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Economy of Sri Lanka -

Recent Trends

Background af the Economy

fe ocumen: trend of Sei

Lainka's =renecmy should be

viewed  agilnisl  the back-

gronnd of frade lbezaldation
afsd economze cesinelaring polelsa Ln-
plemented slnes e Lite 1970 s, Rrnader
abjsetives of The seonamic restructuilng
Fropramime ars -

i Arhimve cxpoit-led ndosiclel growez:
Ly ppsning npoof the ecencny nr
holh bocal and lereign mveatsrs.

=

CIeale d snsmieas PrvlaTisial war
e o prvate scctos develnprenk
thruuph taee tanlt imde and fueal
Pdirrn Legecer with clher GEellitics
and St e,

(el Remwewvalofamzie conoral and the sl
I aector lnvovenicnt in scorionsa
aciyilles By proivatlzacen of acats
wiliric w1 ReTpTises,

These goale of apes cetranl pul
vigs e alsa orihersd by fadlowes ot
dircctere i inveshiment wiich sssistm
npgrading tecluvieal and arcdemerl
Hnow-hirar aod- sirenpthonine the cale
[.'llu_'.-'-_'-'_i L Thie paradiile =acinT @ shitoalat-
g the country’s futiize growlh,

Altermors lana decads ef econmic
tarslarmaian Theough Lrade ecraltza-
ter aked striictin] eelorm meeaaures. it
1= Imperant w ey Lhe Lesnd of the Sxi
Larkan sconan af this eoieal atage of
Teordaring ks pubbic fprivale sesiorhnd-
e,

The growth pattern

Durimg the Jasl len years the annuwal
growih rates of the Gross Nalional Prod-
wet 51 Lanka has recarded ocloelons
ranfng fom 1.6% in 1987 w 8.6% In
150 As shown In table 1 the averape
prowlh eGP during dhe tenyeas period
erclinig 1992 was 4. | perecnt althougha
areachy and fasler growth was cxpected
L the implemenlabion of open coononie
policies.

In the flve yoar pecled 159E5-1802
ecainiarnle growth averaged 4,1 perccnt
pes annom. Slowing doom of expected
grewth of Sel Lanka’s economy, io the
recedit past, Was mipinly eawsed e weak
nteenatonal connnodily markels and
the fall i demiestic agrisuiiur| prdue-
Han brovght about b drought. Hawever,
lrvanrableweniner prevailing inthe cure
fetil ¥eur 155%0, s 5 slEn of hlghcr apgri-
euliral pugsat.

Table & shaws the centribution eade
of awitln eeonomde sectors to the GAF.
The agrkealidrl secin: eonilinned to
rhy akerrile nche SeiLakan ecomnmy
shaming the bigheal perccncage af GRP
EICWIEL As this seclor prevides emaplay-
ment o the naarisy ol Sr Lapka's la-
henr force, & slow o alway s hard a
siirmilcan| dmpact e develaponent and
eveCicl eromome nerfzrotance. e qer
frrmanes of the agreufusal s=cior in
1987 ol 1553, o exampie, was o bat-
actertzed by o sigeilican ] redviziian o
aulpul ol all oajor agricaliurd araas
Nenee themast prenadnesd et wis
el iz the agreudiurel secter where Cre
prowth deciined f'rom AES |n 1500
Lo qm L9l and -1.5%% ol napalive
Arovwihom IR,

Apartfromitnlosplthle Inlernstlonal
i cdarmes e conditans which sdscted
the sgmaidiuzal socter perfinmanes, (he
Iterian ] B2l Lanka's eccrernn pellce
after 1977 was Lo doveratfy the eronnmy
towarils expnrt fzd industial deeelop
Ecer To achieee (his abjoefive attemy s
hawve been nzude e mrzease Investmicnt
apnerl s tes I the aonu kaunring and
sRpert =i, Wikh siveral d pcernsres
and icenibives medc avallble the cos-
all perfurrnanee e the lndwusrrisl 2eolor
bestmproved aver e Jaat five vears. Tis
aeriributicn of te monefActnnng -
Lo Zo Lhie GNP has edrsissd nam L7 2
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TAHLE 2

1 TABLE 1

Rates ol Grawrth of GNP 185881802
15RE 4.1 TG .5
lBE4 =Bl TS P
19HR 5.9 1284 (]
1986 4.5 1701 48
1987 1.8 LRI 1.4
B s ferage 4,1 4.1
100 Year Averals 1.1

CLa00) ta 1885 [ 1002, whale The agn-
culinzil sectar cenlributien b Uhs GHE
hes declined frome 2% 7% 1o 980 o
21.8% Ui 1992 The alew grewth rc-
carced 1 the sheatizl secler pooved
instfficlcnt Lo nllset the shocllali n e
agricultural growth \

Dnie ta varonscondtralnta the grovih
performance of the industrs] srclor %ae
below sxpectationa, Unoene haod con-
slmaimls as the scarclly of copital, entre-
preneutship. technology and akills and
the inadequacy of phyvsical bfrasitis-
tire Tacilill=s wars Mimlting beiors. On
the alher bhand constramts suckhad the
shier of tlie domeatc markeland gowing

e cboral Contribution Lo the ONE

L. Agricudiiv; Faresoy & Flahing
T, Mining snd Guassying

A, winmafacluring

4. Carpsbrowerion

5 Electrbeyr, Say, Waksr ele,
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4. Owarcrshif of Tl
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Soisine Aol Repoit of Cerizad Bans

resiriclivigof intermalamal iarkets eon
Heraed to alowr deaer the cxpeal e napid
Induetrial growth m the coomiey,

The huctasy trdnslny which s demi
natled Ly the peady-niade garmenl -
cliszry hias heen Ui ouain conlrbudag
gootar Fa the averall prowihond the e
[Acluzizg ndusiny, Tog wrowih in ki
wector to the GNP Lecreased Jrme 185

porcenl mm 1580w 103 ]_'.-.':I'l.:!‘.litll'. L,
The other impottant seguents of Lhe
mannlactucine asclor e the expord
procassng ad the sma’l anduatos] sec
ior. Tisth dicae Beelors have comztbal el
mardinally to the averall growis i:l the
NP, e conslroeiant soclar peslon -
At sealTines] W preve wid wndn-
eregse shue of the GEP griowth soce
1480,

Forecasting of Sri Lanka's Economie Performance

Econsult point of view

W remain of M odeis o sdpud

grotwth dunmg 1985wl be aroammd A

noi Rlghker. W are rectsing pmitarel ol
forerastafagriculiural growdls Bug repts
7 dawnesd U freaases Gr ndzising.

Revenrdnin corfm ourcwile shpec
attons of @ reboend fecgriulivee, Tea
aniped for TGS s pet ar 202,000 MelAs
I, FepreEtmg o O il Guer
PEUS prddry el b astingbed o be
A7 O el ks, represening a 1
ficreasr: and, fie groun ko aded
al coRstann prices fa ffue ior agrie!
Hiral crop-sickeseckor 5opurat enscen
[ amd T25% o fhe Dasis of Fuad
st pepoer dala, The soiyy logegans 12
Ul seetor 15 socoric peadicfion: whick
shfl reslire (rern e after affects af (b

152 drowgghl 5 et ESOaaT o hure
pom brmclid Ly 105,

The axiinsats of e dupal
qrenti: FEnLAis . TH, ruiginally
Bloll e rade alprrolivaeiued 1 d ek,
[natm shoeotry o full B grmings oo
man el exparks. panicalashy e
iets sl DAMMERTE, SIgEst o Sseanien
lr the rate of gt of faetory e
GLEPRL. Cher rurvent estdnade for fackry
jdztny cipur grotch e O s S,
eloiay fiovr 10E 0 [AREL The roccudry o
the Bapor! procrseing . sh-sectay o8 0
rasuit gf ke recoucny CUTed prdieiin i
Hiveiy 16 pracly csoseIsake,

Wt TR o ST wiesy Wil Sl s
we o wbcle el dn bedter Guen B 200D,

Wi @ gear end i 0 the ramge af
G.5% o B ettty supply eioeen
hartem g ol Sestsmder oML 003 doadied
e erimipira oy LA Hhe sarme possioel liv gl
precious years This fmiprmeaien L inss ol

coctil A conFEquesien cf e mypesierd
Ueatlier ol widd anoury ol i
the riear-amed oot of e seh-els
Eieriniealy, Gos, Waer, ehn The fmipo sis-
it by agriceidiziral el frelistoal pes

sleirtinn -shouild e el far the sab

seetar Whalesalo o Redall irade. ke
Enss o mvmnd ot Wi praiecivi
s Tie gratls s for L Imprivt
S sedn 2 nsiimeed o by GaEL
ety poacess e e rolmeed perbade
aicss of poallic quated coripelire are
armihiriy To g b U sab-sector Bk
Ly, Jastiramert el e Bsiale shunchil be
e siEr o farer of L frites iz resLlls

sizpmest Bl banks, Celianoe, sy

sl Ao c T g (IR ¥ Lok

anctng revaved Lauels 9 prnins wiesl et
grariafi, Thsoniy undermer v oS-
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soes could be fonrlsm The anewd rate of
grmulk b deedst wrleals slumped (oo
minpeckive 0.4, the poorest perErmana:
aiece che trombded 18709 porind. Fuoe
tors amed for the undarpor foridic? [
the lourisl indusiey are the deepentng
ressisrior iR Europe @ wieampeliihe
pricing pedictas af the resort kotels,

Qur Jorecast for aagregale pukpil
gt iy FEG (5 lower than s af e

GOE PR 3 e miosd Bl farooesiirug
seruioes. Wi ane of thc wew eet polithor!
Inrerenl il adierse weather comdiftlons
permeting the groceth rale oAl ag e e
|he ramge af @3.5% deid B8, Gouermerd
enonemiss forecast q range of beliseen
G.5% and A and some prinele secor
erorcnisy HI:DE 1 g af Befeesn T
cirud S O Peason, for eletior (5 theet on
the domesticfran e eapectaleneMing aff
o Hur recomsry i aoniculizee, gned saru:
srmrynnd finl eudt fewin Hue poditieal daces-

Lty seorroenrding the Broomdy por-
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Teanarmise [brecasting

Bementary and preskdenial cleciory, Or
e interoriored front we sae onlya weok

ragciery I the werld eocmomi. and oen-
iy diffmdiles (r oerlain parts of the

ikl oo o gn parbungs oS Lok
trcteid ng, Facregne g e coumries wiich

cormpr e the mrea acoupled by the famer
St [nioe.
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¥
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i reE
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"In‘the fhre year perlod 19ET-1681,
econeomic prowth averaged 55 pereent
per arnum. Avetlable daia for the cur-
refib ey 1590, sapfpesls thak ke gr-.'lwlh
rabe 1A fkely to be better dean thils avee-
age but alighthby beoger thon the perform-
ance in the lasl year, The mapor (elor
r_“1:||:|.1:1I1.11:|U.1:|g tos Lhigs sluulllt,gtluu'm s the
fallin agrlcultural production cased by
the severe droughiin the carhy pat of the
yvear.  Kevertheless, i’ normai wealher
prevatls next year, the sconomile growth
rate should record & to G5 percent,
which represents resurn to the mediiim
termm polsniial of the stenemy.

The scemomidc growth largsl for the
perind 1982-1998 has besn ==t al an
average of § percent per anstucn Glven
normal weather conditione and potettial
stabllity. this I3 an allafosbis (arged A
E-Hpﬁ.ﬂ]." h.iEI'bEl:' rate may be achieved T
there 1o a0 Bmprovenent 10 intematioral
ecopom# condlisons, Hewever,  per
capia lnoceme | o be doubled o real
terms, and unemplopment 14w be ce-
fuced tn A socsally acceptable lewel of

abonl E.ElrnmL'l:r_l.- the end of this dec-
uele, o highet rate of geowth of aboue &
percent per anmm oill be necessany,

A growdh ke of Lhis magnilude m-
quires oot ondy & much higher level aof
inweeiment than Lbe avecade 2% pereenl
of GOF planned under the presenl pro-
gramnme, bul alsa G tiarked lonprove-
nibent foovecall efficieney In the wae of
Inveetble resources,

in [he eemiext of slaw gresath. high
laflatlon, and adveese mwrenwents o the
werma of oade experlenced in the past,
the scondmy may not have the capaclty
fo fenerate investmen! mates of this or-
der. & higher mis ol invesiments than
what = rnow platined wall requelee & nas-
atve trapaler of respurces Iiom consvmp-
Hen e aavings. Such & fransler would
milicl severe burdens on lhe paoprer
graups vl the peaple. Therelore, the sonre
prudent appraach 14 te fflow a gradial
Ionprovemient In economie growth rates
aver the next few years, so that growlng
imcomes can be mads o vicld increaged
s At Chee futere whichin s will
fnanee hlgher levels of mreatme s

I the immedite perlod afveud, Lhere
g, of couree, the poastbilicy of using
[oretgn sarings, partlculasly forelgn -
vestrnenl Lo (31 e savings-iovestment

gap. This has been already takest intos
rocounlin the proposed 6 perecit growth
gosniarie. When' planning for =weh eapl-
tal tnflews. it 18 riecessacy o he prepacsd
for higher extecnal deficis noorder o
gbeorh auch ferelgn saviags - with the
allendanl afdverse lmpact en execmal
debt snd cther aceumulbaled Jorslpn
claima. These in buih Would mnerease
fitaire owtleas ofcapltal and interest, as
well as prelils and divedends. 1o be 8-
nanced n,q:]]nf:'n:l'l:luh-:l:m!u;wml_m'fhjs
means that a proper balanes betwiesn
Iarelgn and local Bnancing of irrcetiment
o the short, lo medlum tecm ta esaential
It Shrl Lamka i5 Lo gel Inlo & higher
gt‘ﬂwﬂ’l ].1.'1t|! arl bave econamie ﬂﬂbﬂlb‘
in the lomg term.”

Flanning Targels

The main planning indicators {or the
Tive Year perind L0662 ({936 are ahowen
below. These conlonm genercally 10 the
targeta of the Folley Framnéwark,

1. The Gross Damestie Product{GDE] e
cepeeted b merease al an average
rate of 8 percent p=r annam, This
Implicsapercapii incane growth o]
aboal 4.5 percent.

‘2. The Gross Dornestic Captlal Forma-
tlen 18 cepected to be mamlained at
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Sri Lankan Economy - Growth
Perspectives in the Nineties

n apprelaal of 50 Lanka's
eeenamie perlormanes, her
achlsvernenls and alhires
In retesityears dn compard-
dor with the rapldiy grow
ing Aslen economies would be uesful
bejore formuiating pollcies and meas-
ures Lo move o to the oedt sbage nf
bxdustralizauon sod higher growth

Econoimic growth in Sl lanka m
reent yeara has been oacersle; her
Averags drowthoin the desde 198000
was 4.0 per cenl @ year which was not
very different from her avemge growth af
4.1 percent ln 1970-B0C Avemmgs annual
geawlh ol all other Sondh Aslen eounn
ey Ji MER0-90 eioeeded thar o Si
Lanka: Bangladesh 4.3 per cene, fndia
2.3 per cent and Paloatan 6.3 per vent,
Frum 2.3 per cent o 1858 S Lagha's
Arawth umped Lo 6.2 per cons to 1890
butdecled thersafler o 4.6 percent Je
155] apd 4.3 pet ent i TGS This
Tedesl peritTmanecisthe reanit of thiree
majer fovlars: low level of savlngs and
imeatment  sidpgish grewth of agrenid-
hirs and sérF growt of axlernal trade:

Lo Invastment

e"n.'.'i:::'B.E; Imrcatioent m the lssl Len
owrs haw besn aronnd 24 per send all
GOF o contzast o 3540 per cent Lo the
capitly Growing Aslan econoodes such
ks Singapore: Malayaia, Thallang, Inde-
fesle, Bepublie of Beores and Chime, Fur-
tier growlh of Investrient |1 Lus peood
Was s Jew as. 12 per oot o yedar dn St
Linka as comparsd (o 9.8 e cenl in
Thetand, The high and groveng Ieecls of
Investinenl in sl these ceuntnes are
made passlide by high and growing =
ela of demestlc savings which are scarle
equel oo dmveativent and sven sxceed
Investnent s 0 Chuna, Slegapare and
Indereaiain 1991, [n &0 Lanka dunes
tle Eavinge by contrast [arm ooty 14 pes

Dr. J, B, Kelegama

cent ol TDP which la far Below [pves:-
ment af 24 per cent. The low level of
saigs as party lhe regult ofhigh pohlic
boreasings v meel budget deficits ex-
coeding 1O per cent of GDE 1o sevesi]
veara and partly theresult of doulsle digil
Inflation - vhdch avepaged 112 per cent
Avearin JFHU-Qlia-:u:-Luparzd o3, 7 per
cent iy Thalland and LY per cént in
e B,

Agricultural Bragnation

Theasevand factor underhedng stder
BiC-opomiis wrowth 1=1he poar porfor-
hoee af dgneulodr: which furms 27 per
cenibol GRP. Average aericuitural drowi
L 198020 weir oy 2.5 per centa year
which was lowes than (s of 22l ather
major Scuth Adie cunigdes, o 1980
adoculiural production rose by 855 per
cerl Bl m 18ET I increased by oy L4
prr venl while 1o JHER2 It actually de
climed by L8 per uegl, Agricultural pro-
cheizon in 1980-08 W ilie higner than i
LFEO-EBT axeepl, Jor rubber mras in o
Ewer chan in 198587 for paddy, mibiber
and coonnuc This was raused partly br
Hilereisl [Relcre auch ag terriirist pelivi-
g in tiee Norihern and Eastern Prow.
Incea adversely allenling paddy pradie-
o dverstan of cosenit and rabber
laricls Jor otlier uacs and lower produs-
ey and pecily by extecnal factors sich
aa unfavasruble warld macket piices.

The secudar decliae in commordlicy
prices. sdvenlusled By the medession |
Teflectod garlicuberly in the cose of =
and rubbes whess prices m London in
18 S were Loweer than i 10849, inthe
g ol 1=a myerRpe codt of producllon
cceeds the ursmaps market price. Unls.
vourzbhe wachl ket prlcea hove das
conraged [oiFestiseml i sxport agreul
lure - In planting, replendng Jand devel -

“epmenland ol agqilicaben - which
“hizs resuited i slagnant or lawer vielss

V2T kg per hectare of bed s conmpeired
Lo 1796 Lkpin Femya and 708 kg per
fugchizre o rubier as compared fo t400
by in Malapsind, This has Been tane
pounded Ly the macked Gl m labour
produetivity ariaiog ITotn worsening -
hewr celatons

Induniris] Erpansias

Thecaunlnd s sconatule growth
have bewn eleen Tower had & pot lieen fur
thie betier preriormaznes of the tadustrl
and serefee srotors; tudusioy lorming 25
pit el wl GOF and senroes Ierming 44
per eent of GOP frew at 4.8 per renl a
vear im L=S30-B0. Manuictusing growih
aceelermtedin 1890-0 | - 05 pereceit;
192 8.8 per conc i 1897 and S40 pér
cEnt Ao 1952 while scpvices ruse b 2.3
o Gent, B.S per dentand 55 per ceql
respecilvely, The grewlh 0 B Gbiae
tores 1r- I and 1999, 1 g5 pelevant to
nete isunparabls (o the owverapeannual
fgrowth of e leeiuring in Malaysi
and Thedand ef B - 10 per cent. Prices of
fndustral sxporta do et appeas o haye
Bocn aflecled by the recesslon as they
Coacov 201 ner centIn 1950, LU0 per
eeran Leid and 3902 per centin 1099,

Trade Ecpansjon

Thurdy, S Laoka's Imde perdermi-
ance L thee Jrel docade was polacvely
medtacre. Her HAPATls gL alan avarape
i ol B3 per cenla vear or lower Lhan
i Bee olher majar SanibAsizn cauiiries
and her Impeits increrssd &t svpn o
lewes mate of 3.1 per ceml & wear: Io
coiitast miporls grew &0 144 per cenl 3
rearamnsd Iopartsar 1.1 par cant a veu
m Thalland i this perfod. Exper per-
lrmanee Unpravet (o the carly nieiies,
Yalume of exparis widch hag repsiiel
irarear less stagnant b pecled DaES-
S aose by 6.5 per cont in 128004, [ per
centin 1837 and 1BO pet cont i 1993,
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while the volume of imports which had
declined from 1985 to 1990 witnessed
an increase of 13.1 per cent in 1991 and
10.1 per cent in 1892. Higher growth of
" trade was entirely due to the marked
increase in industrial exports while
agricultural exports remained stagnant
for nearly eight years and mineral ex-
ports declined in 1991 and 1992. Had it
not been for industrial exports, the coun-
-try's trade would have actually fallen in

both 1991 and 1992 on account of the

decline in agricultural exports.
Improvement in Debt Situation and
Resource Inflows

There was an improvement in the
debt situation. The county's total exter-
nal debt rose from $ 5173 million in 1989
to $ 5844 million in 1990 and to $ 6553
million in 1991 but debtas aratio to GNP
declined from 74.6 per cent to 73.2 per
cent and to 72.6 per cent respectively. in
1989 the country’s debt service exceeded
debt disbursement and consequently

‘there was a negative net debt transfer of
$ 74 million in that year. The situation
was reversed in 1990 and 1991 when
there were positive net debt transfers - §
150 million and $ 400 million respec-
tively. Debt service also declined from
18.6 per cent of exports of goods and
servicesin 1989to 14.1 percentin 1991.

Net resource flows (loans, FD] and
grants) nearly doubled between 1989
and 1991; from $ 465 million they rose to
$ 565 million in 1990 and $ 887 million
in 1991. This was mainly due to increase
in long-term loans from $ 250 million in
1989 to $ 589 million in 1991. Grants
remained more or less at the same level
while foreign direct investment, though
relatively small rose from $ 20 million in
1989 te $ 43 million in 1990 and to $ 98
million in 1991. Interest on long-term
debt in 1991 amounted to 21.9 per cent
of the net inflow of debt while profit
remittances which exceeded investment
inflow (FDI} in 1989 formed 21.4 per cent
of net FDI in 1991. Thus, aggregate net
transfers of resources (net resource flow
minus debtserviceand profitremittances)

mere than doubled from $ 332 milllenin

1989 to $ 737 million in 1991.

Acountry like Sri Lanka with her low -

level of domestic savings can increase

her investment to accelerate economic.

growth only by tapping external finance
- grants, loans and FDL Official grants

which formed 22.5 per cent of net re-
source flow in 1991, have been practi-
cally stagnant for the last six years (SDR
130-150 million); further as Sri Lanka is
receiving perhaps the highest ODA per
capita in Asia of $ 47.4 in 1991 (India $

3.2) any significant increases appear .

unlikely. Long-term loans formed 66.4
per cent of the net resource flow in 1991
demonstrating the high dependence of
Sri Lanka on them for her external re-
source needs. Raising funds by loans,
however, increases the country's debt
service burden and can therefore be re-
sorted to only within reasonable limits,

_ Thus, thereisnoalternative toattracting

FDI for increasing investment and eco-
nomic growth.

SriLanka, however, hasnotattracted
much FDI in recent years. In the six
years 1985-90 for instance, average FDI
amounted to $ 37.5 million a year. It
began to rise, however, in 1991 to $ 98
million and in 1992 to $145 million,
partly on account of portfolio investment
but the level is still low when compared
to Malaysia receiving $ 3455 million and
Thajland with $ 2014 million in 1991.
FDI formed only 11.0 per cent of net
resource flow to Sri Lanka in 1991
whereas its share is much higher in the
rapidly growing economies - 86.3 per
cent in Malaysia and 38.4 per cent in
Thatland.

whether she can become one in ten years
time - by about 2001. It is generally
assumed that to be classified asa NIE, a
developing country should have over 25
per cent of its GDP in manufacturingand
over US$ 2000 in per capita GNP. The
“Four Little Tigers/Dragons” - Republic

-of Korea, Singapore, Hong Kong and

Taiwan Province of China - have been for
somme time the NIEs of Asia. Their growth
has been so rapid that their per capita
GNP exceeded US$ 6000 by 1991 and
some of them, having reached a high
level of industrialization are now con-
centrating on expanding their services.
In Hong Kong, for instance, the share of
services in GDP rose from 62 per cent to
75 per cent between 1970 and 1991
while the share of manufacturing fell
from 29 per cent to 17 per cent: a new-
comer to NIE status is Malaysta and one
who is close to attaining that status is
Thailand as shown in Table 1.

It is clearly impossible for Sri Lanka -

to attain the per capita income levels of -

Singapore or the Republic of Koreain ten
years as it would demand an average
annual growth rate of GDP of about 42
per cent to reach the former and 31 per
cent to reach the latter. The more modest
goal of $ 2000 per capita can be achieved
by an average growth rate ofabout 17 per
cent a year but this is again not feasible.
The highest sustalned growth rates in -

TABLE 1
GNP per capita and Share of Manufacturing in GDP of Selected Asian
: Countries, 1991 E
Country GNP per capila % Share of Manufacturing .
1991 US & in GDP .
Singapore 14,210 29
Hong Kong 13,430 17
Taiwan Province 10,215" 38"
Republic of Korea 6,330 28
Malaysia 2,520 26"
Thailand : 1,570 27
" Indonesia 610 2t
Sri Lanka : 500 14
China : : 370 38
" India s S350 18
e i (World Bank)
1988 § 1992

Can Sri Lanka become a NIE by 20017

No one disputes the need for Sri
Lanka to be a Newly Industrializing
Economy (NIE) but the gquestion is

the world in 1980-91 have been Botswa-
na's 9.8 per cent, Republic of Korea's 9.6
per centand Chifia's 9.4 percentand the
highest in the decacde 1970-80 was Bot-
swana’s 14.5 per cent. It would be unre-
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all=te therefore to assume that Sn Lanka
will attaln NIE acatus by 20061

The teanfble ecanambe growth rate n
Sl Lanka, which Bl far behind the
desirablz, appsars 1o be one which will
be eestalnly higher than the historical
groath raceof 4 per cent, which 1s.cleary
uracceptable, but which will not make
buer & PJLE. dev ten yenra' time. Under the
most fvourable meternal and internal
eondmlons. the highest sverage growsh
raic 51l Lenke can reasomably hops to
aehievs weuld be soound & per cent a
year wilch |s e averige armiial gravalt
pate realired by Thalland in 1880-81and
by Malayala o POFG-80. An everade an-
nual & per ceml growih a vear woukd
doubfe the bsceine per capita o about
eleven vears ta§ 1 (00, lnaless optimls-
lic scemamio whers ailernnt fastora |oar-
micdiny prices, Ao of reantices ahd ac
cesg 00 marketsl and internal factors
fnlermal security and weather] become
Iexs [awaumbls, the counley showld be
ohleto achiere araurd Bpereeniover:
Aeownls per vear which weold double
income per Gantta o about 15 yeara.

Achieving an averngs B per eenl
prongth ar somethung very eloga ta it 9
indesd a formidable chalisngs as lomeans
diibling vl the hasteneal growth mals of
4 per ceril. What 1L invalves g% deinen-
gstrated by the ragsdly grewlngd econo-
mies of Asin la s dynamic developoent
stralegy tp brng abent the folleedng
conditions conducive to rapld growth:
lewels of greas demestle snveatoent of
ower 35 per cent of GOF, levela of domea-
tle savings wrer 30 per ceni of GOEFE:
averags growth af Investment of around
10 p=ppenta aar, imasstve inflow alFTH
groanh of exporta and Lspazis aver 10
pey cent @ year, saund facal and men-
etary pelicles thad redoce budeet dedleics
ard inflalen, substanlisl Investment 1o
R capital and dormeste peace mad
apownty. There are a few Uopermant is-
sues among theabove st that desenee Lo

- D pmnipbnasized.

Shftlng to a Higher Stage of indasic-
glization

Flrs? s the urpent Tierd Lo -:]_ﬂrpm_
arsdd |:|'.'l.'E|.'5|f:,' the Industrlalmatiom frar
ess by shiftlng ta a higher awige. Sqi
Lanka bae now matwred I the frat stage
of industclslizaticn invobdng the sim-
plest fomos ol exprrl procsesing In
labedr-ltensive  mudustries  such  ax

THELE 32

Suriscture of Metobamdiae Bxporis 1821
FPerceptage Shoren of Merchondioe Bxports

Clolsmiry Fruels and lyr Primiey Tesmlezaned  Medoosry sl A ey
i rels Lommoo s Gudserian i Erpiupment Mongfachoes

Bangladesh 1 26 < Hi ] 5

Loddla 28 18 26 ¥ &1

Palcdstan 1 GE B | 12

Syl Lanka 1 34 45 i 14

| .

: Lixclinpacade 43 18 14 Z a5
baloyaln 1T W L Wil 17
Phuilsprpdcizy a 20 9 14 *0
Thalland 1) 32 17 LF) dH

| BapeolBores d 4 21 38 34
Sngapors 18 B o 4B 21
Hong Eong 2 3 4 24 52
Talwarn Province 2 13 18 A 1)

: EH T Hanat}

garments. Thisisanecessany stage which
providea emplevinent in Targs numbers
anel glves Jocal entrepreneuns apporia-
titl=s o in leract with world puakets, Iy
garher experlence. and ta learn modern
entrepreneurial skills and management
techinbgues (s limloylans, however, are
severrl: fotleose nature, low value gdd=d
labout 30 per cent), low sldlla generativn
and ke backward linkagea with e

matle industeles, L s imperetive there-
Tore for the country o move up to the
negt atage of industrializaon with more
cotrpley wpd technolegically advanced
forma of pradueor with high value
udded. wiih backvard lnkages and with
capaclty W generate high akills which
Bre Indisgensable (o bulding vp he
couniny’s tndustral capabllies andakills
eaeriisal for hipher groweh. The =hift to
meare  sophisilealed forme of inarmalac-

ture 18 alse the mosl efeetive mediad of
attracting Lasges nilaws o0 FDLL The rela-

tively Tow FDLac presnt reflects the fact
that the bulk of FIL 48 10 the sonnies:

ferrog afexpertprovessing whick cequire

Nmbisd veatoent tn Gxed asseis, The

mazsive indews af FRL Inta the mapidiy

developlng counines of Aska are closely

aesociated with the techneleplcally add-

vaneer induscrlea,

Tis rapidly developing seemiones of
AslaWhehevs moved v the second stage
produze aod sxpoct chemieals, wnehm-
ery weluding elesironics, transsast
syuipnent and o vaclely of manufae-
tisres olher than garmiesxts, 1) of which
Tequite sxbetanial capital Investnen:

Thie share of textlled and garmenls
thelr exporta & less and of machinery,
equipmentand acer manufaees o
than 10 South Aslan countles Uke Sn
Lanke as shown in Table 2. Sel Lasha's
experis al markinsrys and equlpment for
inacanee & per cegl of folal sxports as
compared with 22 p=r canl in Thatlsod
and 38 per cent In Maligysin. Elesironic
machincr_'.'. Companants angl '|:-|:.|:|'I$
Imoadnty electronie mibcrocicits] are the
largesl exprrt of Malaysta, and the sec-
ol largest export of Thadland aad dhe
Philipploes. ]

Activating Apriculture

Secondl, Ul 1= mecessary fe take a
closer Tuok ar the agroultural sectar,
Hewever rapidly Cem apupinr Ineccaace
herindustclal production. nvsmall eca-
warnle frowlh will not rige adoualbane-
aualy sa lemg as agrieulture farming 27
pur cenl ol GIF remialng stagnant ac
aluggiah In growih as m 198001, The
drag af slugaiah agieuliare rm growh
Wl declme with fnereaalng pace af in

- duarrlzlzaties and conseqtent reduc-

dan of the weighlage of sgmculmors in
oulpiih, but thia sl take Urpe and offers
il solutlon to preasing problems. Qiven
unlavanraile commodioy prced and high
code ol production, he osed to raige
praduetleny ofboth landand Jatour and
L ineemse agneutural processing pas-
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-demand perhaps by using marginal tea
and rubber lands. The stagnation of
paddy yields (around 3400-3500kg per
hectare) in the last ten years, the decline
in production of minor food crops (e.g.
maize, chillies, red onions, soya beans,
‘potatoes, cowpea, black gram, kurakkan)
and the marked fall over the years in the
production of minor export crops such
as cardamoms, sesame seed, cocoa prod-
ucts, papain, other oil seeds, coffee and
arecanufs deserve careful study. The
- mobilization of Provinecial Councils and
. Pradeshiya Sabhas te raise agricultural
production in their respective areas and
the incorporation of coconut and food
production in the 15,000 Projects Pro-
gramme would make a great contribu-
tion to activate the agricultural sector.

Role of the State
Third, the role of the State is crucial

in moving to a higher stage of industriali-
zation - in providing the infrastructure,

in investing in human capital and in

positive selective intervention apart from
vigilance to prevent misuse of the coun-
try's assets. An essential prerequisite of
high econemic growth is an efficient in-
frastructure émbracing power and water
supply {without cuts in droughts} and
communications {roads, harbours, air-
ports and telecommunications free from
congestion and causing ne inconven-
ience to users). What is involved in pro-
viding power for high growth for instance
is demonstrated by the higher level of
commercial energy consumption per
capita 'in counfries such as Malaysia-
1066 kg of ol equivalent and Thailand -
438kgin 1991 as compared to 177 kg in
SriLanka, Average annual growth rate of
energy consumption in 1980-91 in these
two countries was 7-8 per cent as com-
pared to 4.9 per cent in Sri Lanka.
Improvement of the infrastructure would
of course involve substantial capital in-
vestment on the part of the State, -

While foreign investors bring capital
and transfer technologies, the task of
building up indigenous capability em-

bracing broader skill and supplier struc-

tures remains the responsibility of the
State. This involves increasing invest-
ment in human capital - in education,
training and research and development -
to upgrade manpower skills andresearch
capabilites. Educated and skilled
workforce, it is hardly necessary to point
out, is more productive and attracts FDI.

The Republic of Korea for instance as
mentioned earlier, has 47 scientists and
technical personnel for 1000 people com-
pared with an average less than 10 in the
developing world as a whole; further the
proportion of age group enrolled in ter-
tiary education is 39 per cent as com-
pared to 4 per cent in Sri Lanka. Korea
spends 23.3 per cent of her public ex-
penditure on education and Singapore
11.5percentascompared to5.4 percent
in 511 Lanka. '

Foreign capital cannotbe expected to
be involved in the production of all manu-
factures in the country. Whatever incen-
tives are given, they will have their own
sel of priorities which may not accord
with the national pricrities. This is al-
ready demonstrated by their preference
for garment industries. Thisleaves avast
field for indigenous enterprise where they
can operate on their own or in partner-
ship with foreign capital to manufacture
goods Tor the domestic market or for
export or to supply and service the ex-
port industries established by foreign
capital, for example, -quality textiles,
thread, buttons and zip fasteners for the
garment industry which are now being

_imported. By such complementation, in-

digenous enterprises would also learn to
adapt and absorb foreign technology to
build a lasting base for technological
growth, The growth of dynamic indig-
enous enterprises capable of industrial
complementation will alse be an addi-
tional incentive to FDI. Itis unlikely that
where markets are underdeveloped, pas-
sive marketoriented policies alone willbe
enough to build up indigenous enter-
prises and technology without positive
industrial promotion and selective inter-
vention by the State to upgrade indig-
enous capability. Perhaps the best ex-
ample is the Republic of Korea, which
unlike Singapore that relies heavily on
transnational corporations, intervened
actively at every stage (through protec-
tion of infant industries, subsidized
credit, fargeted exports, promotion of
large conglomerates, research and de-
velopment, institution support and re-
stricting foreign entry only to areas where
indigenous enterprises would gain by
foreign technology), te build a strong
indigenous industrial capability which
has made the country the tenth largest
trading economy in the world.

Population Growth i
Fourth, population growth needs to
be controlled as Sri Lanka s relatively

over-populated. It is a little known fact
that Sri Lanka is the tenth most densely
populated country in the world with her
density of population of 267 per square
kilometre in 1992 even exceeding India’'s
259. The density will become more acute
with the growth of the country’s popula-
tion-{o about 20 million in 2001 and 24
million in 2025. This increase in popula-
tion needs tobe checked (asin Chinaand
Singapore, where two children per cou-
ple is encouraged) for two important
reasons: the difficulty in finding employ-
ment to such large numbers even with
rapid industrialization supplemented by
support of skills training, small-scale
enterprises, labour-intensive production,
self-employment and foreign employ-
ment; and the grave threat to the envi-
ronment posed by the poor and the un-
deremployed in their search for resi-
dence and means of livelihood - defor-
estation (for squatter cultlvation,
fuelwood and timber), land, degradation
by overuse of marginal land spread of
slums on banks of city canals and lakes
discharging raw sewage to water, de- -
struction of coral reefs and. consequent -
sea erosion and construction of residen-
tial buildings on the sea coast and pollu-
tion of the beaches.

Social alid Environmental Costs

Fifth, high growth is not without se-
cial costs and Sri Lanka must be pre-
pared to meet them. High growth as
shown earlier tends to increase inequal-
ity of incomeé, Even the modest growth in
Sri Lanka resulted in the share of total
income of the highest 20 per cent of the

-country’s income recelvers rising from

48,9 per cent in 1978-79to 52.3 per cent
in 1986-87, while the share of total in-

‘come of the lowest 20 per cent declined

from 6.3 per cent to 5.1 per cent. Sec-
ondly, there are the environmental costs
of rapid development: rise of urban popu-
lation; increase in motor traffic, conges- -
tion on the roads, higher road accidents
and diminishing parking space in cities-
{which is already a fact in Colombo);
increasing pollution of air-and water by
motor traffic, smoke and effluents of
factories and workshops and weedicides
and insecticides in agriculture; slaugh-
ter tapping of rubber trees and exploiting
forest reserves on tea estates. Rapid
growth will further accentuate the dam-
age to the environment caused by the
rising population such as deforestation,

land degradation and slum dwelling.
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MONETARY AND FISCAL DEVELOPMENTS

Dr. 8. 8. Colombage

Director of Statistics, Central Bank of 5 Lanks
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Interedt_mte Movements

“With the economic liberalization, it.

became necessary to allow the market
forces to determine interest rates so as
to mobilize domestic savings to meet
larger investment needs in the economy.
Accordingly, measures have been taken
to eliminate administrative controls on
interest rates. This resulted in an in-
creasein nominalinterestrates, As shown
inTable 3, interest rates were high enough
to compensate for domestic inflationand
thérefore, real interest rates remained
positive since the late 1970's with the
exception of 3 years.

Demand and supply conditions in

the market have a greater influence on .

interest rates following the reforms. In
1982, for instance, commercial banks
initiated to reduce interest rates on all
types of time deposits since they experl-
enced an increase in liquidity due to a
substantial growth of deposits and a
significant deceleration in demand for
credit from the private sector. It1s signifi-
cant to note that this change was imple-
mented by commercial banks in the ab-
sence of any change in the Bank Rate.

The downward adjustment of deposits

rates continued until mid 1988,

The interest rate structure showed
an upward trend by 1988 reflecting the
reduced supply of funds in the market
and growing inflationary pressure. The
rise in interest rates was more promi-
nent in those markets where interest
rate determination waslargely influenced
by market forces. Interest rates became
increasingly market determined in the
Treasury Bill market with only minor
interventions by the authorities. Inter-
est rates further remained at high levels
in 1990 due to acceleration of inflation
and increased demand for funds. Mean-
while, the Bank Rate was increased from
14 to 15 per cent in July 1990. The
interest ratesin the Treasury Bill market

rose, particularly during the second half

of the year; the weighted average yteld on
Treasury Bills increased from a range
15.4 -16.9 per cent per annum in May
1990 to 17.4-18.4 per cent by the end of
the year. Discount and rediscount rates
in the secondary Treasury Bill market
also rose accordingly. Interest rates in
the inter-bank call money market fluctu-
ated widely in 1990 and reached the
highest range of 19-30 per cent per
annum in August 1990. The minimum

TABLE 1

Macroeconomic Indicators
(Annual Avenges]

1989-93

Indicator 1984-88

Percentage Changes :

Real GDP Growth 3.7 4.7

Inflation ; 9.6 13.7

Money Supply (M2) 12.9 19.0

Budget Deficit (as % of GDP) -11.9 -10.1

Balance of Payments (Current
Account Deficit as % of GDP) -6.5 -6.3

Interest Rates (3 Month Treasury Bills) 12.6 ATT

Source: Derived from Central Bank Annual Reports

TABLE 2
Money Supply
Narrow - Quasi Broad MI % M2as
Year Maoney Money Money as % Change -Ratio of
M1} Rs. Mn M2} aof M2 of M2 GDF
" Rs. Mn. Rs. Mmn. - 2

1970 1967 1148 3115 63.1 9.2 0.23
1971 2149 1286 3435 62.6 10.3 0.24
1972 2481 1493 3974 62.4 15.7 0.26
1973 2778 1376 4154 - 669 4.5 0.23
1974 29406 1623 4568 64.5 10.0 0.19
1975 3088 1669 4757 64.9 - 4:1 0.18
1976 4166 2155 6321 65.9 32.9 0.21
1977 5366 3351 8717 '61.6 37.9 0.24
1978 5936 4956 10892 54.5 25.0 0.26
1979 7669 7388 15058 50.9 38.2 0.29
1980 9428 10432 19860 47.5 31.9 0.30
1981 . 10024 14422 24446 41.0 23.1 0.29
1982 11760 18750 30510 38.5 24.8 | 0.31
1983 14748 - 22500 37257 396 291 0.31
1984 16824 . 26603 43427 38.7 16.6 0.28
1985 18761 29648 48409 38.8 11.5 0.30
1986 21179 29681 50860 41.6 5il 0.28
1987 25083 332562 58335 43.0 14.7 0.30
1988 . 32379 -35567 67946 47.7 16.5 0.31
1989 35338 41096 76434 46.2 125 0.30
1990 39878 51139 91017 43.8 Je R 0.28
1991 47055 65043 112098 41.0 - 23.2 0.29
1992 50491 80211 130701 38.6 16.6 0.31
1993 60104 101258 37.2 23.5 0.32

161362

Source: Central Bank of Srl Lanka.

and maximum rates on 12 months fixed
deposits declined in March 1990, but
increased thereafter. The National Say-
ings Bank raised its savings and fixed
deposit rates by 2 percentage points per
annum in July 1920.

The Central Bank further intensifled
its tight monetary policy stance in the
first quarter of 1991. The Bank Rate was
raised from 15 to 17 per cent in January

1991. Depositrates continued to remain

high in 1991-93, However, a decline in
the rates was'observed towards the end
of 1993.

Management of Reserve Money

The success of the monetary authori-
ties to control the money supply depends
on their ability to regulate the stock of
reserve meney and money multiplier,
The Central Bank caninfluence the stock
of reserve money by managing its own
balance sheet. The stock ofreserve money
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A significant development experi-
enced since 1990 is the rising capital
inflows asreflected in the overall surplus
of the balance of payments. The overall
balance tumed into a surplus of SDR
138 million in 1990. The surplus was

/SDR 152 million in 1991 and SDR 129
million {n 1992. These surpluses were
generated mainly by private capital in-
flows which was an insignificant item in
the balance of payments years ago. Pri-
vate capital flows mainly take the form of
direct investment into various projects,
portfolic investments in the share mar-
ketandlong term loans. It should also be
mentioned here that the inward remit-
tances made by the workers abroad,
mainly in the Middle East, also helped to
generate a capital surplus by way of
mitigating the current account deficit in
the balance of payments. As shown In
Table 5, the total net inflow of private
remittances and capital rose gradually
from SDR 305 million in 1989 to SDR
380 million in 1991. A 36 per cent in-
crease in the inflows to the level of SDR
518 million was observed in 1992. Itrose
by 52 per cent to SDR 790 millién in
1993. Favourable investmentclimate and

high domestic interest rates continued

to encourage such capital flows.

In line with the increased capital
inflows, the net foreign assets of the
Central Bank have risen considerably in
recent years. In Rupee terms the assets
increased sharply in 1991 and in 1993,
This, of course, tended to push up the
reserve money stock by considerable
magnitudes; 27 percent increase in 1991,
12 per cent in 1992 and 26 per cent in
1993. In contrast, net claims on Govern-
ment did not contribute to any increase
in reserve money, particularly in the
years of 1992 and 1993. This component
had a negative impact on reserve money
in 1993. However, this was not suffictent
to offset the expansionary effect of for-
eign assets on the money supply.

Fiscal Operations

The Government Budgetary opera-
tions in recent years reflected attempts
taken by the authorities to facilitate the
activities of private enferprises while safe-
guarding  economic stability.
Accordingly,a wide range of tax reliefs
including tax holidays and duty rebates

_were granted to export oriented activities
and other production sectors. Import
and export tariffs were rationalised.

TABLE 5

Private Remittances and Capital Inflows (SDR Mn.)
Item : . 1889 . 1990 - 1991 1992 ]993*
1. Private Remittances (Net) 258 268 293 328 396
2. Private Capital [Net) a7 46 87 1s0 394
Direct Investment ‘14 24 446 74 103
Portfolio Investment sl 7 24 29 78
Loans 33 15 17 87 213
Total : 305 314 380 518 790
*Estimated, :

Source: Central Bank of Sri Lanka.

TABLE 6

Government Revenue and Expenditure
Rs. Billion (GDP ratios within parentheses)
Item _ . 1984 1989 1993
1. Revenue 37.7 56.7 106.3
(22) (21) {22)
2. Expenditure P 53.6 94.4 196.8
; : _ [_3 1) (33) (27)
2.1 Current _ 29.0 - 584 98.9
(18) (23) [20)
2.2 Capital 21.7 37.0 - 974
(15) (10 (7
2.3 Advance Accounts ' 2.9 : -1.0 0.5
Budget Deflcit -15.9 -37.7 -90.5
: : {-9) {-11) -7

Source: Central Bank of Sri Lanka.

TABLE 7

Financing of the Budget Deficit (Rs. Billion}
Source 1988 - cor1omg o 198
1. Domestic Non-Market Borrowings 0.9 5.3 s ]
2. Domestic Market Borrowings i 18.7 55.9
2.1 Non Bank Sy 17.6 el
2.2 Bank -2.6 T el -1.5
3. Use of Cash Balances; 3 L7 : .—4,4 0
4. Forelgn Loans and Grants . 11.2 . 18.1 34.6
4.1 Loans : 80 jli7 25.6
4.2 Grants 3.2 6.4 8.9
- Budget Deticit - 15.9 . =877 -90.5

Source: Central Bank of Sri Lanka.
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revsaed soooag o enhaocs cewcsiue prahl-
liza Hen,

The above mersires have belped o
malmain the Guvernment revenine
araund 20 per cent of GDE (Tabhle 8.
Bioce the wurent copendiliore of the
Crovernment alsa remains in that range.
Il was not passible Lo gensrate Gavern-
ienl Sarings (= Revemee - Curesnt Ex-
penditure}; This means Thal the cntive

capital expendihure was w be met by

tlamestle and farelgn borrawings sod
gramis. Both correntand capital expesicti
ture Increased substintaly and the -
creade m revenus was niel sullclent m
reduce the resuibing budgst defiet, The
chalielt roge fram B, 159 Bon i 1994
o Re: G0LG billied |n- 1003,

A remarkehiz featire thal can be
seenm fhe foancing ol the budge defiet
Inrécenl years lache redured rellasice on
cank bormowings {Table 7). 1n the 1980
about 10 of the budger deficl! waa -
nageed By bank horcowlngs. Thase hor-
rewings have declined constdesably and
Lhene were nel cepayrients o 29932 asd
I 15963, This lus helped o reducs the
cxpansienary effect ol hiseal operations
o the fkmesy supplhy.

The populinsaton of Treasury Hilla
Wk R mApE contribulony factor fnr che
decline m the rellanes on the banking
svatern Tn Jmance the hudger deficils,
Slnee e miraduetbon af o secondary
Markel I 1981, Treasuny Biils have be-
COME A izt eT MOENEY ok s dnatrunssri.
Since then Treasucy Billa bave bepn move
flexitle in terms of matiote penads ard
vicld rates, Treasuee RAlls arc |ssusd

TAHELE A

Treasury Bill Holdings
He. Billon |50 vithi frarcuilvses|

Iigder

1. Bank Sectar
Cenrral Hank :
Cemmerelal Bajks

2, MNom-Oank Sectai:

| Taocal

1584 1585 [al=k
133 411.4 BE.&
]| (vl (57]
133 1.1 T30k
(] [HE ]|
- {i.d 48 5
| B EE 121
1.5 lGa LT
1N 1293 L
Td.H 57.2 L Bt
LHR (Lo 1 LEAd]

Source: Cantral Bank of 56 Lanka.

wilh matutitles of 2 manths, § months
atid 13 months. The vleld races:re deter-
rmined weekly theaupn markes fuross, In
arder t actvace the secondary nwrket,
the Cenlral Bank inrraduced a THpUI-
chase windaw 1 1993 Aecardingly, Lhe
Central HBumk startzd aelling Treasury
Bills froaz e partfolio wilh an agreement
la buy buck frepurchose] oo an agress
date gt a prive higher char the sclling
drlee. These measures have helped the
Central Bank which was almoat the sale
helder ot Treamary Sillein (he carly eqpht-
Iemtetransfer the entive stack te e nan
oank zectar and sommercial hanks [Ta
bie 8% Thus, the wpansionast erlect on
Lhe motiey supply arsing from Treasury
B0 heldings has been «liminaced.

Canclwlon

The reeent mxperiences of 50 Lanxa
Wi vegard lo monetary and fiscal man-

agementreflect the mmplicationz of ineT
acliens among differant seelors, name by
Maztey and Capital nmrkets, Covem-
ment Flaanes and Balanes of Faynenl s
As e econoiny cpens op further, thess
Iateractons tend to become mere pramnii-
next. Mopelary pollcies implemented in
recent Years wers basically designed to
improve ntaciese and eapltad cerkels and
o regilate the cverall Ilquidity o the
ecnmmy, These mensures have alae
helped to mablize dariesisc Gnaneial
reanrees from the nan -lank sestor to
Lnaves the Gavernment budget deficl:s.
Ax 8 result. the expanzionany effecl nf
fiezn] apeTations biave rnsed ta decline
by vecenlowercs, Thls amalysis alse pe-
vealed the Bl thal In an e f2n eeonnmy,
exiernal Gctass beve o greater e e
ol the dappmesiie Muidity Jevels,

FEETTE o E ‘ TR
EEETEEE AR 138l

mt.;ﬁmpﬂge 5

atbanl Ehpercenial GDE, the tats lor
the penod Being approgmately Rs
FOO Bll%ion, The larger share of this
Invrestmant. kaboul 38 pescent] wil] be
underlaken by the private zecior,
The shere of the public seeter will
etabllize around 10 percsnt of GOP,

5. TheNational Savingsratic Js experiad
L reach an averags of 19 perceni In
the five venr perlod. This, the farelgn
aavings requirsment wiil e about 8

prvceet, an meressed slines ol which
5 Hxely tobie Direcl Foretgn Invesl
Tt

4 Publle Congvrplion will amount, cn
ik averape, to abidul B percenl of
GOF, This meene that the gowesn-
arenl hudget will generate @ surplua
on the cogrent acceunt m the Gatter
hall of the five vear nesiod,

. The Caurrent Acevnnl deflcit iy the
Balance ol payments is Ikely ta de
clie relativs Lo the GOP. Thus, (Ca
Deefeit FLEP ratie will be ot 508

Frrcentin 996 cornpared wilh 7,5
L2 This s basically an outcoms of
R very aatisfaclery expansica af Lhe
exputis of goods and services, Con

Hnug e weod of the past foa
YrRCA, Uipoma will growr at a rafe
lawer Lhan that of exparts.

&. The orerall deQedt L the paverninen)
=Udget will dectine fra 115 peceent
of GLF o !BBT 12 &8 percent In
19496, Thus 13 made. possible hy
gradualveducion nenrmenl sxpend:
ture witlle tnainlatniig capital e
pendiburs a8 B peroen: of GOF
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INCOME DISTRIBUTION AND INCIDENCE OF POVERTY-_'

OVER THE LAST THREE DECADES IN SRI LANKA

Introduction

rade liberalisation in a devel-
oping country, according to
the conventional wisdom,

distribution of income (World Bank 1987,
Krueger 1978, Keesing 1967). The rea-
son being such liberalisation, permits
the economy to move along its compara-
tive advantage, which lies on the labour
intensive industrialisation, as they are
labour surplus economies. However, in
Sri Lanka according to the surveys con-

ducted by both the Central Bank and the

Department of Census and Statistics,
until very recently, income distribution
after the policy reform in 1977. has
shown a tendency towards greater in-
equallt} ; : #

According to Kuznet a rapidly devel— ;

oping economy’s initial income distribu-
tion gets skewed but subsequently the
distribution becomes more dispersed.
Socalled Kuznet Curves have been found
in almost all rapidly developing econo-
mies. However, the rapidity and magni-
tude of worsening income distribution

depend on the strategy adopted.

'Skeweness can be minimised, if labour
intensive technology is adopted. Do the
latest figures in Sri Lanka support the
Kuznet Curve version of income distri-
bution?

Trade liberalisation in Sri Lanka was
unauthodox in many respects
(Wickramasinghe 1994). Imports and
domestic sectors were liberalised, but
the export sector, in particular non-tra-
dittonal export sector, was discriminated
as the import substitution (IS) activities
recetved more incentives than what non-
traditional exports could receive. With

must lead to more equitable

J w. chkramasmghe

Senior Lecturer in Economics

University of Sri Jayawardanapuri

the introduction of Board of Investment
(BOI) in late 1980s, and the adoption of
IMF - IBRD sponsored restructuring five

-~ year package, liberalisation of the export

sector, in particular the manufactured
export sector, was intensified.

Concept of poverty, which is pre-
sented in two different forms, is not easy
to define. One is absolute poverty, which
is defined on the basis of income received
by or expenditure made by, an individual

or a household. If-an individual or a -

household obtains sufficlent income or
spends sufficlent to consume a predeter-
mined minimum level of energy of calo-
ries, such an individual or household is
not poor, Level of energy is the minimum
quantity of calories required to maintain
health and working ability (WHO and
ILO specifications), Poverty here means
non availablity of resources to obtain
minimum calories, to maintain health
and working capacity, inaccordance with

the prevailing food culture of the com- .

munity.

On the other hand, relative poverty is
measured by the deviation or different
classes from a predetermined group, in-
variably the mean income class. If the
number of classes or people falling below
this predetermined class increases over
time, incidence of relative poverty gets
worsened and vice versa.

Certain degree of ambiguity remains
with regard to the conceptualisation and
estimation of poverty. No definite level of

income can be determined which en-

sures a.piven energy level, as different
combinations of commodities can en-
-sure the same level ofenergy. Wastage at
different stages is high so that actual
quantity which guarantees the minimum.

energy level cannot accurately be esti-
mated. LE

On the other hand, the distribution
of different groups below the poverly line
creates another problem. If a poor per-

son passes the poverty line by having ™

been able to command sufficient re-

sources, the head count method would

indicate that there is a reduction in
poverly What happens if a person im-

_proves his income but thatis insufficient
- for him to eross the poverty line? Head

count method indicates that there is no
change in poverty. For this problem Sen
introduced a different method of calcula-
tion, an ordinal approach to measure

poverty.

The purpose of this paper is to exam-
ine the income distribution and poverty
in Sri Lanka after the policy reforms in
1977, and compare it with the pre-
policy reform periad.

Income distribution before and after
the policy reform

Central Bank has conducted a
number of Consumer Finance Surveys
(CCFS) starting from 1953 upto 1981. In
more recent times the Department of
Census and Statistics too has conducted
three surveys, in 1980/81, 1885/86 and
1990/1991. Table 1 gives the different
deciles of population with their respec-
tive shares of the total income, from
1953 to 1990/ 1991.! Accordingtothese
figues, a sharp drop in the share of the
income received by the two lowest, the
fifth and the highest income deciles, can
be observed from 1953 to 1963 ; middle
income receivers position has improved
during the same period; thereafter until
1973 income distribution in SriLanka
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has meved towards greater equality. This
again is dncenpantoral as B Lanka
has adupted 18 steatery during tilis pe-
e,

Arcording 12 mare reesnl Orares, [0
1985 1ths shares ef the lowest decile Tas
(allen dysmalealie, foomo L o4% Lo {,4%, 4
Al 7%, and in 1960 01 The shars ol
IR Teavaml Inepmes deeile. has zj.!'.: I=t i
vrpased dranoaticaly o 1.6%, Hesene,
tiis wias about 5% of the bigheat cver
percenuace recemred Dy theadsolle In 1973,
=, LAY Al The lokaT meome This in
cresie A the sluire al Lhe irapst decils
riay be thé reault of povesoral levsatiom
pregramme ttleted - dusiag the Tatter
patt of THEOE wnd the axpainaion of -
phrment aoportunices for oo ligams
people, (o 1980 che share o the ighes
datle increase deamaticaliy from 33,85
to A83%, B0 Inercaat of 46% from1%eE1
valus, Thas gain m Ihe highest decle sl
thie wosl al /1 e ather decgles, s oorns
of thesn showed ooy Increaies In il shiae
cRel T9ET, Hommever, I L9sd'al enby by
the eiphth dectle that the ahare of the
Inceme hes [Blen marginally oo Lhele
corrresprichmg vl i 1965 In all the
wtlera bist ane, the blghest slhared, were
larper. The ehare cfthe highest deede fU
drarra lieelh. hy 215 from 4% 2 (0400,
Il these ligutes ace arresch The mworme
digtrisudian n Sel Lanka agaln le head-
inp trwarde 8 mere equirable path

The percentagy of pepolaten bring
below the sverppe mcome o L8 sl
wis TOM, Thix has remainsl s
wnchanged from 1885, [if 13 pertineon w
copnies the {sch that both o 15885 and
109001, the fipores nessenled here pre
brasel an The sirvey soponduasiee by o

gorermument depastment |

The skire af The wlal drcarne e
cohved by che highest deelle fn 1953 wes
2% Umes thav of the Jowess deplie) This
ese lo 33,540 19HEY. Howersr, 2 dza.
et v in this guatient can be seenm
Lad i 1t £l b Birit po 1666, 4 andden
spucl m this quellenl can b 2een sgain
in mm,-"m. At nerease T Bl L0 SRG
Ine i Fecent veara It stoed arvand 25
This sugpesis thal a dmmaiie pefuchon
It fheguatiog e e pleeried beabite
Lo T period. Undoroumatelrwes dooat
hroe dala foremw nlher y=ar of the. (5
regnrie. sl 1976, Herices, T L
assessnnE LAl S dreatesiend el s
ent el b pade sver tioe wniioe 15
perlod. The neact availablic flgures referta

187/ 7Y, that @ the second and third
yinws of the newr pollcy reglme. Hawerer,
agwill b ahome Jater, che feversal trend
ernebged after the 1077 referms; thisqun-
Lend rase by 90 i 32 Rwilhma maller
ol e yeams

i raka ervstalises the distiizadan
of whodnte lots ane e, Renes the
st of e valleda a better barom-
cter to measure changss m the Asinhbu
iinm of Imeomes, Ciend alieom LRSS s
(LR for dncasne eeeelvers. This =0 L
CeA0 im0 e s thesnrmatic Bl af 16E%
wars Tecmirt ) bielareen 1983 19735 o
CodTe o 15TESTE the gl abio cess
Qg oo Che previoua value of 904%. Bur-
thesincreaze 10 thevalue-al plal tatlacan
ez Fawnd o TBEUSHY to 052 Depar-
iment o Census and Stolslics s s
Lalzaur - Fopce cand  Socie-Economis
Sarvey shiows thaat the pinl welia fur
e mecivela by 1985768 was .58
and ¢.43 for total hovsthold [eome. the
vorresannding Ogurss were 0,42 for the
feirmer w031 e The Batler I 1551,
WHICE 4 gaslsan e s ol o=l 403
Len e rakioe within & soatber of feus fears:

Hovrewer Hovsehalkd incamie and Sx-
pendilure Hurvey el LEENAL Irom the
srpe siTre s a dilferend vades af
Bzl ratin i 1965 as df 1ar honse
holds, Moncdheleas, the value ef the giog
rztlo presenecd fr 190 0 the sane
anires La @ e hdgher 04T A confuaing
plodure solsea from thess Lpures as the
inparmie. terewerd by The Tmaes rrecile=
have uapiesed thelr pasitonns aud alse
the share ol the fdehesl declle bas tallen
cramnizally, doclog (hes peslod, Henee,
Thipre cize rio o resasens e helsve Tl The
Ak vaca da fact baa dncressed duning
thils perlad,

Apatherinportant ihdeeswbie beold
shed same lght ob do the movement of
ihe dislrboben ol incomes 15 the share ol
Lhe told imepmae rreslved By Lhe lnwes
JeMa ofthe papalaron, Tha bigtiestshire
ofihe tasaldnesme recotved by tlua grou g
was i PO L B0t plthe tolal Incame,
i |JHL-.i'!'.i|'||gi Irendcinn b= seen Thersales,
[Tomy PEia 7S b LSS S o [E.0E
v PE3E% wnel areaarel: P al micome
receivera iy DHES ES and In 1990/51 2
tnroreoimd tnok plose as it slocd Al
LR i valses s bk in 1855, The
oo st altuatlon T Th punest 405 was
found L 1385 inwhichopeas thils peang
gof andy P ofthe taeal fnease:

These (urss win b copnpared wah
these alsome selecied Imas incarne ddevel-
oplrp courlries In Ganglacdesh Jraest
200 reoslverd 070 in 1TSEISES. In
Triciiie in 196, 2004% of the tetal Incame
weritto thiggroup. In Pakistan o (194
B, 1% waa recelesd by this gronge In
fect, Sn Lenlka reoncd=ad The Ineesd shune
ol imeome ceeeivEr] T Fhe lowesl J05% ol
Ihe ponclatinn; arnemyd Hhe bk iz
arvqeimis, as tepected by e Warld
Desalupnznt Reeort $88L, [Share of the
lepreet G0 i Hrl Lanie s fiven a5 1 L%

Gonecalecnserans anwnc he scony
riste 3 thal the dmpad substiciion
polictes weuld lead to meguclable distd
buticnafincome. [Lattke 2Lad LS00 Ho.
CFCr S0 Lanks waa nmgue o lhe sense
iz [ polletes mreve scconspaied witha
very bompTRienstre sgalitarian ke
|.'|:|.-:k:|._i'_'l.' fro thie slats. Tur sxomple,
es o7 stbsldiscd foed, fize edutation,
Almmastuooverssl oo atate medical ecir-
lew, Trisulddisien la this u.-'c],l_'.a:F pa,n:.k.a,ﬁr-l
VILAre it D s es Ly pedioess are e e
dlatrtbudon Jney uaktles, suedos vslng
anramersily and rene chargeable an
dwelling henees, leod refoma and price
crzlred nl hasye fead jiems, - were alaa
]|'|'.|.-||::|'|E:|:|TE|J 1 the 1500y, Al T hesewe e
respotiallic for Bulaging at=mla mors
epdiabis dlsirlbucen of conw duzing
AR

The nimazeancd ol the exesioe lrend
ol e eyultabie disiriba e ol meome
la o beoaccn frons 197ES79, The exicl
year vl reeer=nl cannot b dencromiogd
Bronn thess fgpares. Hivweser, I aicaum
srantial cvidened IS avepled, s Lhy
chrngs m economie golievradice the pallcy
relerons, Lo be praves that dhs tucna-
16U Fis ke places-some Hms aller
LETY, Reasons bolng, that the wellire
package wes ot mlo Bancs atter 1977,
Thie prace candml wes JUled - Hes mdos-
e wheehistorle balies TRTT warsmasl |
Brgsacale unatswnith igloceitalinten
sy Adarge number o amodband din s
e dmlislrs wenl et ol produesion
aftel gre palicy relanms. [THT 0GRS

The reasans e osthor Jucacaese in
d'.-:lj.l:l.ll'..l‘.': incga e dist=ibn | en IFmore
revenl years weare the remcval of nioal of
Oz pebaizpad sulsichies immwrirlarsnh
sichr o ferthEcr and ag xultural credil
The Inlajemary leend has poshes up
v ul the agnenitural workers and
e spiall lanners belne uoable te hive
Ciafesitie byl as ol wens more Lt p Lt a b= L
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substitufed family labour. This increased
unemployment and under - employment
among the landless agricultural work-
ers. Government policy of wages con-
taining to attract foreign investment pre-
vented the wages from rising to beat the
inflation. This resulted in falling real
wages. Income tax rate has been lowered

consistently leaving the income of the .

rich at a higher level.

Highest disparity in the urban sector
was the result of high rent on real estate,
* high profit rates on service ventures and
" high unemployment. The impact of the

modernised share market permited a
large number of hitherto non investing
middle class people to investment in
private industries. The ‘share boom’
which spurt the market price of shares
by manifold, increased the income of the
shareholders, who are mainly urban
higher and middle classes.

Sectoral differences

Table 2 shows the shares of each

quintile of income receivers in 1973,
1978/79, 1985 and 1990/91 urban, rural
and estate sectors. The income inequal-
ity in the urban sector has increased
from 1973 to 1978/79; it is only the top
quintile in this sector, which improved
its relative share. The lowest quintile in
the estate sector received a greater share
than their counterparts in urban or rural
sectors. Income from property was an
Important source of income for the high
income category in the urban sector:
After the policy reforms in 1977, rent in
urban property shot up and the tmputed
income of the owner - occupied dwelling
houses increased.This partly explains
the high disparity income distribution
between urban and the other two sectors
and also increase in the income of the
highest quintile in the urban sector.

In 1985 highest inequality of income
distribution was found in the urban se¢-
tor. In 1978/79 too, the same picture
was to be found and aceording to CCFCs
a similar trend had béen observed even
in 1953, 1963 and 1973 surveys. Under-
standably this was due to the heteroge-
neity of the groups living in that sector.
In 1985 nearly 80% of the income receiv-
ers. in the urban sector received a mean
income less than the mean income of all
income receivers. The corresponding fig-
ures for rurakand estate sectors were 70
and 60 percents respectively. ‘This in

TABLE 1

Decile 1953 1963 1973 -
Lowest §:53 1.17 1.80
Second : 3.56 2.70 3.17
Third 3.56  3.56 4.38
Fourth 4.37 4.57 5.70
Fifth 571 555 7.10
Sixth 6.31 6,82 8.75
Seventh 794 896 1056
Bighth 1039 1146 = 1265
| Nineth 1416 1601 1528
Highest 4249 3924 2028
Gini coef. 0.50 0.49 0.41

8ri Lanka: Relative Income Distribution Data, 1953 - 1990/91

197/  1e81r 195k 1990/

79 82 88 81
1.20 1.40 0.40 160
2.56 3.10 L0 . 3.20
3.60 S40 =200 3.90
4.76 7.40 3.60 5.00
5.93 5.80 4.90 610
7.29 8.10  6.80 6.93
9.2 8.60 8.10 8.27
11.23 1370 1110 10.27
15.26 13.70 12.70 14.10
30.05  33.80 49.30 40.58
0.49 0.52 0.58 0.47

Source: Central Bank of Ceylon, Consumer Finance Surveys

*Departinent of Census & Statistics.

1990/91 increased marginally in the
urban sector to 80.7%. The correspond-
ing figures for rural and estate sector in
1990/91 were 63% and 54% respec-
tively. In 1990/91 nearly 77% of the
urban households received an average
income less than the average for the
whole of the urban sector, which was
almost the same in 1985/886. The corre-

" sponding percentages for the rural and

estate sectors were 64% and 52% re-

spectively. - :

The mean income of the richest
quintile in the urban sector was mark-
edly higher than the mean income of the
rest, suggesting that the rent component
of the owner occupied houses is still a
significant factor and also that all high
income economic activities are still con-
centrated in this sector. The expansion
of the service sector, in particular finan-
cial institutions, must have been re-
sponsible for this situation. The average
income of the urban richest group in
1990/91, was almost double that of the
rural highest income group. Another
striking thing found in the relative distri-
bution of income among sectorswas that
the relative importance of the urban
sector improved from 28.2% in 1981 to
35.6% in 1985, This position must have
further improved in 1990/91, as the

highest increase in medn income be-
tween 1985 and 1990 was found in that
sector.

The highest rate of increase in aver-
age income between 1985 and 1990 was
found in the urban sector with 113%;
57% in the rural sector and 55% in the
estate sector, according to the Depart-
ment of Census and Statistics. This shift
of higher mean.income towards the ur-

" ban sector is the result of expansion of

services sector, in particular banking
and other financlal services in the urban
sector in the more recent years and also
sky rocketing of rent. Spreading of eco-
nomic activities to the other areas after
the policy change was very slow. How-
ever, it can be surmised that the current

.position may be slightly different, as a

lafge number of garment factorries have
moved into the rural sector in last few
years, during or after 1990. The figures.
for the earlier years are not availahle.

In the rural sector the share of the
lowest quintile has decreased from 5.39%
in 1973 to 3.34% in 1978/79. The in- -
come of the highest quintile rose by 24%
to 52.98% during the same period. The
average income received by the rural
sector during this period increased in

absolute terms as a result of increasein -
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produativity in paddy cultvaton, How-
cwver, this kaa notimproved (he scononse
pasititm ol landlees labeursrs, In 1978/
7. 21% o) (he Incamie tecefvers waa frons
castal emplovment in the agrewltural
gectil.. bul thelr contribotian tn nursl
ineeme was aaly 10%,5 This eliecls snme
light on to the eanes’'of high disparily 1o
disiributon of frmwmes dn the rucal sea.

fai ol

In 1980 the rual seclar recorded The
lowrest evar share to the lovest quintile,
[A%:. In 10> this gosition umproved
marginally to 1.5%. However, (ke share
alike highest qudnlils fell by 103 1053%
e 19630 fromy B8% ol the tatal i 1985, [n
all the plher qubstiles 1004 aliwre wrs
higher than respective 1985 valaca,

I the eatace seclor the Tilghess
quuntle received leag dncorns (o 1978 ,/749
than what they recepred i 1973, The

CMCIEing orlsis in the ek estates sl

be the season of fall In Income of the
hagheat guenide The mean Income for
thie lovreat guintde was higher thanthac
In 072 owing 1o g sharp mcrease o
catate Wagres beoween [973 and 19787
T8, High Ternide-actlvity rale and narraw
b ol The wage dilferentials hebwecn
male and lemale wags In The cefares lon,
have ponctribnatad fo this silvgton. In
carne disicibdtion in the satale seclar 4
1B wirsened at o cansldeeably higher
raie thasi in ofher ta'v seclora.

Arniher Interesiing Gatirs Is (has Ly
L9FE/TA [he mean meome ofthe pasrest
B of the el e gector meome recelvers
was figher than Wbat of the macal and
utbian sectordncarne recthrer s, This LIg-
Leata thal The nceioe pogddon of (e
panrssl-peegde im the estale seczor: wis
betler Ihao the crnnlarpaits of The nural
Botinl, s A Teaufl ol recsoc wags im-
creases I Chal sectoy. Waps [noome «x
the sl mportant sauree of ncome
Ihis sector. Hlowever, daspile thia Kigher
shizre of the tulal, actiual e Tecc hed
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highest quintle shace fell dramatically
I 1950 [rony 4% 12 3 55, s tal] ol mearly
214, Thiz probably relecta the rrizss in
the reu eslales whers appaiently e
preditvates have taealadowmnorand ham.

Incidence of Paverty

According to @ stady pubilstied n
Asian  Developmeant Review (40T the
pirverly lovel in S0 Laka has persisied
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 values. The difference In the values shown
by the Marga study and the other study
was due to the difference in the method-
ology of estimating expenditure, as well

as the acceptance of different-guantities

as minimum calorie requirement to
qualify to be non poor.

According to the Household Income
and Expenditure Survey 1990/91, per
capita expenditure range of Rs.545 - 623
and below accounts for about 45% of the
population or more than seven million
people. This suggests that 45% of the

population in 1990/91 fall to the cat-

egory of the absolute poor. However,
according to Marga estimates only 23.8%
of 3.38 million people are poor in 1990/
91. This obviously is an under - estimate
of the incidence of poverty in Sri Lanka.

The changes in the incidence of rela-

tive poverty can be estimated by examin-
ing the.changes in the percentage of
population falling below the mean or
average iricome for all island. If the mean
incomeisassumed as the poverty levelin
1985/86, about 70% of the population
was earning an income less than the
mean income for the whole island. This
means the relative poverty can be deter-
mined as 70%. This percentage has re-
mained almost constant even up till
1990/91, according to the Household
Income and Expenditure Survey. The
relative poverty estimated by this method
is highest in the urban sector with 80%
in 1985/86, that fell very marginally in
1990/91 to 77%. The corresponding per-
centages for the rural and estate sectors
in 1985 were 70 and 60 percent respec-

tively. The figures for 1990/91 were 63

and 54 percents respectively.

If these figures are correct the rela-
tive poverty in all three sectors have
- fallen from 1985/86 to 1990/91. Not
only that the relative poverty has fallen
in two sectors, rural and estate sectors,
the percentage points of the fall are also
almost the same. However, the fall in
. relative poverty in the urban sector Is
relatively less, only by 3 percentage
points.
Concluding Note _

In this article the income distribu-
tion in Sri Lanka has been examined, by
using both Central Bank Consumer Fi-
nance and Department of Census and
Statistics Survey's data. The data from
the two sources, and from two surveys

" from the same source, cannot strictly be

compared owing to the differences in the
methodology used. Nevertheless, data
suggests that a trend of more equitable
-distribution of income has emerged after
1963 up till.about 1977. Subsequently,
a reversal trend has emerged and the
distribution of income has moved to a
more unequal-trend up till about 1990.
Most recent data, 1990/91, suggests
that a reversal trend is slowly emerging,
though some inconsistency in the datais
suspected. This may prove Kuznet Curves
are even true for Sri Lanka.

However, the data on more recent

years came from a government depart-
ment which leaves some room for suspi-
clon for their accuracy. The egaltizrian
policies of the 1960s and 1970s were

responsible for the equitable distribu- -

tion of income during the IS period. The
policy reforms in 1977 were responsible
for skewing of the distribution in the late
1970s and the whole of 1980 decade. If
the recently emerged equalising trend
continues, the credit will go to the labour
intensive econom_ic activities, emerged
out of less controlled trade regime initi-
ated very recently, in particular in the
latter part of 1980s,
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Cont. from page 10

While all these social and environmental
costs cannot be entirely avolded, care
should be taken to ensure as far as
possible that rapid growth ensures eq-
uity-and does minimum damage to the
environiment. :

The purpose of rapid economic devel-
opment is basically to improve people’s
lives, to create an enab'ling environment
for people to enjoy long, healthy and
creative lives free from want. Thus, eco-
nomic development should ensure an
equitable distribution of the benefits of
economic growth. [twill be socially unac-
ceptable if the benefits of rapid growth
accrue to a few and fail to reach those
living in poverty. Besides, people wil
support rapid growth and the sacrifices
in entails only if they have a stake in it -
if they too share its [ruits. As all may not
share these benefits in terms of employ-
ment and income, poverty alleviation
programmes and social safety nets em-
bracing labour-intensive public works
projects, nutrition programmes, family
benefits and pensions, human resource
development schemes and targeted food
substdies focussed on the lowest income
groups will need to be deployed in com-
bination with population centrol meas-
ures and progressive taxation. As hu-
man life can thrive only in a friendly
envirenment, rapid economic growth
should also be ecologically sustainable;
it should as far as possible fulfil the
needs of the present without polluting,
overexploiting and destroying our finite
natural resources thereby reducing the
quality of life-and limiting the potential
for - meeting - the needs of future
generations.
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—_—  TRANSPORT

Traffic Congestion in the Greater Colombo Area:
A Major Bottleneck to Achieving NIC Status at the

Turn of the Century?

Transpori - A blejor Fector Improving
the Economy and Sooial Life
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The post 1977 period was marked by
anewly genérated economic momentum
based on an export orlented, open eco-
nomic policy improving the international
competitiveness of our industries. The
conventional export import economic
policy founded on the plantation economy
was restructured to emerge as an indus-

trial economy based on market forces. ~

Liberalisation of imports from thelr tariff
and non-tariff saddle led to the exposure
of domestic industries to international
competitionurging them toimprove their
efficiency as well as providing them with
low priced inputs to build strong domes-
tic industries produetng low priced qual-

ity products for international markets. -

The Free Trade Zones established in
Katunayake and Biyagama and pres-
ently at Koggala gave numerous incen-
tives to attract foreign investments and

‘technological expertise and business

acumento SriLanka, Thousands-o_l’ work-
ers started to move to Colombo and its
newly built adjacent industrial zones.

The second phase of this industrial
strategy staited after 1989 with the es-
tablishment of 200 garment factories in
the hinterland scattered all over the

island, making the whole island a free

trade zone. Other than the tree crop
economy dominated by exports of tea,
rubber and coconut products, the trans-
port network has to cater to the manu-
factured products dominated by gar-
ments. Although it would be appropriate
todevelop Galle and Trincomalee as other

ports in Sri Lanka, this has not yet been ..

realized mainly due to financial con-
straints. Hence, though production ca-
pacities were distributed throughout the
island, the products manufactured had
to be exported through the only port in
Sri Lanka - Colombo. The inputs thus
imported for these industries have like-
wise to come through the port of Co-
lomboe and be despatched to those cen-
tres. Hence, Colombo strengthened its
position as the gate way to this rapidly
flourishing import-export economy.

The road users doubled, trebled, .

quadrupled, and increased even more
rapidly with the new users emerging
from these industrial activitiesand highly
promoted tourism specially concentrated
in the island's west coast, Other than
these economic activities oriented to ex-
port and import through the Colombo
port, the traffic requirements again moved
towards Colombo with the flourishing of
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- commercial and financial activity as the
hub of the economy and also almost all
the major administrative establishments
being located in Colombo or nearby at Sri
Jayawardanapura. Educationand health
institutions located in Colombe and the

suburbs increased commuter travelling

incessantly. Traders and consumers
flocked again towards Colombo and its
suburbs looking for consumables freely
. available under the economic policy. How-

ever, the increased transport needs have
to be met utilising the existing road and
rail network developed in the colonial
times,

The Vehicle Population on the Roads
Has Increased

It was evident that the greatly in-
creased motor transport needs could not
be satisfactorily met by the Sri Lanka
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intensified after Maharagama and
leads to vehicles inching thelr way
after Nugegoda.

{3) Negombo - Katunayake Road con-

gestion starts from Ja-Ela - Kandana -

area and leads to vehicles inching
their way after Wattala.

(4) Kandy - Colombo Road congestion
starts from Yakkalamulla
Kadawatha area makes another pro-
cession towards Colombo from
Kiribathgoda.

(5} Hanwella Low Lying Road congestlon

startsfrom Habarakada - Aturugiriya
area and-leads to vehicles inching
their way after Malabe - Koswaltta,

This traffic congestion starts from -

about 6 a.m. almost on all the roads with
fleets of school vehicles and continues
until about 10 p.m. with returning
evening workers with intermittent brief
respites. In a congested hour it takes
nearly two hours to reach Colombo from
Panadura whereas the train takes only
45 minutes and only about 20 minutes
by the electric train.

A Satisfactory Solution is Needed

Hence, there is a burning need for
planning and implementing a proper
transport project invelving the City area,
solving the transport impasse now being
* experlenced which will be much more’
aggravated by not providing the required
commuter and material mobility and be

- debilitating to the national economic
performance. In order to maintain the
economic dynamism generated in the
national economy this aggravated trans-
port problem has to be solved immedi-
ately.

As there is limited scope for evolving
alternative motorways correcting the zig
zag motorways leading to traffic conges-
tion due to financial and social con-
straints invelving the acquisition of high

valiie land displacing a large number of

families, one has to look at the other
alternative which is that the railway sys-

tem be overhauled to suit the present -

needs.The present railway projects en-
visage extensions of the railway from
terminal points to join Kataragama,
Potuwil, Nanuoya - Ragala and won't
ease nodal traffic congestion, except in

the cases of the Ragama - Maradana

Third Line and Broad - Gauged
Avissawella Line projects, to a certain
extent. At present railway traffic has

. been improved to run trains adhering to

the time table and utilising new locomo-
tives, But the railway has not yet had
much of an effect on attracting commut-
ers and material transport which can be
done by the railways easing the traffic
congestion evidentin the city area. It has
been reported that the railway caters
only to 7 percent of the commuters and
15 percent of goods transported in the
island which is a tiny fraction of the huge
potential raflway capability. ~

An Electric Two-way Circular Mono-
rail System for the Greater Colombo
Area :

Therefore itis suggested thatamono- .

rail system be adopted in the Colombo
city and suburban areas, as has been
done in Sydney, Australia and capital

cities in the other parts of the world.

The underground city suburban rail-

‘way metro grid system seen in London,

Paris and other major citles cannot be
adopted here as it involves excessive
funds which cannot be met by a develop-

" ing country like Sri Lanka. The monorail

systemwhich could be erected alongand

. over the existing one, as much as using

the not much congested roads utilising
conerete grid work could be much less
costly than the subterranean railway

" metro system.

~Itis proposed to have three monorail
circles as indicated in Fig. 1. '

(A} The Inner Circle would ease the most
congested city core area joining the
port, financial, business, judicial,
health, education and administra-
tion concentrations. The circle sug-
gested would join Fort with Pettah,
Hultsdorf, Maradana, Borella, Inde-
pendence Square, Bambalapitiya,

Kollupitiya, Town Hall, Union Place

and Slave Island area.

(B) A North Circle is suggested joining
‘the Fort with the Port and storing
establishments, sundry industrial
eslablishments, motor and spare
parts establishments located along

Aluthmawata Road, Modera,
Sedawattha, Dematagoda = -
Kolonnawa area, Panchikawatta and

Maradana.

(C) The South Circle could serve them
extensive business, administration
and restdential concentrations along
the line Borella, Rajagirlya.
Jayawardanapura Kotte, Etul Kotte,
Pita Kotte, Nugegoda, Kalubowila,
Dehiwala, Wellawatta joining the in-
ner circle at Bambalapitiya or divert-
ing from Wellawatta to joln
Narahenpita area with Borella.

A non-stop two way electrified mono-
rail system could ease the almost sta-
tionary traffic originating along those
noted trunk motor roads leading to the
city. This will ease the city area not only

~ from traffic congestion but also from

noise and air pollution emanating from
stationary motor vehicles.

An Electrified Two Way Circular Rail-

way Line to Cover the Greater
Colombo Hinterland

 The electrification of existing- rail-
ways has been proposed in a number of
studies and the most recent ones are as
follows:

{1} Sofrerail, France {1991)
: : -Rs. 17.5bn.
(2) Japanese Transport Consultation -
Association (1990} - Rs. 15.0bn.
(3) Sri Lanka Railway {SLR) - Ceylon -
Electricity Board (CEB) (1991) -
-Rs. 8.4 bn.

Although there are -differences in
those' detailed projects they basically
suggest the electrification of the Colembo
based coastal railway lines. -~

For example the SLR/CEB railway
electrification project consists of four
phases as follows:

Phase 1 - Colombo Fort to Ragama
Rs. 1.3 bn,

Phase 2 - Colombo Fort to Kalutara
South Rs. 2.2 bn.

" Phase 3 - Ragama to Polgahawela

Rs. 3.5 bn,

Phase 4 - Ragama to Negombo (including
Afrport Branch Line} Rs. 1.4 bn

Total Rs. 8.4 bn.

It must be emphasised that these
electrification projects will improve the
speed of commuter travel and material
transport, at higher frequencies, con-
tracting distances, thereby spreading in-
dustrial and business activities to those
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arcas widch leg behind, covering lange
parts af the Colembo - Gampaba s
Balutare adminlsimwitse disiclets.

Alihouph the inilial oosls are higl
Ui mlectrilied muibday would provide a
coatefiectin and emironmen mily aound
rransport mode reducing transpors fael
ragis by |ATge amoonls and olilziog
cheap non peak hoor electricige to -
pra'e the readaport af e aid meateral
wliwh really & the prime Bctor meving
the wheels of Indhsinabsallon af So
Lanka.
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-:::lIi|:-||'|:-_|'|:|j1.-.-|'r.-|:|:-1:|l-:i b e LR lad B0 gELvE
the preater butieland mot coby ease in
the wadffie ecpngestlon but giving a greater
Lmpens toa rapid iIndusirlalisslion pra-
pramume al amuek lewst costinvalving a
Culmnbo-bised langer hantecland pra-
viding emolerment and pleasant res-
dences 55 indiceled m the preambls 1o
Lhus paper. The propesed elseleml Low
cosl mecsrn (asler slecirilisd ooty
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pizsigr thelr ow ceat hatan-and vich
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cenilerer in the Greater Colombso Asen
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s for every 25 oe 30 or GO mil=s
paalle]l o this proposed clreulor Tl
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Rice Self Sufficiency and Food Security

lce and Sell Sulliciency mre

bwa bermis whilch ave polil-

catly. econcrucally, and

exliumally very sepedtive.

There have besnvarlougar-
gumentsin the recentpast with regard 1o
these twa lerms, One achaol of thught
belleres that In food secudbe terms fas
well ga for cultura] ressons), we ahould
me=zlniee st audfledeney at 'any cosl’, On
the other hand some econoinizts and
donar agencles argues that there can be
seriusmis-allocation of sarperesouTres
In tr¥ing to meet the goal of rlee sell
gufiiclency, and that it ol kave secices
implicationa In the Jong-run, eapecizliy
i respest of the growth of the sgrient-
tural sector which b8 a majer cotsteibi lor
to the GNP, Thers Is an element of ruth
in both these argumenta. Hence, ane
needa to gtrike o bajanee, .2, while not
Jeoperdzing the fead secudly mepect,
efferts nusl B4 taken aot toanis-pllacate
resourced. Obvioysly thia 15 8 dauntayg
sk, gheen che pelitical and eultural
dimefisans gz well,

To meld ‘to the vittiplielly af geads
there have been a oumber of alher orn-
luslng algnale. ‘Smee the mid 1880's
there his Been el talk atout reach-
ng near self-sullldlenayr levels and van-
s projectons apd predistlons made
with respect t reaching sell aufic ey,
Alao there wog e fear thil we will be
produciing excess riee which will not
hove an export market dus te T gual-
Iy Belf-SulMeleney” ' all these newa
diems refers foolecn] praduction gs 3
percenbnge ol the total rice Tequircisest,
Le, local pecdueiion plua biparts. Steen
the above acenarle lae questians aoige
Lo nnd; (1) 13 tles sl sidficiancy ws
deflned aheve a gaod Indicatar of Faord
AecUnnP 2] Secondly, are theps algnlil-
cant sconamile reasons whe we shenls
ratlnoresse clee produalion ta reack rlee

Dr. Fredrick Abeyratne

sellsulleicncy lovels? These bva aspects
are discussed Bricly lvihis paper,

Fiestly the lesue whather sell s2m-
clency o dee alone s v Indleator of
Frod secuoty i3 discussed. The grawlh 1o
pividy productlon S Lanka s oehised
cier L= tasl thres decades 1s reruarka®]e
slable 1. iLes due matnly 2o the exeellent
veork of Uy fice rereqrghera ond 1he
pravision ofinfizstrseiyre Belbilea, such
aslrrimatian, by auccessive govermminsts.
Lacal padidy productian which was
arswnd 08 rpilen mesds tons o 1960,
&l Laa fergased Lo pbeut 25 vaulllcn
metcle leng by 19000 Based on Uless
fgures Sr] Lanka has reched wall cver

SO sellsulielcney in clee. Howevar,
thds eann e takoes ax o Inge Indieatas
clleod aceerily die (o aeverul reazons, 10
the ez, cereal produelion whick gsner-
ally lacked after the ot securiny com-
ceiis, rnmnly comgprized of Jacally pro

duzed rles pnd clher cerspls sueli as
mbleta. However, overthe venrs the o-
real catepony ather 10 Cloe suems g
haveheen subsoiated by impomed whesd

Which merns that we ars axhy portinlly
clt-sullicienl tn varieties of lacally s

duerd cerenis mainkr s, Publekad sty

lsHea Lndicate that maplite of production
Arawh In rce ol canencie it celue Hon
o psce dmpatls, wheal miports o the
CoUnby tao have Boed recpiamed ol

TABLE 1

Faddy Preduckion and Fepalation Ower The Ferlod  1070-1951 In 851 Lanka I
Yorr A Proalaetiag M) Feirslir TONHD) Pl Fopu.
1830 LEilt 14514 1z
1HirL LA [23.5] I2UTER L1 L1
2 131y Lisly L2 ERg [ 1.5E) 48 )
1 11240 13, 150 fo 0.k
1974 [ EF N L&a3HE LG il
HHL K= 11643 {27y 13,650 || RS L1
L LAmZ (18 5] 153.B2E5 {1 =3 n.ea

11Ty LETT ey 140658 [ 1E4] RN
(BEKy TR FI2.T) 14202 (1.7 13
1078 1917 [(.4) L3, 545 11,74 (.14
Y 43451151 14518 (18T 0,14
113] 2326 13 5 1G, BIZE | F L (.04
RRT ZIR5 .3 15,336 Ly 14
tae3 ZAEY (IR IR LN A 1L1H
Loe4 L PR -E ] 15218 {1.410) L1k
1056 2034 1.4 HEME (1,77 k15
T 2EI0-LA FETLT f1m) 1L M
1Ra7 1M -1 7B 14230315 E) 0.i3
1ihH 2477 | LE.d) LT | B ui4
il X 187 16ELS L3T L1z
10 BEZR 230y 16 2 14
LEtr] P 1+5,0] 17247 (1.3] 13
Sourae + T Conpalar Sevives, oo, Ialy
= FAC cimng ey Sevelvies, Brevie, 2y e Cenlral Mook Cerpionis:
b s whasls e peresiiags ol dvcraimef larrcise v netaction S ook syer the

[evedig year.
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very high leveis. For example with the 3 5
Imerense 1 local preduclac, clee fm-

ports have come deam drasticalir o sbau Imports of Mice dnd Wheat Floor, 8ef Lonkn, 1673-1691
17500 metrle torme pes anoum o b= "

1980's eompared 1o around 450,000 Yiuts m'm:;_mﬂ “%Ew
melclt ons per annum tmporksd jn e fuuhesd + flourd
micl 1970, Butere do ool see i geiinen-

stirate reduction inwheal boperis. Infact 1575 4405 (EI TR
whent [iyports have been maintelned at 1876 D 5487

high levels araund 600,000 ta TOE.000 1877 BLE.G BIT 4
matrie tng per annur of Wheat flour 1B7E 1E.A E50.E

and reve wheat (Table 2], Hlence, coughly LE78 ZlE.L TOL.5

the total cerep] requlrerment st pressnt is LBED 213 ERE

the sum fainl of locally prodoced rice, s 154 ) i
tmparted rlce and whzat, Olcauwrse, ane ‘?3 iﬂi Eg';

cazy wegLe thal pice and whest cannot be 18 Bk e
aclded waing stmaple mrthmnetc due o Jous 159 T4 H i
differences (n outrlles valoe dilference 1385 gon 1 gri1.E 7
in conaumer prelsrence, and other nen a7 1024 SEHLE
econommic figlaps: While aceepiing Lhis 15HE foei BT
arghement, ohe has to socepl Lhet whear 1BED aad TLE

I= 2 elogs subetinie Lo nice and slaple 1 s 577
aurmmaton would glve s o raugh indl- 11 R 7

catton of the quantumalrice regutred foc
gur food securily, This very rough and
almple sxerrise would demonsirsle thal
Iecally prectuced riee has eonlriluled
only mraund 85% to the botal cereal re-
guirement over the [ast decads (Table 5.

Sauras - FAde FAS Trodk Yt Bonk [Rome: FAC, TEOTE-1EEE)

TABLE 3
An Assepdment of the Btotus of "Self-anficieney’ of Rice in 80 Lunks 1961-1991
15481 S 3 5 A% :

I i 13E] pEte) JARS 19688 13487 1BNE I (S 168}
a] Ree [DODEL] LGE 180 l2d g L 20 102 14k a1z 172 133
¥ Wheaty 4

Nowgr {HEY mit) Bl3 S E4E A60 725 a1 L L4d¥ Ta8 77T ETD
Prodncton
o} Packly fmij 2230 2155 AR 413 2ea4 2R 1M M o I 2604 1350
dl Faddy

#vallghle for

mAgEpEan P Fr 1940 2335 a1732 b O | 114 280 il 2088 2151

lolhoewr LiMH waislage

F_TaX |
2] TSoe avadlable

¥y corsmumption 134 1314 1514 AT 161Z  1R8E 132 15iLE 1203 1554 £ T

4} x .GR
fl Total search

oonauTriing 2043 1643 A% 10T FEET O T4pA 1ER Q8] 2a11) L 208

[nf + b » [e} ’
g Toml prod. as a

% of tooinl alasch 87 I &7 g3 g = (] 84 54 &7 54

eoetruTmel

P

Souree: *FAD, FAD Trade Year Bl jRoe, 1971, 1985)
& Eomstnde and Social Statatos of S 1osdea, Cenlral Bunb Bepote,
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TABLE 4

Tomeatie Besouree Cost RoHes by Beplon 'Ell_:d.ﬂ Diflerent Amumpticns oo DIrigatiom and Wags Kates

WL Xew Beh Jrrd e
ErdgoHon Rehabdiiration
Yicdd
Wi al AR ISt R RERY e ol
Ralawena Flarket Rl 40,42 1.2t s i .70 SR
Shalnw Bade 42,02 L4n 2647 .G
[dannarivaa [RTESE oY E3.44 LR R LI 4411
Shndres Rape E2.5] L 210050 073
Hamheiifata Pdnrboer Rate G201 EET 3175 yoa 4,138
Sy Hate EALALY o= by ey 14,5l
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Slaadur T ; 29,18 (LB i
I{unu_u.'.gula. Belarhad Tl - .- Ed.La) 1.4 4.376
Slaintbow Tal:' 4507 1.7
Togtalle Belachiidl Tl [ EH 1.R7 - 2.RAT
[abisl) Glaadoeyr Teah: .11 Lls
Wielgliliad Averayse Belartiad b - - _-15.'."H Lix --
Shoaubiew Tl IR 105
Srarese - ARTIAIFREH Sroche LOHEIS0

This Inwalvee 5 mumber af hnslecatians
tust hpperianlly the contoibutien by
lozzl flce pracuctan lewards fod secw-
r.iy 1z leaa than what was taughl, Also
Inerensing riee production sl uet pess
the smzreckals dn nesr of ey produe-
ton, Wik the lnerease m profuclicn
relalive prices will ooove o Bavacer 6] o,
resnling % on mereade 4y deanarad. ©fF
cdu s, consymer prefeceoce and ofher
nat-econoile et Wil play g'parl i
checldmE L s exvent by wileh thsre v L be
sl Theretuze, o deeper study 1o thia
Grea s sruined,

Ths second uesHen was rekied o
Lhi seczannle lersimliy ol acli-auiilclency
1 el Thisis busel v the comeept of
SOMIDErALE 1:".'-.':1uL:'..|_{t'. Feimarnd= s will
arpre that whers & catntry Jis o vom-
v afeantane 11 the prodhietlon nf
a pacticabsr commosiy, slscaton of
regxurce for the precladien ol =uch
curnpacilles abould be sooengibens)
Wl veganl Ly e, e arounient was
that s Lanxd dezs nel have a ocmpnrs-
Hees sl lage i proweng jlee. Heswee, |0
Imech e veonenuzal 1o mpodt mee

agel dieersily the rescirees in producs
uthier connnolities. According L L)
piitael studies eoncluctecl ecenthe by
the Agravien Kesaseh and Iratnlag 1o-
ativate (AL Kleatatoossnn 2 gnly par-
Lol trus Theerstadica using Besource
Cast Hatlor (FCFR ari:l Themestie Res
ot ey Cost rwtd o TR0 as dpel ot
al elflcieney o campaatl@e adhancige,
fdicate 2hat Sl Lanbee ca awhale has o
camparallee adwaniags mprediemaTios
iTalzle ), However rlessdregrled nsly-
sl imdleates Bt e carsparitive ael-
vaatage |z faand iosthr undsr matar
Imlgaled conditeas, where producialy
1% h _|__G'| S} L Lo B O e :all::;ilrs. -:||'1r_r'_,-;.-'|-
Tict: waler.

ThilsImdmghss ssneralimplications.
Fusthr. tere ix n preablily and eec-
nedade catlenals ta pracheee il incrense
profuciion ot least i the eitjor Irmiga
Hern arepa, Al proscabdee fo vaalous
reisuns Aheee s i slepration inoclee
mreductivity. Henos weery eflezl shicald
B ireass taadv aee thoe aredurien fpor-
P Etl!l:-l'ld'.'_l-:. [zt areas Wheze {lere iz
I ellicieney, madndy o the mioor Lelgis-
O azul munifsd arsas, sl eoe pesrdl-

tng, oore water efficlent crops sheuld
bex iried aut: IF shald be then nle
aceounl that pearky half e paddy lancs
ir thi= counley aoe undiversifiable’, alnce
thiyr codtipriss sty of Tov- humbe-gher
gols. In fact altheugh o lond rent has
heen focluded foc the Compocacve Ad-
wanbags Slucdles conducded by the AL
the appactunily eost of leod 15 zemo- for
lowre-hiomite gley solls.: snee the prssil-
Ly algrewingather cropa o these suils is
veey regnebe, Henoe, (Mthla fcter 2 con-
aldere-d the RCR anrd DR Liares ol e
roce favaurable towards e, More
desegrenied siudica, atratifled accenling
o o] type: wre needed Lo denttfr areas
which have 2 comparullve srvinlzge.

In conclualon sne can sy Gl wilh
respecl (o food accurity, lacal rice pm
duetinn can and must play a blgger rale
L the fuiure. 81 Lanka must oy o
explodt e conipaistve adhiinipde 1L haz
Iz cerinln g@rencanhical areds by con-
tluiog to grove ooe ared by Insreasing
Brlher thrawgh tncrexsed procdizclivity.
Inganasn diversily eviilvaiion ln some of
the clbos Landa Ll:.' Aramig ather sihsl
Lute crops o Inorease cene of the
Taimers.
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A PREVENTIVE APPROACH TO REDUCE URBAN i
AIR POLLUTION

Mallika Karunaratne

~ Additional Director, Department of National Planning

ir s a free good. Omne per-
son's consurmption does not
reduce the consumption of
another. It regeneratesitself
and supports all forms of life on earth.

Although a person's consumption
does not affect the quantity of air for that
_- matter the quality, a person’s course of

action can surely affect its quality. If a
person, for example, burns up some
- substance it emits into the aii smoke,
fumes or other gaseous emissions caus-
ing air pollution. Such polluted air alters
the ambient quality of air in a given
locality. The polluted alr js a negative
externality consequent upon of a certain
course of action which affects not only
the polluter himself but in fact the others
in the vicinity as well. This non exclusive
nature of natural resources amply justi-

fies state intervention in dealing with the

problem of air pollution,

Air pollution is caused by natural
causes and man-made causes (economic
activities). Air pollution problemsarising
from economic activities are far more
severe than those arising from natural
causes. Activities geared to for industrial
production today are not as severe in
causing air pollution as they used to be
in the early years of industrialization in
the West, due to improved sctence and
technology. However, developing coun-
tries in their pursuit for rapid Industri-
alization and consequent urbanization,
have unconsciously caused a stress on
the natural resources and the environ-
ment. As a result, air pollution primarily.
due to vehicle emission has been found
to be a significant environmental prob-
lem {n big cities In the developing world,
like Bombay, Bangkok, Beijing,and
Mexico City.

In the case of Sri Lanka, air pollution
has received attention mainly on ac-

count of growing vehicular traffic in the
City of Colombo and in some other towns,
Data on a Trafflc Count undertaken in
1993 shows that over 173,600 vehicles
pass through 8 points on the main ac-
cess roads to the City of Colombo. Table
- 1 shows that the most heavily congested
roads are Galle Rd, Puttalam Rd and
Kandy road atthe respective check points.

A pilot survey was carried out by the
CISIR to measure air quality in selected
locations in the City of Colombo in 1991.
Seven sampling sites were selected
namely: Thummulla Junction,
Wellawatta, Maradana, Eye Hospital
Junction, Slavelsland, Borella, and Fort.

- The findings of this survey have shown
that even In the most congested loca-
tions, the exposure levels have not
reached dangerous proportions. How-
ever, the current rate of vehicle growth
and change in the composition of the
vehicle fleet could have a significant im-
pact on the deterforation of air quality in
the near future. Therefore, it is justifl-
able from the societal point of view to
intervene in the protection of people from
the possible ill effects of air pollution.

Diesel and petrol are the main source
of vehicle emission. In the process of
generating motive power through com-
bustien, the fuel releases emissions into
the air in the form of smoke and other
gaseoussubstances. These emissionsare
identified as Oxides of Sulphur (SOx),
Oxides of Nitrogen (NOxJ, Carhon mon-
oxide (CO), Hydro carbon and lead (PB).
Suspended Particulate Matter (SPM) is
commen In tropical weather where dust
particles are suspended within a close
range of about 30 feet from the ground
level,

Pedestrians, vehicle riders and peo-
ple living by road sides are subject to
exposure to this polluted air, There isa

health risk associated with breathing
polluted air. Medical studies have estab-

lished a close association between dis-

eases in the respiratory track and blood

cancer from exposure to high doses of
emissions: Air pellution also affects pro--
ductivity. Loss of income due toillness or

poor health from exposure to polluted air
has been established having a negative

effect on productivity. Pilot studies have

been undertaken elsewhere to measure

the cost of air pollution taking into ac-

count medical expenses and the loss of
earnings. Prevalence of excessive

amounts of carbon dioxide in the air is

feared for possible adverse effects such

as ozone depletton and global warming.

To check this situation international or-

ganizations like WHO and UNIDO have

set up minimum air quality standards

required to be adopted by countries.

The degree of vehicle emission is
dependent on several factors; most eru-
cial amongst them are the type of fuel
used, the age of the vehicle, the condition
of the engine, the condition of the road,
and the efficiency of the traffic flow.
Intervention (n the efficient control ofair
pollution should comprise one or several
measures thatare able to deal with these
conditions. :

Vehicular traffic movement on Sri
Lanka'sroadshasincreased significantly
during the past 10 years. The total stock
of registered vehicles {excluding motor
cycles) has doubled from 331,000 to
670,000 during the period 1980-90. The
annual growth rate of vehicles is around
7.6% during Lheperlod 1989-1993. Please
see Table 2.

It is noted that out of the total new
reglstrations around 60% are registered
in the Colombo District alone, suggest-
ing aheavy traffi¢ concentration on roads
in the City of Colombo.
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TABLE 1
In and Out Traffic Count on Main
Approach Roads {24 hrs] 1993
Access Road Count
Kandy Rd (Pelivagoda) 45,258
«Galle Rd {Dehiwala Bridge) 43,511
Putialam Rd (Peliyagoda) 38,020
Highlevel Rd (Kirillapomne} 28,490
Low level Rd ({Orugodawatta) 9911
Horana Rd (Pamankada) 8,420
Total 173,611

~ Sowrce: Transport Study and Planning  Divi-
sion, Ministry of Transport & High-
ways.

The composition of vehicles also is
significantly relevant to the question of
air pollution. Data on new vehicle regis-

" tration shows that there is an increasing
share of diesel drivenvehicles in the total
vehicle population.

As shown in Table 3 the share of
diesel vehicles in the total vehicle popu-
lation is increasing. The share of petrol

- driven vehicles has reduced from 52% to
13% where as the share of diesel vehicle
has increased from 47 to 87%.

Diesel tends to emit unburnt fuel by
 way of dark brown or black smoke. Dust
.particles get trapped in this smoke caus-
ing eye irritation and problems of visibil-
ity. Emission of offensive odour is also a
common feature. Regular engine main-
tenance not only will reduce the emis-
sions to a considerable extent but also
will increase the efficlency of fuel con-
" sumption. At the present trend of vehicle
growth, there can be a greater probabil-
ity for increased levels of emissions in
the future. Therefore, it is timely to take
preventive measures to control emis-
sions at the present level without aliow-
ing it to deteriorate further.

Accordingly, the Government is
launching a Vehicular Emission Moni-
toring Programme to check the levels of
emissions initially on diesel driven vehi-
cles. This programme is carried out un-
der the provisions in Molor Traific Act
No. 21 0f 1981. Certain amendmentswill
be incorporated into this law enabling
the enforcement of punitive measures
for dealing with offenders. Smoke detec-
tion meters are used to measure the level
of emission and to facilitate legal action.

TABLE 2

100 100 100

New Vehicle Registration by Type 1989 - 1993
Tupe 1989 1990 19971 1992 1993  18989-93
. : % change |
Cars Petrol 7.304 8,757 4,745 2,895 2,655 -64.0
Diesel 1,468 1.074 1.875 - 3.358 2,374 + 52.0
Dual- Petrol 514 637 283 103 36 -93.0
Purp: Diesel 2.635 4,588 8,173 728 8,937 +266.0
Buses - Petrol P 3 2 3 7 + 78.0
Diesel 700 1,234 3,446 2,901 2,123 +203.0
Lorry Petrol 11 29 40 47 43 +290.0
Diesel 2,403 2T2T 3.052 3,842 4,610 +92.0
Sub Total  Petrol 7,833 9426 5,070 3,048 2,741 -65.0
Diesel 7.706 9,623 16,546 10,829 18,044 +150.0
Grand Total 15039 18049 21616 = 23877 20785  +33.0
Source: Department of Motor Traftic
: TABLE 3
Composition of New Vehicles by Source of Fuel
1889 1990 1991 1992 1993
Type Yh % % % %
Petrol . B2 A 23 13 13
Diesel 48 51 77 87 87
Total 100 100

The government has spent on the pur-

- chase of Smoke Detection Meters, a sum

of Rs. 28 million being a concessionary
loan facility from Germany. -

The Emission Monitoring Programme
is a preventive approach to environmen-
tal problem. This programme has several
features; Public Education and Aware-
ness Creation being a main feature. The
Awareness Creation programme is tar-
geted to vehicle owners and drivers in
order to convince them.of the benefits of
better engine maintenance. Besides so-
clal kenefits, the private benefits of in-
vesting in the regular engine mainte-
nance of a vehicle is much higher be-
cause such maintenance brings a con-
siderable saving on fuel as aresult ofan
improvement in the efficiency of fuel
consumption. |

- The effectiveness of the Emission
Monitoring Programme will be monitored
perlodically by a team consisting of the
officers and other technical experts un-
der the direction of the Ministry of Envi-
ronment & Parliamentary Affairs,

Emission standards will be setadapt-
ing WHO and UNIDO standards to suit

local conditions. These standards will be
monitored periodically and necessary
adjustments will be made in them.

Vehicle emission control is one of the
variety of instruments available for pre-
venting air quality deterioration. More

- comprehensive approaches which in-
clude the implementation of other modes
of transportation particularly, efficient
rail transport cannot be underestimated.
A combined rail-road transport system
has particular merits in controlling emis-
sions, compared with private individual
transport. Efficient traffic management
isalso a less costly intervention needs to
be persuaded. The possibility of improv-
ing the guality of fuel, particularly lead
free petrol could be consldered as an
efffective measure in reducing exposure

- to lead from petrol.

Building up of preventive mecha-
nisms inte ongoing activities and devel-
opment programmes is one of the most

- practical and lasling measures in deal-
ing with environméntal issues. Public
awareness and education are fundamen-
tal for the protection and maintenance of
a healthy living environment and allow-
ing for the healthy existence of the living
planet.
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0111}[ as a mark of recngnitjon but also to therit is appropriate to seek funds also
further strengthen the foremost position from the private sector on the principles
‘of Sri Lanka shown in the high quality of ofBuild Operate and Own (BOO} or Build
life among third world countries. They Operate and Transfer (BOT).
could also contribute to rapid industri-
alisation in Sri Lanka now the most Conclusion
liberalised South Asian economy, assist-
ing the development of another spate of Transport provides for mobllity of-
foreign Investment, giving mutual ben- workers and resources to produce the
efits, exporting to rapidly developing national output. Although there hasbeen
Asian-Pacific Region (including North an increase in economic activity, the
3 America), European, Middle Easternand transport needs necessary for it have not
2i3aasssssrsassscmssssscay African regions, benefiting its central been met, particularly in the Greater
; location and also its very close proximity Colombo Area. .
industrial, business, and residential belts Lo International East-West Sea Route
even beyond the larger hinterland. (six miles to Galle harbour). ILis the duty Belore this shorlcoming begins Lo
: ; of the Government to provide the hard- dissipate the dynamism of the economy,
Financing ware (the infrastructure, specially trans- the transport facility - the lubricant nee-
port) for a rapid industrialisation which essary for running the various wheels of
This wo way meonorail and railway has to be shouldered by the promising - the economy - has to be improved tre-
twin projectapparently involve huge cost. private seclor. mendously by taking arevolutionary step
This has to be met with the help of in the field of transport. Henee itis very
international donor agencies. The inter- The counterpart capital for these appropriate to give serious thought to
nattonal community could make another projects could come from the substantial the Proposed Twin Project of the Electri-
generous contribution lo Sri Lanka un- savings of capitive sources such as the [ied Two Way Circular Monorail and Rail
dertaking this project devised appropri- Employment Provident Fund, resulting Project serving the Greater Colombo Area
alely in stages aswas done withregard to in a disciplined macro-economic policy and also serving the Greater Colombo
the Mahawell Accelerated Projecl not of reducing larger budget deficits. Fur- Hinterland. '
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