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The establishment of plantations in
the late 19th century triggered the
transition of Sri Larka's economy
from a strictly rural subsistence one to
a modern export economy. These
plantations, set up at the end of the
19th century, made deep inroads into
the existing village econamy and
helped to create a dependence of the
country on foreign sources for even its
basic necessities such as food and clo-
thing. A significant feature of the plan-
tation system was its large scale opera-
tions and use of factory type techno-
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TEA, RUBBER AND COCONUT

British planters, and management
through the ““Agency House” system.
The estate sector produced enormous
surpluses and a high level of-dividends
for its foreign share holders; but this
system did not significantly increase
production of local goods and services
nor were these surpluses invested out-
side the enclave. The tendency in this
socalled modern sector to initiate eco-
nomic development for the country as
a whole was therefore minimal.

The creation of the enclave econo-
my and its continued maintenance was

L

also supported by local social and eco-



nomic structures that grew up with it.
These included the new supporting
classes tied to the plantation and colo-
nial presence as well as the remnants
of the old feudal order which had al-
lied themselves with the British. The
social sytem that grew around the
plantations tended to perpetuate itself.
Sections of these classes attempted to
start tea and rubber. plantations them-

selves which they did on a scale smal-_

ler than the big plantation sector.
There were also new national entrepre-
nurial groups attempting to consoli-
date their positions through ownership
of estates. Many of these sections fell
into the category of the small estate
sector. In addition some of the margi-
nal areasof largeestates were given out
or sold to local personnel working on
or associated with these estates.

The development of the estate sec-
tor and the small holder sector, how-
ever, moved in two different direc-
tions. For the plantation sector deve-
lopment was seen more in terms of
modernisation and the departure from
traditional life styles. The large estates
were conditioned to absorb the mo-
dern technology, whereas many small
holders have remained reluctant to
adopt and participate in these specific
areas of technology created for their
specific crops. The situation therefore
became characterised by two seperate
types of cultivators (large estates and
smallholders) with the estates having a
historically institutionalised advantage.
The estates were in a better position to
take advantage of the innovation and
also the facilities made available by a
Government dependent on this sector
for a large slice of its revenue and the

_national product.

A study of rubber smallholders in
the South East Asia region has shown
that the larger estates ‘‘are in a better
position to take advantege of innova-
tions in technology. partly because of
their bureaucratic nature that is geared

towards Western-style technology,

partly -because they are situated on
transport routes making them more
accessible to innovative practices that
tend in general to be far more readily

4

utilised, and also because research has
traditionally been oriented toward the
estate sector. In terms of smallholders
themselves, basic infrastructure:such as
access to roads and other transport,
and proximity to urban development
had also been found to be a major pre-
dictor of utilisation of new techno-

I o gy ”
Tea and Rubber

In other areas as well the estate sec-
tor has been in a more advantageous
position to make use of the facilities
available for the entire plantation sec-
tor. Furthermore, the combination of
small holdings and high iniquity of the
small holder sector has also influenced
the dichotomy between these two sec-
tors. While larger estates adopted the
new technology more efficiently, in-
come differences between the large
and small holders tended to widen.
There was also a tendency for credit
facilities to be directed to the larger
cultivator who was in a better position
to absorb credit and extension advice.
Thus for the rubber smallholders this
crop had become only a secondary
source of income. Mixed cropping was
-adopted as a survival strategy.

In the case of tea smallholdings too
productivity in this sector was low
compared with that of the plantation
sector. Among the reasons for these
bigger constraints for the tea smallhol-
der were the problems that arose in:
obtaining his supply of inputs; availa-
bility of capital; knowledge of im-
proved technologies of tea culture; and
access to institutional support services.

Coconut

In the case of coconut, however,
the role played by foreign capital en-
terprises was minimal. From almost
the beginning of the expansion of this

. industry in the 19th century indige-

nous capital enterprise played a domi-
nant role. Besides the fact of a predo-
minantly indigenous ownership, domi-
nance of small holdings was another
important characteristic of the coco-
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nut industry. If we define a smafl hol-

ding as a holding below 10 acres, then
50 percent of the coconut acreages
constitute smallholdings. Another 23
percent of the acerage constitute
small estates ranging from 10 to 50
acre holdings. Thus the estate sector
proper (that is holding of 50 acres or
above) constitutes only a little more
than a quarter of the total cultivated
coconut land area. For the peasant
and the small land owner in the wet
zone, coconut proved to be an attrac-
tive economic proposition. It was
found to grow easily and have a pro-
ductive life of over 60 years even
without systematic human attention.

The tree was found to have endless
village uses and to be second only to
rice as a food crop. Hence the industry
came to be integrated with the village
economy and became part and parcel
of village society. Over one-third of
the total coconut acreage in the coun-
try belongs to peasants and small land
owners (holdings below 5 acres). Hol-
dings in the range of 5 to 50 acres
(accounting for 38 percent of the to-
tal) are largely middle class owned,
for example, by village tradess, school
teachers, rural elite, government ser-
vants, and professionals such as law-
years, doctors etc. In this way, the co-
conut industry created an economic
opportunity for a whole layer of such
middle income groups.The higk degree
of local ownership and the dominance
of small holdings are also reflected in
the fact that the company form of
business organisation has been quite
negligible in the coconut industry. In-
dividual ownership presdominated. In
1952 the Agricultural Census showed
that of the total estate area not more
than 10 percent was company owned.

The development and problems of
the coconut smallholder were there-
fore in many respects different from
those of the Tea and Rubber small
holder, although there are also certain
issues common to all three, as revealed
in the discussion from page 5 onwards.

Many studies have shown that the
smallholder has numerous disadvan-
tages over the larger estate producers.
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ROLE OF SMALLHOLDERS IN PLANTATION CROPS

PRODUCTION

Prof. C.S.Weeraratne

Directon, Advisony Services Depariment,

Rubber Research Board
" From the early stages of civiliza-
tion, peasant farming has been the

"~ main type of agriculture prevalent in

the country. A significant feature of
agricultural development in the colo-
‘nial period (1815 - 1948) was the in-
creased emphasis on plantation crops

and the development of an export-im-

port economy.

Tea and rubber were introduced in-
‘to the country in the 1870s. Cultiva-
tion of these two crops together with
coconut expanded rapidly in subse-
quent years. More than a million acres
of jungle land were brought under
plantation crops.

Although large extents of these
crops were established to begin with,
due to various land reform acts enac-
ted by successive goverments, these
large estates have been fragmented.
Furthermore, the .relatively high pro-
fits associated with plantation crops
would also have induced subsistence
farmers to take to cultivation of
these crops on a small scale. Thus, a

smallholder sector in the plantation

crops began to develop in the country.
Since the implementation of the Land
Reform law in 1972 there have been
no private holdings of more than 50
acres in extent. Hence, all such hol-
dings of less than 20 hectares (50
acres) in extent are considered small-
holdings. '

At present, the smallholder sector
plays a substantial role in the produc-
tion of plantation crops as indicated in
Table 1.

According to the Tea Smallholdings .

Development Authority report 1983
this flgure is 159,865.

The smallholder sector is characte-
rised by holdings which are mostly less
than 2 hectares. According to the Cen-
sus of Agriculture, 60.5% of all the

ECONOMIC REVIEW-AUG/SEPT-1987

smallholdings in the country belong to
this category. Average size of smallhol-
dings in 3 agricultural districts in the
country are indicated in table 2. As in-
dicated in this table too, smallholdings
are generally very small in extent.
Some smallholdings are operated by
the owners themselves. Others owned

by employed smallhoiders are opera- -

ted by agricultural labourers. Around
197,600 of the agricultural operators
do not own any land (3).

The small holder sector is also cha-
racterised by lack of capital.

A substantial fraction of the small-

holders are involved in activities other
than agriculture. According to . the
1982 Census, only 54.9 percent of the
smallholders are categorised as occu-
pied only in agriculture; while 42.6

percent spend more time on non-agri-
cultural work, such as professional and
technical services, clerical, fishing,
transport and other activity.

The educational standards of the

- smallholders are also generally low.

Arround 12.6 percent of the smallhol-
ders have had no schooling while 43.9
percent have passed grade 5 or less.
Thus, about 56.5 percent of the small-
holders have very low educational le-
vels (4). :

Tea Smallholders

Tea occupies around 200,000 hec-
tares or 3.0 percent of Sri Lanka’s land
area of 6.57 million hectares. The con-
tribution of tea to Sri Lanka’s GDP is
in the region of 2.5 percent. In 1985,
out of the Rs.36,206 million of export
earnings, Rs.12,002 million was
derived from tea.

According to the Department of

Census and Statistics (1) the total area

under tea in 1982 was 207,228 hec-
tares. However, according to the Sri
Lanka Tea Board, this figure is 241,
716. The extent of tea lands belonging

Table 1

THE EXTENT AND NUMBER OF SMALL HOLDINGS

Crop Total Extent Number of = Small
extent(ha)

Tea 267,228 "~ 75,770 (36.6) 81,854 - 80,554“‘ (99.2)

Rubber 171,221 59,487 (34.7) 65,294 62,937 (96.4)

Coconut 384,590 289,517 (75.3) 704,448 698,158  (99.1)

Source: Cenisus of Agriculture 1982

* According to the Tea Small Holdings Development Authority Report 1983, this figure

is 159,865 small holdings.

NOTE— The figures indicated in the above table are different from values mdncated in
reports of other appropriate institutions.

TABLE 2
AVERAGE SIZE OF AGRICULTURAL HOLDINGS IN 3 DISTRICTS
(IN ACRES)

CROP RATNAPURA - KATUTARA KEGALLE
Rubber 4.0 2.5 3.6
Tea ] - 16
Coconut 1.3 1.2 o 22
Paddy 15 1.5 1.2

Source: Socideconomic conditions of rubber smallholders in Sri Lanka ARTI Research :

study 61.
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Table 3
~THE EXTENT AND NUMBER OF TEA SMALL HOLDINGS - 1982

District ~ Area % No.of % ~No.of L 4
(hectare) holdings Operators

Kalutara 882 1.2 1,843 1.2 1,586 1.2
Kandy 19,259 25.4 40,388 25.3 33,268 25.0
Matale 1,694 122 1,631 1.0 1,388 1.0
Nuwara Eliya 6,559 8.6 13,763 8.6 12,166 9.1
Galle 13,603 17.9 36,479 22.8 29,967 225
Matara 13,342 176 27964 175 22,076 16.6
Hambantota 207 0.3 609 04 536 04
Kurunegala 124 0.2 224 0.1 200 0.1
Badulla 7,030 9.3 13,171 8.2 11,371 8.6
Ratnapura 9,818 13.0 17,713 111 15,198 114
Kegalle 3,242 4.3 6,080 36 5,129 3.9
Total 75,770* 100 159,865 100 i 132,873 100

*Based on a Census of Tea Small Holdings Development Authority - 1983

TABLE 4
AREA OF ESTATES AND SMALLHOLDINGS AS A PERCENTAGE OF
TOTAL TEA LANDS
SECTOR 1955 1965 1985
Estate 77.5 836 68.8
Smallholdings 125 16.4 31.2
Total 100.0 100.0 100.0

Source: Tea Commissioner’s Department

AREA OF ESTATES AND SMALLHOLDINGS (IN HECTARES)

1973 *

SECTOR ‘1982 ** % Increase/Decrease
Estate 187,204 147,900 <21
Smallholdin_gs 46,782 75,770 +62
Total 233,986 223,670 -4.4

* Census of Agriculture 1973
** Report of TSHDA - 1983

to the state sector is assessed at 147,
900 hectares, and that of smallhol-
dings is 75,770 hectares making a total
of 223,670 hectares. The distribution
of the 75,770 hectares of smallhol-
dings is indicated in table 3.

As indicated in table 3, the 75,770
acres in159,865 holdings.is operatedby
132,873 operators.

Most of the tea smallholdings are
less than 2 hectares in extent. Accor-
ding to The Census of Agriculture1982,

87.8 percent of the holdings belong to -

this group;around 11.4 percent of the
holdings are between 2 and 8 hectares.

The percentage of tea lands in the

- smallholder sector has changed consi-

derably during the last 30 years (Table
4).

A comparison of the extent of es-
tates and smallholdings in 1973 and
1982 indicate an increase in the latter
sector (Table 5)..

Production

Of the 75,770 hectares of the small-
holdings,around 7100 hectares.are not
in production. The balance i.e. 68,670

_hectares are in production. A closer
study of the production levels of the

' Digitized by Noolaham Foundation.
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tea smallholdings indicate that around

40% of these are yeilding less than -

360 kg per hectare per year (table 6).
As indicated in table 6 only*around
27% holdings produce more than 1200
kg. per hectare. Most of these holdings
are in Galle and Matara districts. The
production data of tea in the country

indicated in table 7 shows that around

30% of the total tea produced in the
country is contributed by the small-
holder sector. ‘
_ The average yield of the estates sec-
tor is comparatively .high. In 1982 it
was 1264 kg per hectare and 1308 kg
per hectare for SPC and JEDB estates
respectively. However, the average
yield of tea smallholdings in 1982 was
928 kg/ha (table 8).
Fertilizer Use

One of the factors responsible for
the low average yields in the smallhol-
dings could be the low level of fertili-
zer use as shown by the figures given
in table 9. Lack of capital and motiva-
tion are considered the most pressing
reasons for lower application of fertili-
zers (1). In 1982, fertilizers were app-
tied .only in 43% of the smallholdings
{1). Except in Galle, Matara and Kalu-
tara, in all other districts the percen-
tage values are less than the average
(Table 10).

TABLE 6
YIELD DATA OF TEA
SMALLHOLDINGS 1983
PERCENTAGE OF HOLDINGS’
DISTRICT IN THE YIELD CLASSES
(KG/HECTARE)

360 - 360-1200 1200
Katutara 39.4 28.1 324
Kandy 739 21.8 4.3
Matale 76.8 20.5 26
Nuwara Eliya 74.0 20.7 5.2
Galle 16.2 283 56.4
Matara 10.9 39.2 49.8
Hambantota 48.1 47.4 45
Kurunegala 83.7 14.6 1.7
Badulla 315 518 16.7
Ratnapura 31.1 48.0 20.8
Kegalle 76.6 20.2 3.2
Total 412 319 26.9

Spurée: Report of the Census of Tea
Smallholdings in Sri Lanka 1983

ECONOMIC REVIEW-AUG/SEPT-1987



TABLE 7
TEA'PRODUCTION IN DIFFERENT SECTORS (MILLION KG.)

1982 1983 1984 1985
Total 187.8 179.3 208.0 2141
JEDB Estates © . 69.9 64.8 79.0 78.2
SPC Estates 70.4 65.2 72.1 73.1
Smallholder Sector 47.5 49.3 56.9 62.8
% 25.3 275 27-3 293

Sources: Central Bank of Sri Lanka - Review of the Economy 1983, 1984 and 1985.

TABLE 8

PRODUCTION AND AVERGAE YIELD
OF TEA SMALLHOLDINGS 1982

Kalutara 1377 -
Kandy 399.
Matale 294
Nuwara Eliya 472
Galle 1,908
Matara 1,315
" Hambantota 469
Kurunegala : 205
Badulla g 751
Ratnapura 760
Kegalle 384 -
Sri Lanka 928

Source: Report of the Census of Tea
Smallholdings - 1983

At field level, fertilizer availability
is poor as retail outlets are insufficient.
This is likely to be-major factor for the
tow fertilizer input levels. Lack of ca-
~ pital is also another factor. The cost of

100 kg of tea fertilizer mixtures varies
from Rs.280 - Rs.335. On an average,
the cost of applying the recommended
dose of fertilizers to a hectare of ma-
ture tea could be Rs.2000-3000 per
year.
(Note — The amount of fertilizers
. applied to mature tea depends on the
yield. If the annual production is 1000
kg about 450 kg of the fertilizer mix-
ture U709 is recommended. For those
holdings where ‘the yields is 2000 kg

about 750 kg of the fertilizer mixture .

has to be applied, for tea at immature
stages, other mixtures are recommen-
ded). ® :
Planting material

Productivity of a tea holding, for
‘that matter any agricultural holding,

ECONOMIC REVIEW-AUG/SEPT-1987

‘depends on the yield potential of the
clone or the variety and also on the
density. ' Smallholders obtain their
supplies of planting material for plan-
ting and in-filling from private nurse-
ries and also those of state plantations
and Tea Research Institute. However
the quality of the seedlings available
to the smallholder is not upto the stan-
dard due to a number of factors (2).

’ ILabour

Non availability of a steady labour
supply also limits production of tea
smallholdings. Unlike tea estates where
there is a resident labour, tea smallhol-
dings have to depend on non resident
labour for which there is a seasonal
competition from food crops.

Processing

Smallholders green leaf is processed

mainly by private, bought leaf facto-
ries and also by factories of the Tea
Smallholdings Development Authority
{TSHDA) and the two state corpora-
tion in the tea sector, SPC and JEDB,
Altogether there are around 500 such
factories. :

Cropping Pattern

All tea smallholdings are not only
planted with tea. While 72% of the
area under tea smallholdings are under
tea only, 16% is inter-cropped with
minor export crops, 4% with coconut
and the rest with other crops (1).

TABLE 10
PERCENTAGE OF SMALL HOLDINGS
TO WHICH FERTILIZERS
WERE APPLIED

DISTRICT % .
Kalutara 44
Kandy 11
Matale Ll ()
Nuwara Eliya 20
Galle \ 82
Matara 68
Hambantota 11
Kurunegala 04
Badulla . 39
Ratnapura 37
Kegalle - 10

TABLE 9

FERTILIZER USE IN TEA SMALLHOLDINGS (1000 mt.tons)

1982 {1983 1934 13885 71 986
*  Fertilizer used in the
tea sector 102.6 | 115.5 | 137.2 |149.9 | 128.8
* Fertilizer used in
the private sector 30.6 | 42.6 48,2 37.3 48.4
Average fertilizer used Kg/hect.| 404 562 650 506 639

¥  Source - National Fertilizer Secretariat

The extent of tea smallholdings is assumeel
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TABLE 11

THE PATTERN OF DISTRIBUTION OF RUBSER

SMALLHOLDINGS (IN 1000s)

District | 0 - 4 Hectares 4 - 40 Hectares -
No.of holdinas Area | No.of holdincs)-- Area
Colombo 25.3 10.6 0.7 6.5
Gampaha
Kalutara 48.2 / 15.9 1l 10.2
Galle 19.7 £ 0.9 4.3
Matara 4.7 2.6 0.7 2.9
Hambantote - 0.04 - _0-64
' Ratnapura ! 14.1 10.1 1.3 10.6
Kegalle 26.6 16.3 152 8.6
Kurunegala 1.3 0.7 0.2 ey
Kandy 2.5 1.2 0.4 1.5
Matale 1.9 0.8 0.2 1.8
Baduila 0.2 0.2 0.1 0.4
Total 144.5° 64.64 6.8 48.14

3

Note: Area is indicated in 1000 hectares

Source: Rubber Control Department

)

Assistance to Tea Smallholders

A number of institutions estab-
lished in the country assist the tea
smallholders. Among these are Tea
Commissioners Department, Tea Small
Holdings Development Authority, Tea
Research Institute, State Plantations
Corporation and Janatha Estates Deve-
lopment Board.

Subsidies to assist tea smallholders
.inder various ‘schemes are under ope-
ration. In addition they are assisted by
supplying fertilizers and planting ma-
terial.

Rubber Smallholders

Rubber has been the country’s
second most important crop next to
. tea. Nearly 0.8% of the GDP in 1985
was contributed by this sector. Out of
the Rs.36,206 million of foreign ex-
change -earned in 1985, 2,566 million
was derived from rubber.

The extent under rubber in 1982
was approximately 205,000 hectares,
according to the Rubber Control De-

partment(RCD) (2) However.according

“to the Department of Census and Sta-

ustics (3) this figure is 171,220 hec-
tares. Out of the 205,000 nectares
around 137,550 (67%) belong to the
private sector and the balance 68,222
(33%) are managed by the state sector
(2). Most of the private sector rubber
holdings are smallholdings (less than
20 hectares). The total number of
rubber holdings is around 152,000.

Out of this about 151,000 are less
than 20 hectares. The distribution of
total smallholder area and holdings
by size of rubber holdings according
to RCD is as follows:

SIZE OF NO.OF

RUBBER HOLDINGS
HOLDING ) %)
Less than 0.8 ha 795 32.1
0.8-1.6ha 13.0 18.0
1.6-4.0 ha 5.1 15.4
4.0-20.0 ha 24 345
Total 100.0: 100.0

1he pattern of distribution of rub-
ber smallholdings in the country is in-
dicated in table 11. :

According to table 11 most of the
smallholder rubber holdings are in Ka-
lutara district followed by Kegalle and
Ratnapura digtricts.

Rubber smallholders;
smallholders cultivate small land areas.
The land sizes vary considerably (4).
The average monthly income of the
smallholders is relatively low, ranging
from Rs.1,389 to 2,303 per household
{4). Rubber is not the only source of
income for most smallholders. They
cultivate other crops and in addition

' some family members are engaged in

other forms of employment. Accor-
ding to a survey carried out by ARTI
(4), for an average of 32.8% of the
rubber smallholders, rubber is a major

source of income. Around 45.5% get

income mainly from non-agricdltural _
sourcesjabout 21.7% have their main

source of income from' paddy and

other agricultural crops.

¢ TABLE 12
PRODUCTION LEVELS OF RUBBER IN SRI LANKA (MILLION KG)
1980 | 1981 | 1982 | 1983 | 1984 | 1985
Sheet rubber 72.4 | 62,1 | 62.2 | 56.6 | 65.9 | 86.1
Crepe rubber - 49.6 47.1 48.5 72.9 64.3 | 51.6
Others 1.2 14.% 14.5 10.4 11.7 | 20.0
‘ &
Total 133.2 | 123.9 | 125.2 | 140.0 | 142.0 | 138.0
‘'RSS production as a &
of total 54.3 § 50.1 49.6 | 40.4 46.4 47.8
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Production

Smallholder latex is mostly used in
the manufacture of ribbed smoked
sheet (RSS) rubber. Scrap is used for
brown crepes (scrap crepes). Around
10% of smallholder latex is used in the
manufacture of crepe, technically spe-
cified rubber (TSR) and various rubber
products. There are about 45 factories
which manufacture rubber products
such as latex thread, solid tyres, latex
sheets, rubber bands etc. and it is the
smallholder latex that is mostly used
in these factories.

The RSS produced in the country
accounts for nearly 48% of the total

" rubber produced in the country (Table

12) and most of its produced from
smallholder’s latex.

There is a wide variation in the sys-
tem followed in processing oy small-

holder latex to RSS. Those who have a
few sheets to make tend to do the coa-
gulation at home. Rolling and smoking
are also done at home if the smallhol-
der owns a pair of rollers and a smoke
house,or at a private processing urjit;
About hundred group processing cen-
ters (GPCS) established by the Advi-
sory Services Department of the Rub-
ber Research Board also have facilities
for coagulation, rolling and smoking.
About 1.3 million kg of RSS is pro-
duced at these GPCs per year and
around 90% of it is inGrades 1and 2.

The cost of production of RSS va-
ries. When all the operations are done
at home in a very crude form (rolling
done on the road and smoking in the
kitchen) the cost may be as little as 50
cts. per Kg. In GPCs the average cost
is around 1.50 per ka.

TABLE 13
PRICES RECEIVED FOR RUBBER BY SMALLHOLDERS
SOURCE AVERAGE PRICES PAID IN
RATNAPURA KALUTARA KEGALLE
Private dealers i 682 6.53 6.95
CPD ol 7.65 7.29

Source: ARTI Research Study No. 61

Note- The data indicated in the above table were obtained in 1981. Hence the lower

price for rubber.

TABLE 14

AVERAGE RUBBER YIELDS (KG PER HECTARE)

YEAR NATIONAL STATE PRIVATE
AVERAGE SECTOR SECTOR
1980 718 1071.2 2 595.8
1981 705 1011.7 537.3
1982. 729 1071.6 626.5
1983 821 1065.8 . 7468
1984 840 1111.9 751.2
1985 820 9811 764.6

TABLE 15

FERTILIZER USE BY STATE AND PRIVATE SECTOR RUBBER HOLDINGS

YEAR THE TOTAL AMOUNT OF AVERAGE AMOUNT OF
FERTILIZER USED (M.TON) FERTILIZER USED
STATE PRIVATE STATE PRIVATE
1982 12141 4344 197.4 30.3
1983 g 13 8679 160.0 60.5
1984 13594 9902 221.0 69.0
1985 "1 ' 15429 8817 372.0 61.6

Source: National Fertilizer Secretariat
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The bulk of the smallhoider RSS is

categorised into lower grades (RSS

111, 1V and V) because of their lower
quality. This is mainly due to lack of
proper facilities for precessing and/or
inadequate know how on proper pro-
cessing techniques. A closer study of
RSS produced by smallholders indi-
cate that correct techniques have not
been followed.

Marketing

Smallholders usually sell their rub-
ber to village dealers and Commodity
Purchase Department purchasing de-
pots. There are around 2500 licenced

" rubber dealers and they generally pay

a relatively lower price than CPD de-
pots. (Table 13)

Note— The data indicated in the
above table were obtained in 1981.
Hence the lower price for rubber.

Private dealers form the main chan- -
nel for smallholders RSS -inspite of
their lower prices and sometimes
down grading. This preference to pri-
vate dealers could be attributed to
their easy accessibility, convenience of
selling on any day etc. An important
feature in the private dealer market is
the bilateral services involved. The
rubber dealer usually provides many
household items to the smallholder,
even on credit, unlike the CPD depots.
However, the CPD prices compel the
dealers to pay higher prices than other-
wise they would pay the smallholders,
for their RSS.

Low Yields

The average rubber ‘yields of the
state and private sector, indicated in
table 14 show that private sector ave-
rages are considerably lower.

The lower yields in the private sec-
tor could be due to a number of fac-
tors one of which is lower levels of fer-
tilizer application. Values indicated in
table 15, show that the smallholders
apply on an average lesser amounts of
fertilizer to their holdings, compared
to those in the state sector. Most
smallholdrs do not fertilize their ma-
ture holdings.

Another factor responsible for the
low yield levels in the smallholder sec- 4

" tor is the type of the clones planted



Around 70% of the clones grown is
budded rubber while clonal rubber and
unselcted seedlings account for the
balance (2). PB 86 is the predominant
clone. lts yield potential in the 5th
year of tapping is around 1100 kg/ha.
The Rubber Research Institute has
developed a number of improved
clones such as RRIC 100, 102. The
yield potential of these clones in the
5th year of tapping is around 2000
kg/ha. Since 1981 the extent under

these clones has increased to around

10% at present.
The economic lifespan of rubber is

about 30 years. The first 6 years re-
present the immature period. The sub-
sequent 12 years constitute tapping on
the virgin bark followed by anether
12 years of tapping on the renewed
bark. Thu%, after about 30 years there

is hardly any yield.

It is because of the large extent of
overaged rubber in the smallholder
sector, that a project to replant these
lands with high-yielding clones was
started in 1981. This project, identi-
fied as Smallholder Rubber Rehabilita-

tion Project, was implemented to re-

plant 18,800 hectares in 3 major rub-

TABLE 16 DISTRIBUTION OF COCONUT SMALLHOLDINGS IN SRI LANKA
DISTRICT EXTENT UNDER AS A PERCENTAGE OF
SMALLHOLDINGS (HA) | THE TOTAL EXTENT IN
THE DISTRICT

Colombo 7.245 78.6 .

Gampaha 43,272 75.8

Kalutara 9,823 79.5

Kandy 4,818 579

Matale 6,203 66.7

Nuwara Eliva 562 67.4

Galle 9,346 70.5

Matara - 10,661 74 .1

Hambantota 17,588 86.0

Jaffna 3,870 38.6

Mannar 750 63.5

Vavuniya 1,109 50.8

Mullaitivu 1,109 50.3

Batticoloa 1,924 47.0

Ampara 2:131 54.8

Trincomalee 1,344 74.3

Kurunegala 102,175 68.5

Puttalam 28,884 55.8

Anuradhapura 4,137 2.2

Polonnaruwa 2,423 80.6

Badulla 338 38.2

Moneragala 3,409 81.7

Ratnapura 9,831 79.0

Kegalle 17,444 85.4

Total 289,512 ;

Source: Census of Agriculture 1982

TABLE 17 COCONUT PRODUCTION OF COCONUT 1980-1985

Year |Dessicated Coconut 0il Copra Fresh nuts Total
1980 217 482 1 1,326 2,026
1981 277 520 10 3351 2,258
1982 286 840 19 1,367 2,521
1983% 295 663 18 1,379 2,312
1984% | 221 285 12 1,408 1,942
1985% 362 1,039 37 1,431 2,958

Source:Coconut Developmant Authority and
Central Banik Review of the Economy
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~tricts  Galle,

ber growing districts (Kalutara, Kegs*
and Ratnapura) over a five year pe
riod, in addition to other activities.
During the last five years (1981-1985),
14,485 hectares have been replanfed in
the 3 districts while the total extent
replanted during this period is 30,151
hectares. Thus, the average extent of
replanting is around 6,000 hectares per
year representing nearly 3% of the to-
tal extent under rubber.

Assistance to Rubber Smallholders

A number of institutions assist rub-
ber smallholders. Among these are Rub-
ber Control Department, Advisory Ser-
vices Department and Rubber Re-
search Institute of the Rubber Re-
search Board, Commodity Purchase
Department, Export Development
Board, Co-operative Department, State
Plantations Corporation and Janatha
Estates Development Board.

A subsidy scheme administered by
the Rubber Control Department is un-
der operation to assist replanters and
new planters. In addition, there is a
scheme to assist private RSS proces-
sing units under the Commodity Pur-
chase Department. ‘
Coconut Smallholders

Coconut is the third important
plantation crop in the country. Nearly
3.5% of the GDP in 1985 was contri-
buted by this sector. It earned Rs.3,

'093 million of foreign exchange during

this year which is around 2.5% of the
total exports earnings.

The extent under coconut reached
a peak in 1962 and since then it has
declined. At present,” the area under
coconut is around 416,000 hectares
(3). This area consists of 289,000 hec-
tares in smallholdings, 103,200 hec-
tares in estates and around 23,800 hec-
tares of scattered trees. Thus about
70.0 percent of coconut lands are
smallholdings. The pattern of distribu-
tion of coconut smallholdings in the
country is indicated in Table 16.

Around 60 percent of the coconut
smallholdings are concentrated in the

" coconut triangle consisting of Colom-

bo, Gampaha, Kurunegala and Putta-
lam districts. Among the other dis-
Matara and Hamban-
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TABLE 18
COCONUT PRODUCTION

1975 1980 1985 1986

(Mn Nuts Eqult.)

1965 1970
Production 2,676 2,510 2,398 2,026 2,958 3,089
Exports of
Kernal
Products 1,279 887 914 242 935 1,105

Sources: Cocanut Development Authority
Central Bank of Sri Lanka - Bulletin

out in 1970, around 5.0% of the coco-

‘nut palms are above 60 years. The re-

planting rate of senileareaper annum is
only around 1% -hence the area con-
taining trees above 60 years continues
to increase causing a decline in the to-
tal production in the country.
Intercropping

Intercropping coconut lands would
enable the smallholders to maximise
their ‘income - from coconut lands.
Also, at national level, intercropping is
of considerable importance in relation
to increase- in crop-animal production

TABLE 18 FERTILIZER USED IN THE COCONUT SECTOR
Périod - 1558-1862 1963-1967 1968-72 1973-77 1978-82 B2-85
‘Aversge Feptilizer used
annually {1000 mt) 42 52 60 31 44 42

Source - Coconut Development Authority and Natienal Fertilizer Secretariat

tota have a substantial extent of coco-
nut smallholdings. Most of these are
very small in size. About 99.1% of the
coconut holdings in the country are
smallholdings and out of these around
87 percent of the holdings are less
than 2 hectares in extent.

The total area of coconut smallhol-
dings has decreased. during the last 30
years. In 1952, this area was 295,448
hectares while in 1982 it has decreased
to 289,000 hectares. However, during
the last 2decades, the coconut area has
decreased in some districts. such as
Colombo, Gampaha, Kurunegala, Put-
talam, Kegalle, Galle,Matara, Hamban-
tota, Jaffna and Batticoloa but has in-
creased in Matale, Vavuniya, Anura-
dhapura, Polonnaruwa, Badulla, Mone-
ragala and Ratnapura districts (5).

There are about 100,000 coconut
growers in the country. Most of these
are smallholders. They are not full
time growers and generally short of
adequate capital. Most of the smallhol-
dings are represented by homesteads
with only a few coconut palms.
~ Most of the smallholder coconut
are mainly used for household con-
sumption. Some of it is processed into
dessicated coconut or coconut oil at
the mills. ;

Assuming the area to be under co-
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conut is 416,000 hectares, the average
production per hectare is 5615 nuts
per hectare (2273 per acre). '

(Note - As most of the coconut hol-
dings are smallholdings the average

product in these also could be assumed

to be around 2000 nuts per acre).

As indicated in table 18, the pro-
duction level shows a decreasing trend
after. 1967 but since 1977 this ten-
dency has reversed.

The key input ‘which affects coco-
nut production is fertilizer and the
declining trend in coconut production,

- specially during the latter period of

1968 - 1977 could be attributed to de-
crease in fertilizer application. Since
1978, with the application of higher
amounts of fertilizer the coconut
yields too has increased. Table 19 in-
dicates the amounts of fertilizer used
in the coconut sector.

The age of the coconut tree is also
a factor which influences the yield.
According to a sample survey carried

in the country, as nearly 23% of the
cultivated area is under coconut. There
is a considerable potential to intercrop
coconut lands. Crops such as pine-
apple, banana, ginger, turmeric, pep-
per, coffee and cocoa are suitable for

intercropping in coconut lands.
In addition, production of cattle

and poultry is also possible.
Assistance to Smallholders
A number of institutions estab-

lished -in' the country assist coconut
smallholders. Among these are Coco-
nut Cultivation Board, Coconut Re-
search “Institute, Coconut Marketing

Board.
The Coconut Cultivation Board

grants cash subsidies to assist coconut-
growers to make their lands more pro-

- ductive. These subsidies are (a) Reha-

bilitation subsidy scheme (b) ‘Under-
planting/replanting . subsidy - scheme
and (c) new planting subsidy scheme.
Subsidy is also given to grow pasture
and crops such as coffee, cocoa and
pepper.
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DEVELOPMENT CONSTRAINTS IN THE SRI LANKAN TEA INDUSTRY

WITH SPECIAL REFERENCE TO THE SMALLHOLDING SECTOR.

S.Vidanagamachchi

Tea in the Sri Lankan Econorﬁy

Sri Lanka is mainly an agriculture
country and its agricultural pattern
shows dualistic characteristics in the
economy. This can be explained as a

traditional subsistance agriculture eco- -

nomy and highly modernized planta-
tions agriculture economy. The planta-
tion agriculture in Sri Lanka constitute
three tree crops. Tea, Rubber and Co-
conut. These constitute 41 percent of
the total cultivated area of Sri Lanka
and contribute 47 percent of the ex-
port earnings and generate 14 percent
of the budgetary revenue. (Ministry

of Finance & Planning 1985) They
" also provide employment for 1.2 mil-
lion persons. 2

Of those three major crops Tea is
and ‘has been the main crop of the
country’s economy. It is the single
largest source of foreign exchange,
accounting for 30 percent of the coun-
try’s export earnings. Teacontinues to
be SrilLanka’s main export. Although
its share in total export revenue fell
from 50 percent in 1979 to 30 percent
in 1982. Even so, Tea contributes a
‘significant amount to the government
.revenue by way of taxes and duties,
which was 8.8 percent in 1983 (NIPM
1985). The total force employed in
the industry is around 600,000 com-
prising 11 percent of the national
workforce. The Smallholder sector sec-
tor constitutes 34 percent of the tea
land of the country. ‘

Land Use Pattern in Tea

The area under Tea is approximate-
ly 343,006 hectares or 3.5 percent of
_ the total land area of the nation. It is
distributed in three. elevation zones
referred to as High (1200 m), Mid
(600-1200 m) and Low (600 m). The
distribution proportion of tea land in
these ‘thiee zones are 38, 28 and 34
percent respectively. It is also noted
that, old seedling tea makes up 85 per-
cent of the plant and enly 15 percent
of the total area under vegitative pro-
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pagated (v.p.) plants. The two state
corporations namely . Janatha Estate
Development Board (JEDB) and State
Plantations Corporation (SPC) manage
around 128,000 ha or 57 percent of
the area while the remaining 43 per-
cent of the tealandsowned by the pri-
vate sector, which is made up of small-
holding and small estates. Major con-
centrafion of these smallholding are in
Kandy, Galle and Matara districts.
About 65 percent of these smallhol-
dings are under 5 acres (2 ha). Since
1950 there has been a 100 percent
increase in the number of smallhol-
ders.

Historical Perspectives

Tea is not indigenous to Sri Lanka.
According to records in the country’s
archieves tea seed was first brought to
Sri Lanka from China in the year 1824
and from Assam in.1939. James Tay-
lor, the father of Sri Lanka’s tea indus-
try who planted the first tea plant
aftér clearing of 20 acres in the up

country area of Sri Lanka (Bansil
1971). During the 1840-1937 period,
with introduction of the crown land
encroachment ordinance, most of the
hill country lands were taken by the
Britishers and other local wealthy
people for tea plantation. The exten-

sion of a railway lie to the plantation-

area, expansion of Colombo harbour
and setting up of Agency Houses to
manage tea estates were developments
which took place with the tea indus-
try.

Up to 1969 the tea industry was
the mainstay of Sri Lankan economy
and the major export earner. But du-
ring the 1970s with the nationalization
of foreign owned estates and other or-
ganizational - changes with land
tea production began to decline.
Apart from land reform, frequent
drought, low price, bad management
practices and government taxes and
foreign exchange policies were attri-
buted to the decline of production. As
a result of these factors, the use of fer-
tilizer dropped drastically, stand
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maintenance was poor and field invest-
ment activities such as replanting infil-
ling etc. were neglected.

The replanting programmes which
had averaged about ha (6200 ac) 2
year during the early 1970’ fell
steeply to 1000 has (2500 acres) per
annum in 1976 - 78. More than half of
tea bushes in Sri Lanka are over 70
years old and well past their level of
economic viability. The infilling of va-
cancies due to bush death has been
long neglected. The agriculture prac-
tices such as soil conservation etc.have
been deferred, (National Institute of
Plantation Mangement 1985).

All these factors have combined to
adversely affect the output of tea in
Sri Lanka,

Management Pattern of Tea Estates
and Smallholdings

Prior to nationalization of privately
owned estates in 1975 which belonged
to large companies that were either re-
gistered in Sri Lanka as Rupee compa-
nies or abroad as Sterling companies,
about 70 percentof teaestates were
owned by expatriates, while the Sri
Lankans ownership was very much less -
With the land reform policies approxi-
mately 67 percent of these lands be-
came state owned; bulk are manged by
two states organizations; the Sri

Lanka State Plantations Corporation
(SPC) and the Janatha Estates Deve-
lopment Board (JEDB). Attempts have
been made to manage some estat€s on
a cooperative basis, but due to politi-
cal disfavour after 1977 they. were
abondoned.

Basically management patterns vary
from that of the big tea estates to the
small holding sector estates. On the
one hand more reputed tea estates are
under the supervision of well experien-
ced planters and supporting staff,
while on the other hand small holders
have to depend on their own fariily
labour and their own experienced to
-managg their blocks of tea land.

The Ministry of Plan Implementa-
tion has stated “It is doubtless that
these smallholders would have taken,
to the cultivation of tea on account of
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its reputed profitability, as observed
on estates neibhouring their villages.
However while management skilled
and technical knowhow through expe-
rienced planters and the Tea Research
Institute, were available to the estates,
smallholders were initially left fend for
- themselves with the knowldge they
were able to acquire on their own.(Mi-
. nistry of Plan Implementation 1980).

Apart from that Indian Tamil la-
bourers are employed in large estate
sector while smallholders have to de-
pend their own resource for planting,
soil conditioning manuroring, plucking
of tea and transport to the nearest fac-
tory etc.

Production Constraints

It was revealed that the productivi-
ty of tea smallholding sector is low in
comparision with the plantation sec-
tor. The main reasons for this situation
are due-to the following constraints;

Supply of Inputs

Availability of Capital

Knowledge of tea culture
Processing & marketing
Institutional support (Ministry of
Plantation Industries 1984)

Supply of Inputs

The major supply of inputs in the
cultivation of tea are fertilizer, plants
agro chemicals and labour. Constraints
in the supply of these items have af-
fected the performance of the small-
holding tea sector.

Fertilizer -

Fertilizer usage is very important to
achieve high yield from a tea plant. At
present the application of fertilizer by
smallholders is very limited. According
to a study done by the fertilizer secre-
tariat, Sri Lanka in 1983, it was re-
vealed that 57 present of the smallhol-
ders had not fertilized their lands in
1982; (Ministry of Plantation Indus-
tries 1985)This isdue to.non availability
of fertilizer at grass root level as well
as due to high prices of fertilizer, poor
smallholder cannot afford to buyat
high price. Except Matara and Galle
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districts, the rest of the country docs
not operate any credit scheme in asso-
ciation with banks, to supply fertilizer
on credit to smallholders.

Clonal Tea plants

Apart from fertilizer, smallholders
also find difficulty in obtaining neces-
sary clonal tea plants. The productivi-
ty of tea plantations depend on the
yield potential of a plant as well as the
number of plants per unit area. There-
fore it is necessary to replace their old
seedling tea as well as to filling vacan-
cies in existing fields by planting them
up with vegitative propagated (VP) tea
plants. (Ministry of Plantation Indus-
tries 1983). The present setup of sup-
plying these plants are being done
through the nurseries of State Planta-
tion Corporations, Tea Research Insti-
tute and the Tea Smallholding De-
velopment Authority. It was revealed
‘that theseplants are provided to small-
holders, after removing their own re-
quirements from the nurseries. This re-
sultsin both the issue of weaker: plants
to the smallholders as well as receipt
of plant in‘old planting season or late
in the planting season. (opcit p.4).

Agro chemicals

In the case of agro chemicals, cons-
traints will be higher prices. Due to fi-
nancial difficulties; ordinary smallhol-
der cannot afford to buy the necessary
agro chemicals to eradicate weeds and
other pests from his smaﬂholding..

Labour

Smallholders use mainly are fami-
ly labour in their holdings. Labour will
be a constraint if a smallholder is to
depend on resident labour or non resi-
dent labour. Non resident labour will

be a problem specially when the rice

crop harvesting season is begun.
Capital

‘Availability of capital will be the
other production constraint: faced by
the smallholders. At present they have
to depend on their own capitals,bank
loan and subsidies provided by the Tea
Smallholding Development Authority
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(TSHDA) to develop their smallhol-
dings. The outright grants given by the
TSHDA for replanting, new planting
and infilling of vacancies are sufficient
only ta cover 40 percent of their cost.
This is not adequate to develop their
land.

Knowledge of Tea Culture

Lack ot knowledge of tea culture
will be another production constraint
faced by smallholders. This can be ex-
plained as lack of basic management
practices in tea plantation, such as
condition of bushes, spacing, terracing,
draining, mulching, fertilizing, pest
and disease control, weed control and
control of soil erosion. Because of
these there is a large yield gap between
the tea smallholdings and those big tea
plantations. The former will be around
360 kilograms per hectare while the
latter will be around 1500 kilograms
per hectare. Thisis a result of the poor
impact the extension services have
had. Advisory and extension service
to this sector at different times was
the responsibility of the Tea Research
Institute, the Tea Commissioner’s Di-
vision of Sri Lanka Tea Board and
Tea Smallholding Development orga-
nizationt . But 1f was reveaied that
all these organization did not have
sufficient personnal to carry on these
functions " effectively and the few
officers those who incharge with’
this responsibility some does nof have
sufficient traning to do so.

Processing and Marketing

~ The major constraint in this subsec-
tor are marketing limitations. Tea can
be processed only in expensive tea fac-
tories. Tea factories in many smallhol-
ding areas are rather scare. The scare-
city of factories and the need to dis-
pose of the leaf immediately after har-
vesting results in the exploitation of
smallholders by middle man. Accor-

‘ding to the percent of tea smallholders

sell their leaf direct to a factory and
54 percent of smallholders sell their
leaf ‘dealers or to leaf collectors. It was
also noted that only 9 percent of them
are sell to cooperative societies.

» Institl_ltional ‘Support

Apart from the other production
constraints discussed here lack of ins-
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: titutional support could be another
constraint. Smallholders have to de-
pend on a subsidy provided by the Tea
Smallholding Development Authority
for replanting, new planting, infilling
and fertilizer application of their tea
lands. The present subsidy for replan-
ting will be around Rs.36,000 and will
be paid at a different stages depending
on performance of each holding. The
major 6 stages of planting are uproo-
ting, soil rehabilitation, soil conserta-
tion, planting of V.P. tea, first year
maintenance and _ the second year
maintenance. Actual cost of replanting
‘will be around Rs.68,000. The present
level of subsidy payment is not suffi-
cient to encourage smallholders to
grow more tea. For this reason they
are not willing to replant their tea land
and on the other hand, due to poor

management practices along with lack

of application of fertilizer ultimately
resulted in low yield from their land,
which effected their level of income.

Apart from that, too many institu-
tions involve in tea plantation also at-
tributed to poor extension relations
with smallholders. As indicated earlier,
. TSHDA and the Tea Research Insti-
tute should work in liaision with the
smallholders to provide  better and
effective advisory service in order to
improve their lands. On the other hand
they have to sell their green leaf either
to government tea factories of SPC,
JEDB or TSHDA of private tea facto-
ries.

In addition to that, Agrarian Ser-.

vices Department and the Coopera-
tive societies at village level should also
provide with them necessary fertilizer
and other chemical used for tea plan-
tations. But due to the present setup,
there is no coordination between these
institutions which confused the small-
holders.

It was also noted that, more than
65 percent of tea smallholding are not
registered with the Tea Commiss-
sioner’s Division of the Sri Lanka Tea
Board. This is necessary for each small-

holders to apply for free subsidies. The’

registration work was delayed due to
problems of land ownership pattern.

Conclusion and Recommendations

- As we -discussed in this paper the
tea sector is ome of the important
plantation tree crop of the country.
We also discussed the land use patern

0§
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in Tea. It was noted that smallholder
sector is now playing a prominent role
in tea plantation sector. After that, we
have looked at the historical prespec-
tive of tea industry in Sri Lanka, eco-
nomy than we discussed about ma-
nagement pattern of tea estates and
tea smallholders. Production cons-

traints hes been discussed there after.’

Under this title various sub topics also
discussed to elaborate the magnitude
or production constraints which has
effected to  the smallholding sector
and finally looked at the possible so-
‘Jution and Tecommendations to over-
come these difficulties. 5

It could be concluded that the Sri
Lankan tea industry faces many deve-

lopments constraints. Particularly to

the Smallholding sector. Among these
land will be a crucial item, because 63
percent of tea holdings are less one
acre and 87 percent are less than two
acres. Due to small size of their land
average yield-also low, it is less than
300 kilograms per hectare of green
leaf. Historically with land reform
policies it was tried to upgrade small-
holders from the poor level with dis-
tributing well manage ‘tea land to
them, but due to poor management
practices may wer¢ not been able to
obtain high yields from their lands.
Apart from that * production cons-
traints also attributed -for ‘low perfor-
mance of their smallholdings. These
production constraints also be a part
of development constraints . faced by

smallholders.
Recommendations

a) Facilities should be provided at
TSHDA, SPC, JEDB and, other private
factories to make available fertilizer to
smallholders. They should-also supply

these fertilizer on credit basis. The,

cost of fertilizer could be deducted
from their green leaf.

b) More facilities should be provi-
ded at the factory premises, enabling
smallholders to obtain the necessary
V.P. clones for replanting their tea
lands. Also from TSHDA, and
the Tea Research Institute should pro-
vide more plant from their nurseries!
cause present demand for plants can-
not be met by them. Therefore they
should encourage smallholders to run
their own nurseries.

c) Present subsidy payment does-
not sufficient to carryout their replan-
ting activities and most. smallholders
do not have the capital to commence
replanting and new planting work with
their own funds. Apart from that those
who are not registered their lands also
not eligible to obtain subsidies, are
also find difficulty to do their replan-
ting activities. Therefore necessary cre-
dit facilities should be arranged with
commercial banks or vmaintained a re-
source fund“under the TSHDA.

d) Extension and Advisory Services
should be reorganized and it should be
a vehicle to carryput research findings
to the smallholders. Coordiantion bet-
ween Research Institutions, Manage-
ment Institutions and the smallholders
through proper Extension and Advi-
sory Service has to be strengthened.

e¢) The Tea Commissioner’s Divi-
sion of the Sri Lanka Tea Board
should speedup.-its registration work
if not smallholders should not be able
to obtain their subsidies. This has to
be carried in liaision with land Regis-
try Department, Assistant Government
Agent of the area and the Ministry of

Plantation Industries, in order to
speedup the land registration work.
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DEVELOPMENT CONSTRAINTS ON PERF ORMNCE IMPROVEMENT IN

THE RUBBER SMALLHOLDING SECTOR

Production Structural Factors

. The rubber smallholder sector is domina-
ted by the very small producer or mini-
holder. . 98% of total holdings are below 4
ha. and 88% of the total private holdings are
‘under 1 ha. Holdings below 4 ha. comprise
71% of total private rubber extent. The very
small, fragmented pattern of holding, limits
the choice of technology availeble for effi-
cient cultivatios, In addition 5% of the pri-
vate landowners own 39% of the total land
area. The combination of small sized hol-
dings and high inequity in land distribution
characterises the-smallholder sector. As a
consequence, the larger farmers are able to
adopt new technologies more efficiently and
‘hence. income differentials between the
smallholder and the very small (mini) holder
" widen. In addition, credit and extension fa-
cilities tend to be directed towards the
larger cultiva}o;, for he is generally in a
better position capital and education-wise-
to absorb the credit and extension advice.-

An analysis of monthly income sources
shows that rubber was only a secondary
source of income in the mini-holder cate-
gory. Non-agricultural income, in . fact,
accounted for the .largest share of income"
for this class of farmer (Table 4). This im
plies that the small farmers cannot devote
the greater part of their time or capital .re-
sources to rubber, as it only supplies a mino-
rity of their household income needs.

In many areas, joint ownership and ab-
sentee ownership are common forms of
tenurial relationships. Where sole ownership
does not, exist, replantina decisions and ge-

neral management decisions often are de- °

layed. In many areas, the mini-smallholder
has a significant part of his lands in other
crops. One survey showed that 18% of the
land was in paddy, 10% in mixed crops and
9% in coconut. Mixed cropping is a wise sur-
vival strategy. However, this leads to a sprea-
ding of resources which limijts the invest-
ment on rubber and the farmers receptivity
to new technologies.

The structure of smallholder rubber, the
impogtance of rubber versus other income
sources in the crop rotation and the capital
and managerial resources of the landowner
vary considerably from -region to region
The heterogeneity of the sector and the re-
gional variation in socio-economic condi-
tions underscores the need for sophistica-

‘tion and flexibility in strategies asimed at
improving the situation.

Age and Clonal Distribution
Rubber has an economic life of up to 30
years with the more vigorous yields concen-
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trated in years 11 to 27.

The Rubber Replanting Subsidy Scheme
(RRSS) does not provide for a complete in-
ventory of rubber at any one time and there
is a need for accurate information on clonal
composition and age of the trees. This is
most important because the age and clonal
composition of rubber exerts a great effect
on the productlvity of the trees and hence
on the profitability of the farming enter-
prises. : :

Survey results suggest that the immature
axtent of rubber is 20% in Kalutara, Ratna-
-pura and Kegalle districts, with no signifi-
cant regional variations. The percentage of
rubber over 30 years is highest in Ratnapura
district. Rubber acreage over 25 years in
Ratnapura is twice that of the Kalutara and
Kegalle districts and the performance in re-
planting is poorest in that district.

The clonal composition of rubber has a
significant impact on yield and production.
Survey results show that budded rubber pre-
dominates; averaging 70%.Clonal rubber and
unselected seedlings account for the ba-

lance. In the budded rubber'areas, PB 86 is

the predominant clone. Nationally, of a re-
planted extent of 401,000 &acres therewere
278,00Q acres (1982) in budded varieties
and 123,000 in clonal and unselcted. Since
the yield differences between the budded
and the others is nearly 100%, it is impor-
tant to identify and replant in areas of low
productivity.

Management Practices

Proper fetiliser use can increase small-
holder yields significantly although no im-
pact is generally seen until two to three
years after application. Under the RRSS
programme, fertiliser is provided in kind as
-assistance in the immature replanting phase.
In the mature phase, with no such facility
available, and with the high fertiliser prices,
its use is reduced significantly. Survey re-
sults suggest that only 5% of the small-
-holders use chemical fertiliser on mature
rubber stands. Even with existing varieties,
expansion of fertiliser use could have consi-
"derable impact on rubber output.

Although precise estiamtes are not avai-
lable, it is known that the lack of credit at a
reasonable rate limits the ability of the

smallholder to afford fertiliser. Since the re-
sults from increased fertilisation do not ap-
pear until two years after application,_‘ far-
mers tend to view fertiliser as a long-range
capital investment. The insitutional credit
sources, on the other hand; consider fertili-
ser a short-term production credit item and
expect repayment after tapping.

Replanting Schemes

The amount of subsidy given strongly
influences the smallholders, decision to re-
plant. In the 1970°s the subsidy was de-
pressed and consequently, replanting rates
were low. That position has been corrected
and at present the subsidy is approximately
Rs.9000/acre which accounts for approxi-
mately 62% of the costs of replanting
(1983).

Re-imbursement for the full material
cost and one third of the labour cost, or
roughly 62% of the replanting cost, appears
to be an adequate incentive level of replan-
ting. This figure was derived largely from
Ministry review. Generally, the subsidy gran-
ted is a resuit of uiscussions between the Mi-
nistry of Finance and the Ministry of Plan-
tation Industry. A regualr joint review is re-
quired if parity is to be maintained in the
.subsidy payment.

Lengthy procedures in issuing permits,
processing the permits and ispecting the
fields have proved to be major constraints
to improved replanting -performance, espe-
cially where ownership patterns are uncer-
tain. Many of the individual applications are
incompelte and this often delays the issuing

" of repanting permits. There is a substantial

gap between those eligible for the first sub-
sidy payment and those ‘who receive the
subsequent payment. Part of the reasons for
this decline is the procedural difficultires in-
volved in administering the replanting
scheme. The decentralisation of RCD acti-

‘vities and the use of computers to speed-up

processing are expected to relieve this situa-
tion substantially.

30% of the rubber smallholders are not
covered under the SRRP. For smallholders
especially outside the SRRP, thereare many
problems in obtaining proper inputs and
support services. For example, these cultiva-
tors must purcase planting material from
registered private commercial nurseries,
which are not closely monitoted and tend to
sell substandard products. For these small-
holders, replanting has a higher risk, because
there is little guarantee that what they are
replanting is from good quality stock.

Cropping Pattern of the Rubber Smallholder*

(in acres)

District Rubber Tea
Ratnapura .. 68% 24892 '05% 184
Kalutara .. 26% 39390 —
Kegalle . 5% 40248 1% 682
Total .. 104,530 866

* Below 10 Acres
Source : ARTI. op cit,

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

Coconut
9% 3295

8% 5627

10% 6821

15,743

Paddy
18% 6771
2% 17585
15% 10,233

34,589

Mixederop

4% 1464
1% 7737
15% 10,233

19,434

Total

36,606

70,339

68,217

175162
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Until very recently, the new replanting
programme for rubber was fairly ineffectual
due to low subsidies. A correction was ap-
plied to the subsidy, bringing it up to Rs.8,
250 which is close to the amount provided
for replanting. However, the new planting of
rubber receives relatively little institutional
support compared to replanting. Smallhol-
ders must obtain their own planting mate-
rials and fertiliser and there is little back-up
provided by the extension services.

Extension

Smallholder extension activities are the
responsibility of the ASD’s (Advisory Ser-
vice Department) office. However, this ex-
tension cadre is also responsible for imple-
‘menting the various subsidy schemes han-
dled by the Rubber Controller’'s Depart-
ment. These pre-empt the bulk of the time
of the ASD's staff.

Many of the extension officers have
‘minimal technical qualifications or training
in rubber, Consequently, they are reluctant
‘o give any form of advice to the cultivators.
In addition, the ratio of rubber extension
officers (REQs) ro farmers is approximately
1 to 1500 - 2000. Consequently, individual
based extension is nearly impossible, al-
though that is the present system.

In the post replanting phase, the exten-
. sion effort declines significantly. This con-
firms the belief that the REC’s are allocating
a fair amount of their time to administering
subsidy schemes. In addition, proper direc-
tion is lacking for post-replanting work.
However, it is precisely in the post-replant-
ing phase that the problems of over-tapping
and under fertilisation occur. Consequently,
a much greater extension input is required
for the latter years of rubber cultivation,

Processing

smallnoider latex is largely processed and
marketed as ribbed smoked

sheets (RSS) and the scrap is used for brown

(or scrap) crepes. Latex collection’ that is

geared to centralised processing for latex -

crepes, centrifuged latex and TSR is limited
in scope and accounts for léss than 10% of
all smallholder latex. Even the new Group
Processing Centres (GPC’s) only accounted
for under 5% of all smallholder latex. The
three stages involved in processing are coa-
“gulation, rolling and smoking. Bulk of the
processing is often done on an individual ba-
sis and the three principal methods are:
1) all stages done by producer;
2) coagulation by producer but rolling
and smoking elsewhere for a fee;
3) ¢oagulation and smoking by the pro-
ducer but rolling elsewhere for a fee;
Type (1) above is followed mainly by
the larger owners and (2) and (3) by the
small producers. The bulk of smallholder
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rubber that is processed is classified as either
RSS 11, 111, or 1VJ the lowest quality and
Jowest priced rubber. Smallholder smoke
houses generally do not meet the cleanliness
requirements for Grade 1 RSS. However,
the processing technology is relatively sim-
ple and it is technically possible for the
smallholder to provide high quality rubber.
The investment required’ to establish a
smoke house is often greater than the capi-
tal available to the smallholder. Generally,
the smallholder will resort to rolling and
smoking elsewhere or buying substandard
processing equipment. Many smallholders
simply lack proper ‘processing knowhow,. as
is evidenced by the use of impure water,

inadequate or excessive doses 0g coagulation

acid, excessive smoking and the production
of thick and uneven sheets. Often the small-
holder cannot afford to store the processed
product because of his subsistence cash re-
quirements and his need to meet his agricul-
tural operating costs from his processing

profits.
At present, the larger factories servicing

the estates are operating well below capa-
city. These factories meet part of their de-
mand from smallholders rubber, yet the
smallholder supply is bought only after the
estates are serviced. The uncertainity of the
large scale institutional demand for small-
holder latex contributes to the high volatili-
ty and downgrading, underweighing and
late payment that characterises the market
for their rubber.

At present, with high rubber prices, tra-
ders are coming to collect sheet rubber and
latex directly from the smallholder.
implies that the higher profits from expor-

ting offset their additional marketing costs.
Yet the traders tend to classify smallholder
latex as Iow quality, low price latex.
Marketing

The obstacles in the way of smallholder
based processing are compounded by mar-
keting problems. The lack of group marke-
ting institutions aside from the GPC's, limits
the bargaining power of the producer. Tra-
ders buy their rubber based on visual gra-
ding and often the trader will try to down-
grade the rubber he is buying. The types of
_smailholder rubber marketing systems are as
follows:

(a) via village dealer to town dealer to

exporter
- (b) via brokers to rubber auctions
(c) via purchasing centres of the Depart:
ment of Commodity Purchase (CPD)
+o ti.e CPD depots.

(d)direct sale to exporters.

Although channel (a) is the longest, 90%
of the sheet rubber is handled by them. The
longer the rubber .marketing chain, the
higher the profits involved and the greater
the opportunity for downgrading and other
unfair practices. -
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Research

“The available technologies, produced
through many decades of research, do not
appear to be reaching the smallholders. Evi-
dence of this are the under fertilisation rates
on smallholder lands, the widespread over
tapping, improper planting ang use of trad|-
tional planting materials. Yields on the ‘ex-
perimental fields are often around 2000

_acre compared to' 600 to 700 kg/acre on

smallholder fields. Part of the reason for the
large yield gap is a problem of poor vertical
and horizontal communication between the
research ‘and the extension service. Research
tends to be more geared to the needs of es-
.ates than smallholders. For example, the
new varieties of clones, the RRI 100, 101
and 103 series, are designed for good ma-
nagement cultivation systems and the stan-
dard tapping techniques.

In addition, there is very limited socio-
economic research conducted on the small-
‘holder sector. At one time, the ASD had an
economic research unit but this has never
progressed very far due to lack of trained
personnel.

Planning

A comprehensive plan is clearly required
‘to direct programmes and project initiatives
in the smallholder sector. Under the SRRP
a rubber policy planning unit was proposed,
yet this was not fully activated due to prob-
lems of inter-agency coordination.

Planning in the smallholder rubber se«;tor
suffers from a lack of priority agro-econo-
mic baseline information. Of information al-
ready available, little analysis is actually
conducted, This will be partially corrected
by the rubber census that is now being pro-
posed. - Although two cost based subsidy
programmes are operated for the smallhol-
derrubber sector there are no regualr cost of
production surveys. :

Institutional Organisation

A number of Institutions service the
needs of the rubber smallholder. The Apex
Institution in charge of policy making is the
Ministry of Plantation Industries. Under the
Ministry is the office of the Rubber Control-
ler and the Rubber Research Board. Both
the ASD’s office and the RRI are under the
Rubber Research Board. The Estates: the
JEDB and the SPC, are .“outside of this
structure. Consequently, the interaction and
interface between the smallholder planner
and the Estates is rather limited. 1t is gene-
rally felt that coordiantion ‘between the
various agencies responsible for serving the
needs of the smallholder are poor and that
this is a major factor explaining the lack of
direction and poor performance of program-
mes geared to helping the smallholder.

Source: ‘“‘Smallholder (Tea & Rubber) Deve-
lopment Strategy’. Ministry of Plantation
Industries.
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TRADE

Protectionism, the MFA
and Garment Exports

The growth ot ‘protectiogism’ in ;

recent years has raised questions whe-
ther (1) the movement towards a more
liberal trading environment has stalled;
or (2) the new protectionism is a tem-
porary response to the current interna-
tiqnal economic crisis situation; or (3)
the begining of a new trend brought
about by a lack of faith in an open tra-
ding system. There is no doubt that
the new protectionism is being deman-
ded by groups who see their interests
damaged by imports and is permitted
by governments that see their interests
served by giving way to these de-
mands. In such a situation economic
arguments play a minor role.

Recent studies have shown that the
barriers which most affect many deve-
loping countries are the non tariff bar-
ners (NTBs) against textiles and clo-
thing. The manufacture of these pro-
ducts have seemed suitable for many
developing countries because, atleast
until quite recently, since the techno-
logies were simple and relatively la-
bour-intensive, Textiles and clothing
represent approximately 25 percent
of developing countries’ manufactured
exports. But restrictions on imports
into the déveloped countries began to
be imposed from the 1970’s and were
formalised with the first multifibre
arrangement (MFAI) in 1974. Each
successive version of the MFEA has
-been more restrictive and has covered
more products and exporters.

The Multifibre Arrangement (MFA)
was ostensibly intended as a tempo-
rary measQre at the start also to pro-
vide developing countries with growing
access to industrialised country mar-
kets for their textiles and garments.
After MFAI, (1974-77) however res-
trictions began to be tightened. By the
time of MFA IV, (1986-91) it was
clear that the MFA’s successively tou-
gher versions had acquired an air of
permanence. MFA IV, signed in July
1986, has proved the desire of indus-
trial courtries to block loopholes in
their barriers to textile and clothing
imports exploited by the big Asian
exporters and is likely “to limit new-
comers to minimal quotas.
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The questions being asked
are: what does this imply for the fu-

ture? %
The World Bank, in its Annual De-

1

velopment Report, 1987 comments.

strongly on. the situation thus: “Trade
in textiles and clothing has become the
paradigm of managed trade. Its use of
discriminatory quota restrictions, ne-
gotiated bilaterally, violates the most
basic rule of the GATT. The history
of the MFA has shown increasing co-
verage and stringency, and it has re-
‘cently (July 1986) been renegotiated

The case of Bangladesh

The World Bank Report has argued
that the MFA can adversely affect new
exporters such as Bangladesh; because
of the ‘detailed’ agreement this coun-
try has to enter into with its buyers
such as USA. The following is the
Bank’s argument on how investment in
the garments export sector .is dis-
couraged in Bangladesh although it has
a clear comparative advantage in pro-
ducing of readymade garments.

“Article 13 of MFA IV reads in
part: “The participating countries
(are) conscious of the problems posed
by restraints on exports of new en-
trants and small suppliers

They agree that restraints shall not
normally be imposed ‘on exports from
small suppliers, néw entrants and the
least industrial countries”.

There can be no question that
Bangladesh fits this description. With a
1984 per capita income of $ 140, it is
one of the poorest countries in the
world. In 1978, when it began building
a textile and clothing industry with
the help of the Republic of Korea,
there were less than a dozen textile
manufacturers in Bangladesh. By 1985
the number had grown to about 450
operational companies; these em-
ployed a total of 140,000 people and
produced more than 300 million pie-
ces a year. With 300 more companies
ready to start up, Bangladesh has the
potential to produce and export much
more, although it will remain a tiny
supplier- compared with such textile
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giants as China, Hong Kong, and

Korea. s e
Despite the agreement not to res-

train exports from countries like Bang-

.ladesh; France and the United King-

dom imposed quotas as early as 1984.
The United States initiated an arrange-
ment in February 1986 which restric-
ted Bangladesh’s textile .exports
through January 31, 1988. Although
the industrial countries are allowed
;under the MFA tolimit imports in the
case of sudden surge of imports and
market disruption, there is no appa-
rent justification for such limits on
Bangladesh. In 1984, even after achie-
ving spectacular . growth, Bangladesh
still held only 0.25 percent of the de-
veloping country share of clothing ex-
ports to the industrial countries. The
four biggest Asian NIC exporters held
60 percent. In the United States,Bang-
ladesh’s market share was 0.32 percent
while the ‘“‘super~exporters” held 66.7
percent. Bangladesh hardly posed a
serious threat to the U.S.industry.

' The bilateral agreement signed bet-
ween Bangladesh and the United Sta-
tes allowed a mere 6 percent yearly
growth rate in MFA imports. Between
1981 and 1983-84 Bangladesh had -an
unrestrained growth rate of 386 per-
cent. Moreover, the agreement was ex-
tremely detailed: it restricted exports
down to seven-digit SITC categories.
This meant, for example, that Banla-
desh had a quota not only on shirts
but also on shirts made from dyed
yarn in particualr sizes. So detailed
an arrangement would make diversifi-

. cation into uncontrolled goods well

nigh impossible. Because of it, Bang-
ladesh stopped expanding its textile
industry and for a time had opera-
tional facilities standing idle. Since
the most recent bilateral arrangement,
the situation has eased somewhat.
But quotas are still detailed, and
Bangladesh has already (in May 1987)
reached the ceiling on quotas for ma-
jor categories. It is possible for Bangla-

desh to borrow, within limits, from

other catagories underused quotas
from the previous year or the succe-
ding year’s quota. But these compli-
cations create uncertainty, and the
administration of the guetas absorbs
scare managerial ability and discoura-
ges investment in a subsector in which -
Bangladesh clearly has a comparative
advantage”.
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COMMODITIES '

TEA: prices piéking up

The average gross price of tea has

_shown an upward trend from May this =

year. In August gross averages amoun-
ted to Rs 42.18 per Kg.. The highest
price for the -year, however, was
Rs 42.62 recorded in January. The
biggest increase in prices was recorded
for high grown teas, which went ap
from Rs 30.10 per Kg in June to
Rs 45.06 per Kg in August. Medium
-growns too recorded a considerable
increase in this period, though low
growns tended to show a fall in prices.
The average gross price in 1987 (Jan-
-Aug.) amounted to Rs 38.52 per Kg as
against Rs 28.51 per Kg in the same
period last year, which clearly indica-
tes the increasing trend in prices du-
ring recent months.(See Table 1).
According to the F.A.C. reports,
the present increased demand and
price recovery was due to the fact-that

the economic activities in many coun-
tries had improved lately and oil prices
were stronger than a year ago, both sti-
mulants to tea consumption. On the
other hand there was the possibility
that tea consumption in India would
increase in 1987 and would recover
from the 1986 setbacks.

Tea production in 1987 (Jan.-July)
amounted to 126.7 mn kgs showing a
3 percent decline compared to produc-
tion in the same seven months of last
year. Production of high grown teas
declined continuously and reached Kg
5,395,210 in July this year. The me-
dium and low grown figures revealed
favourable conditions till June but in
July production declined by 38 per-
cent and 41 percent respectively
against June production. The fall in
crops partly due to the drought condi-
tions.

TABLE 1

GROSS AVERAGE PRICES OF TEA

(RS PER KG.)
MONTH HIGH MEDIUM LOW TOTAL
1987 June 30.10 29.20 44.08 34.63
July 35.96 32.89 46.95 38.82
August 45.06 3728 42.64 42.18
Cumulative : \
1986 Jan.-Aug 29.20 25.54 29.89 > 28.56
1987 Jan.-Aug. 37.45 34.31 42.23 38.52
Source: Broker’s Reports
TABLE 11
TEA PRODUCTION (IN’000 KGS)
MONTH HIGH MEDIUM LOW TOTAL
1987 May 9,956.5 5,694.2 7,007.7 22,568.4
June 7,282.2 5,733.4 8,884.5 21,900.1
July 5,395.2 3,659.8 552977 14,232.7
Cumulative
19\86 Jan-July 50,032.1 32,937.9 47,582.4 130,552.5
1987 Jan-July 45,932.7 32,139.7 48,606.8 126,679.2

Source: Broker’s Reporss
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 Although Sri Lanka’s production

upto July was 3 percent less than in
the same period of 1986 both Kenya
and India showed atleast a 20 percent
increase and tea production had gone
up over 500 mn.kgs upto July this
year compared to about 225 mn kgs.
in the same period last year.

RUBBER: Growth in demand forecast
The fall in oil prices has not resul-

ted in the growth of expected Natural

Rubber (NR) consumption. NR prices

are therefore not expected to change

much over those of 1986. World rub-

ber consumption forecasts show that
the increase expected would average

around 2.8 percent per annum in the

1986-2000 period. Recent broker’s re- .
ports record that currently major pro-
ducing countries are making conti-

nuous efforts for integrating produc- -
tion with manufacture. A large num-
ber of consumer rubber products and
automobile rubber components which
are comparatively more labour inten-
sive can be made in all producing
countries for meeting the local de-
mand as well as for supply to interna-
tional markets. All producing coun-
tries should make efforts to meet their
entire domestic requirements of rub-
ber and to export their rubber as far as
possible as value added rubber pro-
ducts.

Greater demand can also be genera-
ted for N.R.by developing new uses
and by production and supply of che-
mically modified N.R. which can re-
capture some of the markets already
lost to D.R.

Overall it was an year of fluctuating
prices with the drop of the US dol'ar
against almost all other currencies
bieng the most significant factor, in-
fluencing the rubber prices. Value of
rubber expressed in EEC currencies re-
mained almost unchanged whilst the
same prices expressed in US dollars
showed sharp increases. Currency
fluctuations were a vital factor in tra-
ding which gave a very different look
to domestic prices in different area.
Adverse weather conditions affecting

supply lines also contributed to fluc-

tuating prices in International Markets.

ECONOMIC REVIEW-AUG/SEPT-1987



Although world N.R.consumption
increased during 1986, it was in gene-
ral a dissapointing year. The sharp fall
in oil prices did not lead to expected
growth. High unemployment persisted
in many industrialised nations in the
west; pattern of consumption too, ap-
pears to be changing globally with the
fastest growth recorded in the Asia Pa-
cific region. Imports of N.R. by Japan,
Korea, Brazil, India and China, in-
creased reflecting the expansion of
motor vehicles and rubber based indus-
tries in those countries.

When considering the outlook for’

Natural Rubber prices one cannot ig-
nore the effect of falling Petroleum
prices on N.R. consumption. Although
negative in the short run, the effect is
likely to be positive in the long term
boosting major “industrial activities
such as the transportation and motor
vehicle industries.

Natural Rubber prices are also in-

fluenced by the trend of synthetic
rubber prices, which generally move

with petroleum prices. The relative
positions of N.R.-and S.R. in their
joint use in rubber goods manufacture
is the cumulative effect of long term
development, since the 1950's. The
competitiveness of N.R. inendueswill
undoubtedly be enhanced through
N.R. improvements aimed at increa-
sing its complementaryity with the
range of synthetic rubbers. However,
such efforts will be fruitful only if
N.R, producing countries make a con-
certed effort to monitor technical de
velopments in the S.R. industry world
wide. Improved understanding of new
S.R.technologies should assist efforts
aimed at promoting complimentarity
between N.R. and S.R. and to assist
the future marketing of N.R.

To ensure prosperity in the rubber
industry in the long term a more rea-
listic and positive approach should be
made giving considerations to ithe’
measures that can be taken to improve
- the profitability of producing any
quantity of N.R. reduction in the cost
of production is important to N.R.
producers. It is another method of en-
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suring remunerative prices. Techno:
logy is available for producing . over
200 kgs per hectare per year. In cer-
tain rubber growing countries, the ave-
rage is low as 900 kgs per hectare. If
such technology is utilised judiciously,
it will be possible to enable substantial
reduction in the cost of production.

N.R. producing countries in Asia
with the exception of China, India and
Bangladesh have now to depend on
free and. open markets, where they
have to compete with S.R.Ironically,
in 'China and India, synthetic rubbers

are produced to supplement the raw

rubber requirements. It will help if
these countries can keep out from ma-
king huge investments on production
of S.R.’s and make efforts to set up
facilities for the production of chemi-
cally modified forms of N.R. which

can easily replace some of the special -

purpose S.R.

It may also be possible to generate
greater demand for N.R. and ensure
long term prosperity through the
adoption of aggressive marketing stra-
tegies. Inadequacy of informations has
been a major factor inhibiting the effi-
ciency of the marketing process.

In Sri Lanka the Broker’s report has
suggested that we must endeavour to
expand production to meet foreseea-
ble demand in the future for Natural
Rubber. Around 70 percent of the
total production of rubber in the

. country comes from small-holdings

and their productivity is relatively low
being in the region of 750 kgs per hec-
tare. A main factor responsible is that
around 30 percent of small-holders

rubber is over-aged whilst most of the
old rubber is unselected material with

low vyield potentials. This, situation
must be overcome and all assistance
must be given to small-holders to re-
plant with higher yielding material.
Meanwhile the Medium Term Invest-
ment Programme with its main objec-
tive to reverse the decline in Sri Lan-
ka’s production of rubber 1985-1989,
is progressing. But it will take a ,much
concerted effort to increase producti-
vity as the bulk of the rubber is pro-
duced by small-holders. )
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Being the backbone of the industry,
the small-holders must be given all the
encouragement and assistance to adopt
better agronomic practices. Its hearte-
ning to note that the Export Develop-
mnt Board, along with the Rubber
Controller’'s Department and the Rub-
ber Development Board have envisaged °
a rehabilitation programme, under
which rubber export development vil-
lages will be set up. The necessary in-
puts to process rubber at concessional
rates will be provided to small-holders,
whilst arrangements for marketing this
rubber will be streamlined.

Whilst every effort must be made to
increase production, supply rationali
sation schemes envisaged by planners,
must be carefully scrutinised as it
would mean a drop in valuable foreign
exchange, for a country like Sri Lanka,
where our share of the total world sup-
plies is only 5 percent. Therefore, any

‘decline in our preduction, will ‘have a

negligible impact on the quantity of
N.R. produced globally. g

Currently on.the production side,
there are yet more important problems
which need urgent attention. The au-
thorities concerned must give priority
to erradicating diseases affecting rub-
ber trees, which from time to time has
caused considerable hardship to N.R.
producers. The rubber industry in Sri
Lanka at present is faced with the
dreaded corynespora leaf disease,
whichauthoritativesources believe has
already affected 12000 hectare of
rubber. It apparently affects a variety
of clones with RRIC 103 being the
most vulnerable to the disease. The
corynespora mqnitorihg committee
with the R.R.l. at the helm must en-
deavour to bring the problems under
control before it escalates further.

The report also highlights the ad-
vantages of having rubber based indus-
tries in N.R. producing countries,
which will not only help to meet the
entire local demand, but will boost
the export of rubber as far as possible
as value added rubber products. In
1986 there was hardly any improve-
ment in domestic consumption. There-
fore, any serious constraints preven-

19



ting the expansion of rubber based in-
dustries, must be irradicated.

COCONUT: Drastic Drop in Exports

The exports of coconut karnel pro-
ducts had dropped drastically during
the period of first half of 1987. Ex-
port values fell by 50 percent com-
pared with those of the first six
months_of 1986. Products most affec-
ted were coconut oil and coconut poo-
nac, which declined at a rate of 25
percent. Also exports- of Copra (edis
ble) declined by 90 percent. The main
factor attributed fo the fall in exports
was the lower level of production due
to the adverse weather conditions that
caused serious crop failure in the coco-
nut growing areas.

Export earnings also showed a 27
percent decline during this same pe-
riod of 1987. A significant feature is
that value of exports declined margi-
nally, though volume of exports dec-
lined at higher rate. The reason is that
F.O.B. values per unit increased favou-
rably in the first half of 1987. The ex-
ports of coconut oil, (average F.O.B.
value per MT) was Rs.15,432 in the
first half of 1987, while it was Rs.9,
839 in the same period of 1986. The
export of desiccated coconut averaged
an.F.0.B. per M.T. of Rs.18,495 and"
Rs.14,615 respectively in the 1987
and-1986 periods.

There was a significant increase in
local market prices of coconut oil,
copra and poonac by June 1987. Com-
pared to local prices a year earlier Co-
conut oil (per metric ton) was Rs.17,
542 in June 1987 as against Rs6,699
in June 1986. Poonac (per metric ton)
was 'Rs.4,087 in June 1987 as against

HEALTH

Growing incidence: of cancer in SriLanka

Cancer is one disease where in ad-

- vanced casessthere is no hope of re-

covery, since cancer in the human
being is a group of over 100 related di-
seases that may arise in any of the
body’s tissues and these grow rapidly
in the form of an uncontrolled and dis-
orderly multiplication of abnormal
cells. When their growth cannot be
checked, these cells multiplying .and
destroy adjacent tissues. They are
often transported. to different parts of
the body where they grow as colonies.
The reasons for cancer differ from
country to country. In Australia peo-
ple get cancer on their. skins and lips,
when they are seriously affected by
sunshine. In Africa they develop can-
cer in the liver as a result of a kind of
virus in peanuts. Again, there are posi-
bilities of contacting cancer in the
bladder among the people who eat sal-
ted fish in Japan. In Sri Lanka the
strongest factors associated with can-
cer are betel chewing, smoking, alco-
hol, chemicals, foods and medicines
which are given at the time of preg-
nancy. :
Among the commonest of cancers
in Sri Lanka are cancers of the mouth,
womb and breast. Over the past de-

cades the number of cancers in Sri
Lanka have increased upto 70% and re-

ported deaths were 4% of this popu-

lation.

In most western countries it is one

Rs 2,192 in June 1986; while Copra
was Rs.2,995 (per 250 kgs) as against
Rs. 1.143 in June 1986.

COCONUT EXPORTS
1986 1987 Change
Jan.-Aug. Jan.-Aug .

Kernel Products 647.32 322.41 -50

(In Mn. nut equint)

Value (SL Rs.Mn) .1004.52 764.17 -27

§ =

Source: Coconut Deyvelopment Authority
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of the primary causes of death. In Aus-
tralia-the precise causes for cancer are
difficult to determine although chemi-
cals, radiation, genetic factors repeated
trauma an viruses have been found to
cause or be strongly associated with
certain forms of cancer. Recorded
deaths in Sri Lanka, due to cancer,
have been on the increase from 3,445
in 1967 to 4,225 in 1976. The largest
proportion of mortalities (36%) have
been recorded in the oral cavity and
mouth cancer, followed by Cervix of
Uterus 13%, and breast 11%. In the
case of cancer in the breast there has

‘been an increase in incidence until the

age of 50 in all countries. The associa-
ted factors are early menarche, late
menopause, late age at first pregnancy,
multiparous women, high fat diet, obe-
sity and genetic predisposition. Cancer

.of the Cervis of the Uterus is common-
set in the age group of 35-60 with the
risk factors been multiple sex partners,

multiparity and poor hygiene. Inci-
dence considerably higher among the .
lower socio economic classes.

The factors associated with oral
cancer are associated with betel che-
wing, smoking, alcohol, chronic irrita-
tion and vitamin A deficiency. The
Health- Department has launched a
programme to reduce morbidity and
mortality due to cancer in Sri Lanka.
A programme of cancer health educa-
tion and measures to increase aware-
ness of cancer risks in the community
and health professions is now been
undertaken. Among the special consi-

derations in this programme are:

Providing scientific information
Emphasis on curability

Emphasis on prevention and early
detection

Elimination of fear and anxiety
Prevention of delay in seeking
treatment

Recognition of early symptoms and-
signs :
Stress on avoidance of unscientific
forms of treatment
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FEATURES

EMPLOYMENT AND PRODUCTIVITY IN THE MANUFACTURING

SECTOR IN SRI LANKA, 1970-85
Dilesh Jayanntha

This paper reviews the employment and proauctivity situation in industry
upto 1985. The situation could have altered in subsequent years. Dr.Dilesh
Jayanntha who is an economics officer with the World Bank Resident Mission
in Sri Lanka has prepared this paper in his personnel capacity, and the views
expressed here do not necessarily reflect those of the World Bank.

This paper is divided into three
parts, Part 1 tries to estimate empldy-
ment level trends in the manufacturing
sector since 1970, analyze the break-
down between the public and. private

_sector (and then within the private sec-
tor), and finally identify the chief
sources of employment growth by in-
dustry group (with particular attention
paid to the\role of foreign investment).
Part 2 examines labour productivity
differentials between the public and
private sectors. Part 3 summarizes and

concludes the paper.
Table 1 suggests that employment

in the manufacturing sector fell in the
early 1970s, rose. in the immediate
post-liberalization period, and fell
slightly thereafter. The decline in the
period 1978/79 to 1981/82, may ap-
pear paradoxical, but can be ex-
_ plained. Although the overall rate of
unemployment fell (the proportion of

employed income receivers in the la--

bour force rising from 85% to 88%)
‘during this period, the crude activity
rate (of the population in the labour
force), fell from 38.0% to 34.3%. This
latter phenomenon was probably due
to the exodus of migrants to the Mid-
dle East and the repatriation of plan-
tation workers. The removal of these
workers, some of whom were from the
employed labour force, meant that to-
tal employment (and implicity that in
the manufacturing sector) would have
been reduced.

Table 2 gives details of the em-
ployees registered. with, and active ac-
counts in, the Employees Provident
Fund (EPF) over the period 1972 to
1980. The classification of registra-
tions is by the employer’s number and
not the employee’s. This means that
when an employer registers with the
EPF, all the employees in his business
are also registered. There is no provi-
sion to update these figures. Thus, if

an employee leaves (or dies) or if a.

new employee joins, the number of

employees classed as being registered

under that employer, is not changed
accordingly. Similarly; if an employee
shifts from one employer to another
he is counted twice over. Thus the fi-
gures on registration are not a good in-
dex of actual employment in manufac-
turing, and may provide an overesti-
mate; an overestimate which increase

‘with time,

The number of active accounts with
the EPF probably provides an underes-

.timate of the. numbers employed in

manufacturing. This is because many

-employers (including some large state

corporations) deduct their employees’
contributions from the salary, but do
not pay it into the EPF. (An active ac-
count is defined as one where at least
one contribution is made during the
year). :

- Table 2, then,is useful in two-rés’
pects. First, the registrations provide
an upper estimate and the active ac-

‘counts, a lower estimate, of the num-

bers employed in manufacturing.
Accurate estimates probably lie some-

There have been six major national surveys of employment in Sri Lanka since 1969/,
70. Estimates. of employment in. the manufacturipg sector, derived fegom' these surveys
-are given. in, summary form, in Table 1, below. (Where estimates.have been indirectly de-
rived, as from the Central Bank’s *“Consumer Finance and Socio-Economic (CFS) Sur-
vey”, the methods used are given.in Appendix A).

TABLE 1 .
ESTIMATES OF EMPLOYMENT IN THE MANUFACTURING SECTOR

' 1969/70-1981/82 (IN THOUSANDS)

. Study/Source Refegence Number
Year employed
(thousands)
1. Labour Force and Socio Economic Survey 1969/70 3794 E
(Dept. of Census and Statistics) :
' 2. Census (Dept. of Census & Statistics) - 1971 3394
3. Consumer Finance and Socio-Economic Survey 1973 '313.7
(Central Bank)
4. Consumer Finance and Socio-Economic Survey 1978/79 630.0
{Central Bank) )
5. Census (Dept. of Census & Statistics) 1981 4168
6. Consumer Finance and Socio-Economic Survey 1981/82 ' 677.6
(Central Bank)

TABLE 2

REGISTRATION AND ACCOUNTS WITH THE EMPLOYEES PROVIDENT FUND (EPF) IN THE MANUFACTURING

SECTOR 1972-80 (IN THOUSANDS)

Source: Central Bank

ECONOMIC REVIEW-AUG/SEPT-1987

- 1972 1973 1974 1975 1976 1977 1978 - 1979 1980 °
Employees ' v e : ; ;
‘registered na 349.0 370.2 398.9 427.2 4409 - -531.3 588.5
Active Accounts 126.3 152.4 151.4 1459° 1576 170.6 ©235.2
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194.3 207.3
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where in between, approximating the
figures given in Table 1. Second, the
active accounts (not being cumulative-
ly wrong like the registrations), pro-
vide an indication of the trend in
manufacturing employment which is
consonant with that in Table 1. This
suggests a drop in manufacturing em-
ployment in the early 1970s, followed
by ‘a rise which becomes especially
~ marked after the post 1977 liberaliza-
tion.

In analyzing the sources of employ-
ment generation in industry a distinc-
tion between the private and public
sectors is useful. The chief data sour-

ces for private sector industrial em-.

ployment can be found in the Greater
Colombo  Economic = Commission
(GCEC), the Foreign Investment Advi-
sory Committee (FIAC) and the Local
Investment  Advisory Committee
(LIAC).

GCEC investments are (with the no-
table exception of Air Lanka), concen-
trated largely in the Katunayake In-
vestment Promotion Zone (IPZ),
though a new IPZ in Biyagama is now
being developed. There are no restric-
tions on the proportion of equity held
by foreign interests. As the Appendix
Tables BI and B2 show, during each of

" the years from 1978 to 1985 inclusive,

foreign investment has accounted for a
major share of total approved and con-
tracted investments, and in some years
well over three quarters. GCEC invest-
ments enjoy generous tax holidays and
are almost purely export oriented.
Their contribution towards revenue is -
only just beginning to be enjoyed.
FIAC investments allow foreign

. participation, but this is generally res-

tricted. As Table B3 shows, in most
years from 1978 to 1985 inclusive,
foreign interests accounted for less
than two thirds of total FIAC app-

APPENDIX A
NUMBER AND PROPORTION EMPLOYED BY ECONOMIC SECTORS 1973, 1978/79 AND 1981/82
Economic Sector 1973 1978/79 1981/82
Numbers Proportion(%) Numbers Proportion(%) Numbers ' Proportion(%)
Employed Employed Employed Employed Employed Employed
l.jlrtimaty 2
1.1 Agricuiwu e and Foresty 1,801.057 53.4 2,319.931 50.1 2,162,388 475
1.2 Fishing 37,100 1.1 62,951 1.4 77,423 1.7
1.3 Mining and Quarrying 10,118 0.3 55,082 T2 77,428 1.7
2. Secondary
2.1 Manufacturing 313,667 93 629,973 13.6 577,487 12.7
2.2 Construction 60,710 1.8 217,661 4.7 266,042 5.6
3. Tertiary <
3.1 Electricity, Gas and Water 10,118 0.3 23,607 0.5 16,486 0.3
3.2 Wholesale and Retail Trade
and Restaurants 236,094 7.0 448,063 9.7 486,946 10.7
3.3 Transport, Storage & :
Communication 145,029 4.3 211,071 45 200,390 4.4
3.4 Finance, Insurance & Real Estate ; ;
Business Services 10,118 0.3 24,070 0.6 72,414 1.6
3.5 Public Administration & Defence 198,993 5.9 122,662 2.7 171,608 3.8
3.6 Community, Social & Personal ;
Services 539,642 16.0 480,464 10.4 442,679 9.7
4. Other/Activities not adequately : ; - i
described 10,118 0.3 33,327 0.7 16,940 0.3
Total implied number of employed : :
income receivers 3,372,765 100.0 4,628.7562 100.0 4,554,314 100.0

roved investments, and sometimes less

Source: CFS Surveys 1979, 1978/79, 1981/82
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In 1973, approximately 33.9% of the population was economically active or in the labour force. Assuming a population of
143,091,000, this implies that there were approximately 4,437,849 economically active people (or labour force constituents). We
shall take the number (and proportion) employed as a ‘proxy for employed income receivers. In that case, employed income
receivers constituted 76% of the labour force, or approxim,ately 3,372,766 people. Using the CFS data we can then estimate the
absolute numbers employed in each economic sector in 1973 as above:

In 1978/79 approximately 38.0% of the bopulation was economically active or in the labour force. Assuming a population of
14,330,500, this implies that there were approximately 5,445,590 economically. active people (for labour force constituent).We
shall take the number and - proportion) employed as a proxy for employed income receivers. In that case employed income recei-
vers constituted 85% of the labour force, or approximately 4,628,752 people. Using the Consumer Finance Survey (CFS) data, we

e can then estimate the absolute numbers employed in each economic sector in 1978/79 as. above:.

In 1981/82 approximately 34.3% of the population was in the labour force. Assuming a population of 15,088,500 this implies
that there were approximately 5,175,356 labour force constituents. We shall take the number (and proportion) employed as a
proxy for employed income receivers. In that case employed income receivers consituted 88% of the labour force, or approxi-
mately 4,554,313 people. Using CFS data we can then estimates the absolute numbers employed in each economic sector in

1981/82 as above:
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" GCEC, FIAC AND LIAC INVESTMENTS 13978-1985 Appendix B -

Jeble B 1 : INDUSTRIAL INVESTMENTS APPROVED 8Y THE GCEC

Item Year 1978 1979 1980 1981 1982 1983 1984 1985
Foreign Investment (Rs Mn) 938 814 2,699 981 1,17 130 436 167
Total Investment (Re Mn) 1,351 1,070 3,264 1,663 1,600 284 678 286
Foreign Investment as % 69.4 76.1 82.7 5.0 73.2 66.8 = 64.3 58.4
of Total Investment : ;
Employment Potential 23,079 14,164 20,632 11,408 4,788 4,147 4,010 6,078
Source: GCEC
Table B 2 A INDUSTRIAL INVESTMENTS CONTRACTED 8Y THE GCEC
Item Year ' 1978 1979 1980 1981 1982 1983 1984 1985
Foreign Investment (Rs Mn) 208 525 943 312 1,976 948 379 135
Total Investment (Rs Mn ) 377 626 1,266 : 493 2,296 1,312 597 200
Foreign Investment as %
of Total Investment §5.2 83.9 74.5 - B63.3 86.1 2.3 63.5 67,5
Employment Potential 16,119 4,218 14,037 4,813 17,661 4,190 4,033 4,075
Source: GCEC v
INDUSTRIAL INVESTMENTS APPROVED BY THE FIAC
Jatile B 3
. Item Year : 1978 1973 1880 1981 1982 1383 1984 1985
- =
Foreign Investment (Rs Mn) 108 1,214 2,291 4,588 1,943 4,934 558 318
Total Investment (Rs Mn) 230 2,066 3,630 6,836 3,037 7,049 1,454 747
Foreign Investment as % : ;
of Total Investment 46.1 58.8 63.1 67.1 64.0 70.0 38.4 42.6
Employment Potential- 3,887 14,875 15,124 14,415 12,712 15,741 10,040 4,151
Spurce sFIAC
Jable 84 INVESTRENTS APPROVED BY THE LIAC
Item  Year 1g78 1979 1980 1981 1982 1983 1984 1985
Envisaged Investment (Rs Mn) 1,061 875 337 : 282 231 422 - 567 321
Potential Employment 43,313 32,617 15,3711 11,026 8,429 10,038 21,524 12,850
Source:Ministrjes of-Industries and Scientific Affairs;Textile Industries; and
Fisheries
ECONOMIC REVIEW-AUG/SEPT-1987 ] 5,
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TABLE 3

ACTUAL INVESTMENT AND EMPLOYMENT IN THE GCEC, 1979-FIRST HALF OF 1985

Item/Year 1979 1980 1981 1982 1983 1984 1985
= : June

I.nvestment (Rs.Mn) a 47.0 "420.9 1,674.6 2,504.0 6,273.4 8,329.3 n.a

Employmént (b) 5,876 10,538 19;727 24,926 28,705 32,726 34,991

a/ Figures refer to the financial years 1978/79, 1979/80 1980/1981 1981/82 1982/83 and 1983/84

b/ End of the year figures

Source: GCEC, Reproduced in UNIDOJIS,613, 25 Febmary 1986, Tables A 13-15 inclusive

TABLE 4
ACTUAL INVESTMENT AND EMPLOYMENT IN FIAC APPROVED PROJECTS, 1978-FIRST HALF OF 1985
1978 1979 1980 1981 1982 1983 1984 1985
 Investment (Rs.Mn) na na .1,007(a) 1,016 2,200 2667 = 2,388 2,166
Employment (b) — - - 16,746 22,079 33,563 38,733 40,726
- 40,835
(end Dec)

a/ Figure refers to cumulative investment in 1977-80

b/ End of the year figures

Source; FIAC reproduced in UNIDO/IS.613, 25 February 1986, Table A16 and International Economic Co-operation Division,
Ministry of Finance and Planning, Field Survey of Projects approved by the FIAC, 1977-85, Colombo 1986

“than a half. FIAC investments general-
ly attract less generous tax treatment
.than the GCEC does, and are not ne-
cessarily export oriented, the sale of
output to the domestic market being
permitted.

~ The third major source of private
industrial investment falls under the
jurisdiction of the LIAC. Here, there is
no foreign participation. Details of the
envisaged investmicat approved by the
LIAC in the years 1978 to 1985 in-
clusive and the potential employment
this could generate, are given in
Table B4,

The tables in Appendix B only give
an idea of the potential employment
in the GCEC, FIAC and LIAC. Thisis
not necessarily a good indicator of the
actual employment generated by these
authorities. Details of the actual in-
vestments and employment made un-
der the jurisdictions of these authori-
ties is not freely available for all years,
and up to the present.

However, some information is avgi-

" lable for narrow time periods.Table 3
shows actual investment and employ-
ment in the GCEC from 1979 to mid
1985, and Table 4, the same informa-
tion for the FIAC. Table 3 suggests
that by the end of 1984 employment
in the GCEC totalled 32,725. This re-
presents approximately 40% of. the
GCEC approvals and 59% of the con-
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tracts as of the end of 1984 (calcula-
ted by aggregating the employment
potential of projects. approved an9
contracted in the period 1978-84 in-
clusive which amounted to 82,229 and
55,071 respectively, data of which is
given in Tables B1 and B2 respective-
ly). Similarly, Table 4 suggest that by
the end of 1984 employment in the,
FIAC totalled 38,733 or 45% of the

" employment potential of 86,794 of -

projects approved by the authority in
the period 1978 to 1984 inclusive as
described in Table B3.

- Data on actual employment in the
LIAC is not available. However, the
employment potential of LIAC invest-
ment approvals for the period 1978-85
inclusive is given in Tables B4 and 5.
From these it can be seen that by the
end of 1984 the employment poten-
tial of LIAC project approvals amoun-
ted to 142,318. If we assume that, as
in the GCEC and FIAC, actual em-
ployment at the end of 1984 amoun-
ted to 40% - 45% of the employment
potential of investments approved to
that date, then we can estimate actual
LIAC employment as being 60,000 at

_the end of 1984.

Table 5 shows details of actual em-
ployment in the State - industries,
GCEC and FIAC, and potential em-
ploymeént in the LIAC over the period
1975-85 inclusive. Non Air Lanka
GCEC employment (which would re-

' Digitized by Noolaham Foundation.
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present manufacturing industrial em-
ployment in the GCEC) totalled
29,477 as at the end of 1984. (See
Table 6) Industrial investment in the
FIAC represented 26% of the total at
the end of 1985. Assuming the same
sort of ratio prevailed at the end of
1984 and that the capital labour ratio
in industry is approximately similar to
that in other sectors, we can assume

‘that about 26% of total FIAC employ-

ment was accounted for by industry.
This means that industrial employ-
ment in the FIAC at the end of 1984
would have totalled about (0.26 x
38,733 = 10,070 or around) 10,000.
At the end of 1984 about 99.94% of

_total LIAC employment was accoun-
ted for by the manufacturing sector,

Thus, we can estimate that at the
end of 1984, LIAC industrial employ-
ment totalled about 60,000. Aggrega-
ting the industrial employment figures
in the GCEC, FIAC, and LIAC we get
a total of about (30,000 + 10,000 +
60,000=):100,000. . :

The figure of 100,000 must be
aken as a lower estl.maﬂ: of the actual

1/ International Economic. Co-opera-
tion Division, Ministry of Finance and
Planning : Field Survey of Projects
approved by the FIAC, 1977-85
Colombo, 1986

2/ Central Bank estimates
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number employed in the private manu-
facturing sector as there would be se-
veral other industries begun before
1977 which do not fall within the ju-

risdiction of the GCEC, FIAC and

LIAC. In some ways it represents new
jobs created in the private manufac-
turmg sector 'as a result of the post

1977 innovations, It is markedly more
than the 65,000 or so jobs existent in
the state industrial sector at the same
time, Nevertheless, it still represents a
small fraction (perhaps about 17%) of
the unemployed population of over
600,000 as estimated by the Central
Bank Consumer Finance Survey of
1981/82.

Examining trends, Table 5 suggests
employment in state industries as
‘having risen until 1979 or so, and dec-
lined gradually thereafter. Due to cer-
tain data gaps it is difficult to estimate
industry’s share of total employment
in the, FIAC and LIAC for early years.

However non-industrial and particular-
ly tourist sector investment in the
FIAC was very heavy in the pre 1983
years. Thus industry’s share of total in-
vestment and employment in the
FIAC in the pre 1984 years is unlikely
to have exceeded that in 1984. Indus-
try’s share of total employment in the
GCEC fell only slightly from about
100% in 1979 to about 90% in 1982
and remained about constant there-
after (Table 6). The available evidence

‘suggests that industry’s share of total

employment in the LIAC has remained
constant at over about 95% from 1978

. onwards' Thus overall industry’s share

in total employment in the GCEC.
FIAC and LIAC in 1984 is unlikely to
have been much less than that in ear-.
lier years. Given that total employ-
ment in the projects under these au-
thorities rose over the period 1978 to
1984, we can therefore deduce that in-
dustrial employment also rose corres-
pondingly. :

TABLE §

Table 6 shows the distribution of
employment by industry group in the

" GCEC from 1979 to June 1985. This

shows that investment in wearing ap-
parel and textile products has over-
whelmingly been the chief generator

of employment. This sector accounted

for as much as 96% of total employ-.
mnt generated in the GCEC in 1979,
Its share of total employment fell gra-
dually until 1982 largely due to new
investments in other sectors, since
which it has stabilized at around 70%.
Table 7 shows the distribution of
employment by industry group in the
FIAC from 1981 to 1985. (The em-
ployment levels relate to the end of
each year). The table shows that the

, manufacturing sector accounted for-

the major share of employment only
after 1983. This is due to the large
share of employment accounted for by
the tourist sector until 1983. As in the
GCEC, within the manufacturing sec-

{1) Central Bank estimates,

EMPLOYMENT IN THE STATE INDUSTRIES, GCEC, FIAC AND POTENTIAL EMPLOYMENT IN LIAC, 1975-85

Employment/ Year 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985
State : @
Industries 443 476 56.0 66.7 73.2 69.7 668 67.4 67.5 669 @ na
GCEC and TR * '
FIAC na ¢ na na ns - na na 365 47.0 ‘623 716 ne
LIAC : :
potential (b) na na na - 43.3 769 91.3 1023  110.8 1208 1423 166.2
{a) provisional
{b) cumulative figures
; TABLE 6 :
DISTRIBUTION OF EMPLOYMENT BY INDUSTRY GROUP IN GCEC ENTERPRISES, 1979 - JUNE 1985
: o o e i E S A . . - &
Industty Gtoup/ Year 1979 1980 1981 1982 . 1983 1984 }985
2 : une

1. Wearing apparel and (a) 5,664 9,252 16,167 17,219 20,644 23,663 25,495

Textile products of which ; ¥

Ready made Garments 5,496 . 8,984 16,800 16,427 19,469 21,942 23,292
2. Rubber P_rodmm 2 26 129 920 761 326 472 497
3. Jewellery and Lapidary 110 ; 154 311 587 684 830 929
4. Electronics and Electrical goods - 46 282 304 431 120 112
5. Footwear ; - - 966 1,634 1,588 1,388 1,416
6. Air Lanks - - - 2,320 2,662 3,248 3.477
7. Other 76 967 1,081 2,101 12,381 ° 3,014 3,072
Total 5,876 10,538 19,727 24926 28706 = 32,726 34,991

a) The proportion of total employment accounted for by the wearing apparel and textile products group is given in parenthesis

Source: GCEC, chrodqced in UNIDO/IS.613, 25 February 1986, Table A-15..
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TABLE 7

DISTRIBUTION OF ACTUAL EMPLOYMENT AT THE END OF THE YEAR BY INDUSTRY GROUP IN THE FIAC, 1981-85

1981 1982 .1983 1984 1985
1. Manufacturing Industries of 456 803 1,488 28,869 26,633
which (a) Textile and Readymade (37.3) (40.9) (33.9) (74.6) (66.2)
Garments 366 564 542 19,468 16,119
(b) Food, Beverages and Vegetable Oils 34 80 496 1,380 1,084
{c) Wood and Paper Products, Printing .
and Publishing 18 126 482 189
(d) Chemicals, Chemical Products
Plastics and Rubber-based :
Industries 37 60 20 2,337 3,838
{e) Non-Metalic Mineral Preducts na 2 236 2,022 2,209
{f) Basic Metal and Engineering Industries na 40 18 669 783
(g) Other industries ) na 67 63 . 251 2,411
2. Tourist Hotels and Recreational Facilities 672 1,084 1,604 4921 4,808
3. Other . 94 66 1,326 4,891 9,380
1,221 1,962 4418 38,681 40,821

*  Comprises Agriculture, Animal Husbandry and Fishing, Civil Engineering, Construction and Property Development and
Services. The share of employment in manufacturing industries in all FIAC employement is given in parenthesis in Row 1.

n.a. denotes not available.
Source: FIAC

tor, investment in textiles and ready
made garments have so far been the
chief generators of employment. How-
* ever absolute employment in this sub-
sector fell between 1984 and 198S.
Increased protection in the West must
cast doubt on the potential of this sub-
sector to maintain the rate of growth
it achieved in the early 1980s.

‘Data on the share of actual foreign
investment in actual total investment
by industry group in the GCEC, is not
available. However, this data is availa-
ble for the FIAC. Table 8 shows the
share of foreign investment in FIAC
investment by industry group as at the
end of 1985. From this it appears that

. foreign investment accounted for a re-
latively small proportion (about a
quarter) of total investment in the tex-
tiles and readymade garments subsec-
tor. It accounted for a relatively large
proportion (nearly 90%) of total in-
vestment in the food and beverages
sub-sector and also over half of that in
non-metallic and mineral products.
Nevertheless, these two sub-sectors
have not been important sources of
employment generation, as Table 7
shows. * :

By the end of 1985, the manufac-
turing sector in the FIAC had attrac-
ted a relatively small share (only
:9.3%) of total foreign investment in
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TABLE 8
ACTUAL FIAC INVESTMENT BY INDUSTRY GROUP AS AT THE END OF 1985
: ~ Foreign Total Foreign
ln.vestment Investment Invest-
(Rs.Mn) (Rs.Mn.) ment as a
% of
Total

a. Textiles and Readymade Garments 213 841 253

b. Food and Beverages 280 313 89.56

¢. Wood and Paper Products, Printing ‘
and Publishing 6 38 16.8

d. Chemical, Plastic and Rubber
Based Industries 92 : 571 16.1

c. Non-metalic Mineral Products 455 882 51.6

f. Basic Metal and Engineering Industries 45 130 346

g. Other > 26~ 115 226
Total (Manufacturing) 1,117 2,890 \ 387
Total (All Sectors) 5,791 11,564 50.1
Manufacturing as a proportion ]
of All Sectors 19.3

25.0 --

Source: FIAC

the FIAC. The manufacturing sector in
the FIAC had also attracted omnly a

-quarter of total investment in the

FIAC. Thus by the end of 1985, al-

though the manufacturing sector was

the most important generator of em-
ployment in the FIAC, it had received
relatively little of totsl investment.
Tais may have been due to two rea-
sons. First, manufacturing ‘may have
generally had a lower capital to labour
ratio than the other sectors. Second,
the tourist sector although attracting

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

much investment, may not have been
able to expand employment to its full
capacity due to the aftermath of July
1983.

Examining the sub-sectors of the
manufacturing sector, the same argu-
ment holds for textiles and ready
made garments. Although the most im-
portant sub-sector in manufacturing in
the FIAC in terms of employment ge-
neration (as shown in Table 7), textiles
and ready made garments attraeted
less than a fifth (19.1% = 213+1.117)
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TABLE 9
PRODUCTIVITY (VALUE ADDED PER EMPLOYEE) CLASSIFIED BY SECTOR AND

SIZE CLASS OF FIXED CAPITAL AT THE END OF 1981 (RS. THOUSAND)

Productivity
Size class of fixed capital Private: Public
Sector GCEC Corporations GoBU
R - 499.9 1.3 130 © 36.5 16.9
000- 299.9 12.2 15.1 493 . 17.9
1,000- - 4,999.9 2155 10.2 20.0 216
5,000- 9,999.9 26.6 . 164 23.3 16.7
10,000- 14,999.9 319 © 188 23.1 ' 36.7
15,000- 19,999.9 873 8.0 18.5 e
20,000- 24,999.9 47.1 ; 3gly v :
25,000- 34,999.9 47.5 246 20.8 21.8
35,000- 44,999.9 1195 308 : -
45,000- 54,999.9 - 5018. 15 23.0 -
55,000- 64,999.9 c - 41.1 18.7
65,000- 74,999.9 - e 28.2 14.2
75,000- 99,999.9 405.9 S 194 75
100,000- 1249998 109.1 & 156.8 7.4
125,000- 149999 31.6 = 126
"All classes (average) 415 170" 32.2 18.2

* There were four public corporation reporting units witn a size capital of Rs.150
million or more which have been included in computing the average, but do not
‘appear in this table. In the case of the other three sectors, all reporting units used
in computingthe average appear in the table.

Source: Department of Census and Statistics, Report of the Survey of Manufacturing

Industries in Sri Lanka, 1981.
TABLE 10»
PRODUCTIVITY (VALUE ADDED PER EMPLOYEE) CLASSIFIED BY SECTOR
AND SIZE CLASS OF EMPLOYMENT AT THE END OF 1981 (RS.THOUSANDS)

Productivity .
Size class of Employment Private GCEC Public GOBU
Sector Corporations ;
0- 5 240 : 2956 19.5 17.0
6- 9 288 . - 106.8 224
10- 19 2741 6.9 . 38.2 19.4
- 20- . 29 23.1 12.8 34.4 16.6
30- : 39 19.6 - 138 17.6
40- 49 26.3 . 112 77.2 17.0
50-- : 74 28.0 14.9 . 201 293
75 ' 99 20.2 2.6 241 - E
100- 124 39.1 45.5 6.6 -
125- 149 26.3 14.0 18.0 -
150 174 43.6 23 15.1 45.0
175 1199 ) 486 11.0 14.0 28.0
200- 249 29:2 17.9 126.2 5
250- © 299 28.2 17.1 206 et
300- 349 . 20.2 S 17.8 85
350- . 389 39.1 3.5 15.9 17.8
400- 449 26.4 - 44 B
450- 499 A LR 216 HES 415 -
500- 549 ? 20.8 215 o
550- 599 25.2 - 26.4 -
600- 699 308.6 14.1 17.1 36.1
700- 799 533 - - 145 14.0
- 800- 899 14.7 20.3 - - -
900- 999 19.2 - 1374 -
1000 and above 8.2 16.9 37.1 16.4
All classes (average) = 415 | 17.0 32.2. 18.2

“ Source: As for Table 9
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of total foreign investment in manu-
facturing in the FIAC, and less than a
third (29.1% =841+ 2,890) of total
investment in manufacturing in. the
FIAC at the end of 1985. Again this
may have been due to textiles and
ready made garments having a lower
capital to labour ratio than other sub-
sectors.

Detailed analysis of actual invest-
ment and employment by sub-sector
in the manufacturing sector in the
LIAC is not possible due to the lack
of requisite data. However here too,
textiles and ready made garments wére
probably the major generators of em-
ployment, LIAC approvals in this sub-
sector accounting for 84% of the em-
ployment potential of total LIAC ma-

- nufacturing approvals in 1984 and

66% in 1985.

To sum up, employment in the
manufacturing sector seems to have
risen after 1977, and perhaps 100,000
new jobs were created in the formal
private sector after this. In manufac-
turing, the textile industry was pro-
bably the chief generator of efmploy-
ment, although it did not attract a

. correspondingly preponderant share of

total investment or foreign investment.
State industries, by and large, failed to
offer increased employment -opportu-
nities, and the total work force here
seems to have contracted after 1979,

Productivity

The latest published data on labour
productivity (defined as value added
divided by employment), by sector
appears in the Report on the Survey of
Manufacturing Industries in Sri Lanka)®
1981 This is used as the key source in
the analysis which follows. Similar re-
ports for the years 1978 to 1980 in-
clusive are available, but these cover
too short a time frame to permit me-

‘ningful time series comparisons. Thus

no attempt to make a time series ana-
lysis has been made.

Table 9 shows productivity classi-
fied by sector and size class of fixed
capital at the end of 1981, Table 10
shows productivity classified by sector

-and size class of employemnt at the

end of 1981.

Looking at the mean average, la-
bour productivity in the private sector
(at Rs.41.5 thousand per employee per
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annum) is greater than that in public
corporations (at Rs.32.2 thousand)
which ‘in turn is greater than that in
Government Owned 'Business Underta-
kings (GOBUs) (at Rs.18.2 thousand).
The GCEC with a rate of Rs.17 thou-
sand seems to be the least productive
sector. These averages, however, can
be slightly misleading. Private sector
Iabour productivity for instance, has
been skewed upwards by some very

high readings (in the case of enterpri-
ses with a fixed capital Rs.75 to 125
million and employment of 600 to
1699). ; ;

Given this, private sector labour
productivity is less than that of pub-

million).

GCEC labour productivity is less
than that of the private sector over all
size classes of employment and all but
one size class of fixed capital. It is also
less than that of public corporation
and (to a lesser extent). GOBUs for a
almost all size classes of employment
and fixed capital. This may reflect the
fact that in 1981 (at the time of this
survey), most GCEC enterprises had
invested heavily in capital and labour,
but had not bégun to operate at full
capacity. GCEC labour productivity
at the present moment (when produc-
tion is in full swing) may well be much
higher both in absolute and relative
terms, than in 1981. -

that in public corporations and eight

“times that in GOBUs. The private sec-

tor also has a large edge in terms of
labour productivity over the public
corporations in basic metal industries.
It has a slight edge over the state sec-
tor in the (i) paper, paper products,
printing and publishing and (to a lesser
extent) the (ii) fabricated metal pro-
ducts division.

However, private sector labour pro-
ductivity lags that in public corpora-
tions in four industry divisions (i) tex-
tile, wearing apparel and leather pro-
ducts, (ii) wood and wood products,
(iii) chemicals, petroleum, rubber and
plastic products, and (iv) non-metallic
mineral products (except petrol and

TABLE 11 2
PRODUCTIVITY* BY (ISIC) INDUSTRY DIVISION AND SECTOR, 1981 (RS.THOUSANDS)
Sector
e R g Privato GCEC Public GOBU
Number  Division Cotporations
31 Food, Beverages and Tobacco 181.4 - 16.3 21.6
32 Textiles Wearing Apparel and Leather Products 134 16.56 14.8 18.7
33 Wood and Wood: Products : 10.6 6.2 18.7 -
34 Paper, Paper Products, Printing and Publising 22,2 - 20.8 16.7
35 Chemicals, Petroleum, Rubber and Plastic Products 45.4 428 59.4 25.5
36 Non metallic mineral products except petrol and coal 31.0 54 46.7 224
37 Basic Metal Industries 92.7 - 17.5 -
38 Fabricated Metal Products 30.3 11.0 16.0 30.1
39 Other Manufacturing Industries 16.3 174 - -

* Productivity is defined as value added divided bv the number of employees

Source: As Jor.iadle 9

lic corporations in the case of very
small enterprises (with a fixed capital
of less than Rs,one million and with
one exception, work rolls of less than
a hundred). However, it is greater than
that of public corporations in the case
of larger enterprises. This difference is
especially marked in the case of enter-
prises with a fixed capital of over Rs.
75 million,

Comparing labour productivity in
the private sector with that in GOBUs
a slightly conflicting pattern emerges._
Private sector labour productivity is
less than that of GOBUs in the case of
lowly capitalized undertakings (with a
fixed -capital of less than Rs.5 million)
but greater than that of GOBUs in the
case of lowly staffed undertakings
(with work rolls of less than 50). It is
greater than that of GOBUs in the case

pf highly capitalized undertakings -

(with a fixed capital of over Rs.25
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Examining the State. sector, it ap-
pears that over most size classes of
fixed capital and employment, labour
productivity in GOBUs was less than
that in public' corporations. This may

reflect their inherent inéfficiency and”’

lack of financial viability which
prompted nationalization with the
purpose of maintaining employment.

In assessing the relative efficiency
of different sectors, a classification by
industry division is helpful. Table 11
shows labour productivity by ISIC in-
dustry division and sector. ;

The most striking feature of this
table is the private sector’s prepon-
derant edge in labour productivity

over public corporations and GOBUs -

in the food, beverages and tobacco
division. Private sector labour produc-
tivity in this division is eleven times

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

coal). It is also less than that in
GOBUs in the textile, wearing apparel
and leather products division.

GCEC labour productivity excee-
ded that in other sectors in the textile,
wearing apparel and leather products
division. This probably reflected the
fact that investment in this sector in
the GCEC (which was one of the ear-
liest to be made) was already showing
returns in 1981,whereas that in other
sectors in the GCEC had to wait until
the mid 1980s or so before coming on
stream. The GCEC’s seemingly low la-
bour productivity in some divisions
must, as mentioned earlier, be seen in
this context.

Examining the Stae Sector it ap-
pears that public corporations were
substantially more productive than
GOBU:s in two divisions ((i) chemicals,
petroleum, rubber and plastic products
and (ii) non-metalic mineral products
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except” petrol and coal) and slightly
more productive in another ((i) paper,
paper products, printing and publi-
shing). Public corporations were subs-

" tantially less productive than GOBUs
in the fabricated metal products divi-
sion. They were slightly -less produc-
tive than GOBUs in another two divi-
sions ((i) food, beverages and tobacco
and (ii) textiles. wearing apparel and
leather products).

To sum up, therc is no very clear
cut pattern of productivity differen-
tials. Although the private sector ap-
pears more efficient than the State
sector over certain sizes of enterprises
and industrial divisions, this is not by
a preponderant margin except in the
case of (i) food, beverages and tobacco
‘and (ii) basic metal industries. Within
the State sector, public corporations
appear. to be more productive than
GOBUs, except in the notable case of
the fabricated metal products division.
The GCEC appears to be less produc-
tive than other sectors, but in this con-
text (for reasons elaborated earlier),
the 1981 figures on which this analy-
sis is based, are probably unrepresen-
tative of the true picture prevailing
now.

Conclusion

The available data suggests that in
the post 1977 era the private sector
(and especially the textile industry)
was the chief generator of employ-
ment in manufacturing. The private
sector provided more than 100,000
new jobs in manufacturing in the pe-
riod 1977 to 1984 whereas the State
sector stagnated.Nevertheless, in terms
- of solving the total unemployment
problems, this still left much to be
desired.

Moreover, in terms of labour pro-
ductivity, the private sector has a sig-
nificant edge over the State sector in
only two ISIC industry divisions ((i)
food, beverages and tobacco and (ii)
basic metal industries), and in certain
cases it actually trails the State Sector.
Within the State sector, public corpo-
rations seem to be more productive
than GOBUs. Using the- latest 1981

. data the GCEC seems to be the least
productive sector, but more recent
data may well show a different pic-
ture.
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FUTURE OPPORTUNITIES FOR CHEMICAL AND PROCES—
SING INDUSTRY IN DEVELOPING COUNTRIES WITH
SPECIAL REFERENCE TO SRI LANKA.

W.J.N.Fernando.

Head/Department of Chemical Engineering

University of Peradeniya.

Prediction of future opportunities for the Sri Lankan Chemical Industry
will require an understanding of the future trends of the industry. The che-
mical industry in general is constituted of concerns with commercial interests.

Therefore, its trends are governed by the trends of the world markets in addi-

tion to its reliance on national policies and national consumption patterns. In
this paper Dr. W.J.N.Fernando outlines the past development of Chemical in-
dustries of Sri Lanka. The trends of the chemical industry globally, with spe-
cial reference to the developed and the developing world are outlined. It can
be seen that Sri Lanka has within its reach very good prospects to enter into
the trade and manufacture of commodity items at the expense of their coun-
terparts in the developed world who in turn are likely to divert their attention
to manufacture and trade of speciality items, service trade and licensing. This
paper also enlightens the necessity of training Chemical Engineers in Sri
Lanka to meet the needs of the forthcoming changes.

One of the oldest processing indus-
tries of Sri Lanka is the tea industry.
The tea industry of Sri Lanka was ori-
ginated during late nineteeth Century
(1867). During sucessive years, engi-
neering developments of the tea in-
dustry have been noteworthy. Patents
have been licenced for use of fluidised
beds for drying of tea. Manufacture of
instant teas, tea syrups carbonated
drinks and tea wines are some proces-
ses for which patent rights have been
granted. Inauguration of the Sri Lanka
tyre Corporation in 1968 was a major

. breakthrough for the rubber industry.

The tyre corporation has expanded
appreciably since then. The plastics in-

dustry of Sri lanka at present is mainly -

concerned on protessing of imported
raw materials. :

The Paddy Marketing Board was set
up in 1971 to handle transport, sto-
rage and milling of rice in Sri Lanka.
The rice production in 1984 approxi-
mated to 2.42 million metric tonnes.
It is reported that at present only 20
percent of the rice mills are moder-
nized (1). The Paddy Marketing Board

"is reported to own 26 modern mills.

The Rice Processing Research and De-
velopment Centre of Sri Lanka is pre-
sently engaged in research and provi-
ding technical knowhow on moderni-
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sing of processing of rice and other
wheats and their products. The Na-
tional Milk Board of Sri Lanka was set
up in 1954. The main processing fac-
tory at Narahenpita was later com-
menced in 1957, This factory produ-
ces pasturized and sterilized milk, but-
ter, cheese, ice cream and yoghurt.
Another factory was set up in 1974 at
Ambewela to produce spray dried full
cream milk powder. A condensed milk
factory was also set up in 1968 at Ta-
mankaduwa, Polonnaruwa. Lanka Milk
Foods (CWE) Ltd., started a modern
plant for re-packing milk powder at
Welisara a few years back.

A fruit canning factory was set up
in 1956 at Narahenpita.- Another fac-
tory for canning was constructed later
at Attanagalla. The factory was subse-
quently handed over to a joint stock
company namely Lanka Canneries
Ltd.(1).

Industrial units for meat processing
in Sri Lanka inaugurated in 1958,
Since then several firms have entered
the trade of producing meat, sausages,
bacon, ham and corned beef and other
products. :

In 1960 two sugar factories were
set up in Sri Lanka at Kantale and
Hingurana. Two more factories which
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were completed recently at Sevanagala
and Pelwatta have commenced produc-
tion. A factory at Monaragala is sche-
duled to commence production in
1987.

A Beer industry. has been in exis-
tence in Sri Lanka as far back as in
1960 (1). In 1964 brewery was set up
with ‘German Collaboration in Homa-
gama. Large scale manufacture of po-
table ethanol from sugar cane molasses
started in 1962. However, a distillery
based on palm toddy has been in exis-
tence since 1924. At present about six
_private distilleries and two government
distilleries (at Seeduwa and Danko-
tuwa) function producing alcohol..

Processing of Coconut products
have been in existence in Sri Lanka
since very early times. Many mills pro-
cess raw coconut to copra, desiccated
coconut and oil. Ceylon oils and Faets
Corporation which was set up in
1950’s is presently processing products
such s soya, poultry feed and cattle
feed in addition to coconut products.

The Petroleum Corporation which

is the largest Chemical Industry of Sri
Lanka is a profitable state concern.
The main activity of the corporation is
to process crude oil to lighter fractions
for local consumption and export.
Nylon-6 plant which functions under
the Ceylon Petroleum Corporation had
been moving on a low pace. However
indications are that this factory has
recently gained momentum and shown
signs of viability.The Urea Fertilizer
Complex which was another giant che-
mical industry of Sri Lanka was shut
down on a policy decision by the
Government.

The National Salt Corporation and
the Paranthan Chemical Corporation
are two government organizations set
up for manufacture of salt and chemi-
cals respectively based on sea water.
National Paper Corporation, Ceylon
Ceramic Corporation, Ceylon Cement
Corporation, GOBU of British Ceylon
CO'rporatioﬁ and GOBU of Ceylon
Oxygen Ltd. are some of the proces-
sing and chemical industries of the

governmental sector.

~ Out of the private sector organiza-
tions, Chemical Industries Colombo
Ltd., Lever Brothers Ltd., Hayleys
Ltd., their subsidiaries and Lankem
Ltd., are some major chemical indus-
tries of importance.

Table 1 shows the values of indus-
trial production of Sri Lanka for seven
years from 1976 to 1985. Items 1,4,5,
and 6 represent chemical and allied in-
dustries. It can be seen that approxi-

mately 76-81 percent of the gross in-
dustrial production of Sri Lanka has
been derived from chemical and allied
industries. This is even so at present.
Since the inception of the organised
chemical and processing industry of
Sri Lanka, there have been many ups
and downfalls of the industry from
time to time. Many downfalls had
been due to adverse price effects. Also
market trends of either raw materials
and/or products in the international
trade have been responsible. Some
examples are the dominance of petro-
léum prices on the economics of pro-

LF ol VALUE OF INDUSTRIAL PRODUCTION (1976-1985)
Rs.Mil-
Category 1976 {1977 - 1978 (1979 |1980 | 1981 1982 | 1983 1984 ITQSS
1. Food, Beverages
and Tobacco 1715 2295 2609 | 2856 | 3899 | 4496 5246 | 6998 8623 | 10497
2.Textile, wearing
apparel and leather
products 680 1008 1128 | 1923 | 3040 3863 | 5136 7565 | 9505
3.Wood and wood >
products
(including furniture) 124 166 289 315 361 522 640 708
4_Paper and paper
products 203 376 | 445 476 626 725 901 907 1187
5.Chemicals,petroleum,
coal,, rubber and E
plastic products 2336 | 2469 3279 | 4508 | 9416 | 12013 13099 | 11888 14328 | 13104
6.Non-metallic
products(except . : :
petroleum and coal 360| 411 692 710 | 1156 | 1250 1370 | 1468 1829 | 1854
7.Basic metal products 219| 349 478 | 428 262 302 - 199 123
8.Fabricated metal
products, machinery
and transport
equipment 474 571 590| 569 620 782 904 | 1129 1456 1592
9. Manufactured products| 26 34 55.] =50 54 58 74 90 | - 106 125
Total 6061 | 7007 885210781 |18311 | 23010 25904 | 28434 | 23653 | 38692
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duction of nearly all the other indus-
tries.

Variations of prices of raw mate-
rials of coconuts have affected the oils
and fats industry. Variation of Urea
and Naptha prices in the world mar-
kets determines the viability and some-
times even the closure of large fertili-
zer complexes. Similar situations have
existed even in the developed world.
When we looking at the chemical
price index and profit vs time record
for US chemical Industry during the
period 1960 to 1975 and 1950 to
1975 respectively. The period 1965 to
1971 can be seen to indicate a down-
~ward trend and sharp recovering in

1971. The rise is seen to continue to
this date.

It can be seen that an understan-
ding of global environment, global
trends and global future becomes im-
portant for successful planning of the
chemical industry. This becomes more
important for Sri Lanka in order to es-
cape from isolation from the rest of
the world in technology.

Global changes of the chemical in-
dustry have been witnessed by many
of us over the several decades. The
level of industrialisation which was
once measured in terms of the extent
of usage of sulphuric acid is now mea-
sured on a completely opposite scale
of the extent of elimination of the use
of sulphuric acid. The change has been
as a result of continuous and rapid de-
velopment of the global chemical in-
dustry to create new products with
superior qualities and to cahnge or
modify processes which make pro-
ducts with greater efficiency: The ‘oil

crisis” which emerged in 1970's has led-

to significant changes of attitudes of
chemical industry and the chemical
engineer.

It is reported that a powerful eco-
nomic change has taken place in 1840
as a result of the emergence of steam
engine and related applications. In
1980 another powerful technological
revolution occured with the develop-
ment of the gasoline engine and its
applications to electricity. Develop-
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ment of computers, petrochemicals,
airlines and television was a note-
worthy technological contribution in
1940. This trend continued and in
1946 the industry expanded to manu-
facture of synthetic fibres, films and
thermoplastics. It is postulated by a
well known economist Kokolai Kon-
dratieff (2) that 50 year recurring eco-
nomic cycles of boon and bust have
been visible and a new era of drast’c
change is imminent in 1990's. As
has been in previous periods too, the
rise of the economy can be attributed
to the technological development.

Current Position

Since 1940, the chemical industry
worldwide expanded at a rate faster
than almost all other sectors of the
manufacturing industry (3). USA is
the leading chemical producer of the
world. Decisions of the chemical in-
dustry of the US can therefore be
assumed to reasonably dominate the
trends the chemical industry of the
rest of the world. The value of ship-
ments of chemicals from US in 1975
has been almost 20 times of that in
1939. During this period the growth
of GNP of the USA has been only 10
times that in 1939. The chemical in-
dustry of US is made up of several
hundreds of firms some quite large and
others much smaller. In 1973, 84 bil-
lions of dollars worth of products of

+ chemicals were sold by US firms. Of

this only 44 percent were sold by 50
largest companies of US. This shows
that the chemical industry of US was
not dominated by the largest firms
alone. This seems to be so even at pre-
sent. US companies have now set up
independant manufacturing facilities
within- European countries so that
they can take advantage of inter-trade
in these countries (specially within the
European Common Market) without
tariff barriers.

The extent of invol-
vement of labour force of USA during
the period 1870's to 1980's ., in agri-

_cultural sector, services sector and

manufacturing sector, it is interesting
to note that the service industry has
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started to overtake the manufacturing
and agriculture industry of USA (4)
in labour utilization.

Dupont, one of the major chemical
producers of USA is reported to be

‘moving from low technology to high

technology products and from produc-

tion of commodity chemicals to spe-
cially chemicals. Dow chemicals of
USA have shifted their emphasis on
routine domestic markets to overseas
markets and concentrate on speciality
chemicals in comparison with commo-
dities. Monsanto of USA has already
entered the area of biotechnology
products. Union Carbide is reported to
have shifted its priority to engineering
services and technology liscencing.

ICI, one of the biggest chemical
manufacturers of Britian has reorga-
nized its pertrochemical and plastic
division with the aim of emphasising
on the manufacture of biotechnology
products and speciality chemicalis, in
addition to enlarging on overseas mar-
kets. It is reported that Messers Dow
Europe of Spain have cancelled a 450
m $ petrochemical plant and has re-
organised its plant to concentrate
more.on the manufacture of speciality
chemicals.

Rhone Poulenc of France and Mon-
tedison of |taly have changed their em-
phasis to manufacture fine chemicals
in preference to commodity chemicals.
Montedison of Italy has increased its
share in speciality chemicals from 20%
to 70%. Hoechst a $ 14 billion West
German chemical manufacturing firm
is entering the area of bio-technology.
It is reported that BASF of Germany
has not expanded its commodity plas-
tics manufacturing program since
1973, but is giving emphasis to high
technology products.

Japan is reported to be investing
more than 200 million dollars annually
for biotechnology products research.
Japan is the second in the world in de-
veloping the high technology industry.

Middle East chemical companies are
to emphasis on commodity petroche- |
mical products. Mexico, Venesuala,
Columbia, Brazil and Argentina can be
regarded as significant chemical manu-
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facturing countries of the South Ame-
rica. It is predicted that the South
America could become the oil field of
1990’s with emphasis given to petro-
chemicals and plastics products.

The chemical industry of Taiwan,
South Korea, China, Phillipines and
Malaysia are labour intensive. Taiwan
plans .to enter the technologically in-
tensive manufacture. Many chemical
industries of Asian Countries other
than Japan are mainly concerns of
manufacture of commodity chemicals.
Chemical industry of Sri Lanka too is
following the same pattern as those of
the latter group. Non profit-making
industries of the public or state owner-
ship are viewed with concern by the
Government. Re-organization or clo-
sure of such industrial concerns is very
probabale in time to come. The Urea
Fertilizer manufacturing complex has
been closed down. Considerations are
" being given at present to set up chemi-

cal industries with value added pro-

ducts. ‘Rural based small and medium
scale chemical industries are given en-:
couragement by the Industrial ‘Deve:
lopment Board and the Ministry of
Rural Industrial Development.

Future Trends

The US industry seems to be app-
roaching maturity in overall manufac-
turing. The Middle East is likely to
grow its participation in commodity
manufacture. Venezula, Mexico, South
Korea and Taiwan are entering the
scene of ‘production of commodity
chemicals.

The overall trend of the developed
world seems to penetrate into markets
of value added specially chemicals in-
cluding biotechnology products. This

could occur at the expense of manu-

facture of commodity chemicals. Also
chemical manufactures of these coun-
tries are shifting their emphasis to-
wards application of high technology,
on overseas markets, and Engineering
Services and . Technology Licensing.
Production of speciality chemicals
- could be aimed for value added pro-
ducts for pharmaceuticals, plastics,
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foods and many other products. Spe-
ciality chemical plants will require dy-
namic control systems and batch sys-
tem optimisation instead of steady
state control systems used in conven-
tional plants. A hierachy of control
systems will be added for all plants on
top of local unit systems. Real time
optimisation of the entire plant will be
carried out by precise adjustment of

raw material and product inventories.-

Rebots, automated vehicles and ad-
vanced technologies will be deployed.:
Preventive maintenance of the day is
likely to be replaced by on line predic-
tive -maintenance by employing deli-
cate sensors and data bases containing
prior experience records. Even though
risks of entering the production of spe-
ciality chemicals are high, once well
planned; could yield substantial profits
compared with production of commo-
dity chemicals. Production units for
speciality chemicals will require good
research strengths.

It is very improbable that the deve-
loping countries will have strengtn of
resources and capital to embark on
production of speciality chemicals and
high technology applications in the
foreseeable future. Curtailment or de-
celeration of production of commodi-
ty chemicals by the traditional coun-
tries in the developed world will force
commodity prices to rise to apprecia-
ble levels. As a result of this, countries
of the developing world will be com-
pelled to enlarge or expand production
of commodity chemicals. It is likely
that the business of commodity. che-
micals will become the trade of deve-
loping and less developed countries.
These countries will have to be pene-
trate into overseas markets in addition
to local markets. .

Sri Lanka will also be subjected to
the above technological environmental
changes. Production areas of commo-
dity chemicals will inevitably be en-
larged. It is likely that production of
instant teas, coconut products, activa-
ted carbon, rubber products, essential
oils, extracts and tinctures, soaps, su-
gar, fertilizer, titanium products, ferti-
lizer, chlorine, caustic soda and magne-
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sium_salts will be increased. This may
mean setting up of additional units of
production in addition to expansion of
existing units.

Manufacture of synthetic pharma-
cuticals and pharmacuticals from natu-
ral products could be envisaged. There

.are strong possibilities of emergence of

many industries that manufacture
value added products based on impor-
ted raw matarials.

Past practices of government subsi-
dies for un-economic state run
businesses seem to fade away. Mana-
gers and Engineers will be required to
be profit concious. Energy and re-
sources saving technique are likely to
enter into the loeal industry. Small
and medium scale industries are likely
to be given additonal support in terms
of special concessions and facilities by
the government. Export oriented in-
dustries are likely to find substantial
tax and other benefits. High degree of
quality control will be required as a
result of export orientation. As .a re-
salt many processes are likely to be-
come automated. Computers will find
way into Sri Lankan Chemical Fac-
tories and may find dominate in cer-
tain areas of production, optimisation,
economic designs, control and safety.

Chemical Industry of Sri Lanka, un-
like in the developed countries is not
vast enough to employ large numbers
of chemical engineers and technolo-
gists. However, moderate numbers of -
chemical engineers find employment
in Sri Lankan chemical, agricultural
and processing industry annually.
Many - research organizations recruit
chemical engineers in specific research
areas. There are indications that che-

mical engineers are now finding em-
ployment in non traditonal areas of
employment. These include fields of
management and computer applica-
tions too. :

As a result of developments of fu-
ture global chemical industry and their
effect on Sri Lankan Chemical and
allied industry, the future chemical
Engineer of Sri Lanka should be
trained sufficiently wide and yet subs-
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tantial in content in order to capture
devise range of opportunities open to
them.

In the wake of these opportunities,
it is likely that the chemical engineer
will face competition by other discip-
lines. Chemical Engineer entering the
industry of processing and benefica-

tion of areas will find graduates in

mining conversant with relevant tech-
niques competing with him. In bio-
chemical area, microbiologists and bio-
chemists may compete with him. The
Chemical Engineer will have to com-
pete even with Civil Engineers in buil-
ding materials, water and sewerage
treatment areas. In advanced enginee-
ring materials industry he will face
competetion with material scientists
" chemists, physicists and even metallur-
gists.

It can therefore pointed out that
the future chemical engineer will have
to secure a foothold by being more
competent in his fields than those of
competing disciplines.

As a result of the strong-tendency
of commodity chemicals industry fin-
ding an important place in Sri Lanka,
the Sri Lankan chemical engineer will
be required to be competent of main-
tenance, operation and in economic
awareness of processes in which he is

in charge of. The conventional practi-
ces of design of chemical plants will
generally be confined to one or few
engineers or process plant contractors
who will resort to ready made packa-
ges in their design. Use of computer
packages and databases and applica-
tions of automation, computer control
for quality and safety, optimisation
and economic studies of processes and
biochemical engineering and techno-

logy are some fields the Sri Lankan~

Chemical Engineer should be trained
of. Chemical ‘Engineer éntering the
speciality ghemicals manufacturing
trade elsewhere will be required not
only to learn of their production tech-
nologies but also their applications at
the clients end.

Conclusion

It can therefore be seen that the
global chemical industry will be facing
a highly competetive, fast changing
and challenging world. The advance-
ments of technology will govern the
attitudes of the future industrialist in
quest for economy and increased value
added products. Developed countries
are likely curtail or reduce their pro-
duction of commodity chemicals in
preference to speciality chemicals.
This in turn is likely to open opportu-
nities for the developing countries to
embark or expand manufacture of co-
mmodity chemicals. Sri Lanka a.s0
will get the opportunity of expanding
or enlarging the manufacture of com-
modity items which could generously
contribute to its economy. Training
of chemical engineers should be
carried out to satisfy the needs of the
future industry and to keep pace with
global developments. Such training s
should be wide enough in scope and
substantial enough in depth.
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