoads
fiully the suistina clarkeT ppoar
Ldniting,

Latanme wiare and gasrsnt
are the onle twa corvmadities ir
the | siwhch heva recarded contin:
ouE. @9T note-worthy  iNcTessEs. ir
marked shara:, e share of cerammic
wilr g neraaied Trom 03 mer fent
in 1877 1w b3 per cent in FHEZ,
abil= Ake oecease incthe garments
widgs [Fomy 014 g9 pent Lo 25
g et betivee s osdirrs mleasn
wear period, The codniry-wise data
indicates thai Sri Lacka's eaxpord
wuporignin in thome commioditics
comparas fevnurahly with ‘other
Geiare smintries. For instaror o
Fhe Zasn ol ceramrds ovars, Briainia
Coeusied  Che  geeenlh pesibicn
ariciy thess counTies 2ila Bouth
Karea, Hong K, e alaygsi, tod e
Taailatd and  the PHillpgioes By
1551 st el best) sieeaiad to posi
igs dooaran g Malgyaia, etz
and Hoeg: Baag. b the fisld of gar
ment cesports, Sri Laaka’s owarsll
parfor marce sgems 1o be ralativuly
batier than shat ol the “Asiac
rasecomars' oty Malayils
Thalasa, Thailarg and [ndonasa.
By 1882 ihe had eut sorippsd
Melayaia  and  Indonsua i s
rensing of Azian axparte. Philip-
pinas and  Thaitand. etill oonupy
higher positione in the ranking,
but their arncual atoof axpension
seem: 1o b relatively lpeer shan
that of 5ri Lanke,

Quata restirasions sreforced
o the mMgjor impotting Gouritiies
wothin tre Mualt-Fibre  Teelil
Arrangemoat (MEAL have fpepun
thie dmpingn. oo &ric Laska's gar-
frant axports singe the secord halt
af the 19305 The first quila SGree-
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et undes WF S was signed wits
Mormsy 0 TATE, and by 198d
percess traeall othar-majer marknis
nothe lisietn Eur:’t-r.u and Mol
Armaric: had  some yRoler i)
pare=tieind A the initizh S080F,
thr caderage Uf quota redTohione
wias breitsrt paly 1o shirte BRG
wloyses, bul toaddaity  mosc 9
the “pooetlar™ garment merss wes
fesiuded in the p=iicrsd bet, iz
difloult v 1l nawe sarions the
moact of austa restrichions an
Eepori i, withabt hawing recgurse
o dake gt indvidusl exportsr fgech
Howeowss, the grawing gancer of
vanTent cxporlEts on the isade o
fucte aliocat on, notabily the agita-
sinm ol exportans outside the B2
far reduciio quotss allocated o
IPE  #ipms, cncliceize Tnm the et
{rietive S pact of tha curte nesidm
5 im daet, fedl

Apart Feorm the fmimadiois
fmpast on axpoit yolume sxpsn-
500, aUo1ss maghy Pass povares
repErclasizns. an ihs lnogigrm
ciahilty of 9z goement indusiey
i7 wetopacither-weay, The pressoce
ot guntas et e peysim-
5 amang produaers vardl s o
nyetR armany pid iy |'|'|é.l=:emi orevelT
g them from establishing sleezble
axpoit production capacily andfo
undsrtaking  nesassery  Impoove-
reants i the produgzion progsss,
A minirmeint salEe svoladme i oong
rosinbry i5 repdet b bear this t1ih
corst it Bwport rrlEr'k:é'[!rlg.

The mern sxistencs of qnte
restric o dags rel howgear imply
fmat  prospocts  far the  Future
ekpansion o gECEnT EEparis oo
migak. One gan oavenoargus  that
these, ferwictons phay 8 aeeful
protective fungtion in favour al
Mppaconars’  againat giready e
valshad third BEifitriss. Ex porters
i othg oountnzs haws in o fact
bermfistod Froin restrictinns ayaingt
East Sslan countriss in this Sansa,
I= iz hard Lo imagine that i Lanka
weaold have panatrated the Waetnrm
Egpropean  gnd  Reoflls  Amsriczn
frarkew &l the rate gle had recoed
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ag onprry th pEdd lowr yesrd had
on  OpenegompEREiee  ifiereen e
wirenmany presanind, This et o
rpported Gy So Lanked's desiinegg
shara - |n ths Wiodls Easy meriet
the dale significant dynesic s
Bet wwhase ouota resiriposns e ot
ez, in the face-of Incressing Sarr
peiitian from the Bast Aas expon:
nra,

Throughout thr pericd sines
fre wasiy VHTDS, ouoid e on
gaiment axporin Trom Hasgeang,
Taiwrn and oreaave been highty
Fastrictive,: Daspite Ihese  resiric
tlami, these ihree gountras hage
manansd fo poeinzain thelr shares
in eoial deyeianl i countty Sxpnris
ot = etedly Jedeél, THE Heaa mgjor
undelying s2az0ds Tor thin sunosss
ary ke gucpegshl] awpdaitation of
shdcspaps far pkport inerebied felr
1 thert under fHo- guals y3marn,
naialiiy by nuesasizg Lhe Uit yaldy
of exports grnd tha drersilioatnit o
s pults To nEw markets oed ek
iy o the sgpital wrphs puiralear
awpaen F-soumtrics,

Sl Lpmiials garament eXooli:
st indlhoat 4 Peawy  cependance
on e sagh B shirls, Blootes)
troviers - ang  Jackyts wWhich heue
sireggdy atrractid quots resirictions
19a3  Economic Poviesd, Yol 3
Mo it 1933, pp. #8330 There:
fgrn,  ooporiomities oexist B The
shortrun 1o e¥cand. sXpoTs oy
shitting ©s athet izens But with
fha exgEnygn of export volome
tnage frapns dre slss boednd foonme
pridar craadsa, Thersfora, iRa long-
Er prospects are inwariabily de-
sandeni an e abiity o jheresse
unit walozs by ghifing te avality
mineatsl within austing  guots
Hmits and to divarsify esports 10
Nar-quate rarkaty
IMPLGET DEPEMGENTE OF
WANUFACTURED EAPORTS

An mporiang spest o e
faken D0 BcROUnRt SN SEESESIOQ
the nel benafit oo ihe soonarmy of
rarufactursd vrports o their im-
peort depeitdeite Of porcentage ot
mpdited Route Ambodisd in FOB
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amprrks,  The highar -the  moar:
i demanresce the fowesr the Conti-
biation - af. the guen Bspry o)
taaards tna beiacce of mavmenls
position;: On theoother hand the
pmenilil morotary of high import
dependensa is Clow dtilizeticn of
laps) raw maierials which in tore
limit e Tspread effest” qtrickies
con BTfect] nf maneiaeiuresd exe
port expsnEon on ine  domestis
ARSI

Talxle b gives detsils of
imazory coment in FOB export
gzrnings arid contributidn to local
manufactured exports af  selected
eepducts, Acsarding to tha fable
the  imporr geeatficant eof total
matufaciured expoite s about $9
ger Gent, Evan whes patroleum
erports ara exclided a3 @n eMoE[-
riona éegs, the co-effieiant sqill
rerna g 83 high 26 80 per gopt. Thiz
high degres of ‘mport depandence
is the outeorss of Geaewy concentra-
Tion Gf experis I garment BXnri.
Garmenis Which sessunt o nearly
/3 per gert oof ngmpetreleam on
pors hes an import eo-efticient of
M opor gent, The irhpast ca-efi]-
gigrds’ of mest of the atrer prg-
ducts, notakly  that of resourcs
bapad products meh 8 food, Bave-
rageE and tobaven, rebiler goads,
and coramics grd wail Hiles, sppear
o be slgnificantly lowear. Howeever,
despite sncredsed eripnasls on exs
port  aiveraiflentlan. the ralstive
pogltions of thase products in the
G paard mix Sl cerming vary low,

It Is pertirent g mention
hare that estimates af  lrmport
tpntent do. onot poitray the Tubl
gtory a5 b the balanes of peyments
impact of manufctefed expors,
Cipar tha period since 1877 foreipn
dirent irnvesirment (DF1] Bas Decome
neragsingly imiporiEet in thig fisld
(Sae Hoxi, Thoe stare of nan-
patroleum - manufactured  eNpcet
Randled Gy tiems with OF paricl-
patian - mareatedt from 24 par cent
in 1977 to 45 par cent inm 1882;
arc! neaxly 57 psr cant of tha ingre-
manial exporie betwasn thess we

waar: orgnatad b thesa firma
Tharetora other foreign exchanos
auttiows such a3 orotit and divi-
dand ESETiauon,  Tovalty  pay
merte -and perhaps other Mindicect
Grging’ Ty wesy ot grica mani-
pulatione nointra-tirm trads., «s-atarl
Wit #ha edports, mignt Lo substar-
tial, Tha net balarue of payments

Irpect can be msaninofully avses

sed gy throug an ndepty amaperi-
cal irwestogation which takes inta
accnunt all these asceets

CONCLUSIONS

The above analesis nf S5
Lamaas exoort parformance ower
e pariod sinee tha aarly eixties 8-
sults In the falioweing wonclusions:
winide currant export 2eicee in toarme
af S0Rs racorded av upward trerd
fram akout the first half of $e
1570, this expatsion hat net bren
edpguate comeared with the accels-
-ation in import prices and gxpand-
ing import demiand of The eco-
namy, This has lecd to 20 increasrng
daperdsnes  of e AcOnDmY D
foralgn caources  for  balancs  of
peyraants finansing, @ trand which
cannot possibly continua withowt
adiVErER TRREICLISEIONS on the ago-
Jomy's longterm orwrth moman-
turm, When ckamingd (0 the globgal
contet, B Lanka's share in both
winrld  exports and esports from
nan-oll doveloping  countries - hes
continuedsly dealined threwghout
the perlod,

The avalyals of export o=r-
formange of indldldual commes]-
tise and commodity  categaries
gompared with sicmi lar exearts frem
cther compatitive sourees sugRests
that, with the axceation of few 1w
lared oeses [in pardifcular, cinngntah
erd perhapa garrments! for mgst Qi
the gonimoditise tha causes of v
savisfectory export performande arg
of mernel origin, Thy thres tradi-
ilonal axports - tea, rubber asd
OERGUT have oontitesd 3o losg
Yheir woslid merket poditiens seleky

Berause O UneaTis1ACTo0Y ERDensinn
fm i pait pdiame . Feom:gbout the
pxily 19708 nonarad ozl axports
af - Gragp have contineed to record
soime expansion, HIwessr, ot 1RG
disacgreguted eval 3 high degree of
diversity &5 Lo groath rates imay be
abserved. 1t k5 notemortny that
gorn  ekports  which  comtloted
the - ost dynamic elemdnt inotha
axport mix i1 the seventies upto
1977 nave on ths aveegpe recorc:
ad @ negatee Tend thuresfier,

The growsh rapard of manu-
faetuted Bxporis sCEMME MOfe M
—rpgsive gompared Wil oIREr non-
traditoional  products,  Howewsr,
avan in this fipid, Srt Larka's ex-
port aspaision Goes net, to @ lafpge
entent, match that of her gompetl-
‘tors. Smong the main manufac-
‘turad eaparts from Sri Lanks only
garmants and caramiic ware have
shener:  satisfactory market peoe
t+atlon 3 indicated by their oon-
1paus incresse 0 the world mar-
kat shara, Other itéms da not saem
io haws yet been established on &
qaung footing 10 expinit sucoeis-
fully the sxistiag merkat oppartuni-
tigs.

Yilhen tha marufactured éx-
fort mix s takan &5 a whaols, the
most praminant feature i the high
gegree of commedity concertra-
tion. Barmernts scoount for gbout
B0 par cent of neccgetrelsum
menufectursd cxperts, A% an out-
cora of thie heayy depencanss on
= single Impost-intersive jtem, botal
import  sontant of manufactured
axpgrts femalna gt tha level of BL
per cernt (B8 per gant when petroe
japm products 28 Incudedty, This
heawy import depencance plus the
fapr that direct foieign lmeaetmment
has mpumed 89 impaortart role in
thig “Tield suggaett that the net
balanee of peyments impact and
the sprand affact aon the peonomy
af export sxpension ia mach s
than ther revesbad oy tha growth
Fate in FOR gxports

ECARORMIET HEMTEW JULY AaLIG "BE 15

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



1

s . = e LT o B v
TR T o T T e LRy AT
: s 43;;-Zi-%mﬁw»‘-;ts%‘ﬁ%‘&:wﬁﬁ%;ﬁ:ﬂ@@j i s
S i Y o e Ty A L T AR e R F g e e
- b = :l' o _'.j'ﬂ.-n S & e A ﬁ:q.-ﬁ i
g ? TR e e e e
e el 5 R S S
= > e = e B
et SHIME e
A
= 5

-

S ; i
i : e e e e
Fis S R SR e
S 5 S -’f.“;ci'a‘:};;:?-#wg{ﬂw.r
: i o ime b e e
e ST o e
:

%
o g s
5 Sageey P ftd ::‘?:.E;.--.c
L ey A L e
e AR
gl - Ly g
R e Ll R
o "u T, o
i T e E 3 5 5};;::,\.'\. =
T : = SRR
< ot oo AT = . : 5 v s :.':Q"ﬁ ¥
- ] ﬁlﬁ " _
R i e '(’J:;; sl
: S R e ;Mﬂ-ﬂi. S
- o = " !
b
P
5:&!' e e e o
e D i PEeT e

: o B

=

e
mi’:r. .

L
ey
S

-
e

- -

; L s -Fm
: r’%‘ S e
i gRp e L
S o -'-‘-_Q-E-i?ﬂ-%
poh .
J:‘

el e e L
LR ;i : - "-i:a:.’-?E
A L ;;h-am,faﬁ

*
"'E k] e

’ T
S _.:EMEE-'?&!‘“E”___{fM : 5
fa R E
i -\.:.l-\..'g.\, T
i ii ﬂ--\.-\.!-\.g-\.i-:-
¥ SR

i:

Db BEW TR L a1 TS

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



s v . L
s R A A TR M
- R S
3
s

-

T Tl
s o e T e R o .L"I. E';-E-ﬁ""
e o e -f..ﬁ;a:t i
%: e e D s
v '\'ﬁ '-: i e
e

- o :-.:f-: e
i i “ii‘gﬁ% JEI
: SRR
T
L7

7

"

i

- W ety - . 'J\.
i R ;

e ]

:

- LL 2 = :
T

"'":'_-"" P -
At
-...- ;. -l 5 e
-\.%&L‘i" E
e L
S R
ey

o

-

e
Vs

‘:%..f:” :
b -‘-’.:?_.,-:

i
po

o

e

(=
e
=
<

o .-:-:ﬁ:%:
.

S
e
bas

&
e,

.-\.'\-'-ci'""?.j' ]

= R

AEsaEn e
R S

S
Bk
Py

5
.\'-'\-

%

y '?M b Y e
“*’iﬁ%'ﬁ“%hﬁ%‘* @ :
PEIRHON B bt i e R

*.”1'5& i H%&mn

o

-

ik et s o e st
5:%’.',%:&‘:5:-, ;ﬁ W o e R

o ", o
e R

SCOMGRIC FEVIE I Y oa

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



| e o e

=

e
; T
I . el e
et ety i o r:'_{d:l*ﬁ‘!’ s > :
. e e R b R S e s : ;A
¥ "o % = - B o
iy iy ks 1
e
s
2
-
T
i

7 T
o

i ’?:_ e
e

;
i

TR
e -

12

ECOMOMIC REVIEW JULYFALIG. ‘B4
Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org

SRR
S

"_-:n:

LA,
o
e

o

e ey

-
=




ECONOMIC REVIEW JULY/AUG. ‘84

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




p— - LT
FERCENTAGT CONTRIBLTION OF FOREIGN FIRBMS TO BOMESTIC MERTHANDIEE EXPORTS BY SECTOR OF E.II’I_LE?L"‘]J
1970 AND 1962 {EXPORT YALUES ARE TN THONTSA M SHs)
1577 . LTl L9E2
| i'neal it share wl Coreigy o Exprrt thare OF Fresiym Expioct shars of #acmpm
v Tiorea 5 Ficms Tarsl Fiome
BTty EIPT. Fon- Fetal Expores  [KIPE e Total Eaports  KiT'Z Hun-
STTE, Landsivn * (AT = HEFLE % &
in F4) LK) dran (1 0D i1 (=& 5 Al L4 £
a1, Faal, himec-auys, wid Tab2oos - 2E36 10,73 1059 TRETE - 18,74 18,78 aoaat 104
: Fiz ppracdets 78 A.4L3 EEr R | HIVY .84 1.6 1EQTZ -
Prooessed doa 1220 3 1116 - - - 332 936
Char 2234 = 43.62 HE-P. 34535 S B EG.5G Joas E
37, Ta:iiee, waafive wpoerel ard Lssihar
RULF 1443k - anT 4170 LeanE EFO 2E2R Fb&e  (ReROT SETE
Wamarlrg cpparal 1473F ; 59,49 i sEERE 5,06 qL B2 B 1B EAE 36,5
Lewpner prochicisMogivears 7ER TrHEBR TAED MWE 3Be  Bea3s  BLO4 ipEE BB
23 Comicipds, rubber B products. 125 - 1.61 1.51 9vR 224 1.0 BEE ABgE &S0
Clamnualy 842 - oED DED x5 q.:h A.55 208
Buabe gacli . 2a’ 3 Fai - | 1.5d 435 1414 A EE SBRTH 4571 '.'lh.f.‘E-
BB War-retslc mineral prioddess
|zarmmic-snre a3 walii sl e ETLh §iED 43051 - £5.07 3E.E1 1 -
3. Mlecaines wnd caulpntsn 2333 . B.E2 312 3EHEE - e I ‘1;5 4063 21ED
2 Dtwr nanuFacturing 1564 - daEs ISk b [ A R | .03 19,84 FE2E  ENEN
arsicles psla tram ser 457 - - EQ3 - - 2zan  JEMm
Jepeellery 35 . - ; 180 1.3 . .1 g8 1183 |
Tevgn & apart n;:,u:ls 43 - - . 1B -2 - 1143 4561
Tt 1176 - 47,33 4237 1464 = - +8.31 2166 3E.E3
Tiows e beiaran gacele L1 i 7354 2384 QoEDE 3B I 20,50 eanan &g
[azalarsaandise pepfiis SARAE - 120 1.20 FEG&a2E LAl ALE 4,14 oz B4R .
Mlahezi- - | ndicgtss 2000002 aus
3. Taabioge and irssid tRa
b, Escluding pairolsam produg:e
Sparpei- okt o drpubiished firaewate sepiont pedteds, Gyl o doparimenT
1

Digitized by Noolaham Foundation. ariy e e A
j['; ) noolaham.org | aavanaham.org COCEORTIE KW T S LY Ak, e



THE ROLE OF CO-OPERATIVE RURAL BANKS IN

SRI LANKA’'S RURAL SECTOR

W.W Panditha

This paper was read By

the Rural Credit Seheme

M. W, Panditha, Deputy General Manager, Co-operative
Development, Accounts and Planning of the People's Bank at the Senior Kxecu-
tive (roup Study/Observations Programme 1984 of the Asian Pacific Region
Agriculture Credit Associgtion held in Colombo, My, Panditha was closely assocw
iated with the Rural Credit Departnent and during the period of the pioneering of

Rural Banks or Co-operative
iRural Banks (CRBs) as they were
subsequently renamed (1) celebrat-
ed the 20th anniversary of their
establishment in March this year.
This banking system was launched
by the People’s Benk during its
forrative slages as an institutional
device through which the Bank
could supplement its programime
for provision of banking facilities Lo
the rural sector through the Co-
operative Movement., A CRB is not
s Bank in the conventional sense
but, it is the financial arm of a
Multi-Purpose Co-operative Society.
Lt is not & separate legali entity and
does all its business in the name of
the Multi-Purpose Co-operative
Society of which it is a part, At
present, there are 298 CRBs and
576 CRB branches covering the
entire island.

in this paper, an attempt
would be made to describe the
objectives and functions of these
institutions, the rationale for their
setting up and their role in rural
credif,

- BACKGROUND

The concept of combining
credif, marketing, resourcs mohili-
zation and other general purpose
activities at village level in one
single organisation is nof new to
the Co-operative Movement, Raif-
feisen, the father of the Credit
Society himself appears to have
harboured similar views. (2)

In 8ri Lanka too, in 1957 when

the proposal for re-crganisation of.
the Co-operative Movement was

CCOMNOMIC REVIEW JULY/AUG. '84

adopted eand the single purpose
Co-operative Societies were amal
gamated into Multi-purpose Co-
operative Socicties, the inclusion of
banking as one of the functions of
these Societies was accepted as
essential for the dynamic role
thev were expected to play in the
development of the rural economy.

The Committee which recom-
mended the formation of Multi-
purpose Co-operative Societies in
1957 inter alia made the following
obeervations:

“ It should be noted that all
Multi-purpose Co-operative
Societics will be primary Rural
Banks and their relation with
District Bank or Co-operative
Development Bank (3) are
matters for settlement after
discussion with the latter
Bank.”

1 chall now outline briefly
some facts of the rural setting as it
existed before establishment of the
People’s Bank, as a backdrop to the
understanding of the role of CRBEs.

Of the 4,5 million acres of
agricultural land, about 2,3 million
acres were cultivated with tree
¢rops, mainly tea, rubber and coco-
nut which form the principal agri-
cultural exports. These crops arc
run mostly on commercial lines, On
the other hand, the agriculture of
the small farmer is primarily paddy
cultivation. The size of holdings in
this sector iz small, and are un-
economic at the lower end, The
number of holdings stood at
1,189,801 of which paddy holdings
accounted for 49 percent. An aver-
age nolding being 1.9 acres the farm
sizes differed widely. (4) Natural
hazards pose a constant threat.

Approximately 72% of the
pepulation live in village areas and
are engaged mostly in agriculture,
Since agricultural incomes are sea-
sonal and subject to wide varia-
tions, specially among small far-
mers, there is a constant need for
credit in the rural sector both for
purposes of production and con-
sumption, Due to lack of adequate

I} In 1972, with the amaigamation of Multi-Purpese Co-operative Societies
into o large Primary Societies, Rural Banks were re-named Co-operative

Rural Banks.

“The object of the society iz to improve the situation of its members,
both materially and morally, to take necessary sieps for some to obtain

through the common gudrantee the necessary copizal for granting loans to

members for the development of their business and other household
needs, ro bring idle capital inta productive use for which purpose a Sav-

The Co-operative Development Bank referred to above however did not
see the light of day, but in its place was established in 1981, the Peaple’s

To Government (2.5%); Co-operatives (4.1 %); Commercial Banks (1 A%}
Relations and Friends (44,2%); Landiords (8%, Private Money Lenders

2)

ings Bank will be attached to thé Seciety 2
i3

Bank with almost identical objectives.
{4} Cencus of Agriculture 1983,
(5)

(15.5%); Traders (11.5%); Others (137%).
(6)

In early fifties institutions which provided rural credit congisted of
unlimited credit societies, Co-operative Agricultural Production. and
Sales Societies, Kacherles and the Depl. of Food Production.
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(g) The provision of a credit line
and  supporting  services  in
themschves were inadeguate to
restore the contidence of the
rural  community  who  had
witnessed  for nearly halt a
cenlury the disbursement of
credit by Co-operatives, The
Credit  Department of  Co-
operatives  hud to be given
the image of a Bank.

(ht The Socicties” lendimg should
tie linked to Bank lending
Setting up of Rural Banks

The lessons druwn from this
experiment and the agonizing re-
appraisals of its own limited role in
the rural sector, led the Feople's
Bank in 1964 io develop tho con-
cept  of  bhanking through Co-
operatives into a  practical and
working  proposition. The result
wus the formulation of the Rural
Banking Scheme.

The ohjectives ol setting up
Rurul Bunks were then cnubciated
a5 follows

i) To provide credil facilities
in g fruittul manner 1o
members of socictics.

i} To provide credit SUPCTVI-
sion tor facili granied.

i)y To up-gradc the book-
keeping and documenta-
tion system,

iv) To develop methods for
cavings mobilization,
And the scope and functions
of Rural Banks were framed thus:
i} To provide loan facilities
for any purpose within a
limit of Rs.3.000/- Fack
lities abowve ihis lmit to
be considerod by the near
cst branch of the People’s
Bank.

i} Linking credit with mar-
koling,

i) Development of  Rural
Banking and Depsit Mobi-
lization, 2

iv) Pawn Broking as Peoplc’s
Banlk's agents.

ECONOMIC REVIEW JULY/AUG. "84

To ensure their viability, the
new scheme was thrown open to
those MPCSs which conformed to
the eligibility oriteria prescribed,
{10} Priority was given toesociclics
operating  (he Hxtended Scheme
successfully.,

Fligible Societios could make
their applications to the Rank 1o
join the scheme, Thereafter the
Bank did the sclection on a case
by casc basis after an inspection
and scrutiny of the Society, Once
seiceted, the Society and the Bank
cniered into an Agreement sctiing
oul the ferms and conditions under
which the Rural Bank  was Lo
operate.

Av an initiut siep fur the estab-
lishment of Rural Banks, the select-
od  Societies were expecicd 1o
amend their By-laws to cnable
them: to cstublish Rural Banks, The
Peopie’s Bank in turn provided the
foilowing : {u) financial assistance
for on-lending: (b} managerial assis-
tunce by scconding one of its own
employees, (¢} safes,  counlers,
stationury and cquipment for pawn-
ing. (d) supervision,

Under this scheme, credit facl
lities were made available to mem-
bers for production, housing, debl
redemption, trade, consumption,
emeorgencies and for rural cleetri-
fication. These facilities were pro-
vided both  as  short-term  and
medinm-term  loans  with repay-
ments ranging from | year to §
VCArs,

These Rural Banks were
authotized to cngage in pawning as
agents of the Peopie’s Bank

Crop loan tacilities of a sea-
sone! nature however were not
introduced as a scheme of granting
cultivation loans, implemented by
the Government, was in cperation.
However, provision of {emporary
Bridging finance facilities was en-
visaged against such loans,

Facilitics weore made available
both for members and non-
members  io maintain  different
types of savings accounts such as,
ordinary savings accounts, minor's
savings accounls and Investment
Savings Accounts, Members werc
expected to enter into a Marketing
Agreement with the Society. All
sales proceeds were expected Lo be
credited to their accounts. Fixed
Deposits were also accepted from

‘members and non-members, Cur-

rent Account facilities too were
provided to members of the first
three Rural Banks at the initial
stage alter which this facility had to
be hastily withdrawn when certain
legal impediments were encounted,
Had these current accounts heen
maintsined, more innovative credi
facilities would have been cyvolved,

By 1971 this scheme had been
extended to 111 Societies and the
qumber of accounts attracted had
grown to 60871. By this time
this institution had not only
gained the confidence of the rural
population, bur had also attracted
the attention of academicians,
rescarchers and officialdom as 4
new banking concept worth taking
seriousty. The establishment of
banking sections in all amalgamatod
MPCSs was accepted as  Govern-
meni nolicy, >
Changes in Rural Banks after
Amalgamation of MFCSs

The amazlgamation of a multi--
tude of small MPUSs to a relatively
small number of large MPCSs
covering a4 wider arca of operation,
necessitated in 1973 certain organi-
sational changes in the structure
of Rura! Banks, These Banks which
werc hitherto run on unitary tines,
became a branch banking system
with Heuad Olifice operations and
Branch operations, Most of the
former Rural Bunks became branch-
es of the ncw Banks. The name

0y

vide Rural Credit and Banking Cireular No.1/84 of 22-03-64,

-

{16y (i) Minimum membership of 500! (i) Shares of at lzast 755 members
should be upto date: (i) There should be no defauit by any creditor;
i} Soctety is rur at a profit; (v) Sh ould he atleast 3 vears after establish-
ment; (vi) Should be an agent for paddy purchases; {vii) Shouid have a

strong buliding,
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Within the prescribed ceilings,
funds arc provided for the full cost
of a project, without calling for an
enquity contribution, (12},

As at 31,12,1983, Medium and
Short-term lecans ouistanding was
Es. 1477 million in respeet of
67,364 loans, A purpose- wise
breakdown of these facilities are
given in Table 1

A regional-wise analysis indica-
tes that 92% of the loan volume has
been disbursed outside Colombo
District thercby demoratrating the
strong rural biased dispersion in
lending.

Lending coperations and credit
disbursements have not been upte
expectations. Apart from. the mi-
mum share requirements for bor-
rowings, relatively high interest
rates, internal administrative prob-
lems, the lack of emphasis on
identification and appraisal of small
scale rural profects too appear to
contribute to this position.

Crop Loans

Since 1973, the provision of
seasonal crop loams too were
trought within the CRB Scheme,
Credit facilities are provided for
paddy and sixtecn Subsidiary Food
Crops for purposes such as land
preparation, seed, fertilizer, agro-
chemicals and for harvesting. The
scales of finance per acre are
pericdically decided by the Mi-
nistry of Agriculture in consulta-
tion with the Banks, (13) Under
this scheme the Central Bank pro-
vides 100% refingnce facilities and
the People’s Bank lends thess funds
to MPCSs which, in turn relend to
member farmers through the CRBs.
The performance of this scheme is
summerised in Annex I

(12} This is however counter-
Balanced By the share
congribution  reguirement
up to 10% of a loan.

{13} At present (these s_ca.’es
vary from Rs.l 400/ to
Rs.2.400{. per ocre of
paddy,
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Since a fuller discussion of this
scheme is heing made in anather
paper, suffice it to add here that
Proposals for major changes (o
expand the coverage of this lending
scheme have been made by Bank
to the Central Bank, under which
due recognition has been given for
the setting up of an inbuilt mechan-
ism for re-scheduling of loans by
way of a STabilization Fund to
cover loan defaults due to naturzl
hazards, & problem which had
bedevilled many a lending scheme
in the past,

?awni'ng

Loan Facilities granted against
pledge of jewcllery can be consi-
dered as the most successful lend-
ing operation of the CRBs. Socisi-
ies could engage in pawning either
with their own funds or after
obtaining overdraft facilities from
the People’s Bank. Pawning loans
are given both for essential pur-
poses and consumer purposes 1o

non-members and members, These

advances arc repayable within a
vear. Renewal of advances are how-
ever allowed after payment of the
annual interest, The Bank lends
funds for these purposes currently
at 23% p.a. and the CRBs in tum
re-lend  at 28 - 30% p.a, As at
31.12.83, pawning advances stood
at Re243.9 million in respect of
350,265 advances.
Savings Mobilization

CREBEs have proved to be a very
effective medium of mobilising
rural savings. Both the volume of
savings and the number of savers
bear witness to this phenomenon,
As 2t 31.12.83, Savings and Fixed
Deposit balances outstanding were
5. 718 Mn, Of this Rs,590 Mn were
held in 1,612,000 savings accounts,
Another noteworthy feature of
savings mobilization is that 63% of
savings deposits and 59% of savings
accounts were held by non-
members, which demonsirates the
extent of confidence reposed by
the rural community in CRBs.

The deposits and advances
position under the CRB scheme as
at 31.12.1983 could be summarised
az follows:-
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Yolume No,of
{Mn}  Accounts

Advances

1} Short and

Mediurm-term

Loans 1477 67,3684
2} Pawning 244.0 338,816
3}  Crop Loans

scheme since
73/74 (Mahal 5071

8588
Deposits
Savings 5897 1,612,485
Fixed Deposits 129.2

71889 24,765

Although the gross loans/
deposits ratio indicates a lending
surplus, when cultivation loans for
which Central Bank refinance is
available, to the Pecple's Bank are
set aside, the advences/deposits
ratio is only 54%, .

Much has been szid about the
short-fall of lending vis-a-vis, the
deposits mobilized. One cannot
overlook the fact that the bulk of
savers being non-members are ine-
ligible for loans except pawning
advances, Viewed in this light the
position does net look so un-
favourable, -

Investment of  Supplies Funds

The People’s Bank provides
facilities for Rural Banks to invest
their surpluses in the form of Fixed
and Savings Accounts. Surpluses
built in current accounts are period-
ically transferred to Savings Ac-
counts maintzining only minimum
balances required in current ac-
counts, In addition CRBs too invest
their surpluses in the National
Savings Bank when their rates are
more favourable, Besides, the
healthy savings surpluses position
has enabled a large number of
sogieties to satisfy the demand
for credit from their members
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A MORE EFFICIENT ADMINISTRATIVE SERVICE

A5, Amargzkera

A8, Amaraskera who has been with
the 5ri Lankg Administrative Service
since 1975 served a four year term
as Sri Lanke’s First Secretary (Com-
mercial in Singapore during  this
period. fHe makes these chbservarions
strictly in his personal capacity,
Jrom his experience and study of
both, the & Lanke Service and
the Singapore Service

At & time when much
controversy has arisen regarding the
role of the Administrater,, his
importance vis-a-vis the professional
and a host of othsr qusstions
about the administrative structure
of out vountry- and its effectiveness
in development, it seems approp-
riate to examine the Sri Lanka
Administrative Service (SLAS) in
relation to an eguivaleni service
in a developing country in the
region. The Singapore Administra-
tive Service: (SAS) has been chosen
for this comparison mainly because
of the nature of its achigvements
over the past two decades which
has resulted in its acceptance world-
wide as an exemplary Administra-
tive Service. This paper is the resuit
of over four and a half years of
ciose contact and asscciation with
Singapore’s premier service within
its public service (still called the
Civil Service) and the experience
thus gained in working in an en-
vironment and with 2 svstem the
ohjectives of which always appear
tg be improvement and azchieve-
ment.

The Singapore Adminisira-
tive Service (SAS}) is the country’s
premier service in all respects-pres
tige, functions, wages and impor-
tance, It iz generally referred to a3
the No. 1 service and is ranked
higher than the Enginecring, Medi-
cal, Scientific and other profes-
siona! services. There are several
similarities a3 well as differences
between the siructure, concept
and functions of the SLAS and the
SAS, While some of the differen-
ces are obviously results of the
disparity in the stages of economic
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development of the two countrics,
some differences originate from
other sources too, Similarities have
been occasioned by the fact that
the two services both stem from
and have been initially modelled
on the British Civil Service. How-
ever, the nature, functions and
objectives of the two Adminisira-
tive Services as they stand today
are far different to the criginal
British model.

Recruits to the SAS are
from among persons with high
academic gual ‘cations and
this is true of the greatsr number
of SLAS recruits too. The number
of SAS officers as a percentage of
the total Civil Service is .3 percent
while the comparative figure for
the SLAS is about .34 percent.
Boih services inifaited primarily to
maintain  law and order and
coliect revenuc have over the
years been gradually transformed
and now engage in direct participa-
tion in development activities in
their respective countries, All offic-
ers of the SAS as well as the SLAS
are transferable und as a result
perform a varied set of Tunctions
and duties as they progress in the
service. Finally the goal of most
recruifs to each service is to reach
the rank of Permanent Secretary
{Secretary in this country) which
is gonsidered the most high ranking
and prestigious post in the public
service. The differenges betweon
the SAS and SLAS are likely to
become clearer on & closer examina-
ion of the SAS,

RECRUITMENT

Only petsons who have
obtained a first class Honours
degree or a second class (upper
division) are eligible for selection
to the SAS. Although recruiinent
takes place immediately following
their obtaining the degree, aciual
selection takes place, generally,
years earlier soon after the local
General Certificats of Education
{GCE) A’ Level results have been
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relpased, AU this stage applications
are invited from those who have
performed  exceptionally  well.
Candidates who have passed the
preliminary examination for admis-
sion to the Universities of Oxford
or Cambridge are also eligible to
apply, Selection is by interview
by the PSC or panel or board nomi-
nated by it, On selection the pros-
pective recruits are offered a
scholarship through the University
on condition that they join the
Service and serve the government
for at least eight vears after gradua-
tion. The assessment of their aca-
demic prowess at GCE ‘A" Level
is so accurate that almost all those
selected afier *A’ Level reach the
required sfandard of a Ist Class
Honours or 2 Znd Class Upper
Division. The probationary period
is two vyears during which the
‘cadets’ are trained at home and
abroad. They are also assigned
brief planned postings under the
superivision of experienced senior
officers,

A factor worthy of note
is that the subjects offered for the
GCE ‘A’ Leve! or the degree are
not material in the selection pro-
cess, Candidates from such varied
disciplines as the Aris, Sciences,
Engineering, Medicine, DBusiness
Studies and even Languages are
given an equal copportunity pro-
vided their achievements conform
to the basic academic excellence
equired.. Once recruited and train-
ed, the government sees to it that
maximumn use is mide of the par-
ticular subject or discipline the
officer has specialised in. As a
esult, the knowledge, expertiss and
experience of these officers in
their varied flelds are never lost
to government, Recruitment is also
carried out to a very limited extent
by means of open advertisement in
the newspapers, The minimum
qualifications required are the same
as those outlined above, This
affords an opportunity for late
developers who may not have
performed exceptionally well at
the ‘A’ Levels but have succeeded
in obtaining the rsquired honours
degrze,
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Freo mportant factors which are
peeulial o Singapore. One is that

3 A i
3

the small populution of 2.

;
places limitutions on the availubility

h the high

ot human resources :
level of aitainment reguired 1o
enier the SAS. The best intelect
and talent therefore hus to be put
To the best use,

A Senior Singapore  Civil
Servant has put this rather simply
but forcefully us follows:

“Sitgapore Is g vingll countrr. We do
notl hare resources stiell gy minerals:
nor have we eot the wxpanse of land to
deivlap argifculture, Bul one thing we
dv have amd that is human resources:
and the pitilosophy for development (s
10 thaximiise the use of our citizens'
abifities in  the development of the
econchy ",

The second reason lies more
in the Singspore Concept of ihe
‘Administrator’ as compared with
our " own and (his merits closer
scrutiny,

CONCEPT

in terms of the Singapore
Concept, the Administrator’s res-
ponsibilities could be conveniently
crystallised into three basic func-
tions thinking, planning end deci-
sion making. As a thinker it falls
within the purview of the Admin-
istrator (o project his mind for-
ward not ¢ month or a year, but
decudes and to assess the state of
development in the world as well
a5 in the region and its possible
repercussions on his country at that
point of time ecg. in the year
2010. He is expected to do so by
making use ol statistical data,
reports and other information in
the relevant areas, which are made
available to him, As a planner, the
Administrator must then, neces-
sarily assist in the formulation of
plans and programmes to meet the
demands that would be made on
his country in terms of the assess-
ment he has made stage by stage
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yeur by year, decade by decade,
Ax a result of (hiy type of activity
the Singapore Pducational Pro-
gramme has been drawn up to meet
the needs ol the year 2010, while
the Fuily  Plunning Programme
CRVIsULEes  u population of 3.4
million in the vear 20240, From this
point onwards Singapore expects
tor aehicve a zero rate of population
growih,

As a decision maker the
Adminisirator s called upon fo
deal with a4 host of problems that
crop up in the anplementation of
programmes. e is constunily com-
pelled 1o make quick deulsions
under greal pressure; his decisions
have to be directed towards the
ultimate goal  of achieving the
objecives and  targets set by his
thinking and planning activities,
To borrow an expression from
Professor GG, Thomson, SAS offi-
cers are doers or thinkers preparing
for doing.

The cexplanation eof the
Singapore Concept of the Adminis-
trator given above may appear
over simplified but could be con-
sidered basic to the thinking of
the Singapore authoritics on the
subject. The following extract from
the “Scope and Nature of Duties”
as outlined in a memorandum on
the SAS would serve to illustrate
this:

“The Administraiive  Service is e
premier servige I the Ciril Service
Holding key positions in ministrics
and departments, Admibustrative Offi-
oers assist minimeaters in the formulating
and  implementation  of  Government
policy as well as in the co-ordination
and improvement of Government ma-
chinerv. Work in rhis elite service is es-
pecially challenging, vavied and reward-
ing and wiil be increasingly so with the
sgrowing complexity and modernisqtion
of Government activities.”

What becomes increasingly
clear from the foregoing is that the
SAS officer does not engige in
routing work or establishments
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work as the SLAS officer knows it.
He will not approve the sranting
ol an increment to a subordinate
nor upprove applicaticons for leave,
tie is not concerned with an under-
payment of a few hundred dollars
to government or the refund of an
overpavment.  His  own time and
energies are 1oo vuluable and can-
not be spent on these day to day
matters, These are jeft to the
‘Exceutive Officers’ - a2 kind of
middle grade in the Civil Service
which functions ui u level botweon
the Administrative and the Clerical,
The fuanctions of the cxecutive
officer are similar to those of the

-Office  Assistant {GA) or Chief

Clerk (CC) in the Jocal se1 ap. He
attends (o office sdminisiration
routine or establishments vork and
leaves the SAS officer’s “routine’
consists  in  atiending  seminars,
cenferences, discussions at ministry
and intermiwisierial fevel, cngaging
in studies, compilation of reports
and handiing special assignments
both at home and abroad. It will
therefore be scen that he clearly
functions at a level and in an area
in keeping with the iniellectual
abilities and commitment that
are requived of him oas @#n SAS
Oftficer.

When one considers how
often SLAS officers al all levels
(ihis docs nof exclude “permanent”
Secretaries) are hampered by having
to sece to routine matters which
leaves them liftle time to cngage in
thinking, planning and formulation
of pelicy and programmes, onc
wonders whether it is not lime
that the scope and nature of duties
of SLAS officers s re-examined in
the light of the Singapore Concept.
One weakness may lic in the lack
of a proper definition of the
szope and nature of dutics a defi-
ciency which  could be set right
without much difficulty. While
total absorption or imitation of
the Singapore Concept is not in-
tended, the possibility of modify-
ing it to  suit the role of the
SLAS officer in the local environ-
ment seems to be desirable.
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outside onlv after his 8 vear com-

plusory ‘hond’ term

which

acts

as a doeterrent, Thirdly officers in
thic higher cchelons of the zervice
have 2 sense of commitment which

well be the
their desire to

may very
factor in
in the
‘defections’

are few and far

SAS, Whatever the

deciding
continue
[2as0n,

to the private sector
between and have

never posed a serious problem to

the guthorities,

POLITICAL INTERFERENCE

It would not be comree
to say that members of Parliament
4o not aitempt to interfere at all

in dealings the public as

bureaveracy, However,

stich

with the

infer-

ventions often imvolve only an ex-

letiers,
Member of

change of
ample : &
may ab
constituents write
nent Scc**%arv

The Permanent
would send the MP a

the request of one
to ihe

To take an ex-

E e
!)f’iriliiu/-l' i

t his

Hecrs

polite reply

(probably)  stating that {1} 2000

flats

Table II .

have been allocated {2} the

constituents number on the wait-
ing st ig 3,221 and therefore
would he {(the MP) kindly inform
his constituent that he would have
to wait for his turn, It is obvious
from this exchange of letters that
both parties are aware that the
situation cannot be changed., The

stify
f

system - must  not  be  violated,
This s the basis of the relationship
between the MP and the public
servant and it is always recognised

and respected,

THE ADMINISTRATOR AND
THE PROFESSIONAL

A3 mentioned earlier, in the
Singapore Administrative set up
the professional always takes se-
cond place. Whatever the profes-
sion the scale of salary and the

joyed by the Adminis-

above it, This will be

L criparison with the

salaries of professionals listed in
Table i1 below,

It will be noticed that

Bervice

except Tor ¢

‘w Enginesring
» af which i

with the .:‘BS (S$ 1600 ., the
initial salaries of the Mcd ical,
Dentai and Psychelogists Services

8% 93500 pun. In

are higher, However, the maximum
in any service dees not exceed
comparison, in the
5A83% ©500 is the starting salary
of a Permanemnt Secretary (Super-
scale Gr. Cin Table 1), The Per-
manent Sccretary scale riscs from
this point LOS$ 21,700 whid’ is the
maximum in f:he scale while no
other professional or scientist could
aspire to receive more than 8§ 9500
in the scrvice, However, as men-
tioned carlier, officers who have
achieved academic cxcellence in
other fields could alwayvs anply 1o
join the SAS when vacancics arc
savertised,

CAREER DEVELOPMENT

Upto the middie of 1983
the Confidential Report System,
which s followed in Sri Lanka too,

BOTV the basis for promotion
a8 for carcer develspment,
However, it had been felt over the
last vear or two that there had beer
g0 much emphasis over the nast two
decades on economic development
that MHitie attention had been given
to the development of human

regsources,. The Singapore Govern-
ment had also seen the need to
develop the Administrative Struc-
ture to meel the demands of the
next few years. In this context it
was recognised that a special unit

Initial Post Salary
Englnesr ESD {Gr X1}

Mechanical S51600
Elestrical s$1600
Civil 851600
Chemical 551800
Architeckural : 555600
fefence fngiresring and  s$i800
Spientific Officer

Medical Officer MBES 582050
Derntal Dfficer BDS S$H1800
Psychaloglist Gr.(V) 581700

Division I

Highast [Grade

ESO Grade I Superscale
4l

]
L]

Defence Engineering and
Scientific Officer Gr.l1
Supersaale £

fiedicsl Officer Superscale
Cr.0 + Allowance

Dental Officer Superscale
Gr.D + Allowance
Paychologist Gr.l
Superscale G

SEBEO0

S58300
8$1750
358500
S$1750
S36500

should be set up to appraise the
performance of officers in the Ser-
vice with special attention to the
SAS. The new Division set up t
handie career development is to
implement what is known as the
Open Appraisal 3ystem as opposed
to the earlier Confidential Report
Systems. Under thiz scheme an
officer would be rated at the end
of each year on his performance
and not on a Confidential Report
submitted by his superior or Head

f Department. The new appraisal
is to take the form of an interview
or discussion with the officer on
the role he has playsd over the past
vear with special reference to his
successes as well as his failures, his
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Registered as a Newspaper at the GP.O.

£CONOMIC
REVIEW

The Economic Review in its eight years of publication
has produced several issues that are still in high demand,
For the benefit of the several members of the reading
public who have made repeated inquiries, we give
below a list of some of the issues of which few copies
are still available, '

YEAR MONTH COVER STORY
(The Mzin Feature)

September Women & Development
October Health

February The Economics of Marriage
April The City

July The 1977 General Elections
August Fisheries

September Gems

Octobet Trensfer of Technology

April IMF Changes

May/June Co-operatives

July/August Sri Lanka’s Economy

Sept./Oct. The World Bank ANNUAL SUBSCRIPTION
Nov./Dec. Accelerated Mahaweli Prog- RATES

Jan./Feb. The Economy G Ay, 404
Marh  Chidrn (YO e
April/May Rural Credits a;ggn 335‘ i:;:
Oct./Nov, Television in Sri Lanka JAPAN Us$ 20/-

MIDDLE EAST  USg 20/-
REST OF THE
December Rubber WORLD US$ 22/-

PRICE PER COPY

June/July  Coconut Industry |
August Inland Waterways LOCAL Rs. 5/-
INTERNATIONAL uss 2/-

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

A Publicauon of the
Peopie’'s Bank
Research Department.

Digitized by Noolaham Foundation.
Printed at International Graphic Migazifles Linsftéa)anam.org
283, K. Cyril C. Perera Mawatha, Colombo 13.
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