. A PEOPLE'S BANK PUBLICATIOR

Ll P a1 1] .-‘
Bt

-.‘va-.'f.-sJ




b e e P T
LA — Nun
i |
s | i ]
¥ e ]
i '.I bl o
pamfy * Y b S
Y i K
A & Ty
k- L
W - 077 + (=T}
) | ]
FrogalwaTrmk vilaa
A nanrel Lag e84
ni | | | _I___
: ] T L= T LR '

o vencns Fracelida
- (L7 o BT DR P
14520
ol
i Le—
b If £ ;
| et | £
e _,.-"‘. _'-.Il w e
L PR L R | .
190 - AT TIHEE J.-’
e | T
.
o [ RTH |
; Sy
b e E - : e
- o)
. i He 111 -
e Tt e D
e R e AT
Kot
A = LR e
4 —
gt T3 - T
F: Flﬂ
B, NG 4 e | P
vl P ls Seaunn !
| are albsubiarasd, |

reserp Foemaims AL

Economic
Indicators

o e A, . EOCEUNI LAl GER e | 1EE
s LTI R 7, IR . 'I:El'b-ll.'.T'.F.II Bl ik ARIELE |
1 e £
T TR R E -] T _‘J'
[ AL ATION L Cu VLIS NINT [+
FIKTE Ve CALTEMERDITLI ! i
Al i A TR T T | F
LALE EECTUR SLEKAT T il |
" |
F. 0y
r.
E k
I |
= T |
| ]
&
1
7. T |
]
|
Fen, |
E E e R |
| i peDigitizeg By : '
B noolaham.org | aavanaham.orq el




FCONOMIC] |
Rﬁvltw S : Nombers 3 & 4 o Tule (957

- B =
CONTENTS
- COHLLMMNS
il bl People's Rank:
1:!‘| LT T A R ol : Thia ol = ] Azl r-.'_'.E,',!
Vs Cffis. : : i 4 S
Sir I:hlftq_r_'|1p.'|!m1 00 Gard inas Mlareat v ArnnculinTe s |__‘.-||:.f: (I L [ LR e B LA T -'.'_I'l- e e B |
Colarba YT e A - '
i kankac _ faly by bepawdh A rTa g scsaesT ol pompimes:
; ClAL Coop ¥
Fore g Mesees Feviety . 14 UN—'--'T-“.D- ".|"||‘
et rons i |;_:l:|,|:h::-u"-l,.l: IJH;I:-ne i g crvedatd e _:",___1 e

I'| TR Ir. SLraeTET 2 !-;j].i'

—__—

SPECTAL REFORY
3 MARLE ACTURING 1_::@[:1‘1&1 Wy

_ -

C it ailes : LB Felleehors nn |‘|-.'|I;|51r dl s laprern 4
J'IE |_n £ -|"'l:'r_'].'r'r|:]q.'|.1,_|'|; T o

=

AT Dias ]E Rrrinn :E-E:-E_E s Pabdie Sectnre F_ﬂ.;:r.[.--'"g.
i turifg siceipieTses
FEATURES
| | Eictch v aliey Tired far 3 If:f:.;uc-*ﬁl Hrticy
SRy Drunin Tk T ot e ands LaHee duer st
INR .08 Dbl gt e L, il e enl e
; Nj-l:i1.ﬂ| -"":-Ff-“'rﬂ-'ll'll'i-;? oh .E-;:llllﬁ-ail.'llﬂ."'['.'- ul the frfurme .'i:hu'al Crechit

Slarkat il Canikn

Joffeey LSchelo® . 1% Trade rosereacs aod dri sl i Gour s
Jair_alne Mazon e ' ; '

THE ECONTY R MEWDW s ntended 1a -
praatete bimwhedne ot and intosnst jo the

OO sy ekl arma ams ':

RENT IR

procass By womary sicidd gro

Wi & 1 WjarErl RIEE, P liied if

THE ECONOMIG AEVIEN b i Thngreabhaleer in the Planiation Seetee
i r1af tha Fudpia's B Dppsarkinities far chevieal 24 pru--r-mwg _r'rr:hl.srna_s n I,:IE'.r-ﬁI-:q:-uq.-l rm..-omgs
Y Th MulURibsrn Srrarmaiveint =0 T s choching nepostere
o e ﬁl’-i‘rr'e ‘el Fisl an - assemiert oF intluercing taclors,
A Tl amegmmﬂ o Sl ararit szyams
Hu A Ars thio rork o] 3
mrl o n ot reEpe CIAEE
ioms tadwnich urs_HEtRchod,
Biimnder contribotians o I w Eﬂl'ln'lmﬂ Farnando

Epmitbrd B A nd Vi BAEOL A L s e lGoma,
THE ECOMNGMIT REVIEWT in fran

isthly ard {5 wallAnlo il un Digitized b.y Noolaham Foundation

Sl bfizrip S Aoy Al
i s Bl ke noolaham.org | aavanaham.org




aiiiiiiie
%Eﬁfﬂﬁ?;;n
‘.‘.- i 'k- of :s .:.:‘:
- - = 3&2@@3’3’"9{& D T
s SRS
FIITIIIIIATYRIINNEY 24944 02 goms EHRg S Sameessaass
nﬂ::-'ﬂluotmenw mw.lwtihlm&m*wt:&w:ﬁww
.. = SBEIERISig 05 hes LIAT SEAImeRLEIaT IT <he
""""'ﬁtﬁ{@lﬁ""u .-."u...-ftfm.-._q - % . sbuw
R T e @gﬁgﬁ%ﬁ Iesn -.iézfi?:::::::::mmw@m“"
g e ae dang et IR
o e T e SRS Y Shhedasaress
il 1086 10 pHa
:::::mwm... s

.
By

?‘gg:fma ngg:::...gm,m;;:aﬁm

- L =T
0.9...‘- .y
- ¥ Fwaay am’yﬁ(ﬁ"&ﬁ!-
e LRI T et
e £

-
g
:P:{KQ#*.I
- TE Ry
-

tﬂ..an-nco -
- rt.'!*‘ﬂ&
s--woqoqtun caolactslaa-

bt R boi‘!%ﬂl’&l.-t—&"l -
-pocco-oaaouov.i'lﬂ'_ BNy

.-o.oa:::::a. Fﬂw”ﬁ&htﬁﬁ?ﬁ“

.a-na-Gﬁiqﬂmgnkd:@:ﬂ - a

= . * HOGE & a1

«~IH¢ Mope

P

kit T
»

.5
Earfeaia oso---qc-t
: Sestaseis a:m-*-.‘?**-:zm:m*.:*'*:-- :
: QGC&tut.&‘.. --_caunsog PR G 4 m;..m--w

- -rgsocmmpcuqmqncs.ﬁwm. w*m»somsof

Q'OO.G.wymnbﬂ frla nq--&-ocmoas‘. gt

] ""'Fﬁ?'m‘?w'.p. .;..,_.\;u;mﬁrr&:ﬂm:uow»-q.o--.e&

::::::aw:gaitooﬂaﬁx@;qﬁ..;ﬂ&QQ:uzceh

"“.'.;ﬁﬁﬁ;’;ﬂ.., . .-..."
ﬁllﬁd'.,.

.
bl e 2
raa . RN T L o L]
e T - il | Y
L OBy g T B m?ﬁ.ﬂﬂi??ﬁ. g g
vew - 'm?q Piﬂ&‘ﬁng“.o.—c—.QOQZOU-E'QO i
e 1 nst&rnt‘-@&n}fn e e c-o.wa-a
g T maﬁﬁlﬁl!m.u-u a!, .1ﬂm§a°~n:’t_aomg
Preenin, m‘iaﬂ “‘P“*"!‘ﬁ.\ﬂgﬁmmﬂﬂ}:a. - Ry,
- : e 4
siiinivier S3Hareey S iIna st
tnuuqoq--o«p
gy

P

. ARy, -
i T

b

- ...a{wﬂg%gﬂﬁﬁﬁﬂ“:
- -c.a‘:m' an@.ﬂimma oy
P ‘-':::5@@‘ It iyt e S,
St ety = 8wy mﬁ.u.-.
::::..;.....“::::;::":"“"‘“ o Jas] D0 and D30 Powbe Al e
ﬁt:c‘:.othﬂa-;- i ':i"_.“.‘-::::Jgrhﬁl:zl.ﬂ:':‘zf:w oy
LT gt 1 c.-cin.a- - ]
.,...:::."g;;:,:mﬁm:w“"“‘“"3"'
bt T .muamﬁﬁ“"-
wRlad o ) &*z&mg At
:3&#??2‘?:‘2?...“.“"""
s =

-
S .
ovtooac-’tn; -
g T

-

; @ ﬁ*t‘ﬁem
«a:::@gw?iﬁ.ﬁ%mgzzt - ‘g g g T
--ou*t-nn--wsal TRy g s T oot Sty
‘Iﬁl-ﬁ.q- ”W.\"-‘*-."-i* e 7 . " O... .'-.."-“‘-
0.0"0;;:::&‘%5:" e - .q:n::-n-arnu::::.""a“‘ -
EOE By . - sy B g g . . e g2 S
i bt DEE D el 34T '-"i::aamzmﬂm....:'*“"""," iS4 Ta0Trt Baa A007 by IS
35..... e e il @3.@1' T, oi:ﬁ':
X - : Q@QH et L
= Eﬁwﬁtﬁﬁ-mﬁo e * oy ‘n.mﬁ;g%sz;n“ﬂﬂwﬁ --t-t.m.ﬁh
trsamnp e T ‘wso:afzﬁztl—‘bv-wtleﬁ& = w '5‘§§Q“"ml‘ .
2 wn ; -ttawmﬁhzm&f‘._. _.r:bic:---q ;a&:ﬂmﬁm‘ 8 &tnttocuﬁm.gq..
f'thiam@;....vlc ..- ;&ﬁﬁhh:@:::t:::.-u 3 - .¢:..“.““.‘."""
- -.-,“Mﬁhﬂgpt..lﬂﬂl Hgﬁef*ﬁ'w¢-wivﬁtx' ttuotqu.om Pnr::.:h::igl |
'Iilt-l'lﬁ-'lﬁ_- % -cgme:ﬁy:rﬂtﬁsﬁc c-u-»qa&mngmﬁﬁ%‘.cn-*;..wu#i‘ ¥
-:....J,:mzw:*:.wh-gqqm“mmabm- N ypRee salgeses
Ll

bt T

‘.'ﬂ’...'.
-
raTes
‘.aﬂ‘.«t y o e
il Sia RIS
33120093 KED0s ppmt s IT I e o
iiine '

e
I.
b T

ttge, - h.«ntt&‘ﬁ‘:‘:f'
PR T L si
: Sl g m.m:::ggmmgﬂﬁ?:?gggg;:mww&fﬁm
...rf:%.,}éé:gmnmvéff?f?gg?‘ SR
e T R T
sirSrdrousT mIShiEL Ine

L e TS S e L s
nan-u.gmmgggﬁ:{#w» Fene.

Ty
-

o222 2 oebaalaq peevR ED IOred A EE 300 provicas

.
ek
.

e T
-y = it&isi&!
$SANIEE SR L TT s vest I Ty as
'5‘ atncac.ﬁlﬁd;l&&egg-& il L0
mﬁ%%:::::'““ vie
=g

ﬂ:ﬁ‘ﬂ‘
baa g g
Pt {1 peti 2 gt
"y oy B = v
T LU H e L ST L EDLITRIITY
VAROEIiiit i Sy taid ¥+ LIT Fpm 1Tpd :
--.5§§w§wv-&f§@ vl&aqa-u-«». Woﬁimﬁ: - =
.ﬁéﬁmw toaa.;s-g.oleo&&ttna@--:ﬂ!
;"m#&lﬂﬁm '&t‘h‘hss&-.-ccoag TR BNy .
::::::zgzt.‘w - Gt::_tat-ﬂq!—-&i‘.“w.‘-ﬁ-".!ﬁttJ!U
-n-.-«.f,nwilfﬁﬂf‘.‘“!?“:::::""“ reas
oﬁl--tro-&'uctlt-n.oi -
::tl‘l"ﬁuon.tn‘w

- 3

a

Ce2pnnmes e
. G&W-&bﬁn ey

SIIEIIII A g g el Sy e :
‘h"..‘*ﬂl"‘. '!.::: -..’za%$£1w
T e e Ly S
| ._...:g:;r*gég:fgfaamf@:&?&::.:::ffff”mf*" 33s
I BOIT phjyresai R T
FEEEIoagas sngy e saTnEe
:’:::.‘& R 3

e |
h—bttlﬁi-plc.
L T
'aoucyac iﬁp:::::.'::g.'“. e g
SSIEIIE It SO REEY proddatT iTess
- SALINEYOp s o
.b---v-::_:&%g'&t By —
et

"!Q‘lh
-
-
TRy
“‘i“‘
-

- B T ] 2
fontirg “l'ldﬁ‘t
b Y
- -

e P L A PR T
bk ﬁphinmﬁjg
- Sty ﬁ*"e*_ . gg “.NI;
- RS ey, ::: ‘;)::::5 'tr“
4 i St
3 _“:.;::::::5::::.::..::.a.:.':“*'::::”,;"’;m PRoTE 302
Wy y . ' 2
:::::"'::::::::::::.'"“"‘ae;zmmrzmw...‘f-..:::::::5‘*"4&:3:::::"""'“
uuru.-.‘-.-. au.%wsa!-tw EEs g 9““*-“-*--“3 e Sae
g et p s %ﬁzéﬁﬁﬁ:ﬁmﬁa"f.gmm‘ﬁm“‘"-'““‘““‘ IR
! ::::'-:fu;ggMTﬁiggm"" @:}mﬂﬁﬂa ..--...::_::'-...:::::: ‘*:.:u:a@
.::::ctcmh:pﬁ“s‘{; TRy, -u:-:.-:::'::::::"" - .sﬁ:wﬂm' '52 na.
“..“:x e by bt T e g 1) ey vy Jﬂiﬂzﬁ 0w aﬁ: 5 -
":’.-. '.&ﬁ'G‘_'G“_‘Qﬁ-l“'lw‘.“ll.b! 't.'..l‘i & ‘.l. an“,’ - - i . ﬁ: b .'ﬁ.‘
..,-....:'“re..92.:::::::::::::,:::::-::*:::-:-“"'"' sIsieis e s EO0E e B L S s
i ..'.‘.". ,'*.ua;s- - - ¢_‘t--cms¢w-0.t L i s 4 i g iy Sy
;:::........._,.....-...:::::gé@ﬁ;;g;z:r:m.ﬂ:@:::":: soaey Bt SUDEIDS Fmuis I shol 25 T mew SULGg s Feees
‘.“:tft....p;a;aa-:bmmpp'. g "g_p.g._.ﬁ-muoﬁt:j g 9&¢‘t<§.“m..‘*‘,‘, Um% Py .h“?mgmdagﬁll‘*
:::._.sgb.ﬂﬂ@hu-.-...q.“...&.::3::‘:2::.2:.: ‘::::::::mmr 3?;";:“@a@-m55@"*"”‘»‘»"-»«-333' i
"::::;-o:.::t::ttviﬁvntttmaw--a159-0 : I,r;g-t&r&#‘oaﬁ'mtp H mfﬁﬁgnm‘.m '“*'.“*.'_'* >
r&biv-!..::tat:w :“'“'““35'%9@@ - ’ht.;tﬂ-&alc 5@‘9041#.’&\& - ”."..‘.q
' B&tqlgm bt g pwﬁﬂ&cootkﬁntma Frhe i s -
i fmwta&i&% g ™ .mwﬁ%mnuu-"un" 5 - -
nm_wti_ TFongg :glbq&-.la-s‘uo-h&ttli" - .
!ttomlw ﬁﬂ&:t.ﬁ.t“ a.qgouowqhnoaoi»
Mg L o_togg:m SO Q..., wl-v-'wto.loo-
utonaspm,mng . e gy T
L oray, ..-q-tw‘ito Fheng
uooomrsno-.g_.f cag-»ttbl +

2 . ijNvaMC R‘EVIEW.JUJ\IEIJL.JL_Y- _"I._QB-?
| | . gitized b ham Foundation

: o : Digitized by Noolahz :

. n(I)Ollt'éIham.grg_| aavan_a_hgrr_ 1..0 d

e

b

- &
vores? :n-:tpt::ééfs;;:a mﬁ:::: a4
. m‘ e g .y
x 5 E’@ qmg::ﬁ‘ﬁ%‘:@:mm .f. . il
"““@ﬁﬁh:d:":::::“ . o o e B
e : s&:ﬁmwlﬁ:}ﬂﬁ'eu,ﬂ - doe b 5. 0--1.-‘1»-&«.
g a@mﬁmrf@‘i‘:ﬂm . -«-‘-too:t:: siIiiees ;
'Q’I"‘ms:.. .’.. ‘..H.'.Q“a”-.‘ﬁo.. e
‘.’..' --.." .“
g A TEerrinay - Fharn|
: -(matmgdﬁggt:gisgqtucu-q > : .qﬁmﬂ“ﬁﬁﬂ.; e
e n_‘mgg‘rzsaﬁggq‘t-namge\;' i --nno:w:-&'m.rm lﬁg.‘s -3 e “..‘.‘ 4
g Bk gy ¢ -ﬁ-«--mnesaé‘m” ﬂw‘.ﬁ 3 gdwﬁﬁ.;'m- A
- d:a: e : i
- a&ul&ia‘::z(:rzjagg"#& 5”‘" - 2 OO_I s |
qvb»anaaesﬂmantt . “';3@:@"';2“330*"'-
. - » * by 00 B
sesessalills TpedBlagpran S
Thgy Eer"w:mgntaatcta s &#”@mnﬁz"“‘
S3trerieaiiii i SR 3
o &gﬂﬂ%gos:ca::‘b::::ﬁ'nﬂfﬁggzgaw- s ries
ublﬁﬁatubf\y 1&4“‘_..-&"-1‘.‘"Q"‘i!
-w-qum-maoqwaeq -
gy :

e - nclteit@o o
“"'-.‘::O;ltoazgdiﬁg‘;mﬂ'ams
Thwy ,g-mm_ ml;ee@znpa -
sonm.n.:»s‘ S e 1
: -uouﬁ-ﬂ—:lg w-wwns-tteu Wﬁz-ea-go
4&:;-1-.-&3, TGO i :g"t$
PQipss <68 TabheT R0 zaTERS
.«:.:.::&}zm@:sf..-
*-a - ".“0
-

*
SR “id.‘i'
1“@?"“#:_ g--gc
r&b-.i.‘l!*‘lt
-

*eramg S
-x‘m.nwtlﬂv-inrl -
--~$~“Q‘GC
- ‘13‘1501&.‘.‘.‘.
- ..0-“‘.'#'&
4 - t'.-‘iiwi.lﬂl-aﬂ
T, 1 U-o*-t.-tuqio -
mgﬁm sxi!_rﬁ‘gi gy
- qusc: .
; e ;Q'Iu

B
i...q- ik ]
-ml_;ﬂ M :
SetpoTe el : ""131&@53!‘3 g =
o A ﬁmiﬁm}‘:’
et 102 M Ten s it
I3 HE SacntDE fomhdna S hiven
:_:"-..-Etﬁi:ﬁﬁléﬂﬂ by
- L ]

R U O TR ey

L2l - asm:]wgen‘mm“.‘--
S3I T e Braat STTee

I T S S DD BT s+ 22 w2 200

ontam:gh.e:p $ED by

e




INDUSTRY DIVISIONS

39 Other Manufacturing
Industries

38 Fabricated Metal Products

36 Non Metalic Mineral Products

NUMBER OF ESTABLISHM

- BY INOUSTRY DIVISIONS

35 Chemicals, Petroleum,
Rubber & Plastics

34 Paper, Printing & Publishing

33 Wood & Wood Products

32 Textiles, Wearing Apparel
& Leather

ENTS,
PERSOMNS ENGAGED ANDVALUE ADDED

31 Food Beverages & Tobacco

All Esthblishments

| Persons Engaged

]

Value Added

10 20
Percentage

+

40 : 50

MANUFACTURING INDUSTRY

Industry has been looked upon as
one of the kev areas in the economy
that could help to step up economic
growth in 1987. By early this year
prospects for growth and employment
creation in most other sectors of the
economy appeared increasingly limi-
ted; and agriculture, construction and
services were all assigned a limited
growth potential over the next five

year period. The expected constraints

to growth in the non industrial sector
pointed strongly to the need for step-
ping up the rate of growth in the ma-
nufacturing sector.

The Finance Minjstry’s Public In-
vestment Programme 1987-1991 was
emphatic that “the most dynamic role
in stimulating economic growth, em-
ployment creation and export develop-
ment in the medium term ahead will

ECONGMIC REVIEW JUNE/JULY- 1887

have to be played by the Industrial

sector. To adequately perform per-
form this rele, this sector will have to
generate’ rates of growth far in excess
of the average 5.6 percent obtained in
the last few years™.

The National Planning Division of
the Ministry in its analysis of the in-
dustrial sector maintains that the
immediate aftermath of the 1977 eco-
nomic reforms witnessed an impressive
increase in growth of industrial output
in response to the liberalization of im-
ports and exchange controls. This en-
couraged a better utilization of indus-
trial capacity and investment in manu-
facturing. But the growth momentum
has not been adequately sustained, the
average annual growth rate of indus-
trial output between 1978 and 1985
being only 5.7 percent.

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

Source: Census of Industry 1983
Dept. of Census and Statistics.
The growth rate in manufacturing

has been grossly inadequate for a
country which has to establish a firm
industrial base for future economic
growth and employment creation. Suc-
cessful non-oil developing countries in
Asia such as Korea, Taiwan, and Sin-
gapore have registered much higher
rates of industrial growth in the initial
years when the breakthrough was
made. Average rates of growth of in-
dustry in these countries ranged bet-
ween 25 and 30 percent in the break-
through period,

Industrial growth at a rate much
higher than in recent years must also
be achieved if progress is to be made in
tackling the balance of payments prob-
lem and in providing employment to a
rapidly rising labour force. Debt ser-
vice, already equal to 30 percent of
the annual value of export of goods
and services, will rise further if export
receipts cannot be considerably expan-
ded. This would irretrievably damage
Sri Lanka's creditworthiness

3
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sption thera g alsponesd 1o foster the
o Salsnced reginnal giash of in
dustries, 1o enceiefage wtliclent smail
amel medium smale industriss and to
gohicer  Lechnological  sdvancemmznt
Heowrsier, L i necassary 10 avaid hap:
parard tesions disparsion; the pramo:
Hon oot non-vable soatl and medioe
goale ipdlustrics, and Lhe s@option ol
tachinclagies wehidi dol et cates 0
the speridl nesde of tha counley and
the ipdustey conoerned

Indusirisl Srearcoy

To plepsce g stratugy L0 sohiovn
thesz mhjectives the Eodernmant ap-
pristed an Industiiel Policy Commit
tee O PGY rompEisiing senior sl qo-
gemrrart ol feiel and representative
of tha privats LSgtns, Thlt rBport was
aubfmitted o0 Tabinel in Hocember,
10BE. |t wear appicded ardd anc indus
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trin! Desdloserient Concll Sl Misiserg
DS, Ghaired bayothe Prasdnet, v
prabtlafieds The LECK s o genrsm
thies mark ressired Lo g the prliniss
advmcctid G Jie fesr® toofhu slage
ef dmplesnentalinn and WseAITEe and
supeceize the firg tunning ol tRei=im
plemiriation, Fomill orsurs wongis
spre inc the - Tatyra develaeenent. nf
pelicy and the irdosrial development
siraledy.

The (MO 5 wobe sardiesd by an
fodustrigt Dselognnient  CoremiLiee
(DG wih japrasestatives  fuir the
Bimistrios ol indiatrine amd SciEn Lific
Affairs, Horsl Industril Desel2omel,
Taxtihe Ihdustiee: Youth &ffain aed
Empluymoenc and  Finarce: and Pian-
riivng, the Grpatr Colormbo Ecantmic
Coitmiesion, the Forelgn neesirenl
Aluizory Coririites, the Lol Tndis
[rial &cvisory LommiHees, the Expart
tevpigprnent Board, the Sri Lanks
[ LsEnPss ﬂl:unl-:lg::'ln:r‘il Cantre anid
shrapothEr epresan BElves of U pri
vale sactor, Cie of thai répoasibili-

Lins witl e o deteriing 0 gatail e
aature of the pausdingiing marhinery

rpguired pneng dve reinvant golurd-
pienn  agancis 3 impliment the
sLrtany .

Iublic Scvier Manufacturing
Enteiprises

Althogh the relgtive prisdui i
in toems ol Pelgrason.easival and Yaitie
wrided, inche privace sactor is higher,
the puhlic setar fas shown siarilican
perfasmante i proverments rrlstinn. (2
B RS i

figry cHpi el re-sirisinging s iladies
ralasing to e s fEcouling goepnraLions
Fave alieady b2en completed. Chers
are rofliaiin. These are expecied 2
arsist Gioweramant in-midresuang mrob
s concerning rekabilbanion, e
arienlelicr and privarisalioos

While papfarmance iimprowviag ond
capiLel Foostren sl b BErCisnEarT: poo-
gressing; Fenldazion masheen passed by
Pasligrpent 1o cmobis conversion of
Poblie Unroosatiung ahd Govamniai
Craened  Busiiess Undertakings 1o Ll
mitad  Liability Comoanios. Porther
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parivebisa i by thsieter ol eguity, ina-
LR RSN Sontracts, Sc., arg due i be
iniudueed as enoropriate: & Public
Enterprizes. Bestbcturicg | Bpit s
bieing S8t Opoincthe Minttey oF Biranen
gnd Flarinisg e implemont o phased
pregrairne cals pelvaiheticn and Lo
faeiitilaler gorational auloncioy 0 the
carnnircially arlenied potidic I’.-_-“-i.E:'l:lri-
Ers.

Pormdivg e e Minisiig Gowes -
rent policy somesids pabilic secietan-
drstrial nnrnrj'lris.r.'s Wil denthe e
hased o bhe  basie jainaiole Whal o
guneEerm ek capital will be fovesied s
e Tl i and R, goitenerclally
atiedled enwipsises, 10 hasibeen decl-
ded Lhet e Governieent Wil ineest
im Buch wenodTes Gnby OF they §08 son-
sidered. wital from ‘the ngtinnal point
of o and the privits senbor i un-
chelp o inwestodn foesn dos oo lack uf
m{.-ilal ar Grhier Tepaons. Evencin siszh
girsurmaTinens,  the o firsl  erdeduaar
wien il be torenter intoonint wrotures
with tha peisate matar, wnith plang for
futiire
ity

ety probdees sl cosfron
the afficient operaton of thas public

ciiwesermerl nf i gerenrnment

annerprices, ‘and the Sscratary tn thp -

Minizty of Industriaz Bir-luetin Diac
ithrstrames this in B papie on - pade
114

Brbe sl Toicaentdsen
U1t iwcpuzenrtl sl thiet inceatives prowi
ched Do ManufasTuring stimodats s
ment and piomome the pllcient sl
zation of resouransin the seton The
casg for proeiding e mangfactoring
soctad  with incentives depands tpon
thy reaier general potansis for manu-
facturing. cormpacsd with aier sec
tors, - o guaerats aresthoas ooremult of
the acgaisition wf akiils aod WG nolc-
pical knowdedoe, S oalso depends, in
Sri Lackn's wase, upatioa bias in the
way inecwlich jrwestors aiew imvazt:
mant i maataeirie,  This biae bes
rasabtexd’ e thaic Lragdidicral pee
soaupation willy and skolls i gramo:
timg tricting polivilles,

Howmrvnr, thisre ate real ooats a3 wall
gs horndits arssing from- the provizion
nf jdndives e proection, |noaffect,

L e L el | st U T R o L

pratsction prowidas o subsics b man-
facturars and unless the benefits ex-
cead- the cost of the aabsicy, the m-
sanrees being vsed o th n':.hF'-e':ii-:cd
indusiny would poerate roume ol in-
cirme 3 ased o lese sotaidized or Ua-
subisidized industrles.

work undertaken by the Pregiden-
tigl Carsft Corimesgion (PTC) has e
weiied 2 fairly high averane level - of
sffective subsidy o industry of around
20 peegenty Mo arnportartly, thic
aratnction s disteibdted vy wnevenly
amoiif ditferent industriss and even
velthis ifustry qroupe & prices ohjrs
tive af the now stratugy is o redice
this disgersion and e Goverrnent on
she sdvice of the PTE took afirst s._tuf:-
ire thie diragtion: in the 1986 Budget
when a lzrgenumber BF tariff retos
yerire s ;

Snmtier major probl e velth o
high = fewvsl of praection 1s thal in
stifliog competition it Tails 0 stienu-
e firms 1o seek news and Setter tech-
nedagies wnd warking kil and prac-
tipus. i

Waridnes GEher |Moerdives mave been
propnsad by the Minstre of Financs
and F'.':lnnirlg o arimulate griowith g
furthar imeastmert in the industrisl
sacinr, Amnng these o fneeativge for
Ene;pnrt. "i'rd|,'|:-.1rir!5. arntanoe o walug
sebded in epifLs, S T gtz Cr e l.EH.-:I'I-
wostipent relisl

foport Cosnpeting Indostrics

Liv the irnporiasomascing sectar the
scrategy ig comuistent with csops al
ey heing pursued e othee Prasiden-
+ial Tariff Commissice: The tarlt 50
becopre tha major polioy Inetremant
paticandipg eskistance Cangd work i on
doing o tho PTG LD UG e megsias
of protoction. The Tew ramiaining im
poit eensols e v be phesed out

A& fotr-tiened tariff sweliotirs s 0
bietintrod pead ‘onies & folir waar pericd
wmith a tarceted averaoo lavol of amsis
tenea araund 50 parcent and with &
giedthy rediced disperizl of wsistancs
ararg bndustrios This will peoide 2
rmore stabi e irvostrmant  pneiranmient
i triat lguels of assistarcn amid ba
ko i adwancs. :
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Anticlureping measires are to he
introduced to - pravent  dissiption o

‘domestic markaets mesofting frome the

canastonal sabe ol subsidted jaruclucts
produnsd in arthine peuneries g 1Fdm
preclatody duripirng.

The roanUfdectuling 4eciar has 'Heen
able Lo ghow  progrede despite tha
ierey - problams it has faoesd ineregent

Sypagre, The Wndd Bask has in st af

Its anrilal: appraisals  emphasised e
noed Far xclear oot polioy oniibduary,
1 by pEel GOMTENL Del g e abience
ot an ovarall fndustrial steategy has
bean g major fraczlong urdisiwitg  Lhe
pooy  pedlonmienee of  he mandEac
paTing B2cuan Aa d rasul; the- podicy
framawnrk for marnafacturing has Bamn
dhaped ‘ty g nsnmbor of  grdiips with
diffarens imtnres & aned visns, This had

led to-the adogtion: ul e lange number
o selei e policles which i agaregate
witen oonflict with  ote © anathar
dhraming rassurEs inte: fnefficient anti

witles, qiving confuzing sigrals -t po-
refitial Mwssters, and gorarally siowing
ExpanEIon. While such a gtuation is
certainky not paruliar ta Sn Lanky, tio
malaisa of the mdustey and trode por

fgy had drawn  parfsngc attension
bacauzs of tha stoong oamimitmgnt and |
claniry of purpose demnstroted oy e
Governmen: in predertalting the 87T
mefarms",

It weas statements surky 25 s the
pontinond o cmpirasise. e meed tara
clesrostatemendt 0T pgollcy #1010 TosLE
an Lhie nLimsrcds fssees and resaliang
Cites puUrppEes in attemptitg o daun
lopta hnrrni.'.-=1i9::|..1; fibearplised tradn. s
tar glonyg witke g siable manodsciasiag
metar,

Plary sisuee st nesdl Lo e reszlusd
and the ‘reflesiione’ anspacifie aspets
of | indusTil O devalaprrant oy
Meatzhinds Wijanavalks wind i clogely
geancizted with mans oificial Cindis
iriel  Fingnog insficitions: and  counts
many yaars ot vebement wich iroas
winl adminstration both in tha Polslic
ot and- Privatn srotos erd also wids
R CHIFETICE oS a il hadional indu--
Triah sonsiiaEn teoda, - the folliosing
papaer, oriosome of e mak sreas ol

DRORICHIE, -
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White _[ndl;:stt'lahsat_ion is certainly
an imporiant objective for & develo-
ping sountry, it is notsomethingthat
will just happen in. most developing,
countries,  Government intervention.
and support is necessary  and ~each
country depending on its own socio-

.economic -conditions, must. fashion

sirategies and. policies 1o suit its own
pariicualr needs and its factor endow-
~ment. There is no uniform or common
strategy of development suitable for
all developing countries. 1t is also even
more important. that when strategies

and pohcaes are formulated they must -

“be transiated -into -a concrete pro-

gramme of action which is pragmatic.

A woutd appear that what has hap-

paned in Sri Lankais that although the

strategies and policies over the years
have been ‘generally sound successive
governments have found it difficuli to
greate ‘'the environment hecessary. to

accelerate the tempo of industrialisa-

tiofi in tetms of practical action pro-
grammes, except perhaps the present

‘government which has cerfainly done

better than all its predecessors. Admit-
tedly this lack of success by previous
‘governments may have been for rea-
lelgls somewhdt beyond “Heir control,
"t some extent like the external
shocks of the sudden oil price hike in

the 1870's. .1t would appear also that

the direction of industrial’ develop-
ment in Sri Lanka has been affected
very much by the political ideclogy of
the particular government in. power
‘and also sometimes by the impracti-
cal ideas of bureaucrats haldmg high
positions but W|th little or no know-
Ied_oe of mdustnai management,

!ndustnahsatlon prlor to 1960

Prlor o 1960 mdustnallsatlon i

i through the estabilshment of import
s_ub_stitut:or_i_ industries, was justified
on the grounds that it would help to

DEVELOPMENT IN THE

reduce the depenaéncy'of the t:‘oUntty_ _
on the export of primary products by -

reducmg the demanu for imports and

increasing local output. It was felt that
growth of output alone by restruc:
‘turing the economy would raise Tiving
_standards and provide employment ‘or

- surplus labour. i

However, -in this initial phase of in-
dustrlahsatl_qn little progress was made
except for the establishment of a few

~government enterprises despite some

protection for infant industries. 1n the

: 'ea_rly 1960's the governments in power
- whizch had to face an acute foreign ex-

change shartage, continued these poli-

cies with great vigour. Quite a number
of import substitution industries both
manufacturmg essential as well as non- '

essentlal iterns were started by pnvate

entrepreneurs, These import substitus

ton industries were developed under

. the protection of hlgh tariff barriers :
and generous tax benefits based on the

“infant industry arguments”. The

- foreign exchange crisis resulted in a

very restricted licencing system where

ficences were required for all raw ma-
© terial and machinery imports. The ex-
change -rate was grossly over-valued .

and mterest rates kept low to protect
the consumer with the resu{t that en-

© trepreneurs preferred to import capital
.intensive techniology rather than use
labour intensive technology for manu- - -
- facturing.. Considerable emphasis’ was
also placed on the development of .

public sector industry. Most of the in-

__dustries started at this stage did not

use lacal raw materials. Protected in-

" dustries earned enormous profits. as
-there was no competition. Large capi-

tab intensive public sector prOjECtS

such as steel ‘hardware etc.were also

started.
Changes in 1965

~When the government changed in

1965 somewhat more liberal proce-

; -Digiti_zed'by Noolaham Foundation.
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dures were mtroduceu for startmg in-

“dustries, which gave a greater f||l|p 0

industrial development and private en-

terprise. However, the policy of the

previous government in regard to

_maintaining and _strengthening public
sector industry continued. Under the :
-government part:cular!y one signifl-
_cant coniribution towards industrial.
: _de\;elo_pn'_sent was the establishment’ of :
the Industrial Development Board
“which was specifically created to pro-

mote mdustrlai deveiopment A two

tier excahnge rate was also :ntroduced

10 neip mdustnahsts

Policiés and Strategies in 1970

In 1970 with the next change of
governmena. the policies and strategles

for mdustry were changed again in line
with current economic thmkmg and

' the government’s own .pphtacal_ ideofo-
gy. The basic needs employment gene-.

ration strategy for mdustnal develop-

-~ ment was. aclnpted It was also decxded

that greater emphasis should be placed

“on public sector industry which would
‘be the main instrument for industriali-
sation, As far as the private sector was
concemed assmtance and incentivés'
were given for the promotlon of la-.

bour intensive servall scale mdustnes

‘based on appropriate’ tpchnology The

Industrial Development Board was ves-

 ted with the special responsibility for
the promotional work in’ this fegard.

In addition to the large expansion of
the public -sector by the ‘Ministry of
[ndustries, the Ministry of Planning it-
self *hraugh Divisional Devefopment

Counclis got involved in active promo-

tion and mplementauon of smali in-

dustrial projects, based on appropriste
te;’:hn.oiogies,-in many cases with disas-
_trous results as the officals concerned

had unfortunately no knawledge of in-
dustrial management at all. By 1977,

. the situation in regard to industrial de-
velopment had been reduced to an ex-
“tremely sorry state, due to over regu-

lation, exchange shortages, labour un-

rest mismanagement in publlc secter,‘ ;
'mdustry ‘and almost total lack of en-
-trepreneural interest in the private sec-

tor. Nearly all DDC projects wers
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tgilures, Tha cmall ceqtainly did not
tum oot o9 ke beautliul g5 wag the
hope of the povernment However,
there YWars weErdiall profits for-sarme
privats . socted firms dwa t0 import
shortages,

Cped eoonamy Tron 1977

in 1877, tHere was ssother chargs
in polboy with the pesent govesnmeiil
introdincing peedicies and strategiss 0o
promuele sn goen seenomy . Lnder the
open-ecenomy, escepi for.a foe s
pars, there is allowed the unrestrictad
import of machinery st caw material
to SnTraprmncu s Whoo ara interested in
gtarting e industry, On techinedome
tun the Government's pedltion sppears
Lo ke todmy =i dpen one. Regeletida
of industeial developrsmt wies rediced
+ m pare moinimoem. Protestinn how
el Coftinues SG7 BAFTain irmpnrt subs-
tleution indusiles. Somn of these im-
part substlution inchstries cran fnlo
difficulties. becauer chreap importad
g Awers baing dumnped: |4 Sri Lanks
by certain develoged couirtries, Cluite
o few largr indusiilal concerne which
proepered. mioch during the greyious
remime, Under: sonditions ol wirtual
mangosly, have alsn, oot AL ErinGs
difticulties parthy due o Mznagament
imetfipianey and canlinue to be in dif-
Sipulty, The spgareiit over ealuation Gt
mr gechanipe  rate  against ocesLEn
currenches has aleo compounided prob
ferma - of liguidity, (esulting i many
large Inousirics having to. nperas At
I ropsaciby Utilieaticn, with s2Hous
cflects  on their viahility, Howmer,
overall there has been &n imipressien
growthy oF niew frduatrial ceterpried
aind & considgrabin Fiflip given 1o axis
ting ones. THEY appedrs to hows bies=n
5 particaiarly geod vear reeording the
bst perfarmaneg nf industriel soports
1 & decads,

Three phms ul inddusiridistion

The chjsctives, pulicies snd strasm:
girs tor irdustrialisation m ceveloping
countrigg Favn beep e puliect oi
much dehstn amogst Be0NOMEEts over
thre wears. To sammarkse what [ohkaue
said a1t the risk of fepetitidn, in g

CCONCRIT ROy JuS POl - e

firgt phasn ol indastrisfisation fn S50
Lanka the goal of ndustrighsation wes
to mestiuciure the goonomy o that il
wonld be less dependant on the eaporl
ot agriciltural procuction wd o
self reliant in megmd o rmports by tha
gatabrlishiment &b imgers substitete in-
dustries, Tne ao-called  Mabafanobis
model. Thie was nnly a wery Himited
SURTESE.

irn- Lhe second phesr tha objectives
af  Industristisation  undersesnt @
charnje and  employment was cons-
derad ap heing the mosl knporiant azal
of Industrisl develapment and the
bissic  peeds pnplayment apaioach
Based on ofilisstion of eppropriate
tachnodogy, boeal raw maorisle end
lahoue intensive techniguee wWae given
kigh- prizrity. This was @ dery iceesd
looking srategy bas=d msinly @n the
aonnomic theorles such ae o of
Schumacher e govsrnment also
Inoked upon pieblic sector indusisy
& the fmdin wahicke to promote idus-
trial developrment, AL Farge asalein-
Guatry wes 20 be sate owoed. Indus
trigl  dovelopmeno. wes - dossly  con-
trodled and more or less dirested by
gourrnieniy 7 hi strategy wes @ fai-

berg, The laige efpansion of thw pub-
ig gecrir alsa did not help s perfor-
mance was poor, The ncsntves Tor
private sntrapreneurs wers tolafly in
suileient to ghimalate Dntaresd inin-
duetry. r

In the thivd phase Sri Lanka onoce
ggain changed itd goals end sirategiss
fur ieduairial developracet by opeing
et wihiat e termigd-an caport led indes:
tilal devalnnniont stretegy. Hore sgain
e main okejective wae amployment
craatica malnby through inchustiisl ox-
ports, Unliks in the peevious phase:,
hoaseel,  much geontar relianee |5
heing placed on the polvate seelor To
proenbe brustrial dovcioproent. Aar-
kit signals ware 6o b more impuitant
shan Hiome of novarnment decislon ma-
krrs: Expansicn in thi public secior
wnis restrigred and pubfic seclar dndis-
11y Wias expncted 1o ensirg tHat rovg-
jises 51 laps poler costs. Mo naw pub
Iz sector irdugtey wiere o be starked,
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Export Iech inclusisiddeation

Thnla-.-:purm;-n:s for export led indes
trial development roprrsentd 08 senes
Lhe re-ernargene ol the tres fradn po
sitier and Lhe classical theory of wain-
parslive advantage: Sei Lanks, 88 2 la
bour surplis ecaomy, B dauslapiog.
pepers orieuled inglustring wilh A
buur ntensive schnolugize will rakn
biest wsE af its luelor endosmerl 09
Fa mmuiephon of gnursd thal ners
are no other factors ot praduction
atich A% natoyal réaouress which are
aquathy - ar more undiculiBsed. This
atraleqy cartainly appears o have bann
muck mend seoeesifel than the pre
ViGLs onkk "

Thore i we kpaw sl anciher
sedeonl of thought which rejecis both
the fres trade .'II'E.IJI'IIr.'HI.E of the sxport
bed Industrial straleqy oro lagonits and
also the hasic nesds emplaymant app-

o poEgh protaganisis on the orounds that

such policies will perpatiate under de-
valgpment and also not solvs Lhe Somm-
plex piablems of deeiloping cod nLries,
Thiy sdvocats the sdapthon ard soq
ubsition of the most nhodern techno-
logy wbieie e si2e of marknot prdmi
and e tauntry concgrned is able LD
atsoel such techoofegy. Deaeloping
countried should gndeauou: 10 l2ap
trag from He state of technosogy thac
presently prists-in their countrise and
adopt the mse madest, This wink s
gainiieg grobnd particulary wity the
rapid - spreed of cornputerization In
gamp deeluging ceeniries,

Froen Ouf man expesicnne ke
it weould appear that ar feast at the pre-
senl junemurs the axpmt ted indastrial
arawth approsch s what s most ape
roprizte for Sri Lanks.

& combinetion of ceportlad indus
irigd dewalopmnnt and imparl sdbati
tuls siratogics is nob eniieely Incomnsa-
tibla particatary whese feporl subeti-
wtion has gocrd préspncld T edport
crientation amd provided also incan-
tivas for the batier dse tdl inare atTrac-
tiwa than Tor Hee Tarmes,

s | hve stared edrliar thers iz po
strateny oF polley thet cancks regarehad
a5 ibe gerfect Inmrement for prome
tian af indusiry i developing s



tries, particularly for countries like
ours which are so susceptible to exter-
nal forces. It is therefore .necessary to
co'ntin'uaIIy monitor, reappraise, and
change strategies as problems arise,

histitutional
and strategics

mechanisms,, policies

Maost important, the institutional
mechanisms to do this must be there.
| make this point because | feel that

- there are a large number of problems:

within the framework of existing stra-
tegy that have arisen,that need atten-
tion early, but the existing institution
-mechanisms appear slow 1o respond.

The Ministry of Industries in 1981
stated that the policies and s{rategies
of the government in regard to indus-
trialisation were to promote, equal,
opportunity for private and public
sector industry to develop and to en-
courage in particular:

The utilisation of local raw material

in industry,

Labour intensive industry,

Foreign investment, in manufac-

turing industry, §

Regional development,

Development of agro industry,

Rural industry.

Obwviously for these policies to be
meaninaful in terms of a programme
of action they have to be implemented
in a concrete way which means that
the following are essential:

The establishment o an appropri-
ate institutional framework for finan-
cing,extension services, research etc. .

The establishment of a suitable in-
frastructure to provide basic amenities
at reasonable cost,

Legistation where necessary for the
provision of incentives to achieve the
goals set out in the policies and strate-
gies enumerated. :

Machinery for continuous co-ordi-
nation, monitoring and review,

Problems causiag concern

We know that 2 number of d-vnami_ﬁ:

new institutions have been set up such
as the Greater Colombo Economic .

Commission and the National Develop-
ment Bank, to help implement govern-
ment's industrial policies, apart from
many others. Attractive 'incenti\res
have also been provided for industries

serving both the domestic and export

markets. Older institutions such as the
Dev'elopmen't Finance Corporation and
the Export Development Board have
been revitalized. The World Bank, the
Asian Development Bank and other
external organisations are providing
concessional finance. Despite all this
there are problems that are causing
fair amount of concern which need the
government’s continuing and urgent
attention, Among them are:

The over-dependerice of the coun-
try on textiles, garments and petro-
leumn exports which are highly
vulnerable: to external forces.
Nearly 50% of the manufacturing

exports comprise these items and
they have a low value added. Also -

over B0 per cent of all export gar-
ments is for the US market.

The grave difficulties a number of
industriglists, particularly in the
garments in'dustry and the textile
industry, are facing in regard to
" liquidity. :

The failuie rate in industry in gene-
ral. No statistics however are
available.

The apparent over-valuation of the
exchange rate in relation to certain
currencies which is causing difficul-
ties for certain export oriented in-
dustries, particualarly those usina
local raw materials. :

The inadequacy of protection in
the case of certain import substi-
tute industries due to leakages into
the domestic market of duty free
goods, and also dumping.

The non-availability of land for in-
_dustrial purposes at reasonable pri-
ces. The industrial estates pro:
gramme has not been expanded,
substantially.

The slow growth of agro industries,
and rural industrialisation. The slow
development of industry, in parti-

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

cular agro industry, in areas under
the Mahaweli project.

The optimum benefits of the Maha-
weli Project can only be realised
when this  happens = particularly
where employment generation is
concerned:

The continuing concentration of
industry in the Colombo district.
The low rate of capacity utilisation
in many industrial units, patticu-
lariy those using highly capital in-
iensive technology,

High rates of interest for working
capital. '
Poor financial management at the
level of the individual firms.

Poor performance of certain large
public sector industries. The need
o improve considerably the
existing industrial extension servi-
CEes,

Although government pelicies are
those which reject controls on indus-
trial development this does not mean
complete non-intervention. If the open
economy policies and strategies are to
succeed in the industrial field conside-
rable intervention at the appropriaie
moment is essential, so that the en-
vironemnt for industrial development
continues to remain congenial particu-
larly for the private entrepreneurs,
who will be the principal change agent
to - promote industrial development.
The private entrepreneur identifies, .
formulates and makes decisions on
project implementation. The govern-
ment provides the rules of the game
and the necessary environment.

This is how the system should
work. Professor Lewis remarked many
vears ago that policies should be sen-
sible and there should be good pubiic
administration for any strategy in in-
dustrialisation to succeed.

Having being involved for many
years with industrial administration
both in the public sector and the pri-
vate sector, | must wholeheartedly
agree with this view from my own
experience. :
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* BURNING ISSUES OF PUBLIC SECTOR

; MANUFACTURIN(, ENTLRPR]SES

AA Justin Dlas :

Secretary, Ministry of Indmtrzes and
Sc:ent;ﬁcAffam :

Introduction

Failures of Public Enterprlses are

discussed so often, ane may wonder
" whether the Public® Enterprises in Sri
Lanka are doomed to fail. I consider
“this situation is due to the fact that ade-
. quate pubncnty is not given to the re-

- corded achievements of some of the

Public Enterprises, the contributions
they have made to the national econo-

ty. and to the fulfilment of social ob--

jectives by the Pubtic Enterprises. Essen-
tial services provided by the Public En-
terprises in crisis situations are easily
forgotten once normalcy prevails. How-
ever, | do not suggest that the govern-
.ment should expand’ or contain all the
eCconomic activities entrusted to the
various Public Enterprlses and continue
operations of loss makmq enterprises.
The theme of my submission is that the

activities of Public Enterprises have to .
be rationalised  before changing the

structure or owrershup fprwatlsat;on}
‘because pl’l\:a‘l‘l‘-:}t on is no panacea. for
all failures of Pubi;c Fnterprsses as some
‘of us cla;med

l".’loréover'f'ailures are not contingd
to Public Enterprises. Every year thou-
_sands of large and small private ev?erpn-
~ses are failing and coll dpsrng in the
'buseness world. As g matter of fact

failures will be inevitable in & privatised

Public Enterprisa 1 the syimptoms and
causes of the faaimec of the original

Public Enterpnses arg not comprehe*\-'
ded. These symptoms and causes are’
described by me as burning issues of

Public Enterprises. Hence the first step

should  be |dant|f:cation of burning
and there-
after the exploration of rersedies ha'-x ;o

issues of Public Enterprises

be undertaken: Remeadies may vary:
from F%atlonallzatlon 0 Priuqnsaﬂon
Sampiy -adopting privatisation befote

' di'agmsing

burning, issues would be a futile exer-

cise. Also the eﬁectt- eness of any 3.

tionalization programme depends on
careful assessment of the burning issues.

\Pubi‘ic Maﬁufacturi'ng Enterprises

There are neariy 200 pubilc enter-

prises covering all economic activitiss in

Sri Lanka. This. presentation is confined

to the public sector maﬂufactunng en-

terprises (PME). Despite the accelera-

“ted growth of the private sector since

the introductien of economic reforms in
November 1977, stili the PMEs domi-

_hate the manufacturing field.

Reasons for this dominance can be
ascertained by making a brief reference

te the history of Pubiic Manufacturing
~ Enterprises. As stated by various policy -
makers, Public Enterprises in Sri Lanka

were established as a historical accident
and not as ». denberate act of policy.

‘The ongmal MMEs were set up by the

Colonial Gover.:ment, to overcome scar-

eities during the second world war: al-
atiempts were.

though subsequent!y
made 1o privatise them by a Govern-

‘ment sponsored Corpor rations Act. As a

result of the change of governmnnt in
1958, the earlier pnhcv was chdnged
The lndust,ial Corporations Act of
1857 was introduced by the new Go-

vernment to expand the public sector.
Mast of the PMEs were established un-
“ider this Act. The Petrojeum Corpora-
‘tion and seme other PMEs wers incor:

iporated Lnder special acts, These ascts

were introduced by the Government in.

order-1o expand the public sector by
dwertmg more resources to manufac-

_turmg mdustrses The expansion of the
public sector was further compounded

by taking over orivate sector industrias

“under t?‘e Busmess ACQLISS;HOH Act of

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

-

isymptoms and causeg) the.

(it is insolvent the. enterprise:
~ pay its dues to its creditors. If the credi-

look-after the interest o

1972 Thus PMEs expanded from a few
Government factories to large industrial
compiexes by the mid 1970s. But most
of these PMEs did not achieve their de-
sired growth and goals and some of
thern became a burden to the economy
hecause of their failures,

F a]lures

What do we mean by fa;iures?
Accordmg to Professor Altman: A
company fails when it does not earn an
adequate return on risk capital”, If this

'deﬁmtlon is applied to PMEs, most of

them are fa:iures Continucus failures
!ead the enterprises to insolvency, When
cannot

tors insist on payments, the PME would
have to sell its assets and go bankrupt to
settle jts labilities, However, if a pri-
vate firm does go bankrupt in this way
only a .|m|ted number of people would
have to bear the burden. But when acti- _

“vities of PMEs are wound up as a conse-

qguence. of such business faiiures more
people have 1o face dn‘e conseqguences.

Public savings mvertea in those PMFs
will be wasted. Employees wiil lose their
jobs. Hence a decision to close dows
any PME has to be taken only if there is

-no other vnabhﬂ solution to settle its bur-
“ning issites, Perhaps the enterpnse could -

be made viable by retrenching excess

“labeur, closing down _uneconomical sec-

tions, changing product mix, reducing’
cost af productton and by takmg any
other action 16 rationalize the activities
of the PME.

_Howéver, the Government cannot

Ssustain PMEs that continue to fail in
the achievement of desired . economic

and financial targets. PMEs should not -
be maintained far the sake of their em-
plovees, If there is eonsensus to the ei-

fect that the continuous cperation of a

partlcua!r PME is not economically via-

~ ble and a burden to the national budget,

then is is the duty of the authorities to .
f the people and.
close down the PME, because additional
investment in the form of working capi-
tal and subsidies will bring no return in
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TABLE 2

RETURN ON CAPITAL

1980 1981 1982 1983 1984 1985 1986
1. Paper Corporation 0.311 0.010 Nil [FE= T 8.0 15
2. Tyre Corporation 36.64 19.10 69.7 0.8 18.8 40.0 14.0
3. Ceramic Corporation 23,0 18.0 4.0 0.1 il LR 2.0 3.4
4. Salt Corporation : 32.5 43.5 31.0 30.0 ZT I5i5 2.5
. 5. Mining & Mineral Dev, C‘orpn 40.97 45.6 8.0 4.0 Nil 13.8 9.6
6. MineralSands Corporation 34.0 0.14 - 6.3 5.6 32.8 32.9
7. Lanka Porgelain Corporation 42.8 0.54 72.0 67.0 14.0 23.6 N.A.
8. Oxygen Ltd 0.02 16.0 24.0 0.3 e 3.9 e
9.National Packaging Materials Cor. - Nil Nil Nil Nil Nil closed closed
10.Tobacco Corpn 12.2 Nil Nil Nil Nil closed closed
11.Gas & Water Company 1621 = - Nil 0.65 N.A. N.A. N.A. N.A.
12 Plywoods Corporation 22.74 11.8 0.07 Nil Nl e Mo Nil
13.Petroleum Corporation 50.7 "Nil Nil 46.0 N.A. N.A. N.A.
14.Cement Corporation 31.8 0.01 1.0 -7 N.A. N.A. N.A,
15.Hardware Corporation . 4.7 Nil - Nil Nil Nil Nil 5.8
16.Paranthan Chemicals Corpn Nil 4.2 Nil Nil Nil 14.0 31.6
17.Leather Corporation LSS 8.9 - 9.0 12.0 35 2.1 4.3
" 18.Lanka Wall Tiles 2157 N.A. EnE ‘N.A. N.A. 18.2 N.A.

Source: Review of activities MISA

principles. Most of the PEs have de-
layed in handing over their accounts,
although this ia a s'tanding requirement
according to the Finance Act of 1971.

There is a tendency in some PMEs
to show accounting profits even if the
organisation has not made any trading
prefits.  There are instances where
some PMEs attempted to treat income
_ received from non productive activities
as extra revenues in their accounts. Re-
cently one PME showen trading pro-
fits by takmg into consideration the
: dlwdend received from its subsidiary.
The correct position is that this orga-
nisation has made a loss on production
and trading. Thus the Financial Mana-
gers have  periodically attemnpted to
‘show a rosy picture by manupualting
figures. Another casé in point is a PME
- which -valued jts stocx of finished
goods at current market price but not
. at cost and showed 2 large amount of
profits, These PMEs have to pay 50
percent of their profits as taxes-even
though they have not genumely made
prof!ts but this may be seen as a mea-
sure of creative accounting. In some.

12

such cases their liquidity position was
so bad that they had to raise an over-
draft sometimes to pay taxes. There-
fore creative accoUntmg is always
not helpful It is a clear svmptorn of
busmess failure.

= Reguests are sometimes made by
PMEs to revise the import tariff
structure in order te increase prices

" of finished goods. These may be symp-

toms of failures. In most cases, PMEs
appeal for an increase of import duties
on their manufactured products be-
cause they have increased overhead
costs and paid unusally high prices for
thejr raw material inputs due to bad
planning. These PMEs are trying to
conceal their inefficiencies and place
the blame on imports. Similarly some

PMEs submit requests to the Ministry'
to increase the prices of their products

indicating that revision is necessary in
view of various statutory payments

such as salary increases, allowances.

etc. But very little attempt has been
made to minimize cost of production
or change t_he\ product mix or decrease
wastages to accommadate such addi-
tional expenditure. :
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Lack of planning and stock cantrol
is one of the biggest burning issues of
PMEs in Sri Lanka. Such Managers
who are in charge of product planning
and inventory centrol are not taking
sufficient interest in the Public Sector.
Sometimes they keep raw materials in
stock for more than 2 years althou'gh :
in fact 4-5 months stoek is more than
sufficient to continue productmn

without interruption. These Managers

who are responsible to maintain stocks
in line with product planning are not
manitoring inventaries regularly in or-

~der to avoid over-stock which results

in creating a serious liquidity problem
to PMEs.Similarly planners in the
production division do not design|
their product mix according to market
lntelllgence Yeports or. market trends
and continue the existing product mix
10 produce out dated ga'ods which will
net be in demand as expected by
them. Such a situation may end up
with higher accounting profits and in
turn worsen the problems of liguidity.-

“The abave situation generally does not

occur in most private sector establish-

‘ments as they have systemati_c olan-
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e Pobil e Bee s Wainagers. Howeder,
H st b mentiorad tRat the morsie
of some public sctar Mamarsre haz
Aetorinrated |:|u'rin|] the past fow wearn
rrainly due tol the less Aitfectice suld:
rivg afid alher finaneial beoefils they
recgive. comparad: with  (he Privzie
Sectgr, It 5 nocogtacy fov the Tdo
Whaniggers B0 PMEs o avoR problizns
ol ri.is fature eftich e b drenilened
Tor BELLEE ITEITRGEIETL,

The istues diseussed in e abobe
paragraphs ware aarlier oonsidared nat
8k ireportant simply hecaae Gossm
s pokickg wére higsad tnwards the
cortinhation ¢f PMCs, even though
they wetrg rot mmaking reasonable prho-
fits, b5 & msult many Pablic Fntemp-
e anntinued to fail and malon g ping
gring, and ket deenanding furthae fi
nafkcial giEistanee o0 g leom ofF wa'osi-
dies wnd granm frare the Teeasiy,

I 19T awits the lipseralization. of
imports thn PVIEsS had to Faen glilf
aomrctiticn frorcirmportsd goods and
thie  loosly cpandisciofed  procdocts
iarkeied By The anlvste seclor ind s
cries With the change: of Gevernrmend
piolicies 20 cormoaie with the impared
gad |ocal products of the privata sec-
toir PRIC: wrore: I't!{‘:l-d:i.‘l“’.‘!d tn oparat o
the sdne Hies es ine prloste secune
industriag,
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Canzsgs of Farlie-

Cauess of fellures ere tha veal bur-
nirag dseues of PMEs |5 saluticrs ara
not frund to thrse jesues, tetal ol
|apse af FMEs i= inseitabfe, Thie mzin
rausk 1ol alinose &l the leilures e
nsismaragement. As Clsador Barmash''
ctated in . his. famous book “Greet
Busines: Digatrers'’ the Tutlre of any
antarpriza [s in the bhands of is mae-
gqurs:

“Larparatitng arm mananed by man
and - rrenc peerr fGrgel megaye Corpo-
Tathans 10alit theamael ves, Thus Dorpa-
rand - calamities are calamities cragted
by mnan, The basic cacse of e basi-
g disaster = greed, hurmen presd
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gimple ardd  anadufiesaed. Tre rmost
cEkgs, the greed crocsed over 10 fine
inte garrupsion®. Henox the eharshal-
ders should be digilanc and  clossly
folfow  the mctivitics of the Wanage-
mEn L Eear el mrsure Bl snrErprisn
wrill not beoled o dhe path of distor:
o

e mEn rufe has beon one of tha
calued SF taitures insomea FMES. [ftha
Beaard of -Dirkctorm ab g PREES is ngt
4 Dulsiced ey, the Chairman gan
eagily sgert gdthorily and run the =n
tergrise actording to his wish. i1 ob-
servend tHeat i sene PMCs I:ﬂnit atf the
Diirectors stoerd Boasd Mertings with-
out studying BEoard Papers folly s
try inounderstand problems oy (lsie-
ring T the discussicni. Such- Qitectors
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pave the way for one man rule in
PMEs. Thus an experienced, knowled-
gable ‘and enthusiastic Board of Direg-
tors is .a prerequisite for efficient ma-

managementof PMEs. Unlike in the pri-

vate sector firms, the Directors of
PMEs do not hold any shares, they are
only a Board of Trustees. The Trustees
can undermine the interest of the
share holder the general public by
having one man rule.

Anocther cause for failure is the
weak finance function of PMEs. Ac-
countaney infermation relating to cash
flow forecasts, costing systems and va-
juation of assets are not readily availa-
ble. PMEs find diffficulty in obtaining
services of profess'ionalty qualified
accounianis because of fow salaries.
Ne reward system is in existence in
PMEs to,encourage managers to per-
form better. in most PMEs, manage-
ment of working capital is not conduc-
ted properly. High inventories are built
ip, Prompt action is not taken to deli-
ver goods, The Marketing function is
also very weak. No marketing plan is
presented to the Management for dis-
cussion at the meeting of the Board of
Directors of most PMEs. Procurement
procedures have to be streamlined.
Thus there is much room for improve-
ment in various functional manage-
ment areas in PMEs.

Managers of PMEs are not used to
adopt to a changing political, sociat,
econamic | and technological environ-
" ment because of their limited autono-
my. Unlike their private sector coun-
terparts, the Managers in PMEs have to
follow a stringent procedure to obtain
their requirements and for disposing
of their finished products. There is no
room for negotiations. They have to
implement decisions taken by external

agencies. Hence it is difficult for them:

to adopt to a changing environment.

" There are some specific causes for
the failure of PMEs. Some of these
causes are called historical mistakes
because the present management have
‘nothing to do;r\rith them. For exam-
.ple, the location of factories far away
from the source of raw material sup-
ply. The cement factory in Galle, the

14

woodwork Complex: at Salawa are
some examples. Sometimes the PMEs
have to carry over large stocks of spare

parts because they were requested to

purchase three vears reguirements of
recommended spares. Some of these
spare parts have not been used for
nearly a decade. Also some vital spare
parts are no longer manufactured in
the country of supply of machinery.
In such an event the machinery be-
comes ohsolete. The Corporation has
to maintain itself somehow to deliver

the required production. No preven-:

tive maintenance is conducted in most

' PMEs due to numerous reasons. There

is no additional production line in the
PMEs to continue production during
the overhaul. Hence mainienance work
is not done regularly. Also due to fi-
nancial difficultires PMEs cannot un-
dertake preventive maintenance work
on a phased out programme. Thase are
the Corporations specific issues,
Remedies

We have examined the buring issues
of PMEs in detail. What are the reme-
dies. In the first instance we have to
change the management team, if the
symptoms of failure are continuing
to appear. We mav' have the best
management system adopted in the
particualr PME but if the management
team is not competent enough the de-
sired growth cannot be achieved.

Secondly, we have to correct the
defects in the accounting system in
PMEs. This has to be dane carefully
in consultation with experts. Intro-
ducing a2 modern, cost effective data
base accordingly becomes a priority
item in PMEs so that defects in the
accounting system can be corrected
and a scientific analysis of data can be
undertaken, :

Thirdly, we can introduce Corpo-
rate Planning= strategic planning=in
PMEs. This planning process will lead
to rationalisation of activities of the
enterprises. The Corporate Plan indi-
cates the expectation of share holders,
expressed in terms of a desired growth
rate and profitability ratios. The Cor-
porate Planning process encouraging

Managers to observe changes in the en-
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viranment more closely.. They have to

devise strategies to keep the enter-

prise in harmony with a changing en-

vironment. Also, a continuous syste-

matic Corporate Plan monitoring sys- .
tem will clearly identify the symptoms

of failures and causes for them very

early. So the Managers will have suffi-

cient time to revise their strategies to

suit the changing situation.

If PMEs continue to fail despite the
introduction of these remedies then
the very existence of the PME is
doubtful. [t may have to be closed
down or sold to the private sector.
The private sector may have to deve-
lop a completely new venture out of
the PME te make it a viable entity.
They cannot run the PMEs in the exis-
ting form because you do not get
unigue Managers in he private sector
to perform miracles and make it via-
ble.

I have my reservations about the
claim that Managers of the Private Sec-
tor have special abilities and they can
do wonders. In fact the successful pri-
vate sector firms such as CTC and
Lever Brothers achieve their laudable

success not exclusively due lo mange-

ment efficiency. They are provided
with very high teriff protection. If
the present tariff protection at 300
percent is removed the CTC cannot
have a trade monopoly. They have to

be content with a market of 40-70

percent. Similarly lLever Brothers also
enjoy a bigger market share because
of 60 percent duty protection. If
these duties are removed they have to
compete with imported products
strictly. Hence we cannot conclude
that the private secicr possesses Mana-
gers with special capabilities to tackle
various problematic situations in
PMEs. if Managers of PMEs are
allowed to operate in a similar environ-
ment as in the private sector they
would: perform equally well if not
better . | have presented the burning
issues of PMEs and stated that these
issues have to be tackled promptly to
ensure smooth operation of PMEs;
and also presented some remedies to
these problems.
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The g:‘owljh_—[cadihg' séclors in the
cconomy alfter 1977 have heen mainly
= paddy,
tion and services, Prodiction of paddy
- had mumwd buLh as a zesult of the
drcrease in area {16% befween - !9;’
cand 1985) and yields (42% between
1977-83 and 1953- 8\} Lumliermg
the growth rates of GDP in selected
it may be ohserved in the apri-
LLIIiuld] seclor Chat for paddy [hL, -
“crease was only 2.5 percent for 1970-
77 a8 against 5.0 b‘urc_ch!' for 197886,

seclo

Maodern fechnigues sicch as more inten- |

sive use of fertidiver e of 1t‘i|1]*". Il
riee production ].]lL,IL,d.:.LLJ Iy
the efpht year period upio 983-85)
and 1mproved sceds in response to bet-
ter incentives, together with compara-
~tively favourable weather conditions,

were responsible for the incrcase in’

vields. The result way that rice produc-

tion grew at a yearly rate of § percent

over 1978-86, bringing down rice im-
ports from over 30 percent of rice con-

sumption during. 1970-73 to about 5.

~ percent in 1984-86, i .
 There is no doubi. that the higher
~ - Investment in paddy production gene-

~rally brought in anticipated returns

over the eight years afier 1977, A mi-

' jor investmenl in this regard was for
agricultural production in the Mahawe-
li areas. HoWwever, returns from the

© massive capital cxpenditure since 1978,

“have been considered Lnly “modest™
by the World Bank sice the economy
has ot benclitted, to the exignt ex
pected,” ‘_-”1'01':‘1'_ the resowdees ploughed
“in for agriculture purposes. This situa-
tion, - however, has resulted mainly

from the increased supply ‘of rice in-

the international market ‘and conse-
 guent lowering of international prices
thus, the ratio of -domestic producer

prices for rice to those of the.interna-

tionul prices are as follows: :

e e
il R L= T
1980 A S 000s
1981 - 104%
{282t . oo aaer
R T S
1984 e o100
1985 R
1986 2 L 141%

: T'h.b above téble m'lkes it clear that
by 1986 dnmustlc prices were well bL.-
yond mtern,a,tlona: pI’leS

L

- POTATO TURNED

private manufaciure, constriucs

sumed in St Lanks annualiy,
ding" 1o an ARTIL survey I'his survey.

Local potato produciion has morc -

than doubled over the six yeurs from
1979 to 1985 1 is cstimated that
nearly half a million tons of virious

‘types of. yams and fubers such as

polatocs, . ‘thunmasals’,  ‘kiri-gla’;
manioe and sweet polatoes dre’ con-
accor-

geveals “thal the alien polaio. has
gained  sich p()pulamv ‘over these
years {hat it has resulied in its annaal
production  doubling - dlring the last

~decade to over 100,600 melric tons in

order tomeet Tocal demand: E
Increused quantilics of this vam are

- consumed by Sri Lankans, particularly.© -

in the urbun sector, where per capita
consuinpfion is zbout 9 kil'r_!grams;per
ANOUIT, a8 agaimst . natiogal averape
of ‘aboul 3 kilagrams, However, refail

_prices have also’ more than doubled

during this pericd from Rseb/67 per
keoin 1979 (o P\. 15467 per lw “im
1985 (Ses tﬂiueﬁ i

- Nuwara
_hi”htsi in quality. and they m\w},s

INTO A SUCCESSFUL C_()’_MMERCIAL'-;CRGP' 2

41¢ \,n;'agud i P8 tato fdmmg mrl 115
rt,l&f{*‘d as‘tmiu 5. :

“The total arca under potatoes is ey
timated al over 8000 hectares, Ba- -

~dulla; Nuwara Fliva and Jaftng dis

tricts gccount for 66,22 and 11 per- |

cent of the aréa, respectively, Thersis

a wide variation in the quantily pro-

“duced per acre, and in the quality of

potataes produced” in “these aress.

. Thnunn the wlinialiv.co mililnm\ dn nod

rrt,lmlr production Ul the type mostly
p_n,luud by mm_um\:rs,'_'Lh_c Jaffna |
farmier - produces aboui 12w per
acre: Around ¥ m.t. per gere is ab-

Aained at Nuwara Flivas and 3% m i

Potaloes from
considered  the -

pur acre at Badulla:
Eliya are

feteh higher prices at the market com-

pared. to Weliniada (Badullay . and
Jaffna vareties. Al current market
prices the ftotal Petalo crop s esti-

" maled to be worth over Re. 750 mll—.

H."J 1013

CULNYATED EXTENT, PRODUCTION AND IMPORTS OF POTATOES (1979-85)

SooYeur o RLand Exicng Production | Imporis Reil Priu,s'
? - {ha) 2 i) ey {Rs'ka)
PG ool 52 463 7.687 6.67
80 . 5217 - 76,656 Saray e
138% 4,648 632,285 1,000 =
1932 o ihm 702 65,156 - : e
1982 6,636 82,494 861 12.11
1984 7.912 98,412 214 1553
-i98h wx L., B 352 118,235 1667

 Sctirce: Minfsry af Agricu tird and Agricultural De'l’elﬂ;rm':e'ur, :
' - Departmient of Commerce and Central Bank of Sri Lanka,

The ARTI _
potato, farming has breught

‘table farmers, who quite often suf-

tered mainly due tc depressed prices

and Jow profitability of their vegetable
production, - When - potato
were banned in May 1967

meteial farming. of patatoes and. in-

fused a degree of capital investment
-which- has further intensificd the acti-
vitics in this area: As a result land -

values in these areas increased tremen-
-dously.
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study indicates that
much .
‘relief to hard pressed upcountry vege-

Cimiports’
many
businessmen also- veniured into com-

(._.'_urr'en'_f.ly_ over 23,00 .pg)uplc :

“The cost ot production of’ poraioes %

is considered hij__,h 50 that the averape
suhsistence farmer finds it diffficult 1o
take to cultivation of this crop. Most
of them lease out their lands or plant

_only a small portion of it. The current

cost of production per acre varies bet-

* ween Rs.76,000 at Badulla to -about

Rs.21,000 at Nuwara Eliya. Nearly

_half of il gots for seed potdloes The

Nuwara Eliya farmer incurs - high ex- -
penditure  on fertilizer and labour,
which is 26 and 24 percent of his cost

-of production, respectively. This could
‘be one reason, apart from the agro-
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: rhe De*‘;a_rlment of ; Agrluultme Thﬂ

smaII la.rmers appear to be. ‘febh_uj: the §
impact of this problems most. Theﬂ'_.

s ;‘rust:amons_ar{, generally. directed fo-

' wards influential farmers who wet the -

best of benefits, There. are- also small

o farmers who obtain theu’ OWIL Te-

qulrerne_nts from  the Department and
scll theri seed potato: to large scale
farmers. Many of them never ehgage in

‘polated cultivation as such, but contri- |
bute to the dlstortmn of the entire dis-

tribution system,

" In recent years the average net in-
_come - per dcre  was: - Nuwara Eliya
"Rs31,000, Badulla Rs!13,400 and

Jaffna Rs.22,200. Hence, though the '
cost of production was high, potato:

~_has become one of the most Drofltable
_ agrluuilural crops in the country.
Over 90 percent of ‘the potatoes

i}roducad in the country are traded by §-
the private sector, Colombo and sub-

urbs being the major markets, most of
. the produce Is sent to commission

s ai,n;nls in the Pettah,

. Acecording to the seasonal price in-

* dex, there is a cunsmerable seasonal
fluctuation. potato prices are low in.

" February and March and thereafter je
Seplember, October, and = November.

The prices are highest in June and July

.at which time there is also a vegetable

; scareity. Retail prices ‘have vaned ac- -
‘cording fo  supply position, between
Rs. 15 and Rs 20 pet kg in receni_

© years, :
Caution. would have to ‘be . exe.r-

cised when increasing potato cultlva- :
- tion w1thout gm_ng due con51derat10n :

to existing demand. Over :}roductxon
+ may depress prices and adversely af-

. fect the farmer.: -

It is neccssarv for some orgamsa-
tlon_to educate far mers on _p_ost hai-
vest activities, which should begin with

" the correet maturing time that fetches

‘the best price for potatoes. Another

important aspect is increasing of sta- :

rage facilities, particularly in areas
“such as Nilward Eliva and Welimada.

This needs more research, partlcuxa.rly :

in the area of food preparatzon and
te(,hnology> which -could help the far-
-mer who eould: secure better prices by
staggering supplies to the market and

:henuflt from h_lgh prlues durmg lt,an :

: pL.nom
S.L_T-.
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UNCTAD VLI

. A full UN Conference on Trade and
Development “convenes once again

after four years. Titled UNCTAD VI,

thesg major sessions, at which repre- -
_sentatives of 168 member states will |
-gather, - are being staged in Geneva -
from July 9-13. UNCTAD has conti-,

nued to pursue its objectives of pro-

moting international trade, particulat-

ly that of developing countries, for

" over two decades. Ever since the first
major conference took place in 1964

‘and Raul Prebisch produced his visio-
nary’ plan for multilateral cooperation

~in a report titled “Towards a New
Trade Policy for Development™, which
gave a new perspectwu to the fields e

international economlc relations and

- UN activities, new’ mltlame_s wete
launched in favour of the Third World

'm the spheres of trade and develop—
'men“ o

In the 1970 s the nwd for rnultlla? :

'ti..ral co- operaLmn in trade and deve-

lopment grew even more urgent and

Sri Lanka’s Gamani Corea, as Secre-
‘tary General, kept up the conviction

that “although there was no compre- :

-hensive agreement on the substance of

“problems or on the implementation of ;
decisions, these Sessions still demons-
 trated the political will of the interna-

“tienal community to negotiate certain
_key issues”. 'From Nairobi in 1976 tc
Manila in 1979 and Belgradé in 1983
this NOith South Dialogue continued
unabated with much hope springing
from the Integrated Programme for

(,ommodltms mmatud around the tlme b
-of the Fourth Scssions in 1976, But as

.the *Feonomic. Review' has commen-
ted on the occasion of each of the
- UNCTAD scssions “The North will-go

along but not concudu whiat the Group L

of 77 demands and- {he only agreement
finally arrived at is that the conference

| reconvenes.. By 1987 and
UNCTAD VII, it appears that even
covert support was not fully forth-

coming; and in October 1986 when
- UNCTAD’s Trade and Development

Board adontcd 2 deusmn comalmng'

'Dig'itizéd by Noolaham Foundation.
‘noolaham.org { aavanaham.org
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the provisional agenda for UNCTAD
'VIL there was no unanimity. Prior to
the adeption of this decision, the re.
presentative of United States reques.
“ted that the Board vote on it and an-_
- nounced his delegation’s negative vote

on the agenda, This position of the US

* delegation was duly recorded,

The prb'visional agenda set out the

programme for UNCTAD VII in the
. following terms

“Revitalizing development, growth

‘and international trade, in a moze pre-

_ dictable and supportive environment,
through ' muiltilatéral * co-operation:

Assessment. of  relevant economic

_trends and.of global change ‘and ap-

propriate formulation of policies and

measures, addressing key issues in the
following interrelated areas: (a) re-

sources for development, including fi-
nancial, and related monectary gques-

" tions; (b) commodities; (¢) interna- .
: tional trade; (d} problems. of the least

dweloped countnes

The current crms in each of these
four main areas was surmm,d up in
U_NCTAD reports as follows: = =

Restructuring Processes e

In deveiopi_ﬁg _coﬁnti’ieé the pelicy -

of . adjustment is more clearly connec-

ted with the overall development pro-
cess and seizing the opportumtiea for
development which changes_ in the

world economic environment offer.

Unlike th"e'developed market-economy -

countries or ‘socidlist countrles develo-
ping countries do not ‘have any collée-

tively a_xccp_ted comprehenswe : .guz_cle,-

lines on industrial development strate-
gy and structural adjustment policies

: _beYond the broad aims ‘of securing -

‘greater access to the external markets
and mcruasmg their sulfrelzance

~ The severity of thif, problems facing

Eco;i_bwc REVIEW JUNE/JHY- 1987
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COMMODITIES

{IHTENUT

Diectioe ii Prodizetion ood Esenlngs - 0 fivse quarter al 1957

Thip o inuous i nereass i chennut
produdtign avel TS8E and TBBEE way
reweraedt fythe first guares of 1887,

Cowltt the drowght of the Ettsr part af
TABE aret agrly 18BY in the cocanut
nrorweirg sraes taking affect. Cavonut
production in THEG &t 3041 miliian
s wias the higkast lovel of prodie
ticay for- dny  pelr odGn Crecomd; b
coronutl oil produstion’ came dosn 1o
24055 mi in the Jan - March 1HHT
pariog B3 againgt 45070 mot, v the
sarna- period jn T8E6  Deefcsated Co-
conit (TRC] "howesar showed a: elight
innraaas 0 prectustmn to 140585 mot
In 1987 a5 against 13022 mt in the
TOME pericd.

wilkh EMpors sitoonting to 14,2490
it It the TBET periced a6 - against
TEA8E ot in the 1246 prriod, E5r
ning frorm DC wiere 28 pafiont Bichar
and e aveleqe FLOH. Calay p=romet
fic tan weelit up o Hs 12 BRT in the
198 |.'IE-!"|I:|IZ| a5 gfainst [s 15 45T oar
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Cocanit ail expdsts eperigneed. a
I'IEH".",' fall dl.l.'iq‘:ﬂ e Jan-Warch 19B7
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glug. Auerage FOOUB, prices howawer,
thawed & sibstantial ingraasds ;) gaiog-
larly Il coconut ail in doorms,  whics
weerit Uo frome He 10,4820 por 'mit. in
the 18B6 period 10 Bx 14724 per m.t.
if e T8 werioad, LES & and Canada
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In_the First guarter ot 7997 M valime
af kerne products exported fadl by a3
moh @z B1 nercent over shar of the
same period. in 19@6. I miilliga nus
equivaient the enlpme wis 2723 mn
in lan-Manch 198G a5 aqgint 182.68 mn
kg Mareli $8ET. The F.OUB: vafua
uf mperss, howeser, dropped by uniy
27 preteemt from Hys BAOLE min o B
first quartar of 19865 to Mg 405.8 nin
in the same period of STBHT. But gve-
rane FLOB. valuns {oar nut eyululgnt)
wara higher i the TRET cerind. averg
ging Me W22 In 1BET a5 against Fs
16000 188E.

Highiese sarnings caime Tn lram 00

2

continued to e the majes huyers el
vetordt il in TE8Y while the melin
buvers “al Odtiecated Coconot wars
it (Gar many, Uk and Hol Ly,

In nonkamel produets,  howeyer,
thiere was 53 parcent incresso noex-
purt marnings. which went woo from
He 170 smn in the Jan-Mzich 1986
pariad to Ae 3817 mnoin the 1987
porind, Yat, borsl welus b gupoas o)
all prodicts fnthe 1987 was slimest 10
ot - fess than - 1888 perind, going
diwem from Fe 731 mon in Jan March
THEE to Fs 86T mn in j887
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The Baodinut industey rarived from
asiabioe ol Tow viclds | heavy sior
clty @nd pode exports Guring 1984 1o
DRl in thE NExT LG wears at lavels
alrnpst, unparslielad o the snnals o
the cochnut imdustry, Coconst proe-
duciion ivcreamd 52 parcent in 1885
and B oercent in 19688 a5 compsrad
g that of THEA4whilk it produation
went over the 3 Billion merk in 1858
This 'incrogss in soeanet supplies de-
pre::;ed grice eerls, thoogh it aben gti
rrulatad arealer activity in the coca
nut processing antd sXport septors,

idaawhile, edrrines an exparis ol
coaonil  producticn  raached an
Ui high af s, 2.2 billion In 188641
thiagh it drappod 13 fercent in 1988,
dispite the grogtar wolane esponrtgd,
I his gLt in suppios thet cammenced
garly iy TBHE had beer a global ghena
rmiensdy and if onguifed markets foc o
sl e Cpntiea range - of ool ared ol
sapdy plinging peice lewsls to s bistor]
cal las inotheintamational rrarket jn
mid 1884, L

During 1987 the gl:-'.-l':lh.nu:rll'_ took
cartain fiacal mogured 10 nerogsa tha
competltive position. o1 the indystoy
end siirmulety geporls. soch ag redu-
Cired L dutics savebils on the export
of copie and desiecsted: comrgl ghd
sugending tha cess leviss. prayabla on
codnnut produnts,

Prosoacts for ori Lanks™s coconos
indusisy i TREY, howeve:, apprarad
QL GEGE adain, dUe 10 the seace
drought condilions that cooanit olan-
tatione faped &n the Tatter part of
1984 and in the  eathy monthe of
1987, The Markadng Divisian of tha
Cuponot [eelopimant Aathority. hag
forccast that ge 8 Pestit ol th sgwars
drought. gonditiong “die comnat in-
chagtry s likely too face assunre suoply
situption in the months ghead and
#ain in 1993, Adverse westher oonci-
til'.li'l's mart.'seueral GUser fncaniat pro-
ducing countries &re peluring the -gx-
port roarket i0o8 falg weay dod Pois will
by rajor factor o Gonend with im
S Lankainspitgof the edcel ki gua
lity of our produss™,

Gl
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BIFTECHNCGLOGY = Need for o Rptona) Policy

Baoteehnolony nea come L0 Be e
garded ge the fastest growing Indusiry
in the weorhd today. s new Invencions,
stcording oo india’s Praful Bidwal, are
*parhags. the greatest echnrological ad-
wanges sines tha discovery of Tine, and
could tutally Tansform major indys
Lrme, agriculiurelivastock bresding and
farestry'’. The  tamn ‘hiotechnalogy?
cyars 3 number of poweerfsl techni-
ques, many of them andy dome weara
old, Ty mirems of which life-forms can
be reanipulaced ard alered ar o
must basic lpwal 50 that they develap
strm! specific properticg.

[ am awvervlews af the entise arocoess
and current develaprments, currled in -
racant s of the ‘Times of Indig’,
Bidwai exjlained ghat today ane could
take: gemes [the Bazic matergl o an
orgariemn that conaing the code for ite
raproduction and growsih], split gnd
zplice them, graft them on o 2otber
arganism and thas  “'reanofschr™ a
nesr ife-foimnuey 8 wlruas you can
cfong a particuler kind of s95=r<eroal
or  ipervegetsble wlth umry  high
yialda by wzfng certali shmpie labiges-
ey techniquses, and then imbue it
with such propertise & voul lke To
Instance - drodght sad part mesistance
of, equally, presticide tolorancs. Broyon
il rmake Decleriy covert garhaps di-
IEC‘H',.' Inta Blﬂl:lh!:ll and to I;r;'||'|5.'|:|:|r|-|-|I
4y, metallle ores TNt metgls, Yor aan
makr orwerful vacclnes uslng olirs-
chiuap frrminrtation tgg‘h nlquas. Cir 40t
can make Dlo-ferdlisers, bio-posticides
il Rlant prowih nutrent that will
dramatically  raiss  orog snd foraetry
wialds, A Yoo car fabricate’’ supar-
ams witich efficlenily digost any sort
of piock and wleid Lhires trres 45 much
milk = the ordianry ! ndisn batfaio.

A ehis is ng longer in the realm of
theary: or besle science. s already
baira commercialisad. The bisdindus
trits M by o sheorbed 8 hige in-
vesiment &l i ordee of § 5 billion to
A billion, or As4 000 crors me 5000

BEGHDHIZ REVICS JUHE J Ve thv

BRI

arares in mEparch  srd developament
alonn,

Thay aro now putting oot theld
prodacts. on the market. The bisgest
single breakthrough was renresaneed
by then d ramatic nntny of human insu-
lin more 1fdn 8 pestayo. Thet &5 now
bBaing felicwed dp by @ host of othar
produists, from weds - andbio-paptici:
des 1o dnigd, fruiis snd vegitableg

Biotechnafogy b no fonger matl
businaes dependant on highriak Yer
tiem gapitzl: The Weet"s- 200 o Jod

bintchnaiogy firms am now belnpg

baught i indeed n:lnsl havg alraady
besn parchased by large multinationals
im the agrochemicals, seeds, pherma-
cuticals and oil industry.

There are growing foars, howsrar,
thial just = e sticwei-based oompo-
ratiors eariler mastered sd monopo-
lignd the toehnology of ntaking dyes,
ermacauiicals,  plastics,  synthatie
flierae ard  petrochemivals, they arm
nowe gbsoring the teshnigues of tissue
culture, monoclonsl antlbxijes and
hylsridomas, embryo menipulation and
transfer and gene-sdicing. .

Baogrre Declaratiow

Earlier thiz year 28 lesding =cier-
tists From nimatesn diffarent couftries
mt in Boglen Francs and expresssd
abrst tho socio-sconomic
impact of new bio-techniques nn Basio
Haalth andd Sgricditure in the Thisd
Wordd, Thay declared that bioshng-
legy was a global jssun, which gould
rot b seslgned such attributes as pogi
tive: ranative or meutral Like. aner
ocher pechibninmy, IC 5 nesiricebiy
Enked to othe zacicty In which I le
preatest snd ced, pond will be 3z ac
Siuly o gust o br dmyglesd o as cibs o miilien.
Therefoie, wo cenaluds that ub todae s
wintld this most powsriul noas toehne-
Tuge is-aniaie likely Lu secvs the inie
rzets of the chil sod powarfi] thae s
ndd e 0 che poar and pootloes.

W Tully rEengrize the saleacial of
yinbechonbopy Ao tmvaroend the quntitre
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wi f humadily.  Bup bz bopedaesl to
eatphasizs cha vigksand bhazazds dses-
vapred  with Biotachnodopy, inclodiog
seriou s and possitly rercrsible healch
safecr, environmen@l snd  aodiogeo-
nomic conseguenaes, is woll ae the aes
af anch rechonlony im0 blzsdopdeal
wariare,

Im. agrcnlturs, foar ingtanon. wh_l,i_.'_e
bicrtgchmnlogy iy Proani=e [OoinoTEdse
poadaratiug el fed wee cwsts, iU 5 o
Lkely 1o accéniuste inegqualilies in e
larm popilalion, apgravate the probs
Leny of pooetl erosiun and wnilumnily,
unecsmns Uiesuppocl- syslems, dne
crease tho voleciablibs and depen-
depee of famaers and further concan-
trote the power of trenapational agek
hausinas;

I headidl, T dnslance, hictechnoe
Jopy -prondazs mare affecine Cienow
te tools and new wavs of presaniiog
aned  curing Jinen e, iTn=ereT, * the
pharmasentical industry le mors Bkely
ta focus an the mogt profiiohic com-
marciul apeothanites and dbrer atien-
tipn From basic health regulrenents®,

Fhis intematings] famun in Boatys
slsn tesobral tlst 20 n Wariong] Terel ‘s
dinlogis be eslablisiied o deterogne
the teal needs of wroiety anid the main

Teguinnoenls ur o national bistechio- |

:LII_{;.'.EL'.\.[L-"ﬁT basel! . on these needs;
the kulivecddildnic dand enyvironmental
implEsationa of such & atrattzy Le Tully
coliddessi; the pegulatoos oo
meass for che safe fepting and intro-
duction of the pechaclopy ke estal-
lished nnd siopgentiy  coforecd; tha
vantral ‘wver the echaolopy bo s:-
sivnial to the pohlio secoor;ond that
tie tnemppuiiation of tho technednpe
by privats iolerests be mesisbes:l,

Plrot Goneile Resouroes Cenfre

T Had Lau_u.a, he stding-up of @
atoderp natiensl Flasl (renetia Besani-
ges  Cedire, ondsr e Deportment of
Apvienlture, iz s pogltles slep in shis
cirection.ocal and cxotle poioplasrn
kos . heen explovted  too mpro: ;J_l_:-;-l
ted, mibber and ruconct. hut Lbe sapae
has not - ocoired for sther crops 5o
TLanka’s mich diyrisity of geastls -
sunteas are endapgered by fasel aand
urban develonmant, polluclon aad weer
eX plodlaban



Viduahle rigteridl Lo ur gensoe ¢
diwamenl, dnelndjiny medicing platis
and berbs; has nndoubiedby fesn lngt,
Ft is ootimaled Lhas g oollection 2xf =i-
Uivated g =l nles specics Lo S
Lanka wonld wiald =hoot 25 000 506
wigs, “warinficd, clookl  atraing. s
SrUiyvpEs. AN deisy focnllecfion ol
nean petraancn? oss o pricelse e
tarial,

The wlicelive 90 s=itiag wp - thia
L o _I:l._{rluu.ll‘.'uﬂ. Lenire s ogho 30
equanees g liveet do Wi Lanke"s gene-
Lz fesourees by prisecvinge, =Vadiadione
1 L Hieitng aus Sedisl g as secriplasm;

Tltew= Liipuctant
Igaomsees wil bea Lews for brecding
programimes S0 pFolest o drnprove
culbivar=il planss sagtain wink _-|:.||_|E1'|_|l.'|:-
aprriciclivmul  proiluesion,  forostre wid

dvpendent fuEusiees, and iradotain 3
Fuffer " against Bagnlal, evcoiumental
chefees,

The neecl forproeemeinp planl acoey
Tecammors Dudey  doscassed n the sieeego-
Falyin, E@ote by che Corrdmnesr ns
this pregrominG Lesadie, wlile st
egrodisswssams on fhe Gibesbuiieen
sitieardinn e sarried in. e 8. 1y

Preservineg Sn Lanka's phaod getietin resiounte:

S G MR R nrd omey

Horanivl & Norionel Dacwiinanr
Plahriiepefin Ragauiing Nrorsi

Bince Lhe duen al civilisatien, S
Lankaa Faribers Reve cicalid a mulls
tuce of crop Torme and 4 femaiballe
Fenstic diversiry - of crop apecita. We
nTE Feir ke Lwese dnelidonal celtivacs;
a'nne wikh. Liedr wald un:d weedy zala

While pur celloral artilacle lave
muaciin value, coope deaeli Feednmes
ars tovalsakle Lo apriutboral tcscarch
and dewelapment, Theas papdile an
s ire Fhe buildng  hingkz of sur
vnrielal daveliapment prostimimes,

Doprizy e fast Deenly ceans the
cirlisnk un ke prodoeibi polcelbsl
wl Cwbdd apcicadbdi s s chiteed fade
cally dug oo the wtcoawetion and dis-
srilautiog of modiern high wislding @z
fivars, Wany ooEnitics 0 &80 Angii-
dine &0 Tarkn, have ineregsed theis ca
masily Lo priaduces e Lo i=eel Tur ex
cepding Ll gohi=ved doriog Lie nrse-
i ZU00D Years,

Howorer thess madern ctup cidie
wars are vuimerable Lo pesle u.1|::l (KRS
meq, mand osmesn liailed sdaslslion (o
usklatiic vivbiognasois. Stadlse ads
wa the peaetic anezsry of theap culti-
vty Dawe reeealed s fensive’ Telfancs
ot e it lal spalaiials,

T azat oF theas cases Hee malerial
liotass Aag ales beeirhackd toa vooy
anelo® CotapoEaaly e LLcs, Tn .’:‘l."J.f:f
+his the seactle bgss of uodein culi-
VRTs serds 1o b bocadead biv ifss-
prrabidas st Too dieeser poroplasin
FLREN LS ;

Eyvailable crofy paopsic Tessuees we
tagt dwrindling doe o wide aceraianeg
of modery hybod saceciea Feneg, the
gollection, sonanvaiion aud raluation
of Grda nerpeiasin Kee beeq Heatdfied

2]

aEsatnl oo e drdp Dilpusverier] dn
Bre Toankn,

Coreentional hraedan s beokinigues
canmet proibnee any Turthar acvancs,
o oz pivlde Aabilisional flald ineeca-
278 At pousdbleandy throneh Fhe agpll-
atinn of apdeclioulogy - Thorefopre,
wareed to darclos e appropriate Te-
search hase for tho appdlecatbonr of hios
tochondeeionl methads 1o Luscdioe,
such s 3 wikeer padiare,

Prosiess Io Biolecimelagicsl nencsie
af Flant praediog fes been hampered
B annd=qents infmastmciucl Gacilisies,
The reed  Tor external - foadicg o
atranptbon S0 Landa's crop genetic po-
SULGEE  propraaueee: - zond  fmibate e
techialogic! resrardiiwaslosuemized,

THsepsmnns wire nifaled will (e
Ambissador of Fapan in 500 Laoka and
& project praposdal or asmiztancs o de
welop  appropriate tegsproh Fasldibies
wag salinlliol B the Dovernmeil ol
Jupeo 0 itE voeideraiion.

Tl cetabilahcmnl ol o Phunr T
tin- Rreaoninsee Diznrne &onew o reqlity,
This center U fnction as 13 fuyh of
& poriomnal peteerl Lo collect. edn-
aprel, rralngte and Jiskariipale germ
plism amil ipfennstion. lb s hedca
bailt anid epinned ot 4 cont pidks 340
Deliliviacamd e enrivel Tagded By (e
Luvernznsens bf Tapan.

Inwestrnents in ponclh: conwervation
ara Juslilfunle nnlr 37 the conserved
wialerials sre b algated sl ased
Ia '-:-J-Li‘.‘[i-li dervelapmicRl propssunnes
Ilis venles aims gt 2evcloplap o wsec-
cilenbod - slealwey sn g8 to IRtearets
CaRAC TVation -H:IIJ. T S TR R Pt o
=ith AppToniiasy yulalics Fragrm
N

The warentinl compobeats of Lhe
nemtre e low fepiperature ool sho-
raws . ejrosilorieg, '|.I.|‘\-|'\-r.11‘l:|!'iI!3 Far ia
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vilzre apnzeneafinn of Faoctafaely pro-
Angetecd tpopa; - hiotechnslnpg el
ria Al dala siamigement Annnc-
paale prica eswse soresn hioose g
ol Caslitics will e asteblivied A
cillary sompoboats el 2e a Bpnfe
peper hall, Jilrary elo ace alsg dizvhe
e,

The Mmoo asemitics ol Lhis cente
aTa:

bErploralion eod sequisitionaf ciop
PEACHS Siasurces.
CAdonscratioa o vertuplinm,
CCharactorleation ool zermpdnaag
YENE taonoauy, haachericsl o

ST e nnigucs, :

4 Mulkihisziplinary  cevaleaclony  Foz

'i|L|-.111.'i'"ir..1Ti::-n nfpeisiiciiaiis,
Sogcwmenticinn ofpooefit [esownme

alriznelio, .

G, Excliocie of germplasm sod infoi-

e [R5V (T IEETE B i
o bnlppraiion ol pnesging hinfenling-

Lgima withesoaras vl hoseding i3

(R 'im]'lTl'l'-"l'Tl'l'ﬂT e LN [ F TR

T pnbare = fermive funeticinday of
Lo cpnbed. 4 lechkoicsl coBdaaraicinn
pEopremme wich Tapaess aoientists s
anvinnmed. e CAzscivalape of  pEerEr-
plasin 22 slrzady poderssy,

Eysi- M0 oy ageesiion: Ko hoon
eolizetod and wiore duplicaed o' Ehe
srternaninda] Rzt Beasacsh Listilooe,
The cnidecton aad chargstecization wl
pernlana ol Jitker Pield cops s oo
reemlly i curriecl oot with TRRLHS
A gemisl v,

The ichpleanentztion of “hiz pidoct
will el s Eni Banka presere 7S vee
Ele plant ganbic sescimoes and devclog
swizhle tesbiooloey Fur geomipingm =n-
FLET STt | R Y

Thzough whome gsnice it Lodoton-
dizd to pemerati the mean dopoetait
teshmalogy Cin ngrisnliures the pre-
ducticn. aod release of gamropram
crivp wariziies tailoted fo fatniers
needs.
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“to press for “farmer’s rights”

THIRD WORLD DFMAI\DS JUsTiCE OVER SFEDS

;‘\ndy Crump

Third World natigns are beginning
over

their own genetic resources - in order

to deflect a growing control by the in-
dustrialised world over the multitude ;s
of Third World seeds and crop varie-
ties. Or so it emerged at a recent mee-

ting of the Food and Agriculture Orga-

nisation {FAQ) Commission on Plant

Geneti¢ Resources, which recommen-

ded the establishment of a new inter-

national Fund for Genetic Resources
o help deal with the problem,

The demand is a simple matter of
justice; Third World representatives
argue. Third World farmers, who have

selected and developed crops through |

continual use, should have similar

rights o those '_enjc-y_éd' by companies
and industrialised nations which deve: .
iop new varieties rapidly through bio-

technology, they claim.
_ The lack of such Tights, together
with fears of exploitation and of the

_unpredictable impacts of biotechnolo-

gy, have caused some Third World na-
tons to shut their doors to any kind
oi trade in economically important
seeds or genetic material.

But resour-

-

ces from the proposed new Interna- _'

. tional Fund should help by allowing

gene banks and conservation pro-

grammes 1o be established, especially
in the Third World, with rights and
“eontrol \«ested in the South.

According to the FAQ meeting, the
propesed fund which shouid be set up

at the November meeting of the FAQ
. general assembly would raise monsy

through voluntary donations.
goverr‘meqts non- govemmewtal arga-
nisations and individuals. The pussibi-

lity is also being looked at of levying
" 2 tax on the seed trade, which is domi-

nated by thé ?ic'f‘ North.

The p.obiem the fund will tackle is
bpccmmg mcmatmgly urgent, and has: -
“polarised the Nerth and South, Mast -

‘developing countries believe that the

ECONOMIC !—?EE‘\H_E\-'\:' HINEAIILY- 1887

from

_industrialised Northern nations have
abused the unrestricted access o the

genstic resources of the South that

" they have traditicnally enjoyed. With

“the advent of biotechnology, fears

have been growing that commercial -
companies in the North will use gene-
tic material collected from developing

countries for breeding programmes,
with the resuHant ‘improved’ varieties

being sold back to the Southern na--

tions at significant profit,

~ The political vulnerability of the Ir-
ternational Rice Research Institute
{IRRI) in the Philippines has aiso

worrpd Third World leaders. Currently, -

IRR1 looks after 50% of the world's
rice cultivars - out much of its rice
germplasm collection is actually held
in the United States. There, the Rea-
gan administration has aiready barred

- the export of germplasm to Nicaragua -

and Libya, not on commercial but on
pD]itlca| grounds.

Three years ago, the SHsternation

Undertaking on Plant  Genetic He-
sources’ was adopted at an FAQ mee-
ting. Proposed by a group of Third
World countries, it was adopted almost

unanimaously. The resolution proposed
including patented

that germplasm,
- seeds, should be common heritage and

therefore freely available to ail. The

motion was passed with the Unized
States  being virtually alone in e)(pres—
sing opposition.

 In November 1985, however, seve-
ral key developing countries such as
Brazit, Argentina and India, which

earn large sums from their crops, be-
gan 1o express their doubts over the -

Undertaking, and the open ‘access pro-
vision.
The concerns rocused on the physi-

" cal collection and storage of germ-

plasm, coordinated by the Internatio-
nal Board on Plant Genetic Rescurces

*{IBPGR). The |BPGR has so far initia:.

tad the collection of genetic resources
in 50 countiries, and has organised na-

tional committees to Ovefsee germ-:

plasm collection in 25 others.

. To date, developing countries have

* ‘Digitized by Noolaham Foundation.
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_ nies or

presentat:on or

supp!iéd 91% of IMPGR’s material.

But the Third World currently holds

less than one-third of all known gene- .
tic stocks. This is despite the fact that
21 of the International Board’s 43
plant gene banks are actually. slted in

the Third World.
“Germplasm  held under the

IBPGER's guidance is stored in gene
banks owned by commercial compa-
national governments. The
FAO currently furnishes the Board’s
administration, but a network of inter-
national esntres, known as the Consul-
tative Group on Intér_natio.nal Agricul-
tural Research (CGIAR), actually pro-
vides the Buard’s funding and techni-’
cal policy. :
Third World nations have htt!e Fizs
influence on ‘the -
IBPGR, and have consequently been
urging the FAQ to take more direct
control of the Board, in drder to pro-

‘tect their interests.
- Yet the quest'.on of who wil! have

controi over dlobal gene ba_nks is far
from being resclved, particularly to
the satasfactmn of Thlrd Wor!d cclun—.

tries.

e Asia. lndonema Tha:!and and

_ tha Phillipines have already established

their own ‘national agricultural bio-
technology programmes,and the Inter-
national Rice Research Institute
{IRR1) has recently created an ‘lnter-
national Biofertilizer Germpiasm Con-
servation® Centre’ at its Philippines -
headquarters.  Promising * microbial
sources of plant nutrients will be eva:
juated, stored and accerding to IRRI--

made available to researchers around

the world from this centre. -
‘These isolated mittatwes highi:ght

~ the need for a propser, lasting sblution

to the problem, A successfel outcome
will probably need to be based upon a
nevs control machanism for defining
rights over giobal genetic material. The
propased Fund for Genetic Resources
may provicde the basts for sua,h a me-
chanism,

PANOS FEATURES

Andy Crump is a [reelance science and

deve:’opmem writer. He is currently .

dcling as assistant editos,
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DIFFERENT COUNTRIES, DIFFERCNT NLECGS

IDTC s wicw of planl Brevders” faehiy

fkvrr the yasrs different forms o
pirtemt and eopyright legicladons v
hites et toopratact . die prodiuct
o7 st teeneclors” ingaunity and inkHo-
vatitrn ; :

Tha nppofant of pleal breeders’
ritthis' rights TPARL Slaim that wedra-
eerr s R fiansal resthicds ot ongseinng,
SIODEE L0 e st are waed, all
of the darmes o lved oo rertiesl
iy ard arg theratare the canrno i
tagn of gl rankind,

1= 10B3 a rhaionty of the develo-
i CHOunty momaits Gt cta LR
=oad - snd F‘-!.'il\.'_il\.'l.“...ll! Crganisintiu
PRAC supparted d chseduticed” galing
Yo ik ldikde drees; el souioes of
nrem -nl.:.:;rn_ 1Eerm plagm s geraerad
soem o rpderdng o ooy hereditary sl
rigl Ercioding wuady colongs,  wihiels
pilaiis, or e2ll gultures that can B oeed
an MWDy s n nrgantismy. Thie disvshis
.F'I“U sauntriss olaire coreoctly II'.al
st of tho wearid s e nT phas iy coines
from freie tperrilories [ s @ lgl that
fow irmportant gdiole crops @2 incdiae-
poie to Martl Anmerics tar exanmain,
tlasberry. - munbercedernsalem - gt
chaks, proan, @ nd sunfioeer,

Aon sdoind oonplicd o Hes 17 pos
cible Autnes fnerdantions by -eanetic
crginesrs and odhier Beorechnoloygisss
Thisir bsime:s, Drogdiy speaking, 5 0
juggle e pangtic mekeog g -
neraerne, P franslering, feps, ey’
confar upwin L re il 00 cErsey de-
sirphiln Hails A 1 dogs netaathraliy
-5

Siglecrnolngy timpizaies nGe g
wear ta hosecking an edtension of pra

barcn !!!l__'iﬁ-‘li'ilil:lrl- Ieif arpuiment Qs
that an Drgansar oodified by othe -
wodustion nF a feriin gene s unliks
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- Spme ocountries have weak plant
breedmg progrems The scientists may
be poarly paid, the working locations
isolated, and the facilities inadeguate.
In such cases it is 1DRC's policy to

support the establishmeant and streng-

thening of national agricultural re-
search systerns. In such: countries there
are few commercial opportunities for
transnational or private companies and
the PBR issus hardly arises. ;

A third group of countries lies
somewhere in between. Public sector
breeding has some strength and market
prospecis amy interest private com-
_panies. If PBR are adopted in such si-
tuations, the most productive policy
may be to apply the legislation so that
bath the public and private sectors
have an equal opportunity of benefi-
ting. This would encourage greater fi-
nancial  support and increase the
amount of plant breeding. The private
sector may play a valuable role in es-
tablishing good breedmg and seed mul
tiplication enterprises, and indeed may
be attracted to do so without PBR le-
gisiation. However, care must be taken
to ensure that the privéte sector does
not come to dominate breeding ef-
forts. Opportunities for abuse abound,
The importance of maintaining a
strong public sector is even grater than
for developed eountries.

There can be no possibility of PBR
in any country until ther is an orga-
nized seed industry with rigaroﬁs starn-
dards for seed multiplication, storage,

dressing, packing, and distribution. Ge-
nerally, such an industry is best han- -

dled by private enterprise. Gavern-
ments, howevar, must ensure the main-
tenance of standards, certification of
the seed crop in the field, and ihspecA

tion of seed sampies for impurities,

germination, pests,and diseases.

" Donor agencies need to assist deve-
loping countries in seed multiplication,
seed licencing, and inspection services,
as well as in the training of staff for
these specific purposes.

Membrship in UPOV makes good
sense for the developed world, It en-
sures high standards of testing for per-

formance and quality, thus providing.
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for a reputable and reliable interna-
tional seed trade. UPQV also encoura-
ges free interchange of registered mate-
rials among its members.
For many developing countries,

fowever, membership in the union
may be inappropriate. Few countries
have the necessary trained staff to
carry out extensive testing of varieties
and seed. In addition, they could be-
come vulnerable o exploitation by

transnational companies. The implica-,

“tions of joining UPOV should be ex-
haustively studied before any govern
‘ment considers membership.

Cgiar System

The number of develaping coun
‘tries able to legislate, implement, and
manage PBR is small. For the great
majority, there will be few restrictions
on seed movement, purchase, or sale.
Seed materials will continue to be free-
ly available from the CGIAR system.

Some observes have suggested that
semifinished cultivars from the {ARCs
are susceptible 1o misapproptiation in

countries with PBR, These materials

therefore need to be accurately des-
cribed, and the “descriptions widely
publicized. : i
Appropriate agreements need to be
made with governments of the coun-
tries concerned. Not inconcsivably,
“the dangers associated with misabpro
pI'IEI’LIOﬂ may be greatest in countrles

-that 10|n UPOV.
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These concerns may however be
more imaginary than real. A country
that has introduced PBR legislation
most often has reached an advanced
stage in plant breeding and has less

need of semifinished materials. The
‘TARCs' primary clients are those with

a less developed capability who woutd
not likely have adopted PBR legisla-
tion,

Restrictions and Counter-Restrictions

Plant breéding is msot effective

when done from a wide base of genetic

resgurces and when testing of im-
proved lines is carried out across di-
vers locations. The international ex-
change of germ plasm is therefoe an
important element in the developrment
of good breeding strategies for both
developing and developed countries.

As legistation restricting access 10
new wvarieties is increasingly. adopted,
developing countries can likewise be
expected to tighten access to the gene-
tic resources availble on their home
turf, Indeed, many now argue that
their indigenous germ plasm is a na-
tional resource ‘like forests or mzneral
depomts to be explojted commem;aliy
While pnderstandable, such an atti-’
tude, like the-introduction of PBR,
could result in greater restrictions on
the movement of germ plasm. Clearly,

this céuld be counter- productive for

all colcerned The situation needs 10
be monitored care_fully.
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Some Aspects of the Informal Rural Credit Market in Sri Lanla,

Nimal A.Fernando - Central Bank of Sri Lanka.

As in many olher developing coun-

~ tries in Asia, Latin America and Afri-
¢4, the Informal Rural Credit Market
(IRCM) occupies an important posi

tion in the rural financial market in

8ri Lanka. .The main purpose of this
short article is to examine several im-
. portant aspects of the IRCM in the
country. 5 '

While a thorough analysis of IRCM
is useful in many respects, the limited
data base does not warrant such an
analysis. Islandwide data on the Infor-
mal Rural Credit Market arc available
only from the Consumer Finance and
Socio-Iiconomic Surveys of the Cen-
tral Bank. These dala too cover only a
limited range of variables. There is a
large number of micro-level studies
dealing with some aspects of the IRCM
in the country; yel many of these do
not provide adequate details and only
refer to the existence of extremely
high rates of interest,

Lenders and Borrowers

An important aspect of the Infor-
mal Rural Credit Market is that there
exist numerous types of suppliers in
the market. These include friends, rela-

tions, professional and semi-profes-

sional money lenders, boutique kee-
pers, landlords, commission agents, ag-
ricultural produce dealers in the pri-
mary market and employers of agricul-
“tural labour., These ditferent types of
stppliers have widely different chjecti-
Ves. :

On the demand side too there are
numerous types of borrowers such as
agricultural labourers, tenant farmers,
smaltholders of cash crops and owner
operators of food crop lands. Though
numerous lypes of borrowers operate
in the Formal Rural Credit Market as
well, there the degree of diversity in
this respect is not high. Also certain

types of borrowers such as agricultural

labourers do not figure significantly
in the Formal Rural Credit Market
(FRCM) while they do occupy an im-
portant position in the IRCM. In eco-

A6

nomic terms, the poorest of the poor,
the poor and rich, all these categories
‘operale in the IRCM: although the
poorest of the poor, and often the
poor as well, are virtually excluded
from bulk of the transactions taking
place in the FRCM, This basic diffe-
rence in the type of borrowers opera-
ting in the two markets is significant in

explaining a number of other impor-

tant aspects of the IRCM.
Interest Rate Struciure

The very fact that a wide array of
suppliers with multiple interests deal
with borrowers who are highly hetero-
geneous in soclceconomic characteris-
tics produces a wide spectrum and 2
complex structure of interest rates in
the IRCM. The complexity is further
reinforced by the fact that even a
given supplier charges varying rafes of
interest on the loans of same size,
duration and purpose granted fo diffe-
rent borrowers, This stands guite in
contrast with the simple interest rate
structure in the Formal Rural Credit
Market. where rates often take the
form of ac ministered prices, and there-
fore, varizion across both suppliers
and borrower categories is compara-
tively very much less,

However, © notwithstanding = this
complexity one may observe several
broader aspects of the interest rate
structure of the IRCM. The significant
volume of loans granted frec of inte-

- rést has been a salient feature. In
1969, interest free loans accounted for
46% percent of the total amount of
loans granted by informal sources,
according to the Survey of Rural Cre-
dit and Indebtedness {(SRCI}. A num-

ber of subsequent survevs too rea-

vealed the dominant position of the
“loans extended free of interest. The
survey of Credit and Indebtedness
Among Paddy Farmers (SCIAPF), con-
duected by the Central Bank. in 1976,
revealed that 3lpercent of the infor-
mal sector lending was free of interest.
The data referring to 1978/79 and
1981/82 confirmed further the signi-
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ficance of interest free loans in the
IRCM., Such loans accounted for about
43 percent of the total amount lent by
the informal secior in both periods.
However, the importance of interest
free loans should be evalyated cau-
tiously as some of these loans may in
fact have a hidden cost

Undoubtedly a significant propor-
tion of the interest free loans is exlen-
ded by friends and relatives. The SRCI
of 1969 disclosed that they accounted

-for 46 percent of the quantum of in-

terest free loans. But a wide array of
other persons who have vested inte-
resis in the borrowers ecomnomic acti-
vities too provide interest free loans,

‘Produce dealers and boutique keepers

cxtend such loans to some of their
clients, However, without adequate
data and information it is difficult to
make a generalization on the hidden
costs that such loans may carry. Yet,
it is safe to conclude that the guantum
of actually interest free loans could be
lower than what was revealed in the
surveys referred to above. '

Another salient feature of the
IRCM is that a significant proportion
of the volume of informal lending has
been extended at interest rates which
are not significantly different from the
unsubsidized rates of the FRUM. Ni-
mal Sandaratne noied this in analysing
the data. gathered in the SCIAPF of
1976. The same observation may be
made ‘with refercnce to the rural cradit
data gathered in a number of pre-1976
as- well as post-1976 surveys. Eor
example, approximately 38 percent of
informal lending in 1978/79 and 20
percent of informal lending in 1981/
82 werc at interesl rates in the range
of 1-30 percent. The unsubsidized
formal sector interest rates during the
same years were also in the, range of
20-25 percent,

Another aspeet, perhaps one of the
most significant aspects, of the IRCM
is that despite the commen presump-
tion only a relatively small proportion
of informal loans had been transacted
at what may be considered exorbitant
rates of interest. Im 1969, only about
18 percent of the household borro-

wings was transacted at rates over 25

percent per annum. In 1976, 23 per-
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gent of “'IL iwrrowmgs from the infor-.
mal sector fell into the interest class of

26-30° perr,mt per mnum Slmlldrl

in 197879 about 11 percent of thc_

. informal loans [ell within the interest

class of 31-60 percent and another 6 -

percent in the over 100 percent inte-
rost-class. Yel, in 11981/82
quantum has been transacted at high
rates. The data for

informal loans was at rates over 100
- per cent while anothert 16 per cent was

at rates in the range of 31-60 per cent. -

[t is not hpwever clear whether 1981/
42 marks ‘a_turning point in the pat-
tern of the interest rate structure. But
with the exception of 1981/82, the

proportion of loans transacted at -

gxorbitant rates has been 'small in
genial. Howcever as Jandaratne noted,
it is these loans which have drawn the

attention of most commentators and-

observers of the rual economy, He

-"addul that the mdrk(.u contrast of

_ these interest rates from thosc of the
institutional sector has led {o its cha-

' rmuclerization as an exorbitant . and

u-s'.'uriou's one.

Il is the money lwdus who ha\ae

been chara’ctur/ed as most exploita-

tive and parasitic in the ‘rural financial
- market, ¥et the available data do not

; bupporr such a gem,rahmtvm A sur-
vey of the available literature clearly
- indicates -that . this generalisation is

“based on small-scale micro-level sur-

- verys rather than suennhcaliy conduc-

_ ted island-wide surveys of rural credit.
The 1976 data revealed that 16 per-

cent of the loans granted by the.
money. leﬂders was at rates below 16

percent. while 49 percent of the loans

was. at rates below 26 percent. About®

34 percent was al rales in the range of
26-50 percent. Only 18 percent of Lhe
loans was at raiﬂs ovcr *:0 pf_rz,mt

It is not a!'gucd h;:re Lhﬂt high in-

forest rates do not exist in the IRCM.

in fact such rates do exist and will
 continue to exist in the futurc. But it
is wrong: to conclude that the average
‘rates of interest in the IRCM are exor-
‘bitantly high. Often those wheo refer ¢

high interest rates do not make refe- -

rence to the gquantum of finance trans-
-acted. at those rates. This tends'to give
a2 distorted picture of the interest rates
_provailing in the [IRCM. -
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a-greater -

1981/82 revealed
that as much as much.as 19 percent of,

F sctors Influcneing Interest Rates

An {mpo_rtant quostion. is how
would one analyse the interest tates in
the IRCM. Interest rate defermination

in the formal markets may be mea-
mngfu]]y analysed in terms of neo-

_ classical economic concepts. Yet, since

cxtra-econontic considerations play an
important role in the economic activi-
ties of the rural society, factors in-

* fluencing intersst rate determination

in the informal rural credit market
transcends the limits of neo-classical

sconumic analysis. Also, -the fransac-
tions in:the credit markel cannhot often,
be meaninefully segregdted from those

of the land or labour market where ex-
tra economic considerations play an

even hl{;_)'rg predominant role, Thus, in
analysing the interest rates in the

IRCM both economic as well as extras
economic factors wilt have to be-taken

~into account together’ with. the inter
. telationships of tranka{,twns in muiti-

plu markeis

Tt was pointzd out earlier that a sig-

“nificant proportion of informal len-

ding is free oflmterest._lt is quite pos-
sible that some of these loans have hid-

den wsfs Yei even subjecl to this li- ;

mitation, existence of interest  free

‘loans confirm the importance of kin-
ship and freiendship in the IRCM. Jsis

nol possible fo arguc that many of
them do not have mote attractive ak

lernative mvmfment avenues for their
funds. But they provide funds mLerest

free {at n\gatlvp real ratesy because
they value more the wntmuatlon of
existing muai 1L14L10nshps or perhaps
St.rungthem ng them further,

1r' tac‘r interest free loans are not

always unpruduutwu from the pomnt:

of view of the supplicrs, Provision of
interest free loans by fricnds and rela-

tives may be int Lrprn,tc,d ds.dn atlumpt-

to cstablish 1emprchl_ oohg,at_mns_. on

which they can draw in time of need:

in other words such loans eonstitute

part of 4 complex social systems for

- spreading risk. In the IRCM, a supplier
of funds at one poini may become a

persont who dcmandq funds at anthLF
pomt of time, :

: However, !.-hz:. boutique kt.;epers and .
landlords may provide infcrest free
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loans mainly due to theit owiecono
mic interests, ‘Where retail trading is

- competitive the boutique keepers may

extend interest free lonas to retain or
expand their share in retail trading in
the market Some-of them may over:
price the goods and hide the interest.

. Butf we do not know whether all bou-. .
~ tigue keepers always do so. The land-

lords may provide such m{erest free

“loans to ensure adoption of betier cul-

tural practices by thier tenants which -
in turn bring benefits to the landlords

i xaTo )

 Another important guestion is how

~wouldoneexplain the cxistence of very
high interest rates in the rate structure i

of the IRCM.. Theoretically the high-

‘rates may result from four factors:
- @} high opportunity cost of money;

b) high-administTative premium;

¢) high risk premium; and

d) existence of monopolv in
_the markct.

The upportumty cost of monf;y
may vary from one money lender to .
another and over-time for a given
mom,y lender. It is determined by a
complex set of factora ngher oppor-
tunity LJSt celris pard
higher interest rate: ‘\doney lenders
have to keep a sufficient amount of

‘funds in the forny of cash in order to
~ serve their clients quickly. Speedy ser-

vice is -an important characteristic of
the IRCM, However, idle money in-

yolves a cost to the money lender

which he passes on to the borrower,
The guantum of money he has to keep
idle and the period for which he has to
keep this quantum influence his inte-
Test Tates. - el

_The seasonality of demand for cre- .
dit -also invelves an opportunity cost.
If the money lender is unable to syn-
chronize his - other. investments with
the scasonal pattern of demand for his.

* funds, a part of the funds may be idle

with-him, Thus a longer slack peried.

“may lead to a higher interest rate.

Administrative costs too influence
the interest rates, Animportant aspect
of this cost c-omponent is that its inci-
dence fends to decieasc as the size of
the Toan rises. In general, the aamims
trative cost is relatively lowa.r in the
lR[M when cnmpared w1th Lhat of

27
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Trade in Services and Developing Countries

Jeffrey J.Schott and Jacqueline Mazza

Developing countries have much to gain
from the strengthening of  multilateral
discipiine over trade and could benefit from
services trade negotiations such as those
baing conducted under the Uruguay Round
talks of the General Agreement on Tariffs
and Trade, acording to these two trade
specialists,

Jeffrey J.Schott is a research associate with
the Institute for International Economics
_iilE], a private research organization in
Washington, D.C; and Jacqgueline Mazza,
who was a research assistant at [1E when
this article was written, is currently an eco-
nomist with the U.S. House of Representa-
tives Democratic Study Group. This article
is an abridgment of the original,

Courtesy
JOURNAL OF WORLD TRADE LAW

‘The members of the UN’s General
Agrecment on Tariffs and Trade
(GATT) have just embarked on the
eight multilateral round of trade nego-
tiations since the founding of the or-
ganization in 1948 The negotiations
come none too scon, The world tra-
ding system faces a rough road in the
years ahead, for several reasons. '

The recovery in world {rade from
the double blow of global recession
and the debt crigis in developing coun-
tries (LDCs) is far from rtohust.
Growth in world trade fell to under 4
percent in 1985 from 9 percent in
1984.

Unemployment in the Organization
for Economic Cooperation and Deve-
lopment (()HCD} area remains high,
exacerbating protectionism in sensitive
sectors such as textiles and stecl. LDC
exports will feel the pinch as govern-
ments that face critical elections come
under mounting pressure to impose
new import restraints.

Many LDCs still face severe deht
problems and foreign exchange cons-
traints that force them to maintain
stringent import controls. Meanwhile,
restraints on their exports could ham-
per their export-led growth strategies

ECOMNOMIC REVIEW JLINEJULY - S

and spawn a new wave of debt resche-
dulings. -

The causes of these problems
stretch well beyond the confines of

the GATT. The massive misalignment .

of exchange rates and the disruptive
cffects of the LDC debt crisis have
conlributed importantly to the weake-
ning of the world trading system. Pa-
rallel progress toward the resolution of
these problems is essential if trade
talks are to succeed.

But  the GATT itself has not
worked well. The GATT has come
under frequent attack in recent yuars
hecause its rules do not cover a large
segment of world trade, existing pro-
visions are evaded through “extra
GATT” arrangements such as the Mul-
tifibre - Arrangement and voluntary
restraint agreements, and dispute set-
tlement procedures have failed to curb
- abuses by major powers, A ncw round
has been embraced by LDCs and in-
dustrial countries alike as just  the
“shot in the arm’ the GATT needs.

The most contentious issue before
GATT members as they start the new
round is trade in serviccs. Although
agreement was reached at Punta del
Este, Uruguay, to include negotiations
on services on a separate track from
those on goods, devcloping countries,
led by Brazil and India, have raised a
number of concerns about whether
there even should be a negotiation on
services and, if so, whether it should
he conducted within the GATT, as

opposed to the United Nations Con-

ference on Trade and Development
{UNCTAD) and other United Nations
bodies. By contrst, the United States,
along with other industrial countrics,
regarded the inclusion of services in
“GATT talks as the sing qua non of 4
new round and, indeed, as a barometer
- of the efficacy of the GATT itself,

In essence, LDC concerns about the
inclusion of negotiations on services i
a,new round involve a fundamenlal
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question of the shape and dircetion of

{he GATT. The LDCs have seen the
GATT as a vehicle to promote mer-
chandise trade, particularly in manu-
factured goods and commoditics,
While manufactured exports have
grown faster than total exports over
years, LDC manufactured exports in
1983 still only accounted for 12 per-
cent of world trade compared to 7 pet-
cent in 1973, The LDCs would not
like to see the negotiations on services -
take the focus away from negotiations
on lc)ngstantiing trade problems. LDCs
also sec four additional negotiating
problems wilh the GATT talks: (1)
how the most-favoured-nation princi-
ple will be applied to trade agreements
on services; (2) how the national treat-
ment principle will be applied to for-
cign services competitors, particularly
in  industrics such as banking, in-
suranice, and telecommunications; (3)
the possibility that the inclusion of
services in the GATT would open up
LDCs to new trade disputes and reta-
lation; and (4) concerns that certain
issues, such as labour services, could be
excluded from the talks,

The issue of trade in services still
could prove disruptive in . the new
GATT round unless care is taken to
understand the issues and interests at
stake. The current perception is that
services is a “North-South” issue, with

*the gains from trade aceuring to the
" OTCD countries at the expense of the

LDCs. But the LDCs also have a criti-
cal interest in services trade, both for
their cconomic development and their
halance of payments.

International services transactions
The service sector is complex and

heterogengous, ranging from high-tech-
nology telecommunications o low-

. technology haircuts and encompassing

4 broad range of financial, transport,
and constructionfengineering services.
‘The diverse naturc of service industries
complicates the task of developing &
coherent set of principles and rules o
cover international services transact-
tions. The paucity of data on traded
services makes it difficult to measure

* what would be at stake in prospective

negotiations. In light of such daunting
obstacles, many countries were hesi-

20
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WORLD SERVICES EXPORTS
{thousand miflions of special drawing rights”)
: LR ] Industrial Yosi
Year World*" countries LDCs
Shipment g 230 Loga 28
: © 1980 fedpal g AR A 6.8
, o 1984 4T3 SRR 108
{Other transport 1975 274 ol i 5E
SR P08 s E el Ag2 149
1984 SIS ShNts =185,
Travel SEE s 26.3 e
G fago- THO. e BA0E 229
: _ . 1984 OOBC e BRI 268
Other private goods, 9975 4T3 e oM L T5
services, income - - 1980 - 1085 845 24.0
et : : 1984 1897 oo o A000 T o 387
‘|Other official goods, e aage 119 v 98 21
services, income - 233 19.8 34
e e : 1984 S 326 283 e
rotal services (excluding 1975 1450 1ire 288
. investment income) ; 1880 3120 g 720
; ' 1984 3835 283.3 100.2

" sJ,8. dollars per special drawing right, year ave-rage 1975, 1.21415: 1980, 1.30153; 1964, 1.02501,
“World total may differ due to rounding. : S b 3

. Notes:

1. “Shipment” includes frelghh d|stributwe services perfcu'rned dunng the course of shipping, and insur-_

ance “on movable goods during the course of shlpment Note that othsr insurance transactions are in-
cluded in “other private goods, services, and incoma.” :

2. “Oiher transport” includes passenger services, port services, and charters.

3. “Travel” includes all tourism -eceipts and expendltums other than |ntemaﬂonal transport, as well as
business travel and sfudent exchanges.

4. “Other private goods, servicas, and income”’ inciudes labor: Income, pmperty income from nonﬂnancial ;

Intangible assets oiten clessified as royalties and fees, nonmerchandisa insurancs recordad as net prami-
ums at claims, communications, advertising, brokerage, managsment, operational leasing or rentais of

tangible assets, penudica‘ subsmlptlons, processing and repair, merchantmg and professncmal and technl-

- cal services,
5. “Other bﬂicla! goa‘xds ﬂs-wme%, and income” Includ-as transactions of general gwemmant and tha cen-
tral bank.

Souroe Inierndimnal ‘Monetary Fund, Balance of Paymenis Staﬂsﬁcs, Yearbook Part ii (1982 1935)

' concluded that

and increased lmdc flows.

- matket,

 Moredver,

to d;vdopm{,m,_ Services
‘much of the nation’s basic sconomic

" Sinfrastructure” - tramsportation, ban-
Kking, insufance, and communications.
Services arc critical to the‘resolution

- of many of the “human” problems of
development - better health carc, edu-
¢ation, and food distribution. Services

prov1de an 1mportant channel for the

diffusion of technology from indus-

trla.l to dwuiopmu countries. And ser-
vices are integrally involved in the pro-
- duction and distribution of both ma-
“nufactured good‘; and LOI“l“l‘lOdllle
‘These 1ntn.rhnkagcs mean as stated i

a teport of the UNCTAD Seurntdrkat
that “gervices dramatwdlly affeci the
overall devc,lcrpment pi,norfname of
countries”

Wh}]e the LD(_,S recognize the im-

portance of services to development;

they arc apprehensive about liberali-

-zing services trade. They fear that li- -
e’conomic_- ;

.beralizatibn may ~ hinder

comprise. -

'nrowth and their dbliﬂ'} to nmndge
- development policies, They sce little
- to pain and much to lose, Their con-

cerns a.'l:"c based on three burcuplious’:
LDCs do not have a comparative

‘advaritage in traded services:

~Their infant s-,rvme industries nu,d
protectmn and

L iberalization would impinbe Jon

-national security and sovereigaty. '

With regard to LUJ“}“EL&UVL advan-
tage, the LDCs believe that they have
a compatative disadvantage in setvices

and that this disadvantage means they

have little fo gain from ihe liberaliza-
tion of services trade. They fear libe-

- ralization would lcad to a surge i im-

ports, hampering the developinent of
indigenons service industries, exacer-

. bating current-account L.t‘}flf.,ltS and
condemming. the Third World to being
- “permanent importers of services and ..
‘high-technology goods’

diplomat was quoted as saying.

Digitized by Noolaham Fo'undation.
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" dai  Engjneering :
Company Lid, “of Korea ranks amang

> as a Brazilian -

‘The traditional theory Of'wm[-uré'-'-

| tive advantage supgets ‘that ‘morchan-

dise trade patterns are de mrmmed by
relative factor endowments. Recent

 studies indicate that the principle of
* comparalive advaniage also applies to
s trade in services. British economists

Brian Hindley and Alasdair Smith have
“services arc different
from goods in ways that are significant

~and” that they deserve: careful atten-

tion, but the powerful logic of the

 theory of comparative advantage trans-

cends these differnces™. Similarly, and

_con51stent with the factor endowment

theory of _comparative advantage,
Andre Sapir and Ernst Lutz reported
in a World Bank workmg_paper'that :
couﬁtr__ie's with gbundant physical and
humat capital werc most likely to be
services exporters. Their finding seems.
to confirm the notion that compara-
tive advantage in services lies with the -
developed world, It does ildt"mean,
however, that LDCs have little to gain

from liberalized frade in services.

As in goods trade, the gains from in-.

_ternational trade in services come from

tmproved ¢fficiency from specialized
Imports
provide cheaper and higher guality ser-
vices than are available in the domestic
promoting a more cfficient

allocation of scare economic resources.
aithoGgh a country may

-have an absolute disadvantage in ser-

vices trade it can have a comparative

* advantage in the export of gertain sor-

vices. A number of LDCs have proved
to be succossiul exporiers; the Repub-
Tic of Kores and India in construction

serviges and Singapore in transbor‘t anci

financial services, to name just a fey

For exampie, LDC firms are using
theexperience gainedin mmdmg roads,
bridges, and waterways at home to ex- -
port construction services. The Hyun-
and . Construction

the top five contractors in the world,
building - ports, shipyards, industrial
plants, and cominercial and residential

facilities primarily in the Middle East
and Southeast Asia.

Its most, promi-
nent venture was the § 931 million Ju-
bail industrial harbor project in Saudi
Arabia, The Brazilian construction and
engineering firm of Constructora Men-

-des Junior 8. A, has over 12,000 wor-

kers -abroad, with total contra“(s

A
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