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Sri Lanka’s Economy

Sri Lanka’s economic performance
recorded a significant drop in growth
during 1987. The country’s Gross
Domestic Procuct (GDP) in real terms
increased by 1.5 percent - the lowest
since the introduction of the economic
reforms in 1977. This contrasts with an
average rate of growth of the real GDP
of 6.5 percent during the 10 year period
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1977-1986, according to the Central
Bank's annual report on the economy.

The Central Bank also reported that
the Gross National Product (GNP) in
1987 at constant (1982) prices, which is
derived by allowing for the flow of net
factor income from abroad, recorded a
growth rate of 1.6 percent. This com-

pared with a real GNP growth rate of
4.5 percent in 1986.

The setbacks in economic per-
formance last year were the outcome of
a combination of factors; with adverse
weather conditions and the ethnic dis-
turbances most affecting economic
growth and also possible structural
restraints. The most pronounced impact
was felt in the agricultural sector, where
value added in this sector as a whole
declined by 8% in 1987. Production in
all sub-sections, with the exception of
tea, were seriously affected.

The agricultural sector has always
played a vital role in Sri Lanka’s
economy contributing nearly over one
guarter of the GDP, and also having a
significant impact on the development
activities of other sectors. A relatively
slow growth rate experienced in agri-
culture was therefore a key factor
behind the setbacks in the economy and
the lower growth as a whole. At 1975
constant prices the contribution of the
agricultural sector to the GDP iri 1987
declined by 1.9 percent as against a
0.7 percent marginal increase for 1986.
In real terms, according to the Depart-
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contribution by the agricultural sector
to the economy therefore fell to Rs
10.541 million in 1987 from Rs 11,234
million in 1986, showing a marked
decrease of 6.2 percent in 1987.

The National Planning Division of
the Ministry of Finance and Planning
commenting on the situation stated
“The poor economic performance in
1987 no doubt emphasised the stru-
ctural weaknesses of an economy which
is still very much dependent on agri-
cultural production. However, the en-
couraging performance of the economy
upto 1982 and the resilience shown
thereafter indicate that in spite of these
structural weaknesses there would be
vigorous growth, if prudent economic
policies are maintained and normal
conditions are restored.”’

The Planning Division’s Public
Investment Programme for ‘1988/1992,



looking ahead forecasts that economic
activity in 1989 is expected to result in
a growth rate of 5.5% in real terms.
This is not an unrealistic expectation
given the low base in 1987, as well as
indicatiops of better weather and an
abatement of terrorist activity in the
North and the East. “‘Growth rates
from 1989 onwards should then reflect
a normal utilization of production ca-
pacities of the economy. Indeed, tne
expectation is that GDP growth during
the period 1988-1992 will record an
average of 5.3% per annum,” states the
|nvestment Programme.

The Central Bank reporting on the
economy’s performance in 1987 adds
that on the export front, the country
was deprived of the benefits of better
prices in respect of major primary com-
modity exports, due to the production
shortfall in the tree crops sector resul-
ting from adverse weather. The tourist

industry experienced further deteriora-

tion and tourism earnings were the
lowest recorded since 1980. The rise in
crude oil prices in international mar-
kets pushed the country’s import bill
up still
external debt commitments continued
to extend more pressure on the pay-
ments side. Al these factors continued
to weaken the country’s balance of pay-
ments position, and exert greater pre-
ssure on the exchange rate and cause
further depletion of external assets.
These developments further highlighted
the structurally retarding features in the
economy and also demonstrated the
continuing weakness of Sri Lanka's
external sector, which in turn involved
serious implications  for  overall
economic performance.

Among other significant negative
features emerging in Sri Lanka’s econo-
mic performance in 1987 as reported by
the Central Bank were the following:

* Rubber production declined
by 11% and coconut by 25%.

* Paddy output dropped by 18%
and sugar by 15%.

further, while: the growing -

* mportant minor food crops -
potatoes, chillies and Bombay
onions - recorded decreases in
production. :
* The services sector recorded
an increase in value added of
only 2.7%, as compared with
a growth of 4.3% in 1986.

*In the energy sector deVelop-
ments in 1987 were a reversal of the
favourable trends experienced in the
previous year, with drastically reduced
levels of water in the reservoirs due to
long spells of drought in the catchment
areas, severely restricting' the genera-
tion of hydro power. Thus, the
country’s power requirements had to be
met by an increased dependence on
thermal power, involving a heavy con-
sumption of diesel and heavy fuel;
while with increasing constraints on
electricity generation, island-wide
three and half hour power cuts had to
be im&)séd with adverse  effects on
economic activity.

* Consumer prices continued to
move upwards in 1987, as a result of
many factors, which was mostly evident
in the food category. On a point by
point basis, that is December 1987
over December 1986, the Colombo
Consumer Price Index increased by
10.2%, reflecting a significant upsurge
in prices during the closing months of
1987. The implicit GNP deflator, a
measure of the overall’ price change in
the economy, rose by 6.8% in 1987
compared to 5.5% in 1986.

* The Sri Lanka rupee depreciated
further in nominal terms against the
major currencies in 1987. In terms of
SDR the value of the Sri Lanka Rupee
depreciated from Rs 34.88 per SDR
in December 1986 to Rs 43.64 per SDR
in December 1987,

* Other negative features referred
to “in recent studies and government
statements are the growing levels of
unemployment and income disparities;
and increasing signs that the incidence
of poverty has become more wide-

spread, income distribution deteriorated
and welfare and nutrition le.-. 5> fallen.
The Public Investmeht Program.ne of
the Ministry of Finance noted that “‘a
decleration of economic activity appears
to have occured since 1983... Among
the most serious outcomes of this trend
in the growth rate was the weakening
of the employment situation.”

* Per capita income, in real terms,
showed a negligible increase of only 0.1
percent; with per capita GNP at current

prices estimated at Rs 10,598 (US
Dollars 354) in 1986.
* Sri Lanka’s overall balance of

payments continued to be in deficit, to
the tune of SDR 72 million in 1987.
This was the third consecutive year
when the overall balance was in defi-
cit, leading to a drawing down of ex-
ternal reserves. The cumulative deficit
in the overall balance during the last
three years was in the region of SDR
257 million.

* The debt service ratio, i:e. the
total debt service payments as a ratio of
exports of goods and services, rose from
26.4% in 1986 to 28.5% in 1987.

* The rise in crude oil prices in
international markets contributed to
keep the overll import bill at highlevels
while growing external debt commit-
ments continued to exert pressure on
the payments side. Under the impact of
these developments, the balance of pay-
ments remained weak, with continuing
pressure on the exchange rate and a
further depletion of the country’s exter-
nal assets.

* The inflow of tourist traffic
declined by 20.6% in 1987 and receipts
from tourism dropped from Rs 2,326
million (SDR 71 million) in 1986
to Rs 1,813 million (SDR 48 million) in
1987, recording a decrease of 32.0
percent in SDR terms. : '

* Foreign exchange inflows on
account of private remittances showed a

ECONOMIC REVIEW APR/MAY 1988.



marginal decrease in SDR terms but
recorded an increase of 16.0% in rupee
terms. The gross inflow of private remi-
ttances amounted to Rs 10,255 million
(SDR 268 million) as compared with
Rs 8,873 million (SDR 269 million) in
1986.

* Official transfers, consisting of
project and commodity aid” decreased
from SDR 153 million (Rs 5,114
million) in 1986 to SDR 139 million
(Rs 5,302 million) in 1987. While
project grants are estimated at SDR 104
million (Rs 3,940 million}, commodity
grants accounted for the balance. Total
net transfer receipts were lower by 4.1
percent in 1987.

* As net inflows of non-monetary
capital were sufficient to finance only
7.0 percent of the current account de-
ficit, there was an overall deficit of
Rs 1,801 million (SDR 72 million)
which had to be financed through
drawing on external assets. £

*The gross official reserves, con-
sisting of gross foreign assets of the
Government snd the Central Bank
decreased by 32% and amounted to
SDR 203 million (Rs 8,869 million}
at the end of the year. While the
Government utilized almost the whole
of its deposits with the FCBUs, gross
assets of the Central Bank declined to
SDR 203 million (Rs 8,840 million) in
1987 from SDR 274 million (Rs 9,547
million} in 1986. Decreases were recor-
ded in both liquid balances abroad, as
well as in portfolio investments.

o

In the case of fiscal operations,
although there was seemingly some
improvement with a lower overall
budget deficit, the continuation of ex-
pansionary financing in -1987, due to
reduced capital flows inflicted deep
rooted structural problems. Owing to
production set-backs, supply shortages
emerged in some food items, which
together with an acceleration in the
growth of money supply, ied to a sharp
increase in prices during the ciosing
months of 1987,
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* In 1987, government financial
operations continued to display the
stresses under which the fiscal system
of Sri Lanka has. been operating in
recent years. Under the impact of a
faster rate of growth in current expen-
diture than in government revenue, the
current account surpius narrowed, de-
clining from 1.8 percent of GDP in
1986 to 1.7 percent in 1987 At the
same time, the expansionary deficit, ie
that part of the budget deficit which

‘82 ‘83 ‘8B4 '85 '86 'B7

Contral Bank of 1ol Lanka.

had to be financed out of bank credit,
increased from 1.7 percent of GDP to

" 1.8 percent. These developments suggest

the existence of continuing fiscai pre-
ssure, which has been a major source of
economic instability for many years.

* Although the budget deficit was a
considerable improvement from the
previous year, the rescurces for finan-
cing the deficit were less ferthcoming in
1687. The resources available from
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Central Bank of Sri Lanka.
foreign loans were Rs 5,716 million
which was 37 .percent lower than in the
previous year. Thus, foreign loans which
financed nearly one half of the budget
deficit in recent years, contributed only
a third in 1987. The resources available
from domestic non-bank sources of Rs
6,399 million also showed a decline of
5%. Hence, a larger volume of resources
had to be utilised from banking sources
than in the previous year for financing
the budget deficit in 1987. Resources
obtained from the banking system was
Rs 3,541 million representing 1.8%
of the GDP in 1987. The expansionary
deficit in 1986 was 1.7% of GDP.

* These developments resulted in
an enlargement of the expansionary
deficit which had been a major con-
tributory factor for the continuing
pressure on the money supply, prices
and balance of payments in recent years
The increase in service payments on the
government debt continued to put an
additional stress on the country’s fiscal
system. These developments suggested
the need for concerted efforts at fiscal
discipline so as to strike a closer balance
between the availability of resources
and the exoenditure commitments.
POSITIVE FEATURES

Among the notable posi‘tive
‘eatures in the 1987 economic per-
formance reported by the Central Bank
were the following:-

*

sector a growth rate of 19% was
recorded.

* The manufacturing sector also

provided some impetus to growth
with a 7% increase in 1987; par-
ticularly in the private sector
value added increased by 13%.

The contribution of manufac-
turing exports has gone up to
49% of total export earnings in
1987. This appears to be the
outcome of a wide range of in-
centives provided since 1978 for
industries within and outside the
Ex\port Processing Zones. In par-
ticular, the rise in garment exports
was quite noteworthy; earnings
from garment exports rose at an
annual compound rate of 25%
during the 1979-1987 period.

3 In the construction sector
there was an expansion of 1.8%
while in ownership of dwellings
growth in value added was 1.5%.

* In the banking, insurance and
real estate sector there was an
expansion of 6.1% in value added,
latgely reflecting the improved
performance of the banking sector.
* In wholesale and retail trade the
value added rose by 2.8%.

* In terms of both trade and

current account .balances, Sri
. Lanka's  balance of payments
showed significant improvement

in 1987. The deficit in the mer-
chandise trade account declined
from SDR 649 million in 1986
to SDR 531 million in 1987.
Reflecting this improvement, the
current account too registered a
better out-turn, the deficit de-
creasing from SDR 363 million to
SDR 266 million. The current
account deficit GDP ratio which
is a basic indicator of the degree
of weakness of a country’s balance
of paymenis declined from 6.6%
in 1986 to 5.2% in 1987. The
current account deficit excluding
official transfers dropped to SDR
405 million in 1287 from SDR

In the mining and quarrying .

516 million in the previous year
and as a ratio of GDP it declined
to 7.9% from 9.5% over the two
years; though the overall balance
continued to be in deficit and the
short-fall in 1987 was SDR 72
million.

The Central Bank has reported
on the several negative features that
appeared in Sri Lanka’s economic per-
formance in 1987 in its annual report.
It notesthat a fundamentalfactor behind
the structural imbalances was the attem-
pts in recent years to force the pace of
development through a heavy expen-
diture programme, much in excess of
the available resources. This has resulted
in the emergence of the basic struc-
tural imbalances in Sri Lanka’s
economy. For instance, the total resour-
ces available to the Sri Lankan economy
in 1987 were Rs-266.9 billion; of which
domestic sources contributed Rs 196.7
pillion (73.7%). The balance Rs 70.2
villion (26.3%) was accounted for by
imports. Of these total resources
National Savings has contributed around
only 15% in recent years. The total
resources available has increased by
about 50% (at 1978 prices) over the last
decade from Rs 59.5 billion in 1978 to
Rs 91.2 billion in 1987. These increases
were necessary due to the massive
capital expenditures undertaken by the
state; but these expenditures con-
tinued to be funded by an unprece-
dented volume of foreign finance due
to inadequate national savings. in this
context the pace of growth in domestic
expenditure has been considered ex-
cessive or far more than what the
economy could bear.

Basically, the country’s balance of
payments deficits and price pressures
are said to be the inevitable conse-
quences of this excessive growth of
domestic expenditure - an expenditure
that has grown faster than what the
economy could sustain on a non-infia-
tionary basis.

These trends are discussed more
fully in the papers end extracts from
papers, in the following pages.
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AGRICULTURE

The agricultural sector, which
includes, fisheries, forestry and live-
stock, has consistently contributed
“nearly one-third of the country’s Gross
Domestic Product and been the domi-
nant sector in Sri Lanka’s economy. In
both 1986 and 1987 agriculture con-
tributed about 25% of the GDP and
accounieu’ for over 40% of total export
earnings. It has continued to generate
about 15% revenue
and provided entploeyment for nearly
45% of the labour force and had a sign-

of government

nificant impact on the development of
other sectors of the econamy. Over the
ten year period 1978-1987 agriculture
production has grown &t about 3.3 per
cent per annum, Within the agricultural

sector the main sub categories are:-

export crops accounting for 24 percent;
paddy 20 percent; other crops 40
percent; and fisheries and forestry 16
percent. The domestic agricultural sub
sector consisting of paddy, subsidiary
tood creps, cash crops, animal hus-
bandry. and home gardening alone shares
about 18 percent of GDP (See table 1).

The average ~rowth rate in the agri-
cultural sub secters for the period 1978-
1987 is given in table 2. A comparison
of growth rates by sub categories makes
it clear that. only forestry performed
better in 1987 considering the respec-
tive past performances. However, with
forestry’s share of only about 2 percent
in the GDP’s composition the rate of
growth in this category does not make a
major impact. All other sectors have
shown a disappointing performance in
1987  relative to  the
performance.

average

Following these trends total pro-
duction in the plantation sector
declined by 14 percent; while produc-
tion in the paddy sector declined by
18 percent in 1987. These poor per-
formances eventually contributed to a
decline in the growth rates of the overall

. agricultural sector by six percent in
1987.
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Looking at the sectqgral composi-
tion of the GNP and changes in value
added (at constant prices) the overall
agricultural sector had recorded a
growth rate of '8.6 percent in 1985.
This growth rate came down to 2.6%
in 1986, and in 1987 it recorded a
decline of 5.8%. This decline was due
mainly to lower production levels of
paddy and coconut. The value added in
forestry and fisheries increased by 13

There has been no consistency in
the contribution to the increase in
agriculture, from its sub sector. . The
contribution had fluctuated from ear
to year, but in the case of non tradi-
tional erops there has been no negative
contribution to agricultural GDP growth
during the1978/1987 period. All other
sub sectors have recorded a .negative
contribution at some stages during this
ten year period.

SECTORAL COMPOSITION lN‘ GDP -

8 percent. While in the plantation sector
the output of tea increased by 8 percent,
rubber declined by 11 percent,and
coconut by 27 percent. In the food crop
sector paddy production declined by 18.
percent.

TABLE 1
1978 1979 1980 1981 1982 1983 1984 1985 + 1986 1987
1. Agriculture 260 250 258 246 240 264 250 259 255 240
2. Plantation 64 6.2 3354 52 62 58 6.8 66 .56
(a) Tea 23 2.2 139 " 2.0 1.7 23 26 2.5 24 24
(b)Rubber 13 12 10 09 0.8 09 08 08 07 ‘07
(c) Coconut 2.8 28 24 25 26 30 24 35 406
3. Domestic
(a) Paddy 6.4 6.1 6.5 6.3 58 64 5.9 6.2 ‘5.8 4.7
(b) Other 112 106 104 98 108 94 9.6 94 95 96
4. Tisherics 159 12 E2 43 B« 2.5 18 1.8 1.8 19
5. Forestry 09 09 09 09 09 t.8 18 18 1l 49
% Scctor share as a percent of total GDP
and 4 percent, respectively; but the s
value added in agriculture declined by PADDY

Paddy has always been a major
component of the field crops sector and
now acceunts for one-fifth of arable
land and provides employment for
nearly 500,000 persons. In 1987 paddy

TABLE 2 GROWTH RATES IN FTHE AGRICULTURAL SECTOK
(1978-1987)
1978 t0 1982 1982 to 1987 1986 1987
1.  Agriculture 31 09 36 -5.8
Plantation 0.3 1.0 1.0 -13.7
(@) Tea -1.2 38 -1.3 1.0
(b) Rubber -3.8 0.1 0.6 -10.6
(c) Coconut 3.5 0.8 238 -24.6
3. Domestic :
(a) Paddy 2.7 2.8 2.5 -18.0
(b) Other 42 37 6.1 1.7
4. Fisheries 8.0 2.7 8.9 38
5. Forestry 5L 44 1.8 13.1




declined by 18% to 2.1 mn metric tons,
and this was the second consecutive
year that paddy production recorded a
drop. Production in 1987 was the
lowest since 1979. The main reason for
the decline in paddy production in 1987
was the prolonged drought conditions
that prevailed in many parts of the
country. Water shortages not only
delayed the commencement of culti-
vation and reduced the extent sown,
but also led to a reduction in fertilizer
application and the extent harvested
which in turn resulted in a low produc-
tion in faha 1986-1987 and Yala in
1987. The unsettled conditions in the
North and East Provinces also effected
cultivation. Apart from the decline in
sown extent by about 290,000 acres,
it is estimated that about 90,000 acres
that were sown did not reach maturity
due to the drought.

The average yield has shown a
steady upward trend over the 1977-
1987 period increasing from 48.7 per-
cent bushels per acre in 1977 to 68.2%
bushels in 1987. In the 1987 cultivation
year, however, the average vyield
increased marginally by about 2%
or about 2 bushels per acre over that of
1986. 1t has been noted, however, that
increases in the average yield were
largely confined to most of the major
irrigatéd areas, which used more ferti-
liser during Maha 1986/1987. Fertili-
zer usage increased progressively from
123,000 metric tons in 1977 to 232,000
metric tons in 1986. The drop in 1987
is attributed to the drought that pre-
vailed during that year. The sale of cer-
tified paddy by the Government also
increased from about 100,000 bushels
in 1977 to 225,000 bushels in 1985.
The reduction in issues in 1986 and
1987 are due to the increased parti-
cipation of the private sector and the
drought in 1987.

. Recognising the role of floor prices
the GovePnment has increased the
putchase price of paddy from time to
time over the past several years taking
into consideration the increasing cost of
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production (see diagram). The Guaran-
teed Price Scheme (GPS) was raised
from Rs 33 to 40 per bushel in
November 1977. The floor price was
revised again in November, 1980 to Rs
50 per bushel in the face of rising costs
of production, mainly that of labour
and farm power, in order to maintain
producer incentives. Further adjust-
ments in the GPS price of paddy to
Rs 57.50 pr bushel in 1981, Rs 62.50
in 1982 and to Rs 70.00 in 1986 were
made to compensate for fertilizer price
and other cost increases.

Further increases in paddy pro-
duction would depend largely on
stepping up levels of production and

raising cropping intensity in both major
and minor irrigation schemes, and also
from the new lands that will come into
production. Official forecasts are that
with the current development pro-
gramme (provided weather conditions
remain stable) paddy production would
grow at an annua! rate of about 4 per-
cent to reach a level of 140 mn bushels
by 1992,

It may be observed that the annual
growth in the agricultural sector, inclu-
ding those years where performance was
relatively better, has been the result of
contributions by only a few sectors.
There was no single year when all the
sectors contributed positively tgffthe
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increase in value added. Overall perfor-
mances in the sector shows no evidence
of a positive trend, in value added in
agriculture in an overali context.

This sitbiation appears to be the
result- of a combination of a number
of complex factors which include
weather, prices, production  costs,
domestic and foreign demand, availa-
bility of inputs and government policies
pertaining to . fiscal, monetary and
foreign exchange variables.

OTHER FIELD CROPS

The total extent under cultivation
of field crops, other than paddy has
also shown an. upward trend over the
tast decade, particularly among the
coarse grain and pulses. Acreage under
individual crops has fiuctuated from
year to year, though acreage under
some roots and tubers, and chillies has
shown a significant decline between
1976 and 1987 (see table below)

The term other fiel
embraces a group of unrelated crops
including grains,
seeds, - roots and tubers and
ments {particularly chi
which are ge

and home

pulses, oil
condi-
s and onions)
ily cuitivated in chenas
in the dry and inter-

coarse

mediate 2 during the wet maha -

season. Chillies and onions which are
high vaiue crops are also grown under
irrigation particularly in the areas bene-
fiting from the Mahawelii Programme.
The .Government announced a floor
price for eight of these crops in advance
of the season ‘to help cultivators in
mak?ng of ‘production decisions.

The collective extent cultivated
under this group of crops (excluding
roots and tubers which are grown in the
wet zone as well} in 1987 was mar-
ginally higher than in 1986. The decline
in chillie cultivation is mainly due to the
drought which affected the extent
planted under rainfed conditions. Areas
under onijons, ground nuts, green gram
and cowpea, however, registered an
overall increase. Traditionally chillies
and onions have been imported to
supplement local production but the
quantum and value of imports of these
commodities have declined.

During the cultivation year 1987
blackgram, greengram, cowpea, maize,
gingelly and red onions recorded signi-
ficant expansion in production mainly
as a result of increased extent under
those crops.lt was partly the drought
conditions that adversely affected
paddy cultivation during the year that
compelled many dry-zone farmers to
shift to minor food crop cuitivation
and increase the extent under such
crops to ensure a minimum level of
income and food security.

In the category of the higher value
minor food crops, only red onions
recorded an in production
while the production of potatoes,
chillies and bombay onjons declined,
The.cultivation of chillies was severely
affected by the drought conditions,
ieading to a substantial decline of 39%
in broduc‘zion during the year.

Production of red onions, green
gram, cowpea, blackgram and maize

increase

increased considerably during Maha,
1986/1987. Most of these crops
reported significant increases during
Yala, 1987 as well. Cowpea production
in Yala, increased by 60% while black-
gram production recorded more than a
three-fold increase. Productiorr of soya-
bean declined in both seasons, by 3
percent in Maha and 24 percent in Yala.
. Fertilizer issues to the minor food
Crops sector increased by six percent to
20,207 metric tons in-1987.

It has been found that although the
minor food cron sector has considerable
development potential, there appear to
be several constraints on the develop-
ment of the sector. These inciude rela-
tively low levels of institutional support,
limited availability of high yielding
varieties suitdble for different agro-
ecological areas and marketing
problems. Partly as a result of these
factors, many farmers stili appear to
show a greater prefererice for paddy
cultivation. The Central Bank has
suggested that since the country is
moving self-sufficiency. in
paddy production, there is need to
change this preference pattern through
policy measures to zcnieve a more
balanced growth in the agricultural
sector.

Sugar

Another important area of domes-
tic cultivation is sugar, where in 1987
total production declined substantially
by 15 percent to 29,304 metric tons,
from the peak jevel of 34,325 metric
tons reported in 1986. Sugar production

towards

TABLE 3 PERCENTAGE CONTRIBUTIONS TO INCREASE IN GDP BY MAJOR CATEGORIES IN THE AGRICULTURAL SECTOR
1978 1979 1980 1981 1982 1983 1984 1985 1986 1997

Agrieultural share -
in GDP T40us 220y e G 918 920 Sy 219 - 198
Contribution to
increase in GDP W e Wik o5 g 23.3 86 425 14 14
Tea 9.0 222 I8 a3 99 86.1 34 6.8 13 1
Rubber 6.0 392 266 4.5 8.7 i L0l 5

* Coconut 327 492 523 184 1109 597 133 200 480
Paddy 633 254 1240 16.0 76.0 352 230 319 -590 E
Other 0 o .674  56.9 499 1570 10.0 178 297 g
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by the Sri Lanka Sugar Corporation
(SLSC) declined substantially by about
29 percent to 15,035 metric tons;
while that of the private sector rose by
9 percent from 13,116 metric tons in
1986 to 14,269 metric tons in 1987.

The lower output of the SLSC was
largely due to reduced production of
Kantale and Sevenagala factories. The
production of the Kantale factory
decreased by 66 percent to 2,288 metric
tons in 1987, while that of the Sevena-
gala dropped by 37 percent to 4,107
metric tons. However, sugar production
at the Hingurana factory increased by
9 percent to 8,640 metric tons in 1987.
The sharp decline in total sugar pro-
duction in the factories of the SLSC was
mainly due to prolonged drought con-
ditions which reduced supplies of cane
for crushing and deteriorated *he
quality of cane. Civil disturbances also
had an adverse effect on production
at Kantale and Hingurana. A large ex-
tent under sugar cane was left unhar-
vested during the year due to terrorist
activities and shortage of labour. Sugar
production at the Pelwatte Sugar
factory was also severely affected by
the drought and tne factory was able to
produce only 14,269 metric tons in

TABLE 4

TABLE 5

PERFORMANCE INDICATORS OF THE TREE CROPS

1978 1987

Share of Lxport Larnings 73% 37%

Share of Government Revenue 41% 4.4%
Production

Tea (M.Kgs) 199 213.3

Rubber (M.Kgs) 156 1215

Coconut (M.nuts) 2,209 2,292

1987 as against the targetted production sumer prices continued to rise, the

of about 32,000 metric tons.

Fish

agri-
fivestock.

Among the sub-sectors of
culture are fisheries and
Although in 1978 fish production was
provisionally estimated at 190,002
metric tons showing an increase of 4
percent when compared with that of
the previous year, local production was
still far short of demand. There were
many problems confronting the sector.

The performance of the fishery
sector remained
much below expectations. A combi-
nation of faciors such as distribution
problems, high fuel cost, high cost of
preservationof fish
supply of fish led to an’increase in the

on the whole has

and the inadequate

price of fish during the year. While con-

b=

REFORESTATION PROGRAMME

|

i S .
i Project/Programme

Arca Reforested

Area likely to be

1977-1987 (ha) 1988-1992 (ha)
1. -Reforestation of neglected tea
and rubber lands 5546 80*
2. NADSA 2801 Completed in 1981
3. Reforest ation of Upper Mahaweli 8310 F50%
4. TFuelwood project 10207 Will be completed in
June 1988
5. Sinharaja & Biosphere reserve 871 40%*
6. Comrﬁunit,\ forestry 7163 2900%**
7. Integral rural development
projects 4352 850*
25 TERDE 2014 3000%*
9. Cooperation reforestation
programme 27500 Completed
10. Retorestation & development 192 i Pl

*# Target for 1988 only

#% Target for 1988 and 1989 only

The progress on reforestration till 1987 and the programme for 1988-1989 uare given
above . The targets for the period 1990-1992 will be available only after the first new project

under the master plan is finalised.

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

majority of the fishermen in the coun-
try remain economically disadvantaged
as the benefits of high prices do not
trickle down to the level of fishermen.
Therefore, while making an effort to
increase production greater attention
has to be focussed on the distribution
of benefits to ensure that the benefits
of these efforts reach the producers
at large. In this respect, there is urgent
need to evaluate the different subsidy
schemes which have been in operation
for several years with a view to assessing
the extent to which they have benefi-
tted the fishermen with relatively low
s0¢io-économic status. (For a mere
detailed analysis see box) .

Livestock

According to provisional estimates
of the

of Census and
milk production (including
buffalo milk) in 1987was 275 million
litres,

Department

an increase of 54 percent com-
pared to 178 million litres produced
in the previous year. The Milk Indus-
tries of Lanka Co. Ltd. (MILCO) colle-
cted 69 million litres of milk in 1987.
This was margmééiy higher than the
combined amount of collected by the
National Milk Board (January-duly
1986) and MILCO (August-September
1986) in 1986.

Forestry

Forestry is another sub sector
of agriculture and both production
and conservation in this sub sector
are gaining much attention. A major
reforestation project " has been
launched by the authorities and its
progress tiil 1987 and the programme
upto 1988/89 are given at ieft .
Actual targets for the period 1990-92

.
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will be availableonly after the first
new project under the master plan
is finalised.
Export Crops

Sri Lanka’s overall economic per-
formance has for several decades been
dependent on the performance of the
tree crops - tea, rubber and coconut.
Prior to 1978, tea, rubber and coconut
provided around 85 percent of the totat
export earnings of the country and 8.4%
of the budgetary revenue. In the ten
years since liberalisation of the eco-
nomy, the role of tea, rubber and coco-
nut has diminished substantially. These
export earnings declined to 50% abeut
three to four years back and to 37
percent in 1987. Their contribution to
revenue has fallen dramatically to 4.4%.
This erosion of the contribution of the
tree crops to the economy of the coun-
try was partly accounted for by the
success in generating new areas of
growth in response to the liberalised
economic policies of the Government

and partly because of the stagnant -«

volume of output in all tree crops.
Tea production, which peaked to 228
mition kilograms in mid-1960, recorded
only 213 million in 1987. Similarly,
rubber production has declined from
156 million kilograms in 1979 to 121
million kilograms in 1987. The per-

TABLE 6

formance of the coconut sub sector was
even more disappointing. The produc-
tion of coconut has exceeded 3,000
million nuts, a figure achieved in the
mid 1960s only once since then. The
1987 production of 2,300 million nuts

were severely affected by drought.
Some of the reasons for the

stagnant or declining output in the tree
crops sector are due to external factors
such as declining profitably due to low
commodity prices, but some are clearly
attributed to domestic. factors. Table 6
illustrates the perférma’nce of tea,
rubber and coconut over the last ten
years.

The export oriented segment of the
agricultural sector comprises tea, rubber,
coconut and minor export crops; and
these have continued to contribute a
major part of the country’s foreign
exchange earnings tifl a few years back.
The situgtion had changed by 1987. As
illustrated in table 5, approximately
50 percent of the total export income
of the country was derived from export
‘crops which also covers about 40 -per-
cent of the average land of Sri Lanka.
Hewever, the share in exports has

declined in the last 10 year period from
79 percent to 43 percent. While, the
proportion of tea, rubber and coconut
exports have fallen gradually in Sri

Lanka’s overall export picture, the new

“industrial exports and gems have in

recent years kept increasing their share
of the country’s export earnings.

Overall plantation output registered
a marginal ‘increase of less than one
percent during the last decade. As was
observed Sri Lanka’s three traditional
export crops of Tea, Rubber and Ceco-
nut suffered a deterioration in pro-
duection, and exports over most part of
the decade. Adverse weather canditions
particularly in 1987, is one basic reason
listed for a drop in production. The
result was that although the prices of
tea, rubber and coconut products in-
creased in real terms, earnings from
agricultural exports declined by five
percent in SDR termé, owing to reduced
export volumes. ;

‘This sharp drop in the export:
volumes of the three major agricultural
commodities was a disappointing
feature of Sri Lanka’s export per-
formance in 1987. The export volume
of tea declined by three percent to 201
million kgs in 1987, while the volume
of rubber exports fell by 4 percent to
106 million kgs. The overall export
volume of coconut kernel products
declined from an equivalent of 1,105
million nuts in 1986 to 538 million
nuts in 1987. In view of these reduc-

PERCENTAGE COMPOSITION OF AGRICULTURAL EXPORTS -

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
Agricultural Exports .
to total exports 789 538 618 578 - 543 580 604 526 46.3 427
Tea 48.5 374 35.1 306 2= 29.63 33l 428 33.2 FT255127.0
Rubber 153 164 14.7 13.7 108 114 8.8 71 7o 7.1
Coconut 9.6 111 7.0 6.8 7.0 76 5.7 8.5 7.0 6.4
Minor export crops 555 54 5.1 6.6 6.9 5.9 3.7 3.8 344 22
Production of Agriculture

Unit 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
Tea 000 Mt. 199.0 206.4 1914 2099 187.8 1793 208.1 214.1 211.1 2133
Rubber 000 Mt. 1556 153.0 1331 12490 1252 1400 1419 1375 1378 117.3
Coconut Mn Nuts 2,207 2,393 2,026 2.258 2,521 2312, 1.942 2,953 3,039 2167
Paddy 000 Mt. 1,891 1,917 2133501930 2,156 2479 2420 2,661 2,588
Fish 000 Mt. 1577 168 188 207 217 221 169 175 183 190
Other Food y
Crops °000 Mt. 750 602 556 745 994 1,142 748 769 723 A i

Source: Economic and Social Sta of

Dec.1986. National Acco
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tiens, the country tailed to reap the full

bgnefits of the increase in the prices

of these commodities in international
markets. in SDR terms, the earnings
from tea decreased marginally, from
rubber the decline was four percent

and from coconut it
Overall earnings from  agricultural
exports decreased by five percent,
falling from SDR 479 miliion in 1986
to SDR 458 million in 1987, despite
an improvement in prices.

L PLANTATION CROP SEC’I‘GR

e e cames

_ these two ob;eatxves

_ labour force on the fo
l f -tmuiar .

':Employment Output and Absorptwe Capacny Shrmk ,

“e,_‘ec;onamy far the next decade or so. Hence the
rop. sector will be clasely Imked with the develc:p«

. .durmg the last decade easts sermus daubts on the extent oi achr vemmts of

More recently the govemmant has recogmzed the importance of res suscita-
tmg and rehabmtatmg the tree crop sector with heavy reliance on producer
_ incentives, more state subsidies and 1mpxovement of institutional structures.
& _ Yet the need for empioyment creation and the implications of reham)vatwn »
. for labour absorptmn has not been adequateiy recognized. ‘ . -
- An important effect of the dechmng output in the tree crop JSC’ZOI has
_ been the failure to mamtam at least the level of employment generated during
l?%the 1960s by this sector. The empk}yment level continued to deteriorate
_along with the output level, where the absorptive capacity &hrmked Also
this placed the burden of providing productive emplcu ment for growing rural
op sector in general and the paddy secmr in par~ ,

<o e

whwh in turn contributed Iargely ‘
_growing budget deficits and to de-
it 'of labour On the whcle the, .

. mcentlves to producers -
| at resusmtatmg the sec-

was 23 percent,

armmg in the tea and rubba sectors -
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Tea

Tea production in 1987 increased
to 213.3 mn.kgs over a production of
211.3 mn.kgs in 1986, showing a
marginal increase of 0.9 percent. The
main contribution to this increase
came from low grown teas with pro-
duction in 1987 increasing by 7
percent to reach 86.4 mn.kgs. the
highest level on record. Low growns
also accounted for 49 percent of tea
production. In contrast high grown
tea production fell for the third con-
secutive yeer declining by 5 percent
to 73.4 mn kgs in 1987. The total
registered area under tea cultivation
has also been on the decrease in
recent years and the total area under
tea was down to 221,488 hectares
in 1987 from 231,000 hectares in
1985. The drop in acreage has been
attributed to alienation of marginal
tea lands for other uses.

The value of tea exports in 1987
amounted to Rs 10,654 million
{SDR 280 million) in compared with
Rs 9,253 million (SDR 281 mlihon)
in 1986. This represents an increase
of 15 percent in Rupee terms, but a
marginal in SDR terms;
entirely due to a reduction in export
of 3 percent from 208
million kgs. in 1986 to 201 million
kgs in 1987. In contrast, the average
export price in SDR terms rose by 3
per cent to SDR 1.39 per kg,
although the improvement in Rupee
terms, was 19 percent to Rs 52.97
per kg. The average price of Sri
Lanka teas at the London Auction
dropped by 9 percent, falling from
115.67 pence per kg. to 1056.21
pence per kg.

Rubber

The volume of rubber exports
declined more sharply, reaching a 4
percent decrease to 106 mn kgs in
1987. However, the average export
price (f.o.b.) rose marginally by 1
percent (16 percent in Rupee terms),
to SDR 0.73 per kg. (Rs 27.63 per
kg.) As a result, there was a decline
of 4 percent in export earnings in
SDR terms, but an increase of 12

decline

volume
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TABLE 7 VOLUME OF EXPORTS OF MINOR EXPORT CROPS (MNXG)

Crop 1976 1980 1982 1984 1985 1986 1987
Pepper 0.10 0.85 1.30 2277 1.12 1.28 2.02
Cinnamon 6.80 7.94 6.26 8.89 6.85 7.59 71507
Cardamom 0.16 0.16 0.21 0.18 . 0.19 0.27 0.19
Coffee 1.71 091 - 292 365 390 264 085
Cocoa 1.11 0.90 0.14 0.62 0.97 0.68 0.83
Clove 048 149 0.97 0.97 0.27 0.74 049
Arecanuts 2.37 548 2.41 2.20 0.39 1.21 1.58
percent in Fupee terms. In SDR under tapping has been evident
terms exports declined from 92mn since 1980.
SDR in 1985 to 77 mn SDR in 1987.
Coconut

FOB export prices were up from Rs
21/34 per kg in 1985 to Rs 27/63
per kg in  1987. The volume .of
exports were down from 120.2 mn
kgs in 1985 to 106.0 mn.kgs in 1987.

Rubber preduction was provi-

sionally estimated at 123 million.

kgs. in 1987, showing a 11 percent
decline over the previous year. This
is the fowest lavel of production on
record during the last two decades.
Production whichdeclinedduring the
first quarter of the year due to severe
drought conditions, dropped further
during the third quarter of the year
owing to reduced tapping in major
production areas due to heavy rains.
The up-rooting of a greater extent
for replanting activities too had _a
negative effect on production during
the year.

The trend of converting marginal
rubber lands particularly into tea,
and clearing of rubber lands for de-
velopment activities continued in
1987, contributing to a marginal
reduction in the total registered area
under rubber. Area under cultiva-
tion has declined marginally. from

205,500 hectares in 1985 to 205,100

hectares in 1987.

In 1987, the total area under
tapping decreased by one percent
to 165,665 hectares, which is the
lowest level recorded in the recent
past. The declining trend in area

ECONOMIC REVIEW APR/MAY 1988.

The sharpest decline  however,
was recorded from export earnings
of coconut products where the
decrease amounted to 23 percent and
in . SDR terms. from SDR 73 mn in
1986 to SDR 56 mn in 1987. This
was largely due to a significant de-
cline in the vaiue of kernal products
exports, of 24 percent (12 percent in
Rupee terms), to Rs 1,423 million
(SDR. 37 million) in 1987. The
volume of exports was almost re-
duced by half, from an equivalent
of 1,105 million nuts in 1986 to 538
million nuts in 1987. The reduction
in the volume of exports more than
off-set the favourable impact of a
significant price increase of 57 per-
cent (81 percent in Rupee terms),
from Rs 1.46 per nut (SDR 0.044
per nut) in 1986 to Rs 2.64 per nut
(SDR 0.068 per nut) in 1987.
Earnings from the export of coconut
by-products fell by 21 percent (8
percent in Rupee terms), to Rs 717
million {SDR 12 million) in 1987.

The total production of coconut
in 1987 was estimated at around
2300 miliion nuts which represents
a 25 percent decline from the output
of 3,040 million nuts in 1986. The
average domestic consumption of co-
conut is around 65 percent of the
total coconut preduction, ieaving an
exportable surplus of 35 percent
which was shipped in the form of
desiccated coconut, coconut oil and

a small guantitiy as copra ana fresh

nuts. :
Prices of coconuts moved

upwards  appreciably during the
period 1986-87 while quantities pro-
duced dropped substantially. The
average producer price .of coconuts
in 1987 increased by 80 percent.
The value added contribution in
current price rose to Rs 5,262.3
(Mn) in 1987 from Rs 3,5569.7 (Mn)
in 1986. In real terms the total value
added in the coconut growi}xg indus-
try which was Rs 1,004.4 (Mn) in
1986, had shown an increase of 0.7
percent over the year 1685. Produc-

tion was 3,039.5 (Mn) nuts in 1986 .

while the corresponding figure for
1885 was 3,958.0 (Mn) nuts.
Minor Export Crops

The term minor export crops
‘covers a weide range of economically
important spice and beverage crops
(cinnamon, coffee, pepper, cloves,
cardamom, cocoa, nutmeg and are-
canuts}. These crops are cultivated
in the wet and intermediate zones
af the country. The bulk of the pro-
duction is exported accounting for
about 6 percent of total export
earnings over the last decade. The
volume of exports of minor export
crops have shown marked fluctua-
tions from year to vyear. During
1987, pepper, cocoa and arecanut
recorded increases in export volumes.
Cashewnuts was another such crop
gaining importance,with volume of
exports doubling during 1987. The
volume of exports of nutmeg and
maize, cardamom and cloves,
however, declined By about 30 per-
cent during this period. Favourable
weather conditions in growing areas
however influenced production levels
to a large extent.

A mid country Perennial Crop
Development Project, covering 6,000
acreas in those highland districts
where there is most potential for
these crops, has been launched to
improve output and markstability.
Fertilizer issues to the minor export
crop sector increased by 35% from

2,358 mt, tons in 1986 1o 3,191 mt

tons in 1987, SLY. &CG.

13
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INDUSTRY ;

The contribution of the manufac-
turing sector to economic growth and
structural change has remained virtual-
ly unaltered during the last five years.
While the manufacturing sector has
grown about 6.2 percent during 1982-
1987, its share of GDP during this
period has remained around 15 per-
cent. As in the case of the other 'main
sectors of economic activity industry
too has maintained its same share of
GDP, indicating how little structural
change has occurred in the economy as
a v hole. The FinanceMinistry‘sNatio-
nal Planning Division expressing con-
cern over this situation states “The
present performance of the manufac-
turing sector is grossly inadeguate to
establish a firm industrial base for
future economic growth and employ-
ment creation in the country.

The experience of developing coun-
tries which have reached a higher level
of economic. development demonstra-
tes that the rate of growth of industry
has ‘to be much faster than that of
GDP. The industrial sector musi per-
form the role of a lead sector provi-
ding the necessary dynamism through
linkage effects to the other sectors of
the economy. The naed for such a role
is even mor2 actue in Sri Lanka in view
contribution man

turing could make to alleviate th

of the crucia

lance of payments Problem™:

In real terms the valus of industrial
output increased by 8 percent in 1987
compared with 12 percent growth in

the previous year.
of private sector industry rose by 15
percent while that of public sector in-
dustry declined by 1 percent. The mo-
deration in the rate of growth of in-

The value of output

dustrial output in 1987 was mainly
due to a decrease in public sector out-
put. The decrease is the resuit of a fall
in production in the National Textile

Corporation and of the very near static
petroleum output. Civil disturbances
continued to affect adversely the pro-
duction and distribution .of a number
of. public sector industrial corpora-
tions.

Amony the industrial sub-sectors
that recorded increases in output in
1987, were textiles, wearing apparal

ECONOMIC REVIEW APR/MAY 1988.

Percentage Share of Current Total Industrial Production

industry Category

1972 1977 1979

1961 1983 1984 1965 1987|°

33 27 20 25 24 27 29 7

1. Food, Bevera;ge & Tobacco 33
2. Textile, Wearing apparel & 3 .

leather products 16 10 11 13 18 21 25 29 32
3. Wood & Wood products gt s ol S os Sig B e ey
4. Paper & Paper products 3 4 4 3 3 3 3 3 3 3

a 5. Chemical, Petroleym, Coal & . :

Plastic products 23 3/ 41 52 42 40 34 27 28
8. Non-Metalic Mineral products 7 6 7 6 5 5 5 5 4
7. Basic Metal products 3 2 3 2 1 1 - - 1
8. Fabricated Metal products 13 8 5 3 4 4 4 4 4

Overall Industries 100 100 100 100 100 100 100 100 100

Source: Central Bank of Sri Lanka. * Provisional

and leather products (23 percent),
non-metalic mineral products (11 per-
cent), basic metal products (11 per-
cent), fibricated metal products (9
percent), wood and wood products
(4 percent), chemical products and
food, beverages and tobhacco products
(3 per cent each) and paper and paper
products (1 percent).

The three main product groups:
food, beverages and tobacco; textile
wearing apparel and ieather; and che-
micals, petroleum, coal, rubber and
plastics account for and add up to 87
percent of industrial output. The share
of engineering based industries reflec-
ted in the sub sectors basic metais
(1%) and fabricated metal products
(5%) remains relatively very small.

- The heavy concentration of indus-
trial output within the three main ca-
tegories, points to the significance of
these sectors in the economy in gene-
ral and ‘in the industrial sector in par-
make a
import
yort oriented indus-

ticular. These industries do

significant contribution to

subsitution and ex
trial developmept. Howsv
lative roles beeome less significant if
the share of value added shown in
Table 1, is taken into account. it is
evident that the subsectors wood and
wood products, non-metalic minerals
and fabricated metal products contri-
bute a larger share of value added. The
changes in the composition of

their re-

vaiue
added over time varies from that of
output in the various sub sectors. The

causal factors underlying variations in

value added over time cannot be ex-
plained without more detailed infor-
mation. Nevertheless, the data suggest
the nature of relative changes and ena-
ble one to assess the significance of
the different sub sectors, in terms of
value added.

Heavy dependence on imported raw
materials is one of the striking features
of the manufacturing sector. Approxi-
mately 90 percent of the inputs for
the manufacturing sector had been im-
ported in 1985. The details of the sub
sectoral dependence on imported raw
materials is shown in Table 2. The
table indicates that the wood products
and food, beverages and tobacco sub-
sectors were the last dependent on
imported raw materials. On the other
hand the basic metals, chemicals, rub-
ber and plastics and textiles and gar-
ments sub sectors relied almost entire-
ly on imported inputs.
investment :

Industrial development in the me-
dium term is expected to depend
largely on the ability of government to
implement the provisions of the indus-
trial Policy ' Statement issued in Feb-
ruary 1987. Investment
however, have continued to mount.
Between 1978 and 1987 the GCEC
had approved 253 manufacturing ven-
tures, of which 138 had contracted
for investments amounting to abecut
Rs 87 million. Between 1978 and
1987 the FIAC approved 528 projects
and the LIAC 7,496 projects. Despite
the continuing !

s

approvals,

Civi

disturbances in



Value Added as a Percentage of industrial Production

ndustry Category 1972 1977 1979 1981 1983 1984 1985 1986
1..Food, Beverages & Tobacco 46 42 éO 42 46 49 58 56
2. Textile, Wearing apparel &

leather products 55 39 20 17 15 18 24 26
3. Wood & Wood producis B8 " 61 49, b4 — 54 - "6 695 62
4. Paper & Paper products 35 44 49 42 43 44 47 49
5. Chemical, Petroleum, Coal & -

* Plastic products 55 & 31 15 17 14018 11 24
6. Non-Metalic Mineral products 56 61 62 47 59 52 57 54
7. Basic Metal products 20 22 24 19 27 11 83 13
8. Fabricated Metal products 36 36 48 52 60 65 66 64

Qverali Industries 38 38 32 27 26 31 34 39
Source: Central Bank of Sri Lanka; and the Ministry of Finance and Planning
some parts of the country, the invest- to Rs 7,837 million in 1988. Unlike

ment momentum in the industrial sec-
tor continued in 1987, if approvals are
taken as an indicator. The Local In-
vestment Advisory Committees
(LIAC¢) approved 364 projects in
1987, with a total envisaged invest-
ment of Rs 530 million and an em-
ployment potential of approximately
14,500 persons. Similarly, the Foreign
investment Advisory Committee
{(FIAC) approved 41 industrial projects
during the year, with an envisaged
capital investment of Rs 672 million
and estimated employment of around
5.000 persons. The number of projects
approved by the LIAC and FIAC in
1986 were 321 and 41 respectively.
The Greater Colombo Economic Com-
mission (GCEC) too approved 31 pro-
jects in 1987, compared with 10 pro-
jects in 1986. The total investment in
these projects is estimated at Rs 812
miilion, with an employment potential
of 8,970 persons, according to the

Central Bank.
Economic Overheads

And Social Infrastructure
Three major infrasturcture facili-

ties: transport; telecommunications;
and power and energy are covered by
economic overheads. All these facili-
ties, with the exception of road pa-
senger and goods transport, are public
sector responsibilities. Public capital
eipenditure on these infrastructure
facilities has increased sharply after
1977, from Rs 681 million in 1978
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economic infrastructure, which gained
considerably from foreign assistance,
investment in social infrastructure
such as education, health and social
welfare has depended largely on
scarce domestic resources, over which
there are a multiplicity of claims.
These social infrastructure facilities
have therefore suffered from an ina-
financial for
health,

dequacy of

expanding

resources

education and

welfare services to meet the require-
ments of a growing population. For
instance, total budgetary expendituré
on education as a percentage of GDP
in 1978-86 averaged about 2.4 percent
compared to 2.4 percent in 1970-77.
The period after 1977 witnessed an

upsurge in local and foreign invest- -

ments in the manufacturing sector.
The amount of local and foreign in-
vestment that the industrial sector at-
tracted after 1977 was unparalled in
the history of Sri Lankan industriali-
sation. Thehighest number of appro-
vals was recorded in the intitial two
years. This was because soon after the
introduction of the liberalisation poli-
cies entrepreneurs rushed to invest in
the manufacturing sector to cater to a
starved market. The substantial reduc-
tions in investment proposals since
1980 and the low level of implemen-
tation of the local industrial projects
suggests that the relative prices in the
economy have not been in their fa-

vour. A which covered 3,548 new in- !

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

dustrial projects by the Ministry of
Industries during January, 1978
August, 1985 reveals that only 30 per
cent were in production and 10 per
cent were to commence production
shortly. Projects that were abandoned
(or not started production) amounted
to 60 per cent.

A Central Bank economist com-
menting on the pattern of local indus-
trialisation states that the Sri Lankan
experience demonstrates that increa-
sed reliance on market forces as well
as “over protection’’ have obstructed
the development of the Sri Lankan
industrial sector. The South Korean
experience also proves that a proper
blend of market and non-market for-
ces would lead to a sound industrial
development. Korea's pragmatism is
combined with a considerable degree
of flexibility between market forces
and state intervention, A package of
policy incentives is therefore reqqu’ed
to reduce or eliminate the effects of
oriented industries
to excessive internatiznal competition
and ' over protecting import subsitu-
ting industries in a pragmatic manner.
Such a policy package can generate
dynamic which exceed its
static costs with a mininum level of
C.G.

exposing export

benefits

conflict.

Dependence on Imported

Raw Materials in the
Manufacturing Sector, 1985

Proportion of Total
Raw Materials

Category
o

(%)
1. Food, Beverages & Tobacco 20
2. Textiles and garments 97
3. Wood products 10
4. Paper products 60
5. Chemicals, Rubber and Plastics 98
6. Non-Metalic Minerals 53
7. Basic Metals 100
8. Metal products 59
IQA Others n.a.
Total &9
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INCOME DISTRIBUTION
Sri Lanka stands out among developing

~ountries for its achieverments in social and
human developments. This performance,
however, has not been equalled by its
achievements
Lack of adequate revenue sources, foreign
exchange constraints, increasing necessity
for welfare services and a growing popula-
tion continued to put pressure on the
government  budget. Although  social ! S
policies in Sri Lanka have contributed to
. human capital development, the corres-
ponding growth in the physical capital
formation necessary for enhancing the
productive and labour capacities of the
country has been lacking. Despite the fact
_that in recent years growth rates had shown
general increases (with the exception

tH

in the economic sphere.

CUMULATIVE PERCENTAGE OF INCOME

As the diagram indi- -
cates the growing dispa-

rich widened most in
the urban sector, where
the curve has dipped
most; while in the es-
.- tate sector the changes
‘were comparatively

CHART 2 - LORENZ CURVE FOR INCOME RECEIVERS BY SECTORS - 1985/86

rities between poor and w4

of 1987) still the living standards among negligible.

poorer sections of the population and
vulnerable",qroups have not moved up pro-
portionately. Increases in prices and living
costs, caused by the depreciation of the
currency and exchange rate and changes

1985/86.

Table 1 - Perqentage Distribution of Total Household Income by Per Capita
Income Deciles - 1981 & 1985 - All Island

income inequalities has’ continued upto

During the five year period between 1981/
85 the Gini Coeffcientvalue hasincreased

r " 3 +
t ¥ 5
10 E13 » © 50 .0 » o »’ 100

+
4

CUMULATIVE PERCENTAGE OF INCOME RECEIVEW

increased by 38 percent. The share of the
total household income received by the
richest income decile has increased by
42 percent over the 5 year period while
the shares of the total household income
receix'led by the other groups has shown

= Errtic a corresponding decline. The lowest three
e 1st- 2nd = 3rd  4th Sth 6th 7th Bth 9th  10th per capita income deciles have been affected
' by the highest declines ranging from 31
1085 2.4 3,8 45 53 6.2 6.9 83 10.0 13,5 388/ percent to 23 percent. The next highest
= : decline, ranging from 22 percent to 20

1981 3.5 5.3 5.9 6,7 80 ‘86 9,4 10,9 13,8 27.4 :
- percent, was recorded in the 4th , 5th and

in the food subsidy scheme, had their

from 0.42to 0.58 In otherwords, during

6th income deciles; while lowest declines
ranging from 11 percent to 2 percent
was recorded in the next three per capita

effects on income levels and prices of this period income inequalities has income deciles. This pattern shows that over
essential commodities particularly food ‘ Table 2 - Per Capita Income by Per Capita Income Deciles - 1981 & 1985 ~
Rerre. All Island (Rs. per month)
Over the last 5 year period overall pro- Deciles
duction and the Gross National Production ey 1st 2nd 3rd 4th S5th 6th 7th 8th 9th 10th
have been increasing though at varying rates. sabs
Together with this situation, however, (At current 84,7 140,9 179.1 216.1 258.1 308.5 376.2 479.8 606.7 1999.7
inequalities in income have also béen (ALY

1985

increasing over this period. For instance,
according to the consumer Finance and

(At 1981 con- 58.€
stant prices)

94.3 119,.8 144.6 172.7 206.4 251,7 321,0 442,0 1337,.8

Socio Economic Surveys conducted by the 1981 - :
: At t 54,9 82,2 99.5 118.3 13%,4 182,0 101,9 234,08 308.2 646.4
Central Bank of Sri Lanka, an increase ;“c::;'“’“ ; : 163,2 191.9 23 2.2 0646
in income inequalities can be observed M eetire
from 1973 to 1981/82. According to the increage in
: : ; : real per 3,1 14.7 20.4 22,2 23,8 26.7 31,2 36,7 43,0 107.0
Labour Force and Socio Economic Surveys iy i ?
conducted by the Department of Census ::mi (g;;m
A » (o]
and Statistics, this trend of increasing
ECONOMIC REVIEW APR/MAY 1988, 19



the period incomedisparitieshave increased
in a way that those at the lower end of the
income scale have been most affected.

Despite the increase in inequalities in
income distribition, real household income
has increased over the period. The mean real
income of a typical household has increased

from Rs. 881/- to Rs.1,450/- or by 65

10 percent in the country.

Over the 5 year period from 1980/81 to
1985/86 the relative importance of income

sources has changed considerably. In 1980/

81 almost half of the earned income inthe

island was from the sources of wages and

salaries. In that year in each sector(Urban,

Rural and Estate), the major income sources

percent from 1980/81 to 1985/86. This were wages and salaries. In 1985/86 impor-
Table 3 - Percentage Share of Income by Source of Income - * Sectors.
SO ot Urban Rural Estate
1985 »1981 1935 1981 1985 1981
1., Wages and Salaries 33113 49.8 35,2 41.5 78.6 84,9
. Rents, Dividents,
Interests etc. 2.8 3.4 0.9 0.7 0.4 1.0
3. Other cash e.8 11.4 8.7 11,4 1.9 4,2
4. Profits from business 40.7 23,7 34,5 29.0 4.2 4.0
5. Goods & services 4.7 2,0 5.2 1,4 101 4,2
6. Home grown produce 0.9 1.5 8.1 11.5 3.6 3.3
7. Rental value of owner
occupied house 6, 8.0 4,5 4.4 0.2 0.2
8, Food stamps 1.0 n.a 3.4 n.a 1,0 n.a
increase was mainly due to two reasons; tance of w laries had decreased,
ir in the number of income receivers while from
0ld (by 31 percent) and increase business had 985/86 the

income of income receivers

percent) over the corresponding

- as the per capita income deciles is

be seen that real per

©s5 was 1

the major

since a large majortity of income earners

in this sector are wage and salary earners.
Inequalities within major income sources

has increased over the 5 year period and
this has contributed to increases in in-
equalities in overall income distribution.
Inequalities increased particularly within
two major income sources, narﬁely profits
from business and wages and salaries which
contributed a large share of total earned
income in both vyears (74 percent in 1980
and 62 percent in 1985). This has become
a major influence in deterioration in overall

income distribution.

The mean valueof real per capita income in
the island had increased by 53 percent
from 1980/8!1 to 1985/86. In addition,
overall increases were apparent in each
sector too, but atvaryingrates. The highest
rates of increases in per capita income
have 'been recorded in the urban sector
while the next such increase has been in

the estate sector. The lowest increases in

per capita income have been in the rural

or. Real per capita

ighest rate

proportion of

rban sector?

the while the

hy
oy

Udi

AARIta ey e | Semeie ~ ~ M = 2 e .

capita Income has increased in each level income ein the rual e ¢ disparities n the estate sector.

of ip (income deciles) over the

A ML ; Gini Ratio (G) e of Incqme (%) for the Major

period. However , as a result of increased il sy byt Jy 8fThe Mg

; - o : $ Sources of Household income - All Island.

income inegualities the increase of income

received by the richest decile has been r 1985 1081

considerably high. For instance, the increas- 5 Source WG" 2 G -

= dri % ] t 1 e

iIng rate of real income over the period §~ & o

o e PR | X

was 3.1 percent in the lowest income | 1. Wages and Salaries 0,31 36,7 0.25 49.8

decile and 4 rcent | i ecile { ) :

ecile and 43.0 percent in 9th income decile i 2, Other Cash 0.55 8.7 0.19 11.5

while it was 107.0 percent in the richest i ;

) il { 3. Profits from Business 0.62 35.2  0.47  23.7

income decile. This analysis condludes that |

¥ 33 ; | 4. Rental value of Uwner

although there was an overall increase in ; Occupied House 0.42 5.1 0.39 8.0

earned income over the period, due to : : ; LT P e ; : ;
was equal to income from wages and This disparity has increased over the 5

the increased inequalities a very large share

of increased income has concentrated
more among the richer income groups,

the hands richest
“Real income has been estimated deflating

current inccome by Colombo Consumer
Price Index.

particularly in of

20

salariess and in
and salaries ‘stili
source. These changes are mainly, a result
of the
country particularly in the Urban sector.
However, the sector wages and
salaries remained the major income source,

the estate sector wages
remained a major income

increasing business activities in

estate

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

year period in all three sectors.

The main reason for the lowest disparity
and lowest increase of disparity in the
estate sector is that a very large majority
of income earners in this sector are estate
labourers who have earned wages and

salaries at a very similar rate over the period,
H.L.
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CAPITAL FORMATION

ft is apparent that "a deceleration in
economic activities occured after 1983.
The average overall growth of the economy
between 1983 and 1987 was 4.l percent,
as against a planned growth of 5.5 percent
for the period. One of the more serious
outcomes of this trend in growth was the
weakening of the employment situation.

Investment during the period fell far short
of the level required in order to create

jobs at a rate necessary to make a dent
on rapiﬂly worsening unemployment
problems. With an estimated 159,000
new entrants into the labour force
each year, accelerated job creation was
no doubt a key issue in economic

growth. the 1987 data shows
that over 86 percent of the Gross Domestic

Product was used for consumption
(private and public). Thus Domestic Savings
amounted to about |4 percent in the
5 year period. External inflows"amounting
to about 11 percent of GDP enabled the
country to maintain an average invest-
ment/GDP ratio of 25 percent. If the
National Savings concept (which includes
net private transfers from abroad) is used,
ﬁnahcing of investment appears as being
16 percent national resources against
9 percent foreign resources.

Most indicators, however, reveal that
investment activities have been passing
through a declining phase since 1983.
However, there is evidence that a certain
amount of slowing down started even
before the ethnic crisis erupted in July,
1983, though the continuation of civil
strife exacerbated this trend. Private invest-
ment, particularly investment in tourism
received a serious setback. in this situation
the public investment programme,
albeitdrastic reductions helped to maintain
some momentum in economic activity.

Capital Expenditure, net of Repayments,
of the Central Government has varied
between 13 to I5 percent of GDP in the
period 1983 - 1987. The composition of
this aggregate itself underwent a significant
change in the 5 year period. Allocations
for agriculture and irrigation fell sharply
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from about 46 percent to about 30 percent,

while that for economic and social over-
heads increased from 41 to 63 percent.
Allocations for industries remained at a
low level of 1 percent.

The composition of total gross domestic
fixed capital formation (GDFCF) by
broad sectors-and by grouup of capital
assets in the period 1982 - 1986, according
to National Income data are shown in the
following table.

Average Composition of GDFCF 1982 ~ 1986

higher - rates of investment and economic
growth in subsequent years. There was
increasing pressure however, on the
resource situation;while the resurgencein
economic activities created conditions of
excess demand in the economy the domestic
savings were in-adequate to meet the
demand and the new investment had to be
financed mainly through foreign savings
and drawing down of external resources
to a lesser extent. Monetary policies
introduced during the post 1977 eriod had
to attempt achieving a balance between

2. By group of capital asset

Construction 46.8
Land 12.0
Machinery, and Equipment 41.2
TOTAL 100.0

percentages
1. By broad sector
Agriculture 16.3
Mining and Manufacturing 14.5
Construction and Services 69.2

growth and stability in the economy. The
monetary authorities often resorted to
achieve

administrative ~ measures  to

specific monetary targets.

Resources and Utilization

The Planning Division of the Ministry of
Finance had noted that considerable uncer-

3% Based on Department of Census and Statistics data.

MONETARY DEVELOPMENTS
The introduction of the new economic

4 tainitycharacterized the resource position
of the country at the present time. This
is caused not only by the highly variable
external factors but also by the unsettled

policies in November 1987 led to much conditions within the country. The major

Total Resources and their Utilization (Rs. Billion)
Total
1987 1988 1989 1992  1988-92
1. Total Resources 216.9 2448 270.7 352 1487.3
(110) (110) (109) (1086) ~108)
(a) 'GDP at market prices 196.7 223 249.4 331 1380.1
i (100) (100) (100) (100) (100)
(b) Net Imports of goods and 20.2 21.8. 21.3 21 107.2
: “non factor services (10) (10) (9) (8) (8)
2. Total Utilization 216.9 2448 270.7 352 1487.3
°  (a) Consumption 171.56 193.8 214 276 1174.2
of which (87) (87) (86) (83) (85)
- Private 151.8 173.7 192.5 247.6 1054.6
(77) (78) (77) (79) (76)
- Public 19.7 20.2 215 28.4 119.6
(10) (C)} (9) 9) 9)
(b) Investment 45.4 50.9 56.7 76 313.1
of which (23) (23) (23) (23) (23)
- Private 20 22.6 23.7 39.6 148.1
(10) (10) (10) (12) (11)
- Public 25.4 28.3 33 36.4 165
(13) (13) (13) (11) (12)

3. Financing of Investment
(a) National savings 30 33.9 39.8 58.8 227
(15) (15) (16) (18) (16)
(b) Foreign Savings 15.4 17 16.9 172 86.1
(8) (8) (7) (5) (8)
Note 1: Figures in brackets indicate percentages of GDP
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iong terr problem appears to be one of
inadequate domestic savings. The attempt
to maintain a reasonable rate of growth
of incomes and employment in the past
decade brought positive and encouraging
results. Yet, ithas not moved the country

much closer to the goal of self sustain-
ed growth .

Employment opportunities have not been
growing at rates adequate to absorb the
growing labour force and thedependence
of domestic investment on foreign savings
has not diminished.

The Public Investment Programme [988-
1992 has taken note of this problem and
suggested remedies on the following lines:
“in short term, there has been the ever
present tendency to slide back to a high

inflation and ‘acute external imbalance
situation, Since there appears to be a

trade off between accelerated growth and
economic stability, the most important
need now is to find a workable reconcil-
lation of the long term with the short term
development  objectives. Of particular
importance is the need to maintain an
overall growth rate high enough to make
an appreciable reduction in the rate of
unemployment. The programme presented
below is indicative of such an approach’.
The first three years 1988 - 1990 follow
" closely the targets set for the Policy
Framework.

The more important features of the macro-
economic framework 1988 - 1992 have been
summarised as follows:

1, The Gross Domestic Products (G‘DP)
grows -at an average rate of 5.3 percent
per annum. This implies a per capita
income growth of about 3.6 percent.

2. The Gross Domestic Capital Formation
(GDCF) remains at 22.6 percent of
GDP (average) and the National avings
ratio improves to about 17.8 percent by
1992. This implies a certain reduction
in the dependence on foreign savings.

3. The share of private investment in the
GDCG increases to about 52 percent
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from the present (1988) level of 44
percent.

4. Public Consumption as a percentage
of GDP declines to about 9 and remains
at that level throughout the period.
A positive marginal savings ratio is
achieved mainly by a reduction in
Private Consumption.

5. As a percentage of GDP, the overall
deficit in the Budget declines from
11 to about 8 in 1992. A steady decline
in government capital expenditure/GDP
ratio is mainly responsible for this
decline.

PRICE STABILITY

The price movements (of goods and
services) reflect internal stability of the
economy. Amongst the principal
méasures of price movements used in
Sri Lanka are (1) the Colombo Con-
sumer” Price Index (CCPI), (2) the
Wholesale Price Index (WPI), (3) the
GNP deflator. The CCPl which is the
most cognent of them all (1952 = 100)
reflecis the cost of living implications of
price movements. During the first five
years of the decade under reference
(1978-1987), the inflationary trends
measured in terms of the CCPI showed
an increase of 17.16 percent per annum
which is regarded as unprecedented in
the post independent history of Sri
Lanka. However, during the second half
‘of this period, that is 1983-1987, the
price levels showed a stabilizing trend
and the average increase dropped to a
rate of 9.02 per annum. Much of this
drop ‘could be attributed to the meagre
1.4 per cent CCPI increase recorded in
the year 1985. However, during the last
two quarters of 1987 the price levels
accelerated showing a new momentum
perhaps giving warning signals of the
possible trends in the period ahead.

The price increases as depicted by
the WPI and the GNP deflator provide
slightly different figures, although the
general patterns reconcile with that of

: the CCPI trends. It should be noted that

these three indices measure different
facets by inflationary movements and
therefore accompany their own limi-
tations. ]

Some of the macro economic vari-
ables affecting the degree of price in- .
stability during this period have been
the deficit financing, budgetary allo-
cations to sectors that are non-pro-
ductive (eg. defence) increase in money
supply, exchange rate depreciations
(discussed) below), production losses
due to ethnic disturbances, floods,
drought etc. and elimination of con-
sumer subsidies. During the 1978-82
period the increase in money supply,
the high interest rates, exchange rate
depreciations and investment on long
gestation projects have been the main
contributory causes for the high raté of
inflation. On the other hand during the
past five year period (1983-87) the most
important factors behindtheinflationary_
trends had been the supply shortages
of consumer goods, increasing defence
expenditure and  related deficit
financing, and the increases in money
supply. However, it has always been a
combination of causes that has affected
the price movements of goods and ser-
vices, and therefore separating specific
causes of inflation appears a rather diffi-
cult if not misleading exercise.

A sector-wise classification of
movements in price levels shows the do-
mestic and consumer sectors to be the
most important purveyors of increasing
price levels. In short, much of the
inflationary pressures seem to have ori-
ginated from domestic sources which
contrasted with the type of inflation
experienced in the mid 1970's during
which period the inflation was mainly
imported or originated outside Sri
Lanka. The acceleration of inflationary
trends during the latter half of 1987
has been mainly due to the production
drops emanating from drought and un-
settléd political conditions in some parts
of the country.

The impact of these price move-
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ments have been felt seriously on the
purchasing power of currency notes, as
reflected by the increased demand for
currency notes in the higher denomi-
nations of Rs 500 to Rs 1,000. Accor-
dingly, the share of these currency notes
in the total currency issue increased by
61 percent in 1987.

Exchange Rate V:ovements

The exchange rate movements re-
flect the external stability of the local
currency, through which the purchasing
power of .the local currency as against
the currencies of the country’s major
trading partners is compared. Conse-
quent on the economic reforms intro-
duced in 1977 there was a (i) unifica-
tion of the echange rate at an initial
level of Rs 16 per 1 US Dollar (ii)
liberalization of invisible payments
abroad, (iii) abolition of licensing
requirements and other exchange con-
trol systems, (iv) removal of trade mo-
nopolies (the Sri Lankan rupee was
officially depreciated by 46% overnight,
though this note does not deal with this
initial devaluation). During the past
decade (1978-1987) the Sri Lanka rupee
has depreciated against all the major
currencies of Sri Lanka’s principal
trading partners. . The rate of deprecia-
tion has been comparably low during
the first five years (1978-82) in all
currencies and in the case of French
Franc the Sri Lanka rupee recorded an
appreciation of 18.07 during this
period. However, during the second five
year period (1983-87) the rate of de-
preciation seemed to have accelerated
indicating a sharp decline of the pur-
chasing power of the rupee against the
Deutsche Mark, French Franc and Yen.
As a result, the cumulative change of
the exchange rates during the 10 year
period have shown a sharp depreciation
in the rupee against the Yen (67%)
Deutsche Mark (55%) and SDR (51.7%).
The rate of depreciation of Sri Lankan
rupee has been very significant in the
year 1987 in which year the rupee de-
preciated by 26.27% against the Ster-
ling Pound, and 28 percent against the
Yen which seemed to be unpreceden:
ted during the last ten year period. -
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The effects of these exchange rate ~

movements on the Sri Lankan external
payments and the domestic price move-
ments depend to agreater extent on the
nature as well as the intensity of foreign
trade using different currencies. The
concept of Effective Exchange Rate
(EER), deals with this aspect of external
paymnts position together with move-
ments in the cross exchange tates among
key currencies of major trading partners.
The nominal effective exchange rate
(NEER) which is weighted against trade
flows as well as the real effective
exchanae rate which is adjusted accor-
ding to inflationary trends in the res
pective countries has shown a sizeable
depreciation during the past few years.

As a result of the recent setback in
oil prices most of the oil producing
middle eastern countries were facing
serious constraints in their economies
and in implementing some of the larger
projects they planned. The construc-
tion boom started in late 1970’s was
clearly tapering off, with substantial
cuts being introduced in their budgets.
The demand for unskilled migrant
workers was therefore rapidly dwindling
while prospect‘s for skilled workers are
also being threatened in some states
by the local labour force. The bulk of
the workers who migrated to these
Middle East countries from most
South Asian States,including Sri Lanka,
were unskilled manual werkers and
many of them were no longer needed
and were compelled to return to their
own countries. This adverse trend was
expeéted to affect the already vulne-
rable economies of these Asian
countries. In Sri Lanka’s case the drop
in remittances has not been as drastic
as it was expected to be.

Balance of Payments

Despite the apparent drop in
private remittances and the drastic”
fall in receipts from tourism and most
exports, and also increasing interest
and service charges on foreign loans, a
favourable trend is observed in -the
balance of payments from around 1982.

This trend is the continuous reduction '
of the current account deficit, as seen
in the table below.

The current account deficit as a
ratio of GDP reached a peak of 19.8
percent in 1980. This ratio came down
to 15.4 percent in 1982 and fell
gradually to 7.9 percent by 1987.
There was an unusually large drop in
1984 due to the high prices fetched by
Sri Lanka’s traditional exports. Also,
the slowing down in the flow of im-
ports dnd the upward shift in private
transfers contributed to this improve-
ment. On ‘the average, the current
agcount deficit as a ratio of GDP was
around 8 percent per anfnum in 1984-
1987, as against 15 percent in- 1980-
1983

Export earnings recordad a steady
increase during the 1978-1984 period;
with export earnings rising (in SDR
terms) at an average annual compound
rate of 14 percent over these¢ years. But
tois trend was reversed trom 1985
mainly due to the decline in traditional
export prices. In 1987 the total value
of exports was only SDR 1061 million
in comparison with the level of SDR
1432 million 1984. WMeanwhile,
import payments which reached a peak
in 1985 was kept at a low level in 1986
and 1987. This was partly due tc the
completion of many development proje-
cts, in particular the Mahaweli -head-
works programme which required  a
large volume of imported capital goods.
The downward trend in foreign prices
with respect to'some major commodity
imports after 1983, also helped to
reduce import payments in subsequent
years. A metric ton of rice which cost
SDR 204 in 1983 was down to SDR
149 in 1987; while a metric ton of sugar
was down from SDR 251 in 1983 to
SDR 167 in 1987. In this same period
wheat prices dropped from SDR 161
per kg to SDR 97per kg and crude oi!
from SDR 28.4 per barrel to SDR 14.2
per barrel.

in

The decline in import payments
also contributed substantially to ease
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Balance of Payments—Analytic Prescatation 1983 — 1987

SDR Militon
ltem

1985 | 19860y | 1937¢b)
7 SEae e el b sl
b ‘\"E'l‘:;':lm ; 1,296 1,029 1.0°8
Imports o 2,007 1,678 1.605
2. Services B SRS i R (10 B R R
© T Receipts 32 323 291
Payments 456 432 411
B. Goods and Services (1 +2) - 84 |- 78 j- 6
4. Translers (Net) 434 33 ATl

: s
Private (Net) ..: ﬁ; f;l ﬂg
Official (Net) ..! iR S
S. Current Account Balance (3 ¢-4)--|- 410 |- 36} |. 266

the country’s balance of payments
difficulties. Total imports which am-
ounted- to SDR 753 million in 1978
went up to SDR 1811 million by 1983.
Payments’ reached a peak of SDR 1990
million by 1985 and kept coming down
thereafter. In 1986 total imports were
valued at SDR 1659 million and in 1987
at SDR 1584 million.

Value of consumer intermediate
and investment goods imports have all
declined progressively after 1985.

A notable weakness was in the
services account of the balance of
payments which continued to be in
deficit throughout the period 1982-
1987, as seen in the table. The deficit
expanded from SDR 56 million in 1983
to SDR 114 million in 1987. A major
factor responsible for this adverse trend
was the decline in tourist earnings.
Theseearnings amounted to only SDR 48
million in 1987 as against a peak level of
SDR 117 million in 1982. This resulted
in making net earnings from travel ne-
gative in 1987 for the first time since
1969.

Net outpayments on interest with
respect to foreign loans also aggravated
the imbalance in the services account,
as seen in this table. The increasingly
large budgetary capital expenditures of
the 1980’s continued to be financed
through foreign resources. This- situa-
tioh necessitated the raising of foreign
borrowings throughout this period, and
the country had also to face the in-
evitable increase in service payments
on these loans. A large part of the
budgetary funding from foreign sourres
was obtained on a concessionary basis,
but certain public enterprises such as
Air Lanka and the Shipping Corpora-
tion raised commercial borrowings to
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meet their capital requirements. Interest
payments on all such commercial loans
have accounted for a considerable pro-
poriion of the total interest payments
in recent years. Meanwhile the inflow
of private transfers also declined gra
dually after reaching a peak in 1984.

FOREIGN DEBT

Foreign funding has been a major
source of financing Sri Lanka’s Current

economists, however, maintain that
although foreign capital has assisted
developing countries in many ways
many of these countries have run inco
major debt service prcblems; although
in Sri Lanka’s case this problem has not
been as severe as in some other deve-
loping countries.

The rapid increase in the debt
service ratios in recent years suggested
a need for specific action in economic

External Debt Service Payments 1983 - 1087
SDR Million
Item
1983 1984 1985 | 1986(a) | 1987{b)
Gaa el
. Debt Service Payments .1 287.1 308.0 340.6 356.7 391-1
! L1 Amortisation 1 1265 132.3 165-5 213.4 256-1
(i) To IMF 46-2 22.7 35.8 58.5 69-4
(ii) To Others s 80.3 109. 129.7 154.9 185-7
1.2 Interegt Payments ..] 160-6 175.7 1751 143.3 135.0
(i) Tp IMF | 0.8 31.4 27.1 21.3 18.3
(ii) To Others .1 1298 144. 148.0 122.0 115.7
{ M dis
A e T ot e L 619010582 6 1,31
3. Receip.. frg:l Mercha:jutli,is_c
2 . :
T 1580 | 2,049.6 | 1,906.6 | 1,622.4 | 1,620.0
4. Deud Service Rauosic)
4.1 As a percentage of 2 above
() Ovcrall. Ratio 21.9 17.5 21.0 26-4 28.5
(ii) Excluding IMF Transacuons 16-0 14.5 17.2 2.5 22.1
4.2 As a percentage of 3 above
11 Overall Ratio ] 181 150 1 179" 220 23.8
(ii) ExcludingIMF Transactions 13.2 12.4 14-6 17.1 18.5
e 4

Account deficits over the last decade.
The overall foreinn debt has increased
considerably over this period while total
debt service payments have more than
doubled over the last decade. The
debt servic~ ratio which is defined as
the ratio of the service payments to
total exports of goods and services had
reached about 28 percent in 1987.
One interpretation is that the funding
from foreian sources has offered strong

support for Sri Lanka’s development

programme and consumer requirements
over the last 10 years. Moreover, much

of these borrowings have been at con-

siderably lower interest rates and over a
long term repayment period. Some

Source: Central Bank of Sri Lanka.

‘policy and development programmes.

The debt service ratio as a pgrcentage
of GNP had moved up over the five year
period, from 2.0 percent in 1961/
1965 to 5.5 percent in 1971/75 and 8.0
percent in 1981/85.

It reached about 28 percent in
1987. This upward trend in the coun-
try’s Debt - Service/ GNP ratio has
caused fears that its debt servicing
could become a severe problem for the
government budget and the balance of
payments situation, particularly if the
overall economy is unable to generate
the required resources to meet imports
and these debt service commitments.

U.V.&WS.
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SRI LANKA’S ECONOMY AND |

THE EXTERNAL ENVIRONMENT

S.G. Dr. Corea, this conversation will range over some
issues germaine to Sri Lanka as well as to the global en-
vironment of Sri Lanka’s economy. Your opinions are
valuable because you were involved in planning exercises
in Sri Lanka, as well as later serving as the executive head
of UNCTAD. First a broad question. You were planning
for Sri Lanka’s economy in the 1950’s, now nearly 30
years later, how do you see Sri Lanka’s economy in the
light of the external environment?

G.C. The first comment I wish to make is that even in
the 50’s, the impact of the external environment on Sri
Lanka’s economy and on economic plans was most
important. We had, even at that time situations where
the prices fetched by our primary products such as tea,
rubber and coconut were weak, After the Korean Boom,
there was a short fall in prices and ever since then there
has been a tremendous sluggishness in the marksts for
each of those commodities.

There were ups and downs during that period.
You will recollect that in the mid 60’s we introduced
partial liberalisation of the economy, through the FEEC
scheme. Shortly after there was a deterioration in our
terms of trade and this made it necessary to increase the
FEEC rate. This was a set back and was contrary to the
original assumptions on which the scheme was designed.
So even at that time, there was that basic weakness.

Since then, there have been changes in the ex-
ternal environment but not changes for the better. The
adverse trends in the primary commodity market has
continued in the recent period. Since the 80’s, the prices
of commodities as a whole, not just tea, rubber and coco-
nut, droped. to levels comparable in real terms to what
were attained in the depression of the 1930s. On top of
that, there has been the change in oil prices which further
aggravated the deterioration in our terms of trade. In this
period some developing countries were able to eprrt
manufactured products to the markets of the North. But
we were not in a position to take advantage of that; so
for us the export of manufactures did not play the role
they played in some of the Newly Industrialising Coun-
tries (NICS) as a replacement or substitute for primary
products.

We have of course had some opportunities. The
Middle East labour market proved to be a big outlet for
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our l;bour and a source of good support to our balance of
payments. That is one facet of the external environment
which is different to what prevailed earlier. There has
been also a growing increase in our trade with other de-
veloping countries. More and more of our tea, and to
some extent of our rubber, has been going to the deve-
loping countries.

Other changes have also taken place: The role of
the donor groups has increased. The IMF, the World Bank
and the other multilateral lending institutions have come
to play a much bigger role in providing resources to the
economy. The Aid Ceylon Group, now the Aid Sri Lanka
Consortium, which was set up in the mid 60’s has come to
stay and the external resources made available to Sri
Lanka by bilateral donors have certainly increased. In
those days, we did not have too much recourse to comm-
ercial banks. T think that has generally remained the case
today although some of our Corporations .have been
borrowing much more. So overall the external environ-
ment is still one which is not conducive to stability and
to long term planning in Sri Lanka. It has always been a
constraint, it has always been a source of uncertainity
and of course, in the recent period, it has been in many
ways a drag on development, not only in Sri Lanka, but
in most other developing countries as well.

S.G. You mentioned the ‘NICS’, couldn’t we have
followed their strategy in the 50’s and 60’s. Inspite of
turbulent conditions in the environment some of them
have continued to adapt wel!

G.C. Well, if we had got into the process of exporting
manufactured goods at that time we would have found
world market conditions more accommodating than now.
But, of course, we did not have the conditions then to
make such a performance possible. Our industrial base
was very small, our infrastructure was also very limited
and we did not have the political regimes that made it
possible for countries like Hong Kong and Singapore to
adopt absolutely open economic stances. But certainly
the prospect for entering into world trade at that time in
the field of manufactures was better than it is now be-
cause the protectionist trend in the West was then not so:
strong. Today protectionism is rampant as we see in the
area of textiles and so on. Many people are advocating
that developing countries follow the path of the NICS.
But they have not met the point that if all these countries
attempt to do so the markets capable of absorbing their
products would not be there.
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Somebody said, very rightly, that those who ad-
vocate open economies should, like the manufactuers of

lifts; say, how many people can go . up at the same time.:

If you overcrowd the lift it will not function. So, in a
sense and as a theoretical abstraction, you can say there
was a missed opportunity. But on the otherhand, I doubt
very much that conditions here were right for us to take
advantage of the opportunity in exactly the way that
some of the countries with exceptionally favourable cir-
cumstances were able to do.

S.G. You used the word “open economy’’. Now this
word has been used in a variety of different usages, often
very loosely. In one sense it is used as a contrast to autar-
chial development like that which happened to some
extent in large countries such as the Soviet Union or
India. ‘Open economy’ is also used sometimes loosely to
imply private ownership. Forgetting for the moment the
question of ownership and given the small size of Sri
Lanka, what do you think would have been the best de-
velopment path we could have taken? Let us take purely
economic growth as an indicator.

G.C. As you said that word ‘open economy’ is being
used in many senses. If one tries to envisage a Sri Lanka
which is self-sufficient, as you said in a sense autarchical,
I don’t think that is a practical option. We are too small
for that, we simply do not have the capacity to produce
within our own territory the vast and varied rdange of pro-
ducts needed for the development and modernisation of
our society.

I do not think that any small country has a choice
about that.. It has to enter into world trade in order to get
the equipment it needs for its own development
machinery, raw materials, capital goods and so on. I see
that in recent years even big countries are increasingly
feeling the impact of world trade on their economies. The
United States, for example, is today much  more depen-
dent on world trade; I think to the extent of about 12%
or 13% of its GDP as against 4% or 5% in the 50s. I think
this trend is true also of the Soviet Union and China. So,
in a sense the world is getting increasingly integrated and
inter-dependent and it is difficult for any country to opt
out of that situation.

Now there is another sense in which the word
“open economy’ is used: that is in the sense of libera-
lisation as against a controlled reginie, particularly in the
area of imports. Any country, even if it has to procure
its ‘imports from outside, can do so by allowing market
forces to decide what imports should come in or by
allowing this to be decided within a certain frame of state
policy. This is a different issue. I think we can admit
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the need for imports; exports, and world trade. But it
does not follow from- that, that the pattern of imports
should be totally unregulated, This is a choice that we
have. I think here, as with all developing countries, the
state has to play a role in encouraging those imports
which are necessary far development and discouraging
those that are less necessary. This need nor necessarily
be done by permits and controls. It can be done by
those that are less necessary. This need not necessarily
be done by permits and controls. It can be done by
import duties and so on. So I do not think that an
open economy necessarily means an absolute free-for-
all. The pattern of imports reflected by market forces
alone will only reflect the prevailing distribution of
incomes. In poor countries the latter has often to be
modified by state policy.

S.G. When UNCTAD started in the mid 60’s the
slogan was ‘“‘trade not aid”. Implicit was certain theo-
rising by Latin Americans which resurfaced a Leninist
view of imperialism in the world. This loosely implied
that the periphery was being exploited and set out a
confrontation model for North-South relations. Today
when one is getting into an increasing integration of
the world, one gets more and more incorporated into a
World system under the present rules. The leverage
possible for Third World countries to influence world
events seem to be getting less and less. Would you
agree?

G.C. Yes, but not about leverage. But I would like
to first comment on your observation regarding the so
called UNCTAD slogan of ‘“trade not aid”. When

" UNCTAD I was being prepared it addressed itself to

the existence of a ‘“trade gap’. That is, the import
needs of developing countries were growing faster than
their exports and there was, therefore, a gap which
had to be bridged if their growth objectives were to be
achieved. Now UNCTAD said it was better to bridge
this gap through trade; by increased export earnings.
But to the extent that the developed countries were
unwilling to bring about changes so that trade alone
could bridge the gap, UNCTAD argued the need for
residual aid to do this. Theoretically it did not matter
whether the gap was filled by aid or trade, but the
preference was to fill it by trade.

At that stage there was an argument the deve-
loped countries were making, that measures in the area
of trade were too difficult because they involved stru-
ctural changes, changes in trading mechanisms and so
on and that it might be easier to provide aid. That is
why they were exhorted to give more aid. Of course,
they did not do either. In fact they never accepted the
obligation to bridge the trade gap. But, all the same,
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although the UNCTAD philosophy was trade and aid,
trade was preferred to aid.

. Then on the philosophy of integration in the
period before Prebisch came to UNCTAD, he was very
much idgﬁtffiéa with the attempt to industrialise Latin
American countries through import substitution. And
Latin America did lay a certain basis for its industria-
lisation on the foundation of import substitution. But
already by the early 60’s it was beginning to feel the
constraints of this process. Part of the reason was that
import substitution proved to be inefficient, part was
that national markets were found to be too limited.
To some extent Prebisch sought relief in regional
integration to widen markets through co-operation
among neighbouring countries. But even that did not
proceed very far. By the time he came to UNCTAD,
his argument was really to create a better global
framework for trade that would meet the needs of the
developing countries,

You remember Prebisch’s thesis at UNCTAD.

The title of his report/'was ‘“Towards a new trade policy‘

for development” in which he urged changes in the
framework of world trade which would contribute to
greater resources flowing to the developing countries.
These changes were to be in three kinds - mechanisms

to strengthen commodity markets through commeodity

agreements; schemes for preferential ‘access for the
newly emerging exports of manufactures from deve-
loping countries and increasing resource flows through
concessional aid.

So, even at that stage, there was this idea of
creating a global environment more conducive to the
development process, rather than an alternative in the
way of more inward looking policies or even more
integration among the developing countries. The idea
‘of integration among developing countries as a group
',g:ame—f_sumewhat later. We should remember that at
that time the world economy was growing quite fast.
In the 50s and 60s world trade was increasing at his-
torically unprecedented levels and the demand of the
developing countries was to get on to that bandwagon
of expansion in the world economy. There were
appeals to developed countries to help in this by
making the trading framework more favourable -
by preferential treatment etc. Today of course there is

no bandwagon of world economic growth and the

situation is drastically different. But, the earlier con-
frontation was not so much in rejecting the inter-
national economy, but in changing its mechanisms and
Jts systems so as to enable the developing countries to
play a bigger part in it.
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S.G. - Part of the UNCTAD agenda and several Latin
American initiatives in general were subsumed under
the slogan dependencia. I can remember a paper by
Prebisch in the mid 70’s where he looks back at his
experiences and the beginning of the UNCTAD philo-
sophy. He recalled how UNCTAD thinking came out of
a feeling that it 'was necessary for Latin Americans to
not only break the shackles imposed by the global
economy but also by existing forms of dependent
thinking. He had felt that Latin American thinking
was a pale imitation of Western thinking, a second
hand version of somebody-else’s thoughts. So the de-
pendency perspective had: elements encompassing
culture, technology and so on. Even here there was a
confrontation dimension.

G.C Prebisch believed in confrontation in order to face
the developed countries with all the mobilised power
of the developing countries, but it was confrontation
to apply maximum pressure to change the global
systems. Prebisch was, of course, a great believer in
the centre-periphery relationship.

S.G. There was also the use of the word a “trade
union” of the developing nations in the mid 70’s based
on an industrial relations model, where the periphery
could band itself into a trade union of producers. So
that in all this there was a strong image ' of
confrontation.

G.C. Prebisch believed, and I think UNCTAD
believed, that you are not going to bring about basic
changes in the system without some kind of a struggle.
This required the application of as much leverage,
political and economic, that the Third World could
muster. 1 think one of Prebisch’s political contribu-
tions was the creation of the Group of 77, where for
the first time at UNCTAD I, the developing countries
came together as one unit, a kind of trade union to
negotiate and rally round common proposals.

Prebisch’s main thesis was that because of the
centre-periphery relationship the main impulses were
basically flowing in one direction from the centre to
the periphery - economic, cultural, political, tech-
nological impulses and so on.

But the conclusion he drew from this was that
the centre periphery relationshp would never change
by the operation of market forces alone. In fact, if
market forces are left to operate unregulated, the
centre periphery relationship will be intensified and the
centre would become more dominant and the
periphery would become more dependent. His whole
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thesis was to bring about through intervention, not
only nationally but internationally, a global system in
which these forces emanating from the centre would
be regulated, tempered, moderated and partially re-
placed by a growing surge of forces from the other
direction.

S.G. But looking back it seems, that it was a vain
hope because of historical circumstances. One felt
that in the mid 70’s, and one had the impression that
even persons in institutions such as the World Bank,
McNamara for example,were changing their tones.
Part of the rhetoric also changed for some of the social
democratic countries. I believe symptomatic of this
new approach was what we found say in the Stockholm
conference on environment the ‘What Now?. statement
from Dag Hammarskjold Foundation, the New Economic
Order resolutions and so on. But looking back now in
the late 80’s, there seems to be a retreat from many of
these positions. i

G.C. Absolutely. But there have been two phenomena.
One is what you have described. Therehas been a with-
drawal of the major developed countries from their earlier
commitments on co-operation for development. This has
been associated: with many things: their own changed
economic experience, rising East West tension and the

arms race, the oil price increase, stagflation, the need .

to control inflation and contract demand in their own
economies, and the subsequent recession. The impact of
all this on the world economy and world trade was rein-

forced by the advent to power of conservative, market.

oriented governments in the United States, United
Kingdom, West Germany and many other European coun-
tries. And as a result of these developments one has seen
in the 80’s a quite noticeable fact, a very dramatic fact:
the weakening of multilateral economic processes. Nego-
tiating processes are becoming increasingly difficult;
conferénce after conference ends up with practically no
results.

On the other hand, there has been another peh-
nomenon which is also significant. This is that the role
of the developing countries as a group in the world eco-
nomy has increased, partly because of the rise of OPEC,
and partly because of the emergence of the NICS. Today,
the share of the developing countries in world trade is
much bigger than at the time of UNCTAD I. The contri-
bution of the developing world as a whole to world GDP,
to the world economy, is around 20 percent; about the
same as that of the United States or of the Eastern Euro-
pean socialist countries or of the EEC taken as a bloc.

The dependence of the developed countries on
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exports to develdping countries has grown enormously.
Something like 40 percent of the exports of the USA and
Japan are now going. to developing countries, particularly
manufactured exports. In the case of Europe, it is about
30 or 35 percent. So the “presence” of the developing
countries in the world economy today is far greater than
before, and what happens in the developing countries
has its impact and its rebcrcussions on the developed
countries in a multitude of ways. The centre periphery -
relationship still holds as a dominat reality. But the centre
is somewhat less of a centre than it was before and the
periphery somewhat less of a periphery.

S.G. The centre has become more diffused.

G.C. More diffused and more multi-centred with the
emergence of Japan and the EEC.

“There has been a withdrawal of the major developed
countries from their earlier commitments on co-operation
for development....

Negotiating processes are becoming increasingly difficult
conference after conference ends up with practically no
results”’

S.G. One of the intellectual roots of the centre peri-
phery model is a Leninist view of imperialism. Under a

" Leninist view, one classically assumed that periopheral

countries were exploited and also that in peripheral
countries themselves one had an exploitative structure.

Now many of the UNCTAD positions had exclu-
ded the economic structures within the developing coun-
tries. It is as it were a partial fudge of reality. One mixes
under the same category a mixture of countries for exam-
ple as varied as North Korea and South Korea.

G.C. I think, what you say is true. UNCTAD has been
criticised for that, particularly by the North, for closing
its eyes to the deficiencies within the developing coun-
tries. But there are two reasons for this. One is that
UNCTAD is a forum for negotiation between si2tes and
UNCTAD puts on its agenda those issues which can de
resolved through negotiations among states. It does not
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put on the table for negotiation issues which have to be
resolved by internal changes of policies within individual
developing countries. UNCTAD does not provide aid to
individual countries, so it has no leverage on individual
country policies.

The second reason is that for international negotia-
tions UNCTAD had to put together a platform which
would mobilize the political unity of the South, For
that reason it had to pick on those issues, with inevitably
a certain degree of generality, around which all the coun-
tries of the South can unite irrespective of their own
internal policies and regimes. This of couise meant a
certain loss of comprehensiveness in the UNCTAD
platform. But in a sense there was no alternative to that.
Otherwise it would not have been possible to mobilise
the developing countries to present a common front to
the countries of the North.

But all this does not mean that UNCTAD and
those who were working at UNCTAD were not aware of
the fact that the global environment on which it con-
centrated so much was only a necessary condition for the
progress of developing countries. it was by no means a
sufficient condition. We talked about a New International
Economic Order, but there is no meaning to a New Inter-
national Bconomic Order if it is not paralleled by a New
National Economic Order within the developing countries
in which the same deficiencies we point to in the world
scene also operate on the internal scene.

§.G. The New International Economic Order (NIEO) is
now virtually a dead horse. The euphoria that existed in
the mid 70’s is no longer there. This is partly due to the
international system itself, of the UN system itself.
Because of the historical circumstances after World War
11 the major funding of the UN itself was by certain
countries in the North. These countries have tremendous
leverage, and especially when conservative governments
come in, this leverage can be very high. So that the very
instruments that you use to change the system, the UN
organs, are easily undermined. Why wasn’t a more ima-
ginative approach possible within UNCTAD?

During the Cold War the East-West confrontation
was viewed imaginatively, sometimes “thinking the un-
thinkable” to bring in new imaginative bargaining situa-
tions. Thinking was done on a very wide spectrum of
options and strategies. Some of these options were com-
pletely unrealistic, but an imaginative array of options
was laid bare. Such an array of strategies need not nece-

ssarily be limited only tc economic str ies, but could

encompass the whole spectrum of economics, politics
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technology, culture etc. So on hindsight of the last
twenty years do you feel that some larger areas were left
unexplored in the type of frameworks that were evolved?

G.C. Yes. I think one’s thinking can always be enlarged
in a variety of directions. But I have to cbserve that the

NIEO concept had its heyday in the time of oil power.

Shortly after the oil price increase of 1973 the Sixth
Special Sessions of the General Assembly convened and
the NIEO was proclaimed. Of course theNIZOwas not meant
to be a one shot affair. It was meant to reflect a process
in ‘which the developing countries would progressively
have a bigger say in the manaéement of the world
economy.

If you look at the details of the NIEO programme,
there is nothing new in it, but 2 putting together of all the
old UNCTAD demands and proposals. What was new was
its flavour, particularly in two respects. One was the
emphasis on systems change as against appeals for aid and
marginal changes here and there. The other was the stress
on collective self reliance on the part of the developing
couftries by coc-operating to increase trade and other
exchanges with each other and also to increase the
leverage with the North.

I think the '@'alidity of the NIEO concept is still
there. Today certain quarters in the North regard the
NIEQ as not just something obsolete but almost a dirty
word. But the fact is that at that time it was adopted
unanimously. No Northern country had the courage to
vote against it. There was this spectre of oil power and the
fear that something similar could happen in other areas,

Some couniries made reservations but the NIEQ was
adopted by consensus with everybody, including the
United States, going along with the consensus. Now, of
course, the situation has changed. But one of the reasons
why alternative seenarios such as you mentioned have not
proved practical so far has been that, accompanying the
change of attitudes of the developed countries, there has
been a perceptible weakening in the camp of the deve-
joping countries, With the decline in oil prices; the oil
countries lost their leverage; with the recession, the
developing countries as a whole became more vulnerable;
with the balance of payments gaps and detericrating terms
of trade, they became more dependent on the World
Bank and IMF; with the increasing debt crisis, they
became more sensitive to the responses of the creditors
in giving relief. Also there has been the lran-Ira
the divisions within th

tions of the developing count

. schisms in ti

the Arab League and so on. A

ost of such things pu

the developing countries against
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believed . that the only way to suarvive was through bi-
lateral dealings with the major powers rather than through
actions in the muitilateral fora. So there was an ccono-
mic weakening accompanied by political developments
and that was one reason why an alternative scenario
was not really formulated.

But people were mindful of all this. Today there
is an increasing talk about the need for developing coun-
tries to see in South South co-operation a kind of sub-

stitute for the failure of the North to respond. Recently

there has been a negotiation among the developing,
countries for a Globalised System of Trade Preferences
among themselves. Also, the South Commission has been
set up to strengthen South South co-operation and so
on. I feel, of course, that South South co-operation
should be seen by the developing countries as an end in
itself and not just a response to the failure of the North to
be helpful or to co-operate with them. But the fact is that

we argued that we needed these food subsidies in order to
keep social balance, social justice, and look after the poor.
At that time we had hardly any expenditure on defence
and I used to say that our subsidies were our defence
expenditure!.

one can strengthen the muscle of the South, both econo-
mic and political, and develop points of leverage. Then the
ability of the developing countries to come up with
alternative scenarios and to imblement them would be
greater. :

For this purpose, as I have always been saying, the
more powerful among the developing countries should
come out more in front. My experience in UNCTAD was
‘that this did not happen. The OPEC countries and the
Newly Industrialising Countries were not in the front rank
of UNCTAD negotiations. There is a very democratic
process in the Group of 77 and the leadership rotates on
variois criteria. The stronger developing countries went
along in UNCTAD giving support, but they did not come
out in front and give leadership or use their influence as
more powerful countries to get the North to be more
responsive to the platform of the South.

The North uses its bilateral links in furtherance of
its multilateral goals. If there is a problem in the UN or
the GATT, the Northern countries would certainly go to

the capitals of the developing countries and ask for
support. Developing countries hardly ever do that. They
do not use their bilateral objectives. Most of these links
are used to further their individual dealings in trade and
aid and so on. So, I think, that if you want to have these
alternative scenarios, you need to mobilise new weapons
and new ammunition. The first need_in the present situa-
tion is the mobilisation and strengthening of the ranks
of the South.

S.G. Also, one could add new thinking, I suppose this is
the idea behind the South Commission. But isn’t it ironi-
cal that this very humane person ex.President of Tanzania
Nyerere is heading it. The fact is that his total economic
strategy for Tanzania is in disarray and has been proved
unworkable. The Tanzania villagisation programme was
I think on hindsight a major disaster and his whole views
of development, Ujamaa included has now been subverted
and his country is now run on IMFmedicine. So it seems
that he is now an exile from a failed experiment abdica-
ting his country to IMF policies in his country. Isn’t it
rather ironical that he is now trying to bring about new
thinking?

G.C. I do not know enough about the internal history
of Tanzania, to make a definite statement. I have of
course heard it said many times, particularly in the North,
that Tanzania was an example of the failure of socialist
and semi socialist attempPtS at management. I have not
talked to Nyerere on this and I hope to do so one day.
But I do not know whether this judgement is fair.
Whether the real reason for the failure also has been that
the policy failed because no support was given to it.

Now it has also been said that Tanzania was a big
receiver of per capita aid, mostly from the Scandinavian

> countries. But, I do not know whether this aid was really

directed to the building up of the Tanzanian economy.
Nyerere’s acceptability comes not so much because of
what happened in Tanzania, but because of the fact that
he is seen as a man of singular integrity, honesty, selfless-
ness, as one who commands confidence as a disinterested
leader. This I have seen in his own personality.

But I have been wanting to put these questions
to Nyerere and so see what his assessment is of the Tan-
zanian experience. Of course, the criterion they use most
in giving low marks to Tanzania is the growth rate of
GDP. I do not know whether on other fronts like political
stability, income distribution and care of the weaker
groups, Tanzania’s record is still positive. These are things
that one should look at. But certainly, I would not say
that any of this disqualifies Nyerere from a leadership role
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in the South.

S.G. You mentioned also the aid package that came to
Tanzania and largely from Scandinavian countries,
possibly because the social democratic countries saw a
partial mirror image of them there. One also perhaps
notices a somewhat similar parallel phenomenon in the
case of Sri Lanka. In Sri Lanka by about the late 60’s
and 70’s, its indicators on income distribution, democracy

literacy, infant mortality were high. These | believe
pleased the social democratic countries such as the Scan-
dinavian countries and agreed also with the new thinking
in the Carter Regime. The World Bank also gave Sri Lanka
a fairly high ranking on a measure of income distribution
with growth. So, I believe one had by about the mid 70’s
a great predisposition for pumping aid to Sri Lanka. What
are yourl views on thie response of the international com-
munity to Sri Lanka and the nature of the aid inflows.

G.C. Yes. | think that there was a lot of goodwill for

Sri Lanka at various times and amongst the social demo-
cratic governments including the Scandifiavians. A good
impression was created by our social policies. :

On the other side, of course, the big Western
donors like the US, Britain, Germany and Japan had other
criteria as well in wanting to help, apart from general
political criteria like retaining influence with the develo-
ping countries through aid. They probably welcomed Sri
Lanka having a more growth oriented approach with a
; for market forces through
eralisation of the economy. Many of these countries

ater degree of lever:
1
i

1

at present have governments that are convinced that de-
veloping countries impose constraints on their own
growth by too much of state intervention, too much of
attempts to spearhead development through state aided
mechanisms when the machinery of the state itself is too
weak, So, I think the feeling that in Sri Lanka there was a
willingness to have 2 more open approach to these things
may have influenced some of the bigger donors, apart
from the Scandinavians, to come in more strongly par-
ticularly after the 1977 period.

S.G. So you see two thrusts. One is the sort of Scan-

dinavian social democratic oriented thrust and the second
would be the thrust .of as it were a market oriented pro

private sector thrust converging together. What is yoﬁr
reaction to the aid inflows into Sri Lanka, the quantum?

G.C. Now, I think in the Sri Lanka case, we have done
better than some of the other developing countries
and some of the more advanced countries among them
in that the bulk of our aid has been biliateral, on con-
cessional terms, and also through international insti-
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tutions. We have not had too much as yet of a com-
mercial debt, although that was beginning to grow at one
stage. So, if one looks at the termms on which aid has been
flowing into Sri Lanka. they could of course have been
better, but they gould also have been worse as in some
other countries.

The next point of course, concerns the wider con-
ditions that accompany the involvement of donors in aid.
Donors wouldn’t want to give aid to countries which have
been _distant to them or hostile. But when they go further
and begin to have a view of what is likely to be effective
in terms of national policies, theéy suffer the disadvantage
of not really having enough of a familiarity and of an
awareness of all the processes going on in these countries,
particularly the social processes. I feel that an under-
standing of the social dynamics underway in developing
countries is very weak amongst the donor agencies and
groups. They have a lot of ideas about what is good for
the economy and how to allocate resources and how to
make the system work more efficiently. But they do
not always remember that economic growth does not take
place in an economic laboratory. It takes place in a real
society in which there are all kinds of conflicting forces
at work. And if you ignore these forces and are not sen-
sitive to them and fail to do what you can to moderate
them, and temper theéem, then a good deal of outside
advice can prove to be not only harmful but quite
dangerous.

S.G. How would you view the relationship of agencies
like the World Bank and IMF with Sri Lanka. What is our
degree of autonomy, the extent of our bargaining and
degree of dependence. Where would you place Sri Lanka’s
efforts?

G.C. I could speak more authoritatively of the time I
was dealing with the subject because the Aid Group was
first started when I was in the Ministry of Planning. I
used to head the Aid Missions for five to six years and
during that period the donors had a certain disposition to
help the Government of Sri Lanka. But even at that time
they relied very much on the World Bank and the IMF to
be more or less a judge, an arbiter, of the soundness of
policies. It was necessary to get some kind of endorse-
ment from the IMF and the World Bank that these poli-
cies were sound in order to encourage the donors to come
in.

1 remember having many discussions, may argu-
ments, with the World Bank and the IMF on the ques-
tion of policies, particularly on the question of the li-
beralisation of imports, ow exchange rate policies and on



32

the question of food subsidies which they were trymg
hard to eliminate. We had to resist this and we had to
argue with them and tell them there were limits to which
we and the country were prepared to go. I remember they
applied enormous pressure on us to devalue the currency
after India devalued the rupee and the Pound Sterling
was devalued. This had been part of their medicine for
all the developing countries. But we pointed out to them
the social consequences of excessive devaluations in this
country. That is why we devised this FEEC scheme, of a
dual exéhange rate in which we insisted on essentials,
food, drugs, fertilizer and such things coming in at the
official lower rate whilst leaving other items to come in
at a higher rate on a liberalised basis. The IMF was not
too happy about this. Ultimately they agreed saying that
it was a wrong step in the right direction! They agreed
because we said there was no way in which we could have
a total devaluation and let living costs go up here. It was

the same with food and subsidies. They look at it very .

mechanically arguing that food subsidies were absorbing
resources which should go to development.

But we argued that we needed these food subsi-
dies in order to keep social balance, social justice, and
look after the poor. At that time we had hardly any
expenditure on defence and I used to say that our sub-
sidies were our defence expenditure!

I am making the point that the World Bank and
the Fund have a certain idea, a certain prescription,
which they believe developing countries should adopt. I
think it is for the developing countries to meet with them
and negotiate with them and argue with them as best
they could. This requires a certain amount of skill and it
also depends on the situation of a country. When a coun-
try is totally dependent, then its bargaining' power is to
that extent diminished. But of course, like any nego-
tiator from a developing country, all our experience in
negotiations is of negotiating out of weakness and, there-
fore of doing an exercise in persuation trying toachieve
our objectives as best we can. ;

S.G.  Leaving aside Sri Lanka as a case, if you look at
all the developing countries; what would be in your view

the *“ideal country, that has the best relationship with .

the World Bank and the IMF; in the sense of a good and
successful negotiating position.

G.C. I do not know of one, I think it depends also on
the situation of these countries, and their need for IMF,
World Bank and donor support. I do not know enough
about the practical position taken by individual coun-

tries. At one time, India was said to have negotiated succe-
ssfully with the IMF in resisting various devaluations. But
1 do not know enough about this, whether it is valid and
whether it has been sustained.

But today, I must say that almost all developing
countries have become vulnerable because of the world
recession and the charige in the global environment,
and perhaps the Bank and the Fund are more insistent
on their presumption than before. Certainly no parti-
cular country’s posture of independence has been pub-
licised. There have been countries which have refused to
negotiate with the IMF from time to time, including coun-
tries like Brazil and so on. But it is a shifting scene and
one doesn’t know to what extent this is part of the tactics
of negotiations, or whether it is a basic position which
they should sustain right through.

S.G. I am going to ask you what I think is a very unfair
question. Suppose some sort of Fairy God Mother came
here and gave you a blank cheque to restructure Sri
Lanka’s economy, what would you do?

G.C. Well this is better than being asked what one
would do if one were a dictator. You mean if there were
no resource constraints?

S.G. Let us put it this way, given the current external
restraints on Sri Lanka, how would you tinker with the
Sri Lankan internal system.

G.C. What I would try to do without saying how
successful I would be or how I would do it, is to follow
a policy and a path which would take Sri Lanka resolutely
and dynamically on the road of economic and techno-
logical progress. I do not think that we can afford, given

-our demographic situation and the expectations of our

youth to lag behind in this area. I would try to do that
whilst being very, very, sensitive to the social processes
and the possible negative side effects that rapid and
unbalanced development can have on a society. I think
one has to be always aware of that and deal with it in a
conscious manner. If one thinks that most problems
can be resolved as a by product of development that is
too simple. Even if it is true, it will be true only in the
very long run, after development has become a reality.
The danger is that if you take the attitude of only
emplas151ng development without looklng at the soc1al

process can be undermined by social unrest. So, I would
look as much as I can for a responsive and sensitive
policy which has balance - all of which is more easily
said than done!
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SOME ASPECTS OF FISCAL
POLICY IN SRI LANKA

P.B. Jayasundera

(From a paper on Fiscal Policy in Sri
Lanka since Independence in “‘Facets
of Development in Independent Sri
Lanka’)’

Deficit Financing

The availability of resources for
government spending depends on the
degree to which the resource base is or
can be mobilised. However, inadequate
level of revenue on the one hand and
the need for a higher level of govern-
ment investment on the other, necessi-
tates developing countries to mobilise
additional resources through deficit
financing. @ Government  investment
outlays can be financed in several ways:
(i) by government savings. (ii) by seliing
government securities, (iii) by monetary
expansions, and (iv) by foreign
borrowings. Each of these methods
brings forth different implications on
the rest of the economy. While the last
three  constitute deficit financing
methods, /ecourse to their use can be
substantially altered by government
savings.

" Mobilisation of savings is an impor-
tant function of the fiscal policy in
developing countries. Government can
generate savings when its revenue
exceeds its consumption expenditure.
However, government savings can
enhance the overall savings in the eco-
nomy only if it can ensure that revenue
mobilization efforts do not lead to a
reduction of an equal proportion of
private sector savings. In many deve-
loping countries, a higher level of con-
sumption expenditure in the presence
of an inadeduate level of government
revenue has left very little room for
using government savings for invest-
ment purposes.
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The sale of government securities
to the public does not lead to mone-
tary expansion and therefore does not
put pressure on the price level. This is
based on the assumption that the
financing of the government deficit
through non-bank sources displaces an
equivalent "amount of private expen-
diture in the system. However, the
limitation of this source of financing
in developing countries is small and
therefore it is difficult to raise adequate
funds from the private sector. It can_
also argue that under certain circum-
stances it could also crowd out private
investment.

Borrowings from the banking
system will create additional money in
the system. To the extent that it ex-
ceeds the amount of goods and services
produced in the economy; it will Jead
to an increase in prices and consequen-
tly affect the balance of payments.
Under these circumstances, it would
reduce the real balances and would
lead to a fall in both investment and
consumption.

Foreign financing as a source of
financing the deficit would give the
government an access to foreign
resources. In this context, the question
of redistribution of domestic resources
between the private and the public
sector does not arise and the impact
on price level depends upon whether
the funds are spent in the recipient
country or used for financing imports.
Although it could lead to debt service
problems under certain circumstances,
with foreign finances, the country can
take on a rapid growth path. Thus, it
is clear that deficit financing arising
from the pursuance of growth objective
has different implications on economic
management.

Analysis of Government Savings

As can be seen from Tuable X,
performance of government savings has
been disappointing and has not been
of any assistance in financing govern-
ment investments. The government
savings which was over 2 percent of
the GDP in 1951-1956 'almost dis-

1951- 1956- 1961- 1966- 1971- 1976- 1981-

1965 1970 1975 1980 1985

497.2 870.8 1,751.6 7,776.2 19,554.0
©.8) (8.1) .1) (15.7) . (16.2)

20720 29.8 40.5 43.2

16.8 324 343 494 53.8
(LSO AR 0-0) 3.1) (7.6) (8.5)

: 22,6 5.8 9.3 10.5
(2,20 ¢9) (0.6) (2.4) (2.0)

514 450 59.8 413 35.7
(3.5) (3.6) (5.4) (5.6) (5.7)

TABLE X DEFICIT FINANCING — 19511985
1955 1960
1. Overall Budget 1004 2824
Deficit (Rs.Mn.) (22) 4.5)
2. Overall Deficit/Total
‘,ovcrnmcnfl-lxpcnditurc %) 8.3 16.8
3. Torcign Finance/Budget
Deficit (%) - 9.0
0.4)
4.  Bank Borrowings/Budget
Deficit (%) = 49.1
(247
5. Rupee Sceurit*/Budget
(Delicit (%) = 42.8
(2.3)
6.  Government Savings/
GDP (%) 2.2) 0.4)

(0.1 (0.1 (04) (-0.9) 0.8)

Source of Basic Data:

Central Bank of Sri Lanka.

* Include all forms of non-bank borrowings. GDP ratios are given in purentheses.

Anmnual  Reports and  Review of the Ecomomy, Various, Issues,
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Table XI Selected Macro-Economic Indicators

1977 1978 1979 1980 1981 1982 1983 1984 1985
Budget Deficit/GDP 8.4 16.8 16.8 245 175 19.9 17.7 102 15.9
Bank borrowings/GDP 2.0 0.5 1.2 10.6 45 30 04 ‘1.4 3.1
Domestic Inflation ¥ 83 15.3 202 214 11.0 15.7 18.€ -1.0

< Current

Account (BOP)Deficit/GDP | 3.5 2.4 0.8 164 <100 117 9.1 -0.9 1.7
External Reserves (Equivalent
of the numb-r 66 months’ [} -
imports) 27 43 4o aa 2y oW oag g aa
Domestic Savings/GDP 18:1 15.3 13.8 112 1.7 11.6 138 19.7 13.8
Domestie Investment/GDP 14.4 20.0 258 35.8 278 30.2 288 25.6 26.0

Source.of Basic Data: Annual Report and Review of the Economy, Various Issues, “entral Bauk of Sri Laika,

appeared in thel956-1960 period. Since
then, the government ran into deficits
in its current account operations. The
performance of the government revenue
and expenditure shows that although
government had been successful in
increésing the ratio of tax revenue to
GDP, the proportion of government
savings to GDP declined substantially
. due to increased levels of government
expenditure during this period. The
inverse relationship between govern-
ment revenue/GDP and government
savings/GDP ratio is contrary to the
belief of many economists who advo-
cate mobilisation of domestic savings

through  taxation in developing
19

countries. ¥

As discussed earlier, the higher level

19 Stanley Please "‘Savings through taxation
- reality or mirage%’’ Finance and Deve-
lopment Vol. 1V, No. 1, March, 1967
pp.24

20. Defence
growth in developing countries: Some

Peter C.

Lonely.

expenditure and economic

empiricai evidence.

and Robert E.

further
Fredrikson
Journal of Economic Davelopment Vol.
7, No. 1 July, 1982,

21 Most empirical studies of the relation-
ship, betweén the share of government
savings and level of per capita income
show no significant reiatiénship. See for
example Williamson {1961) Thorn
{1967).
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of current expenditure in Sri Lanka
during this period can be directly
attributed to the higher level of welfare

asvper capita income, export income,
foreign aid and policy changes on
government savings. However, the only
variables found to be significant were
the variable for welfare expenditure and
export income2!  As can be seen from
the following equation welfare expendi-
ture affects government savings
negatives.

Sg/Y-053 — .628 (WE/Y}

(3.7) (3.9)
R:-33F-15.20DW 1.7
where Sg-government savings, Y-GDP at
market prices
WE=Welfare expenditure. (t — Statistics are
given in brackets)

Anatysis .of Deficit Financing Methods

The wuse of deficit financing
methods has been a common feature of

TABLE XM DEBT SERVICE RATIOS
1951- 1956- 1961- 1966- 1971- 1976- 1981-
1955 1960 1965 1970 1975 1980 1985
Debt Service*/GNP Ife k3 e b 5.5 60 80
Forcign Debt Service/GNP 1.2 0.4 0.8 1.9 3.7 4.6 567
l‘oreign Debt Service/Exports 3.0 1.1 29 99 245 154 194
Debt Service*/Govt.Revenue 5.3 5.6 8.9 144 232 25: 5030
*[ncludes only Debt Service of
Government Debt

Source of sasic Data: Annual Report and Review of the Economy, Various Issues.

Central Bank of Sri Lanka.

expenditure. In many other developing
countries, this can be attributed to a
higher " level of defence expenses. It has
been argued that defegge expenditure
affects savings and growth in developing
countries  significantly20 Given the
resource constraint, a higher level of
welfare expenditure can also have a
higher opportunity cost in terms of the
alternative use of these resources in
developing economies. In this context
it can be hypothesised that government
savings is inversely related to welfare
expenditu're, as weli.

In testing this hypothesis, an
attempt was made to examine the
effects of several other variables such

the fiscal policy in post-inaepenaent
Sri Lanka. With the rapid expansion
in the public sector, the proportion of
government expenditure financed
through deficit financing methods
increased substantially during the post-
independence  period. The gradual
increase in the overall budget deficits
and the relative importance of using
different financing methods are shown
in the following table.

Financing Through Credit Expansion
In financing the overall budget
deficit, relative importance of using

bank borrowings whether in terms of
the GDP ratios or in terms of the

5
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overall deficit has declined during 1956
to 1980 period.

In general, governments have been
very cautious in using bank borrowings
for deficit financing purposes. In fact,
it has been largely unintentional and
exceptional. In certain cases, this has
been a result of the instability of
government revenue resulting from com-

modity price fluctuations, while in’

certain instances it has happened due
to unanticipated expenditure growth. In
any case, the general belief was that
deficit financing through money creation
would create inflationary potentials in
the economy and lead to balance bf
‘payments problems. This argument can
be justified because
policies are inappropriate in economies
like Sri Lanka where production of
goods and services is largely constrained
more by supply factors than by aggre-
gate demand. It may also be argued
that, -inflationary financing could ad-
versely affect the relative advantages in
external trade by making relative pri-
ces in favour of imports.

Despite the general conviction that
deficit  financing  through  bank
borrowings is to be avoided, it was sub-
stantial during 1956-1965 period. It
gradually declined since then and in-
creased again after-1976. The impact
of credit expansions in both periods on
macro-economic performance is similar
However, for the sake of simplicity

this paper will concentrate only on the-

latter period.
As can be seen from Table XI

inflationary pressure in the economy
increased substantially between 1977-
1982 during which credit expansion
through deficit financing was high.
Although the most rapidly increasing
expenditure item was capital expen-
diture, which increased from 16% in
1980 it exceeded the resources available
from foreign and domestic. non-bank
sources. The growing gap in savings and
investment and its mirror image in
balance of payments clearly show the

*macro-economic instability during this

period. Evidence also suggests that a
reduction in the use of bank borrowings
for deficit tinancing purposes has been
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exparisionary

TABLE XHI INVESTMENT IN RUPEE SECURITIES
1961- 1966- 1971- 1976- 1981-
1965 1970 1975 1980 1985
1. Bank Sector 141 59 20 33 24
Non-Bank Sector 859 941 98.0 96.7 976
2.1 Captive Source 689 900 903 943 058
2.2 Non-captive Source 170 141 il 24 1.8

Source of Basic Data: Annual Report ana Review of the Economy, Various Issues,
Central Bank of Sri Lanka

of substantial assistance in reducing the
inflationary pressure and restoring
macro-economic  stability in  the
economy in recent years. The evidence
is thus consistent with the belief that
deficit financing through heavy reliance
on credit creation is counter productive
in achieving growth objectives in Sri
Lanka.
Use of Foreign Finance

The relative impprtance of using
foreign finance has not been significant
until late 1960s in Sri Lanka. As a pro-
portion of the GDP, it has been less
than 1 percent during the1951-1965
period. Its relative importance, whether
in terms of the GDP ratios or as a
proportion of the overall deficit showed
an improvement in 1966-1975 period
and increased substantially during the
post 1977 period.

As suggested by the two-gap model,
foreign finance could affect economic
growth effectively by easing foreign
exchange problems and become com-
plementary to domestic savings. Re-
gression analysis performed to test
this hypothesis in Sri Lanka indicates
that contribution of foreign finance to
economic growth is statistically sig-
nificant and higher than the contri-
bution by domestic savings. The esti-
mated growth equation for 1951-
1985 data'is given below with - statistics
within parentheses.

G-.004+.208 (S/Y) +285 (F/Y)
(.24) (1.78) (2.32!

R?=25, D.W=1.8, F=5.1

Where G=rate of growth of GDP

S=Domestic Sqvings
-#=Poreidn Finance
Y=GDP at Market Prices

Although the explanatory power
measured by R squared of the regression
is bound to be low as the variables are
expressed in percentage terms, overall
fitness and statistically significant co-
efficients indicate that the contribution
of foreign assistance to economic
growth has been higher than that of
domestic savings.

Although foreign capital has
assisted developing countries in many
ways, most of these countries in recent
years .ran into debt servicing problems.
Debt servicing abilities of developing
countries as a whole deteriorated
rapidly since 1970. The ratio of debt

service to GNP increased from 14%

in 1970 to nearly 35 in 1984, while
debt service ratio to exports increased
from 15% in 1970 to nearly21% in1984,
It has been argued that those countries
which ran into debt service difficulties
are the ones that have not managed to
adjust their spending policies according

to the changing environments.
Whatever the merits of these argu-

ments, debt servicing problems can be
severe and retard the growth if the use
of foreign finance does not accompany

a rapid economic growth.
Although Sri Lanka's debt servicing

problems is not as severe as in many
developing countries, its rapid increase
in recent years suggests some urgent

-need for macro-economic adjustments

to sustain rapid economic growth.
The following table presents several

indicators to illustrate the debt service
burden in the country. The ratio of debt
service to GNP indicate the debt service
burden on the economy’s production

22 world Development Report, 1985. The
World Bank, Oxford - University Prees.
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‘capacity, while ratio of debt service to

exports indicate the proportion of
export earnings spent on debt servicing.
The debt service burden on the govern-
ment budget is shown in debt servioce/

revenue ratio.
Although the gravity of the

problem cannot be seen from these
ratios, since some countries had little
difficulties in managing with higher
ratios while some have had problems

“with very low debt services, the debt

service can become a severe problem on
the government budget and on the
balance of payments, if the overall
economy fails to generate adequate
resources to meet imports and debt

service commitments in the country. -
Non-Bank Resources and Rupee

Securities
As mentioned earlier, the advantage

of using non-bank resources for deficit
financing purposes is that it does not
lead to a monetary expansion and there-
fore does not create inflationary poten-

" tials or balance of payments difficulties.

To this extent, use of these resources
for deficit financing purposés would
reduce the available resources for
private sector and increase it for the
public sector. The transfer of the availa-
ble resources in this manner is still
acceptable, provided that the use of
public sector resources is more efficient
and productive than it is under
private sector use. It can also be
justified when investment -and produ-
ction activities are entirely done by the
public sector as in centrally planned

sconomies.
In mixed economies where private

sector is expected to play a vital role in
investment and production activities,
the reduction in available resources for
private sector by using them for deficit
financing purposes raises a number of
questions. Undera competitive market
framewcrk, government would have to
offer a higher rate of interest in order to
encourage private sector to invest in
government  securities

government

: Alternatively,
introduce monetary

can

restrictions in such a way that private
sector would invest on government
securities. In both cases, private sector
investment  activities get affected
adversely. : 2

In economies like Sri Lanka, the
use of non-bank resources for deficit
financing is limited as these economies
do not have organised capital markets.
As such, the use of resources from these
sources has been Imited to capitive
sources.

In financing budget deficits, Sri
Lanka has been using rupee securities
for resource mobilization. Investment in
rupee securities by various sources are
shown in Table X111.

As can be seen from the data,
investment in rupee securities by the
banking system as well as by non-
captive sources has declined substan-
tially between 1961-1985 period. The
rupee security operations is almost en-
tirely limited to capitive sources such as
the Employees’ Provident Fund and the
National Savings Bank. To the extent
the banking system invests in these
securities, it could have the same re-
percussions as in the case of inflationary
financing. i

The use of resources from captive
sources though does not create pro-
blems for the Balance of Payments or
the price stability, it could certainly
take away a substantial proportion of
available resources from the private
sector  investment  activities. For
instance, had there been no excessive
increase in budget deficits and use of
non-bank resources during this period,
resources in the non-bank sources could
have been made available to the private
sector for investment activity. In other
words, freeing captive sources and
encouraging them to invest in alter-
native activities wouid have created a
completely different interest rate struc-
ture and thereby a significant change in
the resource allocation.’

Budget Deficit and Public Debt

it is a common practice that fiscal

Tahle X1V Chain Effect of Budget Deficits on Public Debt
1950 1955 1960 1965 1870 1975 1980 1985
205 20.3 33.3 61.7 76.8 81.4
a5 38 4.4 6.1 15.7 33,1 42.1

and Review of the {

deficits are judged on the basis of their
alleged impact on the rate of infiation
and on the balance of payments. The
implicit assumption in the analysis is
that the impact of the deficits is tem-
porary. In other words, it is considered
that deficits affect current economic
performance and have no impact for
future performance. Thus, (ne chain
effect of fiscal deficit has been often
ignored. However, fiscal deficit of a
given year while affecting that year’s
economic ;5erformance will also affect
the future quite differently when it
leads to excessive increase in the public

debt, 1=
The link between the Ludyet deficit

and the amount of public debt can be

ignored in the long run a under

the following circumstances. First, if the
deficit is a temporary
the public debt would not accumulate
over time, as deficit-in one year can be
offset by. a surplus in another year.
Second, if the rate of economic growth
is rapid and high and at the same time
the deficit is small, then the share of
public debt in GDP would not increase.

phenomenorn,

However, when the deficit is a
permanént phenomenon and not a
result of cyclical fluctuations, but a
structural problem and at the sarne 1.me
is growing faster than that of GNP, then
the deficit becomes cumulative leading
to increases in the share of public debt
in GNP. Empirical studies in fact suggest
that the countries that are experiencing
the in debt/GNP ratio are
those with the largest fiscal imbalances.

The Debt/GNP ratios in Sri. Lanka
are presented in the following Table.

increases

increases in debt/GNP ratio raise a
number of questions for fiscal policy
analysis. The immediate question is that
as the relative size of the debtincreases,
committed interest expenditure also
continues to grow. As shown in Table
X1V the public
debt’ in Sri Lanka though negligible
in 19505, has “increased rapidly since
1960s oh account of the heavy reliance
on 1980-1985,

est payments on government debt

interest payments on

deficit financing. In

accounts for nearly one-fourth of

current expenditure of the government.

In these circumstances, if government

revenue and other expenditure rer
level, fiscal deficit and

(contd. on page 37}
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' THE POST — 77 ECONOMIC REFORMS: AN ASSESSMENT

S.Tilakaratna

This assesment ofthe achievement of the post 1977 economic reforms is by
Dr.S. Tilakaratna Professor of Economic, Sri Jayawardenapura University. In
this short paper an attempt is ‘made (a) to outline in brief the central ele-
ments of the economic model that followed from the 1977 reforms and the
achievements attributed to the working of this model in the ensuing ten year
period, and (b)to assess these achievements onheirown terms and to highlight

some of the strengths and weaknesses of the model as it operated in practice.

-

1. The Main Elements of the Economic Model.

The main elements of the economic policy and practice in the ten years
since late 1977 may be summarised as follows:

(i) Economic Liberalisation: Libaralisation of imports and exchange
payments coupled with a Rupee devaluation of 45 per cent initially and a
series of depreciations thereafter; removal of other state controls on eco-
nomic activity and the adoption of a policy of privatisation - leading to
the creation of an ‘open market economy’.

(ii) Incentive Package;Provision of liberal fiscal and other incentives to
local and foreign private investors.
(iii)
infrastructures, in particular irrigation, electricity, roads and communica-
tions. With the improvement of the basic infrastructure, the role of public
investment was expected to decline overtime.
(iv) Export-led Employment oriented Growth: Private enterprise was
expected to respond to the improved infrasturctural facilities and the in-
centive package by investing in activities which promote employment and
earn foreign exchange through export-oriented production. S.Korea and
Singapore have often been cited as the appropriate models in this regard.
(v) Heavy relaince on foreign loans to finance the bulk of public invest-
ment and to meet the expanded level of imports. Such dependerce was
considered a transitional measure, which would progressively diminish
with the unfolding of an export-led growth process.
(vi) Equity and direct provision of social welfare as redistributive mea-
sures did not figure as explicit goals. Rather, the emphasis was increased
allocation of resources for investment on the expectation that the benefits
of the resulting economic growth would trickle down to the masses in the
form of employment opportunities and reduction in poverty.
Finally, it may be noted that ‘political stability’ was considered a pre-re-
quisite for the successful implementation of the above policy package. In
particular, 1t was considered necessary to have a strong executive as well
as a continuity of the ruling political regime for a period long enough to
see through the above reforms to their logical conclusion; namely an
~ acceleration of economic growth with a trickle down effect.

Public investment was concentrated mainly in the development of -

financing requiréments would continue
to grow leading to a debt explosion.

In this context, it is inevitable to raise.

government revenue or to reduce non-
interest expenditure in the government
budget in order to achieve a fiscal
balance. This suggests that heavy
reliance on deficit financing can be
harmful unless it-is used for rapid eco-
nomic growth.
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2. The Achievements

Let us now outline the main achieve-
ments attributed to the operation of
this model.

(i) The rate of grawth of the economy
rose considerably above the historical
levels. The growth of the Gross Do-
mestic Product (GDP) in real terms
averaged 5.5 per cent per year during

.

1978-86 compared with about 3 per
cent during 1970-77 and about 4 per
cent in the 1960's. In fact in the early
part of the period (1978-82) the GDP
growth averaged 6.2 per cent. Even in
the later period (1983-86) when there
was a general slow down in economic
activity (attributed largely to ethnic
disturbances) the growth rate averaged
nearly 5 per cent per annum. It was
only in 1987 that the growth momen-
tum slackened (recording a sharp dec-
line to a mere 1.5 per cent), a major
cause of which was the decline in agri-
cultural production (by as much as 6
per cent) under the impact of the
severe drought conditions that affec-
ted all major crops, in particular rub-
ber, coconut and paddy.

(ii) The rate of investment in the eco-
nomy rose to levels much above its
historical levels. Gross Domestic Capi-
tal Formation which was no more than
about 15-16 per cent of the GDP in
the 60’s and 70's (upto 1977), rose
dramatically to an average of 26 per
cent during the 1978-86 period, quite
a high level for a developing economy.
(iii) The greater part of this increased
investment went into physical infra-
structural improvements; for example,
irrigation, power, roads, transport,
communications, commercial and pub-
lic buildings of various sorts and urban
renewal. There can be no doubt about
the considerable record of achivements
in the modernisation, improvement
and rehabilitation of the infrastruc-
ture in the post-77 era.

(iv) It is often claimed that the struc-
ture of exports underwent a funda-
mental change following the sharp in-
crease in industrial exports. Industrial
exports which accounted for only
about 15 per cent of the total export
value in 1976 has risen over the years
to reach nearly 49 per cent of the total
by 1987. There was a corresponding
decline in the relative share of planta-
tion crop exports from 71 per cent to
38 per cent during the same period.
Garments have infact overtaken tea as
a foreign exchange earner. This deve-
lopment is sometimes highlighted to
indicate that the country has at long

37



last broken away from the colonial
export pattern (with its heavy concen-
tration on plantation exports) and has
succeeded in achievening a break-
through into a new export-led growth
path.

(v) There was a sustained expansion in
employment opportunities upto at
least 1983. It is claimed that unem-
ployment which stood at well over one
million persons (over 20 per cent of
the labour force) in the mid-70’s had
fallen to around 600,000 or 12 per
cent of the labour force by 1882. The
Free Trade Zone alone had created
direct employment totalling over
47,000 by 1987. However, it is now
conceded that since about late 1983,
following the economic slowdown
(attributed to ethnic disturbances)
emnloyment generation has slackened
and that by 1987 unemployment had
risen to over one million, constituting
some 18 per cent of the labour force.
(vi) Finally, it has been speculated
that if not for the direct and indirect
economic damage caused by the ethnic
problem (resulting in a diversion of
resources for defence upto as much as
Rs 12-15 billion in some years) the
economy would have continued to
show a good growth performance and
perhaps broken the back of underde-
velopment to make the transition to

sustained growth.
3. Assessment

We shall now critically assess the
above claims and contentions on
the achievements of the post-77.
economic reforms.

3.1Service-biased Growth Pattern: We
have seen that the average GDP
growth rate during 1978-86 was
sianificantly higher than the histo-

rical rates. The important question
is whether the Sri Lankan economy
succeeded in creating a vaible and
a sustainable base for continued
growth under the post-77 reforms.
In the case of S.Korea, Taiwan and
Singapore ( the models that fascina-
ted the Sri Lankan policy makers)
it was the steady growth in manu-
facturing that propelled the overall
growth process in the first decade
that followed their economic re-
forms. In S.Korea and Taiwan, ma-
nufacturing output grew at an ave-
rage annual rate of 17-18 per cent
during 1960-70 and in Singapore
the corresponding rate was 19 per
cent during 1962-72. In the case of
Sri Lanka, however, there was no
consistent and clearly discernible
commodity producing activity

which propelled economic growth.

(See Table 1 below).
—During 1978-80, it was the cons-
truction sector which recorded the
highest growth rate (an average of
about 20 per cent per annum) and
led the way, but thereafter this
sector has virtually stagnated. This
growth momentum was short-lived.
—The growth rate in the agricul-
tural sector was highly volatile,
fluctuating with the weather condi-
tions, and ranged from negative
levels in some years to a high of
nearly 9 per cent, averaging about
3 per cent for the period 1978-86.
—The growth in manufacturing was
equally volatile ranging from less
than one per cent to a high of 12
per cent - an average of about 5
per cent for the period as a whole.
The major source of economic growth
was thereafter not the commodity

TABLE 1. SECTORAL GROWTH RATES (%)

Agriculture Manufjcturing Construction sServices

1978 5.4 7.8 282 © 75
1979 2.0 46 20.9 7.8
1980 3 1.0 11.0 8.0
1981 6.9 5.2 - 3.0 6.4
1982 26 4.8 - 2.0 7.0
1983 5.0 0.8 1.0 6.7

' 1984 0.4 12.3 - 0.1 7.0
1985 8.6 5.2 0.5 39
1986 2.6 8.4 15 4.3
1978-86 3.1 49 6.3 6.5

producing sectors (agriculture, manu-
facturing and construction). It was
rather the service sector which proved
to be the engine of growth under the
post-77 reforms. The service sector
(comprising trade, transport, utilities,
financial services, real estate, housing,
public administration, defence -and
other services) recorded an uninterrup-
ted growth of 7-8 per cent per annum
over the period 1978-84. In fact nearly
two-thirds of the increase in the GDP
during this period originated in this
sector. It was only after about 1985
that growth slackened in service acti-
vities reflecting the overall slow down

in the economy. -
The post-77 growth pattern was

thereefore heavily biased towards non~
tradables (as against exportables or im-
port substitutes originating in industry
or agriculture). It may be noted that
the high growth in the service sector
reflects on the one hand a clearing of
a backlog of demand for various eco-
nomic services or inadequate infra-
structures inherited from the past. It
also reflects an attempt to facilitate
future increases in output under pri-
vate enterprise. Moreover, expansion
of services is not undesirable in itself
since it meets a demand just as for any
commodity. However, a growth pat-
tern that is heavily skewed towards
services is likely to be unsustainable in
the long-term in a liberalised economy.
The viability of a liberalised regime ul-
timately depends on its ability to
achieve rapid and sustained growth in
tradables (exports and import substitu-
tes). A liberalised economy would
otherwise face external payments
problems and could sustain only as
long as adequate foreign resources
flow through aid and loans. Hence the
crucial importance of sustained growth
in commodity producing sectors, that
is,agriculture and industry.

3.2 Reality of .Export-led Growth:
There was no positive growth trand
in the traditienal export (planta-
tion crop) sector. The output
growth was sluggish,less than 3 per
cent per annum during 1978-86.
Except in 1984-85 when tea prices
recorded hoom conditions (because
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of external factors), the export
earnings from plantation crops had
stagnated within a range of SDR
450-500 million during most years.
There was no positive growth trend
in the minor agricultural exports
either,

With agricultural exports at near
stagnation levels, it was the indus-
trial exports that accounted for the
bulk of the export expansion. But
much of the industrial export ex-
pansion has been concentrated in
twa commodities that incorporate
a-large proportion of imported in-
puts - textile garments and petro-
leum products. Hence although
there was an almost six-fold in-
crease in the value of industrial ex-
ports during 1977-87 (afcounting
for nearly half the total export ear-
nings) the net foreign exchange
earnings (when allowance is made
for imported inputs) are estimated
to be considerably low. It cannot
therefore be argued that the export
structure has undergone a funda-
mental change. Agricultural exports
continue to be the major source of
foreign exchange, accounting for at
least two-thirds of the net foreign
exchange earnings. But earnings
from. agricultural exports have vir-
tually remained stagnant in the
post-77 period (except in the two
boom years for tea, 1984-85).

It may also be noted that what
matters for the viability of a libe-
ralised economy is not export ex-
pansion per se;it is rather the crea-
tion of export industries which
could stimulate growth in the rest
of the economy through linkage
effects. Recent research on the S.
Korean economy has clearly shown
that there were two growth poles
namely (a) the labour intensive
export-oriented industries and (h)
the capital-intensive import substi-
tuting industries which produced
inputs for the export sector. In
short, it was a dual-industrial
growth process Where export pro-
motion and import substitution
(often considered mutually exclu-
sive alternatives) infact-co-existed.

. ECONOMIC REVIEW APR/MAY 1988.

Hence one should be careful in
conceptualising a dichotomy bet-
ween export expansion and import
substituion,

The failure of the export-led
growth strategy carried with it a
number of consequences which
tend to threaten the continuity of
the liberalised policy. For one
thing, the trade gap (excess of im-
ports over exports) continued to
remain sizeable. During 1977-86
while imports grew at an average
rate of about 11 per cent per year
(in SDR terms) exports grew at an
average rate of only about 5 per
cent. On an average exports were
able to finance only about 60 per
cent of the total import bill. Private
remittances, grants and loans fi-
nanced the bulk of the trade gap.
The continuation of the liberalised
regime was therefore more a result
of the ability to find recourse to
other sources of finance (loans, aid
and remittances ) than of an export
‘expansion - clearly an unsustainable
phenomenon in the long-term.

For another, in a context where
much of the investment was con-
centrated in non-tradable infra-
structures and a high proportion of
this investment (about 40 per cent)
was financed by recourse to
foreign finance, the inevitable con-
sequence was a rise in the external

-debt service ratio. The debt service

(amortisation and- interest pay-
ments) as a ‘proportion of export
earnings (goods and services ) rose
sharply from less than 15 per cent
in the late 70’s to an average of 27
per cent in 1986-87. The fact that
despite substantial availability of
concessional loans, the debt service
ratio rose to such heights (to absorb
more than a quarter of the export
earnings ) reflects the biases in re-
gard to the choice of investment-
that is the fact that investment was
largely oriented towards non-trada-
bles, and even within tradables it
was commodities with a high im-
port content that expanded.

Furthermore, the rise in the invest-
ment rate (from the historical level

of 15-16 per cent of the GDP) to
26-27 per cent was made possible

‘not by an increase;, in domestic

savings (which in many years stag-
nated at 12-13 per cent of the
GDP) but : by an enhanced flow of
foreign loans and aid. The greater
portion of these foreign finances
was utilised by the public sector
and it was the rise in public invest-
ment which raised the overall in-
vestment rate in the economy. The
picture that emerges therefore is
not one of export-led growth under
private enterprises based on in-
creased private savings and invest-
ment. It was rather a case of a
growth process heavily concentra
ted on infrastructural services

financed by foreign  loans and aig

and carried out largely by the public.

sector, Hence to state that res-
toration of the market mechanism
was responsible for the post-77
growth is not an accurate descrip-
tion of facts.

3.3Failure to Make the Transition

from Mercantile to Industrial Acti-
vity: Within the industrial sector,
the most conspicuous development
under private enterprise was the ex-
pansion of the garments industry.
An impertant factor in the expan-
sion of this industry was the quota
exhaustion in other exporting coun-
tries such as S.Korea, Singapore
and Hong Kong. Why is it that pri-
vate enterprise did not venture out
into the development of other ex-
port-oriented industries in order to
diversify the export base? The rea-

sons basically lie in the type of. in-
centive structure that resulted from
the post-77 reforms. For the
private entrepreneurs, .export-ori
oriented activity did not in general
rank high in relative attractiveness
compared with mercantile activity
in the domestic market.

Take the case of the exchange rate,
for example, which is & key factor
that influences relative profitability-
of exports vis-a-vis domestic market
oriented activity. Despite the series
of depreciations that took place
over the years, the real @ffective «-



TABLE2 UNEMPLOYMENT AS A PERCENTAGE OF THE LABOUR FORCE IN
' DIFFERENT ECONOMIC SECTORS

1978/79 1981 Percentage
; _ Decline
Urban Sector 20.7 14.2 314
(Colombo City) (20.5) (12.3) (40.0)
2. Rural Sector : 14.6 12.0 17.8
3. Estate Sector 56 5.0 10.7
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exchange rate.of the Rupee had
appreciated - particularly  during
1980-84. It is. the real exchange
rate (adjusted for the inflation
differentials between Sri Lanka
and her trading partners)rather than
the nominal rate that influences
trade flows. If the inflation rate in
Sri Lanka is higher than that pre-
vailing in her trading partner coun-
tries, Sri Lanka’s real exchange rate
would appreciate vis-a-vis the cur-
rencies of the trading partners. In
other words, the favourable effects
of a Rupee depreciation on exports
could be offset by a domestic in-
flation. This is precisely what
happened in Sri Lanka during
1979-84 when the annual rate of
inflation averaged 16 per cent or
more on all avzilable price indica-
tors. The high rate of domestic
inflation in turn was largely a result
of an investment programme in in-
frastructural long-gestation pro-
jects and bank borrowing as an ex-
pedient method of financing budget
deficits. A vicious circle was crea-
ted. While inflation negatived the
effects of the Rupee depreciation,
there was a reluctance to adjust the
Rupee to restore its real rate (now

aroded by the inflation) for fear of

greater inflation. In the face of the
high domestic inflation, the policy
measures proved inadequate to pro-
tect the export stimulating effects
of liberalisation and Rupee devalua-
tion. The bias against exports had
continued. A complex set of for-
ces operated to make mercantile
activity more attractive relative to
industry. The economic liberalisa-
tion and the aid-funded infrastruc-
tural activity opened up a host of
low risk, quick yielding and high
return opportunities for private en-

terprise, for example, import,
wholesale and retail trade, work
contracts, material supplies, repair
and maintenance, financial services
and real estate, travel, transport
services, job recruitment services
etc. As long as such opportunities
were expanding, as it did particu-
larly in the initial few years of the
liberalised economy, industrial in-
vestment proved less attractive. Per-
haps such an initial phase where
mercantile activity tends to be pre-
fered over industry is understanda-
ble and even unavoidable in a de-
veloping country context where in-
dustry in general is riskier than
commerce. But the continued pre-
ference for mercantile activity by
private investors even several years
after liberalisation reflects a failure
on the part of policy makers to
take early corrective action to en-
hance the relative attractiveness/

profitability of industrial activity.
There was no deliberate and targe-
ted encouragement of specific in-
dustries through a well formulated
industrial policy and strategy. A
bare outline of an industrial policy
was announced only in 1987, that

"is nearly ten years after the initial

liberalisation. Perhaps the major
shortcoming of the post-77 reforms
was the failure to evolve a frame-
work and a strategy to effect the
transition from mercantile activity
to industrial activity. The reforms
were not followed through to bring
about structural change and broa-
der based growth.

The experiences of the newly indus-
trialising countries such as S.Korea
(and even of Japan in the 1950's
and early 60’s) suggest that promo-
tion of industry requires a close
state-private sector dialogue and in-
teraction and the evolution of a set

of relationships which fosters busi-
ness confidence and assists the in-
vestors to overcome market imper-
fections, bottlenecks and other
disadvantages they facevis-a-vis mer-
cantile activity. The role of the
state cannot be confined to the
mere establishment of a ‘right’ set
of relative factor prices, exchange
rates and tariffs and wait for the
market forces to usher in industrial
growth. The state has to pliy an
activist role. The'industrial capita-
lism that has emerged in third
world countries is a highly state
sponsored and promoted variety
rather than an autonomous growth
under laissez-faire neutral condi-
tions.

3.4Growth of a Black Economy

The liberalised economy was cha-
racterised not only by a continued
preference for mercantile activity
but also a growth of a sizeable
‘black economy’. The latter pheno-
menon represents either earnings
from illegal transactions or earnings
undeclared for tax purposes. Black
economy is not a new phenomenon
in Sri Lanka; but its size and the
magnitude of its transactions ap-
pear to have recorded significant
increase in the past ten years. Bri-
bery and pay-offs, smuggling and
gem business, unauthorised com-
missions, racing and gambling, nar-
cotics, unrecorded earnings of pro-
fessionals, underdeclarations of
value in real estate and other busi-
ness transactions and speculative
deals of various sorts represent
some of more important sources
of ‘black money’. A small portion
of such black money has been mo-
bilised by the commercial banks
into anonymously held Certificates
of Deposit (CDs), the volume of
which has risen by more than six-
fold since 1982 to reach a level of
Rs 2032 million at the end of 1987.
Guessestimates of the total black
money in the country range from
Rs 20 to 40 billion or 10 to 20 per
cent of the GDP at current prices.
Whatever its magnitude, the availa-.
ble evidence indicates the existence
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of a sizeable stock of resources TABLE 3 UNEMPLOYMENT AS A PERCENTAGE OF THE LABOUR FORCE IN

which fail to enter the mainstream SELECTED DISTRICTS: POPULATION CENSUS DATA

economic activity. Moreover, the 1971 1981 Percentage Change

existence of such a black economy g peres e ;
: 5 B Hambantota . 2 * .

has some |mporta'nt |m.p!ncat|ons S 21.4 28.0 + 308

for macro economic policies. The Galle 26.2 274 + 46

black economy lies outside the re- Kalutara 26.2, 27.7 + 57

gulation of budgetary or monetary Gampaha n.a. 26.9 -

policy, rendering demand mange- All Island 18.7 179 = 43

ment difficult. These incomes tend
to be highly consumption-oriented
exerting an inflationary pressure on

the economy.
3.5Urban-bias in Employment Genera-

tion

The pattern of economic growth
that emerged from post-77 reforms
also appears to have been heavily
urban biased. The fastest growing
activities, namely the services and
the garments industry, were largely
concentrated in the urban sector.
Hence it was the urban sector
which experienced the highest em-
ployment expansion. This fact is
very clearly seen in the unemploy-
ment data revealed by the Consu-
mer Finance and Socio-economic
Surveys of the Central Bank for the
years 1978/79 and 1981/82.

As seen in Table 2, the highest dec-
line in the unemployment rate was

in the urban sector. This decline
was more than 31 per cent during

1978-82 as against only 18 per
cent in the rural sector. In the
Colombo city (clearly the most
important beneficiary of the post-
77 reforms) the unemployment rate
declined by as much as 40 per cent
during this period. It may also be
noted that within the urban sector
it was the female unemployment
rate which recorded the highest
decline (33 per cent as against 19

evidence to believe that in some of
the rural districts unemployment
has not merely failed to decline but
has infact increased. As seen in Ta-
ble 3,. according to the population
census data the unemployment rate
in five coastal districts of the Sou-
thern and Western parts of the
country, were in the range 20-28
per cent and were higher in 1981
when compared with 1971. Conti-
nuation of such high unemploy-
ment rates clearly indicate that the
post-77 reforms failed to make im-
pact on the employment expecta-
tions of a significant proportion of
the youth population in these dis-
tricts. Nearly three-fourths of the
unemploymed are in the age cate-
gory 14- 25 years and they con-
tinued to remain marginalised in
the liberalised economy. It may be
noted (as seen in Table 3)that the
unemployment rate grew by as
much as 25-31 per cent in the dis-
tricts of Hambantota and Matara
during 1971-81. The social and
economic marginalisation of the ru-
ral youth ( in contrast with urban
youth) is clearly an important fac-
tor in any attempt to understand
the youth unrest and violence that
Southern districts are witnessing.

Mention may also be made of the

Jaffna district: where the unem-
ployment rate (though much lower
than in the Southern districts) also
recorded an’increase in 1981 com-
pared with- 1971 (14.2 per cent in
1981 compared with 12.6 per cent
in 1971). Moreover, the liberalised
economy led to a considerable loss
of present incomes in this district
during 1978-81 as a result of dec-
line in the production of some key
crops (chillies, onions and potatoes)
owing to competing imports that
followed the import liberdlisation.
This district failed to participate in
the benefits of economic growth
that followed the post-77 reforms-
in fact the district has had to suffer
economic losses without compensa-
tion. Once again this is a factor of
direct relevance to an understan-
ding of the militant struggle of the
Tamil youth in the district con-
cerned.

3.6 Increases in income Inequalities
There is also evidence to believe
that the post-77 growth process
was accompanied by a deteriora-
tion in relative income distribu-
tion of the country, that is to say
a rise in income inequalities and a
concentration of income in higher
income brackets. The most com-
monly used indicator of relative

per cent for males) which reflects TABLE 4 INDICATORS OF INCOME INEQUALITY
the expanfion of servgfzes and the 1973 1978/79 1981 Percentage
garments industry which employ N Change:
mostly female labour. In contrast, 1973-82
the female unemployment rate in 1. Gini Coefficient .41 049 0.52 + 27
the rural sector remained virtually 2. Share of the bottom
unchanged during this period. 402:‘ °: ‘he' MMo::; i e

: : in the total income Cog R 16.3 - 21
In mafked contrast w‘uth trre favou 3. Shiare of the Highest
rable impact of the liberalised eco- 10% of the households
nomy on the unemployment situa- in the total income (%) 28.0 358 373 + 33

tion in the urban sector, there is Source: Consumer Finance Surveys,
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pnvate busmevses,
, thi unorgamsed

. namy wauid aiso have shared in such
’ ,meioymem expansion particularly
as a result of the growth of activity
in trade and transport.

(b) The unemployment situation
would also have eased on account
- of two factors largely unrelated to
the post-77 reforms, namely the
exodus of persons in the labour force
for employment in the Middle
Eastern countries (estimated at
around 200,000 in the period 1982-
83) and outmigration of persons of
Indian origin from the estate sector
~ under the Sirima Shastri pact (about
100,000 adults during 1978-84).

(c) It also appears that the greater
part of the employment expansion
occurred in the services sector and
in thé irié’tislrie;s (such as garments)
whlch are mostiy urban-centered
a::tzvxtaes. However, the urban sector
, accounts for only about 25% of the
total unempfoyment in the country;

 the baiance ‘?5 percent bemg ruralv '

What is not clear

couﬁtry Offscm estxmates place un-
" employme

1/‘ The v?iﬂance. Minister in his budget
rspeech for 1988 &tated as follows:- “‘there
is no doubt whatsoevex that we made con-

s;deraple headway on the _employment .
front during the period _1978*82. Unem-

ploymunt was reduced from 26 per cent
to 12 percent in these four years - a t:e-
mendous achievement for any country.”

mformal secmi' of the eco-

it at i1 mﬁhon in 1987'
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income inequality is the Gini
Coefficient, an increase of which
indicates a rise in inequality. As
seen in Table 4, the Gini- €oeffi-
cient increased from 0.41 to 0.52
during 1973-82, an increase of 27
per cent. The implication of this
change is seen in two clear deve-
lopments namely (a) a noticeable
decline (by 21 per cent) in the in-
come share which accrued to the
bottom 40 per cent of the house-
holds and (b) a rise in the share
which accrued to the top 10 per
cent of households, by as much as
one-third. Very preliminary evi-
dence available for the later years,
indicates a possible continuation of
rising income inequality even after
1982. The rise in unemployment,
erosion of real wages and the rela-
tively high inflation level (with its
tendency to redistribute incomes in
favour of profit earners) tend to
support such a conclusion.

. Conclusion

improvement of the physical infra-
structure, and the expansion of the
service industries and the textile
garments industry constitute the
conspicuous achievements of the
post-77 period. The economic
growth process was heavily biasec
towards the service sector. Export-
led growth was largely rhetorical,
at best a hope unrealised. Despite
the spectacular expansion of new
industrial exports, given their low
domestic value-added content, ex-
port structure (measured in net
foreign exchange contribution) has
not undergone a fundamental
change. Agricultural exports conti-
nued at virtual stagnant levels with-
out a positive growth trend. The
policy reforms were not followed
through to.their logical conclusion,
namely to create a positive bias in
favour of export orientation. The
real Exchange Rate appreciated du-
ring a good part of this period
owing to high domestic inflation,
creating a bias against the export
sector. -

While the state chose to invest hea-
vily (using aid and loansj in physi-

cal infrastructural improvements,

the prefered field of investment of
the private enterprise was mercan-
tile activity of some sort. The state

was not sucessful in enhancing the
relative profitaktlity and attractive-
ness of industry vis-a-vis mercan-
tile activity. Vigrous pursuit of a
clear-cut industrial development
policy and strategy was clearly

lacking.
Besides the proliferation of mercan-

tile activity, the growth of a sizea-
ble ‘black economy! bécome a mar-
ked feature of post-77 years. The
existence of a black economy ren-
dered macro economic management
difficult and introduced an infia-
tionary bias into the economy.

The outcome of the failure to
achieve an export-oriented growth
pattern was the continued depen-
dence on foreign loans and aid to
sustain the liberalised economy and
a sharp increase in the external debt
service ratio (to absorb more than
a quarter of the export earnings in
recent years) - both of which are
unsustainable in the long-term.

The service-biased growth pattern
has clearly benefited employment
expansion in the urban sector, the
conspicuous beneficiary being the
city of Colombo. But it has failed
in meeting the aspirations of the
rural youth popuiation particularly
in the Southern districts where the
unemployment rates have conti-
nued at levels higher than in 1971.
Import liberalisation created an ad-
verse impact on rural incomes par-
ticularly in the Jaffna district - an
economic loss without a compen-
sation. Such conditions contributed
to an aggravation of social tensions
under the liberalised economy.

Besides the regional disparities in
the distribution of benefits under
the liberalised regime, there was a
worsening of relative income ine-
qualities. The bottom 40 per cent
of the households were the losers
and the top 10 per cent were the
conspicuous gainers. The poorest of
the poor (the bottom 20 per cent or
so) may have even suffered absolute-
ly, that is in nutritional terms.

" ECONOMIC REVIEW APR/MAY 1988.



EMPLOYMENT CONSEQUENCES OF

ALTERNATIVE

STABILIZATION ADJUSTMENT MEASURES: THE CASE

OF SRI LANKA, 1970 — 1980,

Purnima Rajapakse.

This is a revised version of a paper presented by Purnima Rajapakse of the
Institute of Social Studies, Hague and at present on a consultancy assign-
ment with the local Institue of Policy Studies. This paper was read at the
Institute of Policy Studies Project Research Seminar on Employment and
Unemployment issues’, on«February 11-13, 1988. The first half of the paper
which dealt with the conceptual issues has been kept out for reasons of space.

THE ECONOMY AND EMPLOYMENT

Structural Features of the Sri Lankan
Economy :

Perhaps the single most striking
feature of the Sri Lankan economy
when compared with other countries
of similarly low per capita income is
the social progress made in such areas
as literacy, health, life expectancy,
mortality, population growth, and nu-

tritional levels. Apart from
ever, Sri Lanka shares with its fellow

DC’'s a number of structurally re-
tafdm features.

Sri Lanka tht

this, how-

ture sector which
1/3rd of GDP and 2
ment; a re!ativeiv weak r
sector accounting for sc
GDP; a small construction sector; a
large service - sector much of which
comprising labour intensive activitias
with relatively low productivity; and a
comprising of

large informal sector
around 20% of the toal labour force
and complementing the activities of
the formal sector.
_ The dynamic of Sri Lanka’s econo-
; g’aic system - it's growth and develop-
ment potential - has tended to be
greatly influenced by the export sec-
tor, comprising of mainly three pri-
mary commodities (tea, rubber ang
coconuts). Not only do export ear-
nings provide the foreign exchange
needed to buy certain basic consump-
tion goods and the intermediate and
capital goods necessary for any indus-
trialization strategy, it has also provi-
ded the bulk of the government’s re-
venue (through export taxation). The
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problem for Sri Lanka with this struc-
tural over dependence on the export
sector is that export earnings and the
government’s revenue base have been
severely constrained by a tendency
for its terms of trade to deteriorate.
This means that the country is conti-
nually canfronted with a choice bet-
growth and mounting balance
ments and budgetary problems
which are c-ompaunded by
that the government is the
rter of inter-

investor 'and impo
and capital goods), and no

vth at all.

Macro Trends, 1970-1985

In considering the period 1970-
1985 a distinction” is usually made
between the sub periocds 1970-1977
aind: 1978-1986 since they were cha-
racterized by different governments
with quite divergent policy regimes
which had important implications for
the structure and dynamic of the
economy.

The effort to make domestic in-
comes less vulnerable to fluctuations
in the country’s terms of trade and the
need to provide employment to a
growing population led pre 1977 go-
vernments to promote industrializa-
tion based on import substitution. To
this end quantitative restrictions on
imports, a high tariff structure and, a
dual exchange rate was established to
encourage the creation of domestic in-
dustries. This process of state sponso-
red industrialization which began in
the mid 1950’s continued well into the
1960's and 1970’s. During this period
the foreign owned plantations, oil,
transport, insurance and banking sec-
tors were nationalized, and the state
became the country’s largest producer.
Between 1970-1977, the government
increased its presence throughout the
economy, especially in the manage-
ment of economic resources, with

many prices being administered, and

Q"a)

consumption bein
7 r 6,000 ite

1 572
Is, and the ex-

ove

t“!'uda
rth per-
had to be
ite scarcity of fo
brought on by the poor

f traditional exports due

exy
reign e*('mvi

performanc

to deteriorating terms of trade for
much of this period and, the fact that
import i industrialization

7/ This is particularly so in the case of import substituti

tural changes brought on by this method of indus
bly brings on an acceleration in domestic i
factured exports do not expand adequately to meet the new d
brought on by such industrialization, an acute foreign exchange crisis.
tion in inflation comes about through a combination of
valuations, as a consequence of continuous pressure b
change rate; import substitutes being more expensive than

vi

industrialisation sincs, siruc-
ation is not costless as it ine-
flation and to the extent that manu-
lemands for imports
An accelera-
tors such as: recurrent de-
maintained on the ex-
the goods they replace due

to higher factor costs per unit of output, under-utilization of plant, and bureaucratic
delays; upward pressure being exerted on factor costs in other industries partly be-
cause of the example set by the new comers, and partly because such factors have
become more scarce and; strains appearing on the infrastructure of the economy
due to the increased demand by the import substituting industries,
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- did not lead to-a sufficient expansion
-of industrial exports to meet the new

demands for imports of that sector
Moreover, the welfare and other
claims on the stagnant earnings of
the traditional export sector meant
that the industrial sector could not’
adequately rely on the earnings of
traditional exports to finance its im-
port requirements. During this period
capacity utilization in industrial plant
averaged only 60%. A further conse-
quence of the scarcity of foreign ex-
change was low dometic savings and
this, coupled with the absence of any
significant foreign capital inflows
meant inadequate capital formation.

z

These factors together led to a rise in

the rate of unemployment, much of.

which was concentrated among the
educated and younger age groups.
External factors such as deteriorating
terms of trade were also seen to play a

key role in the instability problems(i.e. i

inflation and current account imbalan-
ces) of this period (See Table.1).
1978-1985 by contrast has been
characterized by a liberalisation of the
economy The development strategy
initiated in late 1977 gave priority to
export led growth, a reduction in the
role of the state in the economy (and
a corresponding increase in that of the
private sector) and, to the expansion

TABLE L

SELECTED STABILIZATION INDICATORS, 1970-1983

of market forces in the allocation of
resources. To this end there has been
a reduction in price controls and sub-
sidies, an elimination of quotas and
their replacement by tariffs, a unifi-
cation and devaluation of the ex-
change rate, a considerabie relaxation
of controls on foreign exchange trans-
actions, incentives for foreign invest-
ment, the opening up of domestic
trade to the private sector, and the re-
course to interest rates for allocating
credit. :

When compared with the precee-
ding period, 1978-85 reveals a GDP
growth rate of 5.6% as against 2.9%
and an. increase in the level of invest-
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1970 1971 1972 1973

1974 1975 196 19W 1978 b_ 1979

1980

1981 1982 1983 1984 1983

| Honey supply 3
(M }(Rs.Mn )8/
2

Dosestic-Credit

Credit to Public
Sector {Rs.Mn.)

Private sector
Credit Expansion
{Rs, Mn.)

Budget beficits
{Rs.Mn. ) 935 1072 1082 1084
Sovt. Cap. Exp. 812 742 888 1179

¢

SDF Deflator

olombo Cost of
Living Index

{1 change)2/ Zi 6.3 9:7
iaport Price it

{Index (X change) 6.3 5.9 3.3
Trade Balance

{Rs.8n.) S346 -287 285 -298
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1298 2218 3044 AN 6001 7609

1410 1978 2671 2093 5266 13T

2.2 123 5.8 18,0 1.1 13.7

12.1 10.8

-~
—
o

12.3 6.7 1.
75.0 167 -10.2 227 65.2 52.0
-15600 -22570

68 bH) 74 96 kL) &8

19860.2 24446.8 30309.9 312568 434273 484039
25635.9 33824.2 .42412.0 49806.7 49952.1 59226.1

14463,

16663.9 21035.1 25261.8 32273.6 3I5307.7 385347

14774

12680

18.2

-18312

-33915

3

»
%

0 18570.7 23015.3 23740.9 20270.2 2608%.6

13259 17479 le3BY 13633 18778

1757 15086 leté] 20963 23342

20,9 9.9 14.6 17.0 1.7

18.90 10.8 14.0 16,6 T
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{7 & 2/ {See following page)

Source: Cospiled fros data in Central Bank Annual Reports, and World Bank Sri Lanka Country Economic Memorands
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ment from 15% to 27% of GDP. These
increases were made possible however
not due to any appreciable expansion
in exports, but, due to massive capital
expenditures undertaken by the state
and funded by an unprecedented (for
Sri Lanka) volume of foreign (mainly
official) finance, due to inadequate
national savings.

Moreover, while increased growth
resulted in a fall in the rate of open
unemployment, the increased extraver-
sion of the economy at a time when
world market forces have been parti-
cularly disruptive has meant that
growth was accompanied by mounting
instability problems (See Table 1). In
a bid to correct these imbalances, the
government, with the active support
of the IMF has launched a programme
aimed at cutting its expenditure (es-
pecially investment expenditure) and
strengthening the incentive framework
through such measures as a deprecia-
tion of the exchange rate. This in turn
has recentiy led to a slowdown in. the
rate of economic growth and an in-
crease in open unemployment.

Though satisfactory data are lac-
king, there are grounds for suggesting
that recent growth has not been able
to resolve problems of poverty. In
fact with the recent slow down in the
rate of growththereare increasing signs
that the incidence of poverty has be-
come more widespread., income distri-
bution deteriorated, and welfare and
nutrition levels fallen (Khatkhate,
1982; Nicholas, 1984; Nicholas, 1986;
UNICEF 1985: Worid Bank, 1977:
World Bank 1978: World Bank 1986;
World Bank 1987).

Employment: The Magnitude of the
Problem and Policy Issues

In the 1970’s unemployment was a
key political issue in Sri Lanka. It
could hardly have been otherwise
given the highly visible link between
open  unemployment, particularly
amongst the educated youth, and the
1971 insurrection. The issue, after
having disappeared from the political
agenda for a while has, due to the pre-
sent social unrest in the country, once
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again reappeared as a politically ex-
plosive issue.

The roots of the employment prob-
lem go back many years. Slow econo-
mic growth brought on by low levels

_of investment due to the scarcity of

foreign exchange in the 1970’s was
accompanied by an increase in the le-
vel of open unemployment, which,
based on the 1971 Census figures was
projected to have increased from 18%
of the labour force in 1971, to over
20%, or one million unemployed by
1977. Apart from slow economic
growth, the ILO’s influencial 1971
study on unempioyment in Sri Lanka
also identified a ‘‘serious mismatch”
between the job aspirations of those
with post-primary education and the
jobs available to them. The study
argued for labour market reforms and
educational reform to bring the two
into line. Other important causal fac-
tors for the high levels of open unem-
ployment included® the posi war de-
mographic bulge that foilowed the era-
dication of malaria and; rising female
participation rates, due to the rapid
increase in female education; the fi-
nancial need to work; the higher age
at marriage and; reduced fertility
(ILO, 197 1:lrvin, 1986; World Bank,
1978).

As noted above, the rapid economic
expansion after 1977 led to part of
the unemployed backlog being absor-
bed. This was made possible by a
growth pattern biased towards relative-
ly labour intensive sectors (services,
construction, paddy and garments).
The liberalization of the economy has
however also had negative employ-
ment consequences. in particular the
increased availability of imported com-
modities has affected small scale la-
bour intensive import substituting in=
dustries, many of which were located
in the informal sector. A well known
case is that of handlooms. Estimates
prepared by the Ministry of Textile
Industries indicate that out of 111,000
handlooms in the country at the time
of liberalization, about 30,000 had
ceased to function by 1980. The net
effect on employment is moreover
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likely to have been positive in the
years immediately after 1977 especial-
ly since the large outflow of Sri Lan-
kan labour to the Middle East during
that time, and the out-migration of a
significant number of plantation wor-
kers of Indian origin resuited in the

‘labour force participation rate decli-

ning. There are however increasing
sighs that this positive impact has not
been maintained in recent years since
a number of factors that pushed past
employment growth have lost their
dynamism. The initial high growth
rates in construction activity reflec-
ted the rapid expansion in the level
of investment (in particular public
investments in the accelerated Maha-
weli Program and housing schems and,
tourist hotel construction}. However
with no new large scale, long gesta-
tion public schems being planned, and
with the hotel industry exhibiting
chronic under utilization of capacity
due to the current unrest in the coun-
iry, construction activity has recently

-declined sharply. In terms of services,

the recent expansion of the financiai
sector and trade was largely a caetching-
up exercise after the opening up of the
economy, and increased domestic de-
mand caused by the increase in public
investment. Further growth here will
depend on a continued high level of
economic activity. In paddy, self suffi-
ciency is within reach at existing per
capita consumption levels, and since
export prospects for Sri Lankan rice is
poor, acreage increases and the inten-
sification of production appear limi-
ted. Moreover employment in paddy
during the post 1977 period consisted
mainly of resetting existing workers
on newly irrigated lands. Growth in
the garment industry is being cons-
trained by import quotas imposed by
the developed countries. In terms of
labour out-migration there are obvious
limits to the repatriation of plantation
workers of Indian origin, while slower
growth of the Middle Eastern econo-
mies have meant a decline in demand
for migrant workers and, infact; there
has been a significant re-migration of
Sri Lankan nationals back to Sri Lan-
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ka in recent years.

Due to these negative developments

it is estimated that unemployment,
which decreased to about 14.7% of
the labour force in 1981, had increa-
sed to 16.2% by 1986.
» Although the issue of a structural
mismatch between jobs demanded and
offered and the ensuing labour mar-
ket segmentation may still be perti-
nent, this study is of the opinion (as
‘will be demonstrated in the following
pages) that the main problem of un-
employment is the need to create
more jobs. For instance, although in-
dustrial capacity utilization increased
from 60% to 70% between 1977 and
1978, reflecting the release of the im-
port constraint, capacity utilization
has since grown very slowly averaging
73% by 1980. Since the supply of la-
bour is determined to a large extent
by longer term demographic trends,
the main task must therefore be to
stimulate the demand for labour
through macro-economic policies. A
crucial factor in employment genera-
" tion is therefore the level of imvest-
ment.

The impact of wages on employ-
ment generation does however appear
to be more ambitious than what is
suggested by orthodox theory. During
1970-77 for instance minimum real
wages in the organized private sector
increased by 47% while nominal wages
increased by 113%? Employment in
the organized private sector (based on
Employment Provident Fund active
accounts data) during this period in-
creased by 15%. During 1978-85 on
the. other hand nominal wages in-
creased by 161% while real wages in-
creased by only 7%, reflecting the de-
control of prices during this period
(see Table 6) The number of new ac-
tive accounts with the EPF in the
. The

incidence of private sector

increased
ernployment generation during the lat

ter period cannot however be attribu-
ted to a lower rate of real wage increa-
ses brought on by lower nominal wage
increases (the rate of nominal wage

increasss infact rising as between the

with the EPF

IABLE 6

Interest Rates

Year Nominal Interest Rates on Rate of Infla Real Interest Rates L

savings & 12 month fixed tion percent-

deposits (average) age change in

(percentage per annum) GOPD

NSB Commercial Banis NSB iCommercial Banks

1971 7.5 . 4475 2.0 5.5 2.75
1972 7.5 4,75 2.9 4.6 1.85 ‘
1973 745 4,75 16.2 -8.7 -11.45
1976 -~ | 7.5 4,75 26.2 -18.7 -21.45
1975 75 25 12.3 -4.8 =51
1976 7.5 7.25 5.8 17 1445 |
1977 15.0 14.5 18.0 -3.0 =345
1978 15.0 14.5 7.7 7.3 6.8 !
1979 15.0 14,5 157 -0.7 -1.2
1980 20.0 20.0 18.2 : 0.8 0.8 |
1981 20.0 21.0 20.5 ~-0.5 0.5
1982 20.0 189.0 9.9 10.1 9,1 i
1983 20.0 21.0 14.6 5.4 But |
1984 18.0 18.0 17.0 1.0 1.6 I
1985 15.0 15.0 1.7 13.3 3 ] l
1986 13.0 11.25 Sl 7.9 6.15

1. The difference between the nominal interest rate anc price increases for a year gives

the real rate.

Source: Compiled from data in Central Bank Annual Reports, and
Try Economic Memoranda.

World Bank Sri Lanka Country

two periods), but rather to better ex-
pectations of profitability. For ins-
tance during the boom period of 1978-
80, despite the fact that both nominal
and real wages were increasing sharply,
the number of new active accounts
recorded its highest
rate of increase for the entire 1978-

85 period. On the other hand during
1970-73 when nominal and real wages
were held near constant, the pessimis-
tic business expectations prevailing du-
ring that time meant that private sec-
tor employment generation recorded
its lowest increase for the 1870-77
period. '

8/ These figures are from lrvin (1986) and Korale {1985). The 1981 figure of 14.7%
has Leen estimated by Korale from The Labour Force & Socio Economic Survey
{1980-81), The Census of Population (1981) and, the Consumer Finance & Socio
Economic Survey (1981-82), taking into account shortcomings in the samipling
technioues and survey design used in those studies. The 1986 figures have been

projected by lrvin from a 1981 base.

9/ Since no complete or consistent set of time series data are avallable for market
clearing wages, minimum wages have been used here instead. Since the latter is set
by Wages Boards which are in turn influenced by the government, minimum wages
cannot be considered to be equivalent to market clearing wages. The use of minimum
wages is however justified since what is being aimad here is only the illustration of
certain salient characteristics. of labour demand over time. Minimum wages in the
public sector have not been used here to analyse the public sector demand for labour
since the latter is aiso clearly influenced by non economic criterion.
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EMPIRICAL CONSIDERATION OF
EMPLOYMENT CONSEQUENCES
OF PUBLIC EXPENDITURE, THE
PRIVATE SECTOR RESPONSE,
EXCHANGE RATE ADJUSTMENTS,
PRICES AND INCOME POLICIES

The State’s Role in Employment
Generation

Monetarists would attribute the
improvements shown -n the rate of
econiomic growth and employment
creation in the years following libera-
lization in 1977 to precisely those
liberalization measures undertaken,
while the slowdown in the rate ‘of
growth and increased unemployment
in recent years would be attributed to
a loss of momentum in carrying forth
further policy reforms. These include:
the need to improve the overall in-
centive framework, particularly
through further tariff reform and a
more realistic exchange rate policy
so as to lead to a more diversified ex-
port base; and the containment of
public spending so as to release resour-
ces to the private sector and bring
about a more "'sustained growth’’.

Despite the admitted significant de-

gree of liberalization since 1977, the :

sﬁriving force behind the relatively
high rates of economic growth and
employment generation in the subse-
qunet years was not exports or market
forces (the former providing only 60%
of the foreign exchange required by
%mlports during 1978-85), but rather
massive capital investments under-
taken by the state. Although the level
of domestic saving during this period
rose (as a result of falling real wages
and a change in the wage-profit share
in national income), this has not been
enough to match the expansion in in-
vestment. The difference has been met
by foreign savings. Thus, as a percen-
tage of its own total expenditure, a
total which has aiso risen massively,
capital expenditures undertaken by
the state have risen from an average of
28% in 1970-77 to around 44% in
1978-85, while as a percentage of GDP
{at current market prices) it has risen
from an average of 6.3% to 14.7% bet-
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ween these periods. The states role in

the growth process is also evident from
the fact that a slowdown in ther ate
of expansion of governrhent invest-
ment expenditure since 1980 has been
accompanied by a corresponding slow-
down in the rate of growth of the eco-
nomy in real terms from an average
of 6.8% during 1978-80, to 5.2% du-
ring 1981-85 (See Table 2). Despite
lower economic growth during 1970-
77, the high levels of public sector
employment creation (in relation to
the available capital stock) during
this period could perhaps suggest a
more labour intensive development
strategy than that adopted in the sub-
sequent period (See Table 3), These
employment figures moreover need to
be interpreted with a certain amount
of caution since quite apart from the
fact "that publiic sector employment
generation since 1970 was from a low
initial base, the nationalization of ag-
ricultural lands during this period
tended to greatly inflate figures. in
the subsequent period between end
1977 and end 1980 the rate of growth
of employment in government and
semi-government  institutions  was
12.6% and 24.6% respectively, while
the corresponding rate of growth du-
ring 1981-85 was 4.5% and -4.0% the
latter category decreasing by -5.0%
between 1983-85 (See Table 3). Al-
though to a certain extent, the crea-
tion of public sector jobs (especially
those in clerical and allied grades)
during the 1970's and early 80's could
have been due to the need to provide
immiediate relief to alieviate the un-
employment problem, the subsequent
growth in employment in the public
sector was mainly the result of the
growth in public investment. This is
illustrated by the fact that between
1970 and 1975 (prior to nationaliza-
tion of the plantations) 89,969 new
jobs were created in semi-government
institutions whereas this figure was
168,684 for the period end 1977 to
end 1983. Despite the increased re-
cruitment of defence personnel (as
reflected in the increased rate of
growth in government sector em-
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ployment since 1983), the decline in
employment from the public sector
as a whole in more recent years could
be attributed to the completion of
some large public investment projects
such as the Mahaweli an. the fact that
they have not been followed up by .
new large-scale long gestatiurschemes.
Moreover the present policy of stream-
lining the public sector as reflected in
the current round of budgetary cuts
and factory closures suggests that
employment in this sector has already
peaked. This much appears to be con-
firmed from Table 3. Given existing
policies this means that in future the
burden of domestic job creation will
fall increasingly on the private sector.

The Private Sector Response

Inadequate and incomplete data
precludes any definitive statement
concerning p;ivate sector employment
creation. There are however indica-
tions that the performance of this sec-
tor as a supplier of jobs has been in-
sufficient given the leading role as-
cribed to it in the country's économic
deveiopment. The inadequate perfor-
mance of the private sector cannot
however be attributed to it being
crowded out by the public sector. Du-
ring 1970-77 for instance, credit to
the private sector increased by 182%.
Whereas credit to the public sector
increased by 87%. Between erd 1978
and end 1985 on the other hand, cre-
dit to the private sector increased by
1049% while public sector credit ex-
pansion was only 343% (See Table 1).
Moreover, during 1970-77 the steady
decline in public sector capital forma-
tion was accompanied by a correspon-
ding decline in private investment. A
similar situation occured during the
1980-85 period. As indicated in Table
2 private sector capital formation as a
percentage of GDP has been steadily
declining (since 1980} at a time when
the state’s involvement in the econo-
my is being reduced as a consious poli-
cy objective. The decrease in pri
investment activity since 1980 was ins-
pite of the increased availability of
Central Bank refinance (which enabled
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commercial banks to grant loans to
priority sectors at low interest rates)
The recent slowdown in private sector
demand for credit for productive pur-
poses is the result of increased uncer-
tainty in the future prospects of the
economy due to the lower rate of eco-
nomic activity and increased political
unrest. In the absence of a significant
demand for investment finance, the
high private sector borrowing during
the 1978-85 period could be explained
by the deteriorating terms of trade
caused by the 271% rise in import
prices which fed into domestic infla-
tion. It is also revealing that despite
all the encouragement given to the ex-
pansion of the private sector, private
investment as a percentage of GDP in
the post liberalization period has not
shown any signiticant improvement
over the preceeding 1970-77 period.
This is perhaps an indication of the
fact that despite the scarcity of foreign
exchange, certain private sector con-
cerns (especially industrial concerns)
benefitted from the incentive structure

{such as the dual exchange rate sys- -

tem) that prevailed during that period.
As noted earlier while employment in
the organized private sector appear to
have increased by 31% as between end
1977 and end 1985, the number of
active accounts has increased by only
3% during the period 1981-85. Data
from the Greater Colombo Economic
Commission (GCEC) show that while
employment in enterprises coming un-
der it (mainly in the FTZ} has in-
creased from 261 persons in 1978 to
45,047 persons in 1986, over 80% of
it are in the textile, wearing apparel
and leather products category. Future
employment piuspects from  this
source however remains in doubt,
given the quota restrictions faced by
Sri Lanka in these lines of production.

The informal sector in Sri Lanka is
characterized by a paucity of informia-
tion. It is unclear as tc wherther the
informal sector, which is responsible
for a substantial portion of employ-
ment generation, benefitted from eco-
nomic liberalization. While it is clear
that employment generation in such
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Index of Real Trade Weighted Exchange

Rate Movements < .

(Foreign Currency per unit rupee)

end end end end end
1977 1980 1983 1985 1886
Nominal Trade Weighted
Exchange Rate 100 76.9 69.9 62.6 55.2
Domestic Consumer
Price Index (DCPI) 100 170 241 276.3 296.4
Foreign Consumer
Price Index ' 100 125 155 16643 170.6
Real Trede Weighted
Exchange Rate 100 104.6 109 104 96.6
1e This is obtained by taking the consumer price index of the selected

countries and trade weighting them to obtain a composite index.

2 The real exchange rate is defined as the nominal trade weighted exchange
rate in terms of foreign currencies, multiplied by the domestic consumer
price index and divided by the composite foreign consumer price index.

Source: IMF, International Financial Statistics

activities as private transport and
wholesale and retail trade have in-
creased quite considerably since libera-
lization, as noted above, it is equally
clear that increased competition from
liberalization also led 'to the closure
of a large number of small scale enter-
prises producing for the domestic mar-
ket. These enterprises, although ineffi-
cient in a number of respects, were
nevertheless labour intensive.

Exchange Rate Adjustments

Since 1977, the Sri Lankan rupee
has depreciated by almost 45% in no-
minal terms against the currercies of

its major trading partners (on a trade
weighted basis)"” However, due to re-
lative international price movements
the real exchange rate appreciated
more or less continuously for much of
this period with only the sharp nom:i-
1al depreciation of the rupee in 1986
against the SDR (brought on by main-
taining the rupee rate vis-a-vis.the dec-
lining US dollar) leading to a deprecia- -
tion of the real rate (by 3%) for the
first time since liberalization (See
Table 4). Moreover, if one looks at the
real exchange rate movement relative
to the US dollar of Sri Lanka’s main
competitors, the devaluation of the
rupee that would be required to res-

11/Since 1983 the rupee has been set relative to the trade weighted bundle of currencies
of its main trading partners. The countries included in this bundle are the US, UK,
West Germany, France, Japan and India, and the weights given to each are 0.2462,
0.1761, 0.1276, 0.0507, 0.3083, and 0.0911, respectively. :
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tore the competitive position of Srj
Lanka’s exporters relative to that of
its competitors would be around 11%

The appreciation of the rupee for
much of the post 1977 period would,
according to the monetarists, have
been a major contributing factor in the
lack of buoyancy of exports during
the period, and in a slower rate of em-
ployment generation than what would
have occured under a more realistic
exchange regime. The World Bank eco-
nomic report for 1986 even queries
the sufficiency of bringing the real ex-
change rate to its 1978 level, citing the
deterioration in the terms of trade and
loss of profitability of Sri Lanka’s tra-
ditional exports, the increased scarcity
value of foreign exchange due to the
much higher debt service, and the fact
that Sri Lanka’s competitors have de-
preciated their currency at much
higher rates than Sri Lanka.

In terms of tree crops, given their
low supply elasticities, devaluations
are unlikely to bring about an imme-
diate increase in export volumes. Even
if it is assumed that tree crop supply
elasticities are higher than had been
supposed, devaluations while not af-
fecting the world price level, will ne-
vertheless stimulate domrestic produc-
tion further and lead to a further de-
terioration in the terms of trade, given
that the initial deterioration was due
to world over production. This in turn
could have negative employment con-
sequences not only in the tree crops
sector but also for the rest of the-eco-
‘nomy, given the adverse effect terms
of trade deteriorations have on foreign
exchange availability. The role played
by excharge rates in the stimulation
of other exparts and related employ-
ment are also unclear. An analysis' of
the export sector reveals that the pro-
ducts that have shown the fatest
growth since liberalizaticn have been
petroleum re-exports and garments.

Ti:le growth of these two product cate-
gories however had very little to do

with the exchange rate structure, with .

the expansion of garrcent exports de-
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rending on the quota allocations given
to Sri Lanka. Within this cantext it
should also be noted that the growth
of other FTZ exports and errployment
also had far more tc do with factors
such as the investment incentives

part in the capital intensive produc-
tion structure that emerged ir the
agriculture sectcr since it enablec the
government to sukbsidize the increased
cost of importec irguts that resulted
from the depreciation of the rupee.

“The products that have shown the fatest growth since liberalization have
been petroleum re-exports and garments. The growth of these two product
categories however had very little to do with the exchange rate.,.
It should also be noted that the growth of other FTZ exports and employ-
ment also had far more to do with factors such as the investment incen-

tives given, than to exchange rates’’.

given, than to exchange rates. Nore-
over, both the petroleum and garment
industries have developed very poor
linkages with the rest of the econcmy,
wiith the former in particular having a
minimal impact on employment gene-
raticn. It is also misleadirg to attribute
the growth in the service and construc-
tion sector (i.e. non-traded goods sec-
tor) to an over valued exchange rate.
The growth of these two sectcrs
stemmred from ar ircrease in domestic
demand caused by the massive increase
in public expenditure.

Despite the appreciation of the real
value of the rupee vis-a-vis other cur-
rencies for a greater peart of the post
liberalization period, it is unlikely that
the true cost of importing capital
goods was, as a consequence, so under-
valued tkat it brought about, as sug-
gest in Table 7, a three-fold increase
in the capital intensity of procucticn
and thus prevented a more labour in-
tensive production structure. Further-
more, during 1978-85, the volume of
imported capital goods increased by
113% despite their obviously greater
cost brought on by the nomiral depre-
ciation of the rupee. Perhaps a better
explanation of this phenomena could
be found in the fact that imports of
investrent goods are more responsive
to the availability of foreign exchange,
than their price. As noted above, du-
ring the 1978-85 period fcreign ex-
change of ar urgrecedented vclume
has been made available to the coun-
try. The availability of foreign ex-
change also appeared to play a major

The impact of the dual exckange
rate system, epplicable during the
1970-77 period, on employment ge-
reration is less straight forward. While
the existence of dual rates in conjunc
ticn with high import controls appear
to have provided the rrivate sector
with adequate incentives to deveiop
import substituting industries, the abi-
lity of these industries to satisfy the
needs of the domestic market have
however beeri ccrstrained by their
cwn dependence on imported inputs
of limited availability. This in turn has
led tc iristability problenis. Moreover,
in some instances the domestic market
has been limited by the scarcity of
comiplementary imported goods (for
instance, the demand for tyres was li-
mited by the ban on imported cars).Al
though inadequate data precludes any
definitive statement, there anpears to
be no evidence to suggest that dual
exchange rates brought on a more ca-
pital intensive production structure
than the subsequent export led indus-
trialization. In fact, the data from Ta-
bie 7 suggests the reverse. |If one uses
‘imports of capital goods as a proxy

for capital intensive investments, the
volume of capital goods imports then
increased by only 15% during 1970-
77 whereas as noted above it increased
by 113% during 1978-85. Although
this could be attributed to the chronic
shortage of foreign exchange that
characterized the 1970-77 period,

given the shortage, the dual exchange-
rate appeared to ration foreign ex-



change effectively to prevent excessive

..imports of .capital intensive consumer
goods and capital and intermediate

goods that are labour saving, like two-
wheel tractors and weed killers. Du-

«ring 1970-77 for instance, the volume

of “‘other consumer gcods” imports
(excluding food, drink and textiles)
increased by 9% whereas in the subse-
quent 1978-85 period it increased by
202%.

Prices and Incomes Policy

In analysing the employment conse-
quences of the prices and defacto wa-
ges policy (whereby public sector wage
increases were kept small with priority
given to the increase in wages of the
lower paid) of the earlier government
of 1970-77, it would ke necessary to
investigate whether such policies
brought cn a more stable rate cf
growth of inflation and incomes and
whether this in turn encouraged capi-
tal foermation. Although it is generally
ackncwledged that the governments
prices and income policy succeeded @i
narrowing income differentials, as seen
from Tables 1 and 2, prices were nict
stable during tte 1970-77 period and
capital formation steadily decreased in
both the private and public sectcrs.
Other factors such as the deteriorating
terrs of trade and the availablity of
foreign exchange (or rather the lack of
it) seemed to play a far ricre impor-
tant role in determining the behaviour

of prices 2nd (in the absence of ade-

quate domestic savings) capital fcrma-
tion. Moreover the introduction of a
compuisory savirzgé scheme together
with a ceiling on incon es in the early
1970's (esentially to increase domestic
savings), at a time when the govern-
ment had in posed strict controls on
its own expenditure led 1o a further
deterioration in economic activity
with no concomittant increase in do-
mestic saviqgs.

Concluding Remarks

While the liberalization measures in-
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troduced since 1977 such as the re-
lease of the irnport constraint.did have
a positive growth and net employment
effect, it appears that this led tc a
onge-and-for-all increase in economic

activity. This is evident from the fact

that a contraction of the public sector
has been eccompanied by a slowdown
in the rate of growth of the whele
economy. Within this context it could
thus be argued that eny adverse effects
the budget deficits might have had on
irflation and the current account ba-
lance nieeds to be set against the re-
sulting benefits in terms of growth and
employment, for there is no doubt
that the latter have been the direct
result of the massive capital expendi-
ture pregrammes of the gcvernment.

It was alsc seen that the poor per-
formance cf the private sector during
the 1970-85 pericc cculd not be attri-
tuted tc it being crowded-out by the
ptblic sector.Moreover cther stabiliza-
tion policy instruments such as a con-
tinwed depreciation cf the exchange

rate were not effective in ehangirg-
“the strueture of production frcm a

capital intensive to a more labour ir-
tensive one, while there is some evi-
dence to suggest that a system of dual
exchange rates is more effective in
this respeet. The employment conse-
quences of a prices and incor es
policy hcwever appear to be more
ambitious.

From the analysis of this paper it
is evident that despite the significant
degree of liberalizatior , the economic
strategy actually impleriented during
tre post-1977 period could, in fact,
be better described as a type of right-
wing Keynesianism, characterized by a
leading role for the state in the accu-
mulation process, and an erosion, ir
real terms, of social welfare expendi-
ture. Ir this respect it warrants remar-
king that the develepment strategy
adopted in 1978-85 was not, in
essence, dissimilar to previvys ones, es-
pecially if ore allows for differences

in the amount of external assistance
made availzble. :

Given the fact that the gap between
labour force growtb and domestic job
creation is likely 'to widen in the near
future (especially in the context of
negative net-migration as more tempo-
rary migrant workers to the Middle
East will be returning than departing),
recent studies have estimated that .in
order just-to stabilize the rate of un-
employment at its current level would
require maintaining the investrnent
share in GDP at its present level. As
seen above, despite the increased
role given to the private' sector in
generating growth and employment,
its. performance to date has been in-
sufficient. In the .present unsettied
international environment and the
state of unrest in the country it is
unlikely that private sector activity
(especially investment activity) will
expand significantly in the near future.
While one is not defending the ineffi-
cienceies of the public sector, in the
absence of an adequate private sector
response, the present policy as refie
ted in the 1987-89 stabilization pro-
gramme, of curtailing public (nvest-
ment to bring about a ‘‘more sustaina-
ble growth’ is problamatic in that it
is leading to a steady erosion of the
productive base of the country in an
environment where there is nothing
to replace it.

Monetarist stabilization policies cer-
tainly cannot be regarded as costless
in the short run. Even this much ap-
pears to be recognized by the World
Bank which says in its 1986 economic
report on Sri Lanka that: “It is unclear
whether this adjustment can be made
without disrupting the growth process
and plunging the economy into re-
cession’’. Moreover it appears that the
“short term’’ stabilization measures
that are recommended appear to be
affecting the production structure o
the economy in such a way that i
will lead to long term costs.
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| FEATURES

Economic Poi AN

Agricultural Perform-
ance in Low-Income

Countries

The disappointing performance of the
| agricultural sector in many low-income
| countries, in particular in Africa, is charac-
terized by output levels which are insuffi-
cient to meet the competing demands for
food, raw materials and export earnings.
OECD’s Development Centre has just fi-

nished an analysis of six countries (Burkina
Faso, Kenya, Mali, Nepal, Sri. Lanka, Tan-
zania), which goes beyond technical factors
to consider the economic stimuli and dis-
incentives that have affected the sector over

the longer run.

paradoxical situation in which a Malthu-

sian fear of worldwide food shortages
coexisted with the promising prospects
held out by the “Green Revolution” (a
technological breakthrough of high-
yielding cereal varieties). The global situa-
tion has now clearly shifted to massive
food surpluses, resulting from sustained
output growth in the North and from
sometimes spectacular increases in food
production in certain developing countries,
especially in Asia. However, vigorous agri-
cultural growtn is far from being general in
poor countries. Considerable differences
exist not only among but also within
countries, for example where one agricul-
tural subsector has flourished (e.g. rice in
SriLanka, cotton in Mali) while others have
stagnated or declined.

The countries studied by the Develop-
ment Centre were chosen for the charac-
teristics they share: a low level of income,
high dependence on agriculture and, in the
case of neighbouring countries, similar
natural conditions and approximate sjze of
population. Since their differences lie
mostly in the area of policies and institu-

g n the early 1970s the world witnessed a

tions, the effects of different measures in
an otherwise relatively similar natural and
socio-economic environment can be traced
and explained over a long period during
which policy regimes and economic condi-
tions changed more or less radically.

The approach followed is based on the
idea that agricultural performance in a
given country depends on three sets of
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factors: exogenous constraints such as
drought and the decline of the world
market price for a major export crop;
structural change brought about by gov-
ernments; and macro-economic and agri-
cultural policies pursued. A better under-

In Nepal, markeied farm production
dropped after the government
lowered real prices.

standing of the respective but related
effects of constraints and policy decisions
is necessary to assess the effiefency of
various policies and to find ways of
reducing certain constraints. The case stu-
dies show that in certain countries a
combination of constraints, structural
reforms and policies can lead the agricul-
tural sector into a cumulative process of
either decline or prosperity.

Structural Change

Of the six countries covered in this
study, Sri Lanka and Tanzania have intro-
duced particularly far-reaching reforms in
their agricultural sectors. In Sri Lanka, the
reform affected the bulk of its production of
crops for export: two thirds of the area
under tea, one third df the area under
rubber and 10 per cent of the coconut area
were nationalized in the early 1970s.
initially, this measure adversely affected
Pprivate investment in these crops; subse-
quently it gave rise tG numerous manage-
ment problems. Performance suffered
because of the lack of the necessary 'skills
and administrative capacity in addition to
the diseconomies of scale arising from the
organization of the nationalized land under
two huge state corporations.

The most radical reforms were intro-

ot e g T 4 # i
duced in Tanzania. As from 1973, tarmers
were obliged to resettie in villages, which
resuited in the movement of nine million
people and the creation of 8,400 villages.
The object of that exercise went beyond
agrarian reform; its purpose was to trans-
form the living conditions of the entire rural
population. In fact, it contributed to a
declirie in agricultural production during the,
1970s since, among other things, it
increased the distance between farmerss
fields and their homes, In particular, mar-
+keted production of cereals fell at an annual
rate of 10 per cent and the volume of
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export production at 7 per cent, as farmers
gradually moved back towards a subsis-
tence economy.

Government Intervention

The state controls the marketing of
agricultural.products to some extent in all
of the countries under consideration, but
the degree of control varies from one to
another. Public intervention is the rule for
export crops.{g Publicly-owned agencies
usually have a monopoly on the purchase of
producers’ output (either directly or via
private intermediaries at official prices fixed
by the government) and its resale abroad.
In principle, these public agencies intervene
to stabilize domestic prices. Sometimes
they offer efficient extension services to
producers, such as for cotton in Burkina
Faso and Mali. But they also play a fiscal
role by retaining for the government 20 to
50 per cent of the export price (net of
transport-and marketing costs}, thus acting
as the principal instrument of a fiscal policy
which can jeopardize the development of
these crops. 5

Government intervention is usually more
limited in the-marketing of food crops. In
only two of the countries studied did the
governments try to impose complete cori-
trol all the way from producer to consumer.
This was the case in Mali from 1960 to
1968 and in Tanzania after 1973 when
private food trade was outlawed. This
policy had adverse effects in both cases: a
decline in the volume marketed, the devel-
opment of a black market, difficulties in
meeting urban needs, and so on. More
often, governments try to follow a dual
pricing policy, with a guaranteed but low
price for producers and a subsidized price
for consumers. Experience shows that this
kind of policy tends to fail. The burden of
subsidies gradually becomes unbearable (in
1977 it ‘réached 16 per cent of public
expenditure in Sri Lanka), while producers
reduce their sales at the official price and
turn to the parallel market. If, however, the
government limits its objectives to a.rela-
tive stabilization of prices on urban markets
through an institution which sells from its
stocks when prices exceed a given ceiling,
it can succeed in reducing price fluctua-
tions, which is, of course, desirable.

Taxation of Farmers

The idea that agricuiture should —in
poor countries where it is the dominant
sector — provide resources for the develop-
ment of other sectors is widely advocated
by economists and often applied by gov-
ernments, if necessary by force. To create
this flow of resources, the government can
introduce a direct toll or income tax, but
this tends to be inefficient in rural areas.
Hence, governments use various indirect

n Tanzania, resettling farmers in new
villages, which involved uprooting nine
million people, did not produce the
benefits expected.

taxes: for example, export taxes, levied by.
public agencies with marketing monopol-
ies, mark-ups on transport and processing.
All these measures result in imposing on
producers prices which are lower than the
price (net of transport and marketing costs)
they would otherwise receive and thus in
worsening the internal terms of trade in the
short run (between agricultural products
and manufactures). It should be noted that
a long-term decline in the terms of trade
may resuit from the modernization of agri-
culture, leading to an increase in yields and
marketed output.

In. a situation of rapidly increasing
supply, market forces (competition among
producers) induce a flow of resources from
agriculture to non-agricultural sectors at
increasingly lower prices in terms of non-
agricultural products. However, to increase
production capacity in the agricultural
sector in the same way, the government
must first channel resources into agricul-
ture in the form of inputs, irrigation facili-
ties, research and loans, and combine
these flows with appropriate institutional
measures and- price policies conducive to
increased productivity. It is only after such
a phase or government-supported develop-
ment that a decline in the terms of trade in
favour of the non-governmental sector will
take place automatically. This trend can
then possibly be reinforced by the govern-
ment through indirect taxes and other
levies.

The experigence of the six countries
studied shows that agriculture is often

burdened with resource transfers to other

sectors before it has benefited from a
government-assisted development: pro-
cess, with the result that the agricultural
sector may fail. The effects of government
policies can be measured by the change in
the internal terms of trade, 1.e. agricultural
prices in real terms, or by drawing up the
balance sheet of positive and ne'gative
transfers between agriculture and govern-
ment.

Comparative analysis shows that mar-
keted production stagnates or declines
when the government reduces real agricul-
tural prices, be it to increase levies br to
reduce consumer prices. Food production
was depressed in this way in Tanzania and
Nepal. Export production was similarly
affected in Tanzania after 1973 and in
Sri Lanka after 1965. The case of Tanzania
is particularly interesting since in neigh-
bouring Kenya during the same period, the
same crops developed fast due to a favour-
able price policy (between 1972 and 1980,
the real price of agricultural products in
Kenya increased by 5 per cent while it
decreased by 27 per cent in Tanzania).

The only case of a decline of real prices
without negative consequences on mar-
keted production is that of cotton in Bur-
kina Faso and Mali. In these two countries,
the real price declined due to increased
levies, but because of the substantial sup-
port given to this crop from the 1960s
onwards, technical progress has led to a
very fast increase in yields. Consequently,
net income per hectare has risen substan-
tially in real terms, despite the decline in
the price of cotton. This rise stimulated
producers and brought about the growth in
output. This example supports the conten-
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tion that government cannot impose
increased rates of taxation on cash crops
without first encouraging an increase in
acreage and/or yields and a modernization
of production methods.

Macro-aconomic Interdependence

If a bottleneck occurs anywhere in the
macro-economic system, it tends to be
4transmitted to other variables throughout
the system. Thus, if agricultural output
stagnates or declines, the repercussions on
the rest of the economy and the balance of
payments are likely to engender a feedback
cycle of cumulatively worsening perfor-
mance. Tanzania provides a notable
example of such a vicious cycle throughout
the 1970s and particularly in recent
years.

On the real side, a production shortfall
limits exports and hence foreign exchange
earnings, and thereby restricts a country’s
capacity to import. The restricted level of
imports limits industrial capacity utilization
and the availability of imported inputs for
the agricultural and transport sectors. The
low level of industrial capacity utilization
constrains the production of consumer
goods and inputs for the agricultural sec-
tor, and this in turn reduces incentives for
farmers and limits potential productivity
gains in agriculture. In addition, the produc-
tion shortfall calls for a higher level of food
imports which further restricts the avail-
ability of foreian exchange. On the financial
side, an inflationary spiral is triggered by
growing shortages which lead to increased
sales at higher prices on parallel markets.
Inflation is simultaneously fuelled by public
agencies’ growing deficits.

Although there are many possible
causes of such a cumulative process
- some clearly outside the controi of the
policy maker ~ the neglect of agriculture by
government {often on the pretext of
needing resources 1o speed up the indus-
trialization process) appears to be the
principal one in poor developing countries.
The relatively large resource flow syphoned
off from agriculture (with minimum
resources moving in the opposite direc-
tion), the establishment of new institutions
more on ideological than on economic
grounds (e.g. the village development pro-
gramme), the introduction of a variety of
guantitative control mechanisms and the
replacement of private production and dis-
tribution channels by public agencies all
constitute disincentives to agricultural pro-
duction.

It is clear that both external and internal
constraints can reinforce the cumulative
deterioration in agricuitural perrormance.
Thus, worsening external terms of trade
may further compound the balance of
payments crisis. In some instances, the
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vicious cycle may even be triggered by .

external constraints such as a sudden
upsurge of import prices or worsening
export prospects. These shocks can be
amplified if the authorities decide that the
agricultural sector should carry the full
burden of the adjustment process and
deprive it, for example, of its necessary
inputs.

All the sample countries exhibited
instances of such cumulative deterioration
— albeit not to the same degree and extent
as Tanzania. When an economy is in the
midst of a vicious cycle it is difficult to
change it into a virtuous one. Reversing the
cumulative process typically requires dis-
crete as opposed to incremental changes in
the policy environment and multiple points
of entry —which means a package of
institutional-cum-policy measures which
simultaneously affect different links of the
cycle.

Appropriate Institutions and Policy
Packages in Different Settings

One important lesson derived from the
compared experiences of the sample coun-
tries is that specific institutions and policy
measures are likely to be ineffective unless
they are reinforced by a set of complemen-
tary measures. The combined effects of a
package of consistent and complementary
institutions and policy measures on various
developmental objectives {including the
utilization of the agricuitural surplus) are
likely to be much greater than the sum of
the individual measures.

in the case of essentially subsistence
crops (e.g. millet and sorghum in the Sahel
countries and maize in East Africa and
Nepalj, total production, as opposed to
marketed production, is affected much
more by natural constraints and by the
institutional environment {provision of
inputs, output marketing, credit, extension
services, etc.) than by :Solicy variables such
as prices and subsidies. The first objective,
therefore, should be to ease the constraints
{e.g. through soil conservation measures,
increasing the area under irrigation or
introducing seed varieties more resistant to
drought). The institutional framework on
both the production and distribution sides
should be designed to encourage and
facilitate the marketing of the subsistence
crops.

Should the above conditions not be met,
the use of price policies per se could lead to
serious conflict. If farmers’ total production
is significantly less responsive to price
signals than their sales (marketed produc-
tion), residual consumption out of their own
production could fall, leading to undesir-
able nutritional consequences. Alterna-
tively, if the conditions are met and produc-
tion is thereby encouraged, then the use of
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more conventional policy variables, such as
regulating prices and subsidizing inputs,
can constitute an increasingly important
stimulus to subsistence farmers' income,
and ease the transition to market orienta-
tion without diminishing the availability of
food out of own production. These general
rules were confirmed by the case of rice
production in Nepal and Sri Lanka (where it
is a key foodstuff) and in the Sahel coun-
tries (where it is only a minor product).
On the whole, it appears that those
regimes which relied more on a mixed
economy approach than on an extreme one
fared better in terms of both agricultural
and overall economic performance. It
would, of course, be simplistic to impute
poor performance exclusively to the poli-
tical system and prevailing ideology. A few
lessons may nevertheless be drawn from
the compared experience of the countries
studied. The following elements appear to
have contributed to poar performance:
e distrust of the role played by prices and
other producer incentives, such as the
ready availability of consumer goods and
inputs in rural areas
® reliance instead on quantitative adjust-
ment mechanisms (e.g. rationing of fertil-
izer, quota systems to regulate deliveries
by farmers, unrealistic controlled prices)
e jdentification of industrialization with
development, resulting in policies that dis-
criminate against agriculture.

LR R

One general lesson which flows from the
comparative study is that government has
to encourage agricuitural development at
an early stage through appropriate institu-
tions and policies. In other words, instead
of channelling resources out of agriculture
at the outset of the development process,
the authorities should help recycle what-
ever “agricultural surplus” is available
within the sector itself — for example,
reinvesting revenue from agriculture in
irrigation and other services for farmers.
Thus, during the early stages of structural
transformation, the agricuitural sector
should be seen as an engine of growth in its
own right rather than as a source of surplus
on which the rest of the economy can draw.

Once agriculture has taken off on a path
of sustained growth, a more or less auto-
matic transfer of the surplus towards non-
agricultural sectors will occur without, or
with a minimum of, government interven-
tion as a result of the fallin internal terms of
trade brought about by technological pro-
gress and market forces. Such a relatively
automatic transfer will help finance non-
agricultural development on a continuing
basis, whereas a forced transfer imposed
from the outset by government may
throttle the development of both agricul-
ture and non-agricuiture. L]
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THE ECONOMICS OF TEA PRODUCTION

IN SRI LANKA

James Roberts

Department of Economics, Laval‘ University Quebec, Canada.

industry”’.

The extracts reproduced here, from a paper based on an economic research
study of Sri Lanka’s tea industry, conducted during 1983 and 1984, deal with
“tea production economics in practice” and “‘proposals for Sri Lanka’s tea

The first section of the paper which covers “tea production economics in
theory” and involves a brief foray into economic theory as it applies to tea
production is excluded for reasons of space. This section raised certain issues
on ways of achieving and measuring profitability on particular tea estates;
including controllable and uncontrollable inputs, short term and long term
activities, and field and factory activities.

TEA PRODUCTION ECONOMICS IN
PRACTICE

In response to the questions posed
in the first section, this section has
three parts which cover in turn the
technical features of tea production,
conclusions based on the estate spe-
cific efficiency ratings, and finally
several detailed estate performance
predictions.

Technical features of tea production
a) Economies of scale

As more of all inputs are used in
a production process, output can
generally be expected to increase but
this increase may not always be in a
direct proportion. For example, a
doubling of all inputs will not necessa-
rily result in a doubling of output. In
their simplest form then, economies
of scale refer to the ratio of change
in the quantity of output following a
given hypothetical change in the quan-
tity of all inputs. Identically, econo-
mies of scale are often measured as
changes in average cost (in common
tea parlance, C.0.P.}) as production
levels change.'”

Economists usually believe that, at
low levels of production, a given in-
crease in all inputs will result in a grea-
ter corresponding increase in output
s0 that economies of scale are 'said to
be increasing. At a cer ¢
duction, this relation i
ever and economies of scale are s

to be decreasing when further increa-
ses in all inputs result in smaller corres-
ponding increases in output. In average
cost terms, when economies of scale
are increasing, the C.O.P. is falling
when economies of scale are decrea-
sing, the C.O.P. is rising so that average
costs have a “U” shape. In this scena-
rio, an ideal size for a production unit
is one associated with the output level

- where economies of scale change from

increasing to decreasing or similarly,
at the point at the bottom of the
“U”’ where the C.O.P, is lowest.

For field activities, my research
showed quite conclusively that green
leaf production followed this classic
scenario of economists and that op-
timal production is associated with
estates in the 300 to 400 hectare range
with 400 hectares, if a specific size
need be chosen, as probably being
ideal. Estates of less than 300 hecta-
res could clearly become more effi-
cient by simply being larger. Above
400 hectares, this situation is the op-
posite and estates are increasingly

ginefficient simply because of their

size. In graphic terms, and if all costs
were considered, estates between 300
and 400 hectares would, on average,
have lower C.O.P. figures in the field
than other estates.

By extrapolating this result at the
low endf’it may seem reasonable to
conclude that plantation production
of green leaf is more efficient than
smallholder production. However, if
smallholders employ a different tech-
nology than plantations in their pro-
duction of green leaf, then such an
extrapolation is not legitimate.A con-
clusive answer to this question would
require a study including both small-
holders and. plantations on a compa-
rable basis. ’

In the factory, the pattern for eco-
nomies of scale differed considerably
from in the field. Factory economies
of scale were apparantly increasing at
all levels of production and in fact,
the factory in my study with the lar-
gest measure for economies of scale
was also the factory with the largest
drying capacity (775 kgs of made tea
per hour). This implies that as facto-
ries become larger, they also become
more efficient simply due to their
size. It is impossible to conjecture if,
or at what size, this increasing effi-
ciency stops. Nonetheless, building
huge factories in order to obtain opti-
mal economies of scale would probaly
not be wise since supplying sufficient
quantities of green leaf to them would
in turn become a problem. Optimal
factory size then is likely not a ques-
tion of economies of scale but rather
of available green leaf within a trans-
portable distance.

b) Effects of price changes

During the past thirty years, ave-
rage staff wages in the tea industry
have increased three times while ave-
rage labour wages have increased ten
times. Moreover, in a complex and

-sometimes volatile world economy,

tea prices in Sri Lankan rupees can
fluctuate dramatically from year to
year,

1%, In the context of tea production, an increase in inpuis means
not only labour, vehicle kilometrage and so on but also land' area

and factory capacity.

17, Since prices and many other factors may differ between estates,
a direct comparison of the C.0.P. figures for large and small es—
iates will rarely reveal any apparent sconomies of scale. Fur-
thermore, examining cosis may obscure the fact that economies of
scale derive essentially from the technology of production.

18, The smallest estate in my study was 90 hectares.
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It’s often thought however that
price changes have little effect on pro-
duction and that technology or land
area largely determine the amount
of tea which an estate can produce

and how much of each input will be

required to produce it. In other words,
inputs and outputs are tied in direct
proportions. If this were true, then as
made tea or input prices changed,
profits and costs would be affected
directly. A tea estate could do no-
thing in the face of changing prices
other than the numbers on its account
sheets change.

My research showed conclusively
that this perception of tea production
is false. In fact, tea estates are respon-
sive to price changes and they adjust
the “mix” of inputs and outputs in
order to account for different relative
prices. These adjustments are summa-
rized in Appendix B at the end of this
paper.

For example, on any given estate,
if made tea selling prices were to in-
crease by 10% - while holding all
other prices and uncontrollable inputs
constant - tea output would increase
by 9.5%. To achieve this, the estate
would increase fertilizer usage by
11.9%, filed labour by 13.7%, elec
tricity comsumption by 13% and so
on. On the input side, if field labour
wages were to increase by 10%, tea
output would decline, for example,
by 5.5% and field labour ‘employ-
ment by 8.9%.

There are three key points to con-
sider when examining these percen-
tage changes in quantities caused by
price or wage changes. The first point
is that they isolate effects to a single
price change while other prices are

assumed to remain constant. The se-
cond point is that they are short term
changes in that all uncontrollable in-
puts like estate land area and factory
size are assumed constant. The third
point is that the larger the single price
change is, the less precise are the pre-
dicted quantity changes. For example,
if tea prices were to double overnight
(a 100% increase), it’s unlikely that
“tea output would increase by 95%.
However, a smaller, more realistic
increase in selling prices of 20% would
likely ‘mean tea cutput would go up
by 19%.
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Nevertheless, 1t should be obvious
that declining production figures over
the last twnety years for Sri Lanka’s
tea industry are in part explained by
lower relative tea selling prices and
higher labour wages. In a similar vein,
government edicts to raise tea worker
wages, Ceylon Electricity Board tarifi
cation policies and tea export duty
changes, to mention only a few possi-
bilities, all have effects on the amount
of tea produced and input require- .
ments in the tea sector. These effects
can be estimated generally from the
table in Appendix B.

Efficiency ratings and correlation to socio
economic factors.

Efficiency ratings were calculated

Appendix B

for all of the estates for which I had
information and are shown in Api:en-
dix A. The rating is the ratio between
actually observed short term profit
and the short term profit predicted
by the parameters based on prevailing
conditions. .. In essence, these condi-
tions amount to the information lis-
ted on pages 8 and 9 and so efficiency
in this sense refers to variations in

. profits due to factors other than those

listed. ;

The best rated estate was Stafford
in 1982 when its observed profit was
almost 2.5 times greater than predic-
ted. At the other extreme, the nine
most inefficient year-end results had
negative ratings because their observed
short term profit was in fact negative.

Price Change Effects on Tea Production
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' Made tea output 94.5 -4.8 -2.2

Electricity 130.4 -28.6 -1.9

consumed

Factory labour 795 -2.5 -0.2
employed

Packing 109.5

materials used

Fuel consumed 83.0 -5.7 0.1
Green leaf 93.1 -3.7 -1.9
produced

Fertilizer 118.7 -4.7 -2.4
put out

Field labour 137.0° -5.5 -2.7

distance driven

I—6.9 ~5.2 -11.1 -55.4 -6.7 -2.5
-7.5 -9.7 -12.1 -60.8 -7.3 -2.7
-23.4 0.2 -7.9 -39.4 -4.7 -1.8
-4.3 -10.2 -10.6 -5.3 -11.6 -58.1 -7.0 -2.f
-5.4 -20.9 -7.5 -37.6 -4.5 -1.7
-6.2 -3.9 -11.3 -56.9 -6.8 -2.5
-7.9 -5.0 -10.7 -81.3 -3.8 3.0

-9.2 -5.8 -18.7 -89.4 -5.0 -0.9

employed

Supervisory - 100.7 -4.0 -2.0 -6.7 -4.3 -5.3 -30.9 -40.8 -6.8
staff employed

Vehicle 1727 -6.9 -3.4 -11.5 -7.3 -19.7 -24.6 -32.0 -67.4
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Twenty one results showea profits
which were within 10% of predicted
profits,

The average efficiency ratings for
private estates was .99; for SLSPC es-
tates . 72 and for JEDB. estates :50.

than that on average, they could be as
efficient as private estates or as ineffi-
cient as JEDB estates,

In a similar vein, I compared three
individual estates when they were
under private and public (JEDB)

years: ,36).

Furthermore, it would appear that
the reason for any differences in effi-
ciency between nationalised and pri-
vate estates is essentially in the field
and not the factory. Average efficien-

Table 1 Table 2
Annfield Estate 1966-67 Private Deasford Estate 1981 SLSPC
Efficiency Rating: 20th Efficiency Rating: 6th
Actual Predicted Price Actual Predicted Price
Quantity Quantity {rupees) Quantity Quantity ° rupees
Made tea output (kgs) 540,340 442,285 17.83 174,938 177,787 3.93
Electricity (kwh) 375,354 297,352 1.198 72,230 119,907 074
Factory labour (names) 13,677 13,302 16.26 6,894 1,505 3.06
Packing materials (full chests) 10,457 8,071 73.73 2,864 2,986 9.26
Fuel .(litres) 232,858 162,796 5.793 101,455 51,756 -116
Estate green leaf output (kgs) 1,922,751 1,737,215 2.982 724,946 749,423 852
Fertilizer (kgs) 159,129 166,961 4.240 88,932 98,780 .704
Field labour (names) ks 203,240 175,038 15.96 94,114 102,723 2:82
Supervisory staff (man-months) 558 457 966.65 229 199 341.84
Vehicles (kms) 43,830 42,050 2.205 7,865_ : 10,778 567
Bought green- leaf (kgsa) 253,142 2.808 16,169 518
Total mature area (hectares) 353.11 143.56
Estate condition index 882.62 845.50
Rainfall index 133.22 226.88
VP area (hectares) 49.33 0.00
Factory dryer capacity (kgs/hour) 400.00 227.00
Actual Predicted Actual Predicted
Total profit (rupees) 1,577,089 1,027,732 202,550 190,763
Field profit (rupees) 1,178,837 1,143,477 206,960 205,474
Factory profit (rupees) 398,252 -115,745 -4,410 -14,800

Although these averages are suggestive
of relative effciency, one should be
careful in interpreting them, In fact,
only the differences between the effi-
ciency ratings for JEDB and private
estates were large enough and occurred
often enough for a firm conclusion
to be made. In the case of SLSPC es-
tates, littie can be firmly said other
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ownership, There were no significant
differences between the efficiency ra-
tings under private and public owner-
ship for Frotoft and Mousakellie es-
tates.However in the case of Annfield,
it was clearly more efficiently opera-
ted as a private estate (average rating
over four years: .94) than as a nationa-
lised estate (average rating over three

cy ratings based on field profit obser-
ved and predicted showed the same
ordering as for overall profit: private,
SLSPC, JEDB with private estates
being significantly more efficient than
JEDB estates and SLSPC estates falling
on average somewhere between the
two. In the factory, the average ra-
tings were in descending order:
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SLSPC, private, JEDB although there
was no solid consistency to this pat-
tern which would allow for a firm con-
clusion.

Generally speaking, the age of a
superintendent was tied positively to

rison of estates where the job of
superintendent changed hands during
the production year(average efficiency
rating: .33) and estates where the same
person occupied the. position for the
whole year (average rating:.66). In par-

diture was vaguely connectea = : effi-
ciency, lacking other evidence, n.y »us-
picion is that efficient estates tend to
make better profits and in turn spend
some of the money on their work-
force. This suspicion is based on the

Table 4

Efficiency Rating: 52nd

Gonapitiya Estate 1982 JEDB

Made tea output (kgs)
Electricity (kwh)

Factory labour (names)
Packing materials (full chests)

Fuel (litres)

Estate green leaf output (kgs)
Fertilizer (kgs)

Field labour (names)
Supervisory staff (man-months)

Vehicles (kms)

Bought green leaf (kgs)

Total mature area (hectares)
Estate condition index
Rainfall index

VP area (hectares)

Factory dryer capacity (kgs/hour)

Total profit (rupees)
Field profit (rupees)

Factory profit (rupees)

Table 3
Mocha Estate 1981 SLSPC
Efficiency Rating: 45th
Actual Predicted Price
Quantity Quantity (rupees)
386,971 419,740 23.25
405,033 314,667 1.149
10,842 13,078 16.63
7,167 8,093 74.03
192,566 189,601 5.76
1,544,126 1,724,929 4.308
142,033 180,628 3.659
198,991 208,008 15.475
439 433 927.14
41,811 52,647 2.414
81,721 2.808
273.00
844.07
93.64
39.00
425.00
Actual Predicted
2,376,574 2,853,126
2,544,785 3,022,684
-168,211 -169,558

N

Actual Predicted Price
Quantity Quantity (rupees)
664,616 685,664 22.10
466,624 492,487 1.554

17,442 17,042 20.14
13,426 13,144 74.16
296,906 339,765 1.175
2,625,289 2,819,516 4.203
289,877 286,800 5.083
338,641 312,872 19.24
654 677 1,011.25
167,136 81,921 2.835
49,709 3.312
536.00
698.45
127.70
78.00
472.00
Actual Predicted
3,144,900 4,107,613
2,076,410 3,452,550
1,068,490 655,063

an estate’s efficiency rating, although
this connection was not strong enough
to be definitive. As a result, it would
not be fair to say that older (and pre-
sumably more experienced) superin-
tendents are better at their-work than
younger ones. A more significant tie
between superintendents and effi-
ciency was apparent in the compa-
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ticular, a change in superintendent had
a clear and significantly negative effect
on efficiency in field activities.

Data on worker welfare measures
such as estate residents per lineroom,
residents per latrine and estate welfare
expenditure per worker showed no
clear correlation with the estate effi-
ciency rating. Although welfare expen-

fact that more direct measures of wor-
ker welfare (e.g.lineroom and latrine
crowding) showed no consistent rela-
tionship at all with efficiency,

The exception perhaps to this
welfare/efficiency connection was the
percentage of workers having obtained
Sri Lankan citizenship which proved
to be positively associated with an
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estate’s efficiency!* This implies that a
more seecure workforce is a better
workforce.

Performance prediciions for five
estates. :
< In order to demonstrate the estima-
ted parameter’s ability to work as an
analytical tool after the production
year (or rather, as a backward looking
budget model), I chose five estates
more or less at random to make pre-
dictions of optimal profit, controllable
input quantities and output of made
tea. The five tables in the following
pages summarize these predictions
alongside the actually realized quanti-
ties and profits as well as observed
prices”

Examining the first table for Dess-
ford estate in 1981 which placed sixth
amongst, the 87 year-end results for
overall efficiency, the additional profit
over predicted was essentially made
in the factory (a surplus of 500,000
rupees). This was achieved with ‘an
observed made tea/green leaf out-thrn
ratio of 4.03 which compares *with
.a predicted ratio of 4.50. While this
greater production required more of
all controllable factory inputs than
predicted, the extra cost was easily
compensated by greater revenues. This
was not the case for field activities
where an overproduction of green leaf
involved extra costs leaving actual
field profit virtually identicai to pre-
dicted field profit. :

In Table 2, predictions are shown
for Annfield estate when it was under
private ownership in 1966-67. Placing
. twentieth for over all efficiency, Ann-
field’s better than predicted profit, as

with Dessford, was essentially made.

in the factory ( a surplus of 10,000
rupees at 1967 values).

This extra factory profit was achie-

ved as well with a slightly better made

tea/green leaf out-turn ratio than pre-
dicted. Although. observed electricity
and fuel consumption were conside-
rably different than predicted, these
differences did not seem to influence

performance unduly. Lastly, while
observed green leaf production in the
field was smaller than predicted, an
efficient use of field inputs left ob-
served field profit almost identical to
predicted field profit.

Table 3 presents predictions for

Table §

Kelliewatte Estate 1981 JEDB

Efficiency Rating: 81st .

Actual Predicted Price
Quantity Quantity {rupees)
Made tea output (kgs) 162,498 173,581 17.22
Electricity (kwh) 111,430 132,456 : 1.137
Factory labour (names) 7,831 2 6,974 16.38
Packing materials (full chests) 3,384 3,211 72.58
Fuel (litres) 163,452 110,512 2.202
Estate green leaf output (kgs) 471,787 501,568 3.054
Fertilizer (kgs) ! 50,758 49,821 4.170
Field labour (names) 60,073 52,507 15.47
§ Supervisory staff (man-months) 222 164 911.53
Vehicles (kms) 9,712 6,100 5.345
Botight green leaf (kgs) 247,676 2.642
Total mature area {(hectares) 112.50
Estate condition index 873.79
Rainfall index 142.96
VP area (hectares) 24.28
Factory dryer capacity (kgs/hour) 148.00
Actusl Predicted
Total profit (r\;pees) ~111,978 391,497
Field profit (rupees) 4§,823 330,260
Factory profit (rupees) -157,801 61,237

19.1n the years 1980-82, a large percentage of workers on the estates | studied were still
without citizenship. With the recent legisiation of the Sri Lankan government how-
ever, the present situation may weill be very different. Over and above domestic poli-
tical concerns, this legislation should have the effect of improving efficiency on es-

tates t00.

20. Note that the price given to estate green leaf is the imputed price as described above
in this paper. Note too that figures may not sum precisely because of rounding and
that overall profits and costs as indicated here may vary substantially from estae ac-
counts because of the definition of short term cost.
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Mocha estate in 1981 which placed
forty-fifth in the overall efficiency
ratings. Mocha had a realized factory
profit about equal to predicted factory
profit, however field profit was
500,000 rupees less than predicted.
This occurred principally because of
insufficient field input usage, notably
fertilizer, which led to an under-pro-
duction of green leaf by 180,000
kilograms,
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Table 4 shows the results for Gona-

pitiya estate in 1982 which plaeed
fifty -second in overall cfficiency. In
this ease, reéalized field profit was
about 1,400,000 rupees less than pre-
dicted while a surplus of 400,000
rupees in the factory left overall ob-
served profit 1.000,000 rupees less
than predicted. This inefficiency in the
field is clearly evident by the over-uti-
lization of almost all field inputs but
with a green leaf output over 200,000
short of predicted. The
.extra  profit in the factory was
achieved essentially with a better made
tea/green leaf out-turn ratio and an
efficient use of factory inputs.

Table 5§ presents predictions for
Kelliewatte estate in 1981 when its
rating was eighty-first for overall
efficiency. Kelliewatte’s inefficiency is
apparent in a deficit between observed
and predicted profits in the factory of
over 200,000 rupees and in the field
of almost 300,000 rupces. The overall
deficit was 500,000 rupees.

As with Gonapitiya estate, Kellie-
watte used more of every controllable
input in the field than predicted yet
produced 30.000 kilograms less green
leaf. (Predicted green leaf output per
hectare was a relatively low 4,460
kgs/ha. Kelliewatte has over 20% of its
total mature are in VP tea).

This inefficiency was carried into
the factory where more of every con-
trollable input. except electricity, was
used than predicted to produce less
tca. In particular, actual fuel consump-
tion was 50,000 equivalent litres grea-
ter than predicted.

kilograms

PROPOSALS FOR SRI LANKA’S

TEA INDUSTRY

1) In the previous section, I presented
detailed analyses for five estates in
various ycars based on predictions
made with the estimated parame-
ters. With few problems, similar
tables could have been prepared
for all of the other estates included
in my siudy. If extended to all tea
estates of the SLSPC and JEDB,
such tables could become a part of

“the general administration of esta-
tes with two specific uses. Firstly,
prior to the production year, edu-
cated guesses could be made at the
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regional office level for prices of

controllable inputs for the coming
year. Then, combined with infor-
mation on uncontrollable inputs for
each estatc and expected tea sel-
ling prices, estate specific estima-
tes could be drawn up in a form
similar to the tables shown. These
estimates could offer a valuable
third opinion for when the superin-
tendent and the regional offices

draw up the actual estate cost
estimates.
Secondly, after the production

year, given information on the con-
ditions which actually prevailed on
each estate, these ‘predictions”
could be made again in order to de-
termine how estates performed and
why some had better results than
others. Such an estate specific ana-
lysis could be very informative for
superintendents and help them to
correct any mistaken practices.

It’s worth noting that the required
data for such work is already con-
tained in the Estate Monthly Ac-
counts and few if any adjustments
to them would be necessary. At
most. amierocomputer at the regio-
nal office level would help in carry-
ing out the calculations.

Other than providing an analysis
after the production year of such
key factors as input usage and tea
produced, preparation of estate-
wise tables would also provide an
efficiency rating based on predic-
ted and achieved profit. Such a ra-
ting could be used in the calcula-
tion of a performance bonus for
superintendents. The rating sugges-
ted here is ideal because it takes
into account the factors beyond
a superintendent’s control and mea-
sures him strictly on his own year-
end performance. In this sense, a
competent superintendent on a run-
down estate with bad climatic con-
ditions could well have an efficien-
¢y rating higher than an incompe-
tent superintendent on an estate
with superior conditions.

However the corporations may de-

cide to calculate a performance bo- .

nus, there is little doubt of its need.
Superintendents are key individuals
in tea production and if competent,
they should be properly rewarded

as an incentive. Because of the bu-
reaucratic naturc of the present
industry, an ad hoc system of bo-
nuses as was used in the agency
houses days is probably unworka-
ble now. Performance bonuses must
be calculated by a fair and open
method so that everyone knows
who received what and why. This
is the sort of poligy change which
could have dramatic effects on pro-
ductivity.

3) An organization of the irdustry

4

along lines suggested by the econo-
miecs of scale would result in estates
of about 400 hectares producing
green leaf and then large central
factories manufacturing the green
leaf into made tea. Since green leaf
cannot be transported more than
20 or 30 kilometers without da-
mage, factories would have to be
strategically located amongst the es-
tates and their dryer capacity de-
termined by available green leaf in
the region. In fact, this is some-
what the way the Kenyan tea in-
dustry is organized with smallhol-

_ders supplying large factories.

~

Given Sri Lanka’s existing tea in-
dustry, it would be impossible to
reform radically the present ar-
rangement. However, certain efforts
could be made to move in the right
direction. For example, rather than
investing in equipment for small
factories, i* would be wiser to shut
them down and invest the funds in
a larger nearby factory which
could then be used to manufacture
the leaf instead. If necessary, the
smaller estate could keep its selling
mark ecven though the manufac-
tured tea would no longer be co-
ming from its own factory. Simi-
larly. if any plans are made for shif-
ting boundaries of estates, as much
as possible, they should lead to the
creation of estates between 300
and 400 hectares.

For a period in 1980, Sri Lanka had
a most enlightened electricity tarifi-
cation policy which was unfortu-
nately changed losing its economic
sense. There are good reasons for '
returning to a modified version of
the previous policy. :

In effect, because of the seasonal
nature of the monsoon, cheap
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5)

6)
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hydroelectricity is available for
about half the year and expensive
hydrocarbon based electricity for
the other half. This seasonal diffe-
rence in electricity generation cost
led to the Fuel Recovery Charge
(FRC) which was initially adjusted
on a post monthly basis. Then, be-
cause of understandable complaints
about after the fact price changes,
the Ceylon Electricity Board simply
applied an average FRC for the
whole year.

The results of my research show
that, at least for tea production,

electricity demand is responsive to
electricity prices. In specific terms,
a 10% increase in the price of elec-
tricity will result in a 3% decrease
in tea factory electricity consump-
tion. This is important because a
scare  resource like electricity
should be used wisely and the best
way to do this is by letting the
price indicate its rarety. :
Therefore, the CEB would be ad-
vised to return to perhaps to FRC
changed every six months and
based on a reasonable six month
prediction of electricity generation
costs. With such an FRC in place,
tea estates at least would decrease
consumption and make efficient
use of expensive electricity genera-
ted with imported fuel.

In 1980, export duties applied to
tea yielded 1,920 million rupees in
revenue for the government. If, as
has been ' estimated, the tea sector
employs directly 700,000 workers
(estate and non-estate)then this ex-
port duty revenue represents a tax
of 2,700 rupees per worker. An ex-
tremely liberal estimate of annual
wages in 1980 for a tea worker
would be about 5,400 rupees (270
days at rupees/day).Therefore, the
export duty on tea is equivalent to
an income tax rate of 33% appied to
those workers who are amongst the
poorest in Sri Lanka. Is this fair?
Export taxes applied to tea do how-
ever have a well justified place in
the government’s fiscal policies.
Given the important role that Sri
Lankan tea plays in the world tea
market and the distinctive nature
of its quality, it is likely that Sri
Lanka can control to some extent

the foreign price of its own tea.
With such control, Sri Lanka.could
act as a monopolist by raising pri-
ces, reducing- production, and so
making a monopolist’s profit. An
export tax on tea, by raising the
price and reducing demand, has the
effect of doing precisely this and
the monopolist profit will be the
government revenues from the ex-
port tax. While this may not be in
the interest of foreign tea consump-
mers and will mean a lower tea out-
put, the export tax revenue will
more than compensate for lost
sales and so it is certainly to the
advantage of Sri Lanka as a whole.
Such a policy however requires in-
formation about the shape of the
demand curve (in technical jargon,
the demand elasticity) for Sri Lan-
kan tea which is crucial for deter-
mining the optimal size of an ex-
port tax. A tax too high will need-
lessly choke off demand and not
only mean a suboptimal level of
tea production but also a lower
gréss revenue for the government
from the export tax.Alternatively,
a tax too low is a pecuniary gift to
foreign tea consumers which other-
wise could find its way into the
government’s coffers.

Although incidential, Saudi Arabia
effectively applied such a policy
with oil in the seventies and early
eighties through OPEC. However,
the possibility of a tea cartel of
even a commodity agreement with
other producers is next to non-
existent and the lessons of the tin
market should be illustrative. for
those who think otherwise. Mono-
poly profits obtained through an
export tax are still possible though
based solely on Sri Lanka’s own
power in the market which could
be determined by an econometric
study of the demand for Sri Lankan
tea.

7) There remains another source of re-

venue for the government through
taxation of the tea industry and
this consists essentially in collecting
any economic rents. In ordinary
circumstances, these rents would be
collected through the profits made
by the corporations and paid to the
government. There may be certain

prdctical difficulties though in en-
suring that any profits actually
find their way to the government.
For this reason, a form of land tax
to capture the most important rent
associated with land might be more
appropriate. In my study, I deter-
mined that, on average in 1981,
the imputed yearly rent for a hec-
tare of seedling tea was 6,900 ru-
pees and for VP tea 9,400 rupees.
These are average figures for de-
veloped land while an economic
rent is more properly based on
undeveloped land and will vary
from estate to estate. Nevertheless,
a land tax to collect the economic
rent could be approximated by
these figures.

8) The imputed rents, noted above are

better suited to another purpose
beyond that of a government land
tax. Since they represent the
amount estates would be willing
to pay yearly, if they had to, for
another hectare of land, these rents
implicity gives -an idea of land’s
value. For'example, with an annual
real interest rate of 5%, the value
in 1981 of a hectare of seedling
tea would be 138,000 rupees and
of VP tea 188,000 rupees. In this
sense, if the cost of procuring and
replanting a hectare of land is less
than these amounts, then invest-
ment in tea land will be profitable.
Similar comparisons could be made
with diversification projects. It is
imperative to bear in mind though
that these are average figures in
1981 rupees.

9) If the heads of the two tea corpo-

rations are party to government
discussions about price changes
which may effect the industry; they
should willingly use the statistics
of Appendix B to defend their case
about repercussions on tea produc-
tion. Similarly, the Ministry of Fi-
nance should make use of them in
the preparation of the government’s
budget so that some idea can be
had of the net effect on revenue of
any tax changes. Given the relative
size of the tea industry, any large
statistical models of Sri Lanka’s
economy require as well the infor-
mation in this table if forecast§ of
any value are to be made.
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10)One of the areas of tea production
most sorely neglected by Sri Lan-
ka’s industry is the marketing of
its own tea. Practically speaking,
the industry’s work stops at the
auctions in Colombo where the
large foreign Blcnding and marke-
ting firms take over. Unbagged tea
is sold on the supermarket shelves
of Europe and North America at
prices (currently around U.S. $‘
9.00/Kg. or Rs 270/kg.) as much
as cight times higher than those
reccived by estates. Taxes, trans-
port and distribution charges do
not account completely for this
spread.

More relevant perhaps is the fact
that the distinctive features of
Sri Lanka’s tea are lost when blen-
ded with inferior teas from other
countries. This is justified in the
name of a consistent superior taste
throughout the year. However,
would French vineyards for exam-
ple permit their wine to be mixed
with other wine to maintain a con-
sistent so-called superior taste?
Finally, Sri Lankan tea faces com-
petition not only from other tea
producers ‘but also from coffee,
soft drinks and all beverages. Com-
pared to the competition, the tea
industry devotes little if any effort
to promoting and marketing itself
despite the popular qualities of
its product.

This is an extremely complicated
problem but a good start would
be the creation of aggresive marke-
ting strategies for the two main
markets of Sri Lankan tea: the
Middle East and the developed
West. At least in this latter case,
my feeling is that excellent possi-
bilities exist for Sri Lankan tea to
be marketed in ways similar to wine
with specific indentification to re-
gions and even plantations in Sri
Lanka. Increasingly, this is how
coffee is marketed and it means
premium prices for premium qua-
lity. ;

11)Sri Lanka exports 95% of its tea.

This fact should not be forgotten
because it means that the product
of the industry has almost no so-
cial value for Sri Lankan society
other than as an earner of foreign
exchange. Any direct or indirect
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subsidies to the industry are in
cffect subsidics to foreign tea con-
sumers. In this sense, the industry
should be run on a strict albeit long
term profit basis with at most a
consideration for using domestic
inputs as much as possible. Since
wages make up the largest part of
production costs. the domestic
value added in tea is already high.
In a mercantilist sense. this is one
recason that it’s good industry for
Sri Lanka’s cconomy .

12)Given the present nationalised

structure of the industry, it is
possible to have, and indeed there
should be, a clearer definition of
the roles of the superintendent and
the regional offices. Given his po-
sition to control the day-to-day
operations of an estate, a superin-
tendent should have for principal
task to cnsure that they are carried
out efficiently. The control of the
long term development of an estate
is better left to the staff of the re-
gional offices who., working with
the superintendents under their
purview in order to obtain basic
information, can determine the
long range investment strategies for
each individual estate. These roles
should be more clearly defined and
respected. Too often superinten-
dents have to deal with the regional
offices for minor affairs which are
purely operational in nature. As
well, the regional offices don’t seem

_ to make proper use of their strate-

gic position to budget investment
funds efficiently amongst estates.

13)The Estate Monthly Accounts torm

one of the most important informa-
tional links in the admnistrative
chain of command of the tea in-
dustry. Since they were the basic
source of data for my research, I
spent a considerable amount of
time going through them, verifying

numbers, and comparing the ac- -

counts of different estates. Al-
though confusion abounded, it’s to
the industry’s credit that extremely
rarely did I find errors and never
did I find a case of illegality. This
may come as surprise to some.

The accounts contain a wealth of
infcrmation which unfortunately
is seldom put to good use. The
fundamental problem, in my view,

is the practical impossibility of
comparing the performance of dif-
ferent estates through their ac
counts. While some see in this a
justification for a drastic simplifi-
cation in the accounts® format, 1
take an opposite view for several
reasons. Firstly, office clerks are
relatively casy to come by in Sri
Lanka and their salarics are not
extravagant. An extra clerk to com-
pile the accounts, even in great
detail, is not an expensive luxury.
Secondly, if the accounts were to
lack considerable detail, they would
be impossible to understand and to
verify. Like it or not, it’s in the na-
ture of estate offices to present
basic information in their own way.
The more aggregated the informa-
tion is, the more likely they are to
invent their own methods of calcu-
lation. For this reason, any hope
for having accounts which are com-
parable between estates is doomed
to failure if the format is drastical-
ly simplified. Thirdly. there is a
bureaucratic inertia embodied in
chief clerks and estate offices which
is not an entirely bad thing. They
are reticent to change simply for
the sake of change and in evitably,
attempts at radical change will lead
to major confusion. Is the matter
such a priority that it’s worth it?
Fourthly, if properly prepared. the
details contained in estate accounts
could fofin an important adminis-
trative tool for the regional and
head offices.

Nevertheless, some serious reforms
are required in the way information
is presented in the monthly ac-
counts although generaly |, ‘these
reforms should be less in the struc-
ture of the accounts and more in
making what cxists now work bet-
ter. Two examples will serve to
illustrate my point. Labour em-
ployed on estates and wages paid
are calculated in many different
ways (c.g. lent labour, cash pluc-
king, overtime, contract work)
which render almost imposssible
comparisons of total figures. How-
ever estates decide to present la-
bour statistics, it should be clear
how much labour was employed
on the estate and what payments
were made. Furthermore, three im-
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portant types of labour should be
distinguished: 1) Workers employed
to produce tea (e.g. pluckers, fac-
tory labour); 2) Workers employed
for worker’s welfare (e.g. lineroom
sweepers): 3) Workers employed for
long term activities (e.g: replanting,
infilling).Only by making these dis-
tinctions is it possible to examine
the productivity of different estates
on a comparable basis. Bought leaf
presents similar problems of incom-
parability. Sometimes it’s included
directly in the accounts as another
input of production while some-
times the manufacturing charges are
deducted from factory costs. Re-
gardless of how an estate receives
outside leaf, the cost of manufac-
ture should be included directly in
the accounts; any charges paid by
other estates should be included
as a revenue and the made tea in-
cluded as an output of the manu-
facturing estate.
These examples indicate the need
for standardising the accounts. The
current procedures of sending out
circulars generally leads to confu-
sing contradictions. One method
to ensure standardisation would
be a single comprehensive manual,
written for chief clerks, which
clearly indicates how to include
various statistics in the accounts.
However, implementing any viable
method to achieve greater standar-
disation would pay dividends in im-
proved information and decision
making.

14)In the early days of nationalisation,
one of the unfortunate problems
for the tea industry was the undue.
influence of politics. Now, the grea-
ter danger seems to lic in the undue
meanderings of the bureaucracy.
This is clearly apparent in the too
frequent changes of superintendents
on estates when such changes are
significantly correlated with estate
efficiency ratings. Perhaps a diffe-
rent method for assigning superin-
tendents to estates should be con-
sidered so that, once placed, a supe-
rintendent will not grumble about
being shifted and the corporations
will not be tempted to reconsider
the appoinment as a short term
posting.

15)in my study, no differences were

apparent between domestic and
imported tea chests which suggests
that estates should buy whichever
is cheaper. The same can be said of
different types of firewood where
no appreciable difference was appa-
rent. In terms of rupees per kiloca-
lorie though, firewood is much
cheaper than liquid fuel. Where pos-
sible, estates should convert.

16)For the estates which performed
poorly in the field, often the cause -

seemed to be an'under utilization
of fertilizers and pesticides. This
occurred often enough that some
rethinking should be done about
this aspect of field work.

17)Prices paid for bought leaf were in

almost every instance lower than
the imputed price of the manu-
facturing estate’s own green leaf. In
other words, the value to the manu-

facturing estate of a kilogram of
green leaf, which the imputed
price represents, was higher than
the price paid to green suppliers.
While this was a welcome source of
profit for the estates that bought
green leaf, it is also grossly unfair
to the green leaf producers who
sold it to them and inefficient for
the industry as a whole. Lacking
any kind of market in green leaf, at
present, an accounting formula is
used to determine the price of
bought leaf. Unless this formula
has been radically changed ‘ecently,
there is good reason to believe that
green leaf producers are receiving as

‘much as 50% less than they should.
18)While. conducting my research, 1

was surprised to learn that there
was no modern manual about the
technique of tea production written
for superintendents. Most technical
matters, including even new ideas
developed by the Tea Research Ins-
titute, seemed to be dealt with in
off hand and informal discussions
between superintendents. Often, 1
found that a superintendent wor-
king alone on an estate would ex-
periment with different techniques
with little knowledge of what had
been tried elsewhere. While discus-
sions and experimentation of this
sort have their place, I think a com-
prehensive manual incorporating
the latest research could prove to
be an invaluable reference source

for many superintendents. In a si-
milar sense, the training and educa-
tion of young superintendents
could be given a more rigorous
basis.

19)The comparison of efficiency ra-
tings between private and nationa-
lised estates contains, I feel, an im-
portant lesson. Although it may
seem reasonable to conclude that in
the agency house days, estates were
probably more efficient than they
are now and this lower efficiency
is probably caused by improper
field activities, the specific compa-
risons - then and now -for Annfield,
Fortoft and Mousakellie estates
should not be ignored. In effect, it
does not appeaf that nationalisation
has been the direct cause of, or in
every case led to, inefficiency. Ra-
ther, it appears that, for whatever
reason, estates have been affected
differently by nationalisation. Per-
haps some estates have developed
problems and under public owner-
ship, these problem have been
less easily rectified while other es-
tates without problems have unaf-
fected by the ownership change.
Whatever the explanation, the im-
plication for the industry is good. If
efficiency were affected across the
board by nationalisation, then this
would suggest that there was some-
thing inherently wrong with it and

the. government would have to
choose between a less etficient na-

tionalised industry or some form of
reprivatisation. On the contrary,
nationalisation has not meant ac-
ross the board inefficiency and so
it would be incorrect to conclude

that something is inherently wrong.
However, the present lower etfi-

ciency of some estates implies that
changes in the administrative me-
thods of the corporations could
lead to important improvements in
their results.

20)Lastly, it would be impossible for

me to write of Sri Lanka’s tea in-
dustry without mentioning the wor-
kers’ living conditions which are
noteworthy because they are so
abominable, It may trouble the
reader, but a few facts need to be
recalled. The estate infant morta-
lity rate is twice Sri Lanka’s average
while the maternal death rate is
thrice. The percentage of people on
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estates who have had no education
is twice the percentage for the
island as a whole. Sri Lanka’s ave-
rage literacy rate of 85% is only
60% for the estate sector. Too of-
ten, women give birth without
knowledgeable assistance because
of a lack of facilities, midwives' or
transportation to isolated line-
rooms. While parents work, their
preschool children are herded, 40
or more together, into a small room
and barely supervised by one in-
experienced adult. Where a school
and teacher exist, older children

are ‘taught in rotation and receive
at most several hours of instruction
per week.

In the words of one superinten-
dent:

leak and there is enough drinking
water for his family, then he is
happy”. Unfortunately, the dates
inscribed on the outside walls of
linerooms attest to their modernity
while the boulders placed on their
tin metal roofs attest to their stur-
diness. The too frequent outbreaks
of fatal dysentery are indicative

“The average labourer has. -
simple needs. If his roof doesn’t °

of the quality of the water supply.
I’'m well aware that estate living
conditions are often excused‘ by
comparions to the past and to local
village conditions. However, these
excuses beg the question. Sri Lan-
ka’s tea industry exists not only
to earn foreign exchange but also
to provide a livelihood for literally
hundreds of ‘thousands of people.
There seems. little point if this
livelihood means a bare survival.
The industry can and should offer
more,

Appendix A Efficiency Ratings
Actual Actual profit
No. Name of estate Owner Year profit No. Name of estate Owner Year Predicted profit
Predicted
profit
44. Frotoft Private 1960 0.83736
1. Stafford JEDB 1982 2.45642 45. Mocha SLSPC 1981 0.83297
2. Nuwara Eliya SLSPC 1981 2.07807 46. Mousakellie Private 1952 0.82760
3. St.Leonards JEDB 1982 1.92824 47. Talawakelle SLSPC 1981 0.82216
4, Laxapana SLSPC 1981 1.81711 48. Robgill JEDB 1981 0.82023
5. Brownlow SLSPC 1981 1.54089 49, Dimbulla JEDB 1981 0.81270
6. Dessford SLSPC 1981 1.53453 50. Fordyce JEDB 1981 0.79603
7. Labookellie Private 1972 1.563155 51. Annfield Private 1964-65 0.76865
8. Darrawella JEDB 1981 1.48132 52. Gonapitiya JEDB 1982 0.76563
9. Maturata JEDB 1982 1.47032 53. Norwood SLSPC 1981 0.75225
10. Hapugastenne JEDB 1981 1.46957 54. Wanarajah JEDB 1981 0.74833
11. St. Leonards JEDB 1981 1.43645 55. Glentilt JEDB 1981 0.69618
12. Mousakellie JEDB 1982 1.41607 56. Kelliewatte JEDB 1982 0.60629
13. Eskdale JEDB 1981 1.28710 57. Kirkoswald JEDB 1981 0.60407
14. Mahacoodagala JEDB 1982 1.26055 58. Gonapitiya JEDB 1981 0.59567
15. Kenilworth JEDB 1981 1.18006 59. Drayton JEDB 1981 -0.56417
16. Moray SLSPC 1981 1.16333 60. Dickoya JEDB 1980 0.55885
17. Tientsin SLSPC ' 1981 1.12783 61. Mount Vernon JEDB 1980 0.55487
18. Ingestre JEDB 1981 1.09301 62. Annfield JEDB 1981 0.55340
19. High Forest JEDB 1981 1.06748 63. Mount Vernon JEDB 1981 0.54063
20. Annfield Private 1966-67 1.06229 64. - Bogahawatte JEDB 1982 0.53871
21. Uda Radella SLSPC 1981 1.05636 65. Vellai Oya JEDB 1981 0.52728
22. Frotoft Private 1962 1.04450 66. Tillyrie JEDB 1981 -0.44993
23. Annfield Private 1967-68 1.04231 67. Craigie Lea JEDB 1981 0.42453
24. Talawakelle SLSPC 1982 1.03324 68. Dimbulla JEDB 1980 - 0.35669
25. Mousakellie Private 1953 1.02661 69. Bogahawatte JEDB 1981 0.34173
26. Mousakellie Private 1954 1.02466 70. . Annfield JEDB 1982 0.32824
27. Mount Vernon JEDB 1982 1.01902 71.  Ferham SLspc 1981 0.31284
28. Frotoft Private 1963 0.99243 72. Stamford Hill JEDB 1981 0.28892
29. Labookellie Private 1971 0.97751 73. Bogahawatte  JEDB 1980 0.24261
30. Battalgala JEDB 1981 0.96400 74.  Luccombe JEDB 1980 0.21219
31. Frotoft Private 1961 0.94874 | 75. Annfield JEDB 1980 0.20877
32. Yuilliefield JEDB 1981 0.94813 76. Dickoya JEDB 1981 0.10905
33. Stonycliff JEDB 1981 0.94563 77. . Venture SLSPC 1981 0.10214
34. Abbotsleigh  JEDB 1981 0.94376 78. Luccombe JEDB 1981 0.01050
35. Mousakellie  JEDB 1981 0.94149 79. " Kelliewatte JEDB 1980 -0.14460
36. Abbotsleigh  JEDB 1980 0.93947 '80. Luccombe JEDB 1982 -0.18676
37. Kirkoswald JEDB 1980 0.92764 81. Kelliewatte JEDB 1981 -0.28603
38. Mousakellie JEDB 1980 0.91808 82. Derryclare JEDB 1981 -0.33849
39. Frotoft JEDB 1981 0.89773 83. Carolina SLSPC 1981 -0.71859
40. Annfield Private 1965-66 0.88703 84. Lonach JEDB 1981 -1.80115
41. Labookellie Private 1973 0.88512 85. Harrington SLSPC 1981 -2.86038
42. Stockholm SLSPC 1981 0.86500 86. Mulhalkelle JEDB 1981 -3.44675
43. Mahacoodagala JEDB 1981 0.84626 87. Mayfield JEDB 1981 -6.23092
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