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COMMODITIES SITUATION CHANGES FOR SRI LANKA

For nearly nine years the Economic Review has reflected the constant fall in real value of earnings from Sri Lanka’s major
commodity exports. Tea was a prime.example and we have occasionally illustrated the situation through this regular monthly dia-
gram from the journal “South”. The situation has changed dramatically for Sri Lanka which broke through the trend followed by
the other 13 commodities that have been dealt with in this diagram. As seen below in January 1984, tea surges ahead of its 1975

position, contrary to the trend of all other commodities.

SOUTH INDICES

This table shows the changes in the purchasing power of commodity exports.
Commodity purchasing power is measured in the following terms:
1. how much oil one tonne of each commodity can buy;
2. the volume of debt service payments one tonne of each commodity
can cover in US dollars.
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THE BUDGET 1984

On November 16, 1983 the Mi-
nister of Finance and Planning, Mr.
Ronnie de Mel, presented his se-
venth consecutive Budget in Par-
liament. This is also the second bud-
get of the second consecutive UNP
government. |In introducing his bud-
getary proposals the Minister em-
phasised that despite the economic
difficulties of the country, which
had been aggravated by the recent
disturbances, he would attempt not
to impose additional burdens on the
less affluent sections of the people.
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He was offering, he said some relief
which he hoped would be welcome
and a few additional burdens on those
who were most able to bear them.

The main strategy and thinking
behind the budget is discussed in the
note that follows. Other aspects

of the budget are analysed in the
contributions oan “Problems and Pros-
pects of Budget 19847, Targets and
Implications of Recent Budgets”, and
‘““The Budget Proposals for 1984 --
their impact on Revenue”,

_ Main Features

Government revenue in 1984
is expected to yield Rs 30,770.3
million, while total current expendi-
ture is estimated at Rs 28,650 and

total capital expenditure is estima-
ted at Rs 21,860 million.
The  overall budget deficit is

expected to be in the region of Rs
Rs 16,543 million. The deficit is
to be financed by way of Rs 3,550
million obtained from domestic non-
bank sources, a sum of Rs 681 million
from domestic bank sources, and a
sum of Rs 12,312 million from foreign
sources comprising foreign loans (both
project and commodity) and grants.

Revenue

Total revenue receipts for the fi-
nancial year 1984 are estimated at
Rs 30,770 million indicating an
increase of 28 per cent over the revised
estimates for 1983. Indirect taxes on
production and expenditure constitute
nearly 66 per cent of estimated re-
venue as against 68 per cent for 1983.
External trade oriented taxes inclusive
of turnover taxes on imports are
estimated to yield about 37 pef cent
of total revenue in 1983. Turnover
taxes, including those on imports,
continue to be the largest source
of revenue accounting for 27 per
cent of revenue receipts as compared
with 25 per cent for 1983. Import
duties form the second largest source
of revenue with a share of 17 per cent
as compared with 19 per cent for
1983.  Receipts from direct taxes
have been estimated at Rs 4,570
million showing an increase of Rs
Rs 1,195 million or 35 per cent
over the revised estimates for 1983.
Income taxes, the major component
of direct taxes, have been estimated
at Rs 4,500 million showing an in-
crease of 36 per cent. Among non-
tax revenue, current transfers are
estimated at Rs 2,080 million. These
include a transfer of Rs 1,700 million
from the Central Bank profits to be
utilized in liquidation of Government
obligations to -the Central Bank.
In 1983 Rs 1,500 million was trans-
ferred in this manner. A detailed
breakdown of Govenment revenue
is given in Table P along with compara-
ble data for 1983,



Trdble 1
Government Revenue — 1983 and 1984
Rs Million
1983 1984
Revised pPer  Budget Per
Estimates Centages Estimates. Centages
1. Taxes on production and
expenditure 6,410.00 68.1 20,408.3 66.3
{i) T.T. (non manufacturing) (2,000.00) (8.3) (na.) —
{ii)y T.T. (manufacturing) (2,700.00) (11.2) (n.a.) —
{iii) T.T. (imports} {1,450.00) (6.0) (n.a.) =
(b) Excise on liguor 850.00 35 970.00 32
{c! Excize on tobacco 1,350.00 56 1,720.00 6.7
900.00 3.7 1,030.00 3.3
d 4.500.00 18.7 5,285.3 17.2
rt duties 2,200.00 9.7 2,735.0 8.9
: { 1,110.0) ( 46) (1,50.0) (6.0)
{1t Rubber ( 760.0} (3.2 { 910.0) (3.0)
{i1i} Coconut ( 200.0) { 0.8) { 183 0) (0.5)
{iw} Other { 130.0) {0.5) {122.0) (0.4)
{g} Licence fees 180.0 0.7 163.0 05
{h! Taxes on Transfer of assets 280.0 12 280.0 09
2. Corporate income taxes 3,300.0 13.7 4,600.0 146
3.  Non-corporate income taxes
4. Receipts from trading enterprises 1,285.0 53 1,632.0 5.3
{a) Railway ( 500.0) (2.1) ( 532.0) (1.7)
{b) Posts & Telecommunication { 785.0) (2.2) (1,100.0) (3.6)
(c) Other = —=") ( — DElia=y) ( ==)
5. Rents and interest 525.0 22 1,270.0 4.1
6. Sales and charges 525.0 2.2 585.0 19
7. Social security contributions 750 0.3 95.0 0.3
8. Other current transfers 1,652.0 6.9 2,080.0 6.8
9. Sales of capital goods 20.0 0.1 20.0 0.1
10. Capital transfer 75.0 0.3 700 0.2
11. Repayment of loans and advances 2250 0.9 110.0 04
12. Capital transfers from abroad — — c— -
Total 24,095.0* 100.00 30,7703 100.0

Source: General Treasury

*Inclusive of cash grant amounting to
Rs. 3 Million

The gross allocations under re- ture is estimated at Rs 28,077 million
¢urrent expenditure is estimated at showing an increase of 14 per cent
Rs 28,650 million and net out-pay- over the revised estimates for 1983.
ments under advance accounts Rs 300 However, the recurrent expenditure
million. Total recurrent expenditure inclusive of advance account out-
net of the anticipated under expendi- payments for 1984 indicates an in-
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crease of only 11 per cent, as advance
account outpayments are estimated
to be substantially lower in 1984.
Personal emoluments, pensions and
interest on public debt comprise
nearly S8 per cent of the estimated
gross allocations of recurrent ex-
penditure as compared with 57 per
cent in 1983. A detailed breakdown
of recurrent expenditure is given in
Table 11 along with comparable data
for 1983.

A sum of Rs 1,060 million
provided for the Import Duty Rebate
Scheme is mainly connected with the
garment export sector. Total transfers
have been estimated at Rs 4,002
million as compared with Rs 4,335
million in 1983. These include
transfers to households under Welfare
Schemes (Food Stamp Scheme,
Kerosene Stamp Scheme etc), transfers
on account of subsidy programmes
(fertilizer, interest subsidy to the
National Savings Bank, etc.) transfers
to meet operational deficits of public
corporations and transfers  to
non-profit oriented semi-government
-entitles to meet current commitments
(Tourist Board, Universisite etc,)
Recurrent expenditure classified as
‘other’ relates to expenses connected
with travelling, supplies, requisites,

repairs and maintenance,
transportation, communication,
utilities etc. A Ministry-wise

breakdown of recurrent expenditure is
given in Table 111.

Total provision under the capital
budget for 1984 is estimated at
Rs 21,860 million. Net of under-
expenditure and amortization pay-
ments, total net capital expenditure is
estimated to be Rs 16,568 million
indicating an 8 per cent increase over
the revised estimates for 1983. The
share of capital expenditure in total
government expenditure is expected
to decline from 44 per cent in 1983
to 40 per cent. On the basis of gross
allocations.The Ministry of Mahaweli
Development would receive a sum
of Rs 6,017 million, while Ministry
of Local Government, Housing &
Construction has been allocated
Rs 2,056 million. A Ministry-wise
breakdown of gross capital expendi-
ture is given in Table 1 V.
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BUDGET 1984 : THE GOVERNMENT’S STRATEGY BEHIND

THE BUDGET -

The Budget 1984 drew on pre-
vious experience and sought to conso-
lidate past gains and to lay the foun-
dation for sustained development in

the future. It was set within the
frame-work evolved in the Public
Investment Programme (1983--87).

The Budget Speech identified objec-
tives, specified targets and outlined
policies and measures for the period
ahead.

The initial step in the whole
process has been to try to evolve the
optimal development strategy for Sri
Lanka. In doing this it was recognised
that each sovereign economic entity
must base its strategy on the specific
objective conditions that it has to
contend with. The policy framework

AN OFFICIAL VIEW

that has been adopted is based on the
premise that the liberalisation of the
economy has been a major source
of growth impulses and dynamism
in the economy, during the past six
years. It recognises that autarkic
strategies are not practicable in Sri
Lanka, given the country’s resource
endownment and domestic market
size. This has been amply demon-
strated by the failure of these poli-
cies to promote growth and em-
ployment during the past twenty
years. Inward looking policies have
the potential for improving the ma-
terial well-being of the people on a
sustained basis only in a context
where a strong capital goods sector
can be developed out of domestic
savings. Small ex-colonial countries

Table 11
Recurrent Expenditure — Estimates 1983 and 1984
Rs. Million
1983 1984
Revised Budget
Estimates Estimates
:I. Personal emoluments 5,608 6,466
2. Pensions 1,848 2,108
3. Interest on Public Debt 6,912 7.995
Domestic (5,442) (6,261)
Foreign (1,470) (1,734)
4. Import Duty rebate 820 1,060
5. Transfers 4,002
Kerosene 387
Food stamps 1,510
Inters subsidy to NSB 500
Free Text books 4,335 60
Infant milk food 100
Price Support Scheme for tea 24
Milk Board 25
Fertilizer subsidy 1,000
Reimbursement of losses to Corporations 100
Other public institutions 296
6. Other 5,214 7,019
Add: (Estimated under expenditure) 1,496 -
Total 26,233 28,650
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like Sri Lanka do not have the capa-
city to generate sufficient savings,
nor the resources or the market size
to make a strong capital goods sector
economically viable. In such a con-
text sufficient foreign exchange must
be earned to finance the capital
and intermediate goods necessary for
the structural tranformation of the
economy. In Sri Lanka’s case the
foreign exchange bottleneck is exa-
cerbated by the country’s reliance
on imported fossil fuels for its energy
requirements. In 1983 imports
of petroleum products are estimated
to have absorbed about 40 percent
of total export earnings.

Given the limited options and
narrowly circumscribed room for
manoeuvre confronting countries like
Sri Lanka, export-led economic diver-
sification and an open economy
arguably provide the best possible
framework for economic policy. This
was the justification for the far rea-
ching economic reform introduced
in 1977. These policies constituted
a significant break from the inward
looking and regulatory policies of the
past.. Trade and payments were li-
beralised. = The exchange rate was
unified and realistically realigned.
Steps were taken to render the Public
Sector more efficient and to revitalise
the private sector. Incentives were
offered to enhance investment,
production and employment. An
environment was created which foste-
red innovation, and entrepreneurship.
These policies have served to double
both investment as a percentage
of DGP and real growth. In addition
the rate of unemployment has been
almost halved.

Closing up of the economy could
well stifle many of the growth im-
pulses that have emerged during the
last six years. This would have a nega-
tive impact on incomes and employ-
ment as well. These are the ideological
considerations that underpin the mea-
sures introduced ime the Budget.
These measures sought to reduce
instability introduced into the system

5



Table 111 ~ through the budget and to encourage
Recurrent Expenditure (Ministry-wise) — 1983 and 1984 exports and efficient import substitu-

1983 1984 tion. This would reduce price instabi-
lity by increasing supplies and strengt-

Ministry Revised Percentage Budget Percentage

: : hen the balance of payments.
Estimates Estimates
(Rs. Mn) {Rs. Mn)
The budget has sought to set the
1. The President, Prime Minister, course for the future on the basis of
Supreme Court Judges, etc. an honest appraisal of the country’s
181.9 0.7 142.4 05 resources. Notable progress has been
2. Defence 1,184.6 46 1,416.5 49 made on the investment, output
3. Foreign Affairs 228.4 09 250.3 0.9 and employment fronts. These very
4. Plan Implementation 105.6 04 136.2 05 successes, achieved in the context
5. Landsand Land Development 330.5 1.3 337.2 12 of an extremely hostile external
6. :Trade:and Shipping 1436 0.6 1465 0.5 environment have brought about cer-
-+ Equcat'on ! e rd £00 S 28 tain imbalances in the economy.
8. Higher Fanserinn 4804 = i = Global stagflation, weak commodity
9. Power and Energy 41.3 0.2 56.2 0.2 S : o =
10 Libour 55.1 02 56.8 0.2 prices and increasing protectionism
11. Public Administration 1,722.1 6.6 2,013.1 7.0 contributed in no small way to domes-
12. Rural Development 159 = 13.1 = tic price and external payments
13. Local Govt.Housing & Construc- instability.  The situation has been
tion 621.9 24 589.4 2.1 exacerbated by lack of discipline
14. Industries and Scientific Affairs 46.8 0.2 54.6 0.2 at the domestic level. The difficulties
15. Finance and Planning 12,265.2 47.1 13,123.0 458 have been heightened by waste and
16. T unasport 857.6 S 1,080.3 38 non prioritv expenditures.
17. Transport Boards 1.0 - 1.0 -
18. Private Omnibus . .sport 0.9 = 08 = The mix of remedial fiscal, mone-
. Te = s = sas = tary and exchange rate policies have
20. Justice . 2128 0.8 2399 08
21. Wgricuituter Devaloprint sought to balance the short-term
% Research 3 . 3483 13 3317 12 need to bring about stabilisation and
22. Fisheries 314 01 36.1 1 the long-term objective of increasing
23. Mahaveli Development 302.6 12 268.7 09 supplies and employment.
24. Youth Affairs & Employment 108.8 04 TiE3 0.4
25. Rural Industrial Development 50.9 0.2 61 = 0.2 The fiscal measures incorporated
26. Posts & Telecommunications 589.6 2.3 747 1 26 in the Budget 1984 have sought
27. Health 1,005.8 3¢ 1,250.8 4.4 to reduce the instability introduced
28. Colombo Hospitals & Family into the system by the budgetary
_Health = ey = e i operations of the Government. At
29. Indigenous Medicine 314 0.1 389 0.1 the - outser &% its etiod auwaliice
30. State 2174 0.8 2516 09
31. Social Services 186.4 07 187.0 0.1 the Government was competled to'step
32, Cultural Affairs 296 0.1 308 0.1 up public sector infrastructural invest-
33. Parliamentary Affairs & Sports 171 = 122 0.1 ment so as to enhance the productive
34. Food & Co-operatives 1,952.2 6.7 19776 6.9 and labour absorptive capacities of the
35. Texitle Industries 29.6 0.1 31.2 0.1 economy. This was inevitable in an
36. Coconut Industry 5 e1:6 - 15 - investment « starved economy with
37. Regional Development ' 5.8 = : 6.1 - extremely high unemployment. As
38. Highways 173.6 0.7 180.0 06 a result public expenditure, particu-
39. Janatha Estate Development 08 - 08 - larly capital expenditure, has increa-
90, Hea e i = 04 = sed sharply. While this had beneficial
4,1_' Hf)m? Aff?"rs : e s e 08 effects in terms of higher employment
47 . District Ministries - — - - 7 : E =
43. “Rehabilitation = = 12 = and incomes, price instability was
brought about because revenues were
Toia 26,233.2 100.0 28 650.0 1000 not buoyant enough to meet the
: increased expenditure. Increasing

Sources: General Treasury, Central Bank of Ceylon. revenues was difficult at a time when
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Table 1V

Capital Expenditure (MInistry-wise) — 1983 and 1984
1983 1984
Ministry Revised Percen- Budget Percen-
Estimates tage Estimates tage
(Rs. Mn) (Rs. Mnj
1. The President, Prime Minister
Supreme Court, Judges etc. 134.5 05 64.7 0.3
2, Defence 836.9 ~ 348 9129 4.2
3 Foreign Affairs 3.0 - 2.2 —
4, Plan Implementation 477.4 1.9 4413 2.0
5. Land and Land Development 853.9 34 947.3 43
6. Trade and Shipping 269.6 11 219.2 1.0
7. Education 162.6 0.6 207.9 1.0
8. Higher Education 260.5 1.0 4339 20
9. Power and Energy 808.8 32 747 .4 34
10. Labour 1000 — - ua 234 0.1
11 Public Administration 0.5 = 2.0 —
12. Rural Development 5.0 - 6.0 -
13. Local Govt.Housing & Con-
struction 2,4909 9.8 2,056.9 9.4
14, Industries and Scientific
Affairs 25.6 0.1 58.5 0.3
15. Finance & Planning 2,429.2 9.6 2,819.4 129
16. Transport 481.0 1.9 428.8 20
17. Transport Boards 156.2 1.8 = -
18. Private Onmibus Transport - — —= =
19. Plantation Industry 160.0 0.6 169.6 08
20. Justice 34 - 146 0.1
21. Agricultural Development
& Research 724.3 289 860.0 3.9
22. Fisheries 182.1 0.7 199.3 0.9
23. Mahaweli Development 6,773.0 26.8 6,017.0 275
24. Youth Affairs & Employment 35.6 0.1 31.6 1.0
25. Rural Industrial Development 88.2 0.3 13372 0.6
26. Posts & Telecommunications 5745 2.3 512.1 23
27. Health 821.3 32 2124 1.0
28. Colombo Hospitals & Family Health :
6.2 - 18.4 0.1
29. Indigenous Medicine 3.0 - 14.3 0.1
30. State 123 60.8 0.3
31. Social Services 1.6 = 22 -
32. Cultural Affairs 36.0 0.1 19 b 0.1
33. Parliamentary Affairs & Sports 31 - 3.0 -
34. Food & Co-operatives 0.1 - 8.6 -
35. Textile Industries 24.8 0.1 55.6 0.3
36. Coconut Industry 166.7 0.7 229.7 11
37. Regional Development 135 0.1 13.8 0.1
38. Highways 225.7 09 221.0 1.0
39. Janatha Estates Development 344.8 1.4 389.0 : 1.8
40. State Plantations 86.0 0.3 956 04
41. Home Affairs 0.7 = 0.4 =
42, District Ministries 420.0 1.7 840.0 3.8
43. Rehabilitation - - - -
Total 20,4135 80.7 19,492.4 89.2
Sinking Fund contributions
and amortization payments 4,890.0 19.3 2,367.6 108
& GRAND TOTAL 25,303.5 100.0 21,860.0 100.0

Sources: General Treasury, Central Bank of Ceyion.

(a) Includesa sum of Rs 10.6 million being unallocable to various ministries.
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the export sector, which -is still a
major source of revenue, was afflic-
ted by declining prices and when
there was a perceived need to activate
a private sector which had been stag-
nant for many years. Slowing down
the momentum of the investment
programme in mid-stream was also
not feasible. Furthermore, the Go-
vernment was anxious to implement
its development programmes quickly
so as to reduce the cost of energy
in the economy and to combat the
backlog of unemployment by increa-
sing the opportunities for productive
employment. The Budget 1984
introduced a mix of expenditure
restraints and receipt increases which
will serve to contain inflationary
pressures emanating from the opera-
tions of the Government. Improved
budgetary performance will also serve
to reduce pressure on the balance of
payments.

The Budget 1984 also reflects
appreciation of the need to rely increa-
singly on domestic resources. The
current levels of foreign financing
(13.7 percent of GDP 1978-82)
cannot be sustained without running
into debt servicing problems. It is,
therefore, noteworthy that the Go-
vernment Current Account operations
in 1984 are expected to yield savings

that are contributing towards finan-

cing the development programme.

One may conclude that the for-
mulation of the Budget 1984 was
governed by the economic and social
objectives of the Government for the
next six years. These are to:—

(i)  maintain the highest viable
rate of investment, savings
and growth in the economy;

(ii) increase employment oppor-
tunities;
(iii) reduce the pressure on the

balance of payments;

(iv) maintain reasonable price
stability;



(v) enhance equality of income
distribution and the quality
of life of the people.

It was within this framework that
the Budget 1984 was drawn up.
The proposals it contained fall into
two categories —

(1) development oriented measures
designed to increase supplies in
the priority sectors, particularly
exports and efficient import subs-
stitution-

{i)  production subsidies for Tea
and Coconut were increased

(ii) tax incentives for exports
were rationalised and broa-
dened —

(@) Tax holidays where
applicable have been
extended to cover
partnerships and indi-
viduals, in addition to
Companies. In the
case of garment
exports, tax holidays
will be granted here-
after only on profits
derived from exports
outside the garment
quotas.

(b) in the case of services
the tax holiday is to
be confined to ship
repairing and ship
breaking services, and
production and ex-
port of computer soft-
ware and computer
related services.

(c)  comapnies eligible for
a tax holiday will also
qualify for “approved
undertaking’’ status,

{d)  a new scheme is being
formulated to encou-
rage gem exporters to
export through legiti-
mate channels.

(iii) Five Year Tax Holidays will
be granted to import sub-
stitution industries engaged

in:—

(a) the production and
processing of sugar,

(b) the production and

processing of milk and

milk products.
(c) livestock activities,
(d) fisheries activities,
(e} certain agro-based in-

dustries which will be

specified,
(f) tax exemption of in-

terest from non resi-
dent foreign currency
accounts will be in-
creased from 3 to 6

years.
{iv) In order to give more

meaning to decentralisation
and to strengthen the Dis-
trict Council system each
DDC has been granted a
block vote equivalent to the
total sum a district was re-
ceiving under the decentrali-
sed budget. The total
allocation for district bud-
gets was, therefore, increa-
sed from Rs. 420 M. to

Rs. 840 M.
{2) Revenue measures designed to

enhance the surplus in the current
account of the Budget:—

Rs.  (Million)

income Tax 200
Rehabilitation levy 200
Rehabilitation surcharge 400
Turnover Tax 400
Tobacco Tax 100
Excise duties 90
Customs duties 30
Postal rates 130
Telecommunication charges 30
Passport fees 40
Government fees and rents 30
1,710

reduced through the introduction of
administrative reforms designed to
improve the working of the Iniand
Revenue Department. In addition,
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relief has been provided to lower
income groups by increasing the
threshold and moderating the tax
slabs. This helps to offset the “bra-
cket creep’” that has taken place
due to inflation.

The final estimates of expen-

diture and revenue are as follows:=
Rs. Million

(i) Recurrent

Expenditure — 28,650

Less Provision for

under-expenditure + 573 —-28,077
{ii) Revenue +30,770
{iii) Current Account Surplus +2,693
(iv) Capitai Expenditure

net of Public Debt

Amortisation — 19,492

Less Provision for under-
expenditure + 2,924 —16,568

Add Public Debt

Amortization — 2,368 —18,936
(v) Net lending on Advance A/cs —300
(vi} Overall deficit —16,543

The deficit is to be financed as follows

(a) Foreign outright grants Rs.4,150 min.
(b) Project/commodity and

other Rs.8,162 min.
{c) Domestic Rupee Loans Rs.3,550 min.
{d) Banking System Rs.681 min.

It is noteworthy that Revenue
is =xpected to increase from 19.9
percent of GDP in 1983 to 22.1
percent in 1984. Recurrent expen-
diture which amounted to 20.4
percent of GDP in 1983 is expected
to be 20.2 percent in 1984. The
decision not to undertake any new
projects .during the current year
has meant that capital expenditure
has decreased from 12.6 percent
of GDP in 1983 to 11.9 percent
in 1984. It is creditable that expen-
diture is expected to be lower than
in 1983 when there was significant
under-expenditure due to the vote
on account and the July disturbances.
This combination of increased revenue
and restrained expenditure is expected
to bring about significant improve-
ment in budgetary performance. The |
current account is expected to move
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from a deficit of 0.5 percent of GDP
to a surplus of 1.9 percent of GDP.
In addition the overall deficit is
expected to fall from 17.8 percent
of GDP in 1983 to 11.9 percent
in 1984. Another notable feature
is the anticipated reduction in total
domestic borrowing from 7.6 percent
of GDP in 1983 to 3.0 percent in
1984. This means that the budget will
pre-empt a smaller share of domestic
resources, thus reducing the ““crowding
out” of the private sector. In addition
bank borrowing is expected to be only
0.5 percent of GDP. This will mean
that inflationary pressures stemming
from the budget will be contained.
The budgetary estimates for 1984
are conservative and do not take into
account the windfall increase in tea
earnings as a result of India’s deci-
sion to limit her exports. The Budget
1984 has set out to curb price instabi-
lity and improve balance of payments
viability. It has gone some way to-
wards placing the economy on a path
of sustained growth and development
in the medium and long-term.

Economic management in the
modern world is a continuous process.
It cannot be a once and for all &ffort
at the time the Budget is presented
each year. In our interdependent
world constant fine tuning is necessary
and continuous adjustment is far less
painful than sudden spurts of policy
change designed to make up a backlog
of adjustment. Fiscal policies must be
supplemented by monetary, tariff
and exchange rate policies that main-
tain the competitiveness of the eco-
nomy and create an environment
that is conducive to non-inflationary
growth and development. Given the
exposure to uncertain external forces
that the country experiences, it is also
important to ensure that cyclical im-
provements in the external account
do not detract attention from the need
to effect structural transformation
of the' economy. Increased export
earnings must be used to build up the
productive capacity of the economy
rather than on consumntion.
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THE BUDGET PROPOSALS FOR 1984 THEIR IMPACT ON

REVENUE

Yasapala Karunasinghe (7zy Consultant)

The increase in the projected
Gross Expenditure for 1984, is Rs 4.1
billion over that for 1983, on the
basis of the Final Estimates (FE)
of Revenue and Expenditure for the
New Year. The approved gross ex-
penditure for 1983 was Rs 51.1
billion while that envisaged for 1984
is Rs 47.0 billion. In the Draft Esti-
mates (DE). the figure was Rs 51.2
billion.

The gross expenditure can conven-
iently be broken down into (a) Capital
Expenditure. and (b) Recurrent Ex-
penditure,

A decrease in the Capital Ex-
penditure by Rs 5.9 billion is ob-
served for 1984 since the estimated
figure is Rs 18.9 billion compared
with that for 1983 which stood at
Rs 24.8 billion. This decrease is due
to:

(a) New Projects not being planned
for 1984, and

(b) the abolition of transfers frem
Capital Votes to Sinking Funds.

It is, therefore, to be assumed
that the provision is for financing
the on-going projects, (e.g. Mahaweli
etc.) With regard to Recurrent Ex-
penditure, an increase of Rs 1.5 billion
over 1983 is observed (the figure goes
up from Rs 26.5 billion in 1983 to
Rs. 28.0 billion).

The Draft Estimates of Revenue
and Expenditure of the Government
being prepared much in  advance
of the presentation of the Annual
Budget(usually around July —August
while the presentation of the Budget
is around mid-November) a more
realistic picture of the country’s
prospective economy emerges at the
latter period.

The provision in the Draft Esti-
mates in respect of Recurrent Ex-
penditure being found excessive and
taking into account: —

(a) interest payable on Treasury Bills,
(b) rebate on duty to exporters, and
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(¢) interest subsidy to the National
Savings Bank,

a reduction of Rs 700 million, on the
basis of the above —

(a) Rs 300 M (b) Rs. 200 M, and
(c) Rs. 200 M respectively is antici-
pated.  This brings down the Re-
current Expenditure from Rs 29.3
billion to (DE) Rs 22.6 billion
(revised Estimates) .

Every successive Budget has
shown that there is a fair percentage
of under expenditure of voted funds,
due no doubt to plausible reasons.
This is in contradiction to the pre=
sentation in Parliament of many
supplementary estimates in the course
of a Financial Year due to equally
cogent reasons, such as floods, drough
droughts,and other domestic calami-
ties. Both the plus and minus factors
seem to have right along yielded a
net plus result and the Minister, taking
into account all circumstances, estima-
tes the net under-expenditure ‘at a
conservative 2 percent of the Recur-
rent Expenditure which would reduce
the figure of Rs. 28.6 B to Rs 28.0 B
(FE).

The Revenue for 1984 was rec-
koned at Rs 28.0 billion in the Draft
Estimates, but in the Revised Esti-
mates it went up to Rs 29.0 billion.
The figure in the Final Estimates
stands at Rs 30.7 billion, the increase
being accounted for by:

a) Ad Valorem Duty on tea Rs 300
M (DE Rs.1,030 M)

b) interest on investment in Sinking
Funds by Joint Investment Fund
Rs 500 M (treated as income
and not of the Funds)

c) Contribution by the Ceylon Petro-
leum Corporation towards Kero-
sene subsidy Rs 210 M (treated
as item of revenue

d) revenue from Budget proposals
Rs. 1710 M

Rs. 2,720 M
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The overall Budget deficit for
1984 according to the Final Estimates
stands at Rs 16.5B (the interim figures
were: Draft Estimates Rs. 23.4 B
and Revised Estimates Rs 18.2B).

Taxation

The Budget Proposals are designed
to bring in Rs 1,710 M — A break-
down of the figure and comments
thereon follow:

1. Income Tax

a) The exemption limit of Rs 12,000
of a resident individual’s Assess-
able Income which was fixed in
1979, - is being increased to
Rs 18,000 from the Year of Asse-
sment 1984/85. - This is a wel-
come relief especially to those
employed in the Private Sector.
There was a persistent clamour
by the employees of this sector
for relief in view of the exemption
of employment income of those
in the public sector as well as the
steady rise in the cost of living
due to inflation. The demand,
indeed was for the complete
exemption of the employment in-
come of the private sector too,
on the principle of equal treat-
ment of all employees or an
increase in the exemption limit
in keeping with the rise in the cost
of living.

The increased exemption limit
will not apply to non-resident indivi-
duals nor to expatriate employees,
since they are not entitled to the
tax free allowance now,

(b) Besides the raising of the exemp-
tion .limit, the Income Tax Slabs
applicable to Taxable Income

. are being widened, which in itself
brings a further relief and serves
as an added benefit to those
earning lower incomes. The pre-
sent Rate Schedule introduced
in 1979, has been structured
on  a 10 tier slab basis, rising
progressively from 7%% to 50%
with a residual rate of 55% on
the balance. The first 8 slabs
consist of Rs 4,800 each with the
9th and 10th slabs containing
Rs 7,200 each.
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The proposed Rate Schedule app-
licable from the Year of Assessment
1984/85 has the first 8 slabs at Rs
Rs 6,000 each with the 9th and 10th

slabs containing Rs 9,(500 each, the

residual rate on the balance being
at 55%. /

Under the present Rate Schedule,
with the exemption limit of Rs 12,000
a regident tax payer reached the hig-
hest slab of 55% on #n income of over
Rs 64,800. In the proposed Rate
Schedule, with a tax free allowance
of Rs 18,000 he will reach this highest
rate, if his income goes above Rs
Rs 84,000.

Since the present Rate Schedule
is applicable to both resident and non-
resident individuals, the

not entitled to the tax free allowance.
The following table shows the present
and proposed Rates as well as the
tax payable.

proposed
Schedule will apply to both categories. .
The non resident tax payer is, however

If the individual had any OQuali-
fying Payments (Q/PP) (Donation to
Government; Approved Expenditure;
Investments in Quoted Public Compa-
nies; Approved Investments (e.g. hou-
sing loans, etc) Donation to approved
charities: Premia on Life; Annuity
or Medical . Insurance Policies; Con-
tributions to Provident/Pension Funds
and Subscriptions . to Professional
Associations) he would get an exemp-
tion of his Assessable Income uoto
1/3 of his Assessable Income and in
certain instances 100%.

In the above example, if the
Qualifying payments are limited to
1/3 of Assessable Income, the posi-
tion would be as follows:-

_The revenue loss of these changes
is estimated at Rs.. 100 M. Income
tax is levied on personal and corporate
incomes in addition to Capital levies s
such as Wealth Tax, Gifts Tax and
Estate Duty. The Revenue Estimates
for 1983 showed a yield from Direct
Taxes:

Present
(Exemption limit Rs 12,000)
Rate Taxable Incom Tax
%% 4,800 - 360
10% 9,600 840
15% 14,400 1,560
20% 19,200 2,520
25% 24,000 3,720
30% 28,800 5,160
35% 33,600 6,840
40% 38,400 8,760
45% 45,600 12,000
50% 52,800 .15,600
55% Balance
Example
Prasent

Resident individual —

Income from all sources Rs 30,000
Less: Tax free allowance 12,000

Rs 18,000
Tax on Rs 14,400 Rs 1,506
Balance ; 720
at 2% Rs.3,600
Rs.18,000 Rs 2,226

Present Rs 2,226
Proposed 1,050

Relief 1,176
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Proposed (from year of Assessnent 84/85)

(Exemption limit Rs 18,000)

Taxable Income Tax
6,000 450
12,000 1,080
18,000 1,980
24,000 3,15@
30,000 4,650
36,000 5,480
42,000 8,650
48,000 10,850
57,000 15,000
56,000 19,600
Balance
Proposed
Rs 30,000
Rs 18,000
Rs 12,000
Tax on Rs 12,000 — Rs 1,060
First 6,000 @ 7%% — 480
Next 6,000 @ 10% - 600
Rs,1,060
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Present
Income from all sources Rs. 30,000
Less: Tax free allowance
Rs. 12,000
Q/PP Rs. 10,000 Rs. 22,000
Taxable Income Rs. 8.000
Tax on Rs. 4,800 — Rs. 360
Balance
at Rs. 3,200 — Rs. 320
Tax  ——o— . iy s ten RS
payable Rs. 6,000 Rs, 680

Income Tax Rs. 570 M
Corporate Tax Rs 3,030 M

The additional Revenue from
Income Tax for 1984, according
to the proposals, is Rs 200 M (i.e.
Rs 300 M from the changes under
“8 Tax Evasion”, below less Rs
100 M revenue loss under ’1. In-
come tax’’, above).

2. Rehabilitation Levy

A levy of 1% on the gross remu-
neration of all employees in the
Private and Public Sectors will be
imposed during the Calendar Year
1984. This will apply to public
servants including Ministers and
Members of Parliament as well as
Pensioners who are now exempt from
Income Tax.

The purpose of this imposition
is to recoup at least partly the heavy
expenditure the Government had to
incur due to the ethnic violences
that erupted in July, 1983. The
estimated Revenue from - this levy
is Rs. 200 M.

3. Rehabilitation Surcharge

This proposal prompted by the
same reason as for the Rehabilitation
levy is a once-and-for-all charge
to be imposed on individual com-
panies, bodies of persons and indivi-
duals for the Year of Assessment
1984/85 at the rate of 10% on In-
come Tax payable for that year.
The anticipated Revenue is Rs 400 M.
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Proposed

Rs.30,000
Rs. 18,000
Rs. 10,000 Rs.28,000
Rs. 2,000

Tax on 2,000 @ 7%% Rs150

Therefore tax
payable Rs.150

—

4. Tax Holiday for Exports

Tax Holiday to Companies for
exports and for provision of services
for payment in foreign -currency,
was provided for wunder Section
20 (1) (b) of the Inland Revenue
Act (IRA) for five years from the
date of first exports or commence-
ment of provision of services. The
Holiday was limited to those Com-
panies approved by the Minister,
prior to March 31, 1983, by an
Amendment passed in 1982,

The proposal is to extend this
concession not only to Companies
but aiso ‘to Partnerships and Indi-
viduals with a view to giving a fillip
to the development of exports. The
rationale behind the proposal is the
encouragement of exports because
their contribution to-the Gross Do-
mestic Product is 1/3, and employ-
ment 1/4, while yielding about 1/5
of Government revenue.

The main features of the proposal
are:—

(a) Companies’ Partnership and Indi-
vidual will be eligible to a Five
Year Tax Holiday wnich was
earlier limited to Companies for-
med after April 01, 1972. The
restriction in regard to the date of
incorporation of the company is
being lifted.

(b) The Tax Holiday will apply to ex-
ports of non-traditional products
(tea, rubber and coconut exclu-

ded) or the rendering of specified

services by above three categories

in respect of —

(i) Ship repairing and ship

breaking services, and

(ii) production and export of,
Computer Software and
Computer related services
irrespective of whether the
businers had enjoyed a tax
holiday earlier or not,

(c) the period will cover 1984/85
to 1988/89.

(d) Companies newly incorporated
for above activities (see b) will be
treated as approved undertakings
under Section 3 (9) (b) of I.R.A.
to enable investors to claim 1/3
of Assessable Income as a deduc-
tion under Q/PP.,  (Also see note)

5. Subsidies for Production

Certain subsidies or grants to pro-
ducers are exempt from Income Tax
under Section 13 of the Inland Reve-
nue Act. Substantial increases in the
subsidies paid for — .

a) replanting of tea, :

b) infilling of vacancies on tea land,

c) replanting and/or underplanting
of coconut lands,

d) new planting of coconut lands, a
and

e) rehabilitation of coconut lands

have been announced with a view to

granting incentives for increased

production in the Plantation Sector.

Note

1. Garment exports will qualify
for the Tax Holiday only on Profits
earned  from  exports outside the
quotas. Those exports within the
quotas will not qualify for the con-
cession hereafter, but business already
approved will continue to enjoy the
benefit.

2. Consequent on the fall of gem
exports through official channels the
Gem Auctions - held by the Ceylon
Chamber of Commerce had been
discontinued. A scheme is being
drawn up by the State Gem Corpora-
tion, with the help of the Export
Development Board to encourage Gem
Exports  through  official  channels.
The value of gems exported through
official channels fell from Rs 663 M
in 1980 to Rs 393 M in 1982.
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6. Import Substitution

A Five-year Tax Holiday has
been proposed to grant investment
relief under Q/PP to Companies en-
gaged in activities such as:—

a) ‘the production and processing of
sugar,

b) the production and processing of
milk and milk products,

c) livestock,

d) fisheries, and

e) specified agro-based industries.

This is with a view to encouraging
investment in these priority areas.

7. Non-resident Foreign Currency
Accounts

The interest accruing and the capi-
tal in these accounts are now exempt
from Income and Wealth taxes during
the period the holders are non-resident
and for 3 years of their return to the
Island. The proposal is to exempt
them from the respective taxes for an
additional period of 3 years for a total
period of 6 years after their return.
This is to make the scheme more
benefigial to the holders.

8. Tax Evasion

The Minister stressed that evasion
of Income Tax, Turnover Tax, Custom
Duties and other taxes is rampant
in the country. Although the money
incomes have increased all-round
during the last six years due to accele-
rated economic development, the tax
exemptions, holidays and incentives
that had been granted of late had
resulted in the erosion of the tax
base itself and therefore tax conces-
sions which are no longer justified
have been removed. It was said that
effective action would be taken
administratively to enforce collection
more vigorously, with a view to in-

creasing revenue, The following
measures are contemplated in this
regard: —

a) Streamlining of the Inland Reve-
nue procedures and techniques,

b) taxing the non-monetary benefits
such as housing, transport, etc.
of the private sector executives

more realistically in their hands
and where they are not taxed,
the disallowance of a deduction
of such amounts to the employees,

and :
c) .the reintroduction of the with-

holding tax at 20% on dividends
declared by Quoted Public Com-
panies.

The additional revenue expected from
these measures is Rs. 300 M.

9. Tumover Tax

The Minister commented on a pre-
dominantly large scale evasion of
over Tax and attributed it to the high
rate of tax on trading activities and
the undesirable cascading effect it has.
The following changes were announ-
ced to be effective from 17.11.1983.
General Trading:

a) Wholesale, retail and other distri-
butors

Reduction from 4% to 1%
b) Excepted Articles

This list is revised to limit the
number of items in view of the

reduction of the general rate to
1%.

The items are:

Books (excluding magazines,
periodicals and newspapers),
Bread, Crude oil and avaiation
fuel, exports — articles manufac-
tured in Sri Lanka and exported
by the Manufacturer,. Infant
milk food ONLY at the point of
manufacture or import.

The following articles which were
excepted at Wholesale and Retail
are now liable at these points at 1%
as well as at the import point at pres-
cribed rates indicated within brackets
where applicable.

Cement (15%); Cigarettes (40%); Fer-
tilizer (3%), Infant miik food; Li-
quor (20%);  Paddy; Petrol; Diesel
Oil, Kerosene Fuel, Naptha and
Bitumen (4%); Rice uncooked), rice
flour, wheat and wheat flour (also
at point of milling) (4%) and sugar
(15%).
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The following articles which were
declared excepted articles effective
from 2.6.83 are liable at both whole-
sale and retail points with effect
from 17.11.83 at a genecral rate of 1%.

Cardamon, Cinnamon, Cloves, Green

tea leaf, Nutmeg, Pepper and Rubber.

(Also see note)

c) Business of a Manufacturer or an
Importer :

The following changes are etfec-
ted at the point of manufacture or
import:

1d New
(i) Reduction of rate:
Fertilizer 4% 3%
Jams, Fruit Jellies,
& Marmalades 10% 6%

(ii) (a) Rates remain unchanged at 4%

Mineral fuels, mineral oils and
products of their distiliation.
Pharmaceuticals

Plywood Chests and Tea Chests,
Rice and Rice Flour.

(b) Rates on other items now taxed
at 4% is increased to 6%

(c) Rate increased Old New
Wines (other than
Sacramental wine 10% 15%

(iii) Rate remains unchanged in res-
pect of;

a) Sugar 15%; (b) Arrack 20%;
¢) Beedi 20%; (d) Cigarettes 40%
e) Cigars 20%; (f) Pipe tobacco
20%; (g) Whisky, Brandy, Gin,
Rum, Liquors and other fermen-
ted beverages (other than beer
and wines) 20%.

Note

Paddy which was an excepted
article has been removed from the
list. The item has been added on to
the list of Exempt businesses under
‘Any business for the cultivation of
tea, rubber, coconut or paddy. This is
in order to give an incentive to the
paddy cultivator who will now be
exempt on the turnover of paddy
sold by him.
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(iv) Other Items — Rates increased as

follows:
New New
4% 6%(See (c)(ii)(b) above
7%% 10% (residual)
10% 15%
15% 20%

(d) Business (including professions
& services trades)
Old New
(i) Reduction of Rates:

The business of

Leasing Plant, &

Machinery, Agricultural

and Industrial

Equipment 4% 3%

(ii) Rates remain unchanged:

All other business — Rates varying
at 5% and 10%

(¢) Tourist Hotels: Reduced rate
from 15% to 10% effective from
October 21, 1983. Continues
unchanged.

The additional revenue antici-

pated from these changes is
Rs. 400 M.

10. Excise Duties (effective from
17.11.83)
Increase: Effect

(a) Tobacco by All brands of

Rsl11.50 cigarettes up by
per kg. .02 per cigarette.
NOTE

1. The Minister announced that a
stipulated percentage of 1% tax
(wholesale, retail and other distri-
butors in the general trade would be
set apart as a part of the Govern-
ment Grant to the Local Authorities
in exchange for their assistance to
the Inland Revenue Authorities in
the identification of Turnover Tax
Payers_and the detection of cases of
non-compliance (non-payment and
underpayment). The assistance of the
G.AA, and A.G.AA and G.S.NN
has been solicited in assessment and
collection of ALL Taxes.
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(b) Liquor

(i) Special arrack by Rs. 5/- per
proof litre
Up by Rs. 3/- per bottle

(ii) Coconut Arrack
by Rs 6/- per proof litre
Up by Rs 3/- per bottle-

(iii) Reductions

Locally produced Foreign type

liguor by Rs 33/— per proof

litre down by Rs 16/50 per

bottle.

The additional revenue anticipa-
ted is —

(a) Tobacco Tax Rs 100 M, and
(b) Excise Duties (liquor) Rs90M

11. Import Duties

(a) Abolition of Import Duty on
books and periodicals with effect
from 17.11.83, This measure
results in a revenue loss of Rs 10M

(b) Measures have been proposed to
strengthen the machinery for the
effective collection of duties,
which when implemented would
bring in an additional revenue of
Rs 40 M resulting in a net addi-
tional sum of Rs 30 M (taking
into account the loss ‘'of Rs 10M

under (a) above. (See Note Below)
12. Passport Fees

An increase from Rs 100 to Rs
Rs 200 per passport. The additional
revenue anticipated, is Rs 40M.
13 Government Rents

a) Land:
An increase of 1% (from the pre-
sent 4% to 5% on Rents on
Government Lands (from allotees
under the Crown Lands Ordinance,
Forest Ordinance and Land Devel-
opment Ordinances).-

NOTE

2. The Minister announced that his
proposal made in the 1982 budget
speech, to levey duties on all imports
by Government Departments, will be
implemented from January, 1984.
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. b) Buildings:
An increase by 25% of the rent
charged from non-government
bodies and on houses rented to
Public Servants,

The additional revenue expected
under (a) and (b) is Rs 10 M.

14. Other Government Fees:

An increase by 25% on fees
charged for — (a) Survey, (b) Va-
luations, (c) Testing Motor Vehi-
cles, (d) Driving Licences, etc.
Additional revenue is estimated
at Rs 20 M.

15 Fees and Charges

(a) Postal Service

Charges have been revised to be
effective from 1.12.83. Estimated
additional revenue is Rs 30 M.

(b) Telecommunication Service Char-
ges -

Telephone calls — charges (effect-
ive from 1.12.83) — Telephone
calls —charge increased from .70
to .90 per call, and Rental of
private telephones increased from
Rs. 250 to Rs 350/- — from 1984.

Expected additional revenue is
Rs 90 M.

With the expected gross additional
revenue of Rs 1,710 from the Budget
proposals, the overall deficit stands
at Rs 16,543 M according to the
Final Estimates of Revenue and Ex-
penditure.  The Minister hopes to
bridge this gap as follows: —

(a) Outright grants

(Foreign) Rs. 4,150 M
(b) Project, Commodity &

other loans from

Foreign Sources Rs. 8,162 M

(c) Rupee Loans
(domestic) Rs. 3,550 M
(d) Banking System Rs. 681 M
Rs. 16,543 M
13



THE BUDGET FOR 1984: PROBLEMS AND PROSPECTS

— AN ACADEMIC OVERVIEW

(i) The Background Economic Picture

The budgetary proposals for 1984
(announced by the Finance Minister in
November) have to be understood in the
context of the developments that followed
the post — 1977 economic reforms. On the
positive side, there was a significant increase
in the rate of economic growth and in the
rate of investment, and a noticeable expan-
sion in employment opportunities. How-
ever, the growth rate of the Gross Domestic
Product has begun to decline over the years
— from an average of 6.8 per cent during
1978—-80 to 5.5 during 1981-82 and
further to an estimated 4.2 per cent in
1983. The trend in employment generation
has also been downward. The new employ-
ment in the organised sector of the eco-
nomy has declined from 45,000 jobs in
1980 to 20,000 in 1981 and to a mere
16,000 in 1982. Inflation (as measured
by the official cost of living index) which
rose to a level of 26 per cent in 1980,
declined to 11 per cent in 1982 but only
to rise again in 1983. During 1983 January-
November, the index had recorded an in-
crease of 19 per cent. Severe imbalances
characterised both the external accounts
and the internal budgetary situation. The
current account of the balance of payments
continued to deteriorate, the deficit rising
by almost seven-fold — from SDR 75 mil-
lion in 1978 to SDR million 519 in 1982.
Imports have' tended to grow ‘“‘at a pace
beyond the country’s capacity to pay’,
while exports have expanded at a little
less than quarter of the pace of import
growth. These developments could not
but put downward pressure on the exter-
nal value of the Rupee. The Rupee dep-
reciation against the US Dollar was as
much as 35 per cent since the end of 1977.
The rising government expenditures coupled
with lagging revenue growth led to a sharp
rise in the budget deficit from about Rs 7
billion in 1978 to over Rs 21 billion in
1983. The budget deficit in 1982 was
equivalent to some 20 per cent of the
Gross Domestic Product. The rising bud-
getary gap led to substantial recourse to
bank borrowing in many vyears, thereby
aggravating the inflationary pressure in
the economy. In 1980 as much as Rs 7
billion had to be borrowed from banking
sources. During 1981 and 1982, bank
borrowing had been brought down,ievels
around Rs 4 billion. Heavy recourse to
foreign loans has become another impor-
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tant factor in the economic scene. The
total outstanding foreign public debt stood
at a level of Rs 43.5 billion in September
1983, having risen from Rs 10.5 billion at
the end of 1977, an increase of over four-
fold during the period. The per capita
foreign debt stands at a level of Rs 2864
(equivalent to about 115 US Dollars).
(It was only Rs 757 or US Dollars 48 at
the end of 1977). The servicing of the
foreign debt (amortisation and interest
payments) had begun to absorb over 15
per cent of the export earnings from goods
and services by 1982.

(ii) Highlights of the Budget

It was against the above economic
background that the Budget for 1984
was introduced. Following are the high-
lights of the budgetary estimates: :

Recurrent expenditure Rs 28,000 M
Capital Expenditure 19,492 M
Revenue 30,770 M
Current Account Surplus 2,693 M
Overall Deficit 16,543 M

The deficit is to be financed as follows:

{a) Foreign grants Rs 4,150 M
(b) Foreign loans 8,162 M
(c) Domestic loans from

non-bank sources 3,550 M
(d) Banking system 681 M

These proposals suggest an improve-
ment in the budgetary picture when com-
pared with the previous years. For the
first time since 1979, the current account
in the budget is expected to record a mo-
derate surplus. During 1980-—-83, the
revenue has fallen short of the recurrent
expenditure creating a deficit in the current
account. Moreover, the overall deficit
had been brought down from Rs 21.5
billion in 1983 to Rs 16.5 billion in 1984.
The government revenue which had been
around 18-19 per cent of the GDP in
recent years is expected to rise to a level of
about 22 per cent in 1984. Moreover,
bank borrowing is expected to be a modest
level of 0.5 per cent of the GDP,meaning
that inflationary pressures emanating from
the budget will be contained.
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(iii) Prospects for 1984

Much depends, however, on how far
the actual budgetary outturn would be in
line with these estimates. In particular,
the question arises: how far could the esti-
mated increase in government revenue
(from Rs 24 billion in 1983 to Rs 30 billion
in 1984 — an increase of Rs 6 billion or
25 per cent) be expected to materialise
in practice ? |If this revenue target fails
to materialise, the government would be
compelled to choose between a cut in
expenditure or an enhanced recourse
to bank borrowing und both would be
rather painful experiences. The same sort
of question arises on the expenditure
side: how far can the actual expenditure
be limited to the estimated level ? Any
failure to do so would enhance the budget
gap necessitating either an increase in go-
vernment revenue (through new measures)
or a recourse to inflationary bank financing.

What happens on the balance of pay-
ments front is equally an important factor.
The worsening of the balance of payments
appears to have continued unabated in
1983. The import level has continued to
rise faster than exports. The balance of
trade deficit stood at a level of Rs 14.6
billion during January — Octobet 1983 com-
pared with Rs 12.6 billion in the same
period of 1982. The external value of the
Rupee came under severe pressure in 1983
leading to a significant depreciation — the
rupee value of a US Dollar going up from
Rs 21 in January to Rs 24.70 by Novem-
ber. This was an important cost-push fac-
tor which increased the inflationary pres-
sure in the economy during the year. In this
context, the question arises: what are the
prospects for a better balance of payments
picture in 1984 ? If not, how far can a
further depreciation of the rupee be avoi-
ded ? One important sign of hope is the
rising export prices of tea which shouid lead
to a substantial increase in export earnings
in 1984.

A further depreciation of the rupee
and/or higher recourse to bank borrowing
than estimated in the Budget (because of
a revenue short-fall or an increase in ex-
penditure) can only aggravate the infla-
tionary situation in the country. Some of
the key prices in the economy remain yet
to be adjusted to reflect the new import
costs following the Rupee depreciation
of 1983. The cost of living index has
already moved up by 19 per cent during
January—November 1983 and the whole-
sale price index has gone up by 212 per
cent during January-September November
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TARGETS AND IMPLICATIONS OF RECENT BUDGETS

D.N.R. Samaranayaka (Economist)

The annual budget is essentially
an accounting exercise trying to match
the annual government expenditure
with the financial resources available,
or what can be mobilized during
a given fiscal year. The financial
resources available for financing public
expenditure in a given year include:
(a) government revenue, (b) domestic
borrowings and (c) international bor-
rowings and grants, International
borrowings and grants are determined
exogenously, depending on the coun-
try’s ability to meet repayment
commitments, and the Government’s
overall economic policy with parti-
cular emphasis on fiscal and monetary
sectors. In general, borrowings from
the domestic sector, which include
market as well as bank borrowings,
become the residual, that is, the di-
fference between the total government
expenditures and government receipts.
Borrowing  from the banking secto:
is kept as a residual in particular,
because of its potential - for generating
inflation, and as such the government
is trying to limit its dependency on
bank borrowings to the minimum

A balance between government
expenditures and receipts is carried
out through adjustments to expendi-
ture and revenue flows. Although the
figures that come out of this adjust-
ment process are estimates, they must
depend on sound economic judge-
ment, particularly with respect to
government receipts. Any changes
from the budgetary estimates mean
revisions either to the revenue or
expenditure side and such revisions
not only diminish the strength .of the
budgetary proposals but also introduce
difficulties on household spending
and uncertanities on  business.
What is important in the adjustment
on expenditures and revenue is, how-
ever, the substance of proposals be-
hind such adjustments; it is the
substance that contains the policy
action of the authoritdes to bring
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about a discretionary change in the
level of economic activity. Thus when
the budget is considered as a policy
instrument, the focus is on the sub-
stance to determine how the budget
proposals influence economic targets
such as output, employment, exports,
imports, inflation and money supply.
At the same time, the importance

of the figures should not be undermi-
ned because the substance of the bud-

get proposals is in fact reflected in
the figures.

POLICY EMPHASIS OF RECENT
BUDGETS

With the 1984 budget, the present
government has presented eight bud-
gets since 1977, the year that marked
the change in public policy from con-
trols and restrictions to economic
liberalization. As opposed to most
previous budgets, the policy package
of the 1984 budget reflects the go-
vernment’s desire to reduce public
spending while simultaneously making
efforts to increase its revenue sources.
The need for such measures were in
fact recognized in 1981, partly as a
result of external difficulties imposed
on -the economy with rising energy
costs and world economic recession
and partly due to the adverse deve-
lopments accompanying the liberal
economic policies and the persuit
of rapid economic expansion,

In the budgets that followed,
there were efforts to accommodate
these constraints, These included
measures such as a reduction in the
rate of growth of public spending,
increased revenue from higher taxes
and postponement of new develop-
ment projects. Nonetheless, they
were not strictly enforced, particu-
larly with regard to public spending.
This difficulty arose because of the
political rigidity of bringing about
a drastic change in the liberalized
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. economic policy.

The government’s
emphasis is now shifting towards
comprehensive measures on economic
management to deal with the struc-
rural imbalances that emerged during
the last few years.

In this brief presentation, the
implication of this emerging shift
will be examined. As a starting
point, the budgetary proposals of
1984 will be compared with the
revenue and expenditure proposal
in the budgets of last few years to
highlight the current policy emphasis.
It is within this framework that the
implications will be discussed in the
subsequent sections.

(a) Revenue Proposals

As reflected in the budget pro-
posals, the government expects Rs
Rs 30.8 billion as revenue in 1984,
an increase of Rs 6.6 billion or 28%
compared with the 1983 ‘revised
revenue estimate of Rs 24.1 billion.
As in the past, indirect taxes con-
stitute the main source of government
revenue and account for 67% of the
1984 total revenue target. Non tax
revenue, grouped in the ‘other’ cate-
gory accounts for 18% of the 1984
total revenue estimate, followed by
direct taxes accounting for 15%.

As shown in the figures of Table 1
nearly the 1984 revenue target, is nearly
double the revenue collection of
1981. Moreover, the absolute increase
in revenue in current prices in 1983
and 1984 together works out to over
90% of the total revenue collection
in 1980. In absolute terms more
than 60% of the revenue increases
between 1980 and 1984 is accounted
for by indirect taxes, indicating its
relative importance as a source of
financing the growing budgetary ex-
penditures.

(b) Expenditure Proposals

During the fiscal year 1984,
the government’s planned expenditure
has been estimated at Rs 47.3 billion
consisting of cuirent spending (Rs
28.1 billion) and Capital spending
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Table 1

SUMMARY OF REVENUE ESTIMATES (Rs. Million)

1981
Indirect a/ 12,105.0
Direct b/ 2,029.0
Other ¢/ 1,957.0
Total 16,091.0
Actual Charge (%) 11.3

1982 1983* 1984*
12,432.7 16,694.0 20,698.4
29228 3,300.0 4,500.0
2,453.2 4,200.4 5,5672.0
17,808.7 24,0846 30,7704
16.7 353 27.7

Source: Budget Estimates

a/ Include (a) taxes on sales, (b) duties on excise, imports, exports and licences

and (c) assets transfer.

b/ Include Income and corporate taxes.

¢/ Include non tax revenue and capital receipts.

*  Estimates

(Rs 19.2 billion). The recurrent
expenditure estimate shows an in-
crease of Rs 3.4 billion or 15%,
while the capital expenditure drops
by 1.7 billion or 8%, over respective
estimates of 1983,

Table 2 presents recurrent and
capital expenditure estimates by major
categories for the 1981 to 1984

change, the rate of increase in overall
expenditure is progressively coming
down since 1982, after a modest
increase between 1981 and 1982.
As can be seen, reduced capital spen-
ding has been the main contributory
factor for the overall expenditure
levels to experience a declining trend.
This has been largely due to the
government’s continuing policy on

period. As shown in the annual ‘no new development projects’, the
Table 2.
SUMMARY OF BUDGETARY EXPENDITURES (Rs. Million)

1981 1982 1983 1984
RECURRENT 16,005 20,113 24,737 28,077
Salaries 4,080 4,422 5,645 6,079
Interest on Debt 3,856 5,612 o i 8,244
Subsidies & Grants 3,582 3,760 : 5919 6,685
Other 3,589 6,319 6,854 7,067
CAPITAL 15,089 17,984 20,915 19,236
l.oan 1,619 2,806 5,183 2,375
Capital Transfers 7,345 11,376 9,067 8,090
Other 6,125 3,803 6,664 8,769
TOTAL 31,094 38,097 45,652 47,313
ANNUAL CHANGE (%) 24 225 19.8 3.6
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decision that was adopted in 1981
due to serious resource limitations.
In addition, because of the nature
of expenditure involved, the capital
budget has been the main focus
of public spending cuts imposed by
the government since 1981. A similar
exercise has been difficult in the
case of recurrent expenditure due
to its continuous nature.

(c¢) Financing of the Budget

Revenue is the main source of
financing the budget. If the total
expenditure exceeds the total revenue
the budget is in a state of deficit
and, conversely, a budget surplus
is where the total revenue exceeds
the total expenditure. In terms of
this definition, Sri Lanka is' yet to
experience a budget surplus, accor-
ding to records available for the
last two decades. In general, the
revenue collection during the last
two decades has: been sufficient
to support only ‘the annual current
spending. There were also some
years where the annual revenue
was below the annual current spen-
ding. ‘

Table 3 presents the sources of
budget financing during the 1981 -84
period. According to figures presented
in the budget, the total revenue in
1984 allows Rs 2.5 billion surplus
over current spending and accounts
for 55% of the total expenditure.
This is followed by foreign assistance
accounting for 26% of the total ex-
penditure and 749 of the budget
deficit in 1984. Foreign assistance
has become an important source
of budgetary expenditure and has
accounted for a minimum of 50%
of the annual budget deficits since
1977. In some years it’s contri-
bution to deficit financing has been
over 70%.

The reduced reliance on bank
borrowings, as a source of deficit
financing in 1983 and 1984, is a
clear indication of the government’s
decision to bring economic manage-
ment to the forefront of government
policy priorities. All other previous
budgets of the present government
very generously utilized this source
to support expansionary budgets and

ECONOMIC REVIEW NOV. ‘83



Table 3

FINANCING THE BUDGET (Rs. Million)

1981 1982 1983 1984
REVENUE 16,228 18,200 24,095 30,770
EXPENDITURE 31,101 38,800 45,562 47,313
DEFICIT 14,873 20,600 21,657 16,543
Financing from:
Foreign Loans &
Grants (8,183) (10,594) (12,342) (12,312)
Domestic Non-Bank
Borrowings ( 432) ( 4,006) ( 8,625) ( 3,550)
Bank borrowings (6,296) { 6,000) ( 608) ( 681)

Source: Budget Estimates and Statistics

this has been a leading factor for
sharp increases in money supply
and inflation.

(d) A Comparative Assessment
The most convenient way to pre-

sent the comparison of respective
budgets is to express the main features

As can be seen from percentages,
expressed in terms of GDP, all these
macro targets are expected to im-
prove significantly following the ad-
justments on revenue and expendi-
ture brought about in the form of
budgetary proposals in 1984. The
expected improvement in the budget
deficit and market borrowings are

Table 4
MACRO ECONOMIC INDICATORS EXPRESSED AS A

PERCENTAGE OF GDP

1980 1981 1982 1983* 1984*
Revenue 226 205 19.4 218 230
Expenditure 48.7 39.2 416 415 359
Deficit 26.1 18,7 221 19.6 125
Capital Spending 23.7 16.7 19.3 16.7 15.(:])
Non-Market Borrowing — ) 1.6 78 2.5
Market Borrowing 15.8 79 10.8 .6 y
Foreign Aid 108 10.3 10.1 11.2 9.3

*  Estimate

of the budgets in terms of Gross
Domestic Product (GDP) in current
prices as shown in Table 4. These
percentages clearly bring out the
government’s current policy priority
of higher revenue and lower ex-
penditure.  The main objective of
this+ policy emphasis is to reduce
the size of the budget deficit and the
need for borrowings from both in-
ternational and domestic sources for
financing the deficits.
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Source: Own Computation based on Budget Estimates

particularly important from an eco-
nomic management perspective and
a significant improvement in these
two macro-targets has been the focus
of policy recommendations to the
international donor community during
the last few years.

IMPLICATIONS OF BUDGET PROP—
PROPOSALS ON THE ECONOMY

As an instrument of fiscal policy,
the budget’s role is to influence
the economy through changes in the
level, composition, and timing of
government expenditures and reve-
nues. The economy can be effectively
influenced by the budgets through
expenditure on goods and services.
because Government spending cons-
titutes a flow or injection into the
economy. Private investments and
export demands are also considered
as having the same influence as public
spending. All three sources generate
incomes in the economy through
spending on domestic product, goods
and services. At the same time, there
are also withdrawals from the national
income; and such forms of withdra-
wals include taxes, savings and im-
ports. Accordingly, the . budget
proposals can influence the economy
through changes in the aggregate
demand via changes in injection to
and withdrawals from the economy.
The changes in the aggregate demand
in the economy indirectly influence
the other two important public
policies i.e. monetary and balance
of payment policies.

The implications of the budget
proposals on the economy can be
examined by considering the national
income aggregates, stated smybolically
as follows:

1. Because of the difference in the raltionships between savings.and investments
and government revenue and taxation, the macro-economic aggregates stated
in the above equation do not always add up to the Gross Domestic Product. For
example, the national income that results when the 1982 values are substituted
in the equation is different from the 1982 GDP in current market prices i.e.

Y=C+1+G+(X-M)
141.9=88.2+305+41.6 + (28.2 — 46.7)
(all in Rs. Million in current market prices)

This difference is accounted for by (a) higher investments (assumed to be equal
to fixed capital formation) than domestic savings, and (b) higher government expen-
diture than revenue collection. The excess of investment over savings is accounted for
by imports of capital and investment goods, while the difference between government
expenditure and taxes is accounted for by borrowings and grants.
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Y=C+I+G+(X -M)

This simply means that national
income or output (Y) is made up
of consumption (C) Investment (I)
government expenditure (G) and Ex-
port (X) minus imports (M). There
are two other important Macro-
economic aggregates i.e. savings (S)
and taxes (T) which are only implicit
in this equation. Savings is generally
defined as equal to investment plus
the difference between exports and
imports (i.e. S=1+X —MorY —C —

G). Taxation is that part of income
collected by the government from
people, both directly and indirectly,
to support the government expendi-
ture programs. (1) It should be noted,
however, that the revenue collection
from taxation is not always equal
to government expenditure and when
government expenditure exceeds re-
venue collection, the difference should

be supported from borrowings either

from domestic or international sources

An increase in income from one
period to another is also used up
by the same macro-economic aggre-
gates which constitute the national
income. The manner in which the
income in one period is utilized by
these macro-aggregates again deter-
mine the level of income during the
next period. However, the budget,
though its revenue and expenditure
proposals can shift the pattern of
such utilization and, therefore, the
budget effectively alters the growth
path in the economy. The discu-
ssion that follows briefly examines
the role of budget proposals in affec-
ting changes on these macro-aggre-
gates and the implications of such
changes on economic growth.

(a) Consumption

Of all the Macro-economic aggre-
gates, consumption is the most impor-
tant determinant of national income.
This importance stems from the fact
that consumption generates demands
for goods and services in the eco-
nomy and such demands, through
feedback effects, lead .to further
additions to the national economy.

The demand for consumption of
goods and services mainly comes
18

e

from households, depending on their

level of income and the availability -

of goods and services. The most
important determinant of house-
hold income is the flow or injection
of money into the economy through
government expenditure, investment,
and exports.

Since 1977, there has been a
remarkable improvement in national

has been spent on consumption.
In 1981, it recorded the highest
share, but in 1982 both proportions
have marginally declined. The decline
in household consumption is more
clearly shown in the values of MPC.
Upto about 1980, an increasing share
of the annual increase in income has
been spent on consumption and this
spending behaviour has been reversed

Table 5

PRIVATE CONSUMPTION MEASURED IN TERMS
OF APC AND MPC EXPRESSED AS PERCENTAGE

APC
(Current Price)

1977 69.2 -
1978 68.9
1979 709
1980 75.3
1981 76.4
1982 76.2

MPC
(Current Price)

484
60.8
79.1
96.1
80.1
756

NOTE: Both APC and MPC have been computed after making adjustments for indirect

taxation excluding export duties.

Source: Own conputation based on figures on private consumption GDP and indirect
taxes reported in the Central Bank Reports.

income following the economic revita-
lization efforts brouyght about by the
present government' through its far
sighted liberalized policies and deve-
lopment programs. The economic
growth rate, for example, increased
significantly from an average 3%
between 1970-77 to about 6.2%
between 1978 and 1982. As indica-
ted by measures such as the Average
Propensity to Consume (APC) and
the Marginal Propensity to Consume
(MPC) (2) this increase in income of
households (resulting from higher
economic growth) has, at the begin-
ning gone mainly into consumption

as evidenced from the values on APC
and MPC shown in Table 5 for the
period between 1977-1982.;

The figures on APC show an
increasing trend indicating that an in-
creasing share of the additional income
that has resulted during this period

in 1981.

The decline in consumption (as
evidenced from both APC and MPC)
is an important point fpr further
consideration. The explanation for
this in fact lies in (a) increasing in-
direct taxation and (b) reduced
rate of economic growth. Due to the
weak tax base, the government has
been concentrating on indirect taxes
as a means of increasing government
revenue. For instance, the share of
revenue from indirect taxes, out of
the net annual increase in'income,
has risen sharply from 19.1% in 1980
to 24.7% in 1982 to an estimated
38.7% in 1983. It should be noted
that these rates of increase in indirect
taxes have been substantially greater
than the annual GDP growth rates.
In other words, the government is
withdrawing an increasing share of
the annual increase in income in the

2. While the APC is simply the proportion ot income that goes into assumption

the MPC is the Charge in Consumption with respect to charge in income.
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form of indirect taxation and this
increasing transfer to the government
considerably affected the consump-
tion pattern of the population. This
point is very clear from the MPC
figures from 1980 onwards. The
figures indicate a sharp' fall in mar-
ginal propensity to consume and this
situation arises from higher indirect
taxation leaving reduced incomes
for consumption.

During the fiscal year 1984, the
government has announced some relief
in direct taxation. However, as a
result of the rehabilitation tax and
surcharge, the anticipated revenue
from direct taxation is about 26%
more than the 1983 revenue trom the
same source. In addition, the estimate
on indirect taxation also shows a fur-
ther increase of 24.7% over 1983
and this increase is accounted for by
the increase in excise duties as well
as taxes on general sales. Although
some of these taxes are not directly
applicable to the entire population,
the overall situation is that the govern-
ment is making efforts to collect
more revenue from the households
particularly through indirect taxation.
(b) Economic Growth

and Development;

Recalling the relationship that
exists between consumption and eco-
nomic growth, the declining trend in
consumption that emerges from the
foregoing discussion is also in part
due to reduced economic growth
which in turn is accompanicd by
reduced consumer spending. It
should be noted, however, a decline
in current consumption does not
necessarily lead to a drop in econo-
mic growth particularly if the so-
ciety sacrifices current consumption
and transfers real resources for the
purpose of producing more goods and
services. This allows the socicty
to enjoy a high level of consumption
in the future time periods which in
fact is the sole end of economic
activity, as economists such as Adam
Smith and Keynes maintained.

This brings us to the need for con-
sideration of the role of investments
and public spending, the two impor-
tant sources of income flow in det-
ermining the level of activity in
the economy. The other income
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flow results from exports;the demand -

for which is determined by the fac-
tors exogeneous to the economy
and only the supply is determined
by domestic factors such as the level
of production and technology. On
the supply side, therefore, continued
investment is necessary to increase
or at least to maintain the level of
production and production efficiency.

investment, is progressively declining
in current as well as in real terms.
The 1984 investment allocation, for
example, is only about 76% of the
1980 allocation in current prices #nd
only about 43% in real terms. The
total capital expenditure allocation,
however, shows an increasing trend
from Rs 11,957 million in 1980
to Rs 19,236 million in 1984. This

Table 6
CURRENT PUBLIC SPENDING INVESTMENTS & CAPITAL
FORMATION (Rs. Million)

IN CURRENT PRICES

IN REAL PRICES

Current Public Capital Current Public Capital

Public Investments Formation  Public Investments For-
Year Spending Spending mation
1979 11,588 7,729 13,246 10,077 6,721 11,518
1980 13,535 11,956 20,845 9,880 8,727 156,215
1981 16,005 11,261 23,279 9,700 6,825 14,108
1982 20,113 11,375 30,228 11,062 6,250 16,608
1983 24,737 9,102 11,836 5,663 -
1984 28,077 9,056 11,650 3,678 -

Source: Central

Bank Reports and Annual Budget Estimates

Table 6 presents the trends in
current public spending, public invest-
ments and capital formation in both
current and real terms since 1979.
It should be noted that the figures
on capital formation include (a) public
investment, (b) private investment and
(c) capital expenditures related to
replacement and purchase of real
assets by both private and public
sectors. However, due to ‘the diffi-
culty of proper disaggregation, public
investment allocation is shown sepa-
rately along with the capital formation
figures.

Out of these three main indica-
tors, the level of public investments
is perhaps the most important from
the economic grewth point of view.
This importance stems from the fact
that over time the investment allo-
cation allows growth in productive
sectors as well as the expansion of
economic and social services. Addi-
tionally, the public investment allo-
cation is also important to enhance
the private sector’s role in production,
distribution and marketing of goods
and services.

The figures in the table show that
the public expenditure allocation on
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increase has been largely absorbed
by non-investment expenditures such
as capital repayment, acquisition of
real assets and contributions to public
corporations either in the form of
share capital or loans for -capital
improvements. In contrast, the
current spending allocation is proges-
sively increasing in current terms.
Even in real terms, the level of current
spending has not been adversely affec-
ted. As noted earlier, the main reason
why current spending is unaffected by
public spending cuts is that it is
continuous unlike the capital spending
component. Therefore, the resource
constraints of the government can
only be effectively enforced on
investment allocation.

Broadly speaking, therefore, the
apparent emphasis of the budgetary
proposals in this regard is not very
encouraging for economic growth
and development, On the revenue
side, the government is making con-
centrated efforts to transfer resources
to the government mainly through
indirect taxation. This policy action
on the part of the government reduces
consumer spending of the general
public. On the expenditure side, the
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government is enforcing restraints
on real investments in the economy.
This combination of increasing re-
source transfer to the government
and reduced investment in-flow im-
plies that the society is compelled to
reduce its present spending on con-
sumption without the hope of in-
creasing the level of consumption
in the medium term.

BUDGET AS A MECHANISM OF
STRUCTURAL ADJUSTMENTS

It is important to briefly examine
why the government is bringing in
such controls when it is certainly
aware of the considerable drawback
on economic expansion and particu-
larly the slow down in employment
potential in the economy, following
cut backs in public spending. More-
over, such controls will weaken busi-
ness confidence and hinder private
investments on new ventures. As
mentioned earlier, the issue that
mostly warrants the need for tighter
fiscal measures is, however, the large
and continuing external trade deficit
and the resultant pressure on balance
of payments. This increasing pressure,
as evidenced, from nearly a ten fold
growth in the external trade deficit
between 1978 and 1982, has been
due to a combination of slow growth
in import volume, relative to export
volume, and a drastic deterioration
in the terms of trade.

The main stimulus for rapid
growth in import volume resulted
from economic reforms introduced
in 1977 and the expansionary fiscal
and monetary measures that followed.
As a result, the volume of imports
grew rapidly. At the end of 1982,
for example, the average index on
import volume indicated a 48%
increase over 1977 and this com-
pares with the 12% increase in export
volume during the same period.
In the case of export volume, the poor
production performance, due to (2)
inefficient management (b) lack of real
investments on agricultural pianta-
tions, production technology and re-
search, since the government’s take
over in early 1970°s and (c) the
government’s over commitment to
the food self sufficiency goal, had
been the major contributory factors
for slow growth in export volume. In
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addition, export prices also suffered
heavily in the international markets
due to depressed demand associated
with the world economic recession
of the early 1980’s. Between 1978
and 1982, the average price of ex-
ports increased only by 19% compared
with the increased of 209% of import
prices, indicating an almost 1 to 11
ratio between the increases of export
to import prices. This substantial
price variation is well pronounced
in the terms of trade which was only
equivalent te 35% in 1982, when
1978 is taken as the base year.

Because of the large deficits in
the external trade account, the current
account of the balance of payments
has also been in a state of deficit
since 1978, despite increased remi-
ttances from Sri Lankans working
abroad and positive balances in the
service account, International bo-
rowings have been a principal source
of financing these deficits, and this
source alone has been responsible
for accounting for between 50%
to 70% of the current account deficits
since 1978. In economic terminology,
international borrowing is considered
a ‘stock’ variable because it cons-
titutes accumulation and repayment
characteristics, as opposed to ‘flow’
variables such as receipts from exports
of goods and services and private
remittances. Accordingly, internatio-
nal borrowing can only extend support

for short run disequilibriums, in the
balance of payments, and no govern-

ment can over-utilize this source
without serious side effects on the eco-
nomy, which arise from debt accumu-

lation and increased repayment com-

mitments.

In comparison with the countries
currently facing serious external debt
problems, Sri Lanka’s external debt
situation is certainly not very critical.
Nevertheless, it has been growing
rapidly during the last few years
to warrnat being an issue of major
economic significance. The likelihood
of Sri Lanka reaching a critical exter-
nal debt situation appears not too far,
if the country continues to depend on
exterr 1 borrowings, both for budge-
tary, as well as balance of payments
support, at the same pace as in the
past tew years, Sri Lanka’s foreign
debt has grown by Rs 25 billion since
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1978 to reach the total outstanding
external debt of Rs 49 billion by the
end of 1983. This level of external
debt is certainly high in terms of the
country’s ability to commit future
resources for repayment requirements
unless there is a substantial improve-
ment in export earnings. In the Asian
region, Sri Lanka occupies a promi-
nent place among the countries
having a relatively high ratio of out-
standing external debt to Gross
Domestic Product (GDP).

The magnitude of external debt
is commonly measured in terms of
the debt service ratio which expresses
annual repayment commitments (Ca-
pital plus Interest) as a share of annual
earnings from exports of goods and
services. A higher ratio obviously
indicates an increasing allocation of
export receipts for such commitments.
This is in fact the trend that Sri Lanka
is beginning to experience, as shown
by the increasing tendency of the
ratio from 12.4% in 1980 to 15.2%
in 1982 and to an estimated ratio
of 19% in 1983. In comrutation
of the debt service ratio, only the
annual payments of long and medium
term loans are taken into considera-
tion, thus excluding the repayment
commitments of short term and
commercial credits. When the debt
service ratio is computed on the basis
of all forms of repayments, approxi-
mately 65% of Sri Lanka’s total
export earnings in 1982 has been
accounted for by external repayments.
In 1980 the ratio on the same basis
stood at 30%. This wide range in
the two ratios (i.e. with and without
short term borrowings) is certainly
not a healthy sign as it shows the
increasing dependency on short term
loans and “credits from international
financial markets at commercial in-
terest rates. On the other hand,
this situation compels the country
to secure more borrowings due to
shortfalls in foreign exchange require-
ments to meet the country’s import
needs.

It appears, therefore, that an
improvement in the balance of pay-
ments is the principal target of the
fiscal measures that have been con-
templated in recent budgets. Despite
a straigﬁt forward relationship bet-
ween the fiscal policy and the deve-
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lopments in the balance of payments,
an improvement in the balance of
payments can be indirectly brought
about by reduced public spending
through lowef demands for goods
and services in the economy. This
drop in demand follows a slow down
in import demand as well. Addi-
tionally, a reduction in public spen-
ding also helps to stabilize the rate
of inflation which is also an important
determinant in the demand for im-
ports.

The objective of public spen-
ding controls are best achieved when
supplemented by restrictive policics
on money supply growth. Recently,
the Central Bank announced mea-
sures’ in this direction with higher
reserve requirements by commercial
banks with the Central Bank and
instructions to commercial banks
to give credit priority to productive
sectors in the economy and to cur-
tail bank lending to consumer orien-
ten needs, particularly bank credit
which goes into support the imports
of consumer goods. The large and
growing external trade deficit has
also prompted the government
to use the exchange rate policy more
frequently in 1983 to dampen the
volume growth in imports. While the
rupee has depreciated by 63% against
the US dollar since the ‘adjustable
peg system’ was adopted in 1977,
the rupee marked the highest rate of
depreciation in 1983, in any given
year, of 17% as against the US dollar.
The government is currently using
fiscal, monetary and exchange rate
policies, both singly and jointly,
to correct the balance of payments
disequilibrium which, apparently, is
the main target of the economic
management efforts, An improve-
ment in the balance of payments
is needed to strengthen the domestic
economy and to continue with open
economic policies; without reintroduc-
ing the quantitative controls and res-
trictions of the period before 1977.
POLICY CONSIDERATION,

The rationale behind these policy
adjustments is certainly understand-
able in the context of current econo-
mic difficulties faced by the country.

Nonetheless, these policies must not
be adopted at the expense of the
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country’s growih prospects. Other-

wise, the economy will be confronted .

with a situation known as the “low equi
libirum trap’’; which in specific terms
implies economic stagnation, resulting
from low investments, reduced econo-
mic growth and increasing unemploy-

ment, along with improvements in the
balance of payments and the rate
of inflation, the two specific targets
of the current policy emphasis. Just as
it is difficult to sustain the liberalized
policies with continuing balance

of payments disequilibriums the possi-
bility of maintaining liberalized poli-
cies under continued economic stag-
nation is also highly doubtful.

While the society cannot readily
conceive the implications of weak
balance of payments on the domestic
economy, it can, however, easily
recognize the implications as well
as the likely outcomes of economic
stagnation, as evidenced from the
role of economic factors in the 1977
election.  The expectations of the
society were set high at the beginning
when the economy was freed from
controls and restrictions and a free
market system introduced in 1977,
In addition, the society was compelled
to undergo a number of sacrifices,
including cuts in many forms of
consumer subsidies which were hither-
to enjoyed by the people at large.
If the growth momentum is not
maintained, there will be increased
difficulties and disappointments on
the domestic front with concommit-
tant implications on economic liberali-
zation and political stability.

Accordingly, the policy makers
must attempt to strike for a compro-

mise between the needs of economic
management, on the one hand, and the

necessity for continued economic
growth and development, on the
other. It is common knowledge
that wastage and mismanagement are
widespread in the public sector and
these are the areas where policy focus
is urgently needed, in order to im-
prove economic management as well
as economic efficiency. It is also
important to frequently scrutinize
the operational expenditure com-
ponent of the government, which
is growing at a rapid rate annually,
to check on wastage and unnecessary
expenditures. The aggregate current

g
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expenditure shown in the budget
is infact prepared by respective minis-
ters where the emphasis is on receiving
a higher operational allocation every
year rather than on financial manage-
ment, planning and control. A large
number of public corporations also
fall into this category of poor financial
management, especially those depen-
ding on continued government assis-
tance for survival. Another area that
can and should be economized is the
government purchases of real assets,
including equipment and vehicles.
Strict controls need to be enforced
to eliminate expenditures that do not
contribute to the country’s productive
capacity. :

At times of economic difficulties,
government policy should be re-evalua-
ted (1) to give priority to programs

which contribute to the gross domes-
tic product with relafively smaller

annual investments and (2) to delay
programs which add strains to the
limited resources. Although the
government has been giving investment
priority to areas that will enhance
medium and long term economic
growth and development, such as
the Accelerated Mahaweli Program,
irrigation development and agricul-
ture and infrastructural development
such as energy, telecommunication
and water supply, investment emphasis
is also continuing on some programs
which are economically not sound
especially in the present context.
A case in point is the government’s
costly housing development program.
There are many reasons why the
housing development program is a

strain on the economy.
(a) Housing is considered as a durable

consumer good. A greater propor-
tion of raw materials required for
production of housing units are
of a non-renewable nature, such
as bricks, cement, sand, iron and
steel and roofing materials; while
others such as timber require a
longer gestation period to re-
produce. Although most housing
materials can be produced locally,
the existing capacity is not suffi

cient to meet rapidly increasing

demands.
{b) The government intervention in

housing development can be con-
ceived as worthwhile, only if it
brings economic benefits to the
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society, in general, and to the
consumer, in particular. When
public funds are used for deve-
lopment programs, the economic
justification of investments is
rather important. Apart from
the aided self help program,
all other housing programs are
costly in per unit terms. The
attraction that the owner’s of
government housing units are
offered is the interest subsidy
and a longer repayment period.
Interest suhsidy and longer re-
payment period, especially when
the rate of inflation is higher
than the rate of interest, are,
on the other hand, direct econo-

mic costs to society.
Most countries in the world,

both developed and developing, are
not very actively engaged in housing
development programs. Rather they
have invested on production techno-
logy and production of housing
materials. This approach not only
helps the consumer with low costs
on housing materials but also helps
society  with employment and in-
_creased productive capacity. Un-
fortunately, Sri Lanka is committed
to produce an end product, that is
housing. With rising costs of buil-
ding materials, the demand for
housing is slowing down and the
dynamism of the housing and con-
struction sector that prevailed in the
economy in the early years after
the liberalization is also gradually
fading out.

Given the country’s development
needs arising from poverty, popula-
tion pressure and high unemployment,
a curtailment of investment on pro-

ductive sectors is clearly not affordable.

What should be done in the present
context is to fucus on small scale
projects with high capital/labor ratio,
and projects that utilize local resour-
ces, talents and manpower. In this
regard the government should invite
the participation of banks, cooopera-
tives, development councils, voluntary
organizations and other local institu-
tions. To make such development
efforts successful, the -government
could set up a separate fund, managed
by the Ministry of Finance and Plan-
ning, to provide the investment needs
on projects designed by these ins-
titutions.
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FISHERIES

CONCERN FOR CONDITIONS OF THE FISHWORKER

The fisheries sector has been among
the most disorganised and neglected
in the economies of most developing
countries of the world. Invariably
the actual producers (fishermen and
women) reap only a small part of the
return on their catch; it is the middle-
man-trader and retailers who appear
to derive most from the labours of

the fishworker.
3 Precent decades have witnessed

the growing involvement of Govern-
ments and international agencies in
fisheries development projects in the
Third World, particularly countries
like Sri Lanka. Simultaneously,
there has been occasional agitation
by small fishermen in those countries
for betterment of their conditions.
This could be expected in a situation
where the activities and the industry
built around the fisheries development
schemes did not ensure that it was for
the benefit and the development
of the fishermen and related workers
themselves. There is growing evidence
that their® living conditions have deti-
orated at different levels in various
parts of the Third World, since the
wealth from the sea seems to have
accrued to those who have the enter-
Prieniurial power and/or the control

over the trade.
An attempt was made recently

at a meeting in Hong Kong where
those representing the interests of the
fishworkers met to plan an internatio-
nal conference where fish workers
could work out a plan for betterment
of their conditions.. The International
Conference of Fishworkers and their
Supporters will take place in Rome
from July 4—8, 1984, according to
spokesmen Professor George Kent
of the University of Hawaii at the
conclusion of the three-day planning
meeting in Hong Kong of fishworkers’
representatives, concerned social scien-
tists and technoligists from Africa,
Asia, Europe and the United States.

(Fishworkers include children,
women and men engaged as crew
members, small fishers | processing

workers and sellers).
“By any measure fishworkers

are among the most disadvantaged
in every society, despite the fact
that they are major - suppliers of

protein’’, said Professor Kent.
Several factors prevent fish-

workers from reaping the full benefit
of their labour, including competition
from large-scale fishing operations,
destruction of fishing grounds through
pollution, control of the market
by middlemen and big corporations,
the seasonal nature of their occupation
and chronic indebtedness.

national

agencies,
governments and local administrations
have taken some action in support of
fisheries development but often it
has not served the interests of fish-

International

workers.
Fishworkers in several countries

have organised themselves 1O resist
these pressures. . Many however
remain unorganised and vulnerable.

Professor Kent said the main
concern of the conference in Rome
will be to examine the socio-economic
situation of fishworkers and to pro-

mote their solidarity and cooperation.
The International Conference in

July, 1984 is timed to coincide with
the FAO World Conference on Fish-
eries Management and Development.

LA.
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“FEATURES

PRIVATE MOTOR CARS

AND THE TRAFFIC IN COLOMBO CITY

P.C.H. Ranasinghe
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A traffic count was undertaken
at 11 points which [ consider as
entry points to the city of Colombo.
Both in-bound and out-bound traffic
was counted. Counting was done
manually and by the type of vehicles.
It was conducted during normal wor-
king days from 6.00 to. 1900 hours.
(6 am. to 7 p.m.) The complexity
of the vehicles made the observations
particularly difficult. (Maps 1 and 2).

TABLE 1

in-bound and 16.0% out-bound.
Private passenger buses constitute
26.0% in-bound and 22.0% out-bound
vehicles while Private motor cars
contribute 55.0% in-bound and 62.0%
out-bound traffic. But Table 2 below
will show the correct picture regar—
ding passenger transport.
Advantages of a Private Car

Everyone of us is aware of the
inherent advantages of a private car.

VEHICLES ENTERING AND LEAVING THE CITY BETWEEN
0600 — 1900 HOURS

Motor Cars

SLCTB Private buses
Numbers % Numbers % Numbers % Total
In-bound 12,804 190 17980 26,0 37931 bB5.0 68,815
Out-bound 10,883 160 15208 220 42,078 62.0 68,169

*includes all public as well as private cars and also taxis (4 wheeler)

Table | and Fig 1| & 2 illustrate
- the in-bound and out-bound vehicles
to and from the city from 11 entry
points during a normal working day
between 6 a.m. and 7 p.m. According
to table 1, there are 68,815 passenger
vehicles entering the city and 68,169
leaving the city. This figure clearly
illustrates that out of the volume of
traffic in the city the smallest propor-
tion is composed of the public sector
passenger vehicles, that is, 19.0%
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Especially when the public or mass
transportation is so inadequate and un-
reliable, everyone of us would wish
that we had a private car. A motor car
gives its owner an unlimited indepen-
dence, permitting him to travel as
and when he decides, at speed equal
or superior to most of the other land
vehicles, following any route he wishes
and stopping as and when he wants.
Some people compare a motor car to
a large handbag or an extension of
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one’s home. For a busy person such
as a businessman, a motor car becomes
a necessity. But there is an underlying
truth in the view that a motorist
is not completely independent. He has
to depend on several others, on a
range of services and industrial pro-
ducts such as fuel, spare parts and
even the road surface. In addition,
he has to depend on somebody for
the mechanical knowhow. Thus
the independence of a private motor
car owner is subject to limitations.

Preposterous Situation

The average commuter who tra-
vels by bus or train in the most
uncomfortable manner leaves home
very early because he has to be at
his work place on time. This same
person has hard working conditions
during the rest of the day. By the
time he reaches his home in the eve-
ning his children are sometimes
asleep. But the ‘car owner’ on the
other hand has the previlege of coming
to work in a more relaxed fashion
and also invariably has the ‘authority’
to pull-up his poor brethern who
come late because they use mass trans-
port. A car traveller also has the Quck’
of going home early and has the
freedom to visit friends and relations
or go for recreation in the evening.
Thus, the question arises who rides
on whose back ? The distorted
relationship is further enhanced by
the fact that decisions about the pro-
vision of buses or trains are made
by decision makers who travel, by
motor car. Of course the decision
makers cannot afford to waste their
‘valuable time’ at bus halts or rail-
way stations subjecting themselves
to various natural hazards,

Pressure of Cost

The use of motor .cars involve
costs such as cost of buying them,
and running them, and the cost of
repairs and maintenance. Added to
this we have the cost of environmental
pollution and social injustice. Those
who can own a private car today have
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to spend more on the car perhaps
than what a worker receives for his
whole tamily for a month.

If we look at the
on petroleum by our
country we can well understand
the economies of using the private
motor car indiscriminately. In 1978
Rs 2 4 m has been spent on petroleum
and today 287 of the country’s in-
come is spent on oil imports. Halt
of this is said to be consumed by the
private motor car.

expenditure

It would not be unreasonable
to beiieve that other costs in scarce
resources are proportionate to this.
Therefore, if travel is to be discou-
raged in order to conserve foreign
exchange or any other resources, the
primary discouragement should be
placed upon car travel and not on
mass transport. It is said that in
Sri Lanka a private car rider requires
approximately 10 times as much
energy as a bus rider or a train rider.
and travel by car is 6 or 8 times morc
expensive than travel by public trans-
port.

In Sri Lanka it is difficult to ob-
tain the correct figures of fuel usage
for various types of vehicles because
the sales records are not kept for
that purpose. Hence, it is not easy to
calculate the correct economics of fuel
usage on various forms and types of

vehicles. However. there is inherent
energy thriftiness is mass transpor-

tation because of their high passenger
mileage per gallon . It is true that
there are other forms of encrgy
which can be used for transport.
Theoretically cars could be propelled
by methanol gas or batterics or even
hydrogen, but the practicality of these
techniques are yet to be established.

Low Load Factor

If we look at Table 1 we under-
stand that the biggest proportion of
vehicular traffic during a day is com-
posed of motor cars. If we estimate
thé proportion of passengers carried
by these three tvpes of vehicles.
assuming that a SLCTB bus on the
average carries 50 passcngers. a private
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TABLE 2
ESTIMATED PASSENGERS BETWEEN 6 a.m. TO 7 p.m. BY VEHICLE

SLCTB buses

Private buses Motor cars
Number % Number % Number %
In-bound 645,200 51.76 449,500 36.06 151,724 12.17
Out-bound 544,100 49.79 380,200 34.79 168,312 15.40
= 3 T 5 So s < 2
passcnger bus carrics 25 passengers., gers, I'his  figure illustrates that

and to give a motor car its full credit
assuming that it carries 4 passengers,
the foilowing are the figures we derive.

Table 2 shows the estimated
number and also percentage of passen-
gers carricd by these types of vehi-
cles. Here if we compare the tables
i and 2 with each other, we notice
that out of the total in-bound traffic
during a day although motor cars
form 55.12% of the total number
of vehicles, they carry only 12,17 of
of the passengers. while out of the out-
bound traffic 61.72°7 arc cars but
they transport only 1540% of the
passengers. It is worthwhile noting
that aithough the SLCTB registers
a lower percentage of vehicles they
are responsible for carrying a bigger
proportion of the passengers to
and from the city. Table 3 shows the
estimated number of passengers and
their percentage during the morning
and the afternoon peak hours.

the SLCTB is responsible for carrying
the largest number of  passengers
during the peak hour. compared to
private buses and motor cars. while
notor cars carry the least number of
passengers..

Road Congestion

Anyonc  who would glance
through the “Transport Statisticics
in Sri Lanka 1974 -1981. published

by the Ministry of Finance and Pla-
nning. would ‘see that during the last
four or five years, although the addi-
tions to the SLCTB bus fleet was in-
significant, there had been a substan-
tial increase in the numbcer of nrivate
passenger buses and as well as in the
number of motor cars. This implies
that during the last five years a notable
number of vehicles with a smaller
capacity have been put on the roads

TABLE 3
ESTIMATED PEAK HOUR PASSENGERS 0600-0900
- AND 1700--1900 HOURS

SLCTB buses Private buses Motor cars
Number % Number % Number %
In-bound 236,625 60.98 123,584 31.85 27,768 7.15
Out-bound 174,300 5593 96,000 30.80 41,308 13.25
Here | have taken as the morning i Sri Lanka, especially the roads

peak the two hours between 7.00 a.m.
to 9.00 a.m. and the cvening peak as

between 5.00 pm. to 7.00 p.m.
I have assumed here that during
the rush hour an average SLCTB

bus carries 75 passengers, a private
passenger vehicle carries 32 passen-
gers and a motor car carries 4 passen-
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of the city of Colombo. Although
the city roads are usually wider than
the rest of the road network of Sri
Lanka, they are now subjected to
heavy traffic volumes, taxing their
capacitics not only at peak hours but
throughout many hours of the day.
it is heartening to note that most
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of the roads which were not origi-
nally designed for heavy . voiumes
of traffic are now being widened.
But one has to consider whether
we are economically in a position
to invest more and more money on
widening of the city roads.

Environmental Pollution

From the traffic survey, as well
as from the published data, it is
clear that there are more motor
cars on the city roads than before,
These cars are not only the cause
for traffic congestion but are also
subjected to the same delays and hold-
ups as other  vehicles and are also
part of them. This means lower
speed and a larger amount of ex-
haust pollutants per vehicle kilo-
meter, Numerous stops in traffic
also_result in less dilution of pollu-
tants in the immediate neighbour-
hood.  Although there is a popular
belief that nature always takes care
of the products discharged by our
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transport and industries, when too

great a number of units emerge and all
the emmissive products of transport

and industry flow uncontrolled to the
environment, harmful effects are un-

avoidable. =
Exhaust gases from vehicles, with

gasoline engines are said to contain
150—-200 different compounds. Only
a few of these have been identified
as harmful. The products which have
aroused most attention are carbon
monoxide, hydrocarbons, oxides of
nitrogen and compounds which con-
tain lead. Lead is regularly added to
automobile gasoline in order to
extract more power from the internal
combustion engine while maintaining
its smooth, regular operation. How-
ever, this technique means that signi-
ficant quantities of lead are emitted
into the air due to the extensive and
rapid increase of road traffic. [t has
not yet been possible to prove that
lead has done harm to the Sri Lankan
city population but there could be
a risk of harmful effects after a long
period of time or resulting from the
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combined effect of other substances.
It can be believed that the problem of
vehicle exhaust gases will become
more severe if the trend is not arrested
in time. The number of vehicles
increase year by year. In addition to
the vehicles entering and leaving the
city limits, there are a fair number of
vehicles within the city limits which
are out on the road during most of
the day. Thus, it could be expected
that the load of air pollutants in the
city of Colombo will increase even
more steeply.

Noise is a social problem which
has attracted more and more attention
in recent years. Absence of noise
constitutes an important part of the
demand for good environment. How=
ever, noise can also develop into a
health hazard and a medical problem
affecting the community. One of the
major sources of noise in the city is
the motor vehicle. Traffic noise is
already severe and creates increasing
annoyance and irritation. This
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not only depends on the noise level
of the individual vehicles but it is
also due to the steady increase in the
number of vehicles and also due to the
technically unsuitable way in which
they are being used especially in the
city.

Parking Facilities

Parking facilities are invariably
part and parcel of a transportation

system. Parking demands are high,

especially in the city centre, not
only during the peak hour but
throughout the working day. Accor-
ding to the Colombo Master Plan
Project, in the year 2001 there will
be an estimated 20,000 cars of em-
ployees and also 10,000 cars of
visitors in the city centre. The Plan
has also estimated that ground level
parking would require 75 hectars of
land. At present illogical, irresponsible
and inconsiderate parking, especially
on main roads aggravates problems
like traffic congestion, waste of
valuable time on the road, burning of
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fuel unnecessarily and causing irrita-
tion and strain to the road user.
This could be minimized  if not eli-
minated in two ways. One is having
separate car parks and thc other

is by limiting the number of cars

on the city roads.
Pedestrians

The right of usc of the road by
the pedestrians cannot be completely
overlooked. Especially during the rush
hour there is a héavy flow of pedes-
trians predominantly at the city
centre.  Along the carriageway pe-
destrian movement must be eliminated
fully . Pedestrain crossings should be
located legically at points on the strect
network, and sidewalks should be pro-
vided on every roadside and these
sidewalks should not be used for pur-
poses like pavement hawking and car
parking.

Accidents

An important aspect that the
transport planners should pay atten-
tion to is the number of accidents that

are occuring at present. Today road
accidents have increased tremendous-
ly. Statistics reveal that of the road
accidents, the highest number record-
ed is in Colombo city area where the
traffic concentration is highest. In
1980 of the total number of accidents
recorded by Police Divisions, 25.27
were in the Colombo Police Division.
Accidents not only incur economic
costs but they also incur social costs.
Accidents can be reduced to a mini-
mum if we limit the motor vehicles on
the roads.;
Restraints on Motor Cars in the City
Any government that has the will
to limit the supress travel by bus or
train can do so, but car travel cannot
be so easily curtailed] Once cars
have been impoited and ownership
of them secured to individuals or
institutions in the private and the
government sectors, those owners
have the right to use cars as and when
they wish.
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Only heavy restraint on the use
of cars could significantly reduce
car travel and petrol use. Some
such restraints could include a signi-
ficant increase in petrol prices, heavy
parking taxes, road use pricing or
a series of physical restrictions on
the use of cars in urban centres,

For quite sometime, when the
cities in most parts of the world
were unable to manage traffic con-
gestion, air pollution and noise
caused by private cars, and added to
these the energy crisis, many organi-
zations such as Nelson Rockefeller’s
Commission on Critical Choice for
Americans, the International Union
for Public Transport and the Royal
Institute of British Architects have
recommended restraints on the use
of cars especially in the cities. Many
cities all over the world, infact, were
tzking firm decisions to restrict
and control the use of private motor
cars, Some of the direct as well as
indirect restraints were, priority for
buses at traffic signals, one-way
for cars and both ways for buses,
down-town car charges, limits to
private parking places, pedestrians
only-city centres, public-transport
only city centres etc. Some countries
even tend to welcome OPEC price
increases as being a blessing in dis-
guise because of their assistance to
the restraints of motor car use.

If we limit the number of private
cars on city roads, while extending
a better service to the average traveller
it could be less expensive for the
authorities to maintain the city road
network, and also the capacities
of the roads. could be retained at
present level without further expan-
sion. If we can induce part of the
private car users to travel by bus
or train by providing them better
public transport systems, we could
then hope that it would entail some
reduction on oil consumption and
in road investment. At the same time
we have to take several strict measures
concerning road safety, speed limits

and driver competence.
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INTERNATIONAL FINANCIAL COOPERATION:

PROBLEMS AND PROSPECTS

Dragoslav Avramovic

goslav economist Dr.
developing countries.

policies.

of Bankers.

In this paper on the disturbed state of the global financial scene Yu-
Avramovic discusses some of the main crisis arcas
and makes proposals that need to be taken up by the Central Banks of the
Among his proposals arc the nced for a review and
analysis of experiences in domestic monetary, fi nancial and exchange rate
Dr. Avramovic, who is now an econonuc consultant in Geneva,
has previously held eminent positions with the government of Yugosiavia,
the World Bank and UNCTAD. - This paper was the text of the 3rd Sir Pu-
rushotamdas Thakurdas memorial lecture,delivered by Dr. Avramovic in
Bombay on December 12, 1983 under the auspices of the Indian Insititute

India as Chairman of the Non-
Aligned Countries, has special res-
ponsibilities for guiding and co-
ordinating their activities in reorga-
nizing the international financial sys-
tem, and | am therefore grateful
for the opportunity to discuss these
issues hiere. In a difficult, internatio-
nal financial scene today, especially
as it affects the developing countries,
India is one of the few which has
succeeded, against all odds, in es-
caping the foreign exchange squeeze
and is, therefore, in a good position to
be in the forefront in the efforts
of creating a better structure of
international finance. It has already
made major contributions to these
efforts with its recent initiatives.

I propose to handle the following
issues:

(1) the level of international interest
rates;

(2) debt reorganization of the affec-
ted countries;

(3) the problem of instability;

(4) allocation of international liqui-
dity;

(5) the future of development finance-

(6) international financial institutions;
and

(7) South-South financial cooperation,

International Interest Rates;

Rea!l interest rates are at a level
which the international economy will
find hard to sustain. About one-half
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of the total debt of developong coun-
tries is now owed to banks. Most of it
is contracted at floating interest rates
and is denominated in US dollars.
These rates, consisting of the base
rate (mostly LIBOR — London Inter-
Bank Offer Rate - and sometimes
US prime) and the margin to reflect
“‘country risk”, are now running at
12 per cent on the average. The US
prices are currently increasing at
3—-4 per cent per annum giving a real
rate of interest of 8-9 per cent.
The real rate facing the developing
country borrowers is even higher,
as their dollar export commodity
prices have on the average stopped
increasing, and their dollar prices
of export inanufactures arc probably
falling; hence for these countries
the nominal rate of 12 per cent can
be considered equal or cven below
the real rate. At this rate the debt
burden will be rising with almost
mathematical certainty for most deb-
tor countries. They will be com-
pelled to borrow at 12 per cent
interest just to pay interest; and
debt will increase faster than real
output, resulting in a rising propor-
tion of national income being absor-
bed by debt service abroad. The
hopes that international interest
rates would fall towards their long
run real level of 2 per cent as inter-
national inflation is squeezed out have
failed to materialize so far.

Scaling down the international
rate of interest is important not only
for countries in debt servicing diffi-
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cultics. but tor all developing countrics
which borrow abroad: not only will
their future debt servicing burden
be very large at present rates, but the
range of investment projects which
can be undertaken has narrowed down
thus dampening the rate of investment
growth and the associated debt ser-
vicing capacity over the long run.
Protection in importing country mar-
kets.  which adversely affects the
choice of profitable projects. and the
increasing difficulty of obtaining con-
cessional finance give further impetus
to these wunfavourable tendencices.

Excessive interest rates arc of
major importance for the developed
countries also: for as long as they last
it is difficult to expect a significant
revival of private investment. while
government budgets operating under
an cnormous burden of interest
payments are not in a position to
accommodate a satisfactory level of
public investment. ¢ The Basel-based
Bank for International Settlements.
in its annual report of June., 1983,
singled out the reduction ot the rates
in the leading developed countries
as the most urgent cconomi¢ objec-
tive. Individual country actions to
reduce the rates are constrained under
present conditions of international
financial integration, however, as spe-
culative capital movements would tend
to defeat such individual efforts. An

international solution to the problem
must be sought.

The present high interest rates
cannot be a result of high profit rates:
it is a reasonably well established
fact that the profit rates in the leading
developed countries have been falling.
certainly after 1973 and probably
even carlier. Nor can the explanation
be found in the uncertainty premium
which the lenders charge the borrowers
because of the volatility of interest
rates; this volatility has now been
reduced for the short-term rates and
was never very pronounced for long-
term rates. A hypothesis can be put
forward that the explanation for per-
sistently high rates may lie in the rates
themselves: at the present enormous
level of world indebtedness, national
and international, at the present
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near-stagnation of economic activity
and the correspondingly low flow of
savings and investment, and at the
present high interest rates, the demand
for loans is to a large extent dictated
by the need to pay interest on the
existing stock of debt. In a way,
it can be argued that the debt now has
a life of its own, in a self-propelling
mechanism of compound interest,
which will tend to keep the interest
rate up for as long as there are lenders
willing to lend and there are debtors
whose wages can be squeezed down.
As new lenders become scarce and
wages cannot be depressed further
and if debt failure is to be avoided,
the only way to bring down the de-
mand for loans and the associated
interest rate is to cut the rate itself.

developing country offer rates should

in principle be smaller than the average

as their internal rates are frequently
more repressed and their need to
attract external capital is universally
recognised to be large.

Further theoritical and empirical
work is needed to verify these hypothe-
ses. There may be serious snags in
application, and there will be objec-
tions on the grounds of market accep-
tability as well as on a more philoso-
phical or ideological basis. But it
is difficult to see how without such
or a similar international effort, the
present unsatisfactory situation will
be resolved.

countries in debt servzcmg dzfﬁcultze&,
borrow abroad ‘not onlv will their futu
at prexent rates but thekrange oj zrwest

Such a solution would call for an
international agreement to introduce

ceilings on interest rates and thus

restore the regulation of capital
markets, nationally and internatio-
nally. The likelihood of this happe-

ning at the present time, with the
economic philosophy prevailing in
some major countries, is small; and
even some not sharing this philosophy
may question this solution. There may
be another way around the problem,

however. Governments, including
those of developed countries, are
borrowers in the capital market:

should they be able to agree on a
proportionate reduction of the interest
rates they offer for their borrowing
and that of their agencies, the average
market rates should fall under the
pressure of this collective monop-
sony of the buyers of funds, provided
their share in aggregate demand for
loanable funds is sufficiently large.
The effect of successive cuts in govern-
ment offer rates would be to alleviate
the position of the debtors, including
all developing countries, help revive
investment and growth, and raise the
prices of the existing stock of bonds
and shares. The required cuts in the
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Debt Rescheduling

At present some 40-50 develo-
ping countries are engaged in debt
rescheduling  discussions. The re-
payment periods are, on the average,
too short. At the amortisation (re-
payment) rate of 1982, the aggre-
gate medium and long-term debt of
developing countries would be retired
in seven-and-ashalf years. (20 This
is shorter than the life of most deve-
lopment projects. During the last
few years, a remarkable shortening
of debt maturities occurred in a
number of countries, as maturing
medium-term bank credits were re-
placed by shorter term loans. Furt-
hermore, short-term credit was with-
drawn in a number of cases as the debt
crisis of 1981--82. struck. What
was happening recently may be called
debt reorganisation in reverse: long-
term debts were partly converted into
short-term, and some of the short-
term debts were called in.

Many proposals have been made
for a take-over of the existing debts
by a new international agency on
terms which would involve a reduction
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of the principal or interesi or both.
None of them seems to have been
thoroughly considered by creditor
country governments, for three rea-
sons: they would involve budgetary
resources as a rule; they would involve
losses for the banks; and debtor
countries’ bargaining power has not
been behind them. Throughout the
debt crisis, debtor countries have
been careful to preserve their good
relations with the banks. A major,
probably decisive, reason has been
the need to preserve access to bank
credit. It has been more expensive,
but it had proven, until the debt
crisis, more easily available and more
freely wusable than credit extended
by governments or international len-
ding agencies. A solution to the debt
problem would have to be found
which achieves the objective of allevia-
ting substantially the debt servicing
burden, and yet stays within two
constraints: it preserves access to bank
credit, and it involves little, if any,
budgetary outlays of developed coun-
tries.

One of the bases for the solution
will need to be an understanding bet-
ween the debtor countries and the
banks that it is in their mutual interest
to postpone amortisation payments
for several years, while preserving
intact the debt principal. Such a post-
ponement is not likely to affect
greatly profits of the banks or the
value of their assets. On the other
hand, if the breathing space provided
by the postponement of amortisation
is properly used for expansion and mo-
dernisation of the production struc-
ture of the borrowers, their debt
servicing capacity will improve, and
this ultimately represents the best
guarantee of debt repayment. For a
rescheduling proposal to be seriously
considered it would be necessary to
identify the affected countries, credi-
tors, amounts, classes of debt, the
effects. on the debtors and the credi-
tors, the need for public support to
banks suffering from illiquidity, the
role of international financial institu-
tions. Some organisation of develop-
ing countries would need to do this
work: A New York banker has su-
ggested that the central banks of
developing countries may establish
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a suitable body which would, among
other things, organise and manage
debt rescheduling exercises.(3) Such
a body could be a counterpart of the
Institute of International Finance,
recently established in Washington
by major creditor banks. One of the
aims of the latter is to provide “a
convenient forum through which in-
dividual country borrowers can pre-
sent to lenders information concerning
their borrowing necds”. ‘There is no
reason why the borrowers could not
do this collectively and why borrowing
needs could not include postpone-
ment of amortisation.

Instability

The US dollar appreciated 46
per cent from the fourth quarter of
1980 to September 1983 against a
weighted average of the currencies
of other major industrial countries.
Against the German mark, the appre-
ciation amounted to 40 per cent;
against the yen, 13 per cent; against
sterling, S9 per cent; and against
the French franc, 83 per cent. This
had followed a dollar depreciation
of equally remarkable dimensions.
There is no evidence that exchange
rate instability is decreasing. As
these currencies are also reserve cu-
rrencies and none of them is linked
to anything else but only float in a
constantly moving relationship with
each other, the world economy ope-
rates without a fixed point of refe-
rence. As Professor Mundell said
recently:

“Today, in 1983, the US does
‘not have a gold standard, or a Keyne-
sian commodity standard, or a Fried-
man paper standard. It has a Volcker
standard. But who can predict the
future of the pound, the dollar or
the yen on the basis . of a Thatcher
standard, a Volcker standard or a
Nakasone standard ?”

(Robert Mundell, The Debt Cri-
sis: Causes and Solutions, Wall Street
Journal, 31 January 1983),

_The representatives of the Group
of 10 developed countries, in imple-
menting the decision of the Williams-
burg Summit, 1983, on the prepara-

tory work for a possible international
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monetary conference, have recently
decided to study the causes and
consequences of exchange rate insta-
bility: many developed countries have
felt hurt by it. The developing coun-

tries have also been affected adversely;
instability of exchange rates has made
their planning and management more
and uncertainty as to the

difficult,

be acceptable to the governments
of some leading countries: or inter-
national coordination of monetary.
fiscal and broad economic policies
to a degree never tried before. In
any case, an increase in official liqui-
dity is needed.

For developing countries, commo-
dity price instability remains a major

vages cammt:be dcpresse" fi

future value of their currency port-
folio may have raised their reserve
needs. More immediately, the appre-
ciation of the US dollar has opened
the currency scissors for most oil-
importing developing countries: the
majority of their exports is directed
to the non dollar markets, while some
vital payments — for oil, food, and

“debt service — are payable in dollars.

The oil-exporting developing countries
have been beneficiaries of this deve-
lopment, but only to a degree: fixed
dollar prices for oil have in fact
meant sharply rising prices in vital
non-dollar markets, thus contributing
to a reduction of oil sales and defea-
ting the purpose of the stable oil
price market strategy of the producers.

A central point in currency in-
stability has been speculative capital
movements in magnitudes which strain
credibility. A Kknowledgeable ob-
server estimated two years ago that
the value of spot trading in currencies
alone was running at 15 to 20 times
the value of world trade: *in other
words, 95 per cent of trading in cu-
rrency spot is not for investment, not
for trade, but as a means of hedging
or protecting positions. Heaven knows
how many times — it could be 20, 30,
40, SO times as much as world trade —
is traded in currency futures in addi-
tion”. (4> Professor Witteveen has
called the present situation a “market
based monetary system’, where offi-
cial liquidity has been gradually
overwhelmed by nuge sums of quickly
movable private international liquidity.

nder these circumstances, it would
seem that the solution to the problem
of currency instability is either re-
introduction of controls over capital
movements, which are unlikgly to
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unresolved iésuq. The sharpnéss
of the price fall in 1981 &2 only
partly reversed in 1983, resulted in

a major decline in export earnings.
which in turn was a major factor
in the foreign exchange crisis of
recent years.

International Llquidity

Between the end-1980 and end —
1982, the value of global official re-
serves-- including gold valued at
market prices, foreign exchange. IMF
reserve positions, SDRs and FCUs
fell 19 per cent, from US S 976 _.llio
to US S 796 billion.t6) The decliic
in the price of gold in 1983 has redu-
ced the value of reserves further, so
that they are now some 23 per cent
below the end-1980 peak. = Ade-
quacy of official reserves has become
an acute issue in so far as developing
countries are concerned. Many of
them have been drawing down their
reserves rapidly and to the bone,
including gold sales, in the present
credit crunch. By the end of 1982,
:he ratio of non-oil developing country
reserves to imports of goods and ser-
vices had plummeted to 16:3 per cent,
compared to 31.4 per cent in 1973
and 26 per cent in 1978. In addition,
some 33 developing countries had
payments arrears at the end of 1982,
of which 20 were low-income.

The study organised by the Com-
monwealth Secretariat “Towards a
New Bretton Woods”, 1983, has
put forward the policy problem
aptly as follows:

“This large, sharp decline in

global reserves, together with the
drying up in commercial bank finan-
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cing to developing countries, would
suggest that it has become a matter
of urgency to increase liquidity. One
way to. do this would be to resume
allocations of SDRs (Special Drawing
Rights). The urgency is reinforced
by the maldistribution of reserves
between countries, particularly the

inadequacy of both owned-reserves
and access to commercial bank credit
by the poorer countries’’,

It is unlikely that there can be
a solution to the problems of ade-
quacy of official reserves and of fair
distribution of international liquidity
until the role of SDRs in the interna-
tional reserve system and the princi-
ples of their country allocation are
sorted out. The failure to find a
way of distributing SDRs to coun-
tries drained of liquidity in the pre-
sent crisis is a testimony to the in-
adequacy of present arrangements.

The representatives of the Group
of 10 have decided to take up for
study the issue of creation and dis-
tribution of international liquidity.
This is an encouraging development,

Development Finance

The near-collapse of bank lending
to developing countries in 1982 and
the near-stagnation of official cop-
cessional (aid) finance in recent years
have given rise to proposals for new
forms of development finance, aimed
at tapping new sources of long-term
credit, using new financial instruments
and developing new institional devices
or expanding the existing ones. The
proposed new sources of credit include
insurance companies, pension and
mutual funds, multinational compa-
nies, and new financial institutions.
The proposed new instruments include
guarantees, acceptance/commercial
paper, index-linked bonds, commo-
dity-linked bonds, and non-majority
equity investments. The proposed
instutional devices include sale of bank
loan assets, finance of counter-trade
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and barter, export credit, co-financing,
and insurance against political risk.
Most of these porposals come from
serious sources and need to be studied
in detail™”

Whatever progress is made in new
areas, it can be safely stated that the

need to expand the public internatio-
nal development finance has gained
an importance and urgency as comm-
ercial bank lending has fallen and the
own export efforts of developing
countries have encountered near-stag-
nant markets. In fact, some of the
proposed new areas depend for their
development on an expanded and
more imaginative public development
finance.  The existing international
financing agencies have increased their
lending in such priority fields as
energy finance and programme sup-
port; but the needs are enormous
and the gaps, singled out, among
others, by the Brandt Commission,
continue to loom large. The need for
a much larger long-term programme
lending has been reconfirmed and
further strengthened by recent expe-
riences. Disbursements on project
loans, which are normally tied to
the provision by the borrower of the
local currency component, ,have
slowed-up pari passy, with the domes-
tic difficulties in the botrowing coup-
tries constraining local currency avai-
lability; project pipelines have lengt-
hened; and public foreign lending
has, it seems, operated in a cyclical
rather than counter-cycical fashion,
The special assistance programme
of the World Bank of 198385,
aimed at speeding up the disbyrse-
ments, was adopteq ip recognitian af
these difficulties. ¢8) This activity is
limited, however, and there is no
information that other development
finance agancies, such as regional
development banks, have undertaken
similar programmes.

A number of developing countries
are now adopting measures to attract -
direct foreign investment, poth from
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- the traditional sources in the developed

countries and the new suppliers of
capital in the surplus oil-producing
.countries. Its relative financial attrac-
tiveness has increased in view of the
high cost of loan capital and the ex-
cessive burden it imposes in the face
of weak ‘and fluctuating exports,
A1 some cases, there is an excessive
competition for direct investment,
leading to offer of conditions causing
resentment in developed country
‘regions suffering from large unemploy-
ment, while conferring limited benefits
to a developing country. There is
also a potential problem of excessive
in extractive industries
and the associated adverse movement
in the terms of trade of the borrowing
country — the Singer effect;9 but this
is unlikely to be acute at present as
most investments in major mining
projects have been postponed due to
_the extended slump. (10)

Two major proposals for pro-
moting direct investment within a mul-
tilateral framework have been made:

(a) Establishment of an inter-
national procedure for discussions and
consultations on measures affecting
direct investment,. proposed by the
Brandt Commission. This could ulti-
mately lead to the adoption of an
international legal regime for such
investment, which would bring to-
gether all the various international
codes of conduct currently under
negotiations and those already agreed.
The executive director of fhe UN
Centre for Transnational Corporations
has argued that there is a strong case
for a multilateral regime under United
Nations auspices, building on the Code
of Conduct on Transnational Cor-
porations now :being negotiated. (11)

(b) Establishment of a multi-
lateral investment insurance agency
covering foreign investment, proposed
by the President of the World Bank(12)

Participation in these two arrange-
ments would be voluntary, and mana-
gement would presumably be shared
between developed and developing
countries. They could yield signi-
ficant benefits, although not imme-
diately; and their full effectiveness
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would depend on the general improve-
ment in North-South economic rela-
tions.

International Financial Instutions

The representatives of the Group
of 10 have undertaken to examine
the strengthening of the role of the
IMF in the surveillance of country
economic and financial -policies. The
role and operations.of the IMF have,
of course, been of major concern
to developing countries for decades,
centered on conditionality — perhaps
the single most thorny issue in North-
South relations — and availability of
IMF resources. Re—examination‘ of
the role of the IMF needs to go to
the depths of its relations with both
the developed and the developing
countries and to its organization if
it is to be fruitful.

The Group of 10 has not addres-
sed itself to the issue of development
finance, debts, the role of develop-

ment finance institutions, their relations

with the creditors and debtors and
their organisation. The mandate
given by the Williamsburg Summit
has been limited to the international
monetary system. Removal of this
restriction is a major task before the
developing country negotiations.

The issue of universality of
membership in international financial
institutions remains on the agenda.
A New York banker has raised it
recently in connection with the need
to assure continuity in all lender-
debtor relationships; (13) = another
banker has suggested a joint approach
of the western developed countries
and the Soviet Union on refinancing
the Eastern European debts. (14) At
the New York summit organised by
the prime minister of India in late Sep-
tember 1983, the vice-president of
Bulgaria was reported to have suppor-
ted the French proposal for an inter-
national monetary and financial con-
ference. Regretfully; the present
international political climate sets na-
rrow limits to possible advances in
East-West financial relations.
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Financial Cooperation among Develop-

ing Countries

Financial and monetary coopera-
tion among developing countries takes
place at three different levels; in bi-
lateral relations, mostly between the
surplus developing countries, a few,
and ‘the deficit developing countries,
a large majority; in subregional and
regional bodies, such as investment
and trade financing banks majority-
owned and operated by developing
countries, payments agreements, and
mutual reserve support schemes; and
in interregional institutions of limi-
ted membership, but with benefi-
ciaries world-wide (OPEC Fund for
International Development) and
coordinating groups with similar
characteristics (Group of 24 in the
IMF -World Bank complex). It is
an over-lapping network, grown in
response to needs through a series
of ad hoc decisions. = The wecakest
link in the chain is in the inter-regio-
nal sector: no world-wide institution
with universal developing country
membership exists either in invest-
ment finance or in balance of pay-
ments support, and only develop-

ment finance companies of develo-
ping countries have organised a fe-
deration, still in the emerging state.

of those experiencing acute debt
servicing, difficulties has fallen sharply,
while the capacity of a number of
developing country-exporters to pro-
vide export credit has been curtailed
in light of their own shortage of
foreign exchange. Brazil’s exports
to the rest of Latin America dropped
from US § 5.5 billion in 1981 to an
estimated US $ 1.7 billion this year,
and those to Nigeria from US § 1.5
billion to one-quarter. The curtail-
ment of demand in -the Middle East
duc to the fall in petroleum revenue
has affected exports of a number of
developing countries exporting machi-
nery, equipment and construction
services. Singapore investment in
Indonesia has slowed down. A Yu-
goslav oil exploration enterprise had
to withdraw from projects in four
countries recently, due to lack of
convertible exchange. The reduction
in the intra-trade and investment
of developing - countries comes at
a time when it is most needed to off-
set,in part the consequences of slow
growth in the world cconomy and
contribute to its recovery.

What nceds to be done is to
create an inter-regional facility to help

finance intra-trade of developing coun-

Many intergovernmental meetings
and discussions on South-South and
North-South relations have been held
by the developing countries; this
stands in contrast to only slowly
evolving operational approaches to
crucial questions in organizing South-
South finance on a stable organisa-
tional basis and in formulating spe-
cific proposals on open North-South
issues in the difficult areas of debt,
future monetary and financial system,
and future organisation of inter-
national financial institutions.

Trade among developing countries
has been affected adversely by the
present crisis: the import capacity
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tries on a bilateral and multilateral
clearing basis so as to maximisce trade
per unit of convertible forcign cx-
change; extend support to cexisting
payments and reserve arrangements:
assist developing country intra-invest-
ments; provide commodity trade fi-
nancing: and extend balance of pay-
ments support to the extent feasible.
Further needed is the establishment
of an association of central banks
of developing countrics to provide
a forum for a systematic study and
consideration of matters of common
interest.

With respect to the financing faci-
lity, the Group of 77 has had a pro-
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posal for the establishment of a Bank
of Developing Countries (South Bank)
formally since 1979, and informally
even earlier. The matter has moved
forward after 1981; an Export Group
meeting of G—77 was held in Kings-
ton, Jamacia, in March 1982 to
consider the economic justification
of the Bank, (15)this was followed
by the second meeting in Ljubljana,
Yugoslavia, in August-September 1983
which reviewed the technical docu-
mentation on the feasibility of estab-
lishing it and its possible size, func-
tions and capital structure. (16) The
documentation had examined a broad-
based institution, covering financing
of investment, particularly joint ven=
tures, export credit, balance of pay-
ments, commodity exports finance
and support to regional and sub-
regional finance schemes. Its capital
would consist both of local currencies
and foreign exchange, the latter,
together with borrowed funds, pro-
viding a cushion to the envisaged
use of local currencies. The next step
is the third Expert Group meeting,
including preferably the representa-
tives of central banks, to be held
before end-June 1984, to complete
the work and submit recommen-
dations to the governments of G—77.

There has also been an imagina-
tive private initiative in this area.
In July 1983, the president of the
Bank of Credit and Commerce Inter-
national SA proposed the establish-
ment of a consortium of commercial
banks of developing countries, private
and government-owned, with paid-up
capital of US $ 0.5 billion and borro-
wed funds for US $ 0.75 billion (i.e.
with an initial resource base in excess
of US § 1 billion) to engage mainly
in financing of trade among develo-
ping countries and short-term finan-
cing of their balances of payments
and major commodity exports and
imports. The proposed consortium
bank would provide convertible
foreign exchange for settlement of
‘net balances resulting from clearing
operations, issue its own unit of
account to be used to promote trade
among developing countries, and mo-
bilise funds through the sale of its own
bonds. certificates of deposit and
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other money market instruments. It
was stated that the proposal was not
competitive with the plan to establish
the intergovernmental South Bank and
that the consortium bank would be
willing to become associated with it
as a window should the G—77 decide
to go ahead.(17)

With respect to the suggested
associaiion of central banks of deve-
loping countries. the topics it may
handle could include the following:

(a) Review and analysis of the
evolution of the international finan-

cial and monetary system and its
effects on developing countries;

(b) Review and analysis of ex-
periences in domestic monetary, fi-
nancial and exchange rate policies;

(¢) Exchange of information,
experiences and views concerning
external borrowing, lending and debt
management; and

(d) Assistance to members on
any of the above topics and associated
activities.
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