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FINANCE MINISTER RONNIE DE MELS TENTI *'-.

SUCCESSIVE ADDRESS TO AID GROUP
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tha beginming and the snd year basis.
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Terms of Trede
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Qrowih and the remole rospacts of
"'lﬂ.il'ltaiﬂll'lg seuncmic etabity in tha
caming. yeers Warrant immediagte pali
cy attertion, Lower seannomic arowtly
directiy thanslutes fria Tover produe-
fion wliich in o lesdl s lovesr in-
COIME, 2drnigs: From gxoors, goveen:
ment. fevenue and . dodmagtie’ lnwast:
meste: dn-the absence” of conceried
ot this preces could fopeat itislf
et after year, reducing tha growth
FEMt wedr, rRlative ‘&6 this wear, to-

geskinr weith va dectine -in aearal | sacio-
CLUnemig standands:

Thi jasue raised Hen: js whether-tss
BOSNEmy Gan Efacr hitter, Been uns
they  thesn difficult - Girmumetanies,
Wirtile s siraight formand drsmeer o #hjg
poigt 5 ol sase and YEqUired & great
doal 0f anslysic 0l tha diffarern face e
af the ecormmy, &ty polentizl for an
improved . eannormic parfoiescs |ieg
in Fepuranle disvedapmisnts o Lne Fe
sl frut and “the bidance of paygpients
i The oevetepreats i thinsn feng areac
warll Ll the ke detarim retids ol growth
and: pedpemic stahility. Apparently

“the developimeniis in thess. g areas

will in furn depend Lrgile one the: de
valonmente: of the poduction bage;
and ther fisgal sad bislence ol paemonts
Iroms sugyest that itis the impeoeed
preductinn e formanss that svsentus]
Py e t2mnives improvnd growh ool
mgnee and eeaisomin sability,

Tha redt of the paper explores the
patential for higher econormic prowih
b revieseinig thie prod ceion tread s in
egriguttiicgl and manufecioring sectars
in thie ranrnt Pagt THIS will brundar
sakuh lolowing 3 Grisf febise of fha
roles-of tivcal and halancs of puyients
i Searidamin: desplapmant n crder
Fiaklithe the fived te-comgolidace deye-
lopmment straleyies and spongnic poli-
dind oo increass producticr and owvar-
e ‘thr canstraints iipposed on tha
ey by 3 wnak rewanue sy sl
d Lraditicnal expaie sk,

e of Tigcal Develepmends

Inoreased . mabilizacon o! jrenst
AL bas bece g maior getarmm et of
The amprees e growt A prrfarma rce oo
riteg thn fast ten yeirs sinen aconsmic
leralication in. 1927 Hawween 107E
alvd TBEG,. gross domegtic lcestment
averaged 24,0 pereent of GBP com-
pared wlin 16.0 parcent hetwsen 1930
anct. 197, lnvestrent in -the publls
seoior gooounted for 1d.E_ pareent of
GOP wehife the peivate s=tar sHam in
domastlc invasiment svaraged B8 per-

~oant of GOP during the 1878-B6 pe

riod. The disappregation of dempestic
investrmants. efter- 1978 in tarms of
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narponal & Fergign saviws indicats
it nac ol saeinge gonlibited 19,3
geecont of GOP and foreign. sawings
BE rargant al GOP. THE riossootive

agtias’ brogeen 1870 apd 18977 wiere

127 oereent gnd 3% porcent. Thrao
ratios of thy two periods demaresate
that higner domestic iresstmont sinoe
1238 has bren mads pogsishs Tty
Beapdiss ol the inoreascd - foreign aedis-
tance cOnsslisg of  concesEonary
forraign foans and odtighs arste, The
differenon in the national saving ratjos
of e two pesinds (batwer 1970 and
TOFT and affer THRE j5 very il
wihich means that e mole of natlonal
savings has Deen practically the same
durirg hath pariods.

The fiancing -of the puslic ouvest-
Mang prRgram e durng the 1arRHE
Heriod Credicates et 1403 peroent nf
GOF has come from narinngl savings
end 4.8 prrognt of GO from foseion
cavings. Ot riitional savinms. the
Erivate secbol s hoas chean about
11.7 percest af GUP. The volurma of
eavinge that octurad (v 2 pubidic sec
tprafter F0TH amoucied 0 2.7 por
cent of GOP hut the ammaunt of pubfic
sector rateongl Saxings that esoli
{roan budh ety operationg was g Liva
lent o aniy 1.7 permantof GOR. s
everl weHhin the public scctar, @ gragter
part ef public isestment Jaaciuding
the cortribution mads by the privato
sectorl has come from souross oo side
the budger.

The siguificanca af  nol revanue
courgas N financing Bri Lanka's veo
raainyic  developmient is wall deione
tratud dn Table 110 During the slx wear
pefied Leodoesn 1981 and. 1986, tatal
pubiio sperding [bath mirmert and ca-
pital ) amaunied S Hw 300 hillion, of
winlch domestic mvanye seodustod) for
about Ry 178 Lillion, Abaut & prrcant
of e drerall deticiy, which amaening
o Fs 134 billlen, has besn fingnosd
by foreign foans and grant (5251 and
the —balance by ‘monchank  sources
() and - the banking ayetam (2%,
This breekdawn dledrly plages foreign
axistanoe a5 3 highly douniset so0mcs
af deflell tinancing aftar 16878,

RSO G R CVITE Rncy, ey,
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aml:Financing (Hs M)
141 Fwonnes 16,528 17 Hiy S B b g HERERIE L1 GEs 109 49
Lo farrnns bepentiirs {17,337 1830 =5 ne 414482 240156 IAEER 162 800
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Cynrcurcer :

Expoditars (B3 1427 158 S.EEE 445 FASE 15208
dnl-Hudget Dsleal 14 HEG 30,00 L1506 18,EA1 FLA R 35 50F 12 B
Finarch:l Foy
la} Frwwidn Grants &

L ihra .70y a7 104 11 281 [2 300 19575 g4,583
Ik Domestic

B re
1 MRk 2,078 T ERST TR TEE" i aEd a5 BAES e T30
it Tarih Hypsnr 507 vl I A5 & 5 I &R =1 6, 16
i} TH AR B 15 Aigd #i0 2501 feRl 2115
AR ECR sLARE L UEIETT
al Hevr g Al 1014 e 4.5 4.0 RIS 3.4
Tl CurtenilD Expsns mure 28 1.0 25 ALY 218 15,3 .0
frb Cupkin | Exacnditur: 154 ad e . 124 18,4 175 Tl
=1 RS 1y FET H & 1 gk - 144 18.2 1A 1.2 TE .
(i7Fer
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by Fodaign Sssstarcn
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Chpil aparading

ﬁu'.n e Comtrd Bmaeh el CnioR

AveErling v the e pear Poblic
liwsstrent plan for-the 1987 to 1899
vl g, the . projocted - Devesments On
l_"'.E'.Il'_—EI:lpl'I'rBI'It prjicts dand Qrodremrae
ansoune to B 157 Billlan 1 Teble 1111
Druiiveg the lagt six -wesrs, the aotual
teweloment expenditure totalmd Bs
120 hillion ' compated waith Ry 94
billien that results frem this sires-
tion- of annual’ totals 0 respertivg
plans during “the 1381 86 pared. 1t
ghewdid Be noted that “the smount of
diwalopment  expenditure  for  the
109811986 petiod, diffors: froan s
anrakint in the capital budget | Teble
115 a5 theclatter inglidus capiial frans-:
fnrs il poblic odrporetans. Duriny the
{BH1-8E “pariod only cabout Rs 16
hilligr 'of the capstal badget has bren
et From budgetary savinos, that s 1he
SUrALE Of Tevanie ounr cuffant gxpmn
ditnre; ard the bulk of vapitalpxpen
diture” Rae hean Sinariced from aon-
reaelug aoiirces o which, ds densos

ECOAMGIALE HEVWI T RSN R,

trated above, the role il loreiyn {iran-
cinlg tis e p extremiely inaportan L

B major copcarn ol the nest Five
sar Pubtic Isvesfstent plancls the aht:

bity | of filte guves npienl boc mehiioe

aclefjUate: raFOUrEES O Cingaea th fire
wear deusinpraent bidoet, b the - me-
diur ardd o term;, foregn finarciiyg
is. unlilkaly to e gasily mwiilikihe, 8i
{adt gt thi sere megnitude asin the
recent past, which regans that e fi-
Harcing of diedelogment in thiz coaindg
vears will ave 1o he masily met frem
dommsic SourceE Accobding too cur
rnt projectians, the volame of finan
rirel- ArnmT e mrnel ne Toes has s been
projectad ar Fisodd billoneor 43 pei-
pann of T total the vear insesimeal
punchget cduring: the: T9ET15EY. peylod,
anrpane with 52 percent duting the
lasL si® yodrss & laige parl-af st
st o L gt T fRve e pericd
5 gxpored by the gowtmmel from
fi dymn reuesUE sDUrtE. ARiiding o
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Leniative Bstimaies, aboul Ha 88 bl
Il or 58 preresnt of Lhe ihessbnent
budget is siemanted for by dornestic
rewanie.This shars during e 1981- 86
period reinalived sround 12 parkpnt.
A b Public fnuesement plan ox
pitis g!;rl:irn;-u;i.rnafnl'!,r Ms B8 billian to
GO from clomestic mevnnie souliss,
cormnparad with anly @518 billion du-
ring.the 19811988 prricd, & substan-
Ligl iEraasa. in o reschue - dpsErs. ex-
wrarmaly impactant during Bhe slan |:|E-.
riod, - Hoveaear, the past trerds do ot
provids soppariive 2eidence of the ati-
lity, af the gousiment o increas 1e:
wenui by any substantial rranging, In
1985, fui exsrmple, domestio ravenua
incroased dnby rmemibalty by 3.5 per
cans cwet TARS, and: thie: nceRasa has
s dpower than the averapa pric: i
wrgass of B perient durig PEEE, Subs
furbial inciestes I JOUSTAMmEant Touc:
pue-attar 1599 pesured onby In 1883
and 1984 I Table WL i TEED, the



: eésentialiy'a
tax rates on turnover, sales and import

government revenue went up by 42
~percent compared with 1982, and in

- 1984 by another 50 percent. In both

revenue increases were
result of the increases in

years, the-

duties. The agreement with the [nter-
national Mohetary Fund. (IMF) for
SDR 100 million in November 1983,
was a major factor for the increases in
tax rates in 1983 and 1984

Whether the governmeni can effec-
tively im,‘ﬁfemem the Public Invest-
ment Plan thus depends largelly on its

ability to raise adequate revenue from

domestic sources. While the roi_e of
foreign assistance is expected to dec-

line progressively, the picture with re- ;

gard to non-bank domestic sources
also remains uncertain. As the Minister
of Finance and Planning remarked du-

ring the budget speech last year,-the-

‘availability of budgetray support from

the non bank sector such as Provident
Fund and Trust Fund, and savings ins-
titutions, is exiremely limited particu-
larly as a source of add:tlonat sUpport
in.the event of mcre‘asmg ‘budget defi-
cits or reduced avanabthty of formgn
assistance.

While the revenue piciure is not en-
couraging, the situation could be fur-

- ther aggravated if defence expenditure
contintes 1o demand an lncreasmg'

share of budgetary exﬂendlture From
1985, the defence expenditure alloca-
tion has remained extraordinarily high;
in 1985 the defense budget amounted

to Rs 6 billion and l_n_1986_ to Rs 9

billion. The allocation is expected to
go up te Rs 15 billion in 1887 and to

Rs 185 billion in 1988. If such high -

spending has to be maintained on secu-

rity. operations, the government would

have to either raise more revenle or
reduce spending an development acti-
“vities. Unfortunately, . both are ex-
tremely difficult options. :
Defence expendi he as a ratio to
revenue has increased from about 15
percent in 1985 to 25 percent in 1986,

indicating ‘the fremendous pressure:-

brought about by rapid increases in de-

- fence expenditure on revenue. How.
ever, defence expenditure as aratio to -

10

TABIFE 11]

"SECTORAL Cl ASSIFICATION OF PUBLIC (N VESTMENT PROGRAM
(R:». Million)

(AL'.l'uﬂ“198|_8h(P[a.uned,) 1'98?-199;]
Lead Projects 37,040 36,833 | 24081 .
Mahaweli : 32471 32,440 19,441
- Mousing and Urban Development : 4 545 4,253 i - 4,451
' Groater Colombo Econamic Commission A pest 280 159
Other Projects and Programs 15,004 14,804 14,3896
Non-Mshaweli Irrigation 4,900 4571 4942
- Plantation Agriculture 3,246 3413 1,356
Ficld and Minor Export Crogs -3,485 3,747 3,368
Animal Husbandry e 674 562
Forestry and Lands 83¢3 9E0 2,510
Fisheries 985 1,085 b
industry 1,145 454 : 538
‘Major Economic Overheads 19,823 21,361 31,023
Powey 4,989 - 3,390 11,226
Ports, Transport and Civil Aviation 57561 8.532 g.971
Posts and Telecommunications 3,172 2,797 36088 |
Integrated District Development gz 1,945 2980
Decentralized Budget 2,588 1,806 1,182
Other Construction 1,180 S 1,606 1192
Sacial Ouerheads 9,815 9,806 15,667
Water Supply. - 4143 4,323 4,767 1
Education 3743 3,500 5,890
Health 1,929 1,448 5,907
Social Overheads . 525 ; 1,103
Economic and Administrative Overheads & 6867 25087
Unallocated E 5,984 TR
New Projects - 24,329
Wliscetlancous 38,518 1,800
Grand Total 120,20C 95,506 151,376

two ratios,

Source: Public Investinent Repb_r:-f, Ministry of Finanee and Plapiing

‘GDP s still around 10 pPﬁ:e'nt which

is relatively modest i comparison
with mast other countries in the re.

" gion such as Pakistan, lndja Thailand

and Smgaporp where #his ratic is in

~ the region of 20 percent. The pictiire

that emerges from the comparison of
that js, defence/revenne
and defence/GDP is that the budgetary
pressure currently experienced by the
economy is not entirely a result of in-
creasing  defence expenditures.  An
equally important role has also been

plaved by the marginal increases in

revenue; with the exception of 1083
and 1984. The defence revenue ratio
will nat be so large if revenue also ean

be raised corraspondingly. This ratio-

could go up further in 1987 and 1988

-as the revenue base at present is not

capable of absorbing  even marginal

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

L

increases in defence spending.
~ In 1986, the government made
strong efforts to contain inflationary
pressures b\} maintaining a reduced
growth in money supply. While this
has proved successful, the sffective
ness of such management palicies in
the future will largely. depend on the
fiscal front and more 'specificaliy on
the amount of budget financing that
will ~ be required by expansionary
sources such as bank borrowings and
- sale of treasury bills to the Gentral
Bank. If appropriate measures are not.
taken to . limit financing from this
source, high inflation will be an added
constraint  to . development. Since
1977, averade prices have more than
doubled and Sri Lanka’s inflation rate
remained high relative to its major tra-

- ding _partners, with few exceptional

- ECONOMIC REVIEW MAY, 1987,



veard adoh as 1935 and 1886 This
diffrrence in e dnflation ratls, bet-
wiarnGBri Lanka and the-pest of the
entld i pelloeted i the depreciation
- thir, fupde BEETAt, MepOr CLITEnGies,
For' mdarnple Waloe of thé S Lankisn
pupee-his dropped dgalast the DS datlar
by @l B percen - beteeen 102 and
1885,

The @icture- that ameroes frovm the
abigwe aralesis s That eeonomir dese-
[apmart htho coming peals ik likely
toi he af i ed by the [ack of resournces
i - Hingnee the myestmant programma,
“particutariy: if - adequnte Forcigy wdis
tancr iz nolbartheanieg and defénce
cxGenditure contingss to incrnase aven
furthar. The presant rewonue OUTLLED
dias not snoes ary etentiak [l sup-
glemapting | resouroc: sbaaribatly - Lhei
coihd be resued by medied foreinn
wasgtance of jnomasid dofroce s
ding. A5 cemasnsteated in Table -,
ravEnue fromeexparts 5 oo rdnglining
tremd, and [in the absenoe -of soire
Baoyamey In intecnetiongl Tes prices;
Lhis trend s andi kely tocbe reversed.,
Sufufantial - incieates In (ot dasties,
Salert g DUsReEs MUMOUCT BHK RS B0
slen not prariEng wnless the seonbmy
idineging g niph degrog of dyramisie
Tha  Gpportunities of nbteining -
thonal reecurces From nther - doenestic
pon-bank  sodrcescam aksts pxteerrndy
lFmatodd.: €in the aother band - d8issg e
banking sector to finaiic: devalasnent
pxprenditucecould pxEceriate the acn
mam i probferns, Given this oetremiely
romplex-simation, the governmenl bas
aniy fnn options: 3] cothack develosr
ment | nependiture and rephbade deve
leperienit urGgrAsTITSS, With e possi
bie oumedme:. of lowar  pEonomic
groenith - o Yhl recmsider - develo
manl  prlorities: and  policles with @
ur‘e-.aze.r facs on inenma and resce
nemarating activitis,

Thilzivse of Faymenis

1A crder 10 nasbadn Hoeral st Boh-
nermic o palicies onthe donn o ren, S
Lanka resds @ healthy balancr. of
parpmenls U, whish has oot henn
thr = parlencesgn. fan  pacticalaely

seaDa i W N RN MY 5

singe tha
cultrals - and  axchangl At rRerrin
e Apae Frovm a favnirabbs balanen
of paymerts ot firn in T, and Lo
wovrin ot o THHE. wisastk lizlasios
of apgimis  poE LS vai i el T over
rrost oalier poprs The axplanationg for
te perestenee o balahce ot pavyments
diffica lzies Ve o a nbimibrer of fastars
nclugig fal internatiang mack et foo

remnya! nf forgign frado

lors; with Foctfindmg cErrnbdily e
rrard-amd gariegst s n!:-nl.inued oapen-
dririiy. 0o TFadiiloeal Bx ports g as
tea, Fubber andocaract as ridfor s0ar-
pop of erpelt wedninds (cl-ramowal of
trady restrietions and libemalisation of
faraigr a:-;c!‘l.arrgn. trarsacticas and [
spill = R EIE Ty
monetacy qad Siical paloie-on highere
irnpidnty, feoaddition, Higk demestiz in-
Mas ion raletieg o cha ieflation of tra-

e onblecis ol

dirg pamoers, high goit ol carirearcial
bnerorings Dilwesel e TEE1-94 pe-
riged, siagquation fn fomeina: remitranoes
18585 gnd reduced . tourist e
cripls e 1893 are arher faguoes that
pufrtiEuiad to further exanpmate the
Bakance of payrrants o deferioration
from tima te 1ime,

EIRE ST

Tabde W provides datag-n thie bBa

G paverients for the 198386 pa

ricd. The most favourabls year far S
ek to-termie ot belancs of pepfmends
har w0 far- besn T8R4, -af' legst - since
18 and arad Lhis innarouemnnt el
madk ey frare the unprscedentsd
parnings: from iea fxpores.” By mid
10BE, fed prices plagnneged inoories

e mreeartd. traned ine et el onE
gendrsanied - ohnsidutEs e DrassLras.
an:balancn @i paynsnts. AR pere
tiat  wrics - vEcnuarics e obseived
[Farfy time Ak, Tnay  fasted ops
anly shurl duratiors, Thys, e lawad-
fabe or adiersy divpbdprietis inothe
balangs of payiecis aex shit o detrr
mined lamyrly by the prigemascmuids
af tea in theinsnmaticrat marknt and
ite i sarnal dreriend and domestic ae
ducticn, ‘Tes saiiirgs o 1985 cuetined
e 5 108 mil Eon comparnd wwish THd,
arel by 5 Z84 million norpared With
FREL.1F che 1984 Cintecradons! iSa
prices Werd maimtaired Eorng-the st
foen yeare, the prive advartane oo dd
b aprerLipted o vErhe B 400 TR
Lo, wehich wnnld cebinl g hisva eased
tivd balancs of payroe L pressurethil
Sej 1arka i Beginning oo eapnrivcoe

(N g T

T he exparigiee of drashic pride- o
Lations For ol s, 0F the dessloping
cogntriag eXpOCLing primans commodi-
Eiusl_hnﬁ bean quite cormmen.: Tha gxiba
ritnie ciuld certaindy st Tt in
the future Decyuss darmand @ od wapply
gonditions donnr stey froted. - Wlore.
purr, o aumber cof other drvglaping
Legmnisng ot orncl e
arojie B ge 18a owhieh' oy tradbiomad
forSe Lanlozl imthait sxpart divers fi-
cafion plans, Although 50 Lankd hes
ndde & TEW ingsilant Infdads il thn
nor-madtiznal extsraal parket. the
proarest hae sann vary marginal. Feen
tha long- time outionk doos e shes

couiaie: sle

worbd market s which * restsred oA total wxpnrt composition cansisting of
TABLE IV
LR G EEPORT 127719k
{SDE MILLICK)
¥ =
1977 1852 1963 1pES 15l 1=liiE
1z, Feubiar, Taeariir BT 421 495 | arld 4143
[Py =aan Prisdoocs BT T LI 14 TAD Iz
O by ddusasmal- Products 33 217 . 2ad 6T A7z ]l
{8 | e s o 1 F RS ] B T ] i L
{apme s Al = 2 17 L
deher 22 3k M &1 a4 &1 7
Gl 250 QBE 1432 EECHE | 1088
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a variety ot paroducts S st
rapabia of providion @ regelie souroe
afexprit eainings, Eraludiiy ayricu!
Lurdl cekports o Lhere e dnly fhres
ether mafor sorces  HF Foregn ox-
chiaily rarmings &l prapnt namely

indidinial: nxporis, tooriEm eceist

aftd wrivata reinitanens, Lul thiir arg

L ST T i g ey 1 osTra Tred
By @ variety of lagiors, Dhe capacisy ta
epund indusiial rxperts i lmizes
by L natlre of demand sUEh
products, parricualig pelralenm, and
By Lhir prevalence of quotss o e
canie Gl tawdile uxperts whiies 4 TRCTI
8y in the dourist trade'hus o far not
haen podsible and ramgins EREE Fin,
thigre is visiBhe stagnation in the pasp

uf faeeian. varniies fom D vt e rerite
ANCE,

far

S Lanka's import Wil iz quits sig-
nificaiin inorelation toothe sbhsorpeion
gapacity diceaed By Taraign ex g
gaminns,

Per the Jast ten years - Rownevot, Sri-

Lanha wiss abde- to rainin. o Lbera
firad wrade poling witheut quantizalwee
rastrléeians vn impord o poertrale on
imports theoagh the. rationing of
luraign swchange. lorgely becaose nf
Hus fnineerrdpbed © Fos ol wxiniral
smsistinee, Inc THES For sxarmpls, prm
JsEE assistare M EBE million acrnun
Frel For 13 percent of e e seditione
on DInpertss i TEEE I wds 3B por
cenl HE A0 ool and n 1BEE it
WanL upr to TG et 13 ARE il
liani, 1l awreengd project Sesislance
COed e, tha Ccoun ioe's impoeLs
would isecarinbly Be gHectd, Rorro-
wirg. Troufr the intariational momey
riarket, vt curmmercial rewes, hasoalso
seriows limklations g o pour pros
pects for higher export carmings And
the grotwiny axresnal debi probdom, &
Thasama Lirne; larpe sEale Lkinening of
the impert Bl s claarly net peasibhe
Droaust: b major shaie of importe oo

TAHLE Y

pists of espential imous caw riator als
and -capiral gnods, Thus the only Teasi-
Blewireveer bd th hiSines of g&virienns
problers. lies' e Ahe e ransan givd
grororinn of mew o badisiang, ox

peirs,

Wikile the adesttilicarinn of L saeu
thom to the genlam s vt diftizul
specially when the Gap bebween expos
aarnirgs - and aresec cepandaine s
guiti e plizit ihe roplemerraticn wt
Apprepriatn. e 0olT promotion sirawe-
pieg s aateamaly i fiesld and [ikelyto
L peniranted widh inercazging v -
ileswitios “Benalgs Sk Fanka i nod e
oy Eauntey pULing repaTt Orarms
Tioh lratngins: mare than hal® of s
AeVEIDpirg COLNIrEs: ara Surran e
geanrt 0 iramifasianie o industrig
preciiaeng Telra ket (07 e disald ped
warld Canelatlwes qras coniemplatim
ciding the same. & numssr Gf - sem’
devetopod countrics have &lpeady ac

FURENEN EXCHANGE EARNMINGS, TAYMEMN I3 ANL HENERVE Pusiiag

1§ MILLIEN]
Ademil e Change 1
1384 Lans 19856 FHHE ris 194 4o
19 I hgEe
Tl barnii Eamingg A0 1.8 T han e |
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composition, Within agriculture, there
are five sub categoreis; tea which ac-
counts for 10 percent, rubber 3 per-
_gent coconut 13 percent, paddyé 24
percent, and other categories 50 per-
cent. This breakdown within the agri-
cultural sector shows that it is prima-
rily the non-traditional sector, consis-
ting of subsidiary crops, cash crops,
animal husbandry and home garde-
ning, that contributes greatly to the
share in the agricultural GDP,

Perhaps the most useful approach
to evaluate the progress in the agricul-
tural sector and its contribution to
overall economic development in the
country, particualrly in a macro set-
ting, is to review the trends in value
added by agricultural - sub sectors.
Table VIl provides this information
in the form of percentage contribu-
tions in the annual increase in value
added  {in the agricultural sector} for
‘the 1978-86 period.

As demonsirated in Table VI,
there is no consistency in the contribu-
tion to the increase in agricultural
GDP by its sub sectors, The contribu-
tion by respective sub sectors fluctua-
tes from vyear to year, frequently by
subtantial margins, Sometimes, the
percentage contributions turn from
positive in one year 10 negative in the
next year. Only in the case of the
“"Other" sub sector which primarily in-
cludes non-traditional crops, has there
been no negative contribution to agri-

cultural GDP growth during the 1878
1986 period; but even in this sector
there is no consistercy in terms of the
contribution to the increase ir. agricul-
tural value added. All other sectors
have expefienced negative contribu-
tions during the reference period.

The bottom line in Table VI indi-
cates the share of the agriculture sec-
tor in overall GDP while the preceding
line provides the percentage contribu-
tion of agriculiure in the overall GDP
increase,  The ﬂg'ures in the line
showing the contribution to GDP (that
before the last line) clearly point out
substantial year to year fluctuations
in contribution of agriculture to' GDP
growth ranging from 5.7 percent in
1979 ~to 42.5 percent in 1985,
Throughout the entire period, the con-
tribution of agriculture to GDP growth
raging from 5.7 percent in 1979 to
42,5 percent in 1985. Throughout the
entire period, the contribution of agri-
culture to GDP growth exceeded its
GDP share only in three years,

Not all sub sectors performed bet-
ter even in those three years {1987,
1983 and 1985) when the value added
in agriculture was greater than its share
in GDP composition, The increase in
value added in 1981 principally came
from the “Other” category; in 1983
from paddy and “Other’” category;
and in 1985 from paddy and coconuts.

_ Apparently, the annual growth in the

agricultural sector, including those

TABLE Vi1

years where performénce was relative-
ly better, has been conttibuted by
only a few sectors.. The figures in Ta-
ble VIII demonstrate the fact that
there was no single year when all the
sectors. contributed positively to the

increase in value added. Accerdingly,
_this trend explains the year to year

fluctuations in both ‘value added in
agriculture and its annual contribution
to GDP. The magnitude of the fluc-
tuations largely depended on the dif:
ference between the positive and ne-.
ga‘tive contributions by different sec-
tors, : :

The above analysis of sub sectoral
trends in agriculture leads to a number
of vital observations, First, the overall
performance in the agricultural sector
shows no evidence of a positive trend,
of in other words an increasing trend,
in value added in agriculture in an

*overall conte'xt or at least by a single

sub sector throughout the period. The
year to year fulctuations in value
‘added in this sector, makes. it increa-
singly difficult to assess its role in-the
overall GDP g:rowth. By loaking at the -
crends in the past, it is not possible
even to predict, in the very short term,
the performance in the agricultural
sector. This situation a'p'pears to be a
result of a combination of a number
of complex factors which might in-
clude weather, prices, production
costs, domestic and foreign demand,
availability of inputs including fow
cost credit, marketing, storage facili-
ties and government policies pertaining

PERCENTAGE CONTRI BUTION TO INCREASE IN AGRICULT[I RAL GBP
BY MAJOR CATEGORIES IN THE AGRICULTURAL SECTOR

3 : 1978 1979 . 1980 1981 1982 | 1983 1984 | 1985 | 1986
Tea 9.0 k] -28.4 13.2 -378 99 86.1 3.4 4.4
Rubber 6.0 -3.2 266 |45 - 8.7 g0 | Lz ‘06
Cogonuts S 49,2 52.3 18.4 48.7 -110.8 | 59.7 13.3 24.7
Paddy 63.3 25.4 124.0 16.0 369 | 76.0 -35.2 280 bl
Other 7.0 6.3 §7.4 | 56.9 126.2 49.9 157.0 10.0 78.0
Contributiun to YR ! f
Increase in GDP 15.0 5,7 101 | 254 133 SR 86 | 425 17.1
Ag.Share in GDP 240 '23.0 22.2 ] 218 | 22.0 slddg o g

' Source: Central Bank of Ceylon
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due paiitical pressuses Whils the on
gaing efferis ol the mWernmant fo
correct the siluation appesr mneourg-
girg, the deday in implementing such
mestlres could rasuln in hoill dirset
and indirect costs,

Howeser, an  important sirategy
that meeds o he given: high priorcity
i1 the preemoticen of emall and reediom
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scals induetries in order 5 brogd bess
the asctivities in the manfactiring
sactor. Thic is particulary imporsnt
in the S Lankan contaxt where mtm
Brenturs magily tall within thess two
Eleporieg.

Even if there i5 @ considersbie im-
provement in public sector ranufac-
turing corporations, the transmissfon
of the added benefits from tha large
srale metal 10 Hie rest of the scanomy
is lirmited due 16 tho lossmer valug 3dded
in msnt of these peblic seeto anarpr

ses, Of-the snajar industrisl groupings
it public sectar, food and bewn-
e, textibes wad chemicals account for
naarly 7B percent of the total value
ackded in manufacturing; bat the ratio
nf walun added o value of production
i rrkatively . low in both textifes and
chamicals, Tha main jmplicetions of
this situation is that they depend |es-
wily o imporied raw materials and |o-
FHIEE, ;

Givan the imdustriel compasitian in
tha SFi Lankesn scasomy the grewth
rafe in ipdustry e not an appropriats
inddicator to Basses 2 Impact ane tha
rest of the sconamy. A demostrased
abown, 3 greater part - of erddusitial
grovweth origingtas in the feetory intdus-
try patemary which i@ piosthy "oted
i-I'I.-E-I:I[-EII'I"IDI:I &l tFII! suburhs and they
thetelare hawe very limited spread of-
fecte: and glsn thete s lom val us added
i redation to value of productivn, 1F
tho manifacteriog sactor iz fwke o
micaningful contribution o growih,
crpdayiient and housabiold Tncomes,
cltoris _n&ud o bm |:u-n|;r:;'|tm'tad izt
dl.!sr.r'iu wittere The valuce sdded ratio s
relatively hingh
SOUMRMA MY AMIT CONCLUSITIN

The first part of thic paper briefly
rmvicwad the economy fn THEE in
tertns of thie GOFE growth perfonmience
and - the dewsloprnents af key rhaceo:
egongarie fndicators The mst of The
papsr hed besn devated o smphiaize
the need for imtreasing domgstic reve
nue_ and -generativng incegesed export
garnimde  Ag demosstratod By the ans
bysis Sof pectoral prowth trends) the
most affactive means of aohisving both
thase objectiuvet i& clearly throwh
higher preductlons in sgricolmie and
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Industry.

& conclusbon that] erngrged from
the anatysis of sectord growth trands
was that ‘the scondmy appears to ba
affrcted by oyolical end  structural
etfects, in  addifon 10 - ekogeroLs
effects such ds terrocism. Al these
edverltles sre now opgrating in. the
acanomy, Both. singhy and collactively,
forcing the economy to, dow down
ard &t the semetine, making sconomic
management extrerne|y difficulc While
thera. s Iittle that can be done about
cyallcal sffects, such as’ wegthar fac-
tors, and sdverse devnlopmants ariging
froim - Terrorist activity, structural ef-
fecs need 10 be remodied: throwgh the
impdernentation of comecthve polices,
I¥ this |5 nat undertekean, even il nar
maley j= returned toothe coUntry, the
arondamy s net likeky to mprove signi-
Ticanthy on 3 sustainable basis Given
the currént charactarictics in’ the ecé-
ricsiviy, @ safudion to the sthnle peob-
lem will anly result in & margisal jrm
preyemant 0 BEORGMRC gronetl and
gean thig mrowth canrat br sustained
overtime withaut addiessing the pthn-
tural effecte #hat Tefldcl in Righly it
gular growth - trends in rajar GOF

srciars,
Economic -plaaning &  currontly

quided by the, rolllng fiwe yost jnwsst-
reant plan. White this plsbning app:
roach cortainly has marie  over e
necianal - pkanning . approsch . underes-
ker prior- 1o 1877 the antira thruae on
a parthellar plarning techniqus may
not raEcsEsar By resudltin obtaining dek-
glfed resulee Under tho rodling. flve
year @enning appraach, there #5 in-
cragalng attentlan towards stranmirs-
ning ecomamic atd jfnesical gsiste and

*infrestructure.

" Unfordungtaly, what Bpgssrs o be
lacking is the approprigts d irection o
translate tha improvement in econg-
mig and  physical infrastruciure o
highar production. mora smploymant
and improved Sincome. Flanning Jmol-
he Hoth wertical ard forizoital it
Qration  &hd - ona . wEthout ghe ofher
makee the planning proce e =

- tive and the watprts and outputs thee

rapult under such Eircumstarces et
Thar apEirpum.
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TOURISM

~ Declining Tourist Arrivals and Loan Rescheduling Measures

Arrivals

§pi Lanka's growing prominence as
a feading tourist centre in the East was
halted atter 1982. At this stage the

tourist industry-had been the fourth

leading source of: foreign exchange
only after tea, remittances from ear-
nings abroad, and ready-made gar-
ments. Unfortunately for the industry
tourist arrivals after 1982 dropped
nearly 44 percent upto 1986 and this

. had adverse repercussions on the entire

hotels and tourism sector in the coun-
try. An examination of the figures
shows that there has been a conti-
nuous decline in the prowth rate of
rourist arrivals over the last four years
between 1983 and 1986.

The decreases arc evident not only
in the tourist arrivals, but also in the
number of guest nights, the room
occupancy rate and earnings from the
tourist sector over the period. The fol-

lowing table shows arrivals in Sri Lan-
- ka from 1978-1986.

It may be observed from the above
statistics that tofal tourist arrivals in

1986 at 230,106 was the lowesl on re-

cord since 1978. The major contribu

_tc_ﬁr‘y factor responsible for the decline

i tourist arrivals had been the adverse
publicity abroad regarding sccurity
and civil unresi in the country.

However, this disturbing situation
for the tourist sector has also affected
cimployment opportunities in the sec-
tor-as well as business in the hotel in-
dustry. The total number employed in
the tourist sector .during 1986 was
estimated at around 48,000 as com-
pared to 54,533 employed in the pre-
vious year, indicating a decrease of 12
pereent. _

In 1986 the tourist industry witnes:
sed a further sctback when gross ear-
nings from tourism in 1986 were esti-
Table 1 v

GROWTH OF TOURIST ARRIVALS

Growih Rate

Year Atrivals

1978 142,592 253
1979 250,164 29.9
1980 321,780 286
1981 310,742 | 152
1982 407,230 9.5
1983 337,530 9.6
1984 317,734 5.9
1985 257,456 -18.9
1986 230,106 -10.6

sSources: Cevion Towrist Board, Annual
Statistics )

Annual Report Central Bank of Sri Lanka,
1986, e :

mated at SDR 70 million, as againsi

SDR %1 million in 1985. Against the °

background of the unfavourable con-
ditions, while the inflow of tourist
traffic in 1986 declined by 10.6 per-

cent, the average_Spending by a tourist
also decreased marginally from SDR
315 in 1985 to SDR 306 in 1986._

In addition, the capacily of the.
graded hotels accomodation declined
from 143 units in 1985 tor 127
1986. This was due to the ctosure of
12 of the 13 graded hotel esiablish-
ments on the East Coast.

‘I does not mean, however, that
there was no new activity or growth'in

_ this sector; for instance, during the

fourth guarter of 1986, apnroval was
granted by the Tourist Board for the
construction of & 50 roomed hotel at
Wellawatte, while preliminary
clearance was given to a “Thai” Spe-
ciality Restaurani in Colombo and
final approval to a “Chinese” Specia-
lity Restaurant in Negombo.

Loans :
In the slump situation the view of

most hotcl managements, however,

has been that thc industry was in se-
rious financial difficulties and that
relief should be provided in the form
of concessional tax rates and a reduc-
tion in service charges such as electri-
city rates; and that repayment of fi-
nancial facilities obtained through the
Banks should be rescheduled, Repre-
sentations had been made since 1984
by the Association of Hotel Owners
that these concessions be introduced

urgently. The Government therefore

introduced a scheme for rescheduling
of loan facilities granted to hotel pro-

Table 11
- RE SCHEDULING OF LOANS-TOURIST SECTOR CUMULATIVE TOTAL AS AT DECEMBER 1986

Narme of Credit Re-schedulings Re-schedulings Total
Institution completed under consideration

No.of Loans No.of - Loans No.of Loans Percentage

Hotels Amount |  llotels Amount Hotels Amount

Rs.mn Rs.mn Rs.mn
D.F.C.C. 25 132.69 25 132.69 P
N.D B, 10 105.68 2 14.38 g 120.06 19.4
Paople’s Bank 1 3463 20 120.54 31 155.17 25,1
Bank of Ceylon 10 53.73 11 38.68 21 92.41 16.0
‘Hatton Mational Bank 5 36.61 2 267 i 38.28 6.4
Commercial Bank 4 494 9 28.78 -13 33.72 ik
Grindlays Bank g 1 6.96 1 6.96 1.1
Deutsche Bank 1 3.06 1 3.06 0.5
Bangue Indo-suez 3 33.66 =0 33.66 55
* Total 66 371.34 48 24567 144 617.01 100

Source: Annual Report 1 9865":{,‘emm! Bank of Sri Lanka

o0,
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- nesia that its

 awelling debt payments”
Bank says. 1 adds that “Jakarta must

Source; World Bank Annual Reporf. 1986..

OREIGN NEWS REVIEW

‘Indenesia urged to change production policies.

The World Bank has warned Indo-
¢ yawning debt service
ratio and fragile balance of payments
situation will constrain the economy
for several years””. The Bank estimates
that the ratio of fotal debt payments
‘to gross exports which reached 37 per-

ceit in 1986 would peak to 41 percent

in -1988. Extracts from the Bank’s
confidential report on the Indonesian
gconomy, reproduced in a May issue.
‘of the Asian Wall Street Journal, calls.
for a. “sweeping review of government
agncultural policies, and urges a move
away from the country’s increasingly

‘costly emphasis on rice production

and toward deversified cash crops”.

“Indonesia adjusted quickly to the .
. collapse of world oil prices jn 1986,

but still faces several_'difficult_ years of
budget austerity, shiggish growth and
the World

continue on its path of regulatory re-
form- while maintaining strict cb_ntml
of fiscal and monetary policy’”. To
stimulate the economy and raise ox-

ports in the face of a prolonged slump -

in oil prices, the Bank tepeats calls
from past reports for Jakarta to ¢on-.

“tinue dismantling trade and industrial

monopolicies that fetter manufactu-

. rers and limit export potential™,

Indonesia “is the Bank’s  largest

-client after India. The Bank has com- _
mitted about $ 10 billion to Indonesia

over the past two decades, with annual

aid currently about § 1 billion. The

World Bank tecommends that the
Inter Governmental Group of Indone-
sia (IGGIY) provide $ 2.5 billion in
assistance in the 1987-88 fiscal year

that bepan on April 1,

The Bank says that Indonesia had
‘been reacting well to the decline in

world oil prices since the 1980s. It
savs the 'govcmment’s response to the
collapse of oil prices in 1986~including

budget austerity, a devaluation of the

rupish and relaxation of import licen-

sing restrictions -was “rapid and well-

balanced”. e
The Bank say:. “the government has

been correct to slash its national bud-

get despite the trade-off of slower eco-
nomic growth®. it calls for continued
budget austerity and {mproved use of
limited funds. Rather than starting

new projects, the Bank says that the
government needs to spend more on

maintaining roads and other infra-

structure in danger of deteriorating.

Impact of Yen’s Rise :
The Bank says much of the increase

in the debi-service ratios has been out-
side the control of the government.

Besides the sharp fall in oil prices, the
bank blames the depreciation of the
dollar against the ven and European
currencies for raising Indonesia’s debt
burden. A third of the governmenf’s

£ _debt is in yen,

With rising ‘debt payments and a
clouded outlook for oil exports, Indo-

nesia will be hard pressed to protect -

its balance of payments position, the

Bank says, Non-oil exports are rising,
- but not enough to help in the near-

term. Imports have te be contained,
but without resulfing in additional im-
port barriers,

Barriers, such as high duties or con-

trols, would suggest the government

s “faltering’” in its commitment to-

WORLD BANK’S BI GOGEST 5 BORROWERS (upto June 30,1986) {us$ million)

Bortower “TIBRD Loan IDA Credits “Total
: No. Amount | No. Amount {No. Amount
: $ mn %

I ndia- g7 10,692 170 13,828} 267 | 24520 15
Brazil .} 149 13085 - ‘e | 148 | 13,085 8
indanesia 111 9.123| 46 932 | 157 | 10,056 B
Mexico 04 8818 [ - LT 8318 5
Korea Rep.of| 82 6,431 6 111 B8 6.642 4
Sub total 76B 63,002 a8
110 other ; e

countries 3,527 | 102918 | 62

=

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

wards creating a more open economy.
The ‘brunt of import restraints should

fall on capital goods, the Bank sug.

gests, rather than consemer goods.
Increasing non-oil exports through

continued deregulation of the manu-

facturing sector is vital, the bank says,
both for stimulating growth during the

“doldrums ‘in the oil market and for

creating jobs. “Without strong mea-
siites to Promote ¢conomic recovery,
unemployment could ‘reach serious
proportions” the Bank warns. The
Bank report calls on the gcw:,mment

to focus puhlic expenditures on labour
intensive projects and to be lenient

toward street vendors, pedicab drivers
and other informal buqmesses that
absorb labour,

Agricultural growth essential

The * Bank says that continued

growth in’ the agrichlture sector is

- essential for economic recovery and' .

far creating johs. About ?S.perczﬁt of
the country’s 165 million people live

and work in the countryside, Govern-
- ment policies aimed at raising rice pro-

duction have to be re-examined now
that the country has reached self-suffi-
ciency in rice and because of budge-
tary constraints, the Bank says, Tndo-

. nesia became self-sufficient in rice pro-

duction in 1984 after years of being
the world’s largest rice 1mporter

~ Stop Subsidies.

The Bank says the povernment

‘can’t continue the huge' subsidies for

fertiliser and pesticides that helped

produce a surplus of rice, which has

little export potential. ‘1t says the
country also needs to diversify crops

: aceording to market demand rather

than government fargets, It particu-

larly eriticizes huge government out-

lays to raise sugar production when In-

donesia has no comparative advantage

in growing sugar. Sugar imports are

restricted, forcing consumers (o pay.
- double the World market price, '

Thé Bank says Indonesia needs to

encourage prwate investment in tree
~crops such as ribber and palm oil, and

it says state plantations arc ineffi:jie_nt.
It also suggests that the country’s

National Logistics Board, or Bulog,

should have less contrel over the na-
tional and international marketing of

‘wheat, corn and soyabeans and that

mote agricultural frade be turned over
Lo private companies,
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Agreement over Thai Purchases of Sri Lanksa’s Géud’as

The trade in geudas between Sti
Lanka and Thailand is to be formally
controlled in terms of an apreement
‘signed between the two povernments,
The controls will be operated through
a system of special passports and visas
issued to Thai geuda traders coming

into Sri Lanka, Also, the period of :

stay in Sri Lanka for such traders
would be limited; and they would have
to remit ‘a stipulated amount of
foreign exchange to 8ri Lanka prior to
- receiving visas in Bangkok. Further
_more, all purchases of geudas are ex-
pected to be made by them only at a
Trading Floor located in the city of
Ratnapura. The trade protocol has also
agreed to abolish the black list of Thai
traders presently maintained by Sri
Lankan Immigration Authorities.
Prior to around 1978 the geuda
stone, which is essentially the imma-
ture state of the blue saphire, had little
value placed on it. The ready availabi-
lity of this stone in the Ratnapura area
came to the notice of Thai fraders
around this time, The Thai traders had

prefected a system of heat” treatment

for this stone and giving it the value of
a blue saphire. Very soon the geuda
began to increase in value and after
some time was fetching almost as
mich as a blue saphire, This made
geudas very popular in the Ratnapura
district and brought in hundreds of
~ Thai traders who began to dominate
the business, In terms of government
regulations any foreign national en-
gaged in business in 8ri Lanka had to
obtain prior authority; in the case of
Thai nationals engaged in the pgeuda
business however, they violated this
authority as well as the rules pertai-
ning to visas, They often came as
tourists or pilgrims and continue with

their unavthorized business here. For
almost ten years officials have kept
silent and been inactive on this issue,
except for a few rare oceadions,
Among the institutions whe needed to
be concerned were the State Gem Cor
poration,
ment and the Police Department,
Leading  gem  merchants in  the
country registered strong protests of
this open flouting of authority. The
Sri Lanka Gem Trader’s Association,
the 8ri PLanka Jeweller’s Federation,
the Gem Metchants Federation were
the organised bodies who protested
over the Thai involvement in the Gem
trade. These protests covered the ille-

. gal immigration of Thais and unautho-

rised involvement in business activities;
iliegal buying of gems or keeping of
uncut gems in their possession and ille-
gal export and smuggling out of these
gem stones, It was also pointed out
that though they purchased several
million rupees worth of gems the

~ money they brought in was limited,
~generally around USS 300.(Some of

these issues were highlighted in the
Economic Review of April 1985).
There was also much debate at the po-

litical level over the illegal trade of

geudas. Some politicans were for ac-
tion to curb this sctivity by Thai tra-
dera,” while others were against any
action. Finally, after nearly 5 to 6
years of debate on how to control this
trade it was decided to work to out
this agreement. In the view of a spoke-
sman for the gem trade an agreement
was resorted 10 on the principle that if
you cannot defeai them then join
them,

For purpese of this agreement, the

‘geuda’ ¢ondition would refer only to

stones in the corundum family “Geuda™

TARBLE 1. SRI LANKA'S GF.M EXPORTS TO THAILAND (RS MN)
_Year : - 8GC = Pm’ate. Total
1882 46 5.4 14.0.
1983 ) any - 437
1984 : 0.8 14.4 15.2
1988 . : 104 S
1986 : 205 : 205

% State Gem Corporation
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the Immigration Depart-

~ stones.

TABLE 2

Sti Lanka’s Gem Exports - 1986

Jépan SEOTE
LIS A 93.4
Hongkong 630
Switzerland 459
West Germany 239
Indonesia 936
Singapore ]
(¥].4 7
Australia ; 35
Malaysia ; 2.1
South Arabia 1.2
Belgium - i
larael e

is a local term applicable toa conch—
tion seen in certain types of Gem-
Generally - gem-stones contal-
ning Geuda, display a smoky, milky or
murky appearance. This phenomenon
is-caused by the presence of excessive,
often microscopic mineral inclusions
within the stone. As a result, this im- :
paits the passage of light through the
stone to some extent. Geuda in & gem
stone could occur throughout the
stone concerned or could be confined
only to vertain areas. It eould vary
greatly in appearance depending on
the nature and the amount of inciu-
sions present, While “Geuda” could be

- seen in any gem- stone variety, it is

most abundantly seen in ‘the corun:
dum family followed by the stones of
the - chrysoberyl group. It could be
found in other stones as well, although
in a lesser degree. Scientifically the
corundum with 2 genda condition
should contain titanivm,

Further, in terms of the agre¢ment
the term “Gt,uda” will bear meamng
and significance ‘only to that portion
of the gem stone that displays this

- phenomenon. For example,a Corun-

dum may have geuda confiend only to
4 particualr area of the stone, while
the rest of the stone would be free.
This would mean that 4 portion of the
stone is fashioned or could be cut en-
cabochon ta display a siar or fashion-

_ed in any other form. Simply, by vir-

tue of the fact that corundum bears a
certain amount of geuda which is loca.
lised the whole stone would not be
classified as 2 Geuda. It would there-

fore be necessary to seperate the geuda
- portion from the rest of the stone: and

only the seperated portion will be
classed as geuda, e

23,
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Payment of Subsidies -

Subsidies are paid by 'the Depart-
ment of Minor Export Crops for the
new planting or replanting of carda-
moms, cinnamon and cocoa and for

the new planting of cloves, nutmeg,

pepper and coffee. The Department
of Agriculture operates a subsidy
scheme for the initial cultivation of
fruit varieties such- as passion fruit.
mango, and citrus fruits.

Tax Holidays

A tax haiiday increases the return
from a venture which is retained for

the use of the owner. A tax holiday

is thus 2 major incentive for invest-

ment as the owner’s real concern is -

with his after tax rate of return.

As a matter of policy, tax holidays
« are now restircted largely to the non-
traditional export sector, In the agri-
cultural sector, cultivation of sugar
" cane qualifies for a tax holiday. A tax

holiday is also available to a company

which is set up for the production,
from the agricultural produce of Sri
Lanka, of specified commodities.
Thus, selected agrobased industries
could qualify for a tax holiday, Where
the product of non-traditional agricul-
ture or agroindustry is exported, libe-
1al tax holidays are available in our tax
system.

Any business organ_lsation, whether
it is a proprietoty concem, partnership
or a company, is enfitledtoa five year
tax holiday on its profits from non-tra-
ditional exports from lst April 1984
to 31st March 1989, It is not necessary
~ for a business to be specifically app-
roved for the purposes of this tax holi-
day. The manner in which this tax ho-
Liday is structured gives the largest

benefit to a business which enters the
export field early. A business which
commenced exports on or prior to lst
April 1984 could enjoy the full five
year tax holiday A company which
commences exports in, say April 1986
will obtain only a three year tax holi-
day. The tax holiday was so struc tured
to encourage business to commence
exports as early as possible.

. A five year tax holiday from the
date’ of commencement of exports is
available to companies which engage in

the manufacture and export of non-
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traditional export 'products This tax
“holiday is granted under section 20
(1) (b) of the Inland Revenue Act and
has to be approved by the Minister of
Finance & Planning on a case-by-case
basis, Companies which are incorpo-
rated to carry on export oriented agro-
based industries could apply for this
tax holiday.

The third category of tax holidays
for export undertakings was announ-
ced in the Budget 1985. This takes the
form of a ten year half tax holiday and
is available to a company which makes
exports of non-traditional products
where the net foreign exchange ear-
nings is more than 75% of the F.O.B.

value of the cxports. This level of net

foreign exchange earnings could be ob-
tained by non-traditional agricultural

- products including particularly agro-

based industrial products. These com-
panies too have to be approved by the
Minister of Finance & Planning on a
case-by-case basis.

- The tax holiday for the non-cxport
sector is also testricted to approved
companies and is for a period of five
years from the date on which the com-
pany commenced to carry on business.
In the case of all the tax holidays ex-
cept the ten year half tax holiday on
export profits, the tax holiday is
allowed to flow through from the
company to the shareholder. Divi-
dends declared by a company out of
its tax holiday profits, during the pe-
riod of the tax holiday or within one
year thereafter will be exempt from in-
come tax in the hands of the share-
holder., Provision is also made to
exempt in' the hands of the ultimate
shareholder a dividend declared by a
company out of tax holiday dividends
received by it

Export Prdduct'io_n Village Companies

The fiscal incentives provided for
yillage level development have neces
sarily to be different from those pro-
“vided to encourage the setting up of
large-scale -agricultural ventures. In

order to take the export effort to the

villages a new form of organisation,
has been set up called the export pro-
duction village company. The export

production village company is incorpo-

rated under the Companies Act. The
share-holders of this Company are the
village level producers, The Export De-
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vélopment Board- provides assistance

* to these companies by way of capital

participation and management and
marketing assistance.

The shareholders sell their products

to the Export Production Village Com-

- pany which, in turn, sells these pro-
- ducts to export concerns. Thus, for

the first time, direct export effort has

" been orpanised at the village level. The

products exported are mainly fruits

and vegetables. _
The Export Production' Village

Company is granted a five year tax

_holiday on its profits. Dividends de-

clared by the company out of its
exempt profits are also exempt from
income. tax in the hands of the share-
holders.

in addition, as an initial incentive
for the growth of the Export Produc-

‘tion Village Company form of organi-

sation, the Export Development Board
pays them a cash grant of 2% of their
sales. Export concerns which purchase
commodities from the Export Produc-
tion Village Companies also receive
from the Export Development Board a
cash grant of 2% of the value of such
purchases.

10 Year Tax Holiday and
100% Investment Relief

The Inland Revenue Act contained
provision earlier which enabled the
grant of a 10 year tax holiday to app-
roved companies engaged in large agri-
cultural activities. These companies
had to be guoted public companies

with a minimum issued share capital

of at least Rs 100 million. The Com-
pany could engage in the cultivation of
non-traditional agricultural products
or in the cultivation and processing of
such products. Companies approved
for this tax holiday included three
companies set up for the large scale
cultivation and processing of sugar-
cane.

Where the tOtdl capital of the com-
pany was Rs. 500 million or more, in-
vestors in shares of the company were
granted 100% relief from their income
for the investment made by them.

~ They ‘could deduct from their inconie

the full amount of the investment.
These liberal tax Concessions were
granted to.¢ mourage the tormation of
companies which would tngage in
large scale ae_rlua]mral ventures, As a
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policy measure, it was considered
necessary -to encourage the establish-
ment of such companics side by side
with the encouragement of production
in the medium scale enterprises and at
the village level.

Fiscal concessions of this nature
cannot be continued for long without
giving rise to  serious problems of
equity in taxation. They arc granted to
attract large scale pioneering ventures.
Once a few firms are established it

would not be necessary to continue to -

grant to all firms in the mdustry the
same tax concesions.’

Export Grants -
Export grants are used as instru-
ments of fiscal policy to increase the
return on investments and to induce
investments in export industries,

The operation of a scheme of grants
involves the determination of the arca
in which grants should be made and
the method of computing the amount
of the grant. Measures should also be
adoptéd to ensure that the grants are
used for the purposes for which they
were intended. An example of this

type of assistance is provided by the
export development and investment .

support scheme of the Export Deve-
lopment Board,

To qualify for the grant, the net
foreign exchange earning of the pro-
duct exported should be more than
20% of its F.OB. value. The export
carnings of the business CONCer, mea-
sured in 8.D.R. terms, should have also

shown an improvement over the ave-

rage export earnings of the three pre-
ceding years. The extent of the grant
increases with the percentage of the
net foreign exchange earning on the
product. Thus, in the case of agricultu-
tal producis, there is an inducement to
increase the value of the products by
processing.

Of the grant 25 percent is paid in
cash, the balance is paid in Develop-
ment Certificates issued by the Export
Devélopment Board, These certificates
do not bear interest as it is intended to
encourage early use of the certificates.
The certificates are valid for five years
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.and could be encashed for investment

in export-oriented projects approved

by the Export Development Board,

These grants are also exempted from
income tax, thereby ensuring that the
full amount of the grant is av.ulable
for investment.

" Import Duties

At present, import duty performs a
protective. function. Earlier,

ment revenue, With the introduction
of the turnover tax at the point of im-
port, this tax took over the revenue

- function of import duties.

The tariff structure introduced with
the Budget 1985 provided protective
dutics ranging from 60% to 100% for
the majority of locally produced agri-

‘cultural commedities and agro-based

products. These products are thus pro-
vided a considerable level of protec-
tion against competition from imports.
The grant of reasonably ‘high rates of
protection cncourages local produc-

import
duties were used as source of govern-

duty rebate scheme for exports of
manufactured products. The principle
of this scheme is to refund to the ex- -
porter the import duty paid on impor-
ted inputs used in the product which is
exported. The Export Development
Board, along with the Ministry of Fi-
nance & Planning - operates this
scheme. Each manufactured product
which is exported is analysed to ascer
tain the import duty content of its
- cost; a rebate is then granted as a per-
centage of the FOB value of the ex-
port to cover the import duty horne
by the product which is exported, -

Export Duties

Export duties are a major source of
govenment revenue. However, in order.
to encourage the export of non-tradi-
tional agricultural produce almost all
these products are exported free of ex-
port duty. Even the products liable to
export ~duty are taxed at very low
rates. These include 5% for cinnamon
chips and ]10% for cinnamon quills.

tion in areas where expansion of pro-

duction is possible.

While tariff protection is provided
for these commodities, the import
duties on machinery used in industry
and on raw material inputs have been
reduced to keep down costs of produc-
tion. A low rate of duly of 5% is levied

on machinery imports., Further, no im-

port duty or turnover tax at the point
of import is levied on machinery im-
ported for use in an industry where at
least 40% of the output is exported. A
number of essential inputs in agricul-

ture are allowed (o be imported free of .
-duty. These include fertiliser and a

large variety of chemicals used in agri-
culture.

A relief measure which operates
along with import duties is the import

Turnover Tax

The turnover tax is so structured
that exports do not bear this tax. Un-
dertakings for the export of commodi-
ties manufactured or processed in Sri
Lanka are exempt from turnover tax
on their export sales, Where an export
undertaking purchases raw material in-
puts from other manufacturers, the ex-
port undertaking. is entitled to a re-
fund of the turnover tax paid by those
manufacturers when sales of the raw
materials were made by them. The
same concession applies where an ex-
port undertaking purchases compo-
nents, packing materials etc. The ex-
port undertaking which is entitied
to a refund of the turnover tax paid by

REVENUE OF THE COVERNMENT OF SRI LANKA(u)

Rs million
Heads of Revenos 1978 1580 1552 1934 1986 1987
| Provisional] Approved
3 Estiamtes
5 Taxes on production and axponditure 9.217.2 10,372.0 124326 25 6621 28 9061 300495
of which; :
General sales and turnover raxes 11434 16401 | 40614 B 143.5( 10,062.3 1089200
'_bn,lel.twt sales taxes 1.684.0 18776 22731 B,7E7.4| 4,476.2 505632 .
hinport levies 1.468.3 29245 32224 794640100143 11,540.3 i
Expart levies
ey 2./81.0 1,903 14438 17683y 9341, 886.0
Rukisor 1ooto |- 13865 753.4 1008.0( 3068 B20.0
Cozonut 344.9 2182 1911 2063 2319 140.0
Dther : ? 107 1132 BB 100.5{ 1006 126.0
Other ltems O Ravenue 24707 2E96.4 5 376.0 12,678 5[i2 0488 [13.165.5
Total Revenuw 16879 | 140684 17,8086 37.731.0141 8560 44,1150 l

Source: (renergl Treasiry, Central Bunk o Sri Landa,

o {a) Whmrer of rovenue fur JU7E to TYES and 1086 [previsional) differ from the pithlishied ﬁ{;urz}, B the Ciovernmens Aceanigs,
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A Note on Descoping System A" of  the  Accrlermied

Mabawmeh

Propramme and  Soviet Offcrs  of Asalstance

Ative abeyringhe

The Semiat Union hes indicated He

wililngnass b be amocisted with 4ha

privfti-natioiel.  assigted | river based
pulti purpose  project, the Mahawel |
programime:; The Souiet commiment
for the  Accalerated  Mahomaali Pro-
gramrve (AP s reparted to Be R
2280 millign in the fonm of a stabe
ean e tund techno: reonomic sctivis
ties, The AMP has in the Hapd wiorks,
Cwiodish  paisted  Kotmals,  Biitish
atsisled.  Mictoria, German o essisted
Bandenigals ard Rantarmbe, and Cana
dian gssieted hadury Oya. Tha down
stfeam - develepment s sssisted b
Japan, LISA, Seodi . Arabia, Kawait,
Metharlaids, Balgiwr, EEC, Chine and
Sustratia. The intermetonel domnds o
ganizations inchide the [BRD and S
ADE. UNDP, UNFPA, UNICEF, WFP,
(FaL gnd OFEC. The tiesl addition
o the groug-of &id donorsis the 5o
yiat Hnigie The fotal expanditure i
eprred an the &M upos the esd of
19RE was Fs 08,3 billion and when the
Fragramme is fully campleted by THEE2
the Final cost is estimaied o be over
s 50 billion, Vowalh expendildrg owar
the nast Tive vears, TEEF-1807, is ot
mated L Rso 1843 Billien oF which
shout Fs 10 Billion s sxpreted: 1o be
foseifn sEEEELE,
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of non lareds for sgricuiiural deselop-
menk 0 this abecot 140 000 aeres of
Arm dands hawe beer cowsed and set
tled witn Faam farnities in System H
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Mahawnli Right Bank; System G undes
Elahara: and Systen: B updar Madaiy
Q. AL the and ot 1284 ouer 41 i
haaf e fard hiad bean peovided with
irrigation wasers abd ancther 77 200
ha.of raisting land was fegeiving sup-
plamentas irgatinn, The &MP's con
sriholon tovards e producte in
thie cauntry Wad risen to &% nfthe
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total in 1986, while it accounted for
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tern A with a gross area df 12,800 ha;.
of which 9,700 ha are irrigated.Pre-

sently the area is prone to floodsand a

greater part of it is in jungle.

Unit 111 is the South Western part

~of System A. The gross area is 11,000
ha. of which 2,200 can be trrigated

Climate

System A is located in the Dry

Zone of Sri Lanka with an average
rainfall of less than 1,900 mm, The

average for Allai Tank is 1,760 mm.

The wet season, Maha, associated with
the north-east monsoon, lasts ‘from
October to January. The period from
May to September is usually dry, with

February- April being a variable transi-

tion period.

The hottest manths are July -Aunust
with daily maximum temperature ave-
raging 37¢dropping to 25% by night.
January is the coolest month with an
average daily range from 29% down to
20°%. Relative humidity is highest in
December 89-83% at 08.30 and 1730
hours, The average daily wind velocity
is highest in the south west monsoon,

Yala season, ranging from 11.0 km/hr -

during May to September. 11 is lowest
from November ta April ranging from
- 4.8 km/hr to 5.7 km/hr, Average daily

sunshine ranges from 5.5 hours in De- -

cember to 8.8 hours in May, Pan eva-
poration reaches its highest at 8.0 mm/
day in August dropping to 3.6 mm/
day in December,

Geology

~ The area is characterised in the
East and South East by a range of Pre
Cambrian rocks of the “Vijayan Se
ries”. To the West lie the *“Higland

Series” of the Pre Cambrian origin

which extends from the Central Massif
of the island North Eastwards to Trin
comalee. Between them is the ‘Transi-
tion Zone'. In the central part of sys-

tem A the rocks are mantled by the

alluvial filling of the flood plain of the
Mahaweli river and the Yerugal Aru.
in some places along the coast are
~ marine deposits.

Soils and Drainage ;
The soils of System A are (a) Frin-

: glng the Western boundary - soils deve-
loped on pre-Cambrian rocks of the
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Transition Zone. They are red and'
brown medium textured resi.ual soils.

These soils are well drained. (b} Eas
tern - Western scil flow- coarse sandy
soils. The drainage is imperfect.

lc) Alluvial flood plain soils which are

heavier textured mainly silty and clay

‘material, [d} Sandy soils of the bea

ches and dunes along the coast. They

are weli dramed
Land
W:th the exception of some 8,000

ha of irrigated paddy in the Allai -

scheme and 1,460 ha of improved pas-

ture lands, the area is poorly deve-
loped. Levee cultivation. and illicit

chena is carried out.on approximately
10% of the total area. The reasons for

. underdevelopment in this area are;
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{i) ~ Unreliable rainfall distribution
‘ii) Lack of irrigation facilities o
(iii)Flooding during the Maha season:
(iv)Forest reserve of 26,000 ha,

(v} Somawathie Chaitiya Sanutaa*y
of 22,000 ha

- 21,400ha.

Unit 1

Unit 11 -12,900 ha. -

Unit 111 - 11,000 ha,
45,300

~ About 35 000 ha of sonl along the
coast is of marginal use for agricultural

 development.

The land use pattern at present is:
(1) Permanent Agriculture-
Eiver Irrigated Rice (Two crops)
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Bgphe Dhevebopment Possibilitica

1. Traditlonal Crops - rics, soyva, sugar,
ralzh,  tobdcce, polis, S seeds
HIHE o

2. Mow crops - coammereial eultleation
of megar care, $0ve Malze, rash gram,
gnions

Trae grops - Cadwwy along the ooast,
Tarmarind in the Farear Programme
Coconut in aurteble eress on @ com-
meriial eeabe.

- Jute in hegey mils including cane and
bamboo cultivation

-Horbioulture cammercisl iarmes - Ba-
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