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Foreign Direct Investment and
Manufacturing for Export:
The Sri Lankan Experience

he peomotion of export-
oriented fareign diset in
vratment (ROFDLE in aa-
muathcturinm haa heen on
b mabinmal ecenanmic
policr arepda of Hri lankn sinee the
el 19808 Peliey fnleresl in Lhis
splwne hos received renesed eompha-
Ai3 2k 1977, in the contexs of wide
apread pdlicy shills crasrd espert-ori-
ontedindosteializEtion, A kryr promisse
af’ che et policy artenbalion g that
freipn firme Dmullicstiara] enlor
prises, MNKs) are wall placed Lo play
a ceuczal malisin bhe provezs of sxport-
rricnted ind datekalizalion my they have
rraarck rhannel in pl-ar.'e: [ALEEE Ptk d e T
cieneeand axpertice o glany camnplee
Cacelawl product developunel zod in
tevpational misrkeling, and are betie
nhle g reaian prideclisniat pressure in
thedr hame counlrics in angh a ey as
Lix Tavmia T i codts fomin Lhiir ath Hates,

In the gbeeoce of hord emgiscl
evidence, noreéaliziie expectatione
phaut whal san he achioved wich
FOFDI and ok sriticiao of fireipn

febss Tor Miling s achieve objmctivg
rhar they were, 47 fhat, nesrar Lnteisdisd
o7 dedirned 1o sehicer nre comniem ta
the polies debate. Tl iscammonploce to
drawe apan the expecisces ol Lha newhr
Industriatized Cpaneries s A st
Afia ae & wlendnrd 0 s3éedsing Sid
Lamikna pelievernonbefnilure - Socl
graclice fnvariably leads by contizzien
because thrrale of focgiga investment
1o X purb expansion 15 varable surss
pountries depending on the nacure and
bming eftlee puilicy shiths and the oopr-
lengienl elhiaraslerislice ntehn loas sotdt:
lew sueh g3 the degree of indusceial
advapcement and the stage of cnfras
prenedvial devoloprient and chianpos
in the precesk of intornatigaalization
rt’ praduction inlhe glabal ecoimzy.

Expwrt-Oriented Direct Foreipn
Inveatments: 4 Trpalogy

Beaically, Mem: ume bee digsie,
bl rl miartzadly sk lusive, sirnteriaa
that a develasinr cownioy (TR mins
puraue in onrder g0 obtam MBE i
valemenlinits rxport gxpansion wi-
ERRTOLT (4] reerirmiasing lopocl-

gulslituting MM pfiliates Jafillialey
establishied wilh Lhe prime chiective of
aarviny the denestio mirket) torerds
fareimn markels, and Thl afraedane
“trosh” Toveen Held) invesiore spocifi-
aitlhy trprodies fow fovseien markets.

A well-krunwn Emngre of MYE be-
hevioar is thal the poreoe edmpany
stristly contecds the prrfarmynes 9F ies
affiliates inthe wiaiwstal glnba! proft,
The romport decledon ol wiTHintes i3,
Lherofera, nok simply a osaller of re
gpouding Lodemerticesport incealives
god goverunenl dircefives. In fact. in
moet cased, expurls from import-eub-
stitnane MNE alliliaies ta ke thifarm
sl pver-apill” frons excess cupribi ansd
auch expmls, cRbmet reasanalily be
plannad fpr. Meorscer, feen i1 Thesd
Lraoe di rvspeind te host Governmunts
Merpat- aend-glick™ npproach:, thece in
na mugranty thal b fnel cucote
winald ey the sverall crst involved,
Tenprart anbetituting peeductinn anits
pperaLinin i emall arotested ookl
nra not uewally iobrrntionally oo
mrdtive Thecelore, cxpire ineancives
Fazwr i bo inmodneed amd mmasimiined
al high lraels co menerate the anfici-
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paccd axpert pnash, Uin Lhe Lazalin aide,
chere e b il Lo gz o teenzs of
erapdaymanl penccalion beeawae such
vemirks, ey guaply an esdensicn 4f
ipit-aubaticution poodaction, hend
ta b hirklreapizn lintem sive (Helleiies:
19801, Vor Laoes considecsloned, the
aresen b dhae discusgian o export -
garzsian Do Lo -incoimns copntrics is
fiwused almcat 2xelusizely an bhe s
urnd ‘alternative, cho promotivn ol ws-
J_u;'t.-u:._['jmb?[i dirrctfrrignineeslioeol
(AR i

Whal are Lhg opperinnitics oeni-
ledile Lo the MECa ensicing srerm fickl
igvegtaratoeetablishod rxpnrl prienld
saptires dn their connamive? wcrocial
point TeinEn g Lo i issaes s that FTH
irpnbamien b manulactueing for ex-
perl fow: ThZ3 de werisd in ity arigin
depending on ket eounery cenmomic
ermdicians e policies oo FOL By
mer, Ve a eneupgls svidance in tha
lilevatura which meroiit ue to distin
pguizh araong feur ditfereat ailopariag
of exports in-ferms of the nalure and

degree ot podenlint TIF] ||11."n|,'|.l'|r,\-|_'|',||ah.|_'|l...2

IR i

(1 Uresogree-hiased” oranulaciorng
ar aanulactiring servicies invel-
wing further local propessing ot
materials previcualy exported in
Tew stane,

121 mtere teehmolngy foal prislocts
Dshrips, mnbor vehicles, radioe, TS,
Citrae s, s pelerd el

(A1 ermpoansnt produetdon and azasm-
bly achin vertionlly intoproted or
cthetwiae tightly romtmlled pro-
durtinm sxiins,;

141 lLishier inleneive coosumer goods
[luxlales and pavmenta. toga, shisa,
gporrny geode efe]

In ghe firat o arcns, 13D Ay il
Smilel relevancs W oy develagine
cunztlazes wlich ateope to eobark on
the expovt-ovientsd prevth pach. As
for the first category. vesoursrs AT,
atrer all, feund in partcnler nagianal
Iremtigna, INren iF Tosmirens are weil-
fibls, theranrenther Pedorswrbick misks
peeiliczivss Loembicn: Borcign ivestom imel
fectove. Foe nslacs, souwe peocagsing
activitiez, particularly those in the
mineral and shernizel indurscrise, sre
rhnrasterized by kirh phasienl wnrddr
human-copilpl intensi by Hials iy Nl
Lhisretire b g kel Tor Disaling anoa
[w-izncane counlay, A Tucllier oo

deterrent i vz aded T T el libras
inindastrnt zod cnarebries TS which
priasiche heseey ellvolive puabecidon i
Himessic tuueessing industriea,

In thae areqn of ditterrncial fisal
gunds OUlosere 21 ovuirseas poodu-
Livin writs ol MRS are aliooss exel-
amvelv lacared ja other I0a or in move
advanaead HICa, I these pendiarrs -
bour oagts. while sigmifiennt, Tt b
esmond placatathe b ikl by aFwarld
rlREE apeTitar, tesshrriesal coed Tl L=
mnl skills, o] domestic Dasis of
eupplien wud aervicea, velativelr frae
accegs tr woeld-priced inzutsineindir s
capital, and excellent infragtrastarse
In other worda, che Isonbinme dietisiones
af M s depess on U ovailabialily of
a wider array ol compdenestary -
puls lhatizakedieir facilities efficient
b warld standerd, Also, amen the
himnr imicial Axed ocosls MB RS an
husibanl Ly eslehilich an overe=as plai
weilbronal coneideeable expecienc: of -
vilverenl in the host countrr.
Mopeover, in making investment da-
awians o Lhis pplisve investora actaeh
gurralicant weipht oo che cxiztonee oo
larrs docoestic markes which con al-
aorh a gubstantinl praportion elputput
uk khee imitial slagee Gl anavckel entey
Laisimger, THARY

Thea lacation o dewe lnming. cean-
trige af relativels Inbooar inleosive
procsses nd oompuoeol peedienion
veilbun verlically Wregyared inmema-
tiomal industrics (Cotepared] has heen
oo importont fratare plinlerratnad
divigion ol labour e about the late
THEDs This developuent e pars of B0
adiualient proceee wherehy firme in
Dz adape to the lncrensing Torsmarrs
of domeetic venl-srgo incroiisos samiel
immport competicinn  from low eost
vrareens Clrram el wnd Flanum, 1585,
chodl Thie tcanelz abeoad of compo-
nenl assembly cooure in many indus-
ivies wrhers the toohnaleay of prodae
tian permits the srprnstian oif Tabnaar
intonsive ermpumene fam el dleps
in prslucloss, Asesmbly  operstiona
elated to high-tech elactronis induws-
trivs, the pradictinn ot s cmnclacior
dewviers in parlivalarg are Ty Lo te
mest eparlant, The other industries
with sspralicant aseetobly opsvotions
lecatedin DC s are elactrical appdinnecs,
aucamobila ports, olectricnl machkin
ey amid aptieel praducls,

LI e iwhieman dhes b T8 e, issiem

Rl riprmaliems witre sy caceisd gou
in Ll Eaeldaian WICe and in &ome
Livwe-wiaa ponibrica specitica i ndvnn

razad b prazimita tnobkos LIS i,
Flaailiomd Ehee hambibngan Islaodes and
i e Wedtern-Euvapean industrinl
countsiea [spain, Portugel, Lrelamd,
Lreese md Yomaglpwind. In repend
seara, the gozmeaphic oridrmage bos
wridemrs e inklapde oo nkeis kuch a3
Tririloand, Miataesas e Plalippines,
Toodiag, Malta, T uadsia and Bl SacenieT,
Tois petiern aver am reflcet theimpneal
nt heth weiadinemsisredn Lhearieice g
Evemared L lisrm s sl TR T pranolion
prcies daonee hoel tounlses. As vl
wiven Lhe impnrtiancee of reelEeas ne-
g nis]v For chedr ewtvival, miamar M M
bems stertas] hadne a disersitiod mix
af annnery leandiore Lhisk orellesl Hae
applinuar exenbiinalion ol nek and ce-
Luco dGrucvw ald aad Flamwo 1585701

Agaemsly enports foom T2y hidves
frovwn mneh fuster thon Lopkat] ppacia-
factured renorie T, Lk ciwatiies.
IPar fasline, Lhear ehadre i Gacal T°%
imparis al ieanelaeloces fooom DO In-
el Ceacw 4 ped fenl toothe oid-
Tk Lo over 20 percant in the lnte
TOs8g AT, NB0E; 129 I o ki
reaaonahly repreadard PRt e
prachist v nrrangame sl aorliue
tn remain a0 denannic graw il s in
L forereadele futuoe, Puc develaped-
cirinicy foona which operate inindws-
iriad gawerely pifrcied by import aam
potitinm Fram lew ceesl siarrees e wlpc=
trnmick, electrical gaxla and awtoma-
hiled, lelaiee apeacobly 1a cowsial for
Lkl gursival, Goverisnenns in chise
ciudtries alacactively soconrage suih
cperadons chreueh walur pdded il
provdsions nnd other mirdsnTes wilh |
i prtnenashinninglamealic veorns s
dgraimsl disrapligns resuluog Don
sapid uaports penettation. (EH g
ernments, notakle the LY grecrmmert
hevecroctod a sprdnl teril soroeiaar-
wrhich wllows goods Lhisl Bawe heen
vrgarled Peom Llie 75 Toc Juethes
prouesaiing Lo re-anaporied auject o
ad valwreun tariffs which e lewied
oudwon thie valoe prded aboopd, noson
she wrlae inelosive of Bhe arpginad |y
pelelerd G0 Lhe 1150 Wile Lo huee
B atten ple toww ard 3assembly aate-
nuationindevcloped eountrics, thereis
ne indicnibinm s ek b o femd oy
tfrom pfsbore produclion (TTRCT
Teedish T otaey lughtech medosteies
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Fareign Inveslmend

inefably in elactianics ! Tepine] AmnaE-
Hon gnd santinuous lechnoesl tharer,
which hring pbeut & condlanl ceele nf
chamggr-und ahzalescance, i2a furad

bl venstriings to repid autommation
(CGewn- wishi and Flomm, 1986 7=,

In wesdd-wade eliithere nesomabby
nperntion, MMEe fivven tnd nsdrizlimad
SN alan bag besn gasieg impar-
tianes: since che laea 1OV0A, Mam o
sarnlly M s from mors advanced de-
'-'dll:p]_.lirIH criansrios Soar third world
T lltaratemazsl unlerprsng, T YNE:,
agthey are pepulady knownl, notahls
thrar-fromy the Beat Azias WTEs hoave
Juieved Lhis process afinternaticnalisa-
T |:d'[|r|:-c|ur‘.'inn. In reaponas u:.j_'a_Pi.-_'I_
domeetic wiage ineronses, and the
gresnny reluctanee of demestio labauy
e rmpnee i low padd blue eslar cm-
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Bz Colairmbn bhe commaernsal coapibel aad
prinvioal port: KEPZ ie_ 1o Gacl, sl ed
adjacent Lo Lhe |otornational Aivpsirt
A ig chas slnengly remrinigesnt o 0olie
wirld & first Fres Thuade Yane (1)
Shisnrem. iz nlagaerved e rail e li-
Lies. Biggndag in che Soucliern Mo
wite ba o clase prredmdoe T1ER0eY w
the Pout of Gislle. dx semred by pail
Enuilicies and i3ad) aoenl Lo dameatic
dimslenp, Bota the Foel o Gialle and
Lhe demeatic airatreip wre boine

uprraded woealer by fnerenaed dndie-
tmial soisvity.

Nlininka e Ana neicher porknee air-
port, bul s servod hresil facilliog and
ermmected Ly o gioad netarark oF iads
Falikeila does sl Fove veil faesliloss
didsinee it 13 located in che: rencral
aills, i melatively far fosn port freili-
ties Thisre i i airpors b the visintr
bud ‘e et netomrk to the K
Pollakelle reRiT in e

ALk, frrome poge H

I Her g omanprebonsereosyntlas s ol L
rednai | lileratur eee [lellrinar 105
B 147274,

A Tadgd Bebter preasaion Jos approviog
el oulzide the phaymical lugils ol
the: TCPJ= meag gieaan, lur damastic e
spnpcd bused crddor land-igiensive ace
FErsan il f

1 Hee Hacanom ke 14 Talie 7.2 for e
erimtpral s ive listing of thess Lucen
Lizie wirh tha ineep lives uifeamd fas tha
iveplrs outsins RS (2180 irmsh.

A0 Talnn seswiad nere an e st gl
want thar Sel Lagia Juas booodfor?, Be,
oW Hell, Manasing Wmector nf
Lehman Hrdwers cAsin Wiall Sloee]
deurcal, &V Septanler, IDA0L Alea
FuTvEr o Har B astorsy Teanomi; Becivwr
Admnane TELY Sdentificd B Taoka's
incpnkive poska ae e Fere cann arcvie-
tiza®,

fic U the aoengion vl sipdne che invadt-

memiLh agreement vl e GORC <0 ne.

trhliah g seicundantor prieses i plaol
 LE=KEPE & 10k0, e W 0L T alaz,

Asics presidentof Mararale Corperasian

staceil: "Palitical slabilicr iz maivaher

one e our o list orherever we oot s

qunted bn W jeginzks {1902

Auian Wall Sreeer duwroal 1253 Soprem-

bt TR repormend <hie Mlaoaping Dize:

T of Lething Hrothiers ns anring, =]y

LUl 22 waal mnme wil devestar panli

ANt Yol Lonlin hastaallec”. Ion

womanrizes O relatove Innnar pead -

thv ity fwhich sombared Bally wllicioney

anf wame eosll ul Aton wnrkara g

aparei in Dusinsess el dagn 1974,

Sri Lk (42 ws pland ahead ol Lhe

Philipparse (411, Twiwan 245 Bapea

BT Iociz D14 sund poly newt ta

Singaprars (7 1 Thainesa Anig, Juoe 2,

1875,

H. '|.|JI:'i.'.'."'l.'".'i.:.:innl'.lf.=1ll'|'b|||_|u_'::'_|'Ji_1-n_-|1r:'|r_
gimes i ey moore Aleeibilive L oian
agbiathelr reamiiees, Duwudomg grentas
caperioliy e obtain erad - glbbone ot
vampetinnng falees

B Sew o stumen tha coguley mepors nn
Bri Tanka MAeium Cureoneias e did
Linickan Bopsei o Lo leraptican] -
ey Mewiew, 2E3E0 Ovidsi-Liges
[T

]
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Transnational Investinents and the
Development of Manufacturing Industries in
Sri Lanka - An Overview

he Teeninioge of  aigili-
cann wivesloensa of fo-
cEn capitsl inoomannthe-
Daring inclsbrias b &3
Lexnnka boemans pit tlee 1930':
wrhen aome lavs: Wwierasuonal conpa-
nivs a7 e eubeidiaries, Bush inveec-
racerhe et imaed cron ttor indenend-

amrext iaat beva Vrailes el end, “Phes Tl ol

Leariariabiznal sowveslonen s shoeaod
paaked Cuclaalione euice T90E de-
pending upan the political climace end
e sdnlemenis, S lianeehangrs
Tiowtererr Lok pliner aallae TRET b Lla
arenlatiar pf ool connonse e
gpectives sl Wliiaking  vis-a-via Doi-
ciren nrestients with the wabering in
AT, BT CRET AT ]'.._f|1r1.' e e grne-
T AT T, T 31 A b b s
ir, Leapsaalwmol measteerls sohich
vk lavgely diceted toatially foky Lis
Free Trade Zowes prootiag exparms,

"Phizsbaiy, dncthes mein, wilsss nn
uvelal b sime and iy Thad s paacy
gl trrusnaimaa] vedlinsals g i
davelopruesnt of iwaaladd iy s os-
triesinfri Lanks, There aretammajor
-:'|I|'-.'-'\-|ri"'1 rl brrdgr ireetmemia an

i Lenka: levtly Loe indivest fureign
v astients -'.-].l-l.":l. codree r_u_“;'“_ A=
tarnational funding likes che World
Bl TG ez, ann  gecondly che
il Fevitme inscakments o from
i e nal imveestas

TLI.I:' EJI::.'Li.l:IL'n.‘I.IjL'l:' |:-f |.]'.E J:I.lLLIﬂ.l.-h.i."
tuming nrtan o the eocmomy ol &ri
arnckris defined indniallbe tollowed by
nn ark vt gt the kromenntionn -
LA o T 0 EA PO T S o Y s
.i.r :UH.'l.'-l_l-dL..u.l'j]'.E ilJlJ.i..'iLl'l!.!.‘i ri -.qu

Lanka,

wizleigrmiznl

Prof. Yoga Hasanayagam

Departnvent of Geaography,
University of Colaml

Munufnetoring fndustries in
tiri Lanta

[niustrieaotier than thoge velanad
=TT N, U ATTATLE, s amacaan and
Tpairs wrronnsidercd ns monntarire
sanganduebrnss an G stad yo e Lhe pre
adepeadeiee and peal-adepadenss
cerioda the mavulaeouray industvise
infri Lanks hats been plevine fvery
minar raly o the iglond's coanamy,
1L st iianmars ond orode Binsevoer
s subeey e il wilh e o]
euzphEaia mven oo tlig gector by the
Cluvspirents Lo R EEE T |_H.'I:illEI'..1:i:i.
1966, Rarunatilleke, 1971, Faza-
pavazan, AT Feoa the eavly ataces
of “independence until the lacter pact
it the Instdernde Srdlienkn s dead -
ppnuenk sbradege weos - lorged y Tieaxl
LI fl.n'."].'ul‘.“.u|'.'|.lhl Ll HSRLH E_'!I.LH.
greater egualicy ang 'veasomatde pale
nf grortht Thege wert ashiaved
tarnagh smeial e e Invilities
il erelruc luring anid Ampntl su b
slibwlarar

Wil chi-Yn-hnite apper Hmac - dis-
carmilade m Ll il smomomniam ol
the E.gl.'lr.u.l.-L.ra-ﬂ waprlor, Lhe Drichiastrial
Aeter Moelad b the pacufaeturing
indnatiedl oras cenaiderad az an area
Lhal, weld  gonerate more ampior-
renk - Aosrresing mienviietering sec-
lur-wics wriem b v oessontiel naopn
apeiie -4l o li Lotk geonerny, In
sustrial develapiieal was Cherefors
ancruramad b all covectunaals saice
indeprmdenes, During chis process of
inidhsurialbdesrlmme e F e o invest-
renbe wurn pnoonrieger pemaam |y
L Ll sbale, pavticularly sineg Lhiarid

nlnlh-inr'l h\l Noglaham Egoundation-

alt'e Teadiog o ble inbroduction af bew
puolustion linee:

Furegn inveslmends in che eola-
oAl period coucenuralid more om o sgri-
erilfaral freding andlbanking soviors.,
The dmpars - expert sleuclare sl Uhe
vamrmay at @B Lanks was larpels
firramaed b drmeiom snneatoence, These
LvEslncnis hoel nak penesrRted tha
sectod of  manalaclaring dndoslries
prr oA, e ane deptll durisie - Lhin
prerming, vatrremainedlaas allactiv by
Lmanariilinnala, Farn lons ine foveign
wiveslnenlsin Lhe moamotaetoring aecs
ton weeia Lo Lend Lizi ndn skrics fumerion-
ing a3 adivies b e plentaliones Same
ai thozs in the coucae ul L. ciame
unze T indiponona santeol vhile glies
walanued Ly remain gz ererling
comigaa Son rvimples af  tha
lateer  dcw Haorsune & Cmisticlds,
e P ol Sans, Thos Qovsl M Dorei pn
itverlments ok place as n_i.-.'l',-' FEL]
Ve ol whivh Lrwer Drothere (80
Tianas, [.t!:\.l!l'ﬂ Moatehl Uormpeior add
Cevlon Tolaoesa Campnny ame some
examples. Thewr parenl snmpaming
worr Ehilerere, Bvesisbha Tands ik
Aldlivkaigrd and  Deitiel .!!!l.IJI.HI'I'.dIl
Tuobiscen Clirepisng

Thuetnyg Lhe Foosloolevirde ol e inde-
pendenss the moverument ol Ho
Fonler pracawed o faiely Llesal police
1nirndaklrcs CUenmanatiznal dsest-
aents; thowel  szamdie,  comlimaeg
well into the _i:"l.l.'il..-IJJI]I.-l.II"I|I]I.'IILI.! B
snach lovestioents were lacgely by
maltinationnla likkethe Deitish  Oe-
erng Wb Internatianel eto
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Foreign Investmend
b= A

T during the post-independ-
ence perind that the (ifst promonnee-
medibs 0 sente poelicy rogneding fore
ciga caplal wis mede Do the Borlt
Specch of J84GEL-Subsequently in
1455 a0 mere omproheneive policy
aratenwent wns made Dy Lhe stnce,
epocifeing L gonarstion of parinor-
rhips  betwern lorcign ood  local
cupicnl, the wse of local macerials,
ekchonga pestyictioms  nn the move-
coenil af funda; taxation, slluotian of
Faw maderindiz and [abwrie sl

fdteralapeealfor yonre, the policy
clatermemea in che len vour pinnoof
LA boramie mere gpecidfic nng
detalel om rromenstional  jnwvest.
monts, The plan rofers: to political
EwATOUEEEd apainst nmwarranted
palismib=ation and g'j_l.-eﬂ !'i[ll.'!d!'iﬁi.'! im-
rentives wid spells ‘sut the posilion
regnrdingadegualecarmprneation that
aould ke freely pemitlied from the
cunbey. CThe l‘l'l.1liﬂ:lat-__§.|_.'!|:ﬂ!.'h ol 1960
reiteraled LREFE efpbamenta with sumn
clarificativns. Thase  clavificaliong
indicared thal certnin industrial
geclors aere rederved fur Lhe abnte
Bl

Heneprar; wilke Lhe diveelopment of
e Frrigm eebanpge crisis in bhe rarfy
B0 e L shiby had to devics nwew sbrat-
eies W waver lrign axchanpe io-all
thi sectare inclureve of the industsial
seebar An dsard loeking stratspy
smed impert gubetilulion wies thus
wateadeed | hrring the inltial or s
phase’ of imperl. subentution, So
Larika #ittedssd L growth of 6 larpe
normher of codiamde pods indusrice
calering Ln-deepl demand. Many af ihe
imporl subslityting induscries Ly the
private wectyr  during this peticd
boman o swwenbmaie omothose vary
fleems wrhich wece waclier rostricted
ol banned o grounds of belng oon-
esaentiala ar lhuxarcs,

In elMiect £hiz aporloed off & dpurclk in
the imnflow ol trnnenational invescments
wartculacly by woll kmcsn incermns-
tionpl groupa like (iaxn, Warner
Hn-e|111|1::_ Baclict & Coleman wnd abher
ligw commars in international covesl
ments (Permundao, 19710

The new government wrhich enms
intn povwer in LHEE boowght in its wilko
snulher gpate in foreign invesbmenks
i the manafacturior sector w S

Lanki. A whiie paper waa laausd in
1066 by Lhe new’ governoent oo Pri-
vale Pandgn inveslmmia, This policy
stprament weleomed Owreign irmeest-
enunt with non-discrimiostony Lrst-
poenk alang wikh soveral tex Liulocs-
fments, Thiz et o #esr trend in
tramsnational snvestmonts in the
munufaciuring sectar in Bri Lapka
which' oontimuea ta datle wilth enme
alteralivme in the early sevenlivs, The
mte of foreipn eppitol o the exporh
dewalopment drive trn ressived . offi-
il Teenmniticn for Lhe fiect Hroe in
Lhix White paper of 106K, The Foreimm
Lovestment Appeeval Comomskles wils
get wp ab the Ministy of Flanndng in
18G5 o funet tian ax Lhae affiripl bodyr in
charge of appraviy and manitoring
direct foraipn inveetooent, Thi fareign
imveslinent . doring this: périsd wine
onlya. 16 5 million (Srnedhira, 1003,

.|'|.pu1'||: fram rariowa bax concessinms
and facilities e foreien tvediors sLatod
it the Whills puaper, nn iporcant slep
Caken ducing Uhe lnic 90's towards thie
promusion of fooeign inrestment was
Wi imitiation of entecing inkn invazt:
miggl @uarnntes agresmente walh mai-
jor eRpital expering aoantriza, Tle
firet af these was enbrerd with T84,
This wng followed by s sirmilnr paree-
ol with  €he Federal Republie af
Cermany

Thia change in palicy broacht in
s of che bigpesl nomes in mulcas-
Lupnnl dmrestments o Sri Lanka
vamely, Miksui feexciles), TOT (A
Chemicals!, tCheseborough Prods
tloemelics), Fober fobriken Daver
(Apm-chemicals). Unism Cnrhide: &
Berec Imternational (Dry Cwllx),
Levlands Metor Company (Vehicle
azsembly). Che  coming of thees
senarena of forsigh fanding indicomed n
shift away from Lhe dominatiom ot
Hritizh m.l:&pamaa g Lhe paasi.
= b " -I- = 1>
A Tranmations]  inveetments i
; dwanulactoring, normelly cakes 2

variely of frme. i erald be g tanafer
| of money capiial ar vlse a transtar of
non-maenetary gsdeis bike capitsl
vguipment, menuiacturing cop-
rentls we o Even rew - mapterialss all of
which enters Lhe prodaction proocss
pnewravar other. Whataver Lhe meLhond
of tronsfer the foreign inveslinenl
resnltsin nn incremes in the hret cows-
Lew's apoews bo foToipn TesoUTCRa,

S

rrince 19680 huwewor, foredgn. dne
vestments inkind bectme more impor-
Lunl. thring chig period tho whola of
the imvestiment of Britiakh Leyland waz
in che focol ol mischitiery toala, koo
horw gt Dtherecanphesare [ Samamnl,
& Civmpang 1L B Bhar Tndnstries of
Lisdea, Paber fahriken Bayer dgraf Weat

Garmany, and Breee Interaatiimal af §

L1 K Thers weresalnrrs mho ibvesbisd
Pt oF their capetal in kind, This crpes
al* invratmens 1o effecl tied the host
coubry L the inrestor's papply soumes
and did not frive o free hond fo thie hoet
crntre

Aralysing the digtribulion f fore
BignL tvislmomes in the manufactnr-
i seclor during thiz peried as shown
in Tatle L1 Do THET, ir could e deen
Lhut, mare chan 90 pereont of  the
lvesiments’ ape-doncentratod  in
thres seclors vir, Food, Beveragus &
Tabeeco, Chemica s nod Kon-Eleclrt-
cul machinery. A noliceuhlie hepast hees
Wag Lhe sbrong hiss towards naws
inveslinenbs in chomicals

A closer lak gt the mert tends
shrea that 87% of the farrign invaat-
menls in chemicsle wias comiffnod to
firms manufyeorings diugs, pherma-
cencicals, ol proparamons and oox:
mictiea, The inmeding cpuss of this
wins che forsigu exchungn erisis, Beiog
purticular]y vuloeralds: o import ee-
alrietions this field saw Lhe proatest
Tacilily whrn mipnafactuces From
ahmnnd et Up Taclories behind tardd
wialls bn praserve therr markets, Fop
cecbusteal rsssne too thas Geld ficked
vary #ell wilh import aubetitation be-
wase it had greatir Roxibiligrin Oxing
the reale of operation: tocdull marked
gize e uplimuwm senlesean be schisved
nt fairly Loy leviels sn thnt market size
is T eODELrEing,

With the change of poverniesent in
LBT0 the foceign inwgetrvent: approval
procadurs bécame mome palackive and
mtrnzoot, However, dui: bo the state's
cummibment to the sxport diversilicn-
ticn drive, export oriented farelpn in-
vegtment wias neeerded preferential
trentment (Atukarals, THE4: Tha
While poper. presented by e new
Brvernmant on trananationsl invess
mentd i LYY improrgd on the policr
sentarments myade in 1948 'The: idea of
L Prporn protiloting seme wissoslhistoed
in o MeTe coRcrate misnner wikh Lha
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gurmagtion that Teincomales & natu-
eal harbous port (o the oorth-East of
chrialand. conld be popassible site

Aavathoer mucesorthy Gealure al e
foeipn covesiinant golicy duriog this
period wae che inesvest shovrn b thie
ecnte in estehliabing cepert omicnied
joint wrmiaarrs wi i gl prdrbic -
ticn ol greernmisinl crpanaliiang aod
Dopelen manufaetoriny Orme, Cener-
ally the invitanon to forsisn investors
wae conditisnsl; The theme hring chi
fmvcater Fades sulopmare b his pee-
farrned] Bz vistaletie Qosebion. Thie 4id
il pranee Lo coandcciva tothe indloer of
foreign eapital. The numler of Tanmu.
fachaing firms a0t upwith I'::u'l:i.g'n
capitil during Chis peeriod woaws anly 20
Murooeer Lhe anlasporalle zuoee-
pligse for Poreignn wvestaosnat menet-
ated tr nationalisatian atremipds ome
rolulead feghal cmaclmenty fenaiody e
Bueimess Theles ki ge Avguie inion At
af L7 1 and etripgent criteria adoptsc
L apsroving twvestmeht praiets are
aiten dited BE cuEns for thia docline
Moreorer by Lhis 1870 s imvestamaeil
apperbizniviaean Ereackitios Tabelled
az smpral eohatilated vao hiad alwocst
axhatarad

I'hiepest 1977 e reTarme alaced
nnounpreesdrmied omphisis an Lhe

ol ol lprakgn irrecsmenls o arlaieir-
g W alyjectives of expirn arieniad

1

indvarrialisation, It =e= an andaaml

| lealsing srratrey inindsiralisaloo,

Senceminl i lbmzilove snas Lras wera rakan
Lo provade & coludusive egvivenocen o
[orelgn ovestmeats, The oxfebiag
winbmils npnd Tesmricticms wrere alpol-
whed aned Titwerel pelicies incradeerd
parniewlarly wilk regand by Nerctign
trade snd pavernenis, Tinzor Dcensing
1rna Taleasad vy LE0 e Toosurliny
al machinery upto che =alue of
Ry 20D 00l sas Thernlised, [t che
BTT rareswerere-intredaesl ke newr
export develipmenl sl Ll'g?-.""ha-LT
twn hnzic alementa; at Lracd Loy ek pait-
| arivnied prizate farsimy covestuiell
and miokity non-tradidonsl expocts
fooce abirselive chan imoor o hcita-
A,

Far this purpess ee Geeatenr B
namir Liemrizsion (G CECT aalecatad
wilh the tasie of eetablishione and
pperling crpoTt procsEsing  zonss
wad ealablishesl, Par investment
aackaie clfaced Ty the G 20 nwns.

fors imeluded, aliowing IO pereenk
farrign eleneralip (o eastinenl
prijeets; tew eern e tian ol belnuees-
Liin, ol firefgn persaanel smploved;
covaltias and dividends o sharehald-
ere duriny chat pecaod; ard dity
recrithicn for che uaporlalion ol
mpii pmene, eonstrostion material and
pridalzen npts, The Brecinrestnent
prisiiart wane (L was 9ot un in
OV qus s BUH e site clangside the
Eatunsvake Tnlermsloomas! Afrparl

CREEAT he sceond IFZ ¢f 211 acres a
Hignwimn wassammiissianed in 58]
b Lo Crallioweend iy Lhie cstcihlishmoent o
Fogeala and Mibislale BT

The: inicial appeoeale 1o the BIFS
ariay had an reroeaholming Bas b
wdinld testiled and EaErTnen L, ULduer
Trpes of aetivity repuesaatsd o KIPZ
inchaderd  cotiipg and polisling pre-
iz gisnes, the production of foa
g, rnshrsr prednetion, procduacsan
al’ liehirg woier e bagilding malerial.

Tahls: 1.1

Forelgn Tvastmisnt in AManolacborigs io 1987

Connloy 4l Liveslory and Lodustrial Cotegory. (io IEs. Thoosamids)
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Foreign Tncestment

Pl 19282060 $he {013 Liad
taspnd pveslmings om 27 ganntiiszs
stoadd o e [harn 100 mgmndihe-
tures of seer L0 proaloccion fnge

Thepbarrinefitution was ewegel -
tg Forign broreasimens advisorw
Crmcdbive  FIAC wetnblizked [ 8Gwna
allewad L pontinue il apernlion in
Appraving =l moonitarnz Leefgnd
et oalesde Lhe SO crroqas
P 1A approved SLS oot Do
LE L 18984, T hose rmjeets sndsnae
oo dveanmenl of Hel 51573 milisn
with n somndal o emplay S4.87%
[T

A= parl oF LRz antreard laokoayr
etrateny Tuvialment Pl eztion names-

ment? oand Dhablle Taxalion lirkaf

Agronmen=s bere alao Leein ealered
wila with muger irersting couzals cee.
Tl fiesh Lo wcre with LA A 1T K,
oL I, rhe Begublic ol Kere, Brarer,
Hrorw Koner Bowania aid Sweleoer sand
Fharing Bhis peviod L30T -32 Gunely
e BLALE pradeeia amd il OOEC
pogacts b cormmmemeed praduetion,
tzze Table I.2)

In 125873 the QCEC was re-slric
Ll s U linard of [nvestsnl by
rlie BOT Taawe o, 25, '1"70 antive oouw-
v besane 4 e g]-:: uxperl premintion
raong, The BOT cntrodwced Lhe 9o
shepesiage roneepd Lo animalesind fo-
zilinnte: foreien inveelo=l.

Industrlal Thisleilsedinn of Foredpn
Imveetments Lo e Mounofefar
T £

Frum g dndeponsencs period upla
e sudd 'Bu's chomimls, Voo, SBevee-
n e aind Tholsaa ceonai ped thelarding
irndasleinl aoepore aoimie Lhe lsias-
natioial inveslmerts, while eaiiles
ard mon-elacticals rzirchinery lagged
aohing ag Che 3rd ol 4ih sreters of
imprtongg, Al indicaled m Tihle 7,2
b Lher w1987 Food Bevieraps nnd
Trdsacca it hroamcthz lsadivg rudus-
rrial aecliny sineng the feonsnacional
inegtments il Lhe rererlnrtreal
mitthimary 38cto s socin g wplis Lk e
o Lbenucala pusload ol e e
plive PResudden Bt o e e
alelrical mochinerr group is inber-
prazad Lol Wherasaltntthe stratege of
iraport eabstitotaun Lhal ws nd npted
ECN B b T -

Pram 1870 awwardis howeaeer the
pidtiern ot dustiel delctialing
dening Lrmanatianal ves Looerts il
appartaliy iannged with Exhiles wah-
ing Lhe Jes Aller THTT fesrile and
rletane Wrarentl liwcsimie: kb TAATCT
oot HTRSting M Gl e
Liabile T 1S L5 This, Tollux: haas
Lieen Largelechor-hebwerenzans faely.

Diverslicatinmin mdustrlal Moo ue.
acturiog and  Expovt Epvnings

Tas enoy of Gowien torecsiracnts
i rhe: mamntactiuriee seciur ul S
Lenka Leare: pri indeprndencs era Led
aomtributed e Ceenlly Lo e desel-
azmwent ang diveraficaion. Hiwower,
priar w1377 export  2acauics Qoo

Tahlz 1.4

Transiativual Investments Secroe-9 i Disicikation of
Manulaciuring. 94 - THAS

Lk P
dAELY TRTIL JETS T LA COED

T Adia s sl Walazay 1 3 2 :
Tratiles nnd Clathing 2 4 12 4 Ll
Hioulwpur 1 -
Snnd, pe T Qe o paper poedisees - % ) 1
R bl goods 31 - - 1o -
CRemrienls ane vliznicy. proiuces H] 1i = ']
Musi-mesallic smrers ] mvelnts = 5 4 rn i
Damie-ncalal v e - ¥ ¥ 14 1
[lotniesre nad Daipneas 15 - § =
Carler Tendue brice - 1 - u =

Tiaal 1C 4] 2l o3 nilt

etprges 1 KERiarre ar Ditoeoiee wied Seieamfis AT ) T8 GO ED Tieamreds Ti

Flodsley v Fimanm and Plaocioe 1832, CTS Tesniey 135-1058Y

P Ariik: ||1n||a_ 104

vheriviiln b lice of Fereiow niarkols v o
guaitat bitszs nmid the loee wael of Tabaour
L St Taaki Mulinatiorels ln soo
devalopiag colcleivs wenting to ey
riarr: fram foveien aackels appent o
bidyr- diadzad o ®as to clccwimeanl The
anpirl restrishoms i thew ow i coun

trige by wvinling in otaer developiag
colrtriea aod Lsing Lhirr ructas In
A Lanka, Hoog Kong Cuarmmenie, fof
nabomar. haye sougal this mozhod,
ciauLicg ATorraerRl HE Sesign firme
e educiag warmenls lnr export. PRI
bhe PLAC apprioile, hoaeseerr, theps
vl ETennet Sldpesdin ol Bmedsm -
voisimente o the Jilerecl ok
wilbim Ihe mpnufeerueiog iadusleme

Brwiclos tond ez pund ehithing. chioni

cale Tsicere b band mabbersacds wisns
the vigjar wreads ol investmens, Thiz
miyr have beed due Lo Lhis Sraoder

o bralasrni e b cho LA L appreinge

Doveien ipveslmens, Tac AodEaly
crisntad nnpartsutstbatine tizma alag

were rlierelucs appried nntho basizal

grrmplasinent Feasralunn lsmafer o af

lichnelrr pod o peat aubelibuLion

Foraign icvestments: aas aoinimal

Yeickio e L o rears of the nde-
v ekinm i the uzien soininmise policy che
wnpor, rarnings by ansoaleooring
fiveed veilb Do proenpital vess Loy soorn
the 55, By tha el v B0 oaepoTt earii-
inge o aaualaclaring Srme wach
fercigm cepica]l cose significaniir,
Maazae prepartion of the exporl rarm-
s came from o indnsteies wloch in

cldded vealures with foreimn capial
brnmnles: texllar, parments and
sulmlaar preeduess, Dl contribn-
Liuris warn iram canned fruils, vigolo-
blea. juives, chemieal pradocls v
Tlheae Laven, i et furthe: enciur-
peed direcl Fireign investoents i
mpniactaiy indast-ics and con-
tribrted tonrands noreisa in emplos-
monboane transter of bechnslngr,

Teirhnnlogy Transfey

Tezuulur ul' indneninl technalory
durias thesas v sliges ol greeth ofthe
a7 Lankan ecouuny wias rrinimal, The
manatae o ngentespeises v hich were

Evonumie liovier - duly 19049

UigiliLUu vy I‘IUU:O.;IO.III Fuunu'atium
noolaham.org | aavanaham.org

15



Table 1.4

Bector Wise Distribution of Transnational Investment - 1982

Food, Drink  Textile & Woodpulp &  Rubber Chemical - Non-melallic Basic Machinery Other Total

& Tobacco Clothing ~ Printing gonds Mineral metal  Equipment Indusiries

products

Developed Countries 8 36 4 g 18 3 14 10 11
Rl 5 4 - i 11 - 3 7l 25
U. 8. A, - 4 1 2 3 - - 3 5 13
Japan - 13 2 2 - 4 3 G - a0
E.E C 9exclU K) - 2 2 1 - 1 - 2 1 7
EfTA 4 3 1 : 2 3 . - 2 15
Other - 10 - 3 2 1 - - 2 15
Lesa developed Countries 5 12 3 ] 7 3 3 2 & 47
Hongkong - (i3 1 3 - 1 = - 11
Singapore 3 3 2 1 1 - 1 - 3 14
India - 2 - 1 5 1 1 2 1 12
Other 2 1 - 1 1 - - 3 10

Source : Ministry of Industries, Commpany Registars Department

P. Athukorale 1984,

already established during the colonial
period possessed little technology or
know-how. After independence besides
the government's initiative to obtain
the services of foreign countries &
consultants for the public sector in-
dustries, a major spurt of technology
transfer was discernible in the early
'60's in the private sector industries.

In general, the process of technol-
“ogy transfer has resulted in positive
gains to the local economy. However,
the degrees to which enterprises have
contributed to technological diffusion,
growth of a self generating industrial
technology and to the emergence of
independent research and development
capabilities within the country has
varied from one production area to the
other. :

The types of technology transfer that
took place were :

(a) foreign capilal participation with
complete package of technology
transfer. }

(b) Participation with specilicelements
of technology transfer.

{c) Supply of technological know-how
on royally payments, technical
services and consultancy arrange-
ments.

Transnational investments trans-
ferred technology to subsidiaries es-
tablished by them in the host country
or through ventures. These transfers
of technology was very much related to
the type and amount of machinery
. imported by the foreign firm. The

Table 1.5

FIAC Approved Firms - 1977-82

Food, drink & Tobacco

Textile & Clothing

Wood, Paper & Printing
Rubber goods :
Chemicals & Chemical products
Non-metallic minerals

Basic metal prods Machinery & group
Other Industrial

Total

No. of firms No. of exporting
in operation firms
8 5
37 24 22
5 0
10 5
15 3
6 2
15 5
3 :
99 45

R i e T e

Source : FIAC
Fonseka, A, T. (1985)

machinery supplies were normally
either supplied by the foreign partner
or procured on his advice, thereby
restricting the local partner's freedom
in the choice of equipment. The results
of a survey conducted by the Marga
Institute (1985) indicate that technol-
ogy transfer did not show any typical
pattern for different countries or within
industrial groups. [twasobserved that
transfer of technology lias been in-
separably linked to the transfer of
capital. Quite often it was observed
that with acute scarcity of foreign ex-
change, the local partners could not
involve themselves in hard bargaining

‘with foreign collaborators.

Moreover, in many of the indus-
tries, the technology was simple, which
the local collaborators could have
acquired at lower cost if given a free

hand in the choice. Apart from con- %
straints imposed by the total depend-
ence on capital and technology there
was hardly any administrative and
institutional set up prior to 1978 tol"-:
service the transfer of technology.

The getting up of the FIAC and the
GCEC at the initidl stages has helped,
in a limited way, to overcome this
problem. But in most instances the
earlier system of foreign investments
is continuing with little benefit to the
local industrialists and the cconomy.

Employment Generation

The creation of employment is one
of the urgent needs of an LDC country
like S Lanka and foreign investments
were encouraged with this point in
view. Prior to 1977 beginning in the
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The catalystic role played by EPZs on
regional development
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The third zone was established at
Koggala in 1991 in terms of Section 22
A of the BOI Act’ It is expected to
provide a growth centre through the
development of this EPZ in the
Southern Region centered at Koggala
and to supplement those existing
economic activities in place, such as at
Gallewhichisthe mainregional centre
of the Southern Province and other
development proposals being planned
vig-a-vis the "Southern Development
Plan" ofthe Ministry of Policy Planning
& Implementation.

One of the objectives of locating
the EPZ at Koggala was to increase
non-agricultural employment oppo-
rtunities in the South having observed
the large number of educated school
leavers from the South who could not
find jobs outside the agricultural sector
resulting in migration to Colombo and
other sub urban areas. It is expected
that Koggala EPZ will play a catalystic
role and induce development to the
areas which has been hitherto
neglected, '
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The Asian Development Bank
{ADB) who carried out a feasibility
study on Koggala EPZ stated that’,

"Ifthe justification for siting the

EPZ in the Southern Wet Zone
is based on the regional deve-
lopment it may catalyze, then
backward linkages with the
region must be encouraged. To
thisend, itmay be useful to favour
the selection of industrial pro-
- cesses which are based on reg-
ional resources and where much
of the production is done at
decentralized locations in the
region.”

KgEPZ is located at Koggala by
the side of Koggala Lake on a land of
180 hectares (Map 11). There are two
centres namely Habaraduwa and
Ahangama which could be developed
as industrial town centres to cater
services required by the zone and for
its workers. The zone has direct access
to Galle main road and the railway line

passes through the site. Koggala has -

an additional advantage of a good air-
strip and related facilities adjacent to
the site provided by the Sri Lanka Air
Force. It should be mentioned here
that Koggala is the birth place of the
famous writer, Dr. Martin Wickrema-
singhe. His house has been conserved
with the Museum and the industrial
layout plan of the zone has been
designed in such a manner to create a
separate entity with exclusive access
to the Museum.

Inorder to prevent adverseimpact
on Koggala Lake, beach and other
important characterisitics of the area,
with the setting up of an industrial
zone, a Licensed Zone was gazetted in
terms of the Section 22A of the BOI
Act. No. 4 0f 1978 - vide copy of Map I1.

The fourth zone was established
at Mihintale in 1993 - the Gam Udawa
site as per the directives of the
Government use as a Nerve Centre/
Growth Centre for the purpose of
investment promotion in the province
providing all services to investors,
training and research facilities, to
facilitate agro-based industries, dairy
farming and bee-keeping, etc.

On the 7th April 1994, estab-
lishment of the fifth zone was
inaugurated by the Government.
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PROPOSED KUNDASALE LICENSED ZONE -B.O. 1

DIVISIONAL SECRETARIATE DIVISION OF KUNDASALE

Approximately, 250 acres of land
utilized by Silk & Allied Products
Development Authority is to be

Jdeveloped for the proposed EPZ. This
site is situated at Pallekele about 8
kms away from the Kandy town. (Map
No. 3)

]

Aswasdonein the past, a Licensed
Zone will be gazetted covering the
entire Pallekele Divisional Secretariat
area which would form approximately
87 sq. kms. This would enable BOI to -
plan the area to provide adequate off-
site infrastructute facilities required
for the zone and develop backward
linkages within the region.

It has also been proposed to estab-
lish another zone at Trincumalee to
open up the area for new development.
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The current practice in Govern-
ment spatial development is the
adoption of a comprehensive and
integrated development approach.
Critical infrastructure requirements
for setting up of zones have been
identified within the framework of
regional plans identified by the Urban
Development Authority (UDA) and the
Ministry of Policy Planning &
Implementation,

it

2

Export Processing Zones at
Katunayake and Biyagama were
located takinginto account the Master
Plan proposals for the Colombo
metropolitan region prepared by UDA
in consultation with the UNDP -
Colombo Master Plan Project. Loca-
tional advantage is one of the deter-
minants for the success of the EPZ.
Since EPZ's productions are directly
for exports, the location of EPZisnot
necessarily required to be in urban
areas. However, it should be linked
with proper transport and com-
munication network. Investors are
more attracted to the location where
there is evidence of industrial deve-
lopment. It does not mean that the
urban areas are only locations app-
ropriate for setting up of zones.

In case of urban location, it is said
that the impact of EPZ is difficult to be
assessed as an independent variable
affecting regional economy concerned.
However, this would lead to a rapid
concentration of physical developm-nt
bagically increase in the housing stock,
service industries transport and other
social activities. For example, presently
Katunayake EPZ has accommodated
about 58,000 workers of which nearly
65% are residing in over 15,000
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hoarding houses. It has been found
that about 79% boarding houses are
located within 3 km radius - vide copy
of Map No. 4. e dp s

Economic planners believe that
one job created inside the zone would

lead o open up avenues for 3 indirect .

employment outside zones. The
development taken place in the
surrounding areas of Katunayake
duringthelast 15 yearswiththe setting
up of the zone could be directly
attributed to the zone. The increase in
the land value is over 500% due to high
concentration of activities into the area.

The opening of modern industrial
zones with comparatively high infr-as-

. tructurefacilities and adopting of other
-norms and regulations specially on

environmental treatment facilities,
factorybuildings, layout plansof zones,

_ete., has created animpaet which could

be identified as a "Demonstration
Effect."

"Demonstration Effects” could be
well represent one of the moest
important contributions of EPZ on
regional development in the country.
"The sheer vigibility of EPZ because
of their geographical delineation and

PDISTAIBUTION PATTERN OF BOAPDERS

FhOoM

R A FACTOPY ZONE

SAURCE

MAP No. 4

MINUWARCODA
13

| GREATER (OLOMBS DEOWOMIC
COMMISSION v Lol

usual proximity of main centres of
economic activity attracts attention
from thelocal community, particularly,
the industrial sectors and generators
learning effects which could have a
modernizing influence on the economy.
For the workers, many of whom have
had no previous experience, their
exposure toa modern industrial setting
with its quality eontrol, respect for
deadlines, organizational discipl’ne
and spirit of innovators and enterprise
is a very valuable asset®".

Ag far as Katunayake and
Biyagama Export Processing Zones
are concerned, this demonstration
effect is clearly visible in the areas
where they arelocated. New industrial
estates owned by private sector too
have come up in close proximity to
Katunayake and Biyagama EPZ
providing site and services equipped
with modern infrastructure.

Expatriate housing schemes,
tourist resorts, residential quarters
for urban transportation are some of
the new activites that have been
generated as a result of the zones.

Backward linkages could be
identified as one of the zone's henefits
which has far reaching impact on
regional economy. However, this has
not been a success sofarin our regional
economy.

It is premature to analyze this
aspect with regard to Koggala EPZ as
it was opened just three years ago.

It has been emphasized at the
United Nation Conference on Trade &
Development held on 28 June 1993
that:-

...... the principle obstacle is the
poor and unreliable quality oflacal
supplies. In the Democratic Re-
public of Malayasia, the Philippi-
nes and Sri Lanka, the share
of domestic raw materials is

quite low. However, domestic pu-
rchases and sub contracting ha-

ve developed to an exceptionally
high degree in EPZZ in the Re-

public of Korea, where in 1985,

domesticsources constituted more

than 30% of production inputs-
and out-zone subcontracting re-
presented 25% of total labour pay-

ments®".
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Socio-economic effects and linkages of EPZs
- U. L. D. Chandradasa & T. Schokman

Backward Linkages

he degree of integration of

EPZs with the rest of the

country has a significant

bearing onthe attainment

of the long term develop-
ment objectwes of the host country, A
report by the UNCTAD Secretariat
states that "as far as the experience of
developing countries is concerned, in
the large majority of cases backward
linkages have not developed to any
significant degree" with the "poor and
unreliable quality of lecal supplies”
being identified as the main deterrent
to the purchase of local inputs.

In economics there are two types
of linkages which are to be created
between an industry and rest of the
economy :

(a) Forward linkages, defined as the
output of one industry which will
be utilized by other industry as
intermediate goods which are
semifinished products used for
further processing.

(b) Backward linkages, defined asin-

puts which are required in the
manufacturing process of an in-
dustry.

In Export Processing Zones and
outsidée the Zones BOI Enterprises,
the linkages with rest of the economy
have not been created significantly
because the investors are naturally
aligned for maintaining the linkages
with their own international production
network than establishing links with
host economies e.g. most of the inves-
tors are locating their industries in Sri
Lanka for assembling their products
utilizing cheap labour, They have not
yet come out from their international
production network and still are enjoy-
ing thecostadvantagesusing imported
project related items.

Manpager - Appraisal

Thus the integration of the BOI
Enterprises with the rest of the
economy takes place primarily through
the purchase of labour and other
infrastructural facilities such as con-
struction work and public utilities.

To identify the backward link-
ages, two methods can be used.

(i) Analysis of net foreign exchange
earned by BOI Enterprises.

(i) An analysis of import data of BOI
Enterprises.

The Net Foreign Exchange Earn-
ings (NFEE) is defined as total Sri
Lankan Rupee Expenditure less Sri
Lankan Rupee Finance and Sri Lanka
Rupee Turnover.

Table 1indicates that the total net
foreign exchange earnings at the end
of September 1993 was amounting to

Economist, BOI

Rs. 49,096 Mn. The figures indicated
in Table 1 are at current prices.

The discussion of EPZs enter-
prises places considerable stress on
the foreign exchange earnings de-
rived from the EPZs firms reflecting
the presumption that these earnings
have direct welfare relevance to "Sri
Lanka". In fact, however, the foreign
exchange earnings of foreign owned
EPZ firms merely constitute transac-
tion between these firms and firms
abroad. However, the total net foreign
exchange earnings recorded for the
years 1989, 1990, 1991, 1992 and 1993
{up to September 1993) are Rs. 3,780
Mn., Rs.6,562 Mn., Rs. 7,812 Mn., Rs.
10, 660 Mn. and Rs 9,134 Mn. respec-
tively.

The money maybe utilized in following
form : '

1. Keepitin liquid form in foreign

Table 1

Net Foreign Exchange Earnings (Rs.Mn.)

Year KEFZ BEPZ KGEPZ Outside the Zone Total
(BOI Enterprises)
1979 30 - - - 30
1980 119 - - 01 120
1981 225 - - 66 291
1982 333 - - 128 461
1983 625 - - 110 735
1984 1,067 - - 154 1,251
1985 1,069 - - 225 1,294
1986 T gy : 399 1,582
- 1987 1,644 130 - B72 2,346
1988 1,591 141 - 1,306 3,038
1989 1,766 400 - 1,624 3,780
1930 2,692 AT - 3,093 6,562
1991 2,984 1,107 - 3,721 7,812
1992 3,487 1,680 153 5,340 10,660
1993 2,735 1,417 145 4,837 9,134
(Up to September 1993)
TOTAL 21,519 5,663 298 21,616 49,096

Source : Information System Dept. Board of Investment of Sr1 Lanka,

Digitized by Noglaham Eaundation
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has a relatively high level of local in-
puts. This company purchases its
main raw-materials, rubber, locally.

The analysis of import data re-

vealed that imports were high in the

following industry sectors :

(i) Textiles

(il Wearing Apparel

(iii) Electronics and Electrical
Goods

(iv) Fabricated Metal

(v) Transport Equipment

(vi) Footwear

{vii) PVC Products _

(viii)Printing & Paper Products

(x) Chemical Products

(ix) Leather Products

At present, the wearing apparel
industry is a significant industry ac-

counting for approximately 21% of

the industries in commercial opera-
tion under BOIL. The net foreign
exchange earned by this sector is

however relatively small; indicating -

that the majority of the production
inputs required for the industry are
imported. While the bulk of the tex-
tiles required are imported most of
the other accessories are also pur-
chased from abroad. These include
items such as needles, labels, ping
tags, stickers, hangers, rubber thread,
padding and zippers, Though some of
theseitems are produced in Sri Lanka,
Zone Industrialists appear to find it
more cost effective to import these
items.

With reference Lo other industry
sectors where import content is high it
was revealed that several items not
requiring sophisticated or precision
technology are heing imported in rela-
tion to the PVC and foot wear industry
where import content is high are
listed below :

(1) PVC Industry - Strapping Tapes,
Polyethylene Granulates Earth-
wire, Plastic Moulds

(2} Footwear - Melal Eyelets, Cotton
Canvas Lining.

Thelocal market playgasignificant
Tole in supplying basic packaging r .a-
terials required for industries. The
demand for packaging is directly
related to the level of production
achieved by an enterprise. As the

Table 3
Value of Imports & Local Purchases of Raw Materials & Capital
Goods of BOI's Enterprises in Rs, Mn.
Year Imparts Local Purchases Total
Roaw Capital Row Capital
Materials Goods Materials Goods
1978 7 21 - - 28
1979 183 70 - - 253
1980 396 120 - - 516
1981 843 476 To - 1,394
1982 1,009 288 108 31 1,436
1983 1,649 368 140 39 2,196
1984 2,331 495 235 42 3,103
1985 2,326 G35 160 41 3,052
1986 3,678 388 185 32 4,293
1987 5,276 385 197 84 5,942
1958 6,781 499 306 37 7,623
1889 8,999 980 391 39 10,409
1990 13,060 2,627 407 51 16,145
1991 16,296 2,251 428 83 19,058
1992 28,729 - 5,686 n.a. n.a.
TOTAL 62,834 * 9,493* 2,642 : 479 75.448
* exludes 1992 figures
Souree : BOI (primary data)
Table 4
Cost of Infrastructure Development
KEPZ BEPZ KGEPZ,
(Rs.M.n.} (Rs, M.n.) {Rs. M.n.)
Land 16 36.5 49.40
Site Works ik 55.0 28.62
- Roads 275 113.0 95.52
Water 74.0 123.0 22:72
Electricity 88.0 46.0 T70.88
Sewerage, Treatment & :
collection system S 120.0 39.04
Telecommunications : 122.0 10.5 -
Buildings 29.3 42.0 -38.30
Others 36.8 45.0 46.35
TOTAL 424.0 591.0 381.03

NB: All of the above figures are at current prices.

Source : Engineoring Department of BOL

enterprise reaches higher production
levels the demand for pdckdglng
increases.

Corrugated Cartons are used as
packaging by scveral enterprises. And
there are several local manufacturers
producing this type of packaging. Sup-
pliers have in most cases been able to
meet quality standards. In addition

the National Paper Corporation is the
main supplier of Cardboard and Craft
Liner, also required for packaging.
The price offered by the Paper Corpo-
ration is said to be competitive and the
paper is of a superior quality. With the
rapid increase in  the number of
projects in the Zones however, the de-
mand for packaging hasincreased and
suppliers have in certain instances
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Impact of the EPZs on the economy

he performance of Sri La-
nka's EPZS needs to be
assessed in terms of}

(1)  Significance of EPZ Exports
vig-a-vis Exports of the country,

(i1} Impact on the balance of pay-
ments,

(iii}) Market expansion,

(iv) Inducing investment, through
promotion of foreign investment,

(v) Employment generation effect,

(vi) Technology transfer, and

(vii) Degree of linkage effects with the
domestic economy.

The Table 1 clearly indicates the
growing contribution of the BOI
approved export-oriented enterprises,
to the industrial export sector of the
entire country, since within a decade
from inception, the percentage of these
exports vis-a-vis total industrial
exports has reached a high of 42.31%.
At present, since 46.33% of the
country'sindustrial exportsoriginated
from EPZ and licensed enterprises
undue reliance has been placed upon
the EPZ producers and foreign
investors rather than domestic
entrepreneurs.

Ratio of investment to exports

In Table 2 the ratio of investment
to exports is analysed. The analysis
gives some idea of the kind of return on
investment which is achievable by the
zonal enterprises. Possibility of high
returns on investment is one of the
reasons why foreign investment and
location in EPZ is so attractive to profit
oriented/expansion oriented enter-
prises. :

From the Table 2 it could be seen
that for the first 5 years a single unit of
investment did not yield satisfactory
ratios of exports. However, in 1983/84
the break-even point beilween

- Ms Y. Schokman & R de Alwis

EPZ Exports as a % of Total Industrial Exports (in Rs. Mn.)
Year Total Industrial EPZ Exports % of Total
1978 1,944 s :
1979 s 3,737 152 4.07%
1980 5,955 529 8.88%
1981 7,456 1,163 15.60%
1982 8,271 1,655 20.01%
1983 8,821 2,419 27 42%
1954 12,917 3,553 27.51%
1985 14,295 3,827 26.77%
1986 15,878 5,396 33.98%
1987 20,004 7,534 37.66%
1988 22,674 9,644 42.31%
198% 28,470 11,852 41.68%
1980 - 41,510 17,526 42.22%
1991 50,736 22,196 . 43.75%
1992 123,157 45,130 39.89%
1993 165,647 76,741 46.33%
Source ; Central Bank Annual Reports 1978 - 1985
BOI primary data.
Ratio of Investment in Contracted Projects
te Exports - 1978 to 1891
Year Cumulative Cumulative Ratio of inv,
investment export earnings to exports
(Rs. Mn.) {Rs. Mn.) {exp. over inv.)
1978 377 - -
1979 1,003 152 1:0.15
1980 2,269 681 1:0.30
1981 2,762 1,844 1:0.67
1982 5,058 3,495 1:0.69
1983 z 6,370 5,918 1:0.93
1984 6,967 9,453 1:1.35
1985 7,167 13,280 15l 85
= 1986 7,310 18,675 1:2.55
1987 7.977 26,209 i S B
1988 Qo192 35,753 1:3.89
198¢ 10,799 47,605 1:4.41
1990 11,864 65,130 1:5.49
1991 15,266 87,218 155671
1992 40,376* 136,348 1:3:38
1983 64,465 213,089 1:3.31

* Provincial value of KEPZ & BEPZ cnly.

Source : Computed from statistics obtained from the BOL
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which the percentage of industrial
cxports exceeded that of agricultural
exports. It is also in this year that the
textile and garment sector, accounting
for 28.3% of exports became the lead-
ing export sector of the Sri Lankan
economy, overtaking the traditional
export leader - tea, which accounted
for 27.2%.

In regard to the role which the
EPZ played in paving the way for
industrial exports to overtake agri-
cultural exports, the EPZs largest
export sector ig, undoubtedly the
textile, wearing apparel and leather
products sector. From the year 1986
and 1987 onwards the values relating
to this sector, from EPZ enterprises,
taken as a percentage of total exports
of Textiles etc., are given in Table 5.

Because "Textiles" appears to be
thelead sector ofthe EPZ the point was
reached in 1989 where almost a halfof
textile exports originates, or.is
attributable to production in the EPZs.
As the methodology/technology in the
zones matures filters out of the zones,
production/exports from companies
outside the zones increased. Morcover
the years 1990/1991 were a period when
a conscious decision was laken to move
garment manufaturing units, outside
the EPZs, into provincial areas, with a
view to creating employment in rural
arcas. As these garment factories came
on stream and commenced exports, the
percentage of "BOI approved textile/
garment exports as againsgt total
exports rosc steeply from a low of 40%

in 1991, to a high 0of 92.41% in 1993. 1t -

is therefore quite apparent that BOI
approved ventures dominate the
textile/garment exports trade.

Table 1 indicates quite clearly the
role played by EPZ enterprises in the
industrial exports. Where it could be
seen that 46.33% of total industrial
exports originates from zone indus-
tries. As these products are exported
either to countries from which foreign
investment has originated (through
buy-back agreements) or to third
parties - it could be assumed that
market expansion has taken place.

Inducing Investment through
Promotion of Direct Foreign
Investment

SriLanka's EPZs were established

Tahle 5

EPZ Textile Exports vis-a-vis
Total Textile Exports

Year Total textile/ EPZ textile/ % of total
garmeit exports garment exports
{Rs. Mn.) {Rs. Mn.)
1986 9,629 4,202 43.64%
1987 12,897 5,724 44 38%
1988 14,260 6,541 45.87%
1989 17,631 8,370 47.47%
1990 25,163 10,764 42.78%
1991 33,261 13,466 40.49%
1992 44 925 29,249 65.11%
1993 60,141 55,578 92.41%
Table 6
Investment in Contracted Projects
Year No. of Foreign Investment Local Total
Units Component Component Tnvestment
inRs. Mn. asa% inBs. Mn. asa%® in Rs. Mn,
1978 30 249 58.04 169 39.39 429
1979 13 561 84.23 105 16.77 666
1980 25 1,132 T4.13 395 26.87 1,527
1981 9 261 60.98 167 39.02 428
1982 12 1,890 86.15 320 13.85 2,310
1983 10 871 72.34 333 27.66 1,204
1984 13 358 63.82 203 36.19 561
1985 i 120 64.86 65 35.13 185
1986 T 137 77.40 40 22.60 177
1987 12 360 T7.75 103 22.25 463
1988 26 951 65.05 511 34.95 1,462
1988 14 1,313 81,76 293 18.24 1,606
1990 16 881 82.72 184 17.28 1,065
1991 52 3,015 88.62 387 11.38 3,402
1992 152 16,061 63.96 9,049 36.09 25,110
1993 324 9,093 37.68 15,039 62.32 24,132
722 37,353 57.71 27,374 42.29 64,727

at a time when private sector
investment was at an all time low.
IFlight of capital, as a result of
nationalisation and protectionism in
preceding years, resulted in a dearth of
funds for investment in industries.
EPZshave been successful to the extent
that a total of Rs. 64,727 Mn. (actual
investment) has been mobilised into
the production process. Of this
investment 57% (Rs. 37,353 Mn) was
generated from foreign sources while
the balance Rs.27,374 Mn (42.29%)
was mobilised from local sources. (see
Table 6).

Thig would indicate that local
investment hasa fairly bigstake inthe
succegs/failure of many projects. It
would also indicate that while to some

extent there has been success in
attracting foreign investment, a greater
success lies in the fact that domestic
capital has been mobilised into the
industrial sector.

Asregards sourcewise distribution
of foreign investment, 57.12% of
investment and 29.31% of projects
originated from the NIEs and Japan,
while only 15.60% of projects and
14.32% of investment originated from
other major investors from the west.
(Tahle 7).

High Concentration of investment
is in the Textile and Wearing Apparel
industry.

However, within a 10 year period
(1982 to 1993) the quantum of projects
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Table 8

1. Food, Beverages & Tobacco

9. Textiles, Wearing Apparel
Leather Products

3. Wood & Wood Products

4,  Paper & Paper Products
Printing & Publishing

5  Chemicals, Petrolenm, Coal
Rubber & Plastic Products

6. Non-Meneral Products

7. . Fabricated Metal Produets
Machinery & Transport equipment

8  Manufactured Products
8. Bervicea

Total

Sectoral Classification of Contracted Projects in EPZ & Licensed Enterprises
Units Total Tnvestment
a8 at 31 Dec. B3 (end "B2) (31 Dec. 93) (End '82)
{cumulative) (cumulative) (cumulative} {cumulative)
Nps. ) MNos. % Ra.Mn. G Rs.Mn. %
53 U T.83% g | 1.12% .3,355 H.23% 243 01.69%
124 17.15% 39 43 82% 11,094 17.13% 7,702 21 B8%
14 1.94% 1 1.12% 437 0.67% 8 0.02%
8 1.24% 457 0.71% 163 0.43%
53 8.71% 12 13.48% 3,449 5.33% 2,584 T.335%
61 8.44% 11 12.36% 2,856 4.468% 1,838 5.22%
20 2.77% 4 4.49% 1,106 1.17% 544 1.55%
118 16.44% 18 20.22% £,273 9.69% 5,241 14 .89%
260 35.86% 3 3.37% a5,7710 55.23% 16,8949 47 98%
723 g 64,766 35,207

to prevent worker unrest. As a result
unionism was minimal and workers
were only able to negotiate for benefits
and better conditions through
enterprise-related joint consultauve
committees.

. As regards EPZ and licensed

- énterprise contribution to overall

employment, one year after Sri Lanka's

first EPZ was established, contribution
to total employment stood at 0.16%.

Over a five year period this
increased to 0.87%. by 1993, this had
increased to 2.35% oftotal employment
of EPZ and licensed enterprise
contribution to employment in manu-
facture is ‘more significant. From
contributing 1.73% of employment in
manufacturein 1979, EPZ and licensed
enterprises increased their share of
employement to 8.76% by 1985. By
1993, 17.85% of employment was in
BOI approved manufacturing projects.
The trend shows an inreasing number
of job opportunities in the export
oriented manufacturing sector and
increased reliance on foreign owned
subsidiaries for employment provision.

A total of 122,165 persons have
obtained direct employmentwithin the
EPZs and if indirect employment at
the ratio 1:2 is considered a futher
244,330 persons would have received

indirect employment benefits. In this

way it could be said that the gover-
nment's objective of generating
employment has been achieved.

: Trﬁ_ns_fér of Teclino]dg‘y

The technology spin-offs resulting
from zone activities are expected to
have a positive impact on the domestic

economy. However, the predominance .
of low technology, labour-intengive =
industries such as garments ‘and

developing world - provides limited .

opportunities for upgrading the level
of local skills. Knowledge - intensive
activities which provide opportunicies
for the adoption of sophisticated
processes of production would lead to
an advancement of knowledge, ex-
pertise & skills. The formation of
manufacturing facilities of thig nature
would however be in conflict with the
employment objectives, since the
adoption of more advanced production
process and techniques would entail

the employment of fewer workers,

partficularly in the unskilled and semi-
skilled catergories.

Given the dominant position
occupied by the garment industry,
particularly in the formative years of
the first EPZ, it could be stated that
the transfer of know-how would have
been in the spheres of management

skills, quality control techniques and
marketing. Subsequently however,
with setting up of a wider range of
industries in the EPZs, a fairly high
degree of automation has been
introduced - as it is evident in the
textile, gems and rubber and plastic

~ industries.” .

~ An examination of data on em-

. ployment distribution according to
_ .. skills indicates that 3/4 of the workers
assembly of electronics in the initial .
stages of EPZs - particularly in the -

both within & outside the EPZs aréin
the semi-skilled, unskilled and trainee
categories - a reflection of the leve] of -

- skills of the majority of work force. -
However, the training programmes = .

initiated by zone enterprises both in

Sri Lanka and abroad has led to the '. o

progressive build up of local
counterpart skills. Furthermore, the
movement of gualified and trained
man-power from zone enterprises to
non-zone enterprises could be regarded
as an indicator of the intra-national
spread of techniques and skills.
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Female Labour Force at Katunayake Export
Processing Zone : Social Impact of the Coping

Behaviour Patterns
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overtime in order to supplement their
poor salary. A recent study shows that
for many workers their overtime
amounts to approximately 20 percent
of their take home pay. Because of the
need to work overtime, by the time
many workers leave the factory com-
plexitis arround eight o'clock at night.
Even though the mainroads arelit, the
small path leading to boarding houses
arealways dark. Inthese area the girls
are very often molested.

In factories where the supervisory
grade consisls of males, working girls
come under various kinds of pressure.
The main causc of their utter helpless-
ness and their inability to resist all
kind of demands made on them by
management stems from the absence
of trade union within the Free Trade
Zone. The prohibition of trade union-
ism, though not written, is understood
by everybody who has anything to do
with the Export Processing Zone.

Traditional trade unionism has
made no efforts to organize within the
Free Trade Zone. They have not even
challenged, openly or covertly, the
deprivation of the right of workers to
organizethemselves tosafeguard there
rights. Traditional trade unions have
not seen the situation as a problem. Is
this because traditional trade unions
in this country are more interested in
playing second fiddle to national politi-
cians rather attempting to safeguard
and win rights for workers? Because of
the existing situation, even among the
workers in the Free Trade Zone who
have a highlevel of educational attain-
ment, the awareness of their rights is
extremely low. Less than half the
workersin the Export Processing Zone
are aware of the existence of labour
laws which provide them with protec-
tion from exploitation.

The result is that the overriding
fear of losing their job becomes the one
guiding factor which governs their be-
haviour at the factories. Very often
workers are not given letters of ap-

pointment and they can be discontin-

ued at will by management. (Sri Lanka,
p.295) Because of this situation, when
faced with harragssment in the factory,
they are either compelled toleave their
job and lock for placement in ancther
factory or to accede to the demands
made by male superiors.

One way which the female em-
ployees have found to deal with this
gituation is to have a "boyfriend" who
is capable of protecting them from any
sexual demands made by fellow male
workers or supervisors. This may be
another reazon why personnel from
the armed services play a leading role
as boyfriends to factory girls.

Allocation of overtime work is an-
other weapon which management, su-
pervisors and junior managers use to
control the female workforce. Almost
all the female workers like to do extra
hours ofovertime each week in order to
supplement their meagre salary. How-
ever, overtime work is notevenly spread
throughout the year in any factory.
Sometimes, management is forced to

" use as many hours of overtime as

possible in order to meet deadlines on
overseas orders. At other times, the
number of available overtime hours is
inadequate to distribute among all the
employeesin order to meet their expec-
tations of overtime.

In both these instances, manage-
menf use overtime as a weapon to
control employees: by forcing them to
work more hours than they can cope
with, by giving them fewer hours than
they desire, or by not giving them any
overtime work at all. Consequently,
workers dre forced at all times to oblige
management in order to retain their
employment and to earn enough money
to survive.

In summary, there is within the
Katunayake Free Trade Zone concen-
tration of around 60,000 or more fe-
male workers, aged, in.the main, be-
tween 18-25 years, who are extremely
poor, whose parents expect some form
of support from them for their families,
who are herded into boarding houses
which are no better than cattle sheds,
who work more than ten hours a day,
who are sometimes forced to work a

second shift and who are being ex-

ploited economically and physically by
factory management as well as by the
rest of the community. :

Leading on from this summary,
the question is posed: how is the restof
the community affected by the presence
of this large female labour force among
them? One might wonder why there 1s
no protest from the general public in

the region of the Katunayake Free
Trade Zone with regard to what is
happening. The answerisobvious. The
community around Katunayake has
derived enormus economicbenefit from
the presence of the workforce.

By the end of 1989 there were
more than 1200 registered boarding
houses in the arca surrounding the
Free Trade Zone. Running boarding
houses for working girls has become a
major economic activity in the area.
Most boarding houses earned more
than Rs. 6000 a month in early 1990 by
renting mere sleeping space to working
girls. '

Apart fromboarding houses, many
bazzars, boutiques, cheap eating
houses, grocery shops, tailoring shops
and numerous other centres of eco-
nomic activity which are directly re-
lated to the presence of female workers
have sprung up in the area. Building
activity is extremely high as more and
more boarding houses are made avail-
able for worker's accommodation. Ad-
ditional economic activities are also
generated such as musical evenings
which take place almost every week-
end.

The current average income of
workers, including overtime, is sup-
posed to be approximately Rs. 2000 a
month.

According to the latest official fig-
ures, there are over 70,000 female
workersin the Katunayake Free Trade
Zone. When these two figures ofincome
and workers are put together theylead
to an estimate that the working girls,
by their very presence in the area,
generate economic activity to the tune
of Rs. 1.4 billion a month. It is known
that approximately onethird of the
working girls send a small remittance
of about 20 percent of their income to
their parental families. However, even

- with this amount deducted, the eco-

nomic activity generated within the
area of the zone is in the region of Rs.
1.2 billion a month.

No comparative statistics are nec-
esgary to establish the economic pros-
perity which the resident community
derives from the concentration of fac-
tory workers in their vicinity. A visual
comparison of the area surrounding
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EXPORT PROMOTION ZONE

— an Entrepreneur's view point

Economic Review : The Government of Sri Lanka has

Neil

E.R.

N.U.

been giving foreign and local investors many incen-
tives and supports to enable them to enhance their
performance in the production and processing of
goods for export. Given all these facilities and advan-
tages, do you still experience any difficulties , any
problems?

Umagiliya: In 1977 when the Katunayake Zone
was established its main scenario for the foreign
investor was that it was to be a one stop shop.
Actually this was so till about two or three years ago.
Two years ago when the Board of Invesment was
formed, the whole country was said to be a Free
Trade Zone and these facilities were given to very
many investors. Consequently, the entire concept of

the Free Trade Zone got eroded. Everyonewasa BOI

concern and every one had all the facilities. The old

investors who were there i.e. the real foreign inves-

tors found that the Zones had got neglected. This was
about two years ago, but all this has now beeu
corrected.

In those days when you said you were a GCEC
enterprise person everyone took notice of you - when
1.say everyone, I am reffering to other governmental
authorities. There was then no question of our being
monitored except by the GCEC, now the BOIL. But it
is different now, we have too many masters; the
Labour Department, and Immigration and Emigra-
tion asking us so many questions. Fortunately, the
Customs does not come into it any more. So the old
foreign investors in the Zone were greatly inconven-
ienced. But corrective action has been taken in the
last six months, and we feel things are gettlng back.
to normal. Let's wait and see. :

Are you satisfied with the operational autonomy
given to you and the removal of regulatory meas-
ures? Have the Zone authorities been quite supportive
of your business promotion activities?

We are more orless free I would say, and there aren't
so many constraints as such, and wherever there

E.R.

N.U.

ER

N.U.

ER

1

N.U.

E.R.

were constraintsin the past, we were able to speak to
the authorities and get them resolved. The authori-
ties have extremely responsive to our requests.

Does a suitable business climate exist now in Sri
Lanka, making it gquite conducive for industries to
flourish specially those with foreign investments?

Yes. Of course it is a very relative thing when you
speak of suitable business climate. For some it may
be suitable, for others it may not be, butin general for
aforeign investor interested in a genuine business to
make profits and to give something back to this
country, I think it is very encouraging.

We have been having experience of Export Zone for
about sixteen years now, we should be able to attract
foreign investors. Regarding our Zones, how far have
they been able to compete with other Zones in the
world. What do you feel about this?

When you talk of attracting foreign investors and
when you ask about the competitiveness of this Free
Trade Zone compared with the other Free Trade
Zones, the foreign investor looks for a number of
things. The most important is the political and eco-
nomic stability of the country. Also labour rates, the
labour laws, legislation, industrial relations, busi-
ness climate, and so.on. In the past there has been
political satability, and economic stability, there has
been basically industrial relations stability, labour
rates I would say have not been rising, and have now
levelled out. Soifyou are talking about our competitors
like Bangladesh and Vietnam yes, their lahour rates
are very much lower now. But their infrastructure
facilities may not be as good as ourg, especially
Vietnam, you know is getting a lot of investments
from outside which were supposed to or should have
come to 3ri Lanka. The large investors go there. Even
Bangladesh, if you look at the garment 1ndustry of
that oountr'y, 1t is far ahead of ours. ¢

Certam mvestors who were to have come are said to
have gone elsewhere, why is that?

Quota reasons, and cheap labour, and also one thing
that we lack very badly management and middle-
management skills. It's a big problem.

I beleive, our training institutions and universities
and other places were unable to produce a sufficient
number of these grades.
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Banks' Finances & Insurance
Manufacturing
and Hotel & Travel

Many largeinvestmenis havebeen

madein these sectors and theseinclude
FEden Hotel Lanka, Blue Diamonds
Jewellery Worldwide, Royal Ceramics,
Vanik and Seylan Merchant Bank.
These companies are likely to do very

well in Colombo's Bourse in the years:

ahead and their stock prices are now
going at give away rates. (See Table 1)

Blue Diamonds Jewellery has
rewarded astuteinvestorswith arecent
bonus issue of 1 for 10 and a rights
issue of 1 for 5 plus a 5% dividend.
Sampath Bank Ltd which had initial
teethining problems has heen able to
sweep through with very good company
fortunes; its profit after tax for 1993
wasRs. 85.3 millionin 1993. Vanik has
also been able to impress investors
with an amazing profit after tax of Rs.
52 million for the year 1993. Eden
Hotel will be Sri Lanka's second "5 -
star" on the coast line. The first "5 -
star" resort hotel was Ahungalla Hotel

in 1978.

Share Swaps

o This is an emerging new trend in
. 8ri Lanka. Swaps are preferred over
 amalgamation of companies which

- usually result in the closure of one of

- the companies. One of the first swaps -

‘to be done was between Forbes &

' Walker Ltd and the Ondaatje

 Corporation of Canada. More swaps
. are contemplated and these include
those of Ahungalla Hotel and Aitken
Spence Hotels Ltd where shares in
_ Ahungalla were swapped for shares in
" Aitken Spence Hotels Ltd in:March

“this year. Others tofollow would include -
shares in Nestle Lanka Ltd for shares.

inCeylon Nutritional Foods Ltd. Asian

swapped for shares in Trans Asia
Hotels (Ramada) and shares in Hotel

Services Ltd‘.-(Intércontinental')'.'_ B

Global Depository receipts

An entry mode for Sri Lankan
companies was discovered in 1893
when John Keels Holdings Ltd took
the initiative by listing its stock in the
Luxemberg Stock Exchange. Through
_ this instrument it was able to raise a

-4

Table 1

Performance of selective new issues
Sr_ock Primary Market Secondary Market

Iniue Size of High Low Closing

Price _ Issue (Rs} (Rs) {Rs)

(Rs) (Rs. Million) (3/56/94)
Blue Diamonds 12.00 108 45.50 9.50 39.75
Vanik 20.00 170 110.00 58.00 67.00
Seylan Merchant 15.00 57 53.00 20.25 26.25
Eden Hotel 10.00 70 36.00 15.00 20,75
_Roy_al Ceramic 30.00 192 49.00 35.00 '_42.50
Source: Forbes Research.

Table 2
Market Parameters

Ttem 1992 1993
GDP growth in real terms (%) 4.3 6.90
CSE All Share (December close) 605.31 978.97
CSE Sensitive (December close) 826.57 1442.44
Turnover per day (average for July-Dec) Rs. million 14.56 121.17
Total turnover (Rs million) : 5.07 : 18.57
Market Capitalisation (Rs. bllllonJ 66.20 i 123.78
Market p/e ratio 12,62 - 19.56
Number of listed companies 190.00 201.00

Source : CSE Fact Books 1993 and Central Bank Annual Report 1993

sum of Rs. 1.5 billion in foreign equity

funding to finance its expansionary

programme, re-pay loans and investin -
strategic areas of actlwtles such as the-

hotel sector.

Rnsk and Beta Factors

Academlcs will tell you that a
p]ausible measure of rigk is to

determine the beta factor of stocks.
Certainly, local equities have enticed -
_investors with very high beta factors.
Stocks which yielded high returns
both in 1993 and 1994 include NDB, . -
.. Ceylon Holiday Resorts, Kelani Tyres,
. Richard Peiris Exports, Hayleys
Hotel (Oberoi) shares may also be

Exports, SBampath Bank, Union

Assurance, MerchantBankand Ceylon e

Gra_m Elevators.

Performance ofthe Conglomerates

In the Trading sector Hayleys Ltd
which has a diversified and a vast
industrial base passed through a phase
of modest performance during the year
1992 therefore a growth in earnings

of only 5% is anticipated for the year -

1993/94, The reason attributed to a

ﬁnf-y FH

40

slowed growth in earnings has been
the recession in Europe and America

" which have been major markets forthe
. groups exports.

~ John Keells Holdings Ltd has
grown even bigger due to the

“acquisition of the Whittalls Group in

1992, Itsreal estate base saw amassive

* riseafterthe acquisition of the property

belonging to Galaha Estates in 1980.

: The Group's main interest is in the

_ Services Sector of the Economy

©  particularly Leisure. The earnings

. growth for 1993/94 wxll bein the range
. of 25% b0 30%.

Altkel’l Spence & Co. Ltd is conti-

' nuing to consolidate its stake in the
- leisure sector and in viable areas such

as inland container handling and

"ghipping.

- Forbes Ceylon Ltd will offer to the
public a stake in the company. The
total issued capital will be the highest
once listed. A year ago the Forbes &
Walker group listed one of its
gubsidiaries namely Soy Foods (F & W)
Ltd.

T
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The Cerlinco Group hee heen
conaclidating its powition in the real
catate mpactor, merchant banking,
commeartibl bankibg and the dinmond
cvotfing industry. Heylan Bunk has
poslesd 3 profit after tax of Ha 114
millien while Blue BHamonde Jewellery
Waorldeide Lid has pmbr.d r profig
aftertnxof Bs, 36,3 million. The nevwest
additirm to'its chain af Hated frve in
Lhe bonrae is Caylinen Beeuritios Lad.

Ceylon Tebacen Olo Lid has bean
downaizing operationg coutting down
aparatione, confining itaslf ta ils core
stlivities wuch na tobacco cigaretoe
menufacturing and financisl serviees,
(T Bngle Insurance Co. Ltd is leading
the privnte sootor owned ineurance
business Lhrough the intredustion of
innovative lhsucasee products,

Froperty Developmeni

The largest B project is the
construction of the high rise building
in Echelon Bguars by (veryens Bopkty
which is sxpocted to be completed in
the vesr IBRT. A massive amaount of T3
& 20,000,070 bas been raized via the
gbock marlet, The instrument sold wrere
cumulative convartible unsecured bnan
alocks.

Markat for Corpurate Bonds

The markel for corporate bonds is

Coird, from page 37

ER. Thedepensse,Ithink, are moreinterested in invest-
ing i deveoloped countiley, isn't thit ap?

M. Ther ares alagintaresled in plyees ke India_becaues
the Inonl markes iz vecy big. They arg eonecotraEng
um Lhe Ioenl markecs of thode counbries.

EH. What i3 yrur vpinion on the stepe that should be
taken for the fwither development of the Expert

Zomea? Your peneral comments and auggeationg.

M. The Katunayake Zomeis run very well. Basically we
have ni hig industrial reletions prabloms, The BOE
afficiala are rlui.ng' Aan um::ﬂll-:-nl:.jnh u'Frrl.-;m'itnrj:rtg Lh
Zoma, Bven durcey the hedghl of 1938 insurgency, we
in thia Zone, worked everyday. The Fake was never
ulfected, thet iteslf gave a loc of confidencs to the
lorelgnecs that the Zones ara very securs, That is
mﬂEt-iJ]lpﬂ-rlu.nl:. b :LE'_1.'1.|-1.| hove dedicated officers like
this, if the infrastructuve s pocd and isduatelal
relnbiong gre stable, there is no resgen why the
Export Zonas should not be extremely succesasfil.

E.K- The Only problem is thot thare should be develop-
menl of Lhe infrstretosrs focilities.

juet picklag wp in 8ri Laokn,
Dohbentures have aplready heen
rackngad and eald by Mottalm Cement
and Helnani Tyrea, The smaller isanss
were Made by Chomaner and [£100
srme Fears ago. The now trand s shart.
Lerm inzstrument where Bank of Ceylan
and MEWSL have taken the initiative

by selliong enmmerrial paper.
Treasury Billa

Trepeury Bills which will ¢ e
atually become the invostment
comuriodily of the ordibecy investor
saw & majee fall in the months
Movember 19938 to March 1994 with
rates falling fram 19, 2% Lo 13.2% for 3
month T-Bills, The reasen attributed
for the dedline wae to keap privete
sectnr bortowing ratea low after
lobbying by Chambers. The ratas are
oow nner AERin on the dse and eoald
reach 18% por annus fe 3 month T
Billa. Withholding tex has been tnénlly
rermved far thess invesmanta.

Infrastructure

The capital markst has geen n
major impetus with the impla-
mentation of the CDS. This syaem
pmn'lduuuhwkann'}raj'ammmpln:iug
the maboal system that was in
cxistence elnce incoption upto June
1882, Tha trading floor of the CSE has
ulsn devisad 8 two parttickat syetem Lo
enable speedy trading.

mdment?

Peoplisstion

Peoplikstion in respect of several -
companies hawe wlready been
enceeaafially carrled out. These ineluds
those of NDB, Kelani Tyres, Pagodn
Textile, Huthoss Motors, Bogala
Graphits, Diatilleries, Coyion Chopen
nnd Peoplea Merchant Bank.

Catlank for the market ln the
yvear 1906 anwards

Much dependa on governmenc
wlicy. Sotar the lngredients have bean
in ploge. Achieving NIC status hps
been discussed at saveral foras. With
thie it fheu it i TeRsonAble to 2990 me
that 8 share owning demecracy will
peraist whersly capital can betapposd
from the pubdic and put into producta
ume perhapa with a view to making re-
imvesment of pa much a8 7% SO or
maore. [norder to encourapge this the
incantives for invesments muost he
mads svailable aod growth encourapged
whilst eneuring & stuble cconomey.

o

S B0 e A b, B
s
s
s
e

e

o

.

e e

e

M
e
>
5
n
«
R

“
<
R

o R

A
e

T W e
Sl e
R ey

=
S S e R L
R

N el
e

——— e

N And divisive polities should be kept out of the woerk
placey pg far ag pocatlile.

E.R. Ius there n problem of political inkerference at the

M.IT AL the moment, Mo, Abaslutely N, Thers are no
palitica] trode unione in the Fones, butthers pesjoine
Consultative Couneils in svery frm. They ore vory
euecesaful. That is why although we have had sirikes,
they mre not politically motivated ones. Ite uptoe the
autharitie toass ifeertain companies are nok peevid-
it bueeic facilities, and for them ko toke corrective
BCtion befnre a third part ean comne in nod speak on
Tbehalf of the sork fore,

E.R. There is  clear diffsrenece betwean trade undoos
alsewhers and these Joint Oommitteess,

N.O. Ifpou have s comtinuing dislogue with pour childres,
thoy will never go astray snd this will be an ecampla
o cthers a3 well. Tt s Hke that with the work forcs.
When they kmow they have some person or persons
in the wetablishment they can tall to abd troat, they
will nat ook elsewhers for laaderahip.
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The Economic Review in its nineteen years of
publication has provided a forum for discussion

on contemporary development and international issues,
and has recently produced several issues covering
important topics: =
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Economic Recession : £
: * Human Resources Development s
" * Economy of Sri Lanka °
Private Tuition in Sri Lanka

*

The Economic Review /s available in all | -
leading bookshops and People's Bank . el 8 3
branches island-wide ' 20

Price per copy: Rs.15/-, Annual Subscription: Rs.180/-

Foreign "Subscription: '
South Asia - USS 24, Scuth East Asia & Africa - US$27 :
Japan - US$ 30, Rest of the World US$ 33

Cheques/Money Orders should be drawn in favour of
People's Bank - Economic Review and. forwarded to

Director of Research, Research Department,
People's Bank, Head Office, Colombo 2,
Phone : 436940 , 327082
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