TEN MINISTRIES RECEIVING LARGEST
1989 ALLOCATIONS AND POSITION OF
LAST THREE YEARS

BUDGET

o e ¥

1989

s
5

i e [

% : s 2 % T Ereed poond owed wnend reveen _peeden oo i
SRS oaETEnERRREg R 28 304 15 16 1718018 20 21 22 28124
EXPENDITURE ALLOCATIONS BY MINISTRIES - 1989

A People’s Bank Publication

MINISTRY

1.
2.
3.

4,

S.

8.

7.

8.
9.
10.
11.
12.
13.
14,
15.
16.
17.
18.
18.
20,
21,
22,
23,
26,

Finance

Defence

Public Administration Prov.Councils
& Home Affairs

Education,Cultural Affairs & Information
LandgIrrigation & Mahaweli

Health & Women's Affairs

Transport & Highways

Power & Energy

Labour & Social Welfare
Agriculture,Food & Co-operatives
Posts and Telecommunications
Housing & Construction

Higher Education,Science & Technology
Policy Planning and Implementation
Plantation Industries
President,Prime Minister,Judges etc.
Justice & Parliamentary Affairs
Foreign Affairs

Fisheries and Aquatic Resources
Youth Affairs and Sports -

Trade and Shipping L

Textile & Rural Industries Developmen
Industries )
Tourism

»




RUPEES 000 MILLIONS e
70 I I [

MONEY SUPPLY |
Monthly >

1“—60

EXTERNAL BANKING | .
ASSETS (NET) —an
Monthly

ECONOMIC

INDICATORS

000 Mn

I o e
1986 1987

- 1985

BUDGET DEFICIT
50 &

FOREIGN AID
(1980 - 1989)

GOVERNMENT REVENUE & TAXATION
(Rs '000 Mn)

S}
Total Revenue

40

10 f

Excise on Liquor
Export Duties

- Excise on Tobacco

1989

1980 1982 1983 1984 1985 1987 1988 1989

1981 1986

: Estimates of the Revenue and Expenditure

Source: Central Bank of Sri Lanka OF[the’Covepment [of SELLADkS Selo0d

- & Budget Speech - 1989

COMPOSITION OF GDP
1978

51.2%

1968
SER (45.3%)

1988
49.8%

3.6%
4.6%

14.6%

SER = Sexrvices CONS = Construction
AGRI = Agriculture M & Q = Nining & Quarrying
MANU = Manufacturing

Source:

Central Bank of Sri Lanka

Review of the Economy & Economic Survey 1988




[ECONOMIC
REVIEW

Volume 14 Number 12 : March 1989
CONTENTS
Fublisted by the People's Bank, . FEATURES ; v
Resas o :h Dapartment, 3 g
Head Cffics : Sunimal Fernando et al 2,5 Thrift and credit co-operative societies in Sri uanka
Sir Chittampalam A, Gardinar Mawatha, : and the question of the appropriate economic back-
Colombo 2 : ground of its members
Sr: Lanka : : :
Darin C. Gunesekera 27 The provision of capital to stock exchange listed
companies
Lisa Swenarski 30 Peru’s model self-help town
* Third World Network 32 Adverse ecological and social impact of large scale

eucalyptus planting

SPECIAL REPORT
3 BUDGET 1989

»

SOEESN N s s

S. Tilakaratne 6 The making of the Budget
Samy M. Pasupati 8 Taxation measures of Buuget 1989
‘Trade Chambers 15 Views on the Budget
Bernard Soysa : i6 Budget 1989 - An pvervi_ew
| ‘ 17 The Budget and Janasaviya
H.N.S. Karunatilake 18 Janasaviya and E}nploymgnt

Asoka P. Munasinghe 19 -The role of co-operative societies under the Jana-
' saviya Programme

) 20 People’s Bank investment support for Janasaviya

Programme
Lakshman R. Watawala 23 Janasaviya production units - A scheme for sub-
contracting
o
SRR R o ts S e e S
OMIC REVIEW is intended to ' 2
cowledge of and interest in the > 3
nd economic development NEXTISSUE
ss by a many sided presentation of 4 ’ . .
views & reportage,facts and debate. % Gri Lanka’s Ready-made Garments Industry: It’s rapid growth, present
THE ECONOMIC REVIEW is a community problems and future hopes

service project of the People’s Bank, *
Its contents, however, are the result of ’

editorial considerations only and do * The rising costs of agricultural inputs in the 1980’s

not necessarily reflect Bank policies or

the official viewpoint. Signed feature (The source for data in our cover diagram is the “‘Estimates of Revenue
articles also are the personal views of the and Expenditure of the Government of Sri Lanka 1989”.)

authors and do not represent the

institutions to which they are attached. COVER DIAGRAM

Similar contributions as well as ‘

comments and viewpoints are welcome, Sepalika Fér:nando

THE ECONOMIC REVIEW is published
monthly and is available both on
subscription‘and on direct sale,

Research and Development links with the productive sector in Sri Lanka

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




Rs'000 Mn Capital
52,0 : J107.3
49.2 |85.4
44.1 70.3
REVENUE ua EXPENDITURE
DEFICIT
(Rs*000 Mn)
,36.2
2e0@eE)E) ) O

BUDGET 1989

The main thrust of the Finance Minis-
ter’s Budget Speech on March 16 on be-
half of the new government, was focuss-
ed on the implementation of President
Premadasa’s “’Poverty Alleviation Prog-
ramme”’. In a departure from tradition
the entire Budget Speech was completed
under 60 minutes. The usual review of
the economy, which comes as a pream-
ble to the proposals was tabled as a se-
perate document, prepared by the Cen-
tral Bank of Sri Lanka titled “Economic
Survey 1988’’. The Minister referred to
a “‘new vision’’ that has ““awakened the
whole country to tread a new path”. He
emphasised that it was his “‘sincere en-

- deavour to reflect this new vision and to
address the aspirations of the common
people through this first Budget of this
Government”’,

A theme of the Budget Speech was
“the_ factors that contributed to an in-
creasing impoverishment and malnutri-
tion among our people. As a result, the
productivity of the poor has steadily

=

_declined with a colossal waste of our
precious human resources. This waste
cannot be measured merely in economic
terms. The frustration and discontent-
ment in the society that we see today
have arisen from this deprivation of .our

" people and militates against social stabi-
lity and peace”’.

The Minister emphasised that ““it is to
redress this imbalance in our economy
that His Excellency the President has
emphasised that the main thrust of the
country’s development programme in
the next two years would be on the alle-
viation of poverty and the creation of
village based . self-reliant organisations
and small production units which would
help to increase the productivity of the
poor through creation of new employ-
ment opportunities This marriage
between the big investors and the small
producers will increase production, cut
down on overheads, reduce inflation
andgeneratesustainable employmentand
will also be the surest way to accelerate

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

the development of our remote and
backward areas. This is the essential phi-
losophy behind the Janasaviya Program
me”’.

The Finance Minister maintained that
the essential elements of the “new vi-
sion” of the President were the restora-
tion of peace, enforcement of discipli-
ne and alleviation of poverty and it was -
his endeavour to reflect this new vision
through this Budget. But two important
factors that have to be considered, (as
pointed out in the following note on the
Budget by Dr.S Tilekeratne) are the de-
terioration in the economic situation in
1988 and the economic and social prob-
lems that have spilled over from pre-
vious years. The success of the new lead
programme will no doubt be closely re-
lated to how successfully the impact of
these problems are overcome. The mi-
nus factors in Sri Lanka’s economic per-
formance of 1988 clearly outway the
gains, according to the Central Bank’s

.review. The adverse circumstances con-

fronting the economic, social and poli-
tical situation in the country had led to
g serious deterioration in the budgetary
position, an excessive growth in money
supply, an escalation of consumer price
levels, and unfavourable trends in the
balance of payments, with external re-
serves continuing to fall heavily. Also,
the significant bias in the economy to-
wards services as against production,
worsening of relative income distribu-
tion in favour of the highest income
earners, a rise in external indebtedness,

the growth of a considerable ‘black’
economy and a sharp rise in defence ex-
penditure are all factors to be contend-

ed with.

In preparation of the Draft Estimates
of Expenditure and Revenue priority
‘has been given *o provision for the Po-
verty Alleviation Programme. Total bud-
geted expenditure for 1989 reaches Rs.
108,103 mn, the highest on record and
nearly 30 percent more than the pre-
vious highest expenditure of Rs.82,923
mn for 1988. Of the Budgetary Expen-
ses of Rs.108 bn, about 55 percent: is
earmarked for Recurrent Expenditure
and the balance for Capital Expendi-
ture.

Of the total Budgeted Expenditure as
much as 44 percent,amounting to Rs.47
bn, is allocated for the Ministry of Fi-
nance. Approximately 50 percent of
this (Rs.23.6 bn) is allocated for the
Public Debt, covering payments and re-
payments on loans. The other major al-
locatjon.close to 10 percent of total ex-
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TABLE 1| - ESTIMATES OF GOVERNMENT EXPENDITURE 1987 - 1989

penditure,is Rs.10,000 mn for the Pov-
verty Alleviation and Nutrition Prog-
ramme; and Rs.8,500 mn for Financial
Assistance and Special Treasury Services
and Expenses. In addition there is an al-
location of Rs,4,600 mn for Rehabilita-
tion and Reconstruction.

The next highest vote, of Rs.8.9 bn, is
for the Ministry of Defence. The percen-
tage of total expenditure for Defence
has come down to 8.3 percent in 1989
as compared with 11.5 percent in 1988
and 16.8 percent in 1987. These two
lead Ministries are followed by the Mi-
nistry of Public Administration, Provin-
cial Councils and Home Affairs 6.3 per-
cent: and Ministry of Edugation, Cultu-
ral Affairs and Information 5.9 percent.
In fifth position is Lands, Irrigation and
Mahaweli Development with 5.0 per-
cent; though this Ministry was earlier in
third position, taking up 8.7 percent of
total expenditure in 1988 and 11 per-
cent in 1987.

The other 5 main Ministries,where allo-
cations exceeded Rs. 2 bn and were over
2 percent of total expenditure, were
Health and Women’s Affairs 5.0 per-
cent; Transport and Highways 4.9 per-
cent.; Power and Energy 4.7 percent;
Labour and Social Welfare 2.7 percent;
Agriculture, Food and Co-operatives 2.5
percent; and Posts and Telecommunica-
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HINISTRY 1987 1988 1989
EXPENDITURE % |EWPENDITERE % |EXPENDITURE %

{Rs.Mn.) {Rs.Hn.) (Rs.Hn, )
1 MINISTRY OF FINANCE 21,270.3  30.3 | 33,4169 - 40.3 | 47,239.1 444
2 MINISTRY OF DEFENCE . 11,519.9  16.4 9,372.7 - - 113 §,917.8 8.3
3 KIN.OF PUBLIC ADMINSTRATION PROV.COUNCILSY HONE AFFAIRY  4,23%.4 6.0 4,591.9 5.5 6,797.5 5.3
4 KINISTRY OF EDUCATION,CULTURAL AFFAIRS AND INFORMATION|  4,558.0 6.5 4,929.3 5.9 6,359.5 5.9
5 HINISTRY OF LANDSIRRIGATION AND MAHAWELT DEVELGPMENT 7,5719.5 0.8 7,074.9 8.5 5,370.2 5.0
& MINISTRY OF HEALTH AND WOMEN'S AFFAIRS 3,697.1 53 4,109.4 5.0 5,313 5.0
7 MINISTRY OF TRANSPORT & HIGHWAYS = i3 3,261.2 3.9 5,285.4 4.9
8 HINISTRY OF POWER AND ENERGY 27.7 3.0 4,132.2 5.1 5,015.2 &7
9 WINISTRY OF LABOUR AND SOCIAL WELFARE .4 6.1 106.6 0.1 2,928.2 2.7
10 MINISTRY OF ABRICULTURE,FOBD AND COOPERATIVES 1,465.2 2.1 1,559,8 1.9 2,716.5 2.5
11 HINISTRY OF POSTS AND TELECOMMUNICATIONS ,755.4 73 1,678.5 2.0 2,338.5 22
12 MINISTRY OF HOUSING AND CONSTRUCTION 1,939.1 2.8 1,744.5 3.4 1,853.7 1.5
13 MINISTRY OF HIGHER EDUCATION,SCIENCE & TECHNDLDGY 1,60%.5 1.4 1,076.1 1.3 1,539.7 1.4
14 MINISTRY GF POLICY PLANNING AND INPLENENTATION 1,251.8 1.8 1,374.6 £.7 1,301.6 1.2
15 MINISTRY OF PLANTATION INDUSTRIES 1,339.8 1.9 1,176.1 1.4 886.9 0.8
16 PRESTDENT,PRIME MINISTER,JUDGES ETC. 294.7 0.4 7.5 0.4 82,6 9.6
17 HINISTRY OF JUSTICE & PARLIANENTARY AFFAIRS §99.3 1.6 1,018.5 12 |° 0 ae%2 0.6
16 MINISTRY OF FOREIGN AFFAIRS 455.3 06 481.3 0.6 537.4 0.5
19 MINISTRY OF FISHERIES AND AGUATIC RESOURCES 40.7 0.3 212.6 0.3 443.8 0.4
20 NINISTRY OF YOUTH AFFAIRS AND SPORTS- 541.8 0.8 224.3 0.3 315.2 0.3
21 MINISTRY OF TRADE AND SHIPPING 145.2 0.2 374.2 0.5 287.3 0.3
22 MINISTRY OF TEXTILE AND RURAL INDUSTRIES DEVELOPNENT 105.3 0.2 130.1 0.2 250.9 0.2
23 HINISTRY OF INDUSTRIES 8.8 0.1 142.9 0.2 223.9 0.2
74 NINISTRY OF TOURISH 223.0 9.3 247.7 0.3 1537 o 0.1
25 HINISTRY OF BUDDHA SASANA 10.2 9.0 1.9 0.0 26.2 . 0.0
TOTAL EXPERDITURE 70,0835  100.0 | 82,895.8 10¢.0 | 107,750.5  100.0

tions 2.2 percent. Together these 10 Mi-
nistries account for nearly 90 percent of
total expenditure for 1989. Among
these 10 Ministries Capital Expenditure
was high among the 3 Ministries of Lan-
ds, lrrigation and Mahaweli Develop-
ment; Power and-Energy; and Transport

~and Highways. Recurrent Expenditure

was high for the 5 Ministries of Defence,
Public Administration, Provincial: Coun-

cils and Home Affairs; Education, Cul-
tural Affairs and Information: Health
and Women's Affairs; and Labour and
Social Services. The 2 Ministries of Fi-
nance; and Posts and Telecommunica-
tions have an almost. equal share for
both Capital and Recurrent Expendi-
ture. (See Table 1 for details).

Of total Current Expenditure of nearly
Rs.58 bn, almost half will be for sala-
ries, wages, goods and services; while in-
terest payments will take up about 30
percent. The balance will be mainly for
transfer to public corporations and to
households and for pensions.

Revenue from existing taxes and levies
amounts to Rs. 52 bn and is expected to
cover almost half the total expenditure.
The main item in the Rs. 52 bn Govern-
ment Estimates of Revenue is Rs. 38.6
hn from Taxes on Production and Ex-
penditure as against Rs.32.8 bn expect-
ed in 1988. (See Table 2).

The balance Revenue or resource re-
quirements of the Budget was around
Rs. 44.bn and was expected to be filled
through Foreign Aid 54 percent and Do-
mestic Borrowings 46 percent.

The final budgetary out turn shows an
Overall Deficit of Rs. 53 bn in 1989, as
against Rs. 3§ bn in 1988.

Recurrent Expenditure had increased
42 percent, from ‘Rs.40.7 bn in 1988 to
Rs.57.9 bn in 1989; while Capital Ex-

TABLE 2~ ESTIMATES OF GOVERNMENT REVENUE 1988 AND 1989

Digitized by Noolaham Foundation.
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Financial Financial

Year 1988 Year 1989

(Reyised (Original

Heads 1-12 Estimates) Estimates)

Rs. Rs.
Taxes on Production and Expenditure 32,838,810,000 38,579,740,000
Taxes on Corporate Income 3,120,000,000 3,175,000,000
Taxes from Non-Corporate Income 1,510,000,000 1,552,000,000
Receipts of Trading Enterprises 2,846 ,600,000 2,810,000,000
Rents, Interests, Profits and Dividends received 2,244 397,000 1,760,000,000
Sales and Security Charges 924 854,000 1,100,000,000
Social Security Contributions 177,500,000 350,000,000
Other Current Transfers 1,803,259,000 2,035,060,000
Sales of Capital Goods 50,000,000 20,000,000
Capital Transfers from Domestic Sector 1,296,580,000 67,000,000
Capital Transfers from Abroad e ——
Repayment of Loans and Advances 463,000,000 551,200,000
‘Total Revenue 47,275,000,000 52,000,000,000

3
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TABLE 3~THE FINAL BUDGETARY OUT-TURN

1988 1989 Percentage

(Rs. Mn) (Rs. Mn) Change
Recurrent Expenditure -40,716 -57,891 + 42.18
Revenue : +49,260 + 52,000 B §5.56
Current Account Surplus/Deficit + 8,544 ) ,39 1 - 6894
Capital Expenditure -44 620 -46,724 + 4.72
Overall Budget Deficit -36,176 -53,015 + 46.55
Financing the Deficit
Budget Revenue Proposals (Net) 1,910 7,020 +267.53
Foreign Aid-Loans 17,600 18,000 + 27
Foreign Aid-Outright Grants 5,000 5,600 + 12.00
Domestic Borrowings - (Non-Inflationary) 11,000 17,000 + 54.55
Domestic Borrowings -Banking 2,576 8,289 +- 2962

-

Source: Budger Speeches November 1987 and March 1989

penditure has increased by 5 percent,
from Rs.44.6 bn in 1988 to Rs.46.7 bn
in 1989.

Revenue from existing sources (as
given in the Govt. Estimates) shows a
5.6 percent increase in 1989. The Cur-
rent Account Revenue less Current Ex-
penditure Advance Accounts shows a
drop of 69 percent, from plus Rs.8.5 bn
in 1988 to minus Rs.5.9 bn in 1989.
Meanwhile, the overall Budget Deficit
in 1989 is 46.6 percent more than in
1988. . 3

In financing of the Budget Deficit, the
comparative position for these two

years shows that the largest increase of

54.6 percent is in Domestic Borrowings

In the final budgetary position of these
two years Foreign Aid-Loans shows a
2.3 percent increase; and Foreign Aid-
Grants a 12 percent increase (See Table
3).

A summary of Government Fiscal
Operations for 1979-1988, as given in
the Central Bank Review of the Econo-
my, 1987 (Table 88) shows the follow-
ing position upto 1988. (See Table 4).

The Government’s budgetary perfor-

‘mance and fiscal operations in 1988 are

very relevant to how expenditure and
revenue expectations can be realised in
1989. The following brief review by the
Central Bank shows where the major

from non-inflationary

Domestic

Borrowings

sources;
trom banking

while

sources shows a 29.6 percent increase.

TABLE 4. SUMMARY OF BUDGETARY POSITION 1979-1989

shortfalls occured and also clearly indi-
cates the trends in fiscal operations.”

" (Rs. million)

Year Revenue Expenditure Budget Financing the Deficit i
Deficit | Bank Non Bank  Foreign Foreign}
Borrowing Borrowing Loans Grants |
1973 12,730 21,521 8,791 680 3,902 2,847 1,390
1980 14,068 30,343 16,274 | 7,126 2,485 4,116 2,620
1981 16,228 31,094 14,866 | 3,917 ) 5487 2,721
1982 17,809 37,900 20,091 | 4,006 7,606 5418 3376
1983 25240 46,815 21,606 | 1,204 10,146 7478 3473
1984 37,731 35557 15,861 | 2,644 6,589 L0560 2 U3
1985 39,010 64,685 25,676 | 7,451 8,520 8,898 3,307
1986 41,644 69,715 28,071 | 2,299 9,178 Y R T S
1987 Approved
Estimates 44,115 70,300 26,185 | 3,470 7,500 11,120 4,095
1988 Approved :
Estimates 49,260 85,436 36,176 | 2,576 11,000 17,600 5,000
1989 Budget
Estimates 52,000 105,015 53,015 1-3,339 17,000 18,000 -5,600
4
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GOVERNMENT FINANCE IN 1988
Fiscal Trends

The revised 1988 estimates of govern-
ment revenue'-and expenditure reveal a
current account deficit of Rs.4,819 mil-
lion and an overall deficit (before gran-
ts) of Rs.34,553 million in 1988, In the
previous year, the current account of
the budget was in surplus to the extent
of Rs.2,585 million, although the over-
all budget was in deficit of Rs.21,749
million,

The deterioration in the fiscal position
during 1988 was the outcome of several
factors. First, government revenue sho-
wed only a marginal increase due to the
unsettled conditions which resulted in a
lower collection from a number of reve-
nue sources. Second, there were increas-
ed commitments on account of several
items of current expenditure such as
salaries and wages, the Food Stamps
Scheme and drought relief programs.
Third, advance account operations.
Fourth, large numbers of supplementary
capital expenditure programs were per-
mitted for on-going development acti-
vities. As a result of these developments,
government revenue/GDP ratio declined
from 21.4 percent in 1987 to 19 per-
cent in 1988, while total expenditure

- and lending rose from 32.5 percent to

34.1 percent, leading to an increase of
the budget deficit from 11 percent of
GDP to 15 percent.

Revenue

According to revised estimates, govern-
ment revenue in 1988 totalled Rs.
43,338 million. This was an increase of
3 percent over the previous year’s reve-
nue of Rs. 42,145 million. Total revenue
of the government consisted of Rs.
37,266 million of tax revenue (86 per-
cent) and Rs.6,072 million of non tax
revenue (14 percent). While tax revenue
reflected an increase of 6 percent, non
tax revenue registered a decline of 14
percent over the amounts received in
the previous year.

Despite the unsettled conditions in the
country, revenue collection from turn-
over taxes rose by 16 percent mainly
due to higher prices and revisions in ex-
cise duties on tobacco, the revenue col-
lection from this source showed a decli-
ne of 19 percent due ta the shortfall in
the volume of sales resulting from both

| labour disputes and unsettled conditions

ECONOMIC REVIEW, MARCH 1989



in the country. However, revenue collec-
tion from excise duties on liquor at Rs.
1,800 million reflected an increase of 9
percent mainly due to the upward revi-
sion in duty rates.

Despite a substantial increase in the
value of imports, revenue from import
duties at Rs.12,000 million registered
only an increase of 9 percent. This was
mainly due to the downward revisions
in duties on selected items such as mo-
tor vehicles, liquor, tobacco and wheat
flour and the exemption of essential
consumer items such as rice from im-
port duties.

Revenue collection from export duty
on rubber continued to improve due to
favourable price developments. How-
ever, revenue from export duty on tea
declined by 29 percent owing to a re-
duction in export duty on tea. Owing to
a decline in the value of coconut expor-
ts, revenue collection from export duty
on coconut declined to Rs.65 million in
1988 from Rs. 148 million in 1987.

Meanwhile, estimated revenue from in-
come taxes at Rs.4,825 million recorded
a marginal decline of 2 percent, largely
due to a reduction in personal income
taxes. Taxes on property transactions at
Rs.1,693 million showed a growth of 8
percent mainly due to increased stamp
duties on Letters of Credit. Central
Bank profits, interest income and surp-
lus of the Department of Telecommuni-
cations continued to be the largest sour-
ces of non-tax revenue of the govern-
ment.

Expenditure

According to the latest available data,
total expenditure in 1988 amounted to
Rs.77,891 million. This represented a
22 percent increase over the expendi-
ture in the previous year. The expendi-
ture in 1988 consisted of Rs.48,157 of
current expenditure and Rs.29,734 mil-
lion of capital expenditure and net lend-
ing.

Current expenditure at Rs.48,157 mil-
lion accounted for three-fifths of total
expenditure in 1988. Total salaries and
wages at Rs.10,671 million was an in-
crease of 33 percent over the salaries
and wages bill of the previous year. The
substantial increase in salaries and wages
was entirely due to the salary revisions
effected in 1988. The expenditure on
other goods and services at Rs.11,779
million was an increase of 13 percent,

ECONOMIC REVIEW, MARCH 1989
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and this was largely due to enhanced ex-
penditure on defence and security relat-
ed activities.

Interest payments on governmentdebt
in 1988 amounted to Rs.12,412 million.
This was an increase of 22 percent over
the previous year’s payments of Rs.

10,157 million. Interest payments on-

domestic debt rose by 24 percent owing
to both a rise in outstanding liabilities,
as well as an upward movement in inte-
rest rates, particularly on Treasury bills.
Meanwhile, interest payments on forei-
gn debt rose by 16 percent owing to ser-
vicing of an enhanced quantum of out-
standing debt, reinforced by exchange
rate variations.

Total transfer payments in 1988 at Rs.
14,515 million was an increase of 33
percent. The substantial increase in

Summary of Government Fiscal Operations (Economic Classification)

Rs. Million
Item 1987 1988
Estimates
1. Total Revenue & Grants 46,822 49413
2. Total Revenue 42,145 43,338
2.1 Tax Revenue 35,119 37,266
2.2 Non Tax Revenue 7,026 6,072
3. Grants 4,677 6,075
4. Expenditure & Lending Minus Repayment 63,894 77,891
4.1 Current 39,560 48,157
4.2 Capital 22,816 23,123
4.3 Lending - Repayment 1,518 6611
5. Current Account Surplus/Deficit (=) 2,518 —4,819
6. Budget Deficit (Before Grants) =21,749 -34,553
7. Budget Deficit (After Grants) ~17,072 -28478
8. Financing 17,072 28478
8.1 Foreign Borrowing 5716 7,319
8.2 Domestic Borrowing 115356 21,159
8.2.1 Non-market 1415 0
. 8.2.2 Market 9,941 21,159
8.2.2.1 Non-Bank 6,400 10,163
' 8.2.2.2 Bank 3,541 10,996

Sources: General Treasury, Central Bank of Sri Lanka

19856

1986

1087

- Government Revenue

transfer payments was due to the addi-
tional outlays on pensions, the food sta-
mp scheme and drought relief and en-
hanced current transfers to public en-
terprises.

Capital expenditure and lending at Rs.
29,734 million was 22 percent higher
than the amount utilised in the previous
year. Despite a substantial under-utiliza-
tion of rehabilitation expenditure, capi-
tal expenditure and lending during 1988
showed considerable growth owing to
additional supplementary expenditure
provided under various development
programs such as Air Port development,
Telecommunications and Electricity.
The Mahaweli Development Scheme,
Development of Air Port and Aviation
services, Water Supply and Drainage
Scheme, Road Development, Power and
Energy and Land Development and
Telecommunications continued to be
the major capital expenditure programs
of the government.

Financing of the Budget Deficit

The revised estimates for 1988 reveal a
budget deficit (after grants) of Rs.
28,478 million, as against a deficit of
Rs.17,072 million in the previous year.
In financing the deficit, a sum of Rs.
7,319 million was obtained from foreign
sources, while Rs.21,159 million was
utilized from domestic sources.

The net foreign borrowings of Rs.
7,319 million, which reflected an increa-
se of 28 percent over the preceeding
year, financed 26 percent of the budget
deficit.  The original budget estimates
for 1988 anticipated the utilization of
Rs.12,520 million of foreign financing.



Accordingly, the actual utilization of
foreign financing in 1988 was lower by
42 percent. This was largely due to a
substantial under expenditure on accou-
nt of rehabilitation expenditure in
1988. .

The financing from domestic sources
consisted of Rs.10,163 million from
non-bank sources and Rs.10,996 million
from banking sources. Despite an increa-
sed quantum of repayments during this
year, net resource mobilization from
non-bank sources through rupee securi-
ties remained at Rs.6,163 million, slight-
ly lower than that in the previous year.
Through the popularization of Treasury

- bills, a further sum of Rs.2,601 million
was mobilized from non-bank sources in
1988.

Resources available from foreign and
domestic non-bank sources financed a
total sum of Rs.17,482 million, out of
an overall deficit of Rs.28,478 million.
[n financing this resource gap, a sum of
Rs.11,249 million was obtained from
banking sources through the issue of
Treasury bills, while a further sum of
Rs.926 million was obtained from the
Central Bank under provisional advan-
ces, However, due to a cash build up of
Rs.1,179 million, the net bank financing

of the budget deficit was restricted to
Rs.10,996 million. The latter none-the-

less represented a three-fold increase
over the amount borrowed from the
banking system in the previous year.

Government Debt

The ourstanding government debt as at
the end of 1988 was Rs.223,502 mil-
lion. This was an increase of 15 percent
over the debt outstanding amounting to
Rs.191,634 million at the end of the
previous year. Domestic debt rose by 25
percent to Rs.98,594 million, while fo-
reign debt increased by 11 percent to
Rs.124,909 million.
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The Making of the Budget

S. Tilakaratna
Professor of Economics,
Sri Jayawardanepura University

The Budget for 1989 must be viewed
against the background of at least three
main factors namely:

(i) the new vision of poverty allevia-
tion, which will be the lead pro-
gramme of the Government for
about the next three years or so.

(i) The deteriotation of the economic
situation of the country in 1988,
leading to severe internal and ex-
ternal imbalances; and

(i) the economic and social probiems
inherited from the particular deve-
lopment experience of the post-77
period in general.

The objective of the new government
as expressed through the budget is to
make a transition to a new era of pover-
ty alleviation. But this has to be achiev-
ed against the background of an econo-
my which has virtually ceased to be dy-
namic, and is saddled with a series of
structural problems inherited from the
past economic policies. The task under-
taken is indeed a very tall order. Let us
briefly outline. the vision and the chal-
lenges that have figured in the making
of the budget.

Poverty Alleviation

The particulars of the Janasaviya Prog-
rame (JSP) are now well known. The
crux of the programme is a resource
transfer over a period of 24 months to
enable the families concerned to raise
their consumption levels and eventually
to create a viable means of livelihood
for -them using the Savings fund of
Rs.25,000/- deposited in  their names
during this period. It is expected that
such a resource transfer would create
opportunities for these families to ac-
quire productive assets to make use of
their abilities, skills and potentials in a
process of self-development. The liKely
ocutcome would be the emergence of
thousands of small scale projects, diffus-
ed throughout the country creating a
broad-based equitable growth. process.

The budget for 1989 has made the ini-
tial financial allocation to launch the
JSP. With the total allocation of Rs.10
billion, (depending on the phased man-
ner in which families will be brought
under the programme) well  over
500,000 families could be expected to
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be covered by the JSP during the course
of 1989.

With, the entry of more families into
‘the JSP in the next year, and given the
continuation of the reseurce transfer for
24 months, the budgets for 1990 and
1991 will have to make substantial allo-
cations for the programme; of a much
higher magnitude than in 1989. The full
financial picture will be known only
with the reformulated public investment
programme of 1989-93 which will be
submitted to-the Aid Group Meeting,
now postponed for September 1989.

Deterioration of the Economic
Situation in 1988

The annual rate of economic growth
(as measured by the Gross Domestic
Product in real terms) which had been
maintained at an average of around 5
percent during 1978-86, declined-sharp-
ly to an average of a mere 2 percent dur-
ing 1987-88. This is the lowest level
recorded since 1971. In 1987, the major
reason for the poor growth performance
was the decline in agricultural produc-
tion, following the prolonged drought,
In 1988, although agriculture had made
a recovery, overall production in the,
economy was adversely affected by the
civil disturbances and violence. Besides
public sector industry and tea planta-
tions, the output of the services sector
(transport, trade and commerce) was
particularly affected by the tensions
that prevailed in the country.

Coupled with the lower production
growth, considerable demand’ pressures
characterised the economy. Money
supply rose by as much as 29 percent
and inflation moved upto 14-18 percent
(according to official indicators). Dete-
rioration of the balance of payments
followed and external assets fell to their
lowest level since 1982. An important
causal factor in this situation was the
deterioration of the budgetary situation-
the current account fell into deficit and
the overall budget deficit rose significan-
tly requiring heavy recourse to bank
financing to meet the gap. The final out-
turn for 1988 proved to be a considera-
ble deviation from the targets under the
Medium-term policy framework (1988-
90) announced in the 1988 budget. It
has been reported that the country’s
failure to restrain the budget deficit, in-
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flationary pressures and the deteriora-
tign of the balance of payments, led the
IMF to suspend further credit under the
Structural Adjustment Facility.

Structural Problems inhérited
from the Past

The budget for 1989 must also be
viewed against the backlog of problems
inherited from the particular develop-
ment experiences of the post -77 era.
These may be briefly summarised:

—  Skewed growth pattern with a bias
towards services as against commo-
dity production (agriculture and
manufacturing). :

—  Worsening of the refative income
distribution. The share of the rich-
est decile ( top 10 percent) of the in-
come earners had risen to nearly 50
percent by 1985.

— Rise in external indebtedness to a
level of over 70 percent of the GDP
(nearly Rs.10,000 in per capita
terms) and the rise in the.external
debt service ratio to 29 percent (in

relation to export earnings from -

goods and services).

— Growth of a black economy the
size of which has been roughly esti-
mated to range from about Rs.20
billion to Rs.40 billion.

Rise in unemployment to an esti-
mated over one millian persons or
about 20 percent of the labour
force.

i— S_h‘arp rise in defence expenditures
since 1983, absorbing over Rs.10

billion per year in more recent
y&ars.

Moreover, the economic losses caused
by the ethnic coriflict has been estimat-
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ed at Rs.50 =55 billion upto August
1987.

Factors in the Budget Making
To make a transition to a new era
against an economic and social baek-

ground, as described above, must neces-

sarily prove a tremendous challenge. It
is a complex task of having to reconcile
several conflicting objectives.

—  How to allocate sufficient funds for
poverty alleviation while the securi-
ty situation in the country conti-
nues to demand a sizeable budgeta-
ry allocation.

—  How to find new resources for the
budget from those who have had
the opportunities to accumulate in-
comes under the liberalised econo-

my; that is, the top 10 percent or

so of the income earners as well
from those having hidden incomes
(black economy) while not creating
disincentives for private investment.
_  How to minimise the recourse to in-
flationary sources of financing and
in general restrain demand pressures
which could upset the budgetary
calculations (as happened in 1988)
as well lead to external imbalances.

in short the challenge that the budget
making faced in 1989 was how to main-
tain a substantial measure of external
and internal economic balance (avoi-
dance of domestic inflation as we!l as
deterioration of balance of payments)
while meeting the resource demands
of poverty alleviation and the security
situation as well as maintaining an ade
quate climate for private investment.

The budget has attempted to strike a
balance among these competing/conf-
licting cbjectives. What has emerged is
a compremise. The viability/sustain-
ability of this budgetary exercise can
be tested onlv when events begin to un-
fold as the year progresses.

Inflationary Impact

According to the budgetary estimates,
although the overall budget deficit isof
a massive magnitude of the order of Rs.
53 billion, recourse to bank-borrowing
{inflationary sources) would be for a
relatively small fraction of the order of
Rs.3,395 million or 6 percent of the
total deficit. As the Finance Minister
has put it, ““this is just a little over one
percent of the projected GDP for 1989
and should not therefore cause any sig-
nificant threat to financial stability.”
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In making this calculation, it has been
assumed that (a) foreign loans would be
available to ‘the—extent of Rs.18,000
million and (b) domestic loans from
non-inflationary  (non-bank)  sources
could be raised to a level of Rs.17,000
million. These figures, however, appear
to be rather optimistic assumptions.in
the light of the actual budgetary perfor-
mances on both these fronts in the past
few years. (SeeTable below).

FINANCING THE BUDGET DEFICIT

In Rs. Millions

Foreign | Domestic | Domestic |
Year loans borrowing| bank
from non | borrowing
-bank
o sources
1985+ | 7,109 | 3,858 | 4,711
1986 * | 9061 | 6,09 | 3,047
1987 * | 5716 | 7,815 | 3,541
1988 *+ | 7,319 | 10,163 10,996
1989 #+ 118,000 | 17,000 3,395

* Actual ** Estimated

As seen in the above table, the antici-
pated foreign loans in 1989 are nearly
150 percent mare than that in 1988.
A portion-of these loans would be for
rehabilitation and reconstruction pur-
poses. Their actual utilization would
however depend on the ground situa- .
tion — that is, existence of peaceful con-
ditions conducive to reconstruction.

The anticipated non-bank domestic
borrowing in 1989 is more than two-
thirds higher than that in 1988. The
popularization of Treasury Bills as an
attractive short-term'investment appears
to be the basis of this optimistic calcula-
tion. . :

However, any failure to realize the
anticipated amounts from foreign and
domestic non-bank sources (as happen-
ed in 1988) would invariably mean a
corresponding: increase in the recourse
to bank financing with consequent in-
flationary implications.

Even without such a possibility, there
is an expectation of a general price rise
following the upward revisions of the
BTT rates and other indirect taxes for a
whole range of commodities. A number
of trade unions have in particular com-
mented on the possible inflationary con-
sequences arising out of changes in in-
direct taxes; as the budget gave rise to a
wave of expectations on a possible rise
in the general price level.



TAXATION MEASURES OF BUDGET 1989

Samy M. Pasupati

INCOME TAX

- SURCHARGE ON INCOME TAX AND WEALTH TAX

A 15 percent surcharge on the amount of income tax and
wealth tax will become payable for the years of assessment
1989/90 and 1990/91 in two equal installments in August
and November in the vear of assessment.

Since the liablility will be on a current year basis and there-
fore cannot be correctly ascertained, it is anticipated that the
law will provide that no penalty will be payable if the install-
ment of surcharge payable is computed by reference to the
income tax and wealth tax payable for the preceding jyear,
any short fall being paid on or before the end of November
in the following year of assessment. Surcharge on employ-
ment income will- be coliected: monthly under the PAYE

scheme.
Sri Lankan tax payers are now familiar with the Surcharge

method of collecting additional tax which has been adopted
as a convenient measure also in previous years. We have had
surcharges as follows: —

Year Rate of Surcharge Exemptions:
1978/79 20% Companies—Dividend tax &
< Remittance tax
Employees—Employment income for
April to: December 1978.
1980/81 10% Companies—Dividend Tax & Remittance
Tax
Employees—Terminal Benefits
(Administrative Concession)
Income of non-national
employees paying tax @ 25%
1981/82 On Income Tax Companies—Dividend Tax & Remittance
; Rates of 5t0 15% Tax
with marginal relief Employees—Terminal benefits
: Income of non-national
employees paying tax 25%
On Wealth Tax
10%
1984/85 10% As above

The legislation relating to the surcharges for 1981/82 and
1984/85 provided that the aggregate of income tax, wealth'
tax and surcharge should not exceed 80 percent of (assessa-
ble income plus exempt income other than net annual value
of residence and subsidies).

This limitation was applied as an administrative concession
for 1980/81 but no such relief was granted for 1978/79.

In view of reports that emoluments of public servants
that emoluments of public servants

My, Samv M. Pasupati, F.C.A. is a partner in a leading firm of |
Chartered Accountants and a member of the Council, Inter-

national Financial Association, Netherlands and Chairman,

Sri Lanka Bravich. We reproduce here only the taxation mea-
sures from a larger paper on Budget — 1989. The earlier sec-
tions dealt with the “New Vision”, the Objectives of the

Budget and a Review of the Economy.

which are now exempt may be taxed, the Hon. Prime Minis-
ter and Minister of Finance has emphasised that the surchar-
ge will apply only to persons who pay income tax and wealth
tax and that ‘‘it was this Government which granted exemp-
tion to the public servants on their official emoluments.”

A Section of the tax payers that may have been granted re-
lief is the middle class private sector employees. They are
now being subjected to a surcharge wheréas public servants
who perhaps with some justification are exempt from income
tax will be exempt also from the surcharge. A relief by way
of at least an earned income allowance may have been justifi-
ed in these circumstances.

In the recent past the effective marginal rates of tax for
individuals which have come down progressively from 60.5
percent in 1984/85 to 55 percent in 1985/86, to 40 percent
in 1988/89 now with the levy of a surcharge, will record
an increase to 46 percent for 1989/90 and'1990/91. Similar-
ly tax rates of companies which also recorded a progressive
reduction up to 1988/89 will now record a small increase for
1989/90 and 1990/91. In this connection, see Annex- I (a)

Annex 1 (b) is a table of comparative taxes payable for the
years of assessment 1987/88, 1988/89 and: 1989/90. Tax
payers below the range of approx. Rs.208,000 will pay for
1989/90 slightly more taxes than in 1988/89 or 1987/88 and
those above this figure will pay more than in 1988/89, but
less than in 1987/88 notwithstanding the surcharge since the
marginal rate for 1987/88 was 50 percent and that for 1989/
90 is only effectively 46 percent inciuding the surcharge.

TREASURY BILLS HELD BY CENTRAL BANK - A NON
REFUNDABLE TAX OF 9 PERCENT

A non refundable withholding tax of 9 percent on the face
value of the treasury bills held by the Central Bank is being
imposed. The payment of interest by Government to the
Central Bank was reflected as expenditure in this Budget,
while this same interest received by the Central Bank forming
part of its income flowed back to Government. This tax will
now be reflected as revenue, thus neutralising the position.

Treasury bills held by persons other than the Central Bank
will not be liable to the non-refundable withholding tax. An
announcement made by the media (not the press) immediate-
ly after the Budget Proposals did not state the position clear-
ly and there was concern amongst investors for a short time
on this account.

A problem-area could be in regard to Treasury Bills traded
in the Secondary Market. If the 9 percent is collected at
point of issue, it will result in excess transfer of revenue and'
if at point of maturity it will cause immense ndrdship. This
matter is being looked into.
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ANNEX 1 (a)
MARGINAL RATES OF TAX, SURCHARGE

AND EFFECTIVE TOTAL TAX
INDIVIDUAL
Y/A Marginal Surcharge Effective Total
: Rate Marginal Rate
1984/85 55% 10% (Maximum) 60.5%
1985/86 55% - 55%
1986/87 50% o 50%
1987/88 50% - 50%
1988/89 40% - - 40%
1989/90 40% 15% 46%
COMPANIES
Y/A Marginal Rate  Surcharge Effective Total
Matginal Rate
Qtd. Ungtd.Non.Res. Qtd, Unqtd. Non.Res.
1984/85 40 50 33 10% 44 55 60.5
ST +11.11
1985/86 40 50 50 - 40 50 50 £
SRR L
1986/87-88/8940 50 50 - 40 50 50
st-L Ll + P
1989/90 40 50 50 15% 68 515 95
+11.11 +11.11
ANNEX 1 (b)
e TR A T
TAX PAYABLE
INDIVIDUAL
b Rate Tax on 1987/88Total Tax 1989/90
R S Slab 1988/89 Incl. 15%
Surcharge
27,000 27,000 Tax Free — Nil Nil Nil
48,000 21,000 10 2,100 2,100 2,100 2415
72,000 24,000 20 4800 6,900 6,900 1,935
96,000 24,000 30 7,200 14,100 14,100 16,215
120,000 24,000 40 9,600 23,700 Balance Balance
Balance at 40% at 46%
at 50%
For Instance
INCOME 1987/88 1988/89 1989/90
50,000 2,500 2,500 2,875
100,000 15,700 15,700 18,055
150,000 38,700 35,700 41,055
200,000 63,700 55,700 64,055
508,875 68,137 59,250 68,13ﬂ
300,000 113,700 95,700 110,055
400,000 163,700 135,700 - 156,055
500,000 213,700 175,700 202,055
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WITHHOLDING TAX ON GOVERNMENT SECURITIES
AND TREASURY BILLS

With a view to greater tax compliance Banks and Financial
Institutions were required to deduct from interest payable
by them on or after 1.4.86, a sum of 20 percent (or such
lower percentage as may be directed by the Commissioner-
General of Inland Revenue) in respect of deposits made by
any person in his own name or in the name of some other
person,

This deduction was not required in the case of Government
Securities, and since it applied only to monies deposited by a
person in his own name or in the name of some other person,
the deduction requirement did not apply also to Certificates
of Deposits as these were bearer bonds.

Changes have now been made as follows: —

a) Treasury Bills

Tax will be withheld. However, as Treasury Bills are issu-
at verying rates of discount, as a matter of convenience,
it has been decided to withhold tax by reference to the
face value at a rate of 2.5 percent per annum. It may be
noted from the following tables based on the tenders
accepted for the week-ending 17.03.89, that the propo-
sed withholding approximates to 20 percent of the Dis-
count.

Maturity Face Weighted Av Discount If at 20% Proposed With-

Period  Value Bid Price on Dis-  holding (2.5%)
count on face value
Months Rs. Rs. Rs. Rs. Rs. -
3 1000 968.52 31.48 6.29 6.25
6 1000 934.58 6542 13.08 12:50
12 1000 862.09 BE3791% 77358 25.00

b) On other Government Securities:

20 percent will be withheld on the interest payable.

c) . Certificate of Deposit:

These will now be liable to a stamp duty in lieu of the

gith}lolding tax. Please see comments under ‘Stamp
uty’

Changes referred to under (a) and (b) will require an amena-
ment to the law.

TAX ON PROVIDENT FUND

The taxation of Provident Funds has seen many changes in
the recent past. Provident funds approved by the Commissio-
ner General having previously been exempt from the pay-
ment of income tax, the Hon. Minister of Finance in his Bud-
get Speech for 1987 observed that :
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“no tax has been charged on the investment income of
these approved funds in the past, mainly because their
monies had been earlier invested almost exclusively in
low income bearing Govt. Securities. This is no longer
the case today. The major part of the monies of these
approved funds are now invested in Bank fixed deposits
and company shares. It is difficult to justify the exemp-
tion from tax of the investment income of these funds
when even approved charities are taxed on their invest-
ment income.”

He therefore proposed to levy a tax of 20 percent on the
investment income of these funds other than on income deri-
ved from Govt. Securities. Liability arose on investment in-
come earned on or after 1 4.87.

Trustees of many Provident Funds argued that these were
monies held in trust for their employees and if they had in-
vested the monies wisely bringing a better return, the levy
of a tax for that reason would amount to a penalty for effi-
cient management. It was also pointed out that the Provident
Fund would be liable to tax and once again when distributed
the employee would, subject to the exemption, be liable to
tax thus reducing further their retirement benefits.

In the subsequent year, apparently in view of these repre-
sentations, the Minister announced that any distributions out
of that portion of the Provident Fund money which repre-
sents the investment income which has already been taxed in
the hands of the fund would be exempt in the hands of the
employee. “This exemption applied retrospectively as from
1.4.87.

It is now proposed to tax from 1.4.89 all investment in-
come, whether from-Government Securities or not, but at
only 10 percent, as against the original rate of 20 percent.
In that event all distributions out of all such income will
also be exempt. The principal beneficiance will be those
receiving large terminal benefits, since they would effecti-
vely be taxed at only 10 percent (being the tax paid by the
Provident Fund) instead of the maximum 15 percent to
which they would have been liable. On the other hand, the
employee who receives a relatively small terminal benefit
and therefore would have been exempt will effectively suffer
a 10 percent tax, and on the income of the last two years, 20
percent tax. He will therefore be wrose off. It might have
been best if none of the above changes have been made.

EXEMPTION ON DIVIDEND INCOME UP TO RS.12,000 -
WITHDRAWN -

The provisions relating to distribution of exempt profits as
exempt dividends and the further distribution of such exem-
pt dividend income by companies remain unchanged.

Apart from the exempt dividend income as above which is
exempt all dividend income which would otherwise have be-
. come liable to tax were exempt upto an amount of
Rs.12,000/-.

The then Minister of Finance in his Budget Proposals for
1985 had referred to the economic double taxation of com-
pany profits, viz. first on the company and then again when
the *profits are distributed, in the hands of the shareholder,

10

and observed that ‘‘the present system of taxation has also
inhibited the development of an active share market which
is a pre requisite for a healthy corporate sector. The Govern-
ment intends to do everything possible to encourage com-
pany information and the growth of the share market.”

The then Hon. Minister of Finance therefore proposed ‘‘to
exempt from income tax dividend income up to Rs.12,000
per year received by an individual and observed that “the
small investor will as a result be totally exempt from income
tax on dividends received by him.” and hoped ‘“this measure
will reduce the incidence of tax, promote broad based share
ownership and encourage active participation in the share
market.”

The Government has since partialy relieved economic doub-
le taxation by the introduction of a half imputation system.
It is hoped that in the near future when conditions permit
that this will be extended to full imputation.

Provisions have also been made to eneourage conversion of
proprietary and partnership business into limited companies
by treating these as a continuining business and defering of
any gains or losses arising from conversion for assessment
when such assets are ultimately disposed by the company.

There has however been some criticism in regard to the
exemption of dividend income of Rs.12,000 on the basis that
this exemption is inequitable in that the tax payers in the
higher income bracket benefit at their marginal rates of 40
percent whereas to the smaller tax payer benefit is small or
insignificant. Just a few countries have similar small exemp-
tions but these are more for reasons of administrative conve-
nience. -

In the above circumstances, and with the move towards im-
putation the withdrawal of the dividend exemption from 1st
April 1989 may be justified.

It may be noted that if dividends are declared before 31st
March, 1989, the following benefits may accure:

a) to the share holder
i) the above dividend exemption of Rs.12,000
would be available
ii) the surcharge on income tax would not apply

b) to the company
if the declaration is out of profits for the year ended
31st March, 1989 the imputation tax will be availa-
ble to the extent of half against the tax payable for
the year of assessment 1988/89.

ADMINISTRATI_VE PROVISIONS - APPEALS

In the representations made to the then Hon. Minister of
Finance & Planning, it was pointed out that
“ a far greater degree of compliance can be expected
where the tax system, the administration and the laws
are fair. The tax payer should be assured that he has a
fair deal. Most countries have therefore takehn steps in
this regard. For instance, in Indonesta, it is provided that -
unless an appeal is settled within one year the appeal will
deem to have been allowed and in Canada the tax disput-
ed is not payable till determination and a penalty will
be payable only if it is considered that the appeal
was made malafide. Certain provisions or perhaps the ab-
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sence of provisions in our revenue laws have no parallel
in other countries.”

" The Hon. Minister of Finance & Planning having considered
these representations announced in his Budget Speech for
1987 that
“every petition of appeal preferred .... on or after April 1, 1987
shall be agreed to or determined within 2 years from the date on
which such petition of appeal is received by the Commissioner —
General, unless the adjustment or determination of such appeal
depends on the furnishing of any documents or the taking of any
action by any person other than the appellant or the Commissio-
ner—General or an assessee. Where such appeal is not agreed to
_ or determined within such period the appeal shall be deemed to
have been allowed and tax charged accordingly. The receipt of
every appeal received ..... shall be acknowledged and the date of
the letter of acknowledgement shall be ...... deemed to be the
date of receipt of such appeal.”

This was a most welcome provision and has resulted in the
Dept. taking up appeals lodged for early settlement. The pro-
posal to extend the period of 2 years to 3 may aiso perhaps
be justified but the entire provision can be nullified by the
proposal that the time limit will not apply when a tax payer
fails to furnish information and other particulars called for
to settle the appeal. ;

There have been instances where information has been call-
ed for some times even: after almost 25 years quite apart
from the appeal not having been taken up for settlement for
many years. The correct procedure if a tax payer fails to fur-
nish information and other particulars called for is to deter-
mine the appeal in favour of the Regvenue. An amendment as
proposed will enable the Dept. to keep the appeal open inde-
finitely as before:

Tax payers are not unconscious of the demand for “arrears
" of taxes” being called for, for periods of 15 to 20 years ear-
lier. This means that every tax payer will have to keep his re-
cords indefinitely notwithstanding the liability having been
agreed and taxes paid. In the U.S. for instance, the taxes can-
not be collected after a period of 6 years. On the other hand
Sri Lanka still has some unique legislation, for instance that
which enables the Revenue Authorities to issue assessment at
any time even say 50 years later merely on the grounds that
the tax payer had made a late return even though such return
may have been correct in all its aspects.

While on the one hand tax payers must comply by making
correct and complete returns in due time, the Revenue Au-
thorities should also create a climate of confidence in which
the tax payers should feel that its pays to be honest. While
every effort is being made by the Commissioner —General and
his Commissioners to instill confidence in the minds of tax
payers, legislation of the above nature are counter-produc-
tive. =

EPF. & ET.F. CONTRIBUTIONS BY EMPLOYERS

~ DOUBLE DEDUCTION IN CERTAIN INSTANCES
New undertakings which create employment under the Jaha
Saviya Proegramme will be permitted a double deduction of
- the employers contribution to the Employees Provident
Fund and Employees Trust Fund for tax purposes if it is in
. respect of a new industrial or agricultural undertaking with
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employment opportunities for at least 10 persons in specified
areas of high unemployment or those covered by food stam-
ps/Jana Saviya Programme. The incentive of allowing double
deduction has been adopted also by other countries. For ins-
tance, Singapore had allowed a double deduction of Research
& Development expenses in approved undertakings and of
expenses incurred in promoting Singapore manufactured
goods at approved overseas trade fairs and exhibitions.

STAMP DUTY
CERTIFICATES OF DEPOSIT

Please see para 3 under Income Tax. There has been consi-
derable criticism that whereas interest paid by Banks and
Financial Institutions were liable to a withholding tax, Cer-
tificates of Deposits were exempt. A corresponding amount
was therefore intended to be collected by way of a Stamp
Duty. This need not be collected as a withholding tax since
it would not be a tax withheld which would be claimed by a
tax payer since, as the Hon. Prime Minister and Minister ot
Finance has stated, these are under “the scheme of Certifi-
cates of Deposits in Commercial Banks (which) was introdu-
ced some time back to encourage hoarder of black money to
bring such money into circulation.”

It is also best that it is collected as a stamp duty and not as
a w%thholding tax as it may have created a certain degree of
panic amongst such depositors resulting in their withdrawing
such deposits as did happen to some extent in the case of
other deposits with Banks and Financial Institutions when
the scheme of withholding tax was originally introduced.

The gtamp duty applies also to the Treasury Certificates of
Deposits.

The amox_mt payable is 3 percent. If it had been on a per
annum basis, as may ‘be seen from Annex111, the stamp duty
would have been approximately equal to the tax that would
have been withheld on the discount at 20 percent on current
raFes o.f -discount. However, as the gazette notification pres-
cribes just one rate of 3 percent on the face value irrespective
of the period of the collection the « ty coilected will not be
as apparently intended. As gazetted now it is inequitous and
is due to be amended.

ANNEX 111
CERTIFICATE OF DEPOSIT
PROPOSED STAMP DUTY COMPARED WITH WITHHOLDING TAX

Period Nominal Purchase Discount If Withhel& Stamp Duty at

Value  Price at 20% p.a. 3% on NV if on
on Discount  p.a. basis

6M 100,000 94,340 5,660 1,132 1,500
12M 100,000 86,207 13,393 2,759 3,000
24M, 100,000 73,529 26471 5,294 6,000
36M . 100,000 62,500 37,500 7,500 9,000
Pl. Note: ;

”The notifications require payment of stamp duty on the face value at 3%.

vurespective of the period). This will mean that a Certificate of Deposit for

Rs.100,000 will be liable to a stamp duty of Rs.3,000 irrespective of the

7erliod,whereas if the period was taken into account it would have been as
in the last eolumn and comparable with a withholding tax of 20%.

1
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Under the Inland Revénue Act these discounts are not
exempt from tax. Persons declaring this income should not
therefore invest their tunds in Certificates of Deposit for the
reason that the Stamp Duty, being not a withholding tax,
will not be available for credit and they will end up paying
both stamp duty and income tax.

TURNOVER TAX

WITHHOLDING TAX ON SALES BY MANUFACTURERS/
IMPORTERS

Most countries are now placing greater emphasis on Con-
sumption Tax. This has the major advantage that persons
outside the tax net who invariably have the capacity to and
in fact incur considerable amount of wasteful expenditure
are thereby brought into the tax net. This is possibly very
relevant in the Sri Lankan context.

Of course it may be argued that Consumption Tax may
cause some hardship-to the poorer sections of the communi-
ty but this can be overcome to a large extent by the grant of
exemptions for essential commodities. In practice this should
work.as the pattern of expenditure of the wealthier classes
will be that a major part of their consumption will be on
luxuries and therefore they would contribute proportionate-
ly more to Consumption Tax whereas in the case of the poor-
er sections a major part of their consumption will be in res-
pect of items which would be exempt.

Value Added Tax (VAT) is being favoured by most coun-
tries mainly for the reason that the cascading effect of taxa-
tion at different points is done away with and also it would
be self policing in that the tax collected by the seller at the
point of sale is allowed as credit to the buyer against his tax,

resulting in a chain of transactions . There is already a VAT
System in operation in Sri Lanka where a manufacturer or
importer sells to a manufacturer. However this chain of tran-
sactions of input tax credit is broken when a sale is made to
a non-manufacturer.

The Minister has therefore taken a further step in this direc-
tion by requiring the withholding of 1 percent by all manu-
facturers and importers on all sales other than of excepted
articles made by them. This 1 percent collected will be paid
quarterly with his own taxes.

There can be certain practical problems for instance where
.an importer also deals in articles purchased by him in the
_local market.

Under the proposed system which requires an amendment
to the law, to be made effective from 1.4.89 a trader who is
not a manufacturer will be able to claim the credit of 1 per-
cent withheld against the turnover tax payable by him where-
as a manufacturer who purchase from a manufacturer or im-
porter will be able to claim as credit this 1 percent withheld

_ in addition to the input credits he would have been entitled
to under the old scheme. In this connection, please see
Annex 11. All input credits, as now,-can be deducted from
the tax payable for the quarter in which they have been paid,
and to the extent that they cannot be duducted, carried for-
ward for deduction in the following quarter and so on. Such
excess will not be available for refund. However, representa-
tions have already been made in regard to the excess carried
forward by importers and manufacturers that these be re-
fundable. The same considerations will apply in this instance
too and it is expected that provision enabling a refund will be
made shortly.
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OTHER CHANGES (EFFECTIVE FROM THE MID-NIGHT
OF 16/17TH MARCH 1989)

1. Rates

Importers at point of import, and manufacturing
business at point of sale .
Coconut oil (previously exempt) - 5%
Luxury items
Cosmetics & Toilet preparations
(example: perfumes, eau-du-cologne, toilet
powder, hair dyes & hair tonic) but excluding
soaps, tooth paste and tooth powder - 40%
Carpets, mats and tapestries
(coir carpets & rugs — no change — 12%) - 40%
Solar electric panels (now 12%%) - 3%
Non-manutacturing business
Sales made by Duty Free Shops (now 10%) - 20%
Considerable concern has been expressed as to whe-
ther_ Fhe Duty Free Shops will be able to pass on this
additional 10 percent. Of course in the light of an in-
crease in the rate applicable to importers of luxury
articles an increase on the rate applicable to the sales
by Duty Free Shops, a large proportion of which are
to Sri Lankan nationals, the increase may be justified.
Excepted Articles
It has been the policy of Government to promote ex-
ports and several incentives had been granted, includ-
ing the exemption from Turnover Tax for exports.
_This exemption is now being extended to gems and
jewellery sold (whether by a trader or a manufactur-
er) fpr payment in Foreign Exchange by persons au-
tho.nsed by the Central Bank of Sri Lanka, on the
basis that these sales are as beneficial as exports, to
Sri Lanka.

ANNEX 11

TURNOVER TAX

DEFINITION OF “TURNOVER”

’

1. IN FHE CASE OF AN IMPORTER

1.1 At point of import:
The aggregate of
i. CIF (Value as ascertained for Customs Duty)
ii. Custom Duty
iii. 10 percent of (i + ii)

1.2 If Sold: .
The total amount received or receivable

2. IN THE CASE OF A MANUFACTURER

If sold to another manufacturer :
The amount received or receivable before adding amount
due as turnover tax .

2.1

2.2 If sold to any others
The total amount received or receivable.

Contd.
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3. IN THE CASE OF A TRADER (Not being a ‘Manufacturer’)
The total amount received or receivable.
I ARTICLES IF IMPORTED AND SOLD

II. ARTICLES IF MANUFACTURED AND SOLD
MANUFACTURER

Annex 11

(contd.)

1. If sold to a Manufacturer

The bill will be as follows

Selling Price 300
Turnover Tax (1%) 3 (b)
Total Received

or Receivable 303
Note: B
The manufacturer can claim as
a credit against the turnover {ax
payable by him, the aggregate o

(ay+(b)ie.: 36
he importer will pay. on: his. s
¢ irnover Ltix o t ViZi.
i
| UNDI FME FROM 1 4.1¢

If soid to a Manufacturer

The bill will be as follows:
Selling Price 300
Importer’s turn-

over tax (1%) 3 (b)

303
Buyers turnover
Tax (1%) F(6)
Total Received or

Receivable 306

Note:

The manufacturer will claim
as a credit against turnover
tax payable by him, the
aggregate of (a +b +¢)

viz: 39

. The importer will pay, on
his sale, as before, 3,
: plus the further 3 on behalf
of the buyer.

IMPORTER

CIF 100

Duty (Say) _5_(-)
150

Turpover Tax (say) i

207 33 (a) (20% of (150 + 50 = 165 PL

see Definition 1.1)

183

If other expenses &

Profit (Say) 120

is sold for 303

A. UNDER SCHEME PRIOR TO 1.4.1989

2. If sold to any others

The bill will merely
show the total selling
price of 303

A trader selling this for
(say) 400 will pay turn-

over; tax of 4 (ie. 1% on
his selling 3
The importer will pay on

s sal

c A
of )3, viz

39

2. If sold to any others

The bill will be as follows

Selling Price 303.00
Buyers turnover
tax (1%) 3.03

Total Rcceived or

Receivable 306.03

A trader who sells this

for (Say) 400.00
will be liable to

turnover tax at 1%

as before 4.00

Less: Turnover tax

paid on his behalf 3.03
and pay only the
balance 0.07

The importer will pay, as
before 3.03 plus a further
3.03 on behalf of the
buyer.

, turnover tax of

C. UNDER OLD SCHEME

1. If sold by Manufacturer (M1) 2. If sold by Manufactur-
to another Manufacturer(M2)

The bill will be as follows:

Selling price (say) 250
Turnover tax at
Manufacturer’s rate

(say 10%) 25 (d)

Received or

Receivable 275
NOTE:

The second Manutacturer (M2)
will claim (d) from the turnover
tax payable by him.

Manufacturer (M1) will pay
Turnover Tax (d) 25 (less turn-
over tax if any charged on his
inputs by another manufacturer,
or turnover manutacturer, or
turnover tax (a + b) paid by an
Importer as in Example:.. A1) .

D. UNDER THE SCHEME FROM 1.4.1989

1. 1f sold by Manufacturer (M1)
to another Manufacturer (M2)

The bill will be as follows:

Selling Price (say) 250.00 Selling price 275.00
Turnover Tax at
Manufacturers rate
(say) 10% 25.00 (d)
275.00
Buyers Turnover tax Buyers Turnover tax
(1%) 2.50 (e) Tax (1%) 275
Total Received or
Receivable 277.50 271.75
NOTE:
The second manufacturer M2 will A Trader who sells
claim (d + e) from the turnover this for (say) 400.00
tax payable by him, will be liable to
turnover tax at 1%
as before 4.00
Less: Turnover tax
paid on his behalf 2o
1.25

Manufacturer M1 will pay as in
Clplus a further 2.50 (¢) on
behalf of M2

er (M1) to any others

The bill will be merely
show
Selling Price of 275

e

A trader selling this (say)
for 400 will pay turnover
tax of 4 (i.e. 1% of his
selling price).

Manufacturer (M1) will
pay 10% ot 275, ie. 27.5
(less turnover tax if any
charged on his inputs by
another manufacturer, or
turnover tax (a + b) paid
by an Importer as in Fxa-
ple Al)

2. If sold by Manufacturer
(M1) to any others

The Bill will be as follows

The Manufacturer M1 will
pay as in C1 plus a further
2.75 on behalf of Buyer
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TAX AMNESTY

There are strong views against the grant of amnesties. How-
ever, in practice, countri€s have been compelled to grant
amnesties to give an opportunity to those outside the tax
net to come into thé tax stream. However, we find that pro-
gressively countries have reduced the concession available
to such tax payers. The recent amnesty in Australia required
that such persons must pay all their taxes. They were exempt
only from the penalties.

In Sri Lanka we have had a number of amnesties. There was
one in 1964 by the S.L.F.P. Government and another in
1966 by the U.N.P. Government. There was a Demonetisa-
tion Amnesty in 1970, a Foreign Exchange Amnesty in 1971
and a Gem Amnesty in 1973,

Another Amnesty was granted by the U.N.P. in 1978, This
required the payment of a tax of 30 percent and the balance
had to be held ina Special Deposit Account with the Natio-
nal Savings Bank till 31st March, 1983.

However, a person was permitted to withdraw such deposits
for investment in projects approved (for Investment Relief)
by the Minister under the Inland Revenue Act, a GCEC pro-
ject, or utilize such deposits for purposes of any Approved
Expenditure in terms of the Inland Revenue Act or the pur-
chase or construction of a house if such purchase or constru-
ction was approved by the Commissioner for National Hous-
ing.

The Amnesty now proposed is in a way similar to the 1978

amnesty but in this instance the Hon. Prime Minister and
Minister of Finance has stated

1. that the deposits will have to be made within 3 months com-
mencing st April, 1989

2. the tax payable will be 20 percent of the deposit

3. the balance amount held in deposit should be invested within
2 years in an agricultural or industrial project under the Jana
Saviya Programme with employment opportunities for at
least 10 persons.

Note What is intended is that the balance in deposit
cannot be withdrawn for a period of 2 years, except for in-
vestment in an agricultural or industrial project under the
Jana Saviya Programme with employment opportunities for
at least 10 persons.

Specific legislation will be enacted shortly.

EXCISE DUTIES

Excise duties and import duties-on tobacco and liquor have
always been an easy (and possibly justified 7Y avenue for cgl—
lecting additional revenue. This year too the Minister has rais-
ed the duties and also gone a step further by abolishing with
immediate effect the duty free sale of liquor and cigarettes at
the Duty Free Shops located outside the Airport.
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CUSTOMS DUTY

Duties on cars have been increased and effect has also been
given to the recommendations of the Presidential Tariff Com-
mission.

SPECIAL EXPORT TAX

The U.S. Commerce Dept had taken the view that some
textile imports from certain countries, including Sri Lanka,
are being traded unfairly because they are subsidised. A team
of officials were in Sri Lanka in 1984 to examine the posi-
tion further and a Countervailing Duty of 3.06 percent on
garments and 5 percent on textiles exported from Sri Lanka
was imposed from the year 1985 to counter the, “unfair
advantage” that these exports had in the U.S. Among the
countries that were examined by the U.S. authoritiés were
Argentina, Peru, Malaysia, Singapore, Thailand, Columbia,
Indonesia, Mexico, Phillipines and Turkey. It appears that
some of the countries or sectors had agreed to renounce the
use of subsidies and thereby avoid the imposition of the
countervailing duty by the U.S.

The Minister has proposed that we should impose a special
export tax of an amount equal to the Countervailing Duty
which is the measure of the “unfair advantage’ that our ex-
ports have in the U.S. It is fair that the U.S. authorities
should agree to abolish their duty. Pending negotiations
the imposition of the Special Export Tax has been deferred
to 1st July, 1989. If the U.S. agrees this would bring in addi-
tional Revenue to Sri Lanka without causing any hardship to
the exporters. >

CHARITABLE INSTITUTIONS

Although the Hon. Prime Minister made no reference to
Charitable Organisations, the reduced rate of 10 percent
applicable to the investment income of provident funds will
apply also to the investment income of charitable institutions
as against the present rate of 20 percent. Since income of
charitable institutions is invariably from investments, the Bill
when drafted may provide that all income (not merely invest-
ment income) of a charitable institution will be liable at 10
percent. :
EXPORT PROFITS - EXTENSION OF EXEMPTION

Representations were made for the extension of the five
year period of tax exemption now available for profits from
the export of articles other than black tea in bulk, crepe rub-
ber, sheet rubber, scrap rubber, coconut oil, desiccated coco-
nut, copra, fresh coconuts, coconut fibre or gems. This exem-
tion is due to expire on 31.3.1989. Although the Prime
Minister and Minister of Finance did not refer to this matter
in the Budget Speech, there will be an extension of one year
under the Inland Revenue Amendment Bill to be tabled
shortly.

The exemption for export of gems or sale locally for foreign
currency is currently available without limitation under cer-
tain other provisions of the Inland Revenue Act.

TAXATION COMMISSION

It is over 20 years since a Taxation Enquiry Commission
had made a comprehensive enquiry about tax system. The
Hon. Prime Minister and Minister of Finance therefore pro-
poses the appointment of a Taxation Enquiry Commission to
“undertake a complete review of the Tax System and to. re-
commend changes necessary to make it both effective and
efficient.”

ECONOMIC REVIEW, MARCH 1989
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VIEWS ON THE BUDGET :

The Federation of Chambers of Com-
merce and Industry of Sri Lanka, Presi-
dent, Mr. C. Karunanayake: ‘The Pri-
vate Sector welcomes the anticipated
continuance of the open economic poli-
cy of the Government. It was also ex-
pected that the main trust of the Go-
vernment’s development programme
would be on the alleviation of poverty
and the creation of new employment
opportunities particularly through small
production units.

All in all, no harships have been placed
on the ordinary people. The Trade wel-
comes the measures for the relief of the
tea industry as well as the exemption
from turnover tax on sales of gems and
jewellery for payment in foreign ex-
change.

The 15 percent surcharge on Income
tax and Wealth Tax for the years 1989/
90 and 1990/91 appears to have been
inevitable due to the need for additional
revenue by Government. While the in-
crease in turnover tax on luxury items
and the duties on motorcars appears rea-
sonable, it is noted that the minimum
duty on plant, machinery and materials
goes up from S percent to 10 percent by
way of a surcharge for 2 years.

An efficient and effective system of
taxation has been a long-felt need. Busi-
ness will therefore welcome the propo-.
sal to re-examine the entire tax system
by a Taxation Inquiry Commission. It is
hoped that the Private Sector which is
the major contributor to tax revenue
will be consulted in the reform of the
tax system which, at present, exempts
Public Servants from Taxation on their
official emoluments.

Despite an overall budget deficit of
Rs. 53 billion the Government has at-
tempted to meet both the demands for
distribution and equity as well as grow-
th and development. However the eco-
nomic strategy of the Government
wouyld require a large measure of foreign
assistance and a concerted effort to eli-
minate all waste, eradicate corruption
and increase efficiency in public offices.

It is also hoped that the necessary poli-
~ cy measures which have been promised
will be taken early to support the pro-
ducer and the exporter by the mainte-
nance of a realistic Exchange rate and to
check domestic inflationary pressures. ”’

ECONOMIC REVIEW, MARCH 1989

The National Chamer of Commerce of
Sri Lanka, President, Mr. Karu Jaya-
suriya: “The Budget in this instance has
been presented, departing from tradi-
tion. In the context of the enormous
tasks before the Minister in financing
the Janasaviya Programme what he has
been able to achieve is very commenda-
ble. -

We are concious of the fact that H.E.
The President is determined to eradicate
poverty, one of the main causes of the
present unrest.

In our opinion therefore, it is prudent
for the Government to tackle this prob-
lem in the first instance in a meaningful
manner and thereafter proceed with
rapid economic development on a phas-
ed programme which will yield better
results. :

Since peace and stability to vital for a
sound economic base, the National
Chamber of Commerce of Sri Lanka is
hopeful that proposals contained in the
Budget, directed towards poverty alle-
viation, will bring about stability in the
not too distant future.

The reference to the already repealed
Business Acquisition Act is certainly en-
couraging and will restore confidence to
the private sector. But emergency provi-
sions to nullify the repeal of the Act
should not be invoked.

The creation of a single umbrella body
to promote and co-ordinate foreign in-
vestments in the operation of the
G.C.E.C. and F.ILA.C. is a step in the
right direction provided the organisation
is geared to achieve speedy disposal of
investment proposals.

We also note that the Government in-
tends to proceed with its plans for pri-
vatisation in a realistic manner. We wel-
come the Minister’s bold reference to a
plan for closing down of public enterpri-
ses performing inefficiently, but we
hope that the plan will not be shelved
for political reasons.

We consider it most essential to prote-
ct and develop the ‘Tree Crop Sector’,
for this segment will remain the main
source of livelihood so to say, for many
years toc come.

The surcharge on income tax, though
an additional burden to the tax payer
will no doubt be a sacrifice to achieve

TRADE CHAMBERS

the objects of the Janasaviya Program-
me. We expect the retail trade to show
their sincerity by absorbing the additio-
nal turnover tax of 1 percent meant to
be collected from them.

Reduction in the rate of taxation of 10
percent on certain Provident Funds will
be a great relief. However, we strongly
urge the Government to totally elimina-
te tax on terminal benefits.

We note that duty on Plant and Machi-
nery has been raised from 5 percent tc

10 percent. This can negate some of the
good intentions for employment crea-
tion. What is of greater concern is the
increase in duty on raw materials from 5
percent to 10 percent as it will be a con-
tinuing burden.

The National Chamber of Commerce is
very: conscious of the tremendous prob-
lems the Government has to contend
with and would wish that the budget.
proposals will achieve for the country
the objects it seeks to realise.”

The Chairman, Sri Lanka Apparel Ex-
porters Association, Mr. Lyn Fernahdo
in a letter to the Hon. Prime Ministor
and Minister of Finance on the Propos-
ed Tax of 3.06 percent on apparel ex-
ports to the U.S.A. states:

We feel that there is some serious mis-
understanding on this proposal and con-
sequently we are appealing to you
through the Honourable Minister of
Textiles and Rural Industrial Develop-
ment and the Honourable Minister of
State for Textiles in order that you may
study this matter in greater detail with
a view to withdrawing this proposal.

Among some of the issues raised in the
Association’s letter ar€ the following:

It this tax is to be levied on factories
operating in the Free Trade Zone it
would require special legislation
which wéuld be contrary to the Ag-
reements already entered into by the
GCEC and these factories which spe-
cially prohibit such taxes. Any at-
tempt to introduce such legislation
which is retrospective would also
have adverse effects on future much
needed foreign investments. Conse-
quently if the GCEC factories are ex-
cluded from this tax in the same
manner as they are now exempted
from the Rs.1/- per piece quota levy
the net result will be that the facto-
ries operating in the Free Trade Zone
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VIEWS ON THE BUDGET

would not only be more competitive
than those outside, but in effect
make factories outside the Zone pay
for the incentives given to manufac-
turers in the Zone.

What will be the position of firms
who have filed successful petitions to
the US Dept. of Commerce and have
succeeded in obtaining an exemption
on the payment of the countervailing
duty ? Will they also be liable to this
tax? For your information, there
were many other firms desirous of
filing action in the United States but
were persuaded by the Sfi Lankan
Authorities not to do so.

If Government decides to proceed
with this tax, it is imperative that
Officials from the US Dept. of Com-
merce visits Sri Lanka and make a re-
examination of the incentives or sub-
sidies. What would be the position if
they determine a higher rate?

The rationale for this proposal is that
the withdrawal of the Countervailing
Duty would result in a higher price
simply because a tax imposed in their
own country is removed.

‘The Apparel Export Industry has had a
spectacular growth from an export value
of about Rs.60 million in 1976 to over
Rs.12.5 billion last year. We are all ag-
reed that the net foreign exchange earn-
ing is only about 30 percent of this figu-
re but in the current context of His Ex-
cellency the President’s poverty allevia-
tion programme it is important to un-
derstand its socio-economic benefit by
the enormous amount of employment
generated both in the industry and in
its feeder industries such as the manu-
facture and supply of ancillaries to the
industry. Additionally Government has
also identified proposals for backward
linkage and if implemented would result
in an additional amount of foreigg ex-
change earned by the country and more
particularly in the provision of employ-
ment to a larger number and thus effec-
tively contribute to the policies pursued
by His Excellency the President.

The proposed tax is therefore contrary
to these policies-and would only act as a

severe dis-incentive to the growth of this:

industry and the generation of employ-
ment. :
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Bernard Soysa

FBUDGET 1989 An OVERVIEW

Mr. Bernard Soysa, a former Chairman
nf the Pubiic Accounts Committee and
the Secretary of the LSSP was for long
years regarded one parlimentarian who
made an authoritative contribution to
the Budget debate and has also address-

ed many professional forums on fiscal
policy and public sector finance.

In most budgest that I have seen in
the past few years I find -whether there
is a deliberate attempt to hoodwink the
public or not, I do not know - or whe-
ther they are hoodwinking themselves -
a good many of the figures that have
been put forward have been erroneous.
In other words they were bogus figures.
1 have a strong suspicion - it only amou-
nts to a suspicion - that in this year’s
budget too revenue expectations have
been slightly understated. In any event,
with all that there emerges a position
that should make a person putting for-
ward a budget nervous and unhappy.
This is that whatever be the treatment
of the Capital budget there is an antici-
pated deficit on the Recurrent Expendi-
ture side, which without any further
comment means that you are living be
yond your means.

Regarding Capital Expenditure - 1 have
not seen the detailed estimates. I there-
fore do not know to what extent there
has been any pruning as compared with
what was provided last year. I cannot
say. Sometimes, any reduction of the
estimate could mean that the project
for which money was voted before has
been completed: or nears completion. I
know a number of estimates for projects
that have begun and are nearing comple-
tion and any attempt to slash those
votes would mean that either you are
paying people for doing nothing for
some time, or on the other hand halting
works for a period of time which would
mean that the benefit expected from
that project will also be delayed for that
period, while the money spent remains
tied up with that incomplete vroject.

different structure from previous bud-
gets. In all the earlier Budgets Mr. Ron-
nie de Mel added up results in this way:
considerable reliefs, Tax reliefs granted
to the affluent in various ways. I am not
here trying to justify them or to say
that they were unjustified. That is not
the aspect with which I am concerned

justified entirely on the footing that
they were necessary in order to get the
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Now this Budget is expected to have'a -

now. Those tax reliefs were sought to be.

private sector harnessed to development
to get the private sector to work in an
expanded manner. That is, apart from
whatever they were doing at the time to
harness them for development in a big
way. Has this happened? I do not see
such results, or any worthwhile results
to show for it. There has been a consi-
derable growth in regard to Infrastruc-
ture development but that was almost
all carried out on government expendi-
ture. Private sector expansion has been
principally in regard to Services, in
Commerce; commercial activities have
undoubtedly expanded on a large scale,
What has that brought us? Added infla-
tion: A consumerist bonanza for some.

The theory that tax reliefs would en-
courage capitalist development is one
that has been found to be inadequate
over many many years. [t was revived
and strongly adhered to by the previous
Government which was in office for
eleven years. It was revised on an accep- -
tance of the economic theories of
Hayek and Milton Friedman. An the
ideas that they put across have been
practised by governments as different
from ours as Mrs. Thatcher’s Govern-
ment in Great Britain or that of Ronald
Reagan in the United States. Any failure
on the part of those governments have
been attributed by the economists who
propounded the theories to the fact that
their theories were not fully implement-
ed. If they had been fully carried out,
they say, things would not have been so
bad.

In any event, the activities of the last
Government in this country for eleven
years were said to be contrasted with
“the socialist policies of the previous
government”. That is totally incorrect.
There were no socialist There were no
socialist policies of previous governmen-
ts, not even in the days of the Coalitio-
ns. Dr. N.M. Perera and others, on two
occasions, tried to turn the country in
that direction. But there was no great
socialist transformation, save the na-
tionalisation projects that were effected.
What was done in a big way was in res-
pect of land: the land distribution poli-
cy, the limitation on the extent of ow-
nership and the nationalisation of the
foreign owned estates. Those were big
items: but they did not add up to socia-
lism,- These are not the things most men-
tioned when the new policy was contra-
sted with the “‘socialism’ of the past.
The principal reference wasg to the “con-
trols”. Price control, exchange control,
rationing and .the like.

However, there was certainly a new de-
parture with Mr. Ronnie de Mel’s bud-

gets. A
To be continued.

-
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The Budget and Janasaviya ;

The Minister of Finance emphasised in
his Budget Speech that in preparing the
Draft Estimates for 1989 he had given
“the highest priority to adquately pro-
vide for the Poverty Alleviation Progra-
mme”” (PAP). Among the features he
emphasised in his programme were:

* It will be a lead programme for the

Government to raise the productivi-
ty and quality of the people in a
short time;

*  The Multi-faceted nature of the
programme is kept in view, requir-
ing simultaneous action of many
fronts, to alleviate the condition of
the poorest of the poor.

*  Creating sustainable and productive
employment opportunities will be
an important part of this program-
me. :

* A number of steps are being taken
to ensure that the entire public
sector, including Corporations,
adopt Poverty Alleviation as an im-
portant component of their opera-
tions and activities.

* In providing new employment in
the state sector, other things being
equal, preference will be given to
applicants covered by the Food
Stamps Scheme and the Poverty
Alleviation Programme. ;

The public sector will reserve at
least 50 percent of its new semi-
" skilled and un-skilled jobs for this
programme.

* A sustaintial part of the new jobs in
the State and Corporation sectors,
numbering over 100,000 that be-
come available in 1989, would be
given to the poorest of the poor.

*  Preference for this segment of the
poor will also be shown in the
matter of selection of families for
settlement under the Mahaweli
Scheme and also in other major irri-
gation projects, as well as during
alienation of lands elsewhere.

-*  The numerous projects under the
Reconstruction and Rehabilitation
Programme, for which nearly Rs.
5,000 million has been provided in
the 1989 Estimates, should also
_provide over 150,000 new employ-
ment opportunities to the unemp-
loyed.
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The State banks have been directed
to actively participate in the Pover-
ty Alleviation Programme by mak-
ing available the much needed cre-
dit facilities to the poor on afforda-
ble terms and with minimum paper
work.

The private sector is invited to acti-

vely participate in this programme.

Liberal incentives have been provi-
ded for additional employment
generation, particularly in poverty

stricken areas.

An initial allocation of Rs.10,000
million has been made for the nine
months of 1989, for disbursement
under the Poverty Alleviation Pro-
gramme. These disbursements will
be made in a phased manner as the
beneficiaries are identified.

All donations to the Janasaviya
Fund are to be made 100 percent
tax deductable; and the Fund will
accept donations to be used in a
particular hamlet or village.

AUCeSS 1O
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JANASAVIYA AND EMPLOYMENT

H.N.S. Karunatilak., Governor, Central Bank of Sri Lanka

The main thrust of the current econo-
mic policies are heavily focussed on the
welfare of the poor people through the
Janasaviya Programme. The poorest of
the poor number about 300,000 fami-
lies out of a total of nearly 3 million
farr ilies and this is about 10 percent of
the toal population.

As more employment is created, poor
families will go out of the scheme. The
administration is giving equally high
priority to the rapid creation of a large
number of productive job opportunities.

The most important component in job
creation is proper economic and invest-
ment management with the active parti-
cipation of the people. The Janasaviya
programme has grass rcots level co-ope-
ration, collective action and production,
as its main objective.

Today, out of an estimated one million
unemployed those who are desperately
in need of employment would number
about one third of this figure. This
would imply that those who badly need
employment would iargely come from
the poorest of the poor families.

Accordingly, it would be meaningful
for employment to be given on a priori-
ty basis to those in poorest of the poor
families in the country. If 300,000 jobs
for the youth can be found in the next
twelve months and these are given ex-
clusively to those from the poorest
300,000 families, then the expenditure
on the Janasaviya programme wouid be
reduced considerably. because the in-
comes of such families would immedia-
tely rise above the cut off point.

The Janasaviya programme would thus
have achieved its objective even without
making payments for consumption to
poor families on a monthly basis.

The dynamics of the programme is firs-
tly, lifting families beyond the subsiste-
nce threshold by increasing the intake
of nutritive food, by family productive
activities and by finding employment
for family members. :

The main object is to make the poor
efficient producers and to organise them
on viable productive endeavours in the
environments in which they live. In this
respect, the core of the programme is
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the investment component which will
be placed in bank accounts in favour of
the family.

From the second year onwards, and
where possible even in the first year,
this money will be the capital needed
for production. Under a village change
agent leadership families will jointly
organise themseives in productive activi-
ties using local resources and the assets
available in the environment.

The emphasis will be on small scale in-
dustries in the villages. Such small scale
industries could manufacture a wide
range of products for domestic use and
export.

Under Janasaviya, the people will have
oppertunities of thinking, planning and
designing. The Government will act as
the catalyst giving them immediate help
where such assistance is needed, what-
ever it may be.

The. success of these small industries
will depend on the capacity for self re-
{iant and joint endeavours, the motiva-
tion and training the government can
provide and the assistance they would
get from Government for their financial,
credit, marketing, export, technical and
raw material procurements.

It will also depend on the machinery
that would be set-up to monitor, -co-
ordinate and implement small projects
at the village level.

Financial Resources Available

People had doubts whether we could
find the money. This is because they
never understood the final objective and
the rationale behind the poverty alle-
viation programme (PAP). The program-
me is aimed at the poorest of the poor,
and therefore in terms of numbers and
implementation capacities is managea-
ble. We have found the money without
cutting down development or even res-
tructuring te ongoing programmes. We
have started this’ at a time soon after we
have completed the large projects like
Mahaweli. Investments in agriculture,

-small irrigation works, water supply,
housing and development of the plan-
tations would continue..

As expenditure is incurred under the

budget and as strict monitoring, contro-
Is and supervision are exercised there
will be grater economics, and a conside-
rable sum of money would be saved.
More important than the figures and
allocations in the budget will be the care
and emphasis given to the implementa-
tion of proposals. Our strategies are dif-
ferent, every stage of implementation
would be carefully watched and super-
vised. '

The PAP sets the ground for an island-
wide micro planning and development
programme with the people providing
the leadership for co-operative and self-
reliant effort at the grass roots level.
This will activate rural production and
provide new vigour to the co-operative
movement.

The actual expenditure in the budget is
only a fraction of what pessimists were
originally thinking of —Rs.42 bpillion
and Rs. 70 biilion. With the allocation
of Rs.10 billion (only 7 percent of total
expenditure) three components of the
PAP have been covered, the PAP itself,
the doubling of food stamps and the
free mid-day meals. This is because the
money is being meaningfuily and pro-
fitably spent, with end use supervision.
There is no waste. The PAP has built in
conservation and economising-elements.
As new employment is created, people
will rise above the threshold of poverty.

People who are not entitled to food
stamps would not be given the benefit.
Surveys have confirmed that very large
numbers of well to do people are recei-
ving food stamps. The people will them-
selves decide who are the really poor
and the real beneficiaries of PAP.

Investment

The more important component of the
PAP is the investment part. At the end
of two years every family will have capi-
tal assets — an earning asset in the bank.
They are free to employ it for produc-
tion. The people will be motivated to
co-operate, be self-reliant and use re-
sources in their own ernvironment for
production. They can be geared to big
manufacturing units The family be-
comes a miniature factory serving a
much larger unit. The PAP is a basic pre-
requisite for rapid development of the
backward rural sectors.

Extracted from a recent article and also
a speech reported in the ‘Daily News.’
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THE ROLE OF CO-OPERATIVE SOCIETIES
UNDER THE JANASAVIYA PROGRAMME

Asoka P. Munasinghe

Assistant Secretary, State Mihisiry for Co-operagives.

Before examining the role of co-opera-
tives in the Jana Saviya Programme it is
necessary to understand what a co-ope-
rative society is and the values on which
it is based. The principle of co-operati-
ves is helping each other, “Eachfor .all
and all for ea¢h” is the theme of this
Movement. Mutual help is one of the
aims of the Co-operators.

The Jana Saviya Programme is expec-

ted to help eliminate peverty with peo-
ple helping edeh other. It is therefore
cleat’ that there is a very close relation-
ship between the objectives of Jana
Saviya and those of the Co-operative
Movement.

The Co-operative Societies in this
country could be classified broadly into
two categories, namely those societies
that handle the distribution of essential
food items and those societies engaged
in production activities. Although there
are other types of societies these two
are the types closest to the people.

Let us first examine the societies hand-
ling the distribution of essential food
items. These societies not only handle
distribution, but are also engaged in the
purchase of these items. In addition,
they provide loan facilities to their
members for starting agricultural and
industrial projects, and also provide

equipment and other supplies for agri-.

cultural production.

The policy of the Jana Saviya Program-
me is to give the poor people the con-
fidence to come up in life through self
reliance. The Food Basket distributed
under this programme will be supplied
to them through the Multi-Purpose Co-
operative Societies. The 285 Multi-Pur-
pose Co-operative Societies distributed
through out the island have about 9,000
branches. The Co-operatives already ser-
ving the Food Stamp holders will conti-
nue to provide this service by supplying
the necessary food items under the Jana
Saviya Programme. This is a more res-
ponsible role.

The reason is that a family will be get-

ting a bengfit of about three times that
of Food Stamps. It could be questiored
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whether the MPCS could handle this
volume of work. Most of these societies
have the storage facilities as well as
transport facilities and the labour force.

It is true that most societies have
financial problems. The reason is that
the Co-operatives are not profit earning
institutions. They supply essential items
to people while keeping a small margin
of profit or no profit at all. Therefore
some of these societies find it difficult
to even pay their employees. Although
such societies could face financial diffi-
culties in implementing the Jana Saviya
Programme, there will not be any prob-
lems as the Government will give them
the necessary assistance; so that there is
no reason why the Multi-Purpose Co-
operative Societies should not be able to
serve the gradually increasing beneficia-
ries under the Jana Saviya Programme.

The Food Basket will contain locally
produced cereals, and the societies will
have to purchase these items either from
the local producers or from the CWE or
similar fnstitutions. When the Co-opera-
tives start purchasing it will be an incen-
tive for local agricultural production;
and those farmers who had no interest
earlier will also now start growing these
items.

Let us consider rice production. When
more and more rice is needed for sale,
societies will be forced to purchase rice
in larger quantities. This will benefit the
rice millers. This will also eliminate the
middlemen and bring about better trade
relations. Needless to say, with Jana

Saviya per capita consumption of rice

will increase. In addition to food items
they will also get agricultural imple-
ments and other necessary agricultural
inputs. This will induce them to get into
cultivation er start some other income
generating projects. Thus it will be seen
that MPCS will indirectly contribute to
the growth of national wealth. It will

also help to uplift the living standards

of the farmer.

It is essential that the beneficiaries are
encouraged to save the additional allo-
wance of Rs. 458 without using it for
consumption® Here the Co-operative
Rural Banks will be called upon to play

a special role in saving is for future
benefit. The money saved for two years
could be used by them for starting a via-
ble project. The Society could assist
them. The deposits of Rural Banks have
exceeded Rs.1,800 million, but only
about 40 percent of these funds have
been used for the development of the
rural sector. The rest has been used in
investments away from the rural people.
It will be possible to grant bigger loans
to members under the Jana Saviya Pro-
gramme as they will now have “Secuti-
ty”’. The Co-operative Societies could
assist the Jana Saviya beneficiaries by
granting them loans to start projects
without waiting for the two year period.
The loan given in installments,may not
exceed the Rs. 20,000 limit. The educa-
tioanl division of the Society could help
them firstly to identify locally available
resources, and then help in use of these
materials and their marketing. Thus
they should be able to use these funds
profitably. ;

Just-as Jana Saviay beneficiaries will be
assisted by the Society, they will also in
turn help the Society. Since the income
of these societies is expected to increase
the employees will be able to get better
salaries, and their living standards .
should also improve. It has been estima-
ted that the turnover of a Co-operative
Branch will go up by Rs.37,850 with
the implementation of the Jana Saviya
Programme, while the monthly sales of

an MPCS will go up by about
Rs.105,000/-.

Production Co-operatives will also have
a role to play in the Jana Saviya Pro-
gramme. Another objective of Jana Savi-
ya will be to assist the local producers.
The service that could be rendered by
the Agricultural Co-operatives is im-

*Each family will receive Rs.2,500/- per
month, over a period of 24 months. Of
the monthly allowance Rs.1,042/- will
be invested on behalf of the recipient;
and the balance Rs.1,458/- will be the
consumption component, of which Rs.
1,000/- may be spent on the food par-
cel and the other Rs.458/- could be
spent according to the preferences of
the recipient. This balance Rs.458/-
could be spent on more goods or invest-
ed in savings. §
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mense. For instance, the Co-operatives
in the Mahaweli ‘H’ Zone could encou-
ragé their farmers to grow more chillies
and other subsidiary food crops. There-
fore, the Co-operative: Societies while
helping the farmers to increase their in-
comes could also contribute to the eco-
nomic development of the country. The
Co-operatives should provide the institu-
tional facilities, loans and other incen-
tives, the marketing and necessary gui-
dance. A major ILO decleration, as far
back as June 1966, has accepted the Co-
operative System as the best way to im-
prove the living standards of poor villa-
gers in developing countries.

The other Co-operative Societies also
could play a role in the Jana Saviya Pro-
gramme. The Handloom Co-operatives
that found it very difficult to sell the
products of their members, since the
Jana Saviya basket will have textiles as
well The unemployed village girls can
now produce handlooms and sell thei
products to the Co-operatives.

The policy statement of the new Go-
vernment declares that “Poor families
will be encouraged to be independent
and manage their economic upliftment
by being provided credit facilities and
avenues for savings. Organising them
will be the responsibility of the Co-ope-
rative Credit Society. This is one of the
development activities they sheuld un-
dertake ”

In this sphere the Women’s Commit-
tees of the primary societies could also
help. They could educate the rural
women in the use 'of resources, markets

Btc.

Mother is the unofficial leader of the
family. Her leadership is the base for the
success of this institution called the Fa-
mily. Therefore, the Women’s Commit-
tees of the Credit Society can guide the
beneficiaries. The building up of the
mental condition needed to get these
poor people to have confidence in them-
selves, could be brought about through
the training programmes of the Co-ope-
rative Credit Societies.

In this programme of Poverty Allevia-
tion the co-operative organisations
shouid be an important force,encourag-
ing people to engage in development
work and also be a force in development
activities. In this context the Co-opera-
tive Societies should be clear about the
role they are expected to play.
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PEOPLE’S BANK INVESTMENT SUPPORT
FOR JANASAVIYA PROGRAMME

A major focus of the Janasaviya Prog-
ramme will be on people-based produc-
tion by setting up of Small Production
Units at village level. The object is to
make the poorer people efficient produ-
cers and to organise them on viable pro-
ductive endeavours in the environments
in which they live. This programme is
therefore expected to transform half the
country’s population, now living on
Food Stamps, into people with some
means and capability.

Under the Janasaviya Programme each
poor family will receive Rs.2,500 a
month, over a period of two years, of
which each month Rs.1,458 will be allo-
cated for consumption, while the balan-
ce Rs.1,042 will be invested on behalf
of the recipient. Together with the inte-
rest earned from this investment over
two vyears, each family should be in a
position to find a source of sustainable
and durable employment with a saving
of Rs.25,000 accumulated by the end of
this period. But the guidance and in-
ducements for investment are aiso
necessary. In implementing this invest-
ment aspect the state banks have laun-
ched a scheme of cheap and readily ac-
cessible credit for small scale entrepre-
neurs with viable projects, which are
production oriented and income genera-
ting.

The People’s Bank is playing a leading
role in this endeavour. It has introduced
several special loan schemes geared to-
wards assisting each poor family in uti-
lizing their investment component of
the - Janasaviya Programme to start a
worthwhile enterprise. The Bank’s in-
tention is to direct these  families to
some suitable form of trades, or small
industry, or cultivation or other type of
self-employment in order that they are
ultimately ensured of an independent
existence. Among the new schemes al-
ready launched in this regard by the
Bank are the Praja Naya Niyamaka or
‘Agency Banks’ scheme, a ‘start-up’
loans scheme, of which the most recent
was the loan scheme for purchase of
Three Wheel scooters; and the Sub-Con-
tracting loan scheme.

Praja Naya Niyamaka Scheme
The Praja Naya Niyamaka (PNN) sche-

me is one of the Bank’s major contribu-
tions to President Premadasa’s Janasavi-

ya Programme, which aims at the alle-
viation of poverty. Under this scheme
the two state banks will ultimately ap-
point 7,000 PNN’s each, to cover all the
Grama Seveka Divisions in the country.
The People’s Bank has targetted the set-
ting up of 7,000 such Agency Bank’s by
the end of 1989. By the end of March
this year over 2,000 units had been
identified and about 1,000 PNNs ap-
pointed; the largest number being in the
Western and Southern provinces where
population concentration is highest. [he
main objectives of the PNN sche :

(1) to devise a mechanism

view to providing credit to
borrowers on easy terr:;

to extend banking faciiitics
areas which are inac {
formalised institutions

to provide credit at a compars
tively low cost, much

the existing rates in th

money market.

(2)

3)

In the informal money mark
lenders often charged as much a: .
30 percent monthly interest, tuus
ing a heavy debt burden on th
wer, and often discouraging poteniial in-
vestors from undertaking a viable i
come-generating project.

The programme is intended to be imple-
mented through:

(a) Co-operative Rural Banks
(b) Acceptable Organizations, and
(c¢) Individuals

The eligibility criteria for selection of a
PNN are that he should have no past
due commitments as a borrower or gua-
rantor to the Bank or any other finan-
cial organisation, and that his financial
standing should be sound; that he
should be capable of contributing 15%—
20% of the amount advanced by the
Bank as his equity contribution to the
on-lending programme.

The lending of this scherie will be dis-
bursed through a Fund A Fund would
be created for on-lending for each PNN
unit with the Bank’s advance and the
PNNs equity contribution. It would be
necessary for each PNN operating this
loan scheme to open a Current Account.
The Bank will advance Rs.100,000/-
initially and increase this sum upto Rs.
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200,000/~ after rev1ewmg the progress
_achieved. The maximum advance given
will be limited to Rs.5,000/- for each
applicant; and loans will be granted for

a short period not exceeding 12 months.

The PNN has also to be capable of un-
dertaking certain activities which can
contribute to the success of this loan
scheme. The PNN should arrange to
lend monies to sub-borrowers from the
Fund maintained for that purpose. It
would be necessary for the PNN to
maintain records of this account accord-
ing to instructions given by the Bank,
and the Bank will inspect records main-
tained by the PNNs. The PNNs are ex-
pected to display their conditions of
lending (in particular the interest rate
charged by them), approval of the Peo-
ple’s Bank, etc. prominently at the res-
pective premises.

The Bank will obtain immovable pro-

perty as security for this loan scheme

from the PNNs where land mortgages
are not possible; or balances on fixed
deposits or any other acceptable securi-
ty. The PNNs in turn will have a right to
obtain security considered by them to
be adequate, The application and de-
mand pro-note is the type of security
normally available to PNNs. The PNN is
to be a link between formal and infor-

Praja Naya Niyamaka Scheme — Number of
Units by Province as at end March 1989

Province No. Identified No. Appointed
North Central 300 145
Eastern 97 61
Uva ; 50 149
Western S 227
Southern 285 242
Northern 42 08
North Western 351 99
Central 356 194
Sabaragamuwa 230 188
2,088 1.313
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~ tions, within the

The first Agency Bank. opened by the
People’s Bank,at Wattala,was inaugura-
ted by President Premadasa late last
year. The picture shows Hon. R. Pre-
madasa lighting the oil lamp at the in-
auguration ceremony. Also in the pic-
. ture are Mr. John Amaratunge then MP
for Wattala and Deputy Minister of
Finance and Mr. Lakshman Watawala
Chairman of People’s Bank.

mal money markets, and therefore his
operation should narrow down to a bare
minimum inconvenience and .social dis-
ablities caused to the poorest of the:
poor. The Bank has given much priority
and prominence to this scheme as it is
an integral part of the Poverty Allevia-
tion Programme of the Government.
The People’s Bank is already dperdting
65 PNN units in the Anuradhapura dis-
trict and 40 units in the Kegalle district;
while by end March 2,088 PNNs had
been identified and 1,313 PNNs had
been appointed. The Bank’s stategy is to’
open all 7,000 PNNs before the end of
LIRYL

Start up Enterprise Loans Scheme

Another significant scheme supporting
the Janasaviya Programme is the Peo-
ple’s Bank’s new project oriented credit
scheme named the “Start up Enterprise
Loan Scheme.” It is intended to assist
youth who due to lack of financial re-
sources have not been able to commen-
ce any enterprise, to establish themsel-
ves in various lines of economic activity.
Financial facilities are available under
this scheme upto a maximum of
R5.30,000. The assistance provided in
the form of loans is mainly for the pur-
chase of machinery, equipment and a
small working capital component; and
also for electrification where required.

This scheme is directed at school lea-
vers and young people between the ages
of 18 and 35, who had an opportunity
to follow on-the-job training program-
mes or vocational training at recognised
and acceptable training institutions.
only those persons not already engaged
in any other enterprise are eligible for
this assistance; including those who have
not already borrowed for business or
other economic activity from any bank
or financial institution. Joint applica-
maximum of Rs.
30,000/- from two eligible applicants
are also being entertained. The types of
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projects for which finance is being pro-
vided to commence such small business/
service units include: Tailoring and
Dress Making; Tyre Repair Shop; Ma-
sonry; Barber Saloon; Carpentry; House
Electrical Wiring; Motor Car Repairs;
Shoe Making and Leather Work; Light
Engineering and Welding Shop; Spray
Painting (Vehicles and other equipmen-
ts); Motor/Push Cycle Repair Shop; Bri-
ck Making; Coir Products; Plumbing;
Trading (Working Capital and Basic Imp-
lements); Pottery; Cane Work andReed
Ware. The trade could include Pingo
Carriers, Push. Carters and Cycle-ped-
lars and others.

A further facility being offered in this
scheme will be the identifying of parti-
cular projects suitable for specific areas.
A list of seventy such projects.have been
identified so far and project profiles are
being prepared for those who may have
an interest in any of these areas. The
subjects of the profiles include: Semi-
precious Stone Cutting; Radio/TV re-
pairing; Brass utensils; Paper bags; Wash-
ing soap; Artificial flowers; Mushroom
cultivation; Mosquito coils; Writing cha-
lk; Candles; Fast foods; Compost fertili-
zer packeting; Herbal poridge; Firewood
stoves; Hand bags and purses; [ron grills
and racks, Hollow blocks; Envelopes;
Instant Fruit Drinks, (Cord1als) Papa-
dam and Yoghurt. :

Loans upto Rs.10,000/- will be allow-
ed a maximum repayment period of five
years; while loans over Rs.10,000/- will
have a maximum repayment period of
seven years.

Loans upto Rs.10,000/- would not re-
quire equity contributions, and a bor-
rowers skills or labour could be consi-
dered his contribution; while for loans
over Rs.10,000/- a 20 percent minimum
equity is necessary. Equity contribution
could consist of cash or any other asset
of the project, including preperty where
the project is located.

For loans upto Rs.10,000/- the guaran-
tee of parents or members of the family
or other acceptable guarantors would be
required as security; while for loans of
over Rs.10,000/- the mortgage of move-
able assets of the Unit, the guarantee of
parents or earning members of the fami-
ly or any other acceptable guarantors,
or the mortgage of properties owned by
parent or the applicant will be accepted.
In order to motivate borrowers on the
project and encourage regular repay-
ments a 3 percent rebate is being allow-
ed on interest,
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By the end of January this year the
Bank had approved around 170 ‘projects
valued at nearly Rs. 2 million; while
loans had been released for 52 of these
projects. The largest number were in the
Kurunegala Region where 73 projects
were approved and loans released to 24.
In the Colombo Outer Region there
were 39 such projects approved. The
other Regions where there was interest
in this scheme were Ratnapura, Nuwara
Eliya, Matale, Galle, Kalutara, Kandy
and Anuradhapura. ;

Start-up Enterprise Loan Scheme Position
as at 28.2.89

1. No. of Approvals

Requested 1.879

2. Value of Approvals :
Requested 26,000,000

3. No. of Approvals 349

4. Value of No. Approved 4,500,000

Three Wheel Scooter Loan Scheme

Another self-employment loan scheme
designed by the People’s Bank and link-
ed to the Janasaviya Programme is the
Bajaj Three Wheeler Scooter 1.0an Sche-
me launched this year. This is an emp-
loyment generating project for the ur-
ban youth who would have some equity
and driving licences. The Bank has plan-
ned to promote this programme as a
joint enterprise with a leading Company
who are agents for Bajaj three wheeler
scooters in Sti- Lanka. Under this pro-
gramme the Bank will contribute 60
percent of the project cost or cost of
the vehicle, while the borrower will con-
tribute 40 percent. The maximum re-
payment period for such loans is 48
months while the rate of interést will be
20 percent, The Company would collect
the borrowers daily income and remit
the repayment for the loan to the Bank.

The basis of security on these loans
will be : where the loan amount is less
than 50 pereent of the purchase price,
the mortgage of the vehicle with the
assignment of the Comprehensive Insu-
rance Policy; where the loan amount is
more than 50 percent of the Purchase
Frice (but less than 60 percent) in addi-
tion to the martgage of the vehicle, As-
sigment of the Comprehensive Insurance
Policy, 'Two guarantors acceptable to
the Bank, and any other securities the-
applicants/prospective borrowers could
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ihe first scooters, under the Three iheel Scooter Loan Scheme,were handed cver by President

R. Premadasa 3t the Gangaramaya Hunmupitiya on Sunday March 13th,
President Premadasa and Ven. Galboda Gnanissara, Viharadipathi of the

This picture shouws

Cangaramaya Hunu-

pitiya taking a ride in a three—wheeler. This is one of the thres-wheel scooter-taxis
rresented to twenty youths trained and sponsored by the Sri Jinaratana Ayatana Paleska
Sabhawa (SJAPS) and the National Youth Services Council:. This new enterprise scheme for
self-employment has been launched by the People's Bank and Bank of Ceylon under the "Jana-

saviva Programme".

provide.
Sub-Contracting Loan Scheme

The Minister of Finance emphasised in
his Budget Speech that ‘‘small produc-
tion units will provide the valuable link
between large industries and our agricul-
ture, adding value to the produce of the
farmer. This will not only bring additio-
nal income to the people in the villages,
but will also provide a sound indigenous
base to our industry. This marriage bet-
ween the big investors and the small
producers will increase production, cut
down on overheads, reduce inflation
and will generate sustainable employ-
ment for the vast majority of our rural
poor. It will also be the surest way to
accelerate the development of our remo-
te and backward areas.”

The most feasible methods by which
small production units could be linked
to larger units has been found to be
through the system of sub-contracting.
The Bank’s Sub-Contracting Loan Sche-
me is inténded to fulfill this vital re-

quirement. More details and a full dis-~

cussion of this Sub-Contracting Loan
Scheme are contrained in the accom-
panying article by the Bank’s Chairman
Mr. Lakshman R. Watawala.
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Solar Power Panels Loan Scheme

The Minister of Finance in his Budget
Speech drew attention to the fact that
the generation of electricity from sun-
light is an alternative source of energy
for the future and to encourage
use of Solar Power Panels System in Sri
Lanka he proposed to reduce turnover
tax on the manufacture of these items
from 12% percent to 3 percent.

Meanwhile, the People’s Bank has for-
mulated a special scheme to encourage
this venture. This loan scheme is inten-
ded to help in reduction in household
expenditure onkerosene;be an alternati-
ve source of power for domestic heating
as well for operation of T.V. sets and
even water pumps; have the capacity to
increase the voltage of electricity produ-
ced at a given installation by merely in-
creasing the number of panels; to be
having lower capital costs when compar-
ed to the costs involved in obtaining a,
connection from the National Grid and
is of Convenience and lower operation
costs. The maximum loan zmount will
be Rs.20,000 for purchase of a solar po-
wer panel system consisting of all essen-
tial components; and owners and co-
owners of the house for which solar
power panels are required will be eligi-
ble for such loans;being given at-a rate
of interest of 17 percent per.annum. :
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JANA SAVIYA PRODUCTION UNITS_. A SCHEME

Lakshman R. Watawala
Chairman, People’s Bank

One of the main highlights in the Bud-
get Speech presented by Hon. D.B.Wije-
tunge, Prime Minister and Minister of
Finance wa the setting up of Small Pro-
duction Units at village level using indi-
genous raw-material and the linking of
these Units with large [ndustrialists,
Agriculturists and Exporters. The rele-
vant extract. from the Budget Speech is
given below:—

‘“The main thrust of the country’s
development programme in the
next two years would be on the
alleviation of poverty and the crea-
tion of village based self-reliant or-
ganisations and small production
units which would help to increase
the productivity of the poor throu-
gh creation of new employment op-
portunities. These small production
units will also provide the valuable
link between large industries and
our agriculture, adding value to the
produce of the farmer. This will not
only bring additional income to the
people in the villages, but will aiso
provide a sound indigenous base to
our industry. This marriage bet-
ween the big investors and the small
producers will increase production,
cut down on overheads, reduce in-
flation and will generate sustainable
employment for the vast majority
of our rural poor. It will also be the
surest way to accelerate the deve-
lopment of our remote and back-
ward areas.

This is the essential philosophy be-
hind the Jana Saviya Programme,
which is conceived, developed and
now being translated into reality by
His Excellency the President to up-
lift the poor and to bring them
back into the economic mainstream
of the country. Jana Saviya is not
a hand out - it is not a dole pro-
gramme - to perpetuate our people
in poverty. It is a sound investment
in our human base.

Our , welfare programme will also
provide for a free mid-day meal for
* all school-going children in the
country. His Excellency the Presi-
dent has already directed the Pro-
vincial Councils, which will imple-
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FOR SUB-CONTRACTING

ment this programme, to use, as far
as possible, only local produce in
the mid-day meals. This will pro-
vide an incentive to the local pro-
ducer to grow more and improve
his income. His Excellency has also
given a slogan to this island-wide
mid-day meal scheme: “Income to
parents and nutrition to their own
children”

The method by which the small pro-
duction units could be linked to larger
units would be, by the system of sub-
contracting. The system of sub-contra-
cting has been in existence for a long
period of time and this is a method by
which large Industrialists and Exporters
have helped the small scale businessman.

The Jana Saviya Programme, launched
by His Excellency the President to alle-
viate poverty, has now highlighted the
importance of the system of sub-con-
tracting to set up small production units
at village level, linked to large units.

Methods by which sub-contractors
could be linked to'larger organisations
are as follows: —

1. Manufacturing Industries —

These are existing organisations
which are involved in the produc-
tion and manufacturing of finished
products. These industries could
purchase components, packing
materials and other itemis required
for manufacture or assembly.

1

Export Houses —

These are organisations which are
exporting various items and have a
ready export market for various
products, and services. These fall
into industrial and agricultural pro-
ducts, services and other exportable
products.

3. Trade or Marketing Houses —

These are organisations which are
mainly involved in trading and mar-
keting actvities in the local market.

In the case of Sub-contractors it is en-
visaged that they would be directly link-
ed to any of the above mentioned orga-
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nizations. There is a definite advantage
for small sub-contractors to be linked
to larger organisations and some of
them are as follows: —

i) The large organisation could iden-
tify the product or item to be sup-
plied by the sub-contractors.

ii) The training and assistance for set-
ting up of the sub-contract unit
could be carried out by the larger
organisations.

iii) The supply of raw-material will be
ensured and the quality of the
raw-materials controlled. 2

iv) Quality control standards will be
laid down.

v) The larger organisations would
buy back the items manufactured
by the sub-contractors and there-
by guarantee a market.
The large organisation could arra-
nge to deduct the loan instalments
and repay the Banks from the
money realised on the purchase of
the products from the sub-contra-
ctors.

The sub-contractor would be able

to concentrate on production acti-

vities as the large organisation
would be responsible for all other
matters.

vii)

viii)

In order to assist the sub-contractors
to set up these Projects, the Banks
would have to play a major role in pro-
viding the necessary funds. Two me-
thods could be adopted for funding the
sub-contractors.

1. (a) The Banks could lend the money
to the larger organisation which in
turn will disburse the monies to
the sub-contractors.

(b) The Banks could lend money dire-
ct to the sub-contractors, provid-
ed the project is viable and has a
direct link with the larger organi-
sations which are committed to
provide the necessary technical
expertise and guarantee the buy
back.

2.  The Banks could provide additio-’
nal funds to the large organisa-
tions to provide for working capi-
tal financing such as purchase of
raw-materials and finished goods
from sub-contractors.

The large and weH established-Industri-
al, Agricultural, Export and Marketing
organisations have a definite role to play
in promoting sub-contracting and there- -

23



by setting up small scale production
units at village level. Therefore, the Pri-
vate,- Corporation and Government
Sector organisations should play an ac-
tive role to promote the setting up of
small scale units in order to achieve the
main objective of the Jana Saviya Prog-
ramme of alleviating poverty and the
creation of village based self-reliant or-
ganisations and small production units.
The methodology for the setting up of
Jana Saviya Production units or sub-
contracting units linked to large orga-
nisations under the Jana Saviya Pro-
gramme are as follows: —

1. All Private, Corporation and
Government manufacturing, trad-
ing and export organisations :
should be brought under the sche-
me of sub-contracting.

[\8}

Each of these organisations should
identify the type of product or
service that could be given out for
sub-contracting. They should set
up a minimum of 10 sub-contract-
ing units, employing a minimum
of 2 - § persons.

3. A Government policy directive re-
garding use of locally manufactur-
ed products would enhance the
setting up of the sub-contractors
or Jana Saviya Production Units.

4. (a) Tax benefits should be given
to the large industrial organisa-
tions that set up sub-contract-
ing units, such as the deduction
of the total capital investment
of sub-contractor from profits
of the Company for purpose of
income tax.

(b) Sub-contractors should not be
liable for any type of taxation
for a period of 3 years. Sub-
contractors should be treated as
a part of the informal produc-
tion centres.

wh

All items of Industrial, Agricultu-
ral, Fisheries, Livestock, Services
and other areas should be brought
under this scheme of sub-contrac-
ting.

6. In the case of agricultural and
food items, th& Co-operatives,
C.W.E., Paddy Marketing Board
and other -private and public sec-
tor marketing organisations
should be made use of.
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7. Sub-contracting could be started
on a large scale for the Diamond
and Gem cutting and polishing
and Jewellery trade.

8. Setting up of specialised Export
Houses and Local Marketing Orga-
nisations should be encouraged.

The People’s Bank has already com
menced a Scheme for granting loans to
sub-contractors. For example, a loan
granted to an Export Company for the
purpose of giving loans to sub-contrac-
tors was worked out on the following
basis 1 —

i, The Export Company provided
training to the sub-contractors in
their own factory.

2. The Export Company submitted a
Project Report.

3. The cost of machinery and raw-
materials required by the sub-
contractors was worked out to-
gether with earning capacity of
each sub-contractor.

4. The Bank agreed to give the Com-
pany a loan to be disbursed to
each of the sub-contractors on the
following basis:

(a) The Company would train the
sub-contractors.

(b) The raw-material would be
supplied.

(¢) The Company would buy back
the finished product.

(d) The loan instalments would be
deducted and remitted by the
Export Company to the Bank.

(¢} The Company would guaran-
tee the loan.

Another example was where thg Bank
gave the loans direct to the sub-contrac-
tor on the following basis : —

(a) ‘The large organisation undertook
' to train the sub-contractors.

{b) Raw-materials were to be supplied
by the large Company.

(¢) The finished products would be
purchased by the large Company.

(d) The loan instalments would be de-
ducted and remitted direct to the
Bank.

(e) - The supervision of the sub-contra-
cting Units would be done by the
large organisations.

() The Bank would, give the loan
direct to the sub-contractor.
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There anumber of advantages in
the "scheme of sub-contractors being
linked to larger organisations, rather
than their setting up small scale units on
their own. Among the reasons for such
advantages are the following:

1. The larger companies with their
experience and knowledge would
be able to start up Projects which
are viable after taking into cOnsi-
deration the marketing, technical,
production, raw-material and
finance aspects.

2. The sub-contractors or Jana
Saviya Production Units will be
able to obtain assistance and sup-
porteof the large organisations and
they will feel more confident in
starting up these small Units.

3. The sub-contractor could concen-
trate on production as other
matters will be looked after by
the large Company.

4. The Banks would be able to con-
sider the grant of loans to sub-
contractors on a project basis, tak-
ing into consideration the viability
and the other inputs of the larger
organisations such as marketing
and technical areas. .

5. Large Organisations could make
use of sub-contractors to produce
goods at lower cost.

6. The Capital Investment of large
Companies will be reduced while
production would be increased
without increase in Fixed Costs
by the use of sub-contractors.

7. The large company should pay a
reasonable price to the sub-con-
tractors in order to make the sche-
me of sub-contracting a success.

8. Sub-contractors could find an
opportunity to improve manage-
ment methods and skills. Poor
management has in many instan-
ces resulted in failure of many
projects and companies.

Therefore, considering all these mat-

ters sub-contracting could be a very
convenient and low cost ‘method for
achieving the objectives of the Jana
Saviya Programme and for the setting
up of ‘Jana Saviya Production Units.’
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FEATURES

OF ITS MEMBERS

Sunimal Fernando et al

THRIFT AND CRIDIT CO-:OPERATIVE SOCIETIES
IN SRI LANKA AND THE QUESTION OF
THE APPROPRIATE ECONOMIC

have such a rule,

The rules, procedures and finzncial
-norms of the TCCSs studied apply to
the various economic and socioclogical

_ categories in a village in different ways.
In the cases studied, the low income

BACKGROUND

works. This extract from the Study

try. The focus is mainly

Sunimal Fernando, Willie Gamage, Charmawansa Peiris, M, Sri Shanmugarajah and
R.M. Ranaweera Banda facilitated a study on
Housing in the Galle, Matara, Jaffna and Puttalam districts of Sri. Lanka” and a
report was prepared in late 1987 by IRED-Development Innovations and Net-
of the working of 5 out 4,500 Thrift and Cre-
dit Co-operative Society (TCCS) functioning in the island provide a useful insight
into the credit requirements and operations in four diferent districts of the coun-
on the rural though some comparisons of the urban situa-
tion are also given, This account from the larger study is particularly useful in the
context of the investment component that is to be provided to a large number of
families in Sri Lanka under the Janasaviya Programme and the Agency Bank Sche-
me (PNNs) to be launched by the state banks.

families would generally not be able to
participate in the TCCS process because
they would find it difficult to conform
with TCCS procedures and financial
norms. To start with a poor family will
find it difficult to get two guarantors
acceptable to the TCCS, even if it is able
to subscribe the minimum share capital
and meet the ‘minimum savings’ qualifi-
cation. The rich, on the other hand,
would not require the TCCS for a dif-
ferent set of reasons. The rural rich have
good connections outside the village,

“Aspects of Support-Based Rural

The Thrift and Co-operative Credit So-
ciety (TCCS) is a village level organisa-
tion which serves to mobilise rural sav-
ings and make credit available to its
members when required at-rates of in-
terest well below those prevailing in the
non-institutional credit market (i.e. with
money-lenders)# The rates of interest
vary in different TCCSs. The Hirigama
and Pahalagama TCCSs in the Matara
district offer 14 percent interest on ordi-
nary deposits while the Minirankuliya
TCCS offers 15 percent interest on ordi-
nary savings and 18 percent interest on
fixed deposits. The rates of interest on
savings offered by TCCSs are generally
higher than those offered by commer-
cial banks. Similarly, the interest charg-
ed by a TCCS on loans is lower than the
interest on loans charged by commercial
banks.

The upper limit of loans as well as the
conditions under which leans are given
vary among different TCCSs. At Saru-
mellagaha (Galle district) the upper
imit of a Joan is Rs.15,000/-; at both
Pahalagama and Hirigama  (Matara dis-
trict) it is Rs.5,000/-; while at Miniran-
kuliya (Puttalam district) it is Rs.
10,000/~ . At the Pahalagama TCCS in
the Matara District, . within the Rs.
5,000/- limit, the maximum loan a
member could obtain is 3 times his sav-
ings in the TCCS; at Minirankuliya,
within the Rs.10,000/- limit, it is 10
times his davings in the society; while at
the, Hirigarna TCCS in the Matara distri-
ct the norm varies from 3 times the sav-
ings for loans upto Rs,1,000/- to twice
the savings for loans between Rs.2,500/-
and Rs.5,000/-. In respect of all NHDA
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- tor should also have a good attendance

3

<5

“guarantor should have the confidence of

> TCCSs are.voluntary associations of poor people operating on a local basis.

not merely with businessmen and other
influencial persons from whom they
could borrow money when they need to
do so, but even with formal financial
institutions such.as banks and other
lending agencies.

housing loans, however, a member is en-'
titled to a loan upto 10 times his total
savings in the society, The period of re-
payment for ordinary loans and self
employment loans varies from 1-3 years;
for NHDA housing loans, from 5-15
years and for'small emergency loans it is
usually one month. A member seeking a
loan from a TCCS has to produce two
guarantors who should be members of
the society. Most TCCSs stipulate that a
guarantor too should have savings in the
society to the value of 10 percent of the
loan requested. Certain TCCSs - make
additional requirements of guarantors:
For instance, the Sarumellagaha TCCS
(Galle district) lays down that a guaran-

Though the village rich can earn a
higher interest on their savings if deposi-
ted with a TCCS and borrow money
{(within the stipulated limits) paying a
lower rate of interest than they would
need to pay to a commercial bank, rural
social norms will constrain them from
doing so: The rural rich will consider it
to be beneath their dignity to borrow
money from a village level institution in
which less affluent social groups aiso
participate. They would borrow money
at a higher rate of interest from cutside
the village,  rather than compromise
their status and dignity in the village by
taking loans from the village TCCS. Had
this social norm not been operative in
rural society, it is-possible that, especial-
ly in villages having a sizabie ‘rich class’,
TCCSs could liave taken a course throu-
gh which the rich families begin o pro-
gressively  dominate and coniroi the
TCCS to:their financial advantage, Fur-

record at TCCS meetings, while the
Minirankuliya TCCS maintains that a

the office bearers. The TCCSs studied
from the Galle, Matara angd Puttalam
districts further stipulate that, apart
from other conditions, 2 member should
have a share capital of Rs.100/- in the
society before he is entitled to loan faci-
lities. The TCCSs studied from the Jaff-
na district, on the other hand, do not

Membership of a
TCCS usually ranges from 40-60 while there were some societies which could boast of 2 mem-
bership of 150 or more. TCCSs, as institutions, represent the collective strength of groups of
poor people who normalily do not have mortgageable assets or who do not have access to com-
mercial banks. They are formed for the purpose of meeting the savings/credit/invesiment
needs of the menipers.

There has been a steady expansion of TCCSs in the country since ne taovement started over
75 years'ago with 37 societies. By 1963, after 50 years, there were 3,784 societies and by
March 1987 nearly 5,300.

The strategy of tne TCCSEP3 is to set up al least vne new TCCS in
(GS) administrative divisions in the country,

cach of the Grama Sevaka,

M)
kel

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



thermore, in so-called urban low-income
communities such as at Navagampura
where there exists a sizeable number of
high-income families, if an urban TCCS
(or an ‘Urban Thrift’) is established, it
can very easily fall under the control of
the relatively ‘rich’ class ‘because the
rural social norm that constrains such
families from participating in a TCCS
does not apply in an urban context.
Navagampura, however, does not have
an ‘Urban Thrift’.

In the rural context, therefore it is to
the middle-income families that the
TCCS makes its appeal. Middle-income
families constitute the largest category
of families in any village. Among them,
some -persons work outside the village
on a regular basis either for businessmen
or else on plantations. Such families
find it possible to obtain loans on easy
repayment terms from their employers:
The TCCS is therefore not a very rele-
vant institution for them. Thus the
TCCS is most relevant to that category
of persons who are self-employed in
economic activities which:

- Are small in scale and level of in-
vestment;

- Are confined to the village or its
immediate outskirts; and

- Do not entail continuing econo-
mic /business relationships with
affluent persons.

As the loans given out by TCCSs are
small, they are useful only to such per-
sons whose level of investment is also
small. For instance in an up-country
vegetable-farming economy where small
farmers need to invest heavily on seed
material, fertilizer and agro-chemicals,
the TCCS system as it functions today
cannot intervene to meet their credit
needs. In a small-scale marine fishing
economy too, where the credit needs
of mechanised artisanal fishermen are
high (e.g. for repairs to boats and engi-
nes, replacement of damaged fishing
gear etc.), the TCCS does not appear to
be a useful credit institution. In the
rural context therefore, the TCCS can
usefully service middle-income level
self-employed families engaged in eco-
nomic activities with a relatively low
level of investment in or around the vil-
lage itself. Sarumellagaha (Galle district)
Hirigama and Pahalagama (Matara distri-
ct) and Minirankuliya (Puttalam distri-
ct) provide a substantial number of
families having the appropriate econo-
mic background for meaningful partict
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pation in a TCCS. It is also seen that it
is such families whose economic ties are
largely within the village rather than
outside the village that have a vested in-
terest in making a success of a village
level institution that bases itself on the
mobilisation of village level resources;
those whose economic horizons are
largely outside the village would not
commit themselves in the same way to
making a success of a TCCS.

When a TCCS evolves and develops on
its own, the above defined categories of
families would comprise its member-
ship. But when the process is expedited
so that TCCSs may be formed at village
level to handle NHDA housing loans
under the RHSP, families which on ac-
count of their socio-structural position
cannot contribute to the long term suc-
cess and stability of a TCCS may join it
merely in order to get access to NHDA
housing loans. These would include
families whose economic horizons large-
ly lie outside the village; families whose
economic activities are not based prima-
rily in or around the village but outside.
It is such families, which, not having a
vested interest in making a success of an
institution such as a TCCS, tend to de-
fault in loan repayment; not because
they cannot afford to pay but because
they are not willing to do so.

A resident of Jaffna district, aged
50 is a postman having 2 sons and a
daughter. His monthly income Iis
around Rs.2,000/- He lives in a mud
based house thatched with Palmyrah
leaves. He had collected sufficient
money to build a house but applied
for a NHDA housing loan to the
TCCS. The TCCS President who was
also a retired public servant recom-
mended a loan of Rs.7,500/- and per-
suaded the housing sub-committee to
approve his recommendation.  This
man took the first instalment of Rs.
4,000/- but did ot even commence
building his house. He does not even
repay the loan. He explains his fai-
lure to build the house or repay the
loan by saying that both his sons
had been arrested by the security
forces and that all the money he
had, including the loan instalment,
has been spent on trying to get the
sons released. Because of the arrest
of his sons, the politically-oriented
SSO has not taken any steps to get
him to build his house and repay
the loan. In real fact, he is an afflu-
ent man who has no vasted interest
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in making a success of a village level
credit institution like the TCCS. His
‘economic horizons are largeiy out-
side the village.

Another man of Matara district is a
member of the TCCS. His monthly
income is around Rs.3,500/-. He is a
rich land owner with inherited weal-
th. He is a member of the TCCS com-
mittee. Living in a well constructed
house of 1500 sq.feet, he obtained a
NHDA loan of Rs.3,500/- from the
TCCS for contructing -a kitchen of
500 sq.ft. He was found to be the
worst loan defaulter of that TCCS
and had defaulted 8 loan instal-
ments. Even though he is a member
of TCCS Committee, he does not
really have an interest in making a
success of such a village level credit
jinstitution because his economic
horizons are well outside the villa-

ge.
On the other hand:

A woman (aged 58), a widow of
Pahalagama (Matara district) who
lives with her 3 daughters and earns
by making coir and sewing clothes
got @ NHDA loan of Rs.2,500/-
from the TCCS to tile her roof. Her
brother-in law, a trader in Colom-
bo, contributed Rs.3,000/- The
owner of a local timber depot give
her the necessary roofing timber on
loan, while her daughter borrowed
another Rs.2,500/- from the TCCS.
This is how she mobilised resources
to instal a permenant roof to her
house.

A man (washerman) aged 55 from
Jaffna district who built his house
with the aid of a NHDA loan of Rs.
5,000/~ and by borrowing another
Rs.15,000/- from a local money-
lender at 36 percent annual interest
is finding it very hard to meet his,
loan obligations as his monthly
family income is only about Rs.
650/-. He and his sons are now can-
vassing more work for their laundry
in order to increase the family in-
come and thereby meet their loan
obligations. The family has also cut
down on food in sider to reduce
family expendituie. Though poor,
the family reguiarly repays its
NHDA loan.

The economic context of the urban
poor is qualitatively different from that
of the rural poor. To start with, the eco-
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nomic ties of urban garden families such
as those of Navagampura are almost en-
tirely outside the settlement : (See Fer-
nando. Sunimal et al : December 1986).
The urban garden is the place to which
people return in the evenings after
working in various parts of the city.
These economic ties.external to the
local settlement enable the majority of
urban garden families to obtain loans;
when required, from various patrons
and employers. The ties that could link
rural families to a TCCS do not exist in
an urban context.

Furthermore, the type of income-gene-
rating investment that is made by entre-
preneurial families of the urban poor is
generally a high-risk high-capital invest-
ment which differs qualitatively from
the low-risk low-capital investment
made by the middle-income self-emp-
loyed persons in rural society. Whereas
the latter type of investment can be
supported financially by a TCCS, the
former type of investment cannot fit in-
to a TCCS loan portfolio. In May 1987,
the ‘Urban Thrift” at Nagagahapura, off
Polhengoda road in Colombo, gave out
10 project loans of Rs.]1,000/- each to
members to start a small-scale business
such as selling eggs, rice, vegetables,
kerosene, firewood etc. These loans are

payable in 1% years at 14 percent an-

nual interest. It is still too early to
monitor the progress of such logns given
through an ‘Urban Thrift’.

A study of the Urban Thrift at Gota-.

mipura off Gotami Road (TCCS establi-
shed in February 1986) and Nagagaha-
pura (TCCS established in November
1986) in the city of Colombo showed
that in an urban context TCCSs perform
an important function in providing
emergency loans to its members. Where-
as in the rural context an emergency
loan of Rs.100/- or more can be very
easily obtained on trust without any
interest from a relative, friend or neigh-
bour to be returned in a day or two, in
an urban context such a loan carries an
interest rate of 10 percent per day.
Often such a loan of Rs.100/- or more
also requires security in the form of a
chair, a saree, a piece of clothing or a
piece of furniture. In both ‘Urban Thrif-
ts’ studied, a substantial number of
emergency loans of Rs.100/-, repayable
in one month, have been given out to
members at an annual interest rate of 14
percent. The repayment rate of emer-
gency loans in 1986 at Gotamipura was
94 percent. NHDA housing loans under
the UHSP however have not been: given
through TCCSs in Colombo.
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THE PROVISION OF CAPITAL TO STOCK EXCHANGE

LISTED COMPANIES

Darin C. Gunesekera

Many senior personnel in the private and public sectors have advised the author though sole
respbnsibility, for the opinions expressed. in this article,is that of the author. The author was
the founding Secretary General of the Colombo Stock Exchange. He directs the Wiros Lokh
Institute, for autochthonous Economics and Policy Research.

This papaer utilises material made avai-
lable elsewhere recently( )so as to high-
light certain problems that exist in the
Sri Lanka Stock Exchange Market and
our methods of financing enterprises.

Background.

The Sri Lanka Stock Exchange was
brought under the aegis of public direc-
tion only after the passage of the Secu-
rities Council Act in 1987. From 1982
upto that point there was a Stock Ex-
change bringing a wider and public ran-
ge of interests to bear on the market. In
the period from 1981 onwards, there
was public promotion, at least in inten-
tion, of the Stock Market. Prior to that
the market was run as a private club.
The traditions and personnel of the mar-
ket date largely from that early peiriod.

The Share Market began after the crea-
tion of companies by law'in Sri Lanka
about five years after such legislation
was introduced in England. By 1977 the
local commodity brokers and agents
who handled the export commodities
were also handling sufficient volume of
shares to organise into an informal asso-
ciation called the Calombo Brokers
Association. The share ownership com-
prised largely British colonials and Lon-
don Stock Exchange investors. From
the mid 1950s to 1981, the volume of
transactions declined and the ownership
of companies concentrated. These mat-
ters have been dealt with by the author
elsewhere in greater detail.

Stock Market Companies *

In the publications noted abovef” de-
tailed material on the 167 companies lis-
ted in the Stock Exchange on March 31
1984 were given. The companies whose
businesses had been nationalized, such

as the Estates, were excluded from these
studies. This paper utilizes this data in
the discussion that follows.

This means that our discussion is bias-
ed towards recent events; for only 38
(ie. 22.8%) companies of the 167 were
incorporated prior to 1948. Indeed, 83
of the companies had been brought into
the Stock Market following the new
promotional measures in the eighties.

The paid up capital of the listed com-
panies amounted to Rs.6,256.8 million
distributed into mainly Manufacturing
37.8 percent; Hotels 32.1 percent; and
Property Development 18.2 percent.
The concentration in the largely capital
intensive hotels and property sectors is
clear. It shonld be realised that under
Sri Lankan practice, in contrast to prac-
tices elsewhere, especially our commer-
cial neighbour India, capital issue is not
the same as the cash payment to the
enterprise. Our practices allow initial
share issues for items such as promotion
or lease that suffer loose quantification.
It is also possible to revalue assets, make
a book entry into reserves and to issue
shares against such reserves to existing
shareholders. These amounts also appear
as issued capital. Therefore it may be
prudent, at this preliminary stage, to im-
prove estimates by reducing the amoun-
ts of bonus issues from issued capital.
Rs.386.6 million bonus shares had been
issued of which Manufacturing account-
ed for Rs. 262.5 million.

Capital

From the point of view of the provi-
sion of capital, 30.9 percent came from
foreigners and should be regarded as
Trade Investments rather than Portfolio
or Share Market Investments as the capi-
tal really serves further interests than

1. Dr. Darin C.Gunesekera ond D.L.L.P. Jeyewardena, Preliminary data analysis of stock ex-
change listed company ownership and provision of capital SLAAS Annual Sessions,

December 1988,

A more complete treatment of the survey data will be available in D.L.L.P.Jayawardena’s

forthcoming book from Sathosa Printers.

2. vide note 1.
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market shareholding. Statutory bodies
held 19 percent, and 8.4 percent was
held by government and associated bod-
ies. Domestic private investors held 37.2
percent of the issued share capital as sta-
ted at the outset. But this is not the ac-
tual market amount. The primary mar-
ket for shares may be defined to be the
amounts raised by public offer. Only
Rs.1,466.1 million had been raised by
primary offer to the public (a much lar-
ger amount had been offered) and Rs.
541.6 million by way of rights offers to
shareholders.

These sums of money are small and
need to be tempered with the fact that
the 167 companies accounted for only
47,341 jobs. This incidently amounts
to an issued capital, of various vintage
Rupee of Rs.128,000 per job. This is
a high per job cost both in terms of the
national economy and by general do-
mestic company standards. It suggests
that the quoted companies are the high
capital intensity end of the Sri Lankan
commercial sector. This actually con-
firms Economic Logic. The Stock Mar-
ket was being promoted by tax measu-
res that made cost of capital low and
provided Government enhancements to
increase returns to capital. So we diver-
ted national resources into this market
where capital intensity — generally spea-
king imported machines and modern
buildings - was much higher.

The loans granted these companies
amounted to Rs.4.53 billion, of which
43.4 percent was foreign agencies and
foreign banks; while 40.4 percent was
from governmental sources. The rest
were from in-group companies, direc-
tors, local private banks, and finance
companies. The debt equity ratio of
manufacturing, the largest debtor, was
.83, These amounts relate to loan capi-
tal as disclosed by the companies. It is
not equal to the total bank liability to
equity position.

In Sri Lanka, bank short term,loans

and advances to. these enterprises are

of a fairly permanent nature and are
given against security of liquid assets or
other mortgaged assets. There is there-
fore a case to include these with loan
capital, which would make the Debt
Equity ratio very much higher.

Ownership ;

Nine of the listed companies were clo-
sely affiliated in ownership to other lis-

28

ted companies. The gross number ot
shareholders was 88,859 with 40.1 per-
cent in manufacturing and 30.4 percent
and 8.9 percent in Hotels and Property,
respectively. However, on glancing
through the lists of shareholders of the
sompanies it appeared that certain com-
>anies had fewer than twenty sharehol-
ders in total. Therefore the percentage
of shares heid by the largest twenty
shareholders was ascertained.

No distinction was made as to whether
the shareholders were distinct entities or
close relatives or one owning the other,
as may be the case with corporate share-
holders. This will be considered at a
following stage in so far as shareowners
of the same address may be lumped to-
gether. In the case of 51 companies the
top twenty held 90 - 100 percent of the
issued shares and in a further 50 compa-
nies the holding was 80 - 89 percent. In
75 percent of the listed companies, the
twenty largest individually listed share-
holders owned more than 70 percent of
the shares. In only 4.7 percent of the
dases did the top twenty hold below 50
percent. As the name and address lists in

the data suggest’ the twenty top holders

are largely related in business, family or
by power of attorney or constitute the
existing directorate; and. this depiction
is consistent with the increasing concen-
tration of shareholding suggested above.
The data is also consistent with the
model constructed by the author and

~ referred to elsewhere.

It was notgd that a modification of
this data should be made to take into
account certain features of these com-
panies when interpreting the data. These
features are those peculiar to new com-
panies as the greater weight of promo-
ters’ shares and shares issued in lieu of
initial services. However, even taking
these factors into account the concen-
tration depicted above is hardly lessen-
ed,

It was interesting to notethat several
companies did not possess even 20

shareholders. This was without any test
of whether the persons were indeed
seperate persons without relationships
or ownership amongst them. It was thus
clear that the Stock Market’s own Rule
onownership must be in gross violation.
The Rule is that 20 percent of shares

‘must be with the general public,(3)

By ail standards abroad - developed
and underdeveloped - the above is not a
situation that can be called a Stock
Market. By way of comparison in an
underdeveloped country of our. gene-
ral level of development, India, share-
holding of companies is in the millions
(even of Bombay only situations) and
40 percent is the minimum general pub-
lic holding. The term general public is
stringently defined and applied.

Change

This situtation demands change. The
agents of change may inquire why this
situation arose. The reason lies in the
role of Banks. The Banks have been
lending short term but permanent in
practice to the quoted companies with-
out demanding Share Capital increase.
This is particularly clear when one notes
the poor position of paid in share capi-
tal at the commercial private banks
themselves. As they had been not asking
for fresh subscriptions as the balance of
ownership on their own Board, for ins-

.tance Hatton National Bank Ltd., at the

date of this survey, would be disturbed
as all could not meet such cash deman-
ds, they could hardly force borrowers to
raise owners’ paid-in-capital

The solution proposed by the Stock
Exchange project was to give the Banks
an interest in expanding companies’
capital base. This meant a financial re-
ward in this business. They brought
banks in as broker-dealers in the Stock
Exchange. The Finance Ministry and
Central Bank’s Governor at the time dis-
allowed it®Yand the Commercial Banks
withdrew from the project. However, it
should be recorded that all the four Sr

3. A senior Chartered Accountant who has advised many of these companies informed me as
follows. ‘“The printed Rule states that 20 percent shares must be offeres io the public. It
does not state that this must be taken up nor that it must be continued after listing is
given. The matter of what constitutes “offer’”” was much debated foliowing Central Bank
Governor Tennekoon’s ruling on the transfer of Hatton National Bank shares. Events over-
look any final conclusion. Presently (1989) these Rules are required to be considered as
Guidelines. The rationale is that the present situation is in a stage of growth and flux. One
is remined of the motorist in Rome ‘traffic lights are advisory’ he told the policeman.

‘4. For reasons not concerning the Stock Market listed companies.
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Lankan commercial banks at the time
did join the ptoject and thus signalled
their own acknowledgement of the situ-
ation and their desire to make things
progressively better.

Foreign

Looking over the above data, it is clear
that the major function of the Stock
Exchange has been the facilitation of
Foreign Investors. It enables foreign in-
vestment in share and loan Capital - the
dominant amount - to be combined
with similar Government contributions
in government approved fields and ven-
tures. Domestic private sector collabora-
torss purchase or receive a share as well.
The usefulness of the market is to ena-
ble a continuous evaluation of the stake
in Sri Lanka for the investing organisa-
tion and in setting a fair price at point
of sale{®)Proceeds of Stock Market share
sales and dividends are remittable and
are of financial “‘seniority’’ at a time of
applying foreign remittance restrictions.

Individual consideration of the largest
companies makes thig clear. Shaw Wal-
lace, largely foreign owned, relies on a
good dividend (100% in recent years) to
reward owners. Such rates would not be
a reasonable strategy for a purely do-
mestic broad based company. Ceylon
Tobacco and Reckit and Coleman have
a well over 80 percent foreign partner
ownership. Where Ceylon Tobacco is
concerned, there is a ready demand for
its shares. The 93 percent British Ameri-
ca Tobacco foreign holding must be
attributed to a desire for return by way
of dividend rather than gain through
managerial practice.

In highlighting these features, it is my
intention to make the evolution, prac-
tices, personnel, attitudes®and so on at
the Stock Exchange more understanda-
ble. An economic situation may or may
not be good depending on the viewpoint
and development strategy. To unders-
tand an economic situation is not to.
make such a judgement but to see why
aspects that may not be logically ob-
vious are -being compelled to be' that
way.

5. Upon passage of money and shares the deal is valid by law and acceptable for all purposes.
Certain companies contain Articles requiring share ownership transfer to be further appro-
ved by its Board. But stock exchange market price is accepted. This is the reason for care-
ful scrutiny of this process.

6.~ Relative degree of new investor search, for instance. Unlike many developing countries we
do not have door to door salesmen of shares. Another is dress, speech and business style
in which this sector is guided by the senior foreign companies in this country.
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COMMUNITY DEVELOPMENT

Peru’s Model Self-Help Town

IDEAS

Villa El Salvador is always the good
news in the Peruvian press. Among the
articles reporting higher inflation, pea-
sants massacred, and a deteriorating pre-
sidency, journalists and readers alike
look forward to the stories about this
“new town” of more than 300,000 peo-
ple on the outskirts of Lima. In only
18 years, residents have created a com-
munity that is a remarkable example
of self-help development.

Ever-expanding shantytowns —pueblos
jovenes (young towns) surround Lima.
Many are literally sand dunes made into
cities by poor people fleeing rural pover-
ty and warfare where guerrillas and
government soldierscompetefor the pea-
sants’ loyalty.

Villa is just one pueblo joven, but its
triumphant style of self-management
has thrust it onto the national political
scene and the international as well. It
* has won two awards: The prize of the
Prince of Austurias, which is voted on
by the Latin American ambassadors to
Spain, and the designation of Peace Mes-
senger by the United Nations.

“Since its birth, the people of Villa El
Salvader had in mind that this couldn’t
be a traditional pueblo joven,” said se-
cond-term mayor Miguel Azcueta. ““I'he

30

By Lisa Swenarski

Specicl to The Christion Science Monitor
——=—==VLA £L SALVADOR. PERU——x

people have achieved a unity and their
own identity on a national level in
Peru.” : '

Politicians from every party want to
take credit for supporting Villa El Sal-
vador. The most recent law passed on
Villa’s behalf took nine days, a record in
Peru. :

“The poor people have always been us-
ed by politicians to get elected,” said
attorney Patricia Iturregui. ‘‘Now it’s
the contrary.” In this case, a popular
poor community has gained influence
over elected leaders. Villa has been the
salvation of thousands of families, and
300 more people arrive monthly hoping
to start a new and better life.

Your shoes fill with sand as you walk
along the unpaved roads. The streets are
busy with vendors selling food, people
hauling their garbage toward the truck
that stops momentarily at each corner,
and many residents are destined for
meetings with a women’s club, youth.
group, or trade union.

Seventy percent of Villa’s inhabitants
are under 25 years old. Wage-earners
make 'an average of $70 per month.
(The national average in 1984 was §

struct a building out of straw.

Almost all the housing in Villa

El Salvador is built by commu-
- mity volunteers.

o
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SHELTER HELPERS: Residents con-

Villa El Salvador has won international pfaise

for its effective grass-roots management

every two days (though for some it is
delivered by a truck in plastic bags),

schools, and health centres. And it is the
‘only city managed from the grass-roots

level in Peru. For these reasons it has
been visited by world leaders such as
Pope John Paul II, former Tanzanian
President Julius Nyerere, and Nicara-
guan Minister of the iInterior Tomas

‘Borge. s

" In addition, Villa is a sister city to cit-
ies in Spain, France, West Germany, and
the Soviet Union. This year the World
Assembly of Mayors of Sister Cities
brought 200 mayors from around the
globe to Villa.

The community‘s success story began
in the early morning hours on May 1,
1971, when S00 poor families living in
unsanitary, crowded Lima slums, pack-
ed their belongings and invaded an un-
used pieced of private property. By May
3, there were 4,000 settlers. And by
May 5, the confrontation between them
and the government resulted in Villa’s:
‘irst martyr.

Gen. Juan Velasco, whé had come to
power in a coup in 1968, was determin-
ed to accomodate the poor peasants

arriving -in Lima from the countryside .

(some as a resuit of his failed agrarian
policy). He designated a parcel of state
land southwest of the capital for them,
giving free lots so that they could cons-
truct their own homes, albeit from
straw, For this his likeness is depicted
by Villa’s only public statue,

Now, only the newest arrivals live in
straw houses.

In 1973, the people designed their own
type of government, officially called
CUAVES, the self-Managed Urban Com-
munity of Villa El Salvador. They fol-
low their own model of urban develop-
ment, which allows. for private enterpri-
se in a communally focused system, The
plan, the Popular Integral Development
Plan, is nationally famous.
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Everyone has a voice in this highly orga-
nised and decentralized system. There
are 110 residential groups of 2,500 peo
ple each. Within a redidential group are
16 blocks, each of which consists of 24
families. The block elects a leader, and -
because of the small number of families,
many people get a chance at the two-
year position. Each residential group has
a secretary-general, wha is responsible
for developing his or her area according
to the development plan.

For example, each residential group
has a central park which normally con-
sists of a basketball court, surrounded
by the meeting hall, health post, com-
munal kitchen, and kindergarten. These
are planned by the people themselves,
and built on Sunday, the communal
labour day.

>
SMALL BUSINESS: The community’s industrial
park provides space for a furniture maker.

The leaders of the blocks bring their
concerns to the'secretary'-general of the
residential group, who brings the con-
cerns to CUAVES. This bottom-up de-
mocratie structure is an unprecedented
Peruvian experience.

“We struggle for our own method of
development with the participation of

everyone,” says Mayor Azcueta. ‘“That’s

extremely rare in Peru.”

The system_is not, flawless. Some.new
arrivals do not- want to live in such a
‘'structured environment. They refuse to
integrate themselves into a residential
group and do not participate in the
Sunday work projects.
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Although many residents have learrred
to help themselves, that is often not
enough to overcome the obstacles of po-
verty. Maria Theresa Mendieta-Theodor,
a United Nations volunteer, must cori-
front the worst side of Villa as a nurse
in one of the clinics.

“They come traumatized,” she said of
the children who arrive ‘from areas of
guerrilla warfare, Many have speech
problems ot cannot speak at all. Her

sympathy and coaxing are not enough, -

to compensate for the lack of professio-
nal attention.

Despite the problems, you can always
find progress somewhere in Villa.

Currently the industrial park is making
headlines. Twenty-five local enterprises
are moving their cramped home work-
shops into the park. The United Nations'
Development Programme (UNDP) is
financing the 17-year-old dream. Not
only in Villa, but in all of Lima, thou-
sands of entrepreneurs are operating in
informal sectors of unregistered vendors
and industrialists. They make up 60 per-
cent of the active economic population
and produce 38 percent of the country’s
gross domestic product.

Some 800 of these businesses are ope-
rating in people’s homes in Villa E] Sal-
vador. Sewing machines and scraps of
material crowd Elva Suarez’s kitchen,
The shoe-making machinery of Fidel
and Rosalia Castro fills their house with
dust. And the noise from Maximo Huar-
caya’s metalworks provokes his neigh-
bors to throw rocks on his roof. The in-
dustrial park is only one of many activi-
ties percolating in Villa.

A farm in the middle of the sand dunes’
produces cotton, papaya, corn, oranges,
and is the site of cattle -and pig-raising.

The Youth Federation has just finished
the production of a video about the his-
tory of the young town, and other you-
ths have created their own cement-block
factory.

The Women’s Federation distributes
70,000 glasses of milk a day for Villa’s
children. And in each residential group
there is'a communal kitchen, a project
initiated by the poorer families to redu-
ce their food bill: They buy their food

together in bulk and the women take
turns cooking the meals

Courtesy:
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Church members, of which 90 percent
are Roman Catholic, participate in ac-
tive parishes. And high school graduates
are attending Villa’s first institution of
higher education — Universidad Libre —
which: opened a year ago with funding
of £ 200 collected from community
members.

Although Villa cannot yet be consider-
ed a major political force, it is part of
a growing popular movement in Pery-
vian politics, and has earned respect and
attention from the government.

“Our strategy consists of mobilization
and conciliation,” said Azcueta. “We
work first and then approach the go-
vernment to get' such things. as water,
schools, health services, and support for
the industrial park. We do a lot of work
and then. the government has to do
something also.”

Villa supported President Alan.Garcia
in his more popular days, but with infla-
tion at 2,000 percent and unemploy-
ment on the rise, Garcia has lost support
from virtually every sector.And inVilla
political parties from left and right have
joined the race to fill the current politi-
cal void.

Azcueta, a member of the United Left
coalition, an alliance of seven leftist par-
ties, including socialists and communis-
ts, is a possible candidate for Lima’s
mayoral election. *And his party is seen
as a potential victor of the 1990 presi-
dential election.

Azcueta and other Villa residents are
determined not to make Villa and is-
land, but rather a model for others to
follow. Talks are given in other towns
and encouragement given to those seek-
ing to develop along similar lines. Villa
is also the headquarters of the National
Popular Assembly, a national ofganiza-
tion of groups which promote commu-

nal, democratic organization.

But most significant is what Villa has
taught those who have grown up in a
residential group and helped work for
free on Sundays. Children born in Villa
have learned the fruits of organization
and participation,

“Even when they play soccer, they éle-
ct a president, vice-president, and secre-
tary, ” says Ms. Mendieta. “Their paren-
ts are an incredible people. They have a
courage that keeps them struggling.”
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ADVERSE ECOLOGICAL AND SOCIAL IMPACT
OF LARGE- SCALE EUCALYPTUS PLANTING

IN THE THIRD WORLD

A Report Compiled by the ‘‘Third World Network”’

PART 1 : MOUNTING PROTESTS
AGAINST EUCALYPTUS PLANTING

In recent months and years, there have
been serious scientific critiques on the
large-scale planting of eucalyptus trees
in Third World countries. This eucalyp-
tus planting is a major component of so-
called ‘‘Social Forestry” projects that
are supposed to improve social welfare
and the environment. In reality, they
have caused disastrous impact on the en-
vironment and adversely affected the
water, soil and agricultural activities of
surrounding poor communities. This has
led to protests by farmers in Thailand
and India.

The launching ofThailand’seucalyptus

tree planting project’ has met with
strong resistance. In June 1988, there
were firery protests from angry villagers
who stormed a forestry station and bur-
ned down eucalyptus nurseries, living
quarters and equipment in Northern
Thailand. The villagers were protesting
against the spread of the commercial
planting of eucalyptus,- which they
claimed would hurt the environment,
and the government’s attempt to re-
move them from their land to make
room for the plants.

In March 1983, farmers in Karnataka,
India demonstrated against new planta-
tions of eucalyptus and destroyed hec-
tares of seedlings. Their action  was
provoked by the drying up of streams
due to the planting of eucalyptus in
water-catchment areas. There have been
similar protests from villagers in other
parts of India which have been planted
with eucalyptus. The villagers claim that
eucalyptus causes wells to dry up
makes the soil infertile and kills nearby
plants.

The problem began when planting of
eucalyptus in Third World countries was
encouraged by the World Bank under its
Social Forestry Plan. The plan was
supposed to meet the needs of rural
people for fuel, fodder and small tim-
ber.

In India, forest department officials
have further claimed that the eucalyptus
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is the most suitable species for afforesta-
tion, being able to adapt well to dry and
infertile ground. It also grows rapidly
and is used for the production of pulp
for paper and rayon mills. It also provi-
des fuelwood and various types of euca
lyptus oils. In-Brazil, it has been used to
produce charcoal for steel industries as
well as timber and firewood. The
government of Thailand has embarked
on the planting of eucalyptus to ensure
adequate firewood supplies.

PART 11: ADVERSE ECOLOGICAL
AND SOCIAL IMPACTS

However, scientific evidence that has
emerged together with complaints from
grass-roots communities has thrown
grave doubts on the usefulness of euca-
lyptus plantations. Large-scale planting
of the eucalyptus has generated serious
concerns about its ecological impact on
essential resources and its implications
for the long-term productivity of the
Jand. The major probiems caused by
eucalyptus planting include:

1. Destruction of Natural Forests to
make way for Eucalyptus

Vast amounts of rich natural forest in
Karnataka, India, which have provided
the basic material needs of villagers for
centuries have been cut down to plant
the eucalyptus tree under the huge
World Bank sponsored- social forestry
plan.

2. Eucalyptus absorbs a lot of water
from the ground, depriving surround-
ing communities of water for Domes-
tic & Agricultural use

The eucalyptus tree has long roots
which suck up too much water, depriv:
ing the land of vital moisture. Eucalyp-
tus trees which grow in low rainfall
zones have shallow and laterally spread
root systems. This vast network of roots
just below the soil surface extracts every
bit of moisture in the soil, inhibiting
.other plant growth by creating competi-
-tion for scarce moisture. It also inhibits
recharging of groundwater, thus drying
up the surface soil.

Long-term experiments on the impact

of eucalyptus on water resources show
that in areas where the rainfall is less
than 1000 millimetres, soil moisture and
groundwater are badly affected in areas
around eucalyptus trees. In the drier
regions of countries like India and Thai-
land where the rainfall is well below
1000 millimetres, groundwater has dep-
leted and the soil has become increasing-
ly dry.

3. Eucalyptus causes soil to lose Nutri-
ents

The nutrient requirement of eucalyp-
tus for fast growth is very high. Com-
pared to its high uptake of nutrients, it
returns a very small quantity of nutri-
ents to the soil through leaf litter, caus-
ing the soil to lose its nutrients in the
long run, This would make it very diffi-
cult indeed for other plants to grow'
around it.

4. Eucalyptus makes soil toxicsaffect-
ing nearby crops

The eucalyptus. also makes the soil
toxic, inhabiting seed germination and
plant growth, thereby reducing the yield
potential of nearby crops in the vicinity.
In some areas, the impact has been so
severe that farmers surrounded by euca-
lyptus plantations had to dig trenches to
protect their food crops. Studies carried
out at the University of Agricultural
Sciences in Bangalore showed that toxic
substances added to the soil remain for
a long time in low rainfall areas, making
it impossible for crops to grow suceess-
fully near eucalyptus trees in such areas.
The eucalyptus is also toxic to.sojl orga-
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=isms such as earthworms which are res-
ponsible for building soil fertility and
improving soil structure.

5. Eucalyptus increases threat of deser-
tification

The effects of eucalyptus on soil mois-
ture, groundwater, soil fertility and
other plant life also reduces the poten-
tial of land for biological production,
thus creating the threat of desertifica-
tion. The destruction of the biological
productivity of agricultural ecosystem
would result in the destruction of liveli-
hoods leading to forced migration to
urban-centres. With the displacement of
foodcrops, the only employment and
livelihood of millions of farmers would
be threatened.

6. Eucalyptus reduces Biological diver-
sity

Biologists ‘in Brazil, where eucalyptus
plantations abound,say that the densely
planted eucalyptus shelter few indige-
nous animals or plants, therefore reduc-
ing the biologicat diversity of the region.
The small holdings of villagers in Brazil
have shrunk as huge areas of land are
given over to agroforestry and cash
crops for export. Eucalyptus also increa-
se soil erosion, and are unsuitable for
steeply sloped areas in the mountain
ranges of Eastern Brazil.

PART 111: SOURCE OF PROBLEM:

WORLD BANK AND OTHER
FINANCING OF EUCALYPTUS
PROJECTS

Wherein lies the problem? The Social
Forestry Project of .Karnataka, one of
several social forestry plans, is funded
by the World Bank and the Overseas
Development Administration of the
United Kingdom. Under the plan, large-
scale plantation of eucalyptus on private
rainfed farmlands is encouraged. Al-
though the plan is stated as serving the
needs of the rural people, it has not
benefited the rural community at all.
Eucalyptus produces insufficient fuel
and fodder. (Local cattle cannot browse
on eucalyptus leaves). Worse still, farm-
lands which previously .produced food-
crops have been. regdered infertile and
therefore useless, much to the dismay of
local farmers.

The principal interest in the massive
planting of eucalyptus is in ensuring
large supplies of wood and pulp for

industrial use. The social forestry plan
serves no social purpose, it is merely the
conversion of foodcrop lands into
massive tree farming for industrial in-
terests — at the expense of the rural
poor. -

Dr. Vandana Shiva, coordinator of the
Research Foundation for Science, Tech-
nology and Natural Resources Policy at
Dehra Dun, India, said that eucalyptus
has failed to provide for the basic mate-
rial needs of Indian farmers. She further
criticized the project for failing to
address the problems of the communi-
tie’s poorest people. She also lamented
the rocketing of fueiwood prices in
India as a result of the widespread plan-
ting of eucalyptus as a cash crop.

In addition to the social forestry plan,
the World Bank and several of its related
organizations have started a Tropical
Forests Action Plan. It is actually an ex-
pansion of on-going World Bank fores-
try projects supposed to have been set
to ‘’save tropical forests”. In fact, it
prescribes reforestation of natural fores-
ts with commercial planting of indus-
trial wood. Again, it focuses exclusively
on the economics of production of
commercial wood and ignores the indi-
genous people of the forests.

PART IV: CONCLUSION: EUCALYP-
TUS PROJECTS SHOULD BE REVIE-
WED AND HALTED

In view of its negative social and ecolo-
gical effects, further eucalyptus planting
projects should be cancelled, and the
World Bank should halt all projects.
Third World Governments should learn
a lesson from India’s eucalyptus -plan-
ting project, and not embark on euca-
lyptus planting.

We hope that Third World countries

will heed repeated warnings from en-
vironmentalists as well as indigenous
villagers who have cultivated agricultural
land for centuries. The indiscriminate
planting of eucalyptus would render
their agricultural land useless. Village
farmers would lose precious land and
livelihood through this unwise plan.

Swift action is necessary in order to
urge respective governments not to
carry on this project which‘would ruin
the lives of thousands of indigenous
farmers.

(Report on Adverse Ecological and
Social Impacts of large-scale Eucalyptus
planting in the Third World).

Courtesy: Third World Network.'
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