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PART 1
REVIEW AND TRENDS

1. The Economic Setting

1.01 The Government has completed nearly four years in office. During this period
there has been a massive and progressive liberalization of the economy. Atthe same
time the Government has made an unprecedented effort to implement a public
investment programme designed to restore vitality to the economy and to provide
the social and economic infrastructure required to place the economy on a firm
path of self-sustained growth.

1.02 The policy reforms, since 1977, were designed to move economic management
away from intervention and controls to guiding the economy towards the desired
objectives. In support of this policy, the exchange rate was unified and allowed to
float, most imports and payments were liberalized, price controls were dismantled
and the tax structure was simplified, with appropriate incentives for investment in
high priority areas. Food and other subsidies, which were widespread and had been
in operation for nearly three decades, were rationalized by removing them from the
more affluent classes and targetting them towards the poor, while restoring market
incentives. These and other policy reforms are an on-going process. The Government
follows a pragmatic approach and adjusts the policies as appropriate to meet emerg-
ing situations.

1.03 The adjustment process has not been an easy one for Sri Lanka. The Govern-
ment has made a determined effort to move towards international prices for major
commodities. This has proved to be a moving target because international prices
have kept on rising. Government was aware of the uncertainties inherent in the
international economic and financial climate. Hence the decision was taken to move
away from a rigid five year Public Investment Programme. Instead, it was decided
to have a series of five year projections in a rolling plan framework initiated with the
1979-83 period.

1.04 The initial response of the economy to these initiatives was decisive and signi-
ficant as evident from the growth rate of the Gross Domestic Product (GDP)



averaging 7.3 per cent in real terms during the two year period 1978-79 and the re-
duction of unemployment. Perhaps a more significant development was the re-emergence
ofthe market mechanism afternearlytwo decades. Shortages and queues which pre-
vailed for a long time have disappeared. Competition from imports had the effect of
raising product quality of domestic industry and offering consumers greater choice
in certain product ranges. Local entrepreneurs have been provided the opportunity
after nearly two decades, to import raw materials in relation to actual requirements
and at the appropriate time, instead of working through a maze of controls. Commer-
cial advertising too began to flourish once again, indicating the re-emergence of com-
petitive forces.

1.05 This restructuring of the economy has offered the private sector a vastly ex-
panded scope of activities in the country’s development effort and the foundation for
further development through massive public sector investment in essential infra-
structure. Favourable trends have been observed in the case of several public sector
industrial and commercial enterprises too, as evident from shifts towards market
orientation, concern for economic and commercial viability of new projects and
greater autonomy and self reliance in general.

1.06 In 1978 and 1979 the economy was adjusting itself to the new freedom which
it was savouring after some two decades of controls. The response was magnificient.
The public sector moved from a paucity of worthwhile projects to an excess and
implementation capacity expanded beyond expectations. Economic activity in the
private sector picked up rather slowly at first, but gathered momentum later. This
increasing momentum of investment and economic activity was a very welcome
development. However, by 1980, the external economic environment began to
deteriorate, as evidenced, for instance, by a 19 per cent deterioration in the terms of
trade. The Government was faced with a dilemma. Immediate steps could have
been taken to curtail the investment effort. But that would have dampened the enthus-
jasm of both the private and public sector. It would also have reduced the rate of
employment growth which, after all, was the quid pro quo for the sacrifices by way of
adjustment to international prices and removal of subsidies which the public was
being asked to bear. In this situation, the adjustment had necessarily to be slow. Mean-
while, investment grew to an unprecedented 36 per cent of GDP on top of an ex-
tremely unfriendly external economic environment. Consequently, there was a very
large deficit in the budget, a large overall deficit inthe balance of payments and a
high rate of domestic inflation.

1.07 In 1980, while investment reached a level of 36 per cent of GDP, domestic
‘'savings remained more or less at the previous year’s level of 13.5 per cent. The con-
cessional aid flows were inadequate to meet the resulting gaps in the government
budget and the balance of payments. The overall fiscal deficit was 21 per cent of
GDP and substantial recourse to bank borrowing, amounting to 10 per cent of GDP
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became necessary. The current account deficit in the balance of payments was 16 per
cent of GDP and resulted in a sharp decline in reserves. Domestic prices rose by
around 30 per cent.

1.08 The Government made attempts to adjust to the emerging situation throughout
the year. The prices of essential commodities such as rice, flour, bread, sugar, petro-
leum products including kerosene, milk foods etc. were increased. But as indicated
earlier, the adjustment towards international prices has become for Sri Lanka a case
of shooting at a moving target.

1.09 The first step towards a re-examination of the public investment programme
was taken in 1980. The scope of the two major lead projects namely, the Accelerated
Mahaweli Development and the Housing and Urban Development Programmes was
scaled down. The Mahaweli Programme was to be confined to the headworks of
Victoria, Kotmale and Maduru Oya dams together with reduced downstream deve-
lopment. In the Housing and Urban Development Programme there was
a shift towards aided self-help and a postponement of nearly half the urban housing
programme. Likewise, the investment in the new Capital of Sri Jayewardenepura
was limited ouly to the Parliamentary Complex and two administrative buildings.
In the case of other investments emphasis was shifted towards projects with quick
and high returns and high net savings in foreign exchange.

1.10 These policy measures and the attemptsat scalingdown publicinvestment proved
to be inadequate as the performance of the economy in 1980 has shown. Consequent-
ly, a further attempt at containing public investment within available financial re-
sources was made in November 1980 at the time of presentation of the Budget for
1981. Government imposed an across the board reduction of 25 per cent in the
capital budgets of most Ministries, which were asked to re-order their priorities in
order to confine capital expenditure within these limits. These reductions, however
were of an ad hoc nature and had to be reviewed subsequently.

1.11 This review was done in March 1981 and the new capitalexpenditure by Govern-
ment envisaged for 1981 is an investment of Rs. 12,041 million. Public investment
1981-85 is a greatly reduced programme, with its share in GDP declining from 16.6
per cent in 1981 to 11.7 per cent in 1985. The lead projects still retain a prominent
position and have assumed greater urgency. T he completion of the Victoria, Kotmale
and Randenigala dams on schedule is of crucial importance in view of the critical
shortages of power which are already beginning to appear. Likewise, the persistent
shortage of housing has underlined the urgent necessity of completing the on-going
housing programme which again is a greatly curtailed one.

1.12 In the rest of the investment programme, emphasis has fallenupon projects in

the directly productive sectors such as the rehabilitation of the Tree Crops, Tea,
Rubber and Coconut, the Village Tank Rehabilitation Project, and projects on
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fisheries and forestry. Some investments in economic infrastructure, notably highways
and telecommunications, have also become essential in view of the growing demand
for such facilities, especially by the private sector. In industry, the main focus is on
the promotional role that Government could play in increasing the volume of indust-
rial exports in order to counter a deteriorating balance of payments position. Export-
led growth has been and still is one of the key elements in the country’s development

strategy.

.13 Further adjustments in administered prices were also made in early 1981. The
prices of domestic and imported rice were raised by 23 per cent and 24 per cent
respectively and the prices of wheat flour and sugar by 5 per cent and 20 per cent
respectively. In addition, the prices of fertilizer, petroleum products and fares charged
for public transport were increased. These increases in administered prices raised the
index of prices of essential commodities in the first quarter of 1981, by 42 per cent
(annual rate) while the balance of the index increased by 28 per cent. The approach
to administered prices is that they must at least cover costs. -

1.14 The Government also took several decisions in March 1981 in order to restore
balance in the economy. No new supplementary estimates which would increase the
investment programme of Rs. 12,041m. for 1981 are to be allowed except where they
become necessary to allow for effects of exchange rate changes on the local currency
equivalent of foreign aid. Ministries have also been directed to stop purchases, for
their own use, of equipment and machinery, vehicles and electrical appliances and to
halt new construction or extension of buildings, except with the approval ofa high-

level committee.

1.15 As a result of all these measures and changes, the overall deficit in the Govern-
ment’s 1981 budget is expected to be 14.5 per cent of GDP as against 2] per cent
in 1980. The deficit to be financed from the banking system is expected to be 4 per
cent of GDP, in contrast to 10 per cent in 1980. The Government also expects that,
while the terms of trade are likely to deteriorate further in 1981, through appropriate
trade and exchange rate policies, it would be possible to contain the current account
deficit in the balance of payments at 12 per cent of GDP, compared with 16 per
cent in 1980.

1.16 The medium-term public investment programme 1981-85 as presented in this
document is a tentative projection. As in past programmes, the projection for the first
year 1981, has been fully integrated with the Government’s capital budget. The
practice followed in the past of preparing a rolling five year projection each year
will be continued. The 1982 projection is already under review in preparation for the
1982 budget.

1.17 The present projections and the likely continuance of an unfavourable external
climate, point to the desirability of lower levels of investment and shifting away from
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capital intensive and import intensive projects to investments in the directly productive
sectors. This is, however, easier said than done when most projects have already
commenced and the “on-going” content of the investment programme is very high.
Over 90 per cent of projects included in the programme have some concessionary aid
attached to them. They have been worked out in co-operation with bi-lateral and
multi-lateral donors and re-phasing or abandoning such projects becomes a delicate
issue. This is, however, not an argument for less aid in the future but for more appro-
priate aid about which more will be said in a later section.

1.18 The investment programme now contains four dams under the Accelerated
Mahaweli Development Programme. Construction of the Victoria, Kotmale and
Randenigala dams has become urgent in order to meet the demand for power in the
eighties. The thermal option is too expensive and the country cannot afford it, al-
though some 120 MW of thermal capacity will be requirec to meet the demand
pending the con.pletion of the hydro projects.

1.19 Nonetheless, each year an attempt will be made to fit the year’s investment
programme to available budgetary resources. While further pruning down of capital
expenditure may be possible, the scope is bound to be limited. Hence the emphasis
has to be on additional domestic and foreign resource mobilization, without recourse
to an untenable level of foreign borrowing while maintaining domestic bank borrow-
ing at sustainable levels. At the same time, the balance of payments deficit and the
domestic price level have to be contained. These are difficult imperatives but the
Government’s record shows its determination to restore and maintain external and
internal balance.

1.20 The projections for 1981-85 already. indicate additional domestic resource
mobilization of Rs. 1,500 million in 1982 rising to Rs. 3,000 million in 1985. Already
studies are being done with: a view to achieving these targets, ambitious though they
may look. As a first step, public corporations which wish to engage in new invest-
ments out of their own resources are being required to pay to the Treasury a return on
Government’s equity in them. Current and capital transfers to commercial public
corporations are being minimized and a re-organisation of the Transport Board is
under way. The substantial increases in prices of officially distributed goods men-
tioned earlier, is part of this strategy. The need to make revenue more income elastic
is recognized but the flow of revenue from any such attempt will necessarily take
time. In the immediate future, additional revenues will have to come from indirect
taxes. There is scope for adjusting the rates, for widening the tax base for more
effective enforcement and ratlonahzatlon These possibilities are even now being
reviewed. ' | :



2. Economic Performance 1978-1980

2.01 The response of the economy to the policy reforms initiated in 1977 continued
throughout the three year period 1978-80, with the rate of GDP growth averaging
6.8 per cent per annum in real terms. This rate of growth was not only twice as high
as that attained by the Sri Lankan economy during the 1970-77 period, but also
higher than the annual average growth rates achicved by industrialized countries
(3.2 per cent), middle income countries (5.7 per cent), capital surplus oil exporters(?)
(6.0 per cent) and centrally planned economies (5.6 per cent) over the period 1970-78.
Even in the years 1978 and 1979 Sri Lanka’s GDP growth averaging 7.3 per cent
per annum exceeded those of developed market ecconemies (3.5 per cent)
developing countries (4.7 per cent) and centrally planned economies (4.2 per centX*)
However, there were signs of a process of stabilization taking place after the high
GDP growth rate of 8.2 per cent achieved in 1978; the growth rate slowed down to
6.3 per cent in 1979 and to 5.8 per cent in 1980.

2.02 The contributions to the total increase of GDP achieved during the period
1978-80 as a whole were widely dispersed amongst all major sectors of the economy.
The largest share (59.7 per cent) came from the services, particularly from trade
and transport in response to pent-up demand and reflected a restoration of run-
down infrastructure services and utilities as well as a significant growth in the
tourist sector. Other major contributions to total growth came from agriculture
(13.4 per cent), construction (12.8 per cent), and manufacturing (9.3 per cent).

TABLE 2.1
INCREASE IN THE GROSS DOMESTIC PRODUCT 1978-80%

(Rs. Millicn at 1970 Constant Factor Cost Prices)
Change in  Percentage Average

GDP share of Growth
Sector 1977 1980 1978-804 [Increase Rate

Sectoral in GDP 1978-80

| Contribution ~ 1978-80 (%)
1. Agriculture .. .. 4299 4,766 467 13.4 3.5
2. Mining & Quarnrying .. 515 634 169 4.8 9.9
3. Manufacturing .. vo, 2l 2,681 324 9.3 4.4
4. Construction .. 3 619 1,066 447 12.8 19.9
5. Services A %) 8,288 10,378 2,090 59.7 7.8
Total: .. 16,078 19,575 3497 100.0 6.8

Séurce: Central Bank of Ceylon, Annual Repofts 1975' and 1980
*Increases in GDP during 1976, 1579, and 1980 ie GDP 1980—GDP 1977,

(1) Source: World Bank, World Development Report, 1980

{2y Source; United Nations, Warld Economic Survey 197 : o
9B to 1979 oaly. rvey 1979-80. Imter—country data available
Note: Classifications under (1) and (2) are not strictly comparable.




2.03 In the agriculture sector as a whole, value added (at constant 1970 prices)
increased by 3.5 per cent per annum over the period 1978-80. However, the
rate of growth showed a decline from 5.4 per cent in 1978 to 2.0 per cent in 1979
but recovered to 3.1 per cent in 1980. The recovery in 1980 was mainly due to a 7.5
per cent growth in domestic (non tree crop) agriculture. The somewhat disappointing
performance in plantation agriculture was primarily due to adverse weather condi-
tions. Tea production which had recovered from 199 million kg. in 1978 to 206
million in 1979 declined to 191 million kg. in 1980. This drop was principally due
to the drought experienced in the early part of 1980. The output of rubber showed
a marginal decline from 156 million kg. in 1978 to 153 millon kg. in 1979 but a sharp
drop to 133 million kg. in 1980. Apart from adverse weather conditions, this decline
was also due to increasing senility in rubber trees and large extents of land being
taken up for replanting; the acreage replanted increased by 29 per cent in 1979 and
by a further 30 per cent in 1980. Coconut production recovered from 2207 million
nuts in 1978 to 2393 million nuts in 1979 but declined to 2026 million nuts in 1980.

2.04 In contrast, paddy output showed a steady increase, rising from 91 million
bushels in 1978 to 92 million in 1979 and to 162 million bushels in 1980. The signifi-
cant increase in 1980 is mainly attributable to the increase in the yield per acre i.e.
56 bushels per acre as compared with 53 bushels per acre in 1979, resulting from
improved extension services, better fertilizer application and cultural practices together
with an increase in the cropping acreage coming under assured irrigation. Further,
the better open market prices for paddy acted as a major incentive to farmers for
higher production.

2.05 Some of the minor export crops namely, coffee, cinnamon, cloves, cardamom,
unmanufactured tobacco, citronella oil and cashew nuts showed increases in produc-
tion during 1979 in relation to levels in 1978 but other crops such as arecanut, nutmeg,
pepper, mustard seed, cocoa, sesame seeds and betel leaves experienced a decline
during 1979. In 1980, significant increases were reported in respect of arecanut,
cloves and cinnamon; the production of oil seeds, cocoa products, mustard and
cashew nuts also recorded increases over the 1979 levels. But exports of coffee, pepper,
nutmeg, cardamom, tobacco and betel leaves are reported to have declined.

2.06 The poor performances of the agricultural sector, with the exception of paddy
and in 1980 subsidiary food crops, has no doubt brought into focus the urgent neces-
sity to re-vitalise agricultural production. This sector still retains the highest potential
for not only expansion of output, employment and exports but also for the generation
of surpluses to support investments elsewhere in the economy. A number of policy
measures have, therefore, been adopted to restore vitality to agriculture. These include
the upward revision of the floor price for paddy from Rs. 40 per bushel to Rs. 52.50
per bushel, the introduction of floor prices for 12 subsidiary food crop varieties, a
downward revision of export duty on bulk tea from Rs. 13.50 per kilogram to Rs.
10.50 per kilogram, the introduction of a new variety of pest resistant rice, and the in-
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tensification of research directed at improving yields and resistance to pests in selected

crops such as cowpea, greengram, and kurakkan. However, in the medium and longer
term, a major leap forward in agriculture is expected to come from the Accelerated
Mahaweli Development Programme, other irrigation schemes and the programmes

for rehabilitation of the tree crops.

2.07 The output of the manufacturing sector increased at an average rate of 4.4
per cent per annum over the period 1978-80. However, the rate of growth has declined
sharply from the initial response of 7.8 per cent during 1978 to 4.6 per cent in 1979
and to 0.8 per cent by 1980. The drop in the growth rate in 1980 is largely attributable
to the downturn in tea, rubber and coconut processing which together account for
about one third of total value added in manufacturing industry and also to the
decline in output in some of the state industrial corporations. These losses were
compensated by an upsurge of activity in the rest of manufacturing industry. Small
scale industry which recorded a growth rate of 10.4 per cent in 1978 continued to
grow at 7.7 per cent in 1979 and at 10.1 per cent in 1980. This segment of industry
received a great impetus from the World Bank assisted Small and Medium Industry
Project. Commitments from the US $ 12 million credit component (from a total of
US § 16 million) for small and medium industries exceeded targets and a second
IDA credit of US $ 30 million is being negotiated.

2.08 The most important development in the field of foreign investment during
the period 1978-80 was the establishment of the Greater Colombo Economic Com-
mission (GCEC). The aim was to attract export oriented firms, both local and foreign
into Investment Promotion Zones (IPZs) and thereby promote the acquisition of
better technology and managerial skills, greater access to foreign markets and en-
hance the country’s foreign exchange earnings. The incentives offered include
a tax holiday up to a maximum of 10 years and duty free imports of all inputs and
machinery and a number of other concessions.

2.09 By the end of 1930, 137 projects had been approved at the Katunayake IPZ;
subsequent withdrawals or cancellations amounted to 22. A total of 14 factories
were in production by the end of 1979 and the number in commercial production
increased to 23 by December 1980. Total exports by the GCEC firms during 1980
amounted to Rs. 505 million. Although the approvals during the early stages were
dominated by garment manufacturing industries, the latter stage approvals showed a
considerable diversification into areas such as electrical components, electronic semi-
conductors, rubber thread, canvas shoes, pumps and carbon film resistors.

2.10 Private foreign investment was encouraged outside the GCEC area too, parti-
cularly in fields oriented towards exports or where significant technology gaps
exist locally. These investments, in areas such as industry, fisheries, tourist hotels
and civil engineering construction come within the purview of the Foreign Invest-
ments Advisory Committee (FIAC). The number of projects approved by the FIAC
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tose steadily from 33 in 1978 to 113 in 1979 and to 137 in 1980. A survey of
projects approved in 1979 revealed that 29 had commenced production and 56 were
in various stages of project implementation.

2.11 These developments have no doubt brought about a significant transformation
in the composition of Sri Lanka’s exports. The share of tea in total exports declined
from 48 per cent in 1978 to 38 percent in 1979 and to 36 per cent in 1980. During
the same period the share of rubber increased from 15 per cent to 16 per cent but
dropped to 15 per cent in 1980 while that of coconut increased from 10 per cent to
11 per centin 1979 and dropped back to 7 per cent in 1980. The share of minor agri-
‘cultural commodities remained static at around 6 per cent during the years 1978
and 1979 but dropped to 5 per cent in 1980. Thus,in overall terms the share of primary
commodities dropped from 79 per cent in 1978 to 71 per cent in 1979 and to 63 per
cent in 1980. Meanwhile, the share of industrial exports (including petroleum pro-
ducts) rose steeply from 15 per cent in 1978 to 24 per cent in 1979 and to 32 per cent
in 1980. This increase was primarily due to (a) significant increases in the export of
textiles and garments from SDR 25 million in 1978 to SDR 55 million in 1979 and
to SDR 84 million in 1980, (b) exports of petroleum products which increased from
SDR 48 million in 1978 to SDR 96 million in 1979 and to SDR 139 million in 1980.

2.12 High levels of activity were witnessed in the areas of hotel construction,
office complexes, property development, new industrial and trading ventures and
private housing construction. Whilst there appears tobeaneed to slow down construc-
tion intensive activity and shift resources to the more directly productive ventures,
the entire process must necessarily be a gradual one, in order to avoid a possible

slump in the construction materials industry as well as in total employment in cons-

truction and construction related sectors.

2.13 The services sector recorded a steady level of progress throughout the period
under review, with growth rates varying from 7.6 per cent in 1978 to 7.8 per cent in
1979 and 8.0 per cent in 1980. The contribution to the growth in this sector came
mainly from an expansion of commercial services as well as transport and com-
munications and reflected the response of the economy towards the liberalized poli-
cies adopted by Government. A noteworthy feature in the field of transport was the
re-emergence of private sector passenger transport to augment public sector services
after a lapse of nearly 25 years. By the end of 1980, the number of private coaches
available for public transport was estimated at around 3,000 as compared with the
State owned fleet of nearly 7,000 buses. A steady growth was also witnessed in the
field of telecommunication traffic and reflected the general increase in commercial
activity.

2.14 On the fiscal front, the Government has consistently followed a policy of
diverting resources to investment. With this objective, a number of far reaching
changes in the tax structure were made with a view to creating incentives to save and
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invest. These included tax holidays to specified companies, relief to export oriented
businesses and : concessions for promoting research. All non-essential consuimner
subsidies were reduced to keep the growth of govermment recurrent ex?eudlturc
under control. However, the period 1978-1980 saw a decline in Government’s current
receipts relative to GDP. Notwithstanding this, the Government was able to ﬁna_nce
a public investment programme wiose size increased sharply during the same period,
by mobilising a considerable amount of foreign assistance and by borrpwmgfrorn
domestic non-bank sources. The year 1980 however, proved to be a difficult year
with cost escalations and increases in capital expenditure,forcing the Government to
resort to short term borrowing to finance the increased deficit. In 1981, Government
has taken specific and meaningful steps to enforce strict budgetary control and
avoid the recurrence of such a situation.

2.15 On the external front, a substantial increase in imports occurred-during the
three years after liberalization of trade and payments. During the same period, exports
increased at a much slower rate so that the trade deficit widened significantly from
SDR 144 million in 1978 to SDR 750 million in 1980. However, the increases in
imports of investment goods and intermediate goodsaccounted for about 70 per cent
of the total increase in imports indicating that the policy helped to promote economic
activity in general. On the services account, both receipts and payments recorded
large increases from 1978 onwards, as activities in tourism, finance, foreign investment
and trade progressed steadily throughout the period. Thus, the deficit on the current
account in the balance of payments widened from SDR 121 million in 1978 to SDR
613 million in 1980. This deficit was financed to a very considerable extent by flows
of foreign aid and other non-monetary capital which increased from a level of SDR
79 million in 1978 to SDR 412 million in 1980.

2.16 During the three year period 1978-80, money supply, defined as the sum of
currency and demand deposits held by the public (narrow money) increased by
75.7 per cent or at a compound rate of 20.7 per cent per annum. During 1978, the
increase of money supply was contained at Rs. 570 million or 11 per cent over the
December 1977 level of Rs. 5,366 million. The principal factors responsible for the
increase in money supply were (a) external banking assets (net) which rose by Rs.1,523
million and (b) private sector operations which were expansionary to the extent of
Rs. 688 million. Government operations were contractionary to the ¢xtent of Rs. 1520
million. But this initial success in containing the rate of expansioen of money supply
was not maintained in 1979 when it increased by as much as Rs. 1,733 million or 29
per cent. Two principal factors were responsible for this increase, namely, a rise in
external banking assets (net) which accounted for 71.3 per cent of the increase and
Government borrowing from the banking system which accounted for 27.5 per cent
of the increase. During 1980, money supply rose by Rs. 1,759 million or 23 per cent.
The principal factors behind this increase were both an increase in net credit to
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Government and in gross credit ta the private sector ;however a contractionary impact
was brought about by a sharp decline in external banking assets (net) of Rs. 4,096
million and a positive movement in net other liabilities.

2.17 The general price level showed a steadily increasing trend throughout the
period 1978-80. Despite the unification of the exchange rate, removal of price controls
and rationalisation of food subsidies, all of which would have exerted an upward
pressure on prices, the increase in the general price level was contained at 15 per
cent during 1978. In 1979, the general price level increased by 20 per cent largely
due to the price increase in fuel and power. The Government sought to cushion the
impact of price changes upon the poorer sestions of the community through the
continuation of food rations for the poorer half of the population until September
1979 and thereafter by the introduction of the food stamp scheme and other social
welfare programmes. The process of adjustment to world prices continued in 1980,
taking the form of changes in administered prices of certain essential commodities
namely, rice, flour, bread, sugar, kerosene, milk foods and bus fares. It is estimated
that the general price level has increased by about 30 per cent during 1980, The
annual average of the Colombo Consumers’ Price Index is reported to have
increased by 26 per cent during 1980; 66 per cent of this increase is considered
to be attributable to changes in administered prices. However, this inflationary
situation brought into focus the urgency of implementing measures to reverse this
trend, principally, through increased production of wage goods, energy conservation
measures and 2 reduction in expansionary financing of the budget.

3. The Medium Term Perspective 19811985

(@) Overall Objectives and Targets

3.01 The public investment programine now presented is the third in the series of
the rolling plan framework initiated with the programme for 1979-82. The broad
objectives remain unchanged, namely accelerating economic growth and
employment creation while safeguarding the living standards of the poor.

3.02 However, the high rates of economic growth and employment creation achieved
during the years 1978 and 1979 are clearly not feasible over the medium term due
to several adverse conditions which have emerged recently. Apart from a deteriorat-
ing balance of payments situation, a low level of international reserves, and high rates
of domestic inflation, the external economic environment has turned unfavourable.
Arising from a low growth scenario in the industrialised countries, the avenues for
expansion of our exports to these countries tend to be limited. Setbacks on a possible
expansion of exports have come at a time when there is a great need 'to increase ex-
ports, so as to reduce the impact of petroleum imports which now absorb over 50
per cent of the country’s export earnings. Further, the capacity to absorb new invest-
ments particularly in the public sector appear to be limited due to constraints on
materials and manpower. Thus, in the medium term attention will be focussed on:
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attempting to arrest a worsening balance of payments situation;

bringing down the high rates of domestic inflation;

improving as far as possible the composition of public investment and reducing

its share over time; and
seeking solutions to manpower and materials constraints which have begun

to appear.

3.03 In order to keep the current account deficit on the balance of payments within
manageable proportions, it is estimated that the volume of exports would have to
grow at a minimum rate of 4 per cent per annum over the period 1981-1985. This
implies a major effort to strengthen traditional exports over the medium and long term
while increasing and diversifying products and markets in the case of non-traditional
exports. Also, in view of anticipated increases in the domestic production of rice,
fertilizer, and in local flour milling, the projections assume that the growth in the
volume of imports could be contained at around 1.8 per cent per annum over the
period 1981-85.

3.04 As mentioned at the outset, the Government has already taken several measures
in adjusting to world prices, through increases in the price of essential commodities.
Since a major part of the adjustment process has been already accomplished and in
view of anticipated increases in domestic production, elaborated below, the price
index of consumer expenditure is expected to increase by 22 per cent in 1981 (as
compared with 30 per cent in 1980) and by 10 per cent per annum thereafter.

3.05 The public investment programme which focusses attention on re-building
the run down infrastructure and promoting economic growth must necessarily be
viewed as complementary investment to support private investment in the future,
For, the major projects under way are in the fields of power generation and trans-
mission, irrigation, telecommunications and highway development. The public in-
vestment programme is admittedly large in terms of implementation capacity and
steps have been taken to reduce its size over time, i.e. from a level of 16.6 per cent of
GDP in 1981 to 11.7 per cent in 1985. Its relative share in total investment too is
expected to decline from 57.3 per cent in 1981 to 43.2 per cent in 1985.

3.06 The magnitude and the composition of the public investment programme are
of such dimensions that it has generated the demand for managerial, technical and
professional personnel and awide rangeof materialsin excess of what the country can
supply in the short-term. A number of steps have been already taken to provide
skilled personnel with special incentives and allowances. Plans are under way to
expand upon these initiatives. Further steps have been taken to implement several
manpower training programmes over the medium-term through specialised agencies
of the Government. In regard to materials significant increases are expected over the
medium-term through the expansion of cement output and other building materials,
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* 3.07 Over the medium term 1981-85,the economy is projected to grow at an average
annual rate of 5.7 per cent in real terms; major contributions are expected from
domestic agriculture, industry, construction and services. The section bclow elabor-
ates the prospects for increases in production.

(b) Domestic Production and Resource Availability

3.08 The projection of GDP by industrial origin is shown in Table 3.1. The momen-
tum achieved in the construction sector in the past two years would make it the
fastest growing sector, even though its growth is row likely to stabilise at 12.0 per
cent per annum during the next five years. The activities of quarrying for building
materials would closely follow the fast growth in construction. Thus, the mining
and quarrying sector could achieve a growth rate of about 9.2 percent per annum.

3.09 The value added in the agricultural sector accounts for nearly 26 per cent
of the domestic product; even though its planned growth rate is a relatively modest
4.4 per cent, the resultant contribution to the total increase in the domestic product
during 1981-1985 period would be about 19 per cent. During the next 5 year period,
the growth in this sector is expected to arise mairly from domestic agriculture includ-
ing, paddy, subsidiary food crops, minor export crops, animal husbandry and
fisheries.

TaBLE 3.1
GROSS DOMESTIC PRODUCT BY INDUSTRIAL ORIGIN
1980, 1981 and 1985

Average
Annual
Rs Million at Constant Compound
(1979) Prices Growth
1980-1985
at Constant
Prices
1980 1981 1985
Estimated Projected
1. Tea Growing .. 2 Ee 1070 1160 1176 1.9
2. Rubber Growing s g 747 758 770 0.6
3. Coconut Growing % 1689 1911 2050 4.0
4. Paddy (incl. of processmg) . 2938 3058 3750 5.0
5. Other Agriculture y - 7182 7505 9166 5.0
6. Total Agriculture A .. 13626 14392 16912 4.4
7. Mining and Quarrying .. e 1136 1272 1761 9.2
8. Tea, rubber, coconut processing = 3323 3655 3775 2.6
9. Other Industries 1 i 6145 6575 9140 8.3
10. Construction .. ool " 3572 4001 6295 12.0
11. Services .. 24768 25966 31562 5.0
12. Gross Domestic Product at constant

8.7

factor cost prices > . 82570 55861 69445
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3.10 Paddy output is expected to increase from 102 million bushels in 1980 to 130

million bushelsin 1985. With the extension of the asweddumised acreage under Maha-
weli and other major irrigation schemes and the extension of the cropping acreage due
to improvement of irrigation facilities under the minor tank rehabilitation pro-
gramme, this target is well within realisation. The upward adjustmenif of the floor
price for paddy, adjustment of the administered price of wheat flour, improvement
in extension services and agricultural credit, and th> gradual removal of the supply
bottlenecks affecting fertilizer distribution, will more than compensate for the reduc-
tion of fertilizer subsidies and given normal weather conditions self-sufficiency in

rice could be reached in 1985.

3.11 In the case of tea and rubber no significant increase in output is expected. This
is partly due to poor maintenance and slow replanting in the past and partly due to
the short term effect of an accelerated replanting programme now being undertaken.
Even to maintain the very modest growth rates shown in Table 3.1, a concerted effort,
involving higher fertilizer application, intensive rehabilitation and adoption of more
effective cultural practices would be necessary. The present level of production of
coconuts is somewhat below the maximum potential, partly on account of several
short term factors such as adverse weather conditions and lack of regular fertilizer
application. Starting from the low base of 1980, the 4.0 per cent average growth of
output anticipated in this crop is considered feasible in view of the policies now
being implemented with respect to fertilizer promotion, credit, and tube well irrigaticn
of coconut lands in selected areas.

3.12 On account of the inability of the tree-crop sectors to contribute significantly
to the growth in agriculture in the medium term, the achievement of the overall
growth target in agriculture necessarily depends on the performance of ‘“other
?.gricuINIe”. The production prospects in this area are conditioned by policies relat-
ing to remunerative prices, availability of inputs and credit. For all these products
there exists a great deal of unsatisfied demand and there are no technological con-
straints in the expansion of their production. Therefore, government policies would
place increased emphasis on securing maximum output in this sector.

3.13 Although the output in the agricultural sector is primarily determined b
production possibilities, considerations of demand arising from increased income);
during the period have been taken into account in determining the targets. The order
of output increase envisaged in the present projections will substantian.y meet the
domestic demands for agricultural products. Where necessary and unavoidabl
in the case of cereals and sugar, adequate imports have been it €, dii
to sustain per capita levels of consumption. The annual per capita Consuz;:;iig; of

rice and flour during the five year period has been k o f
levels of consumption. Xeptat 127 kg. equivalent to past
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3.14 Industrial output other than processing of tea, rubber and coconuts during
the medium term is projected to grow at an annual rate of 8.3 per cent at constant
prices. Of these, the factoryindustries are likelyto grow at a higher rate in comparison
with cottage and small scale industries, in the present environment of liberalised
economic policy. The main contributions to this growth will come from the industries
in the public sector and those in the IPZ. However, the small industries will
continue to receive official support where appropriate so that the incomes and em-
ployment in such industries will increase at an adequate rate.

3.15 Activities in the service sector are closely related to the growth in commodity
producing sectors. The demand for power, transportation, communications and
storage are to some extent influenced by the anticipated increases in agricultural
and industrial output. A rapid expansion in the capacity of road transport service
was witnessed during the last three years which represented a process of rehabilitation
of a depleted capital stock. Taking into account the slightly lower rates of overall
growth of the economy in 1981-1985 compared with the past two years, the services
output is now projected to grow at 5.0 per cent per annum.

3.16 The increases in value added in tiw various sectors of the economy add up
to an annual growth rate of 5.7 per cent for GDP at constant factor cost prices. In
terms of the potentialities in the economy, ahd given favourable weather conditions
it may even be possible to exceed this target. ',

3.17 On translating these targets to current prices, it is estimated that GDP at
current factor cost prices would increases from Rs. 81.6 billion in 1981 to Rs. 147.4
billion in 1985, amounting to a compound rate of growth of 15.9 per cent per annum,
Table 3.2 below shows the domestic resource availability in the economy, in terms of
GDP at current market prices.

TABLE 3.2
DOMESTIC RESOURCES
(Rs. Billion at Current Prices)

Average
1980 1981 1985 Annual
Estimate Projected Compound

Growth

1980-85
1. GDP at current factor cost 8 62.3 81.6 147.4 18.8
2. Add indirect taxes less subsidies - 6.0 6.2 13.1 16.9
3. Equals GDP at current market prices . 68.3 87.8 160.5 18.6

(¢) Domestic Savings and the Resource Gap

3.18 Concerted efforts have been and are being made by Government to raise
the level of domestic savings to meet the requirements of investment over the medium
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term. TIn the public sector, emphasis falls on generating a higher 16_\.1’6] of public
savings by raisirg total reverve despite short-falls in the revenue earning tree cTop
sector and low direct taxes due to tax holidays offered to new ventures, gurtalllqg
current expenditure to minimum feasible levels, and generating surplu%es in pu})llc
corporations. Likewise, steps have been taken to increase the level of pr:wate savings
through a number of measures suchas increasing interest rates on savings deposits
and the provision of attractive tax incentives for investment. Although the level of
total domestic savings is expected to rise from about Rs. 9.7 billion in 1981 to Rs. 14.8
billion in 1985, the rapid escalation in project costs as well as the deteriorating balance
of payments position, caused principally by rising costs of imports, will make such
levels of savings inadequate to finance investment. Thus, in the short term substantial
external assistance would be necessary not only to meet the investment-savings gap
but also to cushion the effects of a deteriorating balance of payments position. Table
3.3 below,shows the extent of the resource gap which will have to be met in the short

term while a more detailed discussion on the balance of payments would appear in
Section 4.
TABLE 3.3

THE RESOURCE GAP
(Rs. Billion at Current Prices)

1980 1981 1985
Projected
1. Export of Goods 17.4 22.5 36.7
2. Import of Goods % 33.6 40.3 70.3
3. Non Factor Services (Net) ¥ 5 1.3 2.0 5.1
4. Net Import of Goods and Non Factor Services 14.9 15.8 28.5
(The Resource Gap)

(d) Total Resources and Utilization

3.19 Total investment in the economy during the period 1981-85 is expected to
reach a level of Rs. 169 billion as compared with Rs. 126 billion forthe period 1980-
84, the increase being almost entirely due to cost escalations. As a proportion of
GDP at market prices, the total investment is expected to decline from a level of
36 per cent in 1981 to 27.0 per cent by 1985. The share of public investment in 1981
which is forecast at 57.3 per cent of total investment or 16.6 per cent of GDP at
market prices is expected to decline gradually to a level of 43.2 per cent of total
investment or 11.7 per cent of GDP at market prices by 1985. This reflects a

concious attempt to shift a greater volume of economic activity to the private
sector, over time.

3.20 The implicit incremental capital output ratio for the period “1981-1985
worked out in terms of 1979 prices is estimated at 4.7. This somewhat high figure
partly reflects the long gestation character of major public sector projects, benefits
from which are expected to flow substantially beyond the 1981-85 period. In terms
of current prices, total investment is expected to grow at 12.1 per cent per annum
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while the growth of GDP at market prices is forecast at 18.6 per cent. The calculations
assume a sharp price increase of about 21 per cent for GDP at market prices during
1981 and a 10 per cent increase thereafter fromyear to year. The price increase in
investment expenditure is estimated at around 23 per cent during 1981 and at 10
per cent per annum thereafter. The underlying assumption in both cases is that
during 1981 the economy would adjust to the rate of world inflation estimated at
10 per cent per annum. The projected levels of total resources, their utilization as
well as the proposed financing of investment are set out in Table 3.4.

TABLE 3.4
TOTAL RESOURCES AND THEIR UTILIZATION
(Rs. Billion at Current Market Prices)

1980 1981 1985 1981-85

Estimate Projection Projection Total
1. Total Resources: W 3. 83.2 103.6 189.0 717.3
(a) GIDP at Market Prices .. 68.3 87.8 160.5 606.7

() MNet Imports (Good° & Non—Factor _
Services) § e 14.9 15.8 28.5 110.6
2. Total Utilization: e oo 5 83.2 103.6 189.0 7173
(a) Consumption e g 58.7 78.1 145.7 548.0
of which (i) private consumptlon .5 53.0 71.5 132.7 499.2
(i1) public consumption - .7 6.6 13.0 48.8
(b) Investment: e 24.5 235 43.3 169.3
of which (i) prlvate 1nvestment i 10.2 10.9 24.6 79.7
(ii) public investment s 14.3 14.6 18.7 89.6

3. Financing of Investment:

(¢) National savings o - 11.4 11.3 20.9 76.3
(b) Foreign resources .. .s s 13.1 14.2 22.4 93.0

3.21 As seen from the above table, approximately 45 per cent of the total invest-
ment is to be financed from national savings while the balance is to be financed from
external resources. More than half of the latter consists of concessional aid in the
form of grants, project loans and commodity loans. Net aid disbursements are
expected to rise from a level of US $ 378 million in 1981 to US $ 628 million by 1985.
The balance inflow of external resources is expected from direct foreign investment,
and commercial loans. The commercial loan component would no doubt have un-
favourable consequences upon the country’s debt service ratio which has been
successfully brought down to a level of about 12.4 per cent of export earnings in
1980 from levels over 20 per cent in the 1970s, through a deliberate shift towards
concessional assistance and higher export earnings. However, it is the Government’s
policy to keep commercial borrowing to the minimum level feasible.

3.22 The projected levels of private consumption in the above table reflects a
growth rate of 20 per cent per annum in current terms. Although the larger share
of investment during the terminal year 1985 is expected from the private sector, for
the period 1981-85 as a whole, the share of the public sector is estimated at 53 per
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cent. This is largely attributable to heavy public exp_enditure on ess?n.tlal zlnfr_astruc-
ture during the early phase, in order to support .przvatf: sector activity during the
mid-1980s. The total public sector investment mcludn_1g extra budgc-:tary invest-
ments is estimated at Rs. 89.6 billion in current market prices for the period 1981-85

as against a total of Rs. 67.3 billion for the period 1980-84.

393 The increase is entirely due to cost escalations; there is,in f.act, a decline of
public investment in real terms when estimated at constant 1.97'9 prices, and reflects
a conscious attempt by the Government t0 hold down publicinvestment. Table.3.5
sets out the magnitudes of public investment, and the proposed method of financing.

TABLE 3.5
FINANCING OF PUBLIC INVESTMENT
(Rs. Million at Current Market Prices)

1980 1981 1985 1981-85
Estimate Projection Projection  Total

1. Public Investment (government budget) e WX 12,041 15,610 75,328
2. Public Investment (extra budgetary) v 1500 2,571 3,100 14,251
3. Total Public Investment e OIS [ 0 14,612 18,710 89.579
4. Financed by:
(a) Public Savings
(including surpluses of public corporations) 351 157 1,006 4,764
() Domestic Borrowings 4 gt 2204 6,465 6,117 30,607
(c) Net Foreign Resources o N il 7,990 11,587 54,208

3.24 As' seen from Table 3.5, the extent of total public investment to be financed
from foreign sources is estimated at 60 per cent. This is lower than the projected

level of 63 per cent for the period 1980-84 and reflects the Government’s desire to
achieve self reliance in financing development efforts.

3.25 As mentioned earlier, a conscious attempt is also being made by the Govern-
fnent to alter the composition of public investment in favour of production oriented
investment outside Mahaweli, despite the heavy on-going content of the programme.
-Investments in agriculture and other production oriented programmes are expected to
increase from a level of 21.3 per cent of total public investment financed from

the .government budget in 1981, to a level of nearly 30 :
in Table 3.6 below, ' WG PR st i sho?m
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4. Imports, Yxports and the Balance of Payments

4.01 According to the best indicators presently available, it is likely that SriLanka
will continue to face a difficult balance of payments situation in the next five year
period, despite the anticipated increases in net foreign exchange earpmgs from
several sectors of the economy. Thus, if Sri Lanka were to fall back on its own re-
sources she will not be able to maintain a free flow of imports essential to the well-
being of the community in general, and to implement the important'dcvelopmet.xt
projects in particular, on which the long-term solution to many pressing economic
and social problems crucially depends.

4.02 The balance of payments prospects during the medium term depend on the
movement of international prices of Sri Lanka’s exports and imports on the one hand
and the production prospects for the key export commodities and import demapd
on the other. Sri Lanka’s average export and import prices are expected to rise
annually by 9 per cent and 11 per cent respectively. These rates are generally in line
with the price forecasts for primary commodities made by the World Bank. Thus,
the terms of trade for Sri Lanka are expected to deteriorate from 100 in 1980 to 93
in 1985. The volume of exports originating in the tree crop sector which continues
to be the mainstay of Sri Lanka’s external trade does not show the potential for an
appreciable increase during the medium term, due to reasons spelt out carlier.

4.03 The balance of payments projections for the medium term are shown in
Table 4.1 below.

TasLE 4.1

BALANCE OF PAYMENTS 1980, 1981 AND 1985
( US $ Million at Current Prices)

1980 1981 1985
(Projection)
1. Merchandise
(a) Exports .. Jasey ., a0 1064 1221 1991
(b) Imports .. N 3 e 2049 2188 3809
2. Trade Balance .. L ¥ ws W O8S - 967 - 1818
3. Non-factor services (net) .. 0 oy 79 108 274
4. Factor Services (net) ' s S - 86 - 168
5. Private transfers (net) = % - 157 176 500
6. Current account balance = e vo w740 - 769 - 1212
7. Net aid disbursements £ o3 i 238 378 628
8. Direct foreign investment .. e e 43 56 82
9. Public Sector: other
medium and long-term loans (net)t .. o 66 130 201
10. Private Sector: other medium
and long-term loans (net) s o 39 58 88
11. SDR Allocation .. e 2n o 16 16 —
12. Other Financing items2 Gix & i 394 131 213

1 This group includes corporations and businesses under public sector management.
2 Includes short-term credits, monetary movements and errors and omissions.
Exchange rate assumptions 1981-85: US $ 1.00 — Rs. 18.45 (Average).
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4.04 A large part of the deficit is attributable to an increase in the value of inter-
mediate goods particularly those of crude oil and raw materials for export processing
industries. However, the current accountdeficitias a proportion of GDP is expected

to decline from 16 per cent in 1980 to 11 per cent in 1985.

4.05 It is important to note that Sri Lanka would reach self sufficiency in rice
during the period considered and that wheat flour imports have already ceased after
the commissioning of the Prima Flour Milling Complex early this year. Further,
savings on imports of consumer goods have been anticipated chiefly due to the in-
crease in the production of paddy and other field crops, fisheries and livestock. The
impact of these significant changes will be somewhat marred by the sharp price
~ increases in the other important items of imports. The imports of capital goods are
~ projected to increase substantially over the period. The project content of investment
is such that considerable imports of machinery and equipment (including transport
equipment) will be required during the next five years. The scope for import substitu-
tion in intermediate goods though marginally higher than in the case of investment
goods, will not be sufficient to make an impact on the balance of payments position.
However, the present projections for the medium term show that the share of con-
sumer goods could fall from 28 per cent of total imports in 1980 to 22 per cent, while

that of intermediate goods could rise from 48 per cent to 57 per cent during the
same period.

4.06 Out of the identified imports in the trade projection presented in Table 4.2
below, petroleum, wheat grain, sugar and fertilizer imports account for an average
share of about 42 per cent of total imports over the period 1981-85. The demand for
crude oil is projected to increase from 1.86 million tons in 1980 to 2.27 million tons
in 1985. Wheat grain imports are likely to increase from the 19€0 level of 216 thousand
tons to about 627 thousand tons by 1985. Imports of fertilizer from now on, will be
mainly the non-nitrogenous varieties, since the new urea factory has already reached
the stage of commercial production. The increase in the volume of fertilizer imports
after the year 1983 indicates the increase in demand for varieties other than urea.
Overall, the imports are expected to grow at an average rate of 13 per cent in current
prices or at 1.8 per cent in constant prices during the period 19£0-1985. Table 4.2
below shows the trade projections for the years 1981 and 1985 alongside the
values for 1980.

4.07 During the period 19€0 to 1985 the total exports of goods are expected to
grow at an average rate of 13.4 per cent per annum or 4 per cent per annum in con-
stant prices. During the same period the share of tree crop exports could decline
from 54 per cent of the total to about 46 per cent. Relatively high growth rates are
- expected in the case of industrial products, minor agricultural products and gems.

1 Corresponds to the definition adopted by the Central Bank i.e current account def icit showD
in Table 4.1 above plus official transfers.

21



TABLE 4.2

EXPORT AND IMPORT PROJECTIONS 1980, 1981 AND 1985
(Value in US $ Million at Current Prices)

1980 1981 1985
(Projection)
1. Exports f.ob. .. 1064 1221 1991
Tea volume ml. kg. 185 190 194
Value = v % 373 395 544
Rubber volume ml. kg. 22 . 7 121 135 134
Value o 24 o 156 172 235
Coconuts volume ml. nuts .. ot e 238 511 477
Value % bhd : e 46 79 132
Gems value ke L e i 40 52 68
Petroleum products—value .. o 8, 189 208 357
Indusrtial goods—value b o b 151 177 410
Minor agricultural products—value 4 d 79 94 166
Urea fertilizer—value o =3 —_ 5 5
Rice value - 2 % % -— — Z
Other exportS«—value 24 o T 30 39 72
2. 'Importsc. &L, .. >, e i 2049 2188 3809
Rice volume th. mt. ye ge 7 190 160 —
Value : o £y a2 49 —
Wheat flour volume th. mt. : S = 361 — —
Value £ S } adkz h 107 — —
Sugar volume th. mt " v & 200 190 200
Value g o o 117 137 196
Wheat grain volume th. mt. - o 216 485 627
Value i e 5 33 120 242
Fertilizer volume th. mt. <4 e e 376 250 323
Value i 5 81 52 98
Petroleum i. Crude oil volume ml. tons i 1.86 1.95 2.21
Value i o 442 541 992
ii. Products value ¥ < 52 73 127
Other consumer goods—value % o 255 248 418
Other immediate goods—yvalue s o 407 463 939
Investment goods—value .. 5 % 491 495 797
Unclassified » e s % ) 10 —

4.08 Table 4.2 above shows that, exports of industrial goods will increase from
US $ 151 million in 1981 to US$ 410 million in 1985. The export prices for these goods
have been assumed to increase pari passu with international inflation. The bulk of
the increase in industrial exports is expected to come from made-up garments and
processed foods. The industries set up, both in and outside the GCEC are expected
to contribute to this increase. As already indicated, the Government has placed very
- high priority on export promotion.

4.09 Despite the fact that naphtha output from the petroleum refinery will be
~ diverted to the urea plant, the value of petroleum exports show a rising trend,
mainly because of the high rate of price increase assumed for petroleum products.
Exports of minor agricultural products are expected to increase from a level of US §
- 79 million in 1980 to US $ 166 million in 1985. These represent an area of great
promise for increasing Sri Lanka’s export earnings and several important measures
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including the establishment of a floor price scheme for selected crops have been
introduced with a view to promote output and exports. Exports of gems are expected
to reach a level of US $ 68 million in 1985. In view of the boom conditions presently
experienced in the gem mining industry, significant increases in gem exports could
be expected. A Government sponsored venture for large scale mechanised mining in
areas going under the Mahaweli reservoirs will be undertaken during the period.

4.10 The projections of payments and earnings in the service account of the
balance of payments represent an encouraging picture since a considerable surplus is
likely to be realised during the period. Earnings from tourism are expected to rise from
.US § 109 million in 1980 to about US $ 317 million in 1985, Likewise, the private
transfers from abroad are expected to increase from US $ 137 million in 1980 to
US § 500 million in 1985 largely representing remittances by Sri Lankans working
in the Middle East.

5. Foreign Aid

5.01 Foreign assistance from bilateral and multilateral sources has enabled the
Government of Sri Lanka to plan and initiate large development projects without
recourse to excessive expansionary financing in a period when the domestic resources
have become scarce and severe constraints in the balance of payments have emerged.
Such adverse conditions are, by and large, dueto factors beyond the control of the
Government, and -the view held by the Government has always been that, foreign
assistance used judiciously, would enable Sri Lanka to make the necessary structural
changes and build up a strong economy capable of self sustained growth and of with-
standing adverse external factors.

5.02 The call of the present Government for large commitments of aid for massive
development projects such as the Accelerated Mahaweli Development Programme
has met with a positive response from the international community. The total
aid commitments increased rapidly in the years after 1977. Table 5.1 below shows
that the level of domestic fixed capital formation (both government and total) also
increased at an even higher rate during the same period.

TABLE 5.1

FOREIGN AID COMMITMENTS, DISBURSEMENTS AND FIXED
CAPITAL FORMATION 1976-1980
(US $ Million)

1976 1977 1978 1979 1980

I. Foreign Aid! | |
i. Commitments e 3 ce. 150 229 384 567 740

ii. Disbursements ~ G o 965 189 242 265 300
2. Fixed capital formation (Government)?2 T 185 329 482 807
3. Fixed capital formation (total)z .. s 3 319 545 851 1385

1. Includes non-Aid Group assistance.
2. Rates of exchange used: FEEC rate for years 1976 & 1977 and respective unified floating
rates for the other years. . 350 -
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[t may be noted that the greater availability of foreign assistance was undoubtedly
investment which followed

an important factor promoting this dramatic growth in
_the economic reforms of 1977.

5.03 However, during the period 1970-1980 the average increase in aid disburse-
ment had been 8.1 per cent per annum as against an average increase of 11.0 per
cent in commitments. Since 1979. disbursement rates have shown 2 further downward
trend. This trend is explained mainly by the fact that there has been a definite
shift during the same period from commodity aid to slow disbursing project aid and
2 substantial increase in commitments. The Government is fully aware of this pro-
blem and steps are being taken to remove procedural bottlenecks affecting disburse-

ments.

5.04 The total foreign aid disbursements in the period 1981 to 1985 will depend
to a large extent on the rate of implementation of the public investment programiic.
A large proportion of the budgetary public investment programme (65 per cent in
1981) is to be financed through foreign aid. Of the already committed aid, disburse-
ments on the Accelerated Mahaweli Development Programme are now expected to
reach a peak of about US § 245 million per annum during the two year period
1982-83. For purposes of making 2 projection of aid disbursements for the period
1982 to 1985, it has been assumed that, foreign aid commitments other than those
for Mahaweli headworks will increase approximately at the rate of 10.8 per cent
per annum and that the disbursement rates on such aid will improve over time. The
aid disbursements on Mahaweli headworks have been related to the actual imple-
mentation schedules that are currently available. The table below shows the gross
foreign aid projection which is used in the medium-term framework.

TABLE 5.2

GROSS FOREIGN AID DISBURSEMENTS 1981-1985
(US $ suillion)

1981 1982 1983 1984 1985

1. Disbursements on Accelerated Mahaweli e & R 248 241 150 109
2. Otheraid .. N b, Gl 317 372 473 579 613
3. Total disbursements .. ot .. 430 620 714 729 722

5.05 The aid commitment assumption made in the projection shown inthe above
table may be considered as representing the minimum expectation. In particular
it does not take into account any additional commitments in respect of Mahaweli
headworks.

5.06 Since 1977, large price increases occured in the international markets. Accor-
ding to price indices prepared by the World Bank, the total increase in the prices of
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manufactured products exported from the industralised countries to developing count-
ries was about 45 per cent, in the period 1977 to 1980. This resulted in a considerable
decline in the quantum of real resources represented in the undisbursed aid commit-
ments. As a consequence of this development, and several other factors, large diffe-
rences between foreign aid requirements and availability have now emerged in the
major development projects. The smooth implementation of the public investment
programmes depends crucially on whether additional commitments would be made
by the donors to fill these gaps. Where unavoidable, the Government may use com-
mercial financing to supplement concessionary assistance. However, it is the policy
of the Government that, such financing will be used only as a last resort and the
amount so mobilised would be kept to 2 minimum.

5.07 As was noted earlier, the recently observed shift to project based aid had the
effect of slowing down the rate of 2id disbursements. In view of the relatively large
deficits on the balance of payments projected for the next five years, it has become
necessary to have in the aid pipeline a larger component of quick disbursing aid, not
necessarily tied to implementation of development projects. Therefore, the most
important need now is for more flexible commodity aid, including aid which could
be used to import capital equipment for development projects, where gaps in foreign
financing have appeared.

6. Capital Budgets 1980 and 1981

6.01 Budget performance in 1980 was unsatisfactory withthe overall fiscal deficit
expanding from 14 per cent of GDP in 1979 to 21 per cent. This was largely due to
the implementation of the public investment programme, the cost of which had
greatly exceeded original expectations. The capital votes in respect of the Mahaweli
Development Board, the National Housing Authority, the Urea Project, the National
Television Project, the Amortization of Public Debt, Irrigation, and Urban Develop-
ment Authority were supplemented substantially during the budget year 1980. These
increases in capital expenditure together with increases in recurrent expenditure
amounting to Rs. 2439 million led to a situation in which the Government was com-
pelled to borrow from the banking system to the extent of Rs. 7077 million. Total
investment in the economy also rose dramatically (36 per cent of GDP in 1980)
without a corresponding increase in domestic savings. In fact the latter declined from
15 per cent of GDP in 1978 to 13.5 per cent in 1979 and 1980.

6.02 With a view to preventing the recurrence of this situationin 1981, Government
undertook a complete review of its investment programme in November 1980 as
well as in March 1981. It is a key element of Government’s policy that capital expen-
diture in the government budget must be contained within limits consistent with the
volume of financial and real resources estimated to be available for public investment.
The Government has therefore, set itself expenditure ceilings, which it is determined

to adhere to.
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6.03 As aresult of the reviews undertaken in November 1980 and March 1981 the
following changes were made to the budget 1981. It was decided that expenditure
on the Accelerated Mahaweli Development Programme should be increased and that
increases in expenditure must also be allowed for water supply and rural electrifi-
cation to avoid undue disruptionsto these on-going projects and to accommodate
available foreign assistance. Power needs, necessitated an increase inspending for gas
turbines. Also, to stimulate further agricultural development, increased allocations
were made to minor irrigation works. Some additional allocations were also made for
highways, building maintenance and the construction of fertilizer warehouses. To acco-
mmodate these increased allocations, the votes of all other ministries were reduced
by 10 per cent. The net result of all these changes has been to increase the capital
budget to Rs. 12,041 million which is still. even in nominal terms, much less than
the 1980 level.

6.04 Government’s fiscal operations for the years 1979-1981 and 1985 are given in
Table 7.1. To keep to the planned budgetary ceilings, Ministries have been requested
to refrain from presenting new projects in 1981, 1982 and 1983. New information
systems have been introduced in February 1981 and mechanisms for expenditure
control are being established. Government has also decided not to allow any supple-
mentary authorization in 1981 except to accommodate exchange rate changes on the
local currency equivalent of foreign aid or to redistribute funds between programmes.
Any cost escalations will, therefore, have to be absorbed within the expenditure
ceilings. However, certain supplementary provision for recurrent expenditure will be
required to meet the estimated losses of the Transport Board, the Electricity Board
and the additional interest payments on Public Debt. As a result of these changes,
the overall deficit in the revised budget amounts toRs. 12,713 million or 14.5 per cent
of GDP of which approximately Rs. 3,400 million, will be financed from the banking
system.

6.05 In the years 1982-1985, Government has set itself certain minimum targets of
additional resource mobilization. Capital expenditures have been reduced to the mini-
mum levels possible without dislocating on-going priority programmes. The basic
principle has been to implement all projects for which aid has been committed.
Other programmes have been rephased and included only to the extent that they
can be accommodated within the remaining margin of available resources. The margin
includes a modest level of borrowing, which could be reduced to the extent that
further financing becomes available for this committed programme. The Accelerated
Mahaweli Programme has been given the highest priority and budgeted for realisti-
cally, with a view to completing this important programme according to target. The
housing, urban development and water supply programmes have been kept to the
reduced 1981 levels in nominal terms. Next to the Mahaweli Project, priority has
been given to the other productive sectors in agriculture and to essential economic
infrastructure, thus making the total public investment programme a viable one.
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The net effect of this strategy has been to reduce government capital cxpendlt"ure
in real terms and leave more resources to the private sector. Government capital
expenditure is seen to drop from 14 per cent of GDP in 1981 to 9.5 per cent in 19.85.
The terminal year 1985 also leaves room for the inclusion of new projects amguntmg
to about Rs. 4 billion. A tentative distribution of this sum of Rs. 4 billion llkel)_f to
be as follows:- 50 per cent to agriculture; 35 per cent to economic overheads (mainly
for power with Samanalawewa project being scheduled for commencement).; 13 per
cent for housing and water supply and 2 per cent to industry. A sectoral classification
of the public investment programme for the entire period is given in T able 6.1.

7. The Government’s Fiscal Operations

7.01 The Government’s fiscal operations have been guided by the broad objectives of
mobilising resources for capital expenditure while maintaining acceptable levels of
social welfare, maintaining fiscal stability through rationalization of the tax structure
while promoting private enterprise, maintaining a reasonable balance in the Govern-
ment Budget and ensuring realistic pricing and wage policies. ‘The main thrust of
fiscal policy for the period 1981-1985 will be on increasing resources for economic
development. The Government realises that domestic savings have to be mobilized
to the maximum extent possible.

7.02 The Government has kept under constant review its current expenditure with a
view to curtailing non essential expenditures. The priorities of the current expenditures
were re-assessed especially with respect to the items falling under current subsidies
and current transfers to public corporations. In order to meet basic minimum needs
of the poorer sections of the community, the food and kerosene stamp schemes were
continued. These schemes are essentially transfers to relatively poor families selected
after a carcful scrutiny. Expenditure on the food and kerosene stamp scheme is
estimated at Rs. 1,742 million in 1980 and Rs. 1,687 million in 1981. Had the food
subsidy scheme continued, the rice, flour, sngar and infant milk food subsidies to-
gether would have amounted to around Rs. 4,900 million during 1981.

7.03 One of the significantachievementsin the field offiscal policy has been the gradual
shift from consumer subsidies to producer subsidies for fertilizer, fisheries,
liquid milk and; price support scheme for green leaf (tea) and import duty
rebates for certain exports like garments, manufactured by using imported inputs.
As a result of this transformation, farmers now receive a better price for their products
in the open market. Prices of key agricultural commodities have been adjusted
periodically through floor price schemes to the producers’ advantage. The fertilizer
subsidy has now been revised downwards from its initial average rate amounting to
75 per cent of the c.i.f. value of fertilizer to more manageable levels; the fertilizer

subsidy in 1981 is estimated at Rs. 1,000 million and represents about 40 per cent
of total expenditure on subsidies.

7.04 In the case of public corporations, strict financial disciplines together with great
autonomy in pricing policy have enabled most of them to operate at a profit. In the
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projections of Government expenditure, the total of subsidies, transfer to other public
enterprises and transfers to households have been accordmgly adjusted downwards
to allow for changes which will reduce these expenditures in real terms over the
five-year period.

7.05 Although much emphasis is placed on reduction of recurrent expenditure,
sufficient provision has been made in respect of maintaining adequate cadres in.
the public service, particularly the managerial, technical and administrative catego-
ries on whom much of the development effort would depend. The expenditures
cn education and heaith will be maintained to preserve satisfactory standards.

I

7.06 With a view tomaintaining financial discipline in the Government Departments
and Ministries, steps have been taken to improve the procedure for releasing
voted funds. A decision has also been taken not to allow any supplementary esti-
mates for 1981 except to meet changes in the foreign ‘aid components of projects
arising from changes in the exchange rate and for carefully selected items of
expenditure. - -

7.07 Several steps have also been taken by Government to improve revenues over
time. Numerous tax concessions and incentives for development have no doubt
been introduced. Although these involve temporary losses in revenue.to the
Government, the measures may be viewed as ‘investments’ in broadening the™
future tax base.

7.08 The tax structure of this country has to a large extent continued to be foreign
trade oriented. Export duties have been the largest single component of current
receipts amounting to as much as 30 per cent in 1980. The prospects for increasing
revenue from major exports are limited. Their share in total Government’s currrent
receipts is expected to be static throughout the 1981-85 period. Growth in revenue
from import duties was not remarkable in comparison with the value of imports
observed during the last two years, mainly due to the substantial increase in the
value of non-dutiable goods in the incrementsl growth of imports. Rice, wheat
grain, fertilizer, petroleum, crude oil and all imports of the Government are the
major items still exempted from import tariffs. Changes in the exchange rate and
upward revision of some import duty rates contributed to the increase inimport
duty collections.

7.09 Revenues from other indirect taxes such as general sales and turnover taxes
have shown a greater response to increases in national income and prices. The
withdrawal of the lump sum depreciation—capital allowance and the ‘general
growth in money incomes have been taken into account in projecting revenues
from the corporate and non-corporate income taxes in the five-year period.

7.10 Tax revenue as a proportion of GDP at current market prices reached a level
of 21.3 per cent in 1979, but dropped to 17.5 per cent in 1980 and is estimated
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Tasre 7.1
THE GOVERNMENT’S PROJECTED FISCAL (_)PERA’I‘IONS — 1979 TO 1985
(Rs. Million at Current Prices)
1985
79 1980 ¥ 1981 4 .
(Pralgisional) (Original) (Revised) (Original) (Revised) (Projected)
1. Current Receipts 11,379 11,300 12,597 14,394 14,778 25,968
2. Current Expenditure 10,887 10,552 12,819 14,496 15,756 26,294
= —326
3. Current Account Surplus .. 892 748 —222 —102 978 32
4. Capital Receipts 250 227 330 227 227 232
5. Advance Accounts net out
payments : 1,021 100 1. 175 —675 —79 —
6. Capital Expenditure net of
sinking fund and a(tlmortlza}
tion payments and net O
underpezpenditurc 7,347 8,449 12,772 11,026 12,041 15,610
7. Overall deficit 7,226 7,574 14,439 10,226 12,713 15,704
8. Financing
8.1 Net foreign financing 3,738 5,329 5,717 7,539 7,990 12,662
8.2 Net domestic non-bank
financing yale 2889 2,245 1,529 2,691 1,336 3,042
8.3 Bank borrowings and use
of cash balances 633 — 7,193 —4 3,387 —
9. GDP at current market
prices ; 52,147 68,271 68,271 87,800 87,800 160,500
TABLE 7.2

THE GOVERNMENT’S PROJECTED FISCAL OPERATIONS—1979 TO 1985
(As percentage of GDP at Current Market Prices)

- 1979 1980 1981 1985
d . | (Provisional) (Original) (Revised) (Original) (Revised) (Projected)
1. Current Receipts 22.6 16.5 18.4 16.4 16.8 16.2
2. Current Expenditure 20.9 154 18.7 16.5 17.9 16.4
3. Current Account Surplus .. 1.7 1.1 —0.3 —0.1 —-1.1 —0.2
4. Capital expenditure net of
sinking fund and amortiz-
ation payments and net of
under expenditure . 14 12.4 18.7 12.6 13.7 9.7
5. Overall deficit . . 13.9 11.1 21.1 11.6 14.5 9.8
6. F%nangngf o
,1 Net foreign financing 1.2 7.8 .
6.2 Iéiel&l:lgmestic non- o 9 9.1 79
a nancing e 5.5 3.5 .
6.3 Bank borrowings and o _ = 1.5 1.9
cash balances 1.2 - 10.5 o 3.9 0
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to be 16.2 per cent in 1981. At existing rates of taxes, revenue is expected to
decline gradually to 14.0 per cent in 1985. Government will take steps to mobilise
additional resources in order to maintain a more satisfactory Tax /GDP ratio.
Attractive tax concessions and incentives mentioned earlier had the effect of
reducing the share of tax revenue, especially the direct tax revenue in GDP. As
tax holidays start to lapse after 1985, revenues are expected to rise substantially.
In the meantime, attempts will, however, be made to mobilize additional revenue
by strengthening tax collection procedures, broadening the direct tax base, and
through suitable additional indirect tax measures.

7.11 The investment programme of the Government will be financed mainly from
funds borrowed locally and abroad. The traditional non-bank sources such as National
Savings Bank, Provident Funds and Insurance Corporations will play a very impor-
tant role in the financing of public investment.

7.12 An important share of foreign assistance will be in the form of grants. In the
past few years, more than 50 per cent of the Government’s investments were finan-
ced through foreign aid. Borrowing from the banking system on commercial terms
either locally or abroad will be considered only as a last resort.

7.13 Government’s fiscal operations during the programme period are expected to
result in the decline in the share of the recurrent expenditure in GDP at current prices
frcm 18.7 per cent in 1980 to 16.4 per cent in 1985. The current receipts of the Govern-
ment are expected to be maintained throughout 1981-1985 period at over 16.2 per cent.
Additional revenue measures and the reduction in current expenditure during the
period could reduce the current account deficit over time. Opportunities for the
growth of private savings will be enhanced. Necessary fiscal and monetary measures
will be introduced to ensure that the private sector will have access to resources
adequate to finance a growing share of total investment over the medium term.

8. Population, Manpower and Employment

8.01 Preliminary estimates from the 1981 Census, place Sri Lanka’s population in
the region of 14.9 million, suggesting that population growth rates have fallen from
an average of 2.3 per cent per annum during the intercensal period 1963-71 to 1.7
per cent during the period 1971-81. In the seventies, a steady decline in birth rates
and death rates together with steady net migration resulted in declining rates of both
natural increase and population growth. In the latter half of the decade, there was a
further decline in the death rate and a slight increase in the birth rate, offset by net
migration increases. Table 8.1 below shows the growth rates which resulted from
these changes.

8.02 Improved health and nutritional standards have reduced mortality, particularly
among infants, although infant mortality still remains the main component of total
mortality. Although average mortality rates are low, wide disparities among regions
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TABLE 8.1
DEMOGRAPHIC CHANGES 1971-1979

* % Rate of Net ~ Growth -
Birth Rate Death Rate Natural  Migration ~ Rate
Increase Rate
o 70
1971-75 ol b/ 28.7 8.2 2.1 - 3.2 1.1
1976 4 ks 27.8 7.8 2.0 ~« 38 1.6
1977 ¥ . 27.9 7.4 2.1 = 3.9 1.7
1978 R = 28.5 6.6 2.2 — 2.3 2.0
1979 ok =3 28.7 6.5 2.2 — 50 1.7

Source: Registrar General’s Department.
* Per 1000 population.

suggest that a further decline is possible. Higher levels of education combined with
increasing participation of women in the lsbour force and a rising share of female
employment in the non agricultural wage sectors has contributed to lowering fertility.
As the potential for further reductions in fertility rates among women in the 30-39
age groups is quite high, a continued decline in the overal growth rate should be
possible, particularly in view of the vigorous family planning programme adopted
by the country.

8.03 The size of the labour force is currently estimated at 5.69 million, of which
3.64 million (or 64 per cent) is male. The average annual growth rate between 1978
and 1980 is estimated at 2.4 per cent, which represents a net addition of 132,000
persons to the labour force each year. |

3.04 Present labour force projections for the 1980-85 period suggest annual in-
creases of the order of 2.2 per cent. In terms of actual numbers, about 640,000 persons
will be added to the labour force by 1985, thus raising it to 6.3 million. During the
next decade it is expected that expansion of educational opportunities for females,
rise in the age of marriage, low birth rates and greater urbanization will encourage
more females to join the labour force. The labour force participation rate for females
is steadily rising and is expected to increase to around 27 per cent.

8.05 The labour force is predominantly young, male, relatively well educated and
rural based. Those in the age group 14-25 make up 38 per cent and women account
for only 36 per cent of the total labour force. More than 55 per cent have secondary
or post-secondary education and 51 per cent obtain their livelihood from the land.
The expansion of educational facilities willmean that inthe near future,an even higher
proportion of new entrants to the labour force will have secondary education. Thus
Sri Lanka is facing the familiar employment syndrome of having to absorb increasing

numbers of a young and educated labour force into productive and remunerative
employment. "
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8.06 Given the rapid rates of labour force growth (2.7 per cent) and the relatively
slower growth of employment opportunities (averaging about 1.6 per cent) between
1971-77, the Government has embarked upon a major employment-oriented pro-
gramme to prevent a very serious unemployment problem developing. Since the
modern manufacturing sector at present employs only 10 per cent of the labour
force, the growth of a.grlculture is still the key to the solutlon of the problem.

8.07 By 1979 Govcrnments policy of liberalisation and resuscitation of the
economy had had a substantial impact on unemployment. The Consumer Finance
Survey of 1978/79 showed that unemployment had fallen from approximately one
million (or 24 per cent of the labour force in 1973) to 790,000 (or 15 per cent).
This spurt in employment creation was maintained up to 1980 with employment
growing at an estimated 3.5 per cent per annum against output increases of 6.1
per cent per annum between 1978-80. Increases in employment in the public
sector and the organised sector were around 145,000 in 1978 and 136,000 in 1979,
a marked increase on previous years (85,000 jobs between 1972-76).

8.08 The Consumer Finance Survey also showed that about 36 per cent of the
employed population (work force) had regular work as ‘employees’. Daily
workers (26 per cent), own account (23 per cent), and unpaid family workers (14 per
cent) accounted for the remainder. A high proportion (69 per cent) was male, but the
proportion of women is significantly higher among unpaid family workers (52 per
cent). The urban sector accounted for 19 per cent, estates for 13per cent and rural sector
for 67 per cent of the work force. The public sector (including semi-government
corporations) employed 33 per cent. A distinctive feature of the work force was
the age structure and the level of educational attainment. In the case of the former,
a high percentage (25) was aged between 19 and 25 years and in the latter case 48 per
cent had secondary education (a quarter of whom had post-secondary education).

8.09 The unemployed are mostly young (75 per cent below the age of 25) and
educated (some 75 per cent with secondary schooling). Most of them (85 per cent)
are supported by the parents and are looking for their first jobs. The survey shows
that unemployment among females is higher than that among males (26 per cent
as against 10 per cent for males) and that unemployment in the rural sector (15
per cent) is lower than in the urban sector (21 per cent).

8.10 The high rate of employment creation (3.5 per cent) experienced in the period
up to 1980 is expected to stabilise around 2.6 per cent per annum during the period
1980-85.0utput increases, averaging 5.7per cent per annum will arise to a greater extent
from productivity increases. Based on employment [output coefficients for the period
1963-71, (with some adjustments for the agriculture, manufacturing and construction
sectors), additional employment is projected at around 682,000. With this employment
creation the estimated 641,000 additions to the labour force will be absorbed and the
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backlog of unemployed reduced by 41,000. Total unempioyment is expected to fall
from a level of 12.8 per cent to 10.8 per cent of the labour force,

8.11 In the agriculture sector the overall acreage will not increase except under
the Mahaweli downstream development and additional paddy acreage resulting
from the rehabilitation of minor tanks and other irrigation works in progress. The
main emphasis will be on obtaining higher yields from rehabilitation /replanting and
diversification of lands under plantation crops, and on better water and crop manag-
ement and use of fertilizer in field crops. Hence the employment potential of the
‘output increases envisaged for the period has been estimated at 2.4 per cent per
annum. Of the 100,000 estate labour likely to be repatriated, only about 50,000 are
likely to be re-placed. Settlement schemes under the Mahaweli Project are expected
to absorb another 40,000 persons in self employment. Some employment will also be
created through increasing paddy acreage and the use of labour intensive cultivation
practices in weed control, land preparation, double cropping and harvesting
which go in step with increases in output.

8.12 Heavy investment in machinery in the construction and manufacturing sectors
will also increase productivity substantially above that obtained in the 1963-71
period. Construction activity in the Mahaweli area and the Investment Promotion
Zones will remain at a high level and together with activity in the housing and water
supply sectors will provide about 68,000 additional jobs. In the manufacturing sector,
despite growth in labour productivity, the Government’s policy of encouraging the
private sector in export-oriented and labour intensive industries will create about
88,000 jobs.

8.13 Part of this additional employment, particularly in the services and construc-
tion sectors, will be replacement of workers leaving for jobs in the Middle East.
Around 50,000 Sri Lankan workers are now in the Middle East, 7 per cent in middle
level, 39 per cent in skilled and 54 per cent in semi-skilled jobs. In the period 1980-85,
this number is expected to double.

8.14 Output from educational institutions between 1980-85 will be in the region
of 1,414,000 young persons, about 37 per cent with primary schooling
another 37 per cent with some secondary schooling, 19 per cent having completed
secondary school and 7 per cent with G.C.E. ‘A’ level or degree qualifications. Only
about 60 per cent of these young persons will enter the labour force and most
will require some form of additional technical or vocational training before they can

be productively employed.

8.15 In order to absorb the large numbers coming out of the education system
into current development projects and to overcome current critical shortages of
skilled craftsmen (particularly technicians, carpenters, masons, mechanics and elec-
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tricians), Government has increased technical =training facilities, provided short
term courses and expanded the Apprenticeship Scheme.

8.16 The Department of Labour has, in addition to its three vocational centres
330 mobile centres. which together provide training for about 5,000 trainees in basic
‘skills. The technical colleges, which provide a wide range of craft and technician level
courses have an enrolment of 12,000 full and part-time students. In addition, the
craft apprenticeship scheme currently trains 3,000 apprentices.

3.17 In addition to the skilled manpower produced by the public sector technical
and vocational training institutions, the private sector will also train on the job,a
large number of skilled craftsmen under the supervision of skilled workers and master
craftsmen. It is recognised that some of these trainees will find employment overseas,
particularly in the Gulf States. However, they represent, through remittances, a
valuable source of foreign exchange and ultimately experienced skilled manpower.

9. Energy

9.01 The Government realises that the very achievement of its sOCio-economic
objectives will lead to increased consumption of energy. Given future increases in
oil prices, an energy policy which will ensure the most efficient use of energy, as well
as accelerate the utilization of indigenous energy SOUrCes as substitutes for imported
petroleum, is vital. However, the capacity to make the necessary energy transition is
limited. Technical, financial and structural rigidities, energy resource endowments
and the extended time lags in developing alternative energy resources, work against

any significant inter-fuel substitution in the short run.

9.02 The principal sources of energy in Sri Lanka are fuel-wood, petroleum and
hydro-electricity. The total consumption of energy in 1979 has been estimated at
37 million tonnes of oil equivalent. As much as sixty per cent of the total energy
needs of the nation are supplied by firewood. Commercial energy is provided mainly
by oil and hydro-electricity, the former accounting for two thirds of the consumption
at present.

. 9.03 With increased economic activity, the demand for petroleum increased sharply
in 1980, when net oil imports accounted for 35 per cent of the net export income,
compared with a level of 16 per cent in 1977.

904 The main factor behind heavy oil import costs has been the rising cost of
crude oil and petroleum products. The average c.i.f. price of crude oil imports
ranged between US § 12-13 per barrel during 1977 and 1978 and rose by 50 per
cent to US § 19 per barrel in 1979. In 1980, prices escalated to US § 33 per barrel, an
increase of 70 per cent in one year. ,
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‘TABLE 9.1

ETROLEUM IMPORTS 1975-1981 £35S Cap ,
(US $ million)

- 1975 1976 1977 1978 1979 1980 1981
Est.

1. Total Imports T .. 150 643 705 1001 1450 2049 2188
2. Oil Imports e SR L 130 157 165 288 494 614
3. Oil Exports - 5T 51 57 65 59 120 189 208
4. Net Oil Imports .. = 71 73 92 106 168 305 406
5. Total Exports A . JATE5T 558 744 847 981 1064 1221
6. Net Exports (5-3) .. Sepes i S 501 579 788 861 875 1013
g. 4 as percentage of 6 <4 14 15 16 13 20 35 40

4 as a percentage of 1 4 o108 11 13 10.5 11.5 15 18.5

9.05 Although petrol gonsumption has been curtailed by drastic price increases,
diesel consumption which accounts for about 40 per cent of the consumption of
petroleum products is likely to rise steadily, as the Railway, bus services and road
hauliers are heavy consumers. Kerosene consumption which accounts for about 25 per
cent of the total consumption, may also rise after a few years due to the growing
needs of the rural population and the scarcity of fue! wood. In addition, Sri Lanka
will have to depend on thermal generation to meet part of the electricity needs partic-
ularly during the dry season. As a result, quantities of liquid fuel required by the
economy are bound to show an increase through the 1980s. This, coupled with
increases in the price of oil, will tend to push the burden of net oil imports to higher
levels. Although considerable progress is expected in terms of import substitution
of food items (especially rice and sugar) by the mid ‘eighties’ yet it would mean that
whatever the country may have gained by way of saving in food imports, will be lost
through oil imports. Apart from the balance of payments problem, arising from the
energy crisis, there are other adverse effects on the economy. Firstly, increases in
world prices of oil necessitate the upward revision of the domestic price of petroleum
products in order to avoid budgetary subsidies. As liquid fuels are an important
component in transportation, farm power and fertilizer costs, high oil prices would
impose higher costs on agricultural production as well as on other goods. Secondly,
the complete dependence of Sri Lanka on imports for liquid fuels, makes the count-
ry’s economy highly vulnerable to any major disruption of oil supplies.

9.06 The main objective of energy planning in Sri Lanka is to ensure that the
growing demand is adequately met by a steady increase in supply so as to continue
all critical economic activities which sustain accelerated development and moderniza-
tion of the economy. This objective has to be achieved without imposing inordinate
pressures on the balance of payments which is already constrained. Therefore,
priority has to be given to expeditious exploitation of indigenous sources of energy,
particularly renewable sources of energy. These considerations, in the medium-term
context, dictate the need to allocate adequate resources for the hydro-electricity deve-
lopment programme which has been clearly identified.
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9.07 During the last decade there was a steady increase in the consu_mption of
total energy, even though there was a decrease in the consumption Qf oil products
following price increases. The growth rate for commercial energy registered a sharp
-ncrease in 1978 going up by 14 per cent over the previous year. In 1979 however,
the rate of growth was only 3 per cent. Total oil consumption in the country has
shown significant changes from time to time and this is related to economic growth

and the pricing policy followed at different times.

9.08 Oil, which today supplies a major portion of the commercial energy require-
ments of Sri Lanka, has gradually increased its share till 1972 and thereafter decreased
slightly. Today as much as 66.7 per cent of commercial energy 18 accounted for by
oil.l About 10 per cent of the electricity generated in the period 1970-74 has been
produced from oil and its use has decreased to a level of 1.7 per cent in the period

1975-1979.
TABLE 9.2

ANNUAL GROWTH RATES OF SALES OF MAIN PETROLEUM
FUELS IN PERCENTAGES 1960-1979

All Motor lilu. Auto Ind. Furnace
Period petroleun  Gasoline Kerosene Diesel Diesel oil
products

1960-65 e 3.0 —17.6 4.9 10.4 —2.4 e
1965-70 < 7.6 6.9 9.1 10.1 2.0 11.0
1970-75 —4.1 —9.2 —5.4 —0.4 —18.8 1.4
1976 0.1 6.2 —1.5 2.3 —4.3 —9.7
1977 > 8.9 9.6 2.3 10.7 20.2 11.6
1978 24 19.2 16.3 134 11.7 56.6 33.0
1979 s 2.9 —10.1 —5.5 20.6 —4.0 —6.1

9.09 Electricity sales over the period 1960-1979 grew at an average rate of 10 per
cent per annum. Low growth rates have been recorded in the period 1970-75 and in
1976 and 1977. A sharp increase in the growth rate has been recorded in 1978 as
well as in 1979, mainly due to enhanced economic activity overthelast three years. The
growth rate in the industrial sector reached a peak during the period 1965-70 and
registered a sharp rise once again in 1978. The following table gives the annual growth
rates of electricity sales.

TABLE 9.3
ANNUAL GROWTH RATE OF ELECTRICTY SALES—1960-1979
Period Total (%) Domestic Industrial
Sector Sector

1960-65 10.3 10. 10.5
1965-70 135 7.4 15.5
1970-75 8.2 7.9 8.5

19761 3.1 17 0.6

1977 44 8.6 3.1

1978 ] 11.6 10.1 12.1

1979 11.6 16.3 10.2
1960-79 10.0 8.9 10.4

1 Includes oil corsumed in generating electricity.

38



9.10 Several demand forecasts for electrical energy have been made recently, re-
vising the earliér forecasts from time to time on the basis of the emerging situation.
There is a considerable variation in the forecasts made. The highest and the latest
forecast of electric energy demand for 1990 is 6000 Gwh. In view of the several
policy decisions -already made, it is likely that the actual demand would be somewhat
lower.  On the basis of this forecast the generation needs for the period 1982-1990
have been computed as follows:-

TABI.E 9.4

ELECT RICITY DEMAND—1982-1990
(Dry and Wet _Seasons)

(Gwh)
Total Hydro Thermal
Capability Need
1982 DRY - 1172 848 324
WET . 1270 1155 115
83 DRY ComBi i 935 433
WET 3 1483 1105 378
84 DRY 2y 1556 ' 984 572
WET & 1686 1105 581
- RSN R VTR 1791 1278 < 513
WET i 1899 1497 402
86 DRY L 1970 1411 559
WET = 2088 1674 414
87 DRY .. 2148 1411 737
WET " 2276 1674 602
88 DRY b ARG T 1568 768
WET s 2496 1883 613
89 DRY e 2545 1768 777
WET - 2698 2085 613
90 DRY i 2778 1968 810

WET o 2944 2283 661

This projection assumes the following plant commissioning programme during the ‘eighties.’

Victoria-mid 1984 - 210 MW - 686 Gwh
Kotmale-end 1985 - 150 MW - 310 Gwh
Randenigala-end 1986 - 120 MW - 366 Gwh

Samanalawewa-end 1990- 240 MW - 400 Gwh
Source: Mlinistry of Power and Energy Forecast March 1981.

9.11 Tt would appear that if the projected demand is to be met fully it would
imply a very heavy reliance on thermal generation. The combined thermal plant
capacities required by 1990 for this purpose will be of the order of 500 MW. Apart
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from the prohibitive capital costs, the operating costs would place very heavy
pressures on the country’s balance of payments and affect other development
programmes. If, for example, the fuel cost of thermal energy is calculated at Rs. 5
a unit in 1986, the cost of thermal generation works out to Rs.4800 million for that
year. The unit cost is likely to be higher due to rising costs of imported oil.
Therefore, it is necessary to evolve a strategy which would minimise the need to
resort to thermal generation except in an emergency and to underline the absolute
need to proceed expeditiously in commissioning the hydro-plants included in the
projection as well as exploring other hydro prospects.

9.12 The following strategies and programmes have been given emphasis in the
energy policy:-

- adoption of energy conservation measures for increasing energy efficiency,
particularly in domestic consumption;

- a realistic pricing policy in energy products so as to discourage high energy use;
- priority for development of hydro sources;

- stabilising oil imports while ensuring sources for minimum imports;

- expansion of fuel-wood plantations;

- water-shed management in hydro catchments;

- use of coal in place of oil where feasible;

- exploitation of indigenous peat deposits;

- exploration for petroleum;

- initiating research for nuclear power generation. -

10. The Role of the Private Sector

10.01 The essence of the liberalised economic policies introduced in 1977 was to
create the climate necessary to stimulate private enterprise and provide a larger role
for the private sector. A vital private sector is necessary to meet the goals of increas-
ing employment, efficiency and output. While public sector investment depends
greatly upon the resources which can be generated by the private sector, public
investment in essential infrastructure and expansion of the production base is seen as
complementary and not competitive to the efforts of the private sector, nor as a
substitute for private sector investment. This realization is fundamental to the



Government’s decision to reduce planned public investment so as not to pre-empt
the private sector and to provide a structure of incentives to that sector.

10.02 Prior to 1977, the market imperfections created by rigid exchange and import
controls, raw material quotas, and state monopolies had limited the avenues for
private sector expansion. Amongst the constraining factors were the high levels of
taxation, scarcities of capital goods and raw materials, uncertainties of capital flows
and threat of possible state take over. Those who had access to capital funds, directed
their resources to short-term investments in trade and commerce, where opportunities
created by scarcities had enhanced the potential profit margins. Others thrived on
industries catering to a captive market created by import restrictions, where inferior
quality local products could easily be marketed with considerable profit margins.
The conditions prevailing were neither conducive to healthy long-term investment
decisions by the private sector, nor served the consumer interest.

10.03 A reversal of policy was, therefore, necessary to revive the confidence of the
private sector and harness the available resources and talents for national economic
development. Healthy competition was necessary to promeote the interest of the
consumer, and improve the efficiency of resource utilisation. Areas where the State
had a monopoly hitherto, were thrown open to the private sector. These steps had a
dual effect on the public sector. On the one hand the investment burden of the Govern-
ment eased to some extent, and on the other, the competition provided by the private
sector improved the efficiency of some of the state ventures. The far reaching policy
reforms and tax incentives introduced in the budgets of 1978 and 1979 were intended
to encourage private enterprise and promote rapid economic growth.

10.04 Progress in the various sectors of the economy reflect positively the impact
of these incentives that were introduced to encourage private sector activity. Paddy
output has continued to increase as the role of official intervention in purchasing
and distribution has declined. To further encourage this response, the guaranteed
paddy purchase price has recently been raised from Rs. 40 per bushel to Rs. 52.50
per bushel. Although this floor price is below the current free market price, itis in-
tended to convey to the cultivator the Government’s commitment to preserve an
incentive price so as to foster the increased use of fertilizer and modern technology.
The Government’s confidence in the efficiency of the private sector has been confirmed
as its operating margins have been lower than those of official institutions allowing
higher prices to the producer and lower prices to the consumer. Currently several
projects designed to improve the milling capacity and the quality of rice supplies
are being implemented. With a view to the future and to further improving milling
satndards, consideration is being given to lifting the ban on export of rice.

10.05 The production of almost all items of subsidiary food crops increased in
1980. Great importance is attached to the development of these crops, both for the
benefits it will provide in diet and income as well as for the improvement it implies
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for the balance of payments. From January 1st, 1981 the floor prices of these crops
have been increased again reflecting the continued provision of incentives to growers.
This sector has much potential for rapid growth and further expansion is expected
in these crops and their processing together with the growth of related areas in live-
stock development, as much scope remains for the rapid growth of poultry, pigs,
goats, dairying etc. Besides small-holder and small farm development, there is room
for large-scale investment in these areas including foreign investment. Major deve-
lopments are expected in sugar and sugar processing and the dairy sector which will
take into consideration the improvement and development of the small holder cul-

tivators as well.

10.06 The tree crop sector continues to offer great challenges to policy. This sector
accounts for 13 per cent of GDP, over 50 per cent of exports and provides a major
share of employment. Therefore, satisfactory developments in this sector are vital
to the overall health of the economy. While improvements in the public sector are
being instituted, it has to be noted that 33 per cent of tea production, 77 per cent
of rubber and almost 95 per cent of coconut production is in the private sector. The
importance of increasing management efficiency and productivity in the tree crop
sector cannot be over emphasised. The Government has therefore made certain
institutional changes in the plantation sector with a view to improving its efficiency.

10.07 In the manufacturing sector, Government has made considerable progress in
creating a climate favourable to investment. A fundamental tenet of this policy has
been that the manufacturing sector should become competitive by international
standards; tariff policy has been influenced by this consideration. At present, the
tariff structure is being reviewed and it is the intention of Goverament that the
policy of promoting international competitiveness, and thereby providing benefits
to the people, will be continued.

10.08 Other sectors in which the private sector has played an important role in
the past are in housing and the service sectors of tourism, trade and transport.
While these sectors will continué to grow, much is expected of the private sector in
the productive areas of the economy of manufacture and agriculture and in promcting
exports. Much also remains to be done in improving trade practices, and freight
benefits, increasing added value to output and exports through further processing,
packing, bagging, blending etc. and expanding markets.

10.09 The level of private sector participation in national investments had been
of the order of 50-55 per cent during the period 1970-76. This was due to the low
level of capital formation in the state sector during this period. In real terms there
was a decline in the levels of investment in both thestate and private sectors up to
1973 and a slow recovery up to 1976. In the period 1977-1979 although the share of
the private sector declined, there has been a steady and significant growth in real -
terms. The relative shares are shown in the table below.
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TAsLE 10.1
DOMESTIC CAPITAL FORMATION 1970-1980
(In Rs. Million at Current Prices)

1970 1972 1973 1974 1975 1976 1977 1978 1979 1980
: Provisiona |

1. Total 24 .. 2589 2638 2528 3735 4140 4896 5559 8554 13527 24466
2. Government Sector .. 608 830 654 1474 1503 1970 1855 2723 3744 7690
3. Public Corporations .. 514 363 489 384 466 493 772 2002 5274 7157
4, Private Sector .. 1467 1445 1385 1877 2171 2433 2632 3829 4509 9619
5. 4as Jofl .. g 57 55 55 S0 52 50 47 45 33 39

Source: Central Bank of Ceylon.

The lower share of the private sector during the period 1977-1979 is a reflection
of the massive infrastructure and construction programmes financed by the State.
The projected share of private investment for the medium-term period 1981-1985 is
shown in Table 10.2.

TasLe 10.2
INVESTMENT 1981-85 |
(In Rs. Billion at Current Prices)

-

1981 1982 1983 1984 1985 1981-85
1. Total 25.5 30.1 33.2 37.2 43.3 169.3
2. Private Sector 11109 11.6 14.1 18.5 24.6 79.7
3. Share of Private Sector .. 43 39 % 42 50 57 47

10.10 For the period 1981-85 the total investment is estimated to be Rs. 169
billion of which the private sector share will be nearly half. By 1985, it is expected
that the private sector would provide the lead in investments. Once stable foundations
are laid for sustained economic growth the burden on the public sector will decline
relative to the contribution of the private sector. In the short term, however, it has
not been possible to curtail the public sector share any further owing to the very
heavy demands on resources for large committed programmes and essential infra-
structure development in irrigation, power, telecommunications, highways and trans-
port, without which the private sector cannot expand and move forward.
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10.11 With a view to promoting private investment in specificareas, the Government
has established a number of institutions and agencies. These are the Greater Colombo
Economic Commission (GCEC) charged with the administration and promotion of
investment in the Investment Promotion Zones (IPZs), the Export Development
Council serviced by a Board to promote exports; the Foreign Investments Advisory
Committee (FIAC) in the Ministry of Finance and Planning for promotion and
approval of all foreign investments outside the Zones and Local- Investments Appro-
vals Committee (LIAC) in each of the Ministries of Industries and Scientific Affairs,
Fisheries and Textile Industries.

10.12 In addition to the general economic policies surrounding exchange rates,
imports, and payments liberalisation and the lifting of price and other administrative
controls,a number of specific incentives are applicable toinvestments within the GCEC
area. These include a tax holiday up to a maximum of 10 years, the period of tax
holiday depending on the employment potential, net foreign exchange earnings etc.
of the project; a further concessionary tax period following the tax holiday; duty
free imports of inputs and equipment: exemption from taxes on emoluments of
foreign personnel attached to the project and on all dividends paid to non-resident
share-holders. Resident shareholders are also exempt from taxes on dividends paid
out of exempt profits during the tax holiday or within one year thereafter.

10.13 Equally attractive incentives have been provided for industries outside the
GCEC area with or without foreign collaboration.

10.14 In recognition of the key role of exports in the economic development strategy
of the country, the Government has adopted a number of policies and measures to
create a favourable climate for the production and marketing of exports. However, in
a country which has-a long way to go in diversifyin g its production base for exports,
the improvement of the general climate for exports cannot, by itself, motivate the
business sector to invest in and venture into the export field, which is both risky and
unattractive from the point of view of return on investment in the initial development
stage, in comparison with selling in a protected home market. Therefore, an Export
Development Council of Ministers with an Export Development Board has been
established to design export policies and - programmes. It gives special export
incentives, on a selective basis, to productive sectors that are important for the
national export effort in order to help them in the initial development stage.

10.15 In addition, the Central Bank provides re-financing to the Commercial Banks,
the National Development Bank and the Development Finance Corporation of
Ceylon, to enable them to provide medium and long-term loan finance (3 to 15 years)
on concessionary terms to export projects approved by the Export Development
Board, to assist them to build up export production capacities. The loan finance,
which could go upto Rs. 30 million per project, is provided at 13 per cent interest
and carries a grace period of up to three years. A special incentive has also been
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introduced for the procurement of raw materials for the manufacture of jewellery
for export and for encouraging gem exporters to enter into the jewellery industry.
Exporters of both gems and jewellery are given import licences to the value of 15 per
cent of the f.0.b. price of their exports to enable them to import a number of items
that are on the restricted list of imports, viz. gold, silver, platinum, diamonds and
other precious stones, which are needed by the jewellery export indsutry.

10.16 Steps have been taken to ensure the supply of raw materials to the jewellery
export industry at internationally competitive prices. Machinery required for pilot
projects for demonstration purposes, or for the training of skilled workers, is pur-
chased and leased to the product associations which have been formed under the
aegis of the Export Development Board. Steps have been taken to alleviate discrimin-
atory freight rates that hinder the export of processed and manufactured products.
Financial assistance has also been given for launching selling missions, for
carrying out test marketing exercises and for participaton in specialised trade fairs.
Apart from these export incentives and incentives to foreign investors, a major pro-
gramme has also been launched for the development of viable small and
medium-scale domestic industries.
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PART II

SECTORAL PROGRAMMES AND PERFORMANCE

11.01 The sectoral programmes reflect largely the overall economic and social prio-
rities of the Government and are intended to achieve the objectives of rapid economic
growth with increased output and employment and assist in the progress towards
stability in the balance of payments, Special steps have also been taken to safeguard
the living standards of the poor and maintain and improve on the advances already
made in the fields of education, health and social welfare.

11.02 As a result of the Government's determination to match investment with proje-
cted resources, some rephasing of the sectoral programmes has become necessary. The
rolling programme framework has provided the mechanism to make these adjust-
ments. The 1981-1985 sectoral programmes have to take into account not only the
cost escalations of lead projects but also the fact that they are already in various
stages of implementation. In drawing up the revised sectoral programmes the emphasis
has fallen on the export sector, production oriented programmes and essential econo-
mic and social infrastructure which is necessary to expand the base for productive
activity. These infrastructure investments are seen as complementary to the efforts
of the private sector—examples are the investments in irrigation and land develop-
ment, power and telecommunications.

(A) THE LEAD PROJECTS

12. The Accelerated Mahaweli Development Programme

12.01 The Accelerated Mahaweli Development Programme consisted originally of the
construction of five reservoirs and the development of irrigation facilities in Systems
A, B, Cand D covering an extent of approximately 140,000 ha. The basic studies and
the preparation of plans, designs and estimates were all completed at the end of
1979 and during the early part of 1980. The Implementation Strategy Study carried
out by NEDECO was also completed in the latter half of 1979. One of the principal
recommendations of the NEDECO report is that the water resources of three reser-
voirs viz: Victoria, Kotmale and Maduru-Oya would be sufficient to irrigate the
areas available for development in systems A, B, C & D in addition to supplementing
the water supplies to existing developed lands in these areas. NEDECO also recoms-
mended alternative methods of transbasin diversion to utilise the balance water
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resources of the Mahaweli. The areas in which the balance waters of the Mahaweli
could be utilized and the method of transbasin diversion in such areas is the subject
of the study financed by a Technical Assistance Grant from the World Bank.Follow-
ing the recommendations of NEDECO, and because of financial and other resource
constraints in implementation, the programme has been restricted to the completion
of three reservoir headworks, namely, Maduru Oya, Victoria and Kotmale during
the period 1981-1985. These will add 410 MW of power to installed capacity. Con-
struction of the fourth reservoir (Randenigala) will begin in 1982 and the smaller
Rantambe Project in 1985. When these two projects are completed the installed
capacity of power will increase by another 175 MW. The programme also includes
the provision of irrigation facilities, and the agricultural development of approxi-
mately 50,000 ha. with commencement of further development work which will spill
over to the period after 1985. The total investment envisaged on the projects for the
pericd 1981-1985 is Rs. 28990 million representing 38 per cent of the total budgetary
public investment for the period.

12,02 The growth of power and energy demand over the past two years has been high
and is substantially above the various projections made by NEDECO and individual
consultants. With the high cost of thermal generation, the need to develop the hydro-
power potential of the Mahaweli Programme both in order to meet the growing de-
mand and to avoid the need to operate the gas turbines, cannot be over-emphasised.

12.03 The Victoria project which was estimated by the Consultants to cost £ 135 million
is being financed by a grant of £ 100 million by the Government of the U. K. All
contracts for civil works, including the reservoir, tunnel, and power station, as well
as for the electro-mechanical and hydro-mechanical equipment have been awarded.
The total value of the contracts awarded is Rs. 3,700 million. To meet the anticipated
deficit in the foreign exchange financing of the project, financing by the Export Credit
Guarantee Department of the U.K. in a sum of almost £ 20 million has been negot-
iated to meet the cost of the electro-mechanical equipment and part of the cost of
the hydro-mechanical equipment. The civil contractors have installed all construc-
tion equipment at the site. Progress has been satisfactory though slightly behind
schedule. The project is scheduled to be completed by mid-1985 and will have an
installed capacity of 210 MW of power and provide irrigation facilities to about
50,000 ha. of new lands in Systems ‘B’ & ‘C’ through the Right Bank Transbasin Canal
and the Ratkinda-Maduru Oya Link Tunnel.

12.04 The Maduru-Oya reservoir with a storage capacity of approximately 550 million
cubic meters is primarily an irrigation reservoir for the development of System ‘B’.
It derives its water resources mainly from the Minipe right bank transbasin canal
and the Rathkinda-Maduru Oya link tunnel and also from its own catchment. The
project is being financed by Canada with a loan of Canadian $ 76 million. The con-
sortium of Canadian contractors, to whom the contract for the construction of the
reservoir has been awarded in a sum of Rs. 1340 million, has installed all construction
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equipment and satisfactory progress has been made in the construction. The expected
date of completion is early 1983. About 8,000 ha. of new land immediately under the
tank could be brought under cultivation in 1983 from the direct waters of the Maduru
Oya reservoir.

12.05 Good progress has been made on the Kotmale Project by the contractors on the
- preliminary works and on the underground works for which contracts have been
awarded. Certain geological problems connected with the reservoir, including ‘un-
stable soil and rock masses in the reservoir periphery and cavernous limestone in
the reservoir bed and below the dam site caused the dam site to be shifted further
downstream. Considerable cost escalation and financing gaps led to a decision to
reduce the capacity of the reservoir substantially, with provision for later augmenta-
tion. Kotmale will have an underground power station with an installed capacity of
200 MW. With the reduction in the capacity of the reservoir in the first stage, only
two units of 70 MW each will be installed.

12.06 The final plans, designs and estimates for the Randenigala/Rantambe reservoirs
have been completed with technical assistance from the Federal Republic of Ger-
many. These projects are required by 1988 at the latest to meet anticipated power
demand. However, earlier completion by the end of 1986 will result in considerable
savings in foreign exchange which would otherwise be required for thermal generation,

12.07 The Minipe right bank transbasin canal, with a capacity of about 67 cubic
meters per second, will be the main conveyance canal for the waters from Mahaweli
to meet the requirements of System‘B’and System‘C’. The diversion barrage across the
Mahaweli-ganga at Minipe and the first three kilometers of the canal are - being con-
structed by a state organisation and satisfactory progress is being made. The contract
for the balance stretch of the canal, approximately 27 kilometers in length, has been
awarded after international bids, to an Italian construction firm and satisfactory
progress is being made. The regulating reservoirs of Ulhitiya and Rathkinda at
the end of the transbasin canal are being constructed by a state organisation and
a local firm respectively.

12.08 The feasibility studies for the downstream irrigation development under System
‘C’ were carried out under U.K. Technical Assistance by a consortium of U.K.
consultancy firms. Based on their recommendations, a detailed report was prepared
for Zone 2 covering approximately 4000 ha. and presented for EEC financing ina sum
of US § 22 million which has been approved. Work has already commenced on the
irrigation and road infrastructure as well as the required buildings. The necessary
field organisation has been set up and 1500 worker-settlers were brought in to this
area in 1980 and a further 2,500 worker-settlers will be brought in during
the course of this year. In regard to the development of the balance area in System
‘C’ comprising Zones 3 to 6 covering an irrigable area of approximately 19,000 ha.,
about 16,000 ha. will be developed for two season cultivation of rice; about 1,500 ha.
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will be developed for a rotation of rice and upland crops and another 1,500 ha.
under perennial irrigated crops. The project has been appraised by the World Bank
and requests for co-financing have been made to the Governments of Japan and
Kuwait. The estimated cost of development of Zones 3 to 6 inclusive of provision for
price escalation is Rs. 3,600 million.

12.09 The feasibility report for System ‘B’, prepared by a Canadian consultancy firm
was financed by the Government of Sri Lanka. The downstream development is being
partly financed by USAID, and a loan agreement for a sum of US $ 10 millon has
been signed. A contract has been signed with a US consultancy firm for the preparation
of detailed plans and designs of the main irrigation distributory system and the
agricultural development of a pilot area covering approximately 4,000 ha. Meanwhile,
construction work on the roads and buildings is being proceeded with.

12.10 From 1983 onwards, the Mahaweli Programme will bring a steady and
increasing stream of output annually. A major cause for concern however, is the
heavy and unprecedented escalation in the costs and consequent problems of
financing. Thus, thefgenerous financial support pledged earlier by numerous
governments and internatiohal agencies to cover the foreign costs of the programme
is now inadequate. It is estimated that on the four reservoirs alone, the shortfall
in foreign cost financing for the period 1981-1985 will be about US § 280 million.
Details of total cost, phasing of expenditures and financing are given in the tables
in Part III. The firm and continued support of the international community would
be necessary for the Government to bring this programme to fruition.

13. The Housing and Urban Development Programme(*)

(a) Housing

13.01 Public sector housing construction achieved good progress during the period
1978-1980. By the end of 1980, 20,841 housing units had been completed as follows:
5797 urban housing units under the direct construction scheme, €699 units under
the aided self-help (ASH) scheme including model villages and houses for the fisheries
sector, 5880 electoral houses and 465 units under slum and shanty upgrading. In
addition, another 39,556 housing units were in different stages of construction; 16,750
units under urban direct construction, 17,766 units under the aided self-help scheme
and 5040 under the electoral housing programme.

13.02 Several steps have been taken by Government to check therapid costescalaticn in
the housing and urban construction sector. The system of negotiated contractshas been
replaced with the normal system of competitive tendering for all construction projects,

1. For convenience of presentation the water supply programme handled by the
same Ministry is also discussed in this section although itis not part of the
lead projects.
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A new scheme for determining architectural and consultancy fees, based
on a sliding scale, has been evolved and agreed upon with the respective
professional bodies so as to provide incentives for lowering  construction
costs. An IDA assisted Construction Industry Project designed to increase the supply
of trained construction skills for the sector and to set up an equipment leasing com-
pany ;m' ling contractors to acquire equipment at reasonable cost, has com-
~In addition, the initiatives taken by the Building Materials Corporation and
the proposed Building Materials Advisory Centre at the Industrial Development
Board under the Small and Medium Industry Project, are expected to stimulate the
supply of building materials.

13.03 The entire housing programme has witnessed a marked shiftin emphasis towards
the aided self-help schemes. About half of the direct construction urban programmes,
where unit costs are high, has been postponed. In addition to this change of emph-
asis, the Government has launched a programme to upgrade slum and shanty dwell-
ings in the City of Colombo and other urban areas. During the year 1981, a total of
6255 slum and shanty units will be upgraded at a total cost of Rs. 32.5 million.

13.04 The total investmentin the housing programme during the period 1981-1985 is
estimated at Rs. 5116 million, from the government budget, and is directed towards
easing the housing Shorfage in a manner which would place a diminishing burden
upon the government budget over time. The most important step in this direction
is the movement towards self-}ﬁnancing in the case of middle and lower-middle income
housing schemes which are under construction or completed by the National Housing
Development Authority (NHDA). The NHDA has initiated a programme to sell
some housing units on an outright basis and the others on a down payment plus
instalment basis so as to recover costs and provide a reasonable rate of return. In
the case of low income housing, stzps have been taken to charge more realistic rentals.

13.05 Initiatives have also been taken by the NHDA to shift from direct construction
towards a system which could stimulate house building activity through private
developers. The NHDA will acquire land, develop such land and sell to private
developers on an undertaking that they would construct houses for sale. They are
required to construct houses on approved plans, make no profits on land already deve-
loped, but derive profits only from the construction and sale of houses. Several tax
incentives and concessions have been offered by the Government in this area of

activity.

13.06 In the ASH programme, emphasis has fallen upon cost reduction through greater
use of local building materials and development of designs more appropriate for
rural living conditions. Rather than the State providing the entirety of building mate-
rials as in the past, with the allottee providing only the labour, the materials supplied
by the State under the revised scheme will be confined to cement, bricks and tiles
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with the balance materials being obtained by the allottee from local sources through
a cash allowance made available to him. The cost per unit incurred by the State
could thus be reduced from the present level of Rs. 22,000 to Rs. 14,000 under the
revised scheme.

(b) Urban Development

13.07 The urban development programme, based on the Greater Colombo Master
Plan, envisages a number of programmes relating to land reclamation and
drainage, development of transport infrastructure, land clearance, resettlement,
physical planning in connection with the establishment of the investment promotion
zones and the shifting of the parliamentary and administrative capital to Kotte.

13.08 A large part of the programme is to be handled by the private sector—mainly
the Echelon Square development, Lotus Centre development and several new hotel
development projects in the city.

13.09 Budgetary provision for urban development in the Investment Programme is
limited to only the Kotte Parliamentary Complex which is scheduled for completion
by the end of 1981. The other public sector projects under this programme, namely
the two administrative blocks of 500,000 sq. ft. each at Kotte, St. John’s Fish
Market, the Pettah market complex and the Orugodawatte stores complex are to
be financed by the sale of debentures.

(¢) Water Supply

13.10 The task of providing safe drinking water and better sanitation has received in-
creased emphasis since 1977. The total investment proposed for tliis sector in the
period 1981-1985 is estimated at Rs. 3500 million and represents a three-fold increase
over that envisaged in the 1979-1983 programme. There wili also be room for admitt-
ing new projects in 1985.

13.11 The water supply and sanitationsector depends heavily on direct Government
involvement in the preparation and implementation as well as in the operation and
maintenance of projects. The Government has, therefore, taken a decision to charge
water rates for domestic and commercial connections, while giving a subsidy to the
lowest income groups who consume water through standpipes. This would enable
the Water Supply & Drainage Board to cover the operational and maintenance
costs of water supply schemes and to reduce the existing high rate of wastage. The
metering programme included in the first Water Supply Project for Colombo has
fallen behind schedule due to a number of reasons, mainly the delays in the supply
of meters. These difficulties have now been overcome and metering in two Urban
Council areas in the Colombo District, namely, Kotte and Kolonnawa, has already
been completed. The metering programme for the Colombo Municipality which
started in 1980 will be completed in two years. Two other Urban Councils, namely
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Matara and Kegalle, have already started installing metefs-w ile a number of other
local authorities have placed their orders for meters. Ohce the programme is com-
pleted, the water supply schemes will be able to cover fheir operational and mains ..
tenance costs. | ' '

v
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13,12 The Government is also considering the possibi ty of involving rural commu-

nities in the planning and implementation of sanitation and ' water supply projects

with a view to increasing the cost-effectiveness of sugh preagrammes. S,
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13.13 The main programmes thatare to be completed during THe*#98 1-1985 period are
given in Table 19 in Part II1. The World Bank aided South-West COast'“‘v‘V"‘a‘feM
Project Stage I is progressing on schedule. The work on the Greater Colombo Area =
Water Supply and Sewerage Project Stage Il commenced in March 198].
Under the scheme for the provision of rural water supplies, 207 ground water wells
were sunk successfully and pumps have been installed in 127 of these wells. Five
piped water supply schemes for the supply of water to small towns have been com-
pleted with the assistance of UNICEF in 1980, in addition to 15 other piped schemes
financed by the Government’s own resources. The programme of water supply
schemes under construction includes 31 major schemes, 11 minor schemes and 22
UNICEEF assisted rural schemes. In addition, design works on 42 schemes have been
completed and these are due to be implemented during the year 1981.

14. The Greater Colombo Economic Commission (GCEC)

14.01 The programmes of the GCEC were intended to bethe major plank in the Go-
vernment’s strategy of export-led industrial growth. It envisaged the establishment
of Investment Promotion Zones (IPZs) to attract foreign capital and technology for
export oriented ventures, to create more employment and output and to enhance
the country’s foreign exchange earnings. The incentives offered to these firms have
alrexdy been discussed in Part I Sectionl0. In addition to fiscal incentives, these
zones areprovided with a wide range of infrastructure facilities such as an air cargo
terminal, containerized shipping, modern telecommunication facilities, additional
housing, prepared factory sites, utility connections, access roads and other services,
Securiiy of investment is guaranteed by legislation.

14.02 The first IPZ has been successfully established in a complex covering about
300 acres adjucent to the Katunayake airport. A second IPZ at Biyagama located
on 400 acres near the Kelani River is to cater to heavy and water consuming indus-
tries, Work on this project has commenced this year.

14.03 By end December 1980, 137 industries with a totalinvestment of Rs. 4037 million
had been approved under the Katunayake complex. Of these, 57 firms had signed
agreements and twenty three had already commenced commercial production and
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exports, Gross exports from these’ firms increased from Rs. 152.1 million in 1979
to Rs. 505.3 million in 1980, while factory employment has risen from 5884 at theend
of 1979 to 10581 in December 1980,

(B) OTHER SECTORAL PROGRAMMES

15. Agriculture

15.01 Outside the Mahaweli Programmeinvestmentinagriculture makesup 22 percent
of total budgeted investments for the period 1981-1985. When the agricultural compon-
ents of the Mahaweli Project, the Decentralized Budget and the District Development
Projects are included the share of agriculture increases to 54 per cent. The main
investments in agriculture outside the Mahaweli are in plantations 4 per cent, field
and minor export crops 4.4 per cent, irrigation 9 per cent and fisheries and animal

husbandry 2 per cent.

(a) The Plantations

15.02 Budgeted investments in the plantations sector for the period 1981-1985 total Rs.
2,748 million and represent an 88 per cent increase over the investments envisaged
earlier in the 1980-1984 programme. In addition, considerable extra-budgetary invest-
ment from cess funds and the resources of the state corporations is expected.

15.03 Investment options in tea, rubber and coconut have been examined in depth and
investment priorities and strategies for the tree crops have now bzen identified. The
medium-term investment programme for the tree crop sector reflects these investment
priorities and strategies. Hence the investment programme would remain unchanged
for the next five years except that the level of investment would be increased depend-
ing on the availability of foreign aid and favourable changes in the world prices for

these commodities.

15.04 The main objective for the plantation sector for the next five years would be to
reverse the declining trend in production and increase output in the short term as
well as the long term and improve the quality of manufacture in order to maximise

the foreign exchange earnings from these crops.

15.05 Complementary to the above objective would be the objectives of;
— maintaining the present employment levels in the sector by maintaining
producer margins at remunerative levels;

— optimising land utilisation by diversifying uneconomic tea, rubber and coconut
land into other subsidiary crops and bringing new land under tea, rubber and
coconut in areas suited for these three crops; and

— improving the living standards of the estate labour by upgrading housing and
other facilities.
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15.06 Realization of the production potential in the tea, rubber and coconut
sectors would be influenced during the next few years, by the past neglect of
maintenance and investment, weather conditions, world prices, cost of production
and policy measures that would affect the producer margins in the future.,

15.07 Assuming that the effects of past neglect would be minimised by the field re-
habilitation measures envisaged and that world prices would stabilize at present
levels while weather would be normal, the production of tea is projected to increase
to 210 million kg. in 1985 and coconut production is projected to increase from 2026
million nuts in 1980 to 2465 million nuts in 1985. Rubber production would decline,
owing to replanting and is projected to be approximately 145 million kg. in 1985.

15.08 Exports of tea are projected to increase from 185 million kg. in 1980 to 194
million kg. in 1985. Rubber exports are projected to decline initially but recover to
a level of 134 million kg. at most by 1985. It is unlikely that coconut exports would
increase in quantity duringthe medium term as local consumption is expected to
increase with the increase in population.

15.09 The main strategy for increasing production in the tree crop sector is the
rehabilitation of existing plantations by higher levels of fertilizer application, soil
conservation and other cultural practices, accelerating replanting and infilling and by

encouraging new planting of tea, rubber and coconut in areas most suited for these
Crops.

15.10 As important as increasing output is the need to manufacture quality produ-
cts to remain competitive. On the processing side, it is proposed to upgrade the
existing capacity by providing new machinery and infrastructure and installing new
capacity where necessary and rationalising available capacity for greater efficiency.
The small-holders could contribute to quality by resorting to better cultural practices.

15.11 In upgrading the living standards of estate labour, emphasis would be on
supplying amenities like water, sanitation, ventilation, electricity, etc. The stra-
tegy is to renovate existing line rooms and build low cost housing units using local
materials.

15.12 A substantial role is expected to be played by the small-holder sector (holdings
less than 50 acres) which owns 35 per cent of the total tea acreage, 77 per cent of
rubber, and 95 per cent of coconut. In view of the large acreage in small-holdings
which are almost entirely privately owned, it is very important that investment in the
private sector be maintained at adequate levels in order to achieve overall production
and development targets. A substantial part of the increase in output and the
effort at rehabilitation is expected to come from the small-holder sector.

15.13 In order to encourage the small-holders to rehabilitate their lands, financial
incentives will continue to be offered for replanting, infilling, new planting and
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intercropping. These subsidies would be given in the form of outright grants
partly in kind. In the case of tea and rubber, these subsidy programmes will be
financed from industry cesses while the subsidy programmes for coconut development
would be financed by the government budget.

15.14 In addition tothedevelopment efforts through subsidy programmes, selected high
potential areas will be completely rehabilitated as integrated projects, with foreign
assistance. Resource constraints at present compel the Government to rely increasin-
gly on foreign aided projects of this nature to develop the plantation sector. The tree
crop areas falling within the on-going and proposed integrated rural development
projects will be also rehabilitated under the respective projects.

15.15 The public investment programme for the tree crop sector for the period 1981
to 1985 consists of the following development projects and programmes:-

— the Tea Rehabilitation Project 1, to rehabilitate 18,000 ha. and 42 factories and
provide 13,300 housing units in the Maskeli Oya region with IDA assistance;

— the Integrated Tea Development Project, to rehabilitate 7,380 ha. and 18 facto-
ries in the Badulla region, build 3 new factories for small-holders in Hiniduma
and provide 3,420 housing units with ADB assitance;

— the Tea Rehabilitation Project 11, to rehabilitate 27,129 ha.in Kotagla, Agra-
patana, Galle and Matara, modernize 125 factories and provide 5,900 housing
units with IDA assistance;

_ the Small-holder Rubber Rehabilitation Project, assisted by IDA to replant
18,000 ha. in Kalutara, Ratnapura and Kegalle districts and to rehabilitate 67
group processing centres and establish 50 new centres in the project area;

_ 2 Coconut Rehabilitation Project with ADB assistance, to replant 9,200 ha.
and underplant 3,000 ha. outside the coconut triangle and to provide fertilizer
credit, storage capacity and upgrading of processing facilities;

_ rehabilitation of cyclone affected areas. This project is to replant 11,200 ha.
and develop annual crops on 52,000 ha;

— a subsidy programme for coconut to rehabilitate annually 7,100 ha., replant
1,400 ha., new plant 1,700 ha. and to inter-crop annually 64 ha. with pepger,
30 ha. with cocoa and 90 ha. with coffee;

_ a subsidy programme for cashew to plant 200 ha. annually and;
_  expansion of the acreage under mulberry by 1500 ha. by 1985.
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15.16 In addition to the above programmes a substantial part of the develorment in
the tree crop sector will be financed from industry cesses and profits of the two cor-
porations and the private sector. These development programmes are:

— replanting 16,790 ha. of seedling tea with high yielding V.P. tea:
— planting 6,070 ha. of new tea land in suitable areas;

— infilling vacancies to increase bush density in 15,239 ha. of tea:

— modernising factories, providing labour cottages, health facilities and improved
transport on estates and diversifying uneconomic tea by the state sector at a
total cost of Rs. 1,848 million during the next five years; and

— replanting of 15,000 ha. of rubber in 1981 and thereafter, 17,000 ha. each
year.

15.17 Subsidies amounting to approximately 80 per cent of the cost are given in res-
pect of all these projects and for development programmes in the coconut sector.
The balance investment is expected to be generated in the private sector.

15.18 Although a comprehensive investment programme is available for the plantations
sector, a number of factors could impede the successful implementation of the pro-
gramme. Falling producer margins caused by adverse changes in world prices for these
commodities and rising costs of production would be a major constraint on rehabili-
tation. Past performance in respect of replanting and rehabilitation shows a strong
co-relation between rising prices and the rate of replanting and rehabilitation.
This would be particularly true of the small-holder producers.

15.19 Performance in the tree crop sector has been disappointing in the past three
years. In 1980, production fell below the 1979 levels in all three crops. The prices
of tea improved enabling export earnings to be maintained at about the 1979 levels,
while export earnings from the other two crops declined. The major part of the
investment in 1979 and 1980 was expected to come from the private sector and
from retained profits of the two state corporations. Monetary incentives in the form
of subsidies were offered to producers to encourage replanting and investment in
factories. Despite the incentives, the volume of investment fell short of the planned
levels by about 66 per cent. Therefore, action will be taken to carefully monitor
costs of production and prices on a continuing basis. Also institutional support to
the small-holders is being strengthened. Steps have already been taken to strengthen
the extension services in all three crops by increasingthe numbers of extension
officers, regionalising the organizational set-up and expanding nurseries, fertilizer

storage capacity and supply services,
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(b) Minor Export Crops

15.20 The export earnings from the minor export crops, comprising mainly spices
and beverage crops, showed a considerable increase over the last three years.
Foreign exchange earnings from these crops improved from a level of Rs. 462 million
during 1978 to Rs. 592 million during 1980, implying an increase of about 28 per
cent. Most of the minor crops are grown in small holdings as mixed gardens or
intercrops and,hence, no reliable data on acreage or production is available.
Nevertheless, judging by the volume of exports and the level of internal consumption.
indications are that production of these crops had increased slightly.

15.21 Although the market prospects for most of these crops (particularly, coffee,
cocoa, pepper, cardamom, cloves and essential oils) are quite favourable, supply is
constrained by the limited expansion in acreage, poor management standards and
the age of plantations. In recent years, the drought (during 1979-1980) has also
contributed to low production levels. This calls for a major effort at replanting /
new planting and achieving higher productivity.

15.99 The Government has taken a number of steps recently to impove producer
incentives. Export duty on all minor export crops other than cinnamon was removed
in 1978, while subsidies for new planting and replanting were significantly increased.
In the case of coffee and pepper, the subsidy was raised from Rs. 300 per acre to Rs.
2,750 and Rs. 2,500, respectively. In the case of cocoa, the subsidy was raised from
Rs. 900 to Rs. 2,750 and for cardamom to Rs. 1,500. A new subsidy scheme covering
cloves and nutmeg, at the rate of Rs. 1,000 per acre, was also introduced. As a result
of these measures, farmers’ interest in developing these crops hasincreased considerably
and the extent covered under the various subsidy schemes increased from 2,500 acres
in 1977 to 4,800 acres in 1980.To further promote development, the Government
introduced a special programme to spread these crops to small holdings and home
gardens towards the end of 1980. Under this programme, free planting material
and a cash subsidy is bzing provided to holdings of 1 /8 — 1 [2 acre in six districts.
The overall impact of these programmes, 1S expected to be felt in 3-5 years.

15.93 Outside the subsidy programmes, the National Agricultural Diversification and
Settlement Authority (NADSA) has a project to bring 20,000 acres of marginal tea
and rubber lands under minor export crops, livestock farming and forestry in the
Nilambe-Atabage and the Gurugoda-Kudu Oya catchments. The project started in
1978 with the assistance of IDA and is expected to be completed by 1981. So far,
more than 8,000 acres have been planted with minor export crops (mainly pepper,
cloves, coffee and cardamom) in pure stands as well as mixed gardens. In addition, a
national nursery for these crops has been set-up at Rajawella. Farmers are also
given training in the cultivation of minor export crops and provided support for
the development of home gardens,
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15.24 The Investment Programme for minor export crops places high priority on
the rehabilitation of old and neglected plantations,particularly under cocoa, cinnamon,
cardamom and citronella and the expansion of acreage under crops with a high export
potential, i.e. cardamom, coffee, pepper and cloves. Research, extension, supply of
planting material, processing facilities, credit facilities, and other services would be
further strengthened and improved to achieve the production and development
goals,

15.25 In additionto the IDA Project, being implemented by the NADSA ;and the natio-
nal subsidy programmes carried out by the Department of Minor Export Crops, a
substantial part of the programme consists of the minor export crops components
of the Integrated Rural Development Projects in three districts, namely, Kurunegala
(8,000 acres), Nuwara Eliya (1,500 acres) and Matale (7,900 acres), work on which has
already commenced. These programmes also make provision for 10 nurseries to
improve the availability of planting material for minor export crops. The progra-
mme for the development of minor export crops will be further expanded under the
IRD Projects for Badulla and Hambantota districts. In all, 15 nurseries and about
23,000 acres would be developed under the IRD programmes. The total acreage to
be developed under these crops by 1985, would be around 35,000 acres.

(c) Field Crops

15.26 The principal field crops are paddy, minor food crops (also referred to as
subsidiary food crops) and sugar cane.

15,27 Paddy is the most important field crop in the peasant sector. Rice is the staple food
of the people and nearly 8.2 per cent of the total land area of the Island (which is 65,609
sq. km.) was under paddy in 1980. This represents 18 per cent of the cultivable land
in the country. About 74 per cent of the paddy holdings are below one hectare in extent.
Increasing paddy production to the point of self-sufficiency would not only eliminate
foreign exchange expenditure on food imports but would also generate additional
incomes in the rural areas and absorb large numbers of the rural unemployed.

15.28 Tt is expected that Sri Lanka would achieve self-sufficiency in rice by the mid
1980s. Government has intensified the services provided by the Extension Division
of the Department of Agriculture, increased the supply of improved seed material,
subsidized fertilizer costs and streamlined the distribution network, helped increase
the availability of farm power for land preparation, restored or rehabilitated village
tanks and other minor irrigation works, strived to improve water management
practices in major irrigation schemes and increased the guaranteed price for a bushel
of paddy to Rs. 40/- in 1977, Rs. 50 /-in 1980, and Rs. 52.50in 1981. As a result of these
measures and the added impetus to production given by high open market prices,
the average yield per hectare went up from 108 bushels in 1976 to 138 bushels in 1980
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and total production reached an all time record level of 102.2 million bushels during
1980. This compares with a production of 85.4 million bushels in 1977.

15.29 Government’s response to the rising cost of production (originating from high
fuel costs, high wage rates and fertilizer prices) by raising the guaranteed price for
paddy from Rs. 40 /- to Rs. 52.50 per bushel, coupled with the pricing of imported
rice and flour on a cost plus basis, has served to improve producer margins and meet
farmers’ price expectations. The Government will continue to maintain price incentives
for paddy farmers through a continuous review of the guaranteed floor price and by
proper pricing of essential food imports. Investment in the paddy sector during the
1981 to 1985 period is designed to further broaden the production base and to in-
crease productivity. The irrigation development programme is expected to expand
the acreage under paddy significantly and also to raise cropping intensity over the
next 5 years. The major elements of this programme are the development of the
Mahaweli Ganga Diversion, 7 other Major Irrigation Schemes, the rehabilitation of
village tanks and other irrigation facilities under the Integrated Rural Development
Programme and the Decentralised Budget and the IDA financed Village Tanks Re-
habilitation Project. In addition to these, a number of special water management
projects have been incorporated in the Investment Programme. These projects would
also give emphasis to the adoption of proper cultivation calendars, the strengthening
of agricultural services and the improvement of institutional and research support

for agriculture.

15.30 It is expected that the support extended by the Government to paddy produc-
tion through the provision of credit facilities, agricultural insurance, high yielding
seed, extension services, research and training and the promotion of fertilizer use,
would help to maintain the upward trend in production.

Subsidiary Food Crops
15.31 The subsidiary food crops include coarse grains (maize, sorghum and finger
millet), pulses (green gram, black gram and cowpea) and tubers (mainly, manioc

and sweet potato).

15.32 The area under these crops, which had shown a continued decline in recent
years, registered a marked increase in 1980. Except for Bombay onions, manioc and
sorghum all other minor food crops showed increased acreage and output. Also
fertilizer usage increased during the year. These welcome changes may be attributed
to the endeavours of the Government to arrest the past trends by:

(a) The upward revision of the retail price of wheat flour to bring it in line with
the imported cost, the increase being from Rs. 1.32 to Rs. 5.30 per kilo;

(b) The introduction of guaranteed floor prices for 12 products (maize, sorghum,
soya bean, black gram, green gram, sesame, ground nut, tumeric, chillies,
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red onions, Bombay onions and cow pea) and by reviewing them from time
" to time on the basis of the cost of production and market conditions;

(¢) Providing marketing support through Paddy Marketing Board’s purchasing
operations during the harvest season;

(d) Reviewing import and pricing policies in respect of chillies,oﬁions, potatoes
and pulses;

(¢) Regularising encroachments on chena lands with a view to promoting settled
agriculturc; and

(f) Strengthening research, extension and seed production programmes for these
Crops.

15.33 In addition, a district level Dry Zone Agricultural Project has been launched
at Anuradhapura. It has emphasised the production of subsidiary food crops, chiefly
coarse grains and pulses. The project is expected to establish settled agriculture on
50,000 acres of highland. Special attention will be paid under this project to improv-
ing cropping systems and also for improving the marketing system.

Sugar Cane

15.34 Sugar cane is cultivated on a plantation scale to feed the sugar mills at
Hingurana and Kantalai and is also grown by peasants in small holdings for the
production of jaggery and syrup.

15.35 Sugar production at Hingurana and Kantalai Factories in 1980 was 26,300
tonnes. This was 43 per cent above the 1979 production level of 18,600 tonnes but
was still 35 per cent below capacity. Much scope still remains for increasing
output through higher yields per acre and better extraction rates through improved
management practices. |

1536 In order to increase the domestic supply, the Government is encouraging small
producers while promoting private and foreign investment by offering appropriate
incentives for establishing plantations in the intermediate zone in the Moneragala
District. The response from foreign investors has been encouraging. The Investment
Programme also provides for a new sugar factory at Sevenagala with a capacity of
26,000 tons and it will befinanced with the assistance of the Asian Development Bank.

15.37 As production in the field crops sub-sector is undertaken mainly by the unorga-
nised private sector of mostly small farmers, public investments in the sector will be
focussed on assistance tothese private farms through research, extension and training,
seed propagation, fertilizer storage and supplies, credit and insurance.
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Research

15.38 Agricultural research in Sri Lanka,has historically been devoted almost exclusi-
vely to paddy. This has changed gradually over the last 15 years. Under the on-
going IDA financed Adaptive Research Project, 8 Regional Research Centres have
been set up, and, with the decentralisation of research activity, their scope will be
enlarged to include subsidiary food crops, vegetables and fruits. Research
programmes will cover farm practices, pest and disease control, develop-
ment of high yielding varicties of rice and other crops with drought, pest and disease
resistant qualities. Water management, zero tillage and weed control as well as crop
systems suitable for the various agro-ecological zones will be the other fields of
research. The Training and Visits System of extension, in operation under this
programme will be strengthened by the establishmentofresearch substations in each
district.

Extension and Training

15.39 Islandwide operations under the IDA Project commenced in January 1980. In
all, 25 Assistant Directors, one for each district plus another for the Mahaweli ‘H’
area (with other supporting staff) have been appointed to administer the Unified Ex-
tension Service. A satisfactory ratio of extension workers to farm families (1:750)
has been established and contact farmers have been selected in most areas. Initially,
the extension service will cover rice and other field crops but will be extended in
due course to coconut and minor export crops as well. The number of agricultural
training centres has been increased to five and the existing facilities are being
strengthened to meet the trzining requirements of the extension staff.

Seed and Planting Materials

15.40 The seed production programme consists mainly of three major on-going pro-
jects. They are the Seed Certification Project, Seed Potato Production Project and the
Project for Improving Seed Potato. Eight seed processing units have been established
under the Seed Certification Project. In addition, a second seed testing laboratory at
Mahailluppalama has also been set up. The Seed Potato Production Project is pro-
gressing satisfactorily. The quantity of certified seed potato issued to farmers increased
from 167,000 cwt. in 1977 to 185,000 cwt. in 1979. In addition, there has also been
a lateral spread of seed potato of high quality through selected farmers. A major
effort is also being made to produce and distribute vegetable seed and to make
avallable seedlings and other planting materials under the home garden programme.

Fertlhzer Storage and Distribution

15.41 The regional warehouse complex at Mahailluppalama has already been com-
missioned while the one at Weligama will be completed by the end of 1981. Two
more complexes are planned for Polonnaruwa and Anuradhapura. These regional
warehouses are equipped with storage, mixing and transport facilities. In addition,
the Government extends credit facilities to retailers and provides a grant of 30 per

cent for construction of small fertilizer stores for retail issues, using West German
counterpart funds. .
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Credit and Insurance

15.42 Credit support is provided to farmers through re-financin g schemes. These cul-
tivation loans are available for field crops including paddy. The volume of loans
disbursed has, however, décreased in recent years due to a large number of borrowers
defaulting and due to the withdrawal of the 75 per cent Central Bank guarantee to
commercial banks. With the rise in the cost of cultivation the financing requirements
of the sector will increase. This makes the 1mplementat10n of a relatively more
liberal credit scheme necessary. |

15.43 A new insurance scheme for paddy cultivation was introduced in 1980. This
scheme excludes permanent risk areas and has a premium structure based on the risk
factor. The procedure for the collection of premia, the verification of claims and
the payment of indemnities has now been streamlined. The revised scheme is ex-
pected to eliminate the losses in the operation of the agricultural insurance schemes.

(d) Irrigation and Water Management

15.44 The irrigation sub sector has to be viewed in close relation to the field crops
discussed in the previous section. It is the vital infrastructure required for improving
and extending peasant agriculture in the Dry Zone. Therefore, Government places
major emphasis on this sub sector. In fact, the development of irrigation (or water
resources) for use in agriculture has traditionally dominated public sector investment.

15.45 Besides the Mahaweli Diversion Project which has been discussed elsewhere,
the current investment programme provides for works started prior to 1981
and for new projects begun in 1981 with foreign assistance. The programme
provides immediate benefits through direct employment on construction work and
in the longer term, through additional agricultural production and employment in
related services.

15.46 In addition to the building of new irrigation infrastructure, Government also’
places emphasis on the improved management of water in existing irrigation projects.
It has been long observed that there is considerable wastage of water under existing
agricultural practices. Improved water management holds- potential for early- gains
in employment, income and production with very little investment. The main objec-
tive of water management is therefore, to make optimum use of rainfall and.
irrigation water and to reduce water losses with a view to raising cropping 1nten31ty

and crop yields.

15.47 Total investment for the period 1981-1985 in the irrigation sub sector outside
the Mahaweli Programme is estimated at Rs. 3,566 million.It is expected that this pro-.
gramme will bring 50,000 acres of new land under irrigation by 1985 and improve
irrigation facilities to another 200,000 acres of existing irrigated lands. This does not
include the contribution made by small schemes for ground water irrigation and

64



other minor and village tank schemes included under the decentralised (District)
budget and the integrated district development projects which have a large irrigation
component. These additional investments in irrigation could be estimated at around
Rs. 1,400 million for the period 1981-1985 benefitting about 115,000 acres.

15.48 Some of the main projects under the sub-sector are:

(1) Kirindi Oya Irrigation and Settlement Project

This project is expected to benefit 20,000 acres of new land and over 11,000 acres
of land now under cultivation in the Hambanto'a district. = About 6,000
farm families will be settled on the land which would be brought under irrigation.
Although work on this project commenced in 1978 progress has been slow. Organ-
izational changes have been brought about in order to expedite implementation of
this project. Foreign consultants were engaged in 1980 to provide management
services. The project is now expected to be completed in 1985.1t had to be re-phased
due to financial constraints and the increase in costs, which was partly caused by the
additional work now found necessary. The current estimate of cost is Rs. 1,300
million. The Project is being financed by the ADB, IFAD and KFW; the amount
committed to the project by them so far is Rs. 619 million. Further financing of the
cost over-runs is being negotiated.

(2) Inginimitiya Project

This project, situated in the Puttalam District, is designed to provide irrigation
facilities to 1,640 acres of land presently under cultivation and to 4,440 acres of
new land on which 1,800 farm families will be settled. The project
was started in 1979 but was slow to get off the ground. In 1980 OEEF (Japan)
agreed to finance the entire foreign cost (Rs. 143 million). It is expected that
the project will be completed by 1985 at a cost of Rs. 309 million.

(3) Mahadivulwewa Project

This project,which will be completed this year,will provide irrigation facilities to
800 acres of new land and accommodate 320 farm families. The project situated in
the Trincomalee District is financed by a grant of US $ 2 million from the EEC.

(4) Muthukandiya Reservoir Project

This project which provides irrigation for 2,000 acres in the Moneragala District
is expected to be completed this year. Work on the project was expedited by the use
of machinery made available by the Australian Government.

(5) Gin Ganga Flood Protection Scheme

This project involves the construction of 17 miles of levees to act as flood protec-
tion bunds. The balance work on this project is estimated to cost Rs. 107 million.
The project is fully financed by the Peoples Republic of China and is expected to
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be completed by 1982. An extent of about 13,000 acres will be benefitted by this
project. Cultivation within the protected areas has already started.

(6) Minor Tanks Rehabilitation Project

This project which is to be financed by IDA envisages the rehabilitation of 1,200
village tanks and anicuts to benefit 80,000 acres ata cost of Rs. 800 million.
Work on this project began in 1980. During the period 1981-1985 expenditure
will be Rs. 770 million.

15.49 The main projects in water management are:-

(a) Five Tanks Modernization Project

This project is jointly funded by the UK /[ODA (Rs. 143 million) and by the IDA
(Rs. 90 million).

The project is in the final phase of implementation. The last of the five tanks will
be taken up this year and will be completed in 1982. The project has already bene-
fitted about 9,000 acres and when completed it will add substantially to the producti-
vity of 32,000 acres of land already under cultivation.

(8) Gal Oya 1eft Bank Water Management Project

This project is assisted by US AID and is expected to increase cropping intensity
in about 60,000 acres. It attempts to institutionalise water management and to enlist
the direct participation of farmers. Progress on construction of civil works was slow
to begin with but it is expected to gather momentum this year. The entire project is
expected to cost Rs. 302 million of which the US assistance would amount to Rs. 153
million.

15.50 Special emphasis will be laid on water management in the minor irrigation
works which are to be rehabilitated or restored under the Minor Irrigation Rehabi-
litation Project and under the ADB assisted Anuradhapura Dry Zone Agricultural
Project already discussed in the section on field crops.

15.51 A project to rehabilitate major tanks which are operating below designed
capacity is now being studied. It will be modelled on the lines of the Five Tanks
Modernization Project and will have features drawn from the Gal Oya Left Bank
Water Management Project.

15.52 Institutional and organizational changes brought about to enforce effective
water management are already under way. Water Management Committees have been
set up for a number of major irrigation schemes. These committees are assisted by
officials of the Irrigation and the Agrarian Services Departments in the course of
their day to day work. The Agrarian Research and Training Institute is studying the

66



effectiveness of watér management practices and the functionnig of these committees.
Studies in water management are also being made for the Lower Uva Project with
Canadian assistance. It is expected that, when completed, these studies will provide
guidelines for further measures to €nsure better management of water resources in

‘the field.

(e) Forestry _

15.53 The Island’s fast diminishing forest cover, from 45 per cent of the land area in
1956 to about 22 per cent today, has been receiving increasing attention because of
its implications for the environment and the demand for fuel-wood and other wood
products. After 1977 the annual programme of reforestation has been intensified
and expanded from around 16,000 acres a year to about 35,000 acres in 1979.

15.54 The priorities for the forest sector are:

(@) Reforestation of all steep, erodible, eroded and denuded lands specially in the
montane catchments of major rivers in order to conserve the water and soil
resources of the country. This is vital for the success of all river basin deve-
lopment schemes including the Mahaweli Development Programme.

() The planting of fast growing firewood species, particularly in the abandoned
chenas of the Dry Zone with a view to improving the supply of fuel-wood for
household use.

(¢) Stepping up the development of forest plantations to meet industrial and other
requirements. ' |
1995 Current'on-going' projects for reafforestation under the Forest Depart-
ment are:-

(a) The co-operative reafforestation programme which envisages planting about
16,000 acres annually. The performance in 1980 exceeded the set target by
' 1,500 acres. However,the programme will be reduced in 1981 due to financial
constraints. The shortfall will be covered by reafforestation undertaken under

the Integrated Rural Development Projects.

 (b) The afforestation of derelict tea and rubber lands which é.chieved its targét
of 1,500 acres in 1980. | -

(c) The Land and Water Conservation in the Upper Mahaweli and the fuel-wood
- ‘plantation in the Mahaweli settlement area. This project which has a forestry
extension component was started in 1980, with assistance from USAID. The

total cost is estimated at Rs. 260.8 million of which Rs. 70 million is available

- as aid. The project aims at reafforestation of 15,000 acres of denuded or de-

graded land in the upper catchment of the Mahaweli and the planting of fuel
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-wood trees in 35,000 acres of the settlement area. The performance in 1980
has been satisfactory. The target of 6,750 acres has been achieved. Because of

its importance for the Mahaweli Programme, the pro_lect has not been scaled
down in 1981.

(d) The forestry components of projects in other sectors. which contributed about
6,000 acres to the area planted in 1980. They are:
(i) The NADSA project aided by IDA—3,200 acres.
(ii) The Hambantota Integrated Rural - Development project aided by
NORAD—980 acres.

(iii) The Matara Integrated Rural Devclopment Project assisted by SIDA—
810 acres, and

(iv) The Nuwara Eliya Integrated Rural Development Project with as31stance
from the Government of the Netherlands—1,000 acres.

15.56 The target for 1981 is set at 10,555 acres under the above four projects and
additional extents are also to be taken up for reforestation under the integrated

rural development projects for Puttalam and Matale Districts whlch are expected to
start in 1981.

15.57 A number of forestry studies are also bsing undertaken by way of land use sut-
veys,aerial surveys, forest inventory and agriculture base mapping. The on-going
agriculture base mapping is a project costing Rs. 80.6 million of which Rs. 71.5
million is made available as aid from USAID. The Forest Inventory project is a
UNDP assisted project which costs Rs. 13.4 million of which Rs. 8.8 million is
UNDP assistance. This project will start in 1981. Latersol I, aided by UK /ODA
is another resource survey project costing Rs. 43.8 million of which Rs. 38 million
is UK aid. The total investment in forestry during the period 1981-1985 is
expected to be Rs. 440 million.

15.58 Three new projects that have not been inciuded in the Investment Pro-
gramme because of financial constraints and because their formulation and
appraisal have still not been completed, are:

(@) Community forestry project

About 6,000 acres of fuel-wood will be planted under this project. This project
is now being formulated with technical assistance from ADB for financing by
the Bank.It is expected that this project will actasa catalyst in the promotion
of community forestry in rural areas.

(b) Reforestation in the Dry Zone

The Project envisages the reafforestation of abandoned chena Iands and other
lands in the dry zone. World Bank assistance is expected for this project.
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(¢) Water shed management in the catchment of Major Tanks
These projects are likely to be appraised and ready for implementation in the
years 1982 and 1983.

() Livestock

15.59 The main objectives in the livestock sub-sector are,to improve milk collection
and processing facilities, the development of feed and fodder resources which
has been a major factor constraining livestock output,the tipgrading and expansion of
livestock resources,the maintenance of animal health and the provision of supporting

services for livestock development.

15.60 In pursuit of these goals,the National Milk Board increased the number of milk
collecting centres from 58 in 1978 to 6 in 1979 and 74 in 19€0. The purchase price
of milk was kept under constant review and revised upward to match the high cost
of animal feed. In November, 1980, the price of milk was raised from Rs. 1.93 per
litre to Rs. 2.28 per litre.This was futher revised to Rs. 2.45 per litre in March,1981.
Farmers are being encouraged to form dairy producers associations for actively
engaging themselves in dairy development activities in an organised manner. So far,
113 such associations have been formed at Rikiligaskada, Nawalapitiya, Kuliyapitiya,
Matale and Gampaha districts with a total membership of 6,000 dairy producers.
Veterinary and artificial insemination services,cattle feed and drugs are being supplied
to them. As a result of these measures, milk collection rose to about 62 million litres
in 1980, compared with 49 million littes in 1978, despitea precarious balance
between the producer price of milk and the high cost of animal feed.

15.61 Measures were also taken to improve milk processing and marketing. The
condensed milk factory at Polonnaruwa came under a new management with the
signing of a joint-venture agreement between Nestle's of Switzerland and the Milk
Board. The new capital involved is Rs. 30 million with government equity being 40
per cent. In addition, a spray dried full cream milk powder and packing plant and
an infant feed and cereal manufacturing plant is to be set up at a total cost of Rs.
340 million. These projects will have a supporting dairy development component
costing Rs. 6 m [annum in the districts of Kurunegala, Puttalam and Anuradhapura

to supply milk to the plants.

15.62 Two sachet-packing machines and 20 bulk-vending machines were installed to
increase the production and sale of pasteurised milk. The transport fleet was also
strengthened by the import of 16 milk tankers and packeting machines for full
cream milk powder was installed at Ambewela factory.

15.63 Since development of the livestock sector is heavily dependent on the availa-

bility of animal feed, the emphasis in the programme has been on increasing the
output of concentrate feed. The Ceylon Oils and Fats Corporation produces about
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_7.0 per cent of the concentrate feed requirements of the country. The total produc-
tion of the corporation has increased from 41,817 metric tons in 1978 to 62,890

metric tons in 1979 and 81,185 metric tons in 1980. The production target for 1981
1s 90,000 metric tons. -

15.64 In November 1978, an overall reduction of Rs. 400 per metric ton in the price
of animal feed was made by the Ceylon Qils and Fats Corporation in order to
improve producer incentives for the development of the livestock sector. To off-set
the losses, the Government decided to make available to the corporation, damaged
food items and by-products from government departments and state industries
at cheap rates. Other raw materials both imported and local, however, were not
subsidised. Since the above price revision, the price of raw materials and other costs
such as the cost of wages, power, transport, packing materials and interest charges
have increased.

15.65 In order to expand production capacity, the Oils and Fats Corporation is
installing a 50 ton per day Solvent Extraction Plant which is expected to go into
operation by June, 1981. It is also planned to augment provender production by
installing a new plant with a 20-ton per hour capacity under the Netherlands assistance
programme. This would help to modernise the existing facilities and to meet the
immediate increase in demand for animal feed.

15.66 The re-formulation of the IDA [Sri Lanka Dairy Development Project was
agreed upon by the Government of Sri Lanka and the World Bank. This re-formula-
tion is still in progress and the replacement of the sterilised milk factory at Paliekelle
is proposed to be financed under the reformulated project.

15.67 The Department of Animal Production and Health is now more directly in-
volved in livestock development activities. A School of Animal Husbandry has been
established at Welisara to provide diploma level training in animal husbandry for
middle level technicians. The veterinary and extension services are also being streng-
thened. A Sri Lanka-Swiss Livestock Project to be administered by the department
has been started recently to develop dairy farming in the Eastern Region. A foot and
mouth disease vaccine production unit was established in 1979 with assistance

from the United Kingdom.

15.68 In order to tackle the problems of animal feed and fodder development and
remove bottlenecks in the development of the livestock sub-sector, an investment
programme costing Rs. 547 million has been drawn up for the period 1981-85. The
main emphasis of the programme will be on the development of concentrate feed
which comprises 16.4 per cent of the total expenditure. Emphasis is also given inthe
programme to the development of other feed resources such as pasture and fodder,
strengthening of livestock farms, improvement of veterinary services and extension
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and marketing support. The Government also® agreed to establish a joint
venture Agricultural and Livestock Company with Libya to increase poultry
production in Sri Lanka. The principal outputs of the project will be 2,750 tons
of poultry meat and 35 million eggs per year.

(g) Fisheries

15.69 The performance in the Fisheries Sector has shown considerable improvement
in recent years as a result of the high priority attached by the Government to the
development of this sector. Fish production in 1980 increased to about 183,000 mstric
tons,compared wi.h 168,400 metric tons in 1979 and 138,800 metric tons in 1977.
This significant increase in production (over 30 per cent in 3 years) is the result
of substantial investment in the fishing fleet under the mechanization programme
and improved supplies of fishing gear, engine spares, ice and other inputs. In the
public sector, substantial investments were made in ice plants, fish-net factories,
boats, harbour construction,fish processing, marketing and training. The overall
size of the public sector investment increased from Rs. 36 million in 1977 to Rs. 115
million in 1979 and Rs. 236 million in 1980. The total public investment envisaged
for the period 1981-1985 is estimated at Rs. 850 million.

15.70 Major emphasis was given to the involvement of the private sector in setting
up ice plants, boat yards, fishing gear factories and other supportive services. During
1980, 32 projects including 12 ice plants, 13 boat yards and 2 fish-net factories with
a total cost of Rs. 31 million, were approved by the Local Investment Approval Com-
mittee of the Ministry of Fisheries. In addition, the FIAC approved investment
projects valued at Rs. 17 million. A number of seminars were also held to promote
private investment in the fisheries sector. Rs. 53.5 million were given out as subsi-
dies under the mechanization and cyclone rehabilitation schemes in 1980 as com-
pared with Rs. 38.8 million in 1979. The increase was due to the larger number of
boats and engines issued in 1980—537 (28-32 ft. boats), 341 (15 ft.-17 ft.). Fibre
Reinforced Plastic (FRP) boats and 62 inboard engines. In addition, 303 fishing
boats were issued under the Cyclone Relief Scheme involving a subsidy of Rs. 1.6
million. The Government plans to continue with subsidy support (35-50 per cent on
engines, boats and fishing gear) to fishermen for promoting mechanization of boats
and development of the fisheries resources in the country. A new subsidy of 75
per cent on the cost of sails for the mechanized boats has also been introduced in
1980 to encourage the saving of fuel in fishing operations. In addition, credit
facilities are being made available to private investors.

15.71 The investment programme of the Ministry of Fisheries has been formulated
‘within a Master Plan covering the period 1979-83. The Plan endeavours to achieve
the maximum sustainable level of production estimated at 250,000 metric tons with
the implementation of three major fishery development projects identified in the Plan,
It is proposed to introduce new craft and gear and replace unserviceable craft and
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gear as well as provide shore facilities such as anchorages, habours, ice plants, chiil
rooms and transport equipment. Subsidies and credit support to the fishermen are
also provided under these projects.

15.72 The North West Coast Fisheries Development Project provides for the introduc-
tion of eighty 34 fi. drift netters, ten 34 ft. trawlers, two 50 ft. combination vessels,
and shore facilities. This project is on-going and is expected to be completed by
1984, with assistance from the United Arab Emirates (US $ 4.6 million). It is
estimated that annual fish production will increase by about 10,000 metric tons on
completion of the project.

15.73 The second major project is the East Coast Fisheries Project, which is financed
by the Government of the Netherlands. Under the project 30 (32 ft.) FRP boats for
drift netting, 90 (17 ft.) FRP boats for fill netting and shore facilities, including ice
plants, chill rooms, workshops and slip-ways will be provided.The Netherlands assis-
tance is DF 5.1 million. The project is expected to be completed by 1982. Fish produc-
tion is expected to increase by about 2,000 metric tons by 1983 under this project.

15.74 The third project, namely, the West Coast Integrated Fisheries Project, has been
prepared for ADB assistance. This project provides for craft and gear and shore

facilities. It is expected to finalise assistance from ADB for this project before the
end of the year.

15.75 Apart from these projects, the integrated rural development project for the
Puttalam District provides for the development of the fisheries sector. This project,
funded by the IDA, envisages the construction of three jetties at Chilaw and Kalpitiya
and a Fisheries Service Centre, provision of transport equipment, improvement of
access roads and electrification of important fishing centres and provision of beacon
lights at 12 sites. The project aims at strengthening ground support for the fisheries
sector and improving the living conditions of the fishermen.

15.76 The development of inland fisheries is also to receive attention in view of the
large number of irrigation reservoirs available in the country and the low capital cost
in volved in the exploitation of these resources.In order to make fresh water fish more
acceptable to the general public, the Institute of Fish Technology has started a
research project with UNDP assistance. The main emphasis would be on fish process-
ing and product development. In addition, UNDP assistance is available for training
and demonstration and production of fingerlings to stock a large number of irrigation
reservoirs. The production in this sector has in creased from 17,430 metric tons in
1979 to 20,327 metric tons in 1980. This has been achieved by stepping up finger-
lings /fry supply and by the provision of production subsidies.
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15.77 The near depletion of resources in the coastal fisheries and limited development
possibilities in inland fisheries over the long run, have focussed the attention of the
Government to the exploitation of the deep sea resources. The Government in 1979
declared a 200 mile Exclusive Economic Zone. But exploitation has been delayed
due to lack of local know-how and vessels. Japan has responded to the need and
provided a training vessel in 1980. However, the development of deep sea
fisheries will take a long time. Therefore the development is now open to foreign

investment.

15.78 The Ceylon Fisheries Corporation which was established to handle marketing
of craft, gear and produce was reorganised in 1980 on a commercial basis. The
Ceylon Fishery Harbours Corporation which provides anchorages, harbours and
other shore facilities has been directed to re-order its priorities and de-emphasise high
cost construction works involving long gestation periods. The present trend of
introducing beachable craft has reduced the harbour development work of the Cor-
poration. It will now concentrate only on locations where beaching is not possible.

15.79 A mew state instituticn is proposed to be set up during 1981, namely, the
National Aquatic Resources Agency. which will take over the functions of research
and development from the Central Fisheries Research Institute, theInstitute of Fish
Technology and the Fishing Technology Unit. This Agency will co-ordinate research
and development of aquatic resources of the country.

15.80 The exports of fish and fish products fell from 3264 metric tons in 1979 to 2307
metric tons in 1980. This short-fall is mainly in the export of prawns. The proposed
ban on the export of endangered species as well as rising consumption within the
country are thought to be responsible for this trend. The import of dry fish
increased during 1980 to 11,655 tonnes from 6770 tonnes in 1979, while there
was a slight drop in the import of canned fish from 11,890 tonnes in 1979 to
10,710 tonnes in 1980. Domestic production supplemented by imports, helped to
improve the per capita availability of fish and keep the market prices under
check.

16. Industries

16.01 The changes in industrial and economic policy introduced in 1977 were, inter
alia, aimed at restoring efficiency to the manufacturing sector and expanding the
base of the sector through new investments. The central objective of this policy was
that the manufacutirng sector should become export-oriented and therefore, com-
petitive by international standards. In keeping withthis policy, industrial corporations
in the public sector have been required to obtain the finance required for their new
investments from commercial banks. This would also enfcrce a sense of financial
discipline on these corporations and make them less dependent on the government
budget. Thus,the Investment Programme 1981-1985 does not make any major
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allocations for new investments by public sector industries. Total investment through
the government budget is estimated at Rs. 353 million,mainly in 1981 and 1982 to
finance the on-going programmes in the textile sector and the final payments for the
Urea factory. The other allocations to industrial institutions in the Public Investment
Programme are for non-profit making research, extension and promotional organis-
ations and geological and other surveys.

16.02 In addition to budgeted expenditures, it is expected that considerable extra
budgetary investment will be made by individual corporations from their own profits
and commercial bank borrowings. The most likely investments of this nature are
the Ceylon Cement Corporation’s conversion to coal firing and the Kankesanturai
Cement (expension) Stage ITI. Other investments under consideration are by the
Paranthan Chemicals Corporation for a caustic soda plant, by the National Paper
Corporation for a pulpingplant and by the Ceylon Ceramics Corporation for a
table-ware project and a sanitary-ware project. Other important activities in the
public sector industrial field are the geological and resource surveys now under
way, of the Appatite, Copper-Magnetite and Illmenite deposits and the exploration
for oil in the north.

16.03 The policy of the Government to make the manufacturing sector competitive
by international standards and force public corporations to be more commercially
oriented seems to have paid dividends. In the public sector,many corporations have
improved their management practices and output and have moved to more realistic
pricing in competition with the private scctor and imports. Several corporations have
also entered into joint ventures with foreign investors for new technology and exports.
Thus, the Ceylon Tyre Corporation, the Leather Products Corporation and the
Ceylon Petroleum Corporation have entered into joint ventures with foreign firms
for export.

16.04 In the textile sector, Government introduced several policy measures torevitalise
the industry. The large textile mills previously owned and managed as a single entity
by the National Textile Corporation were split into independent operating units
under private sector management. Ownership of the medium scale power-loom
centres run by the Department of Textile Industries was transferred to the
private sector. Although initially output droppedin both these areas with the change
over, efficiency and output have subsequently increased considerably. In the case cf
the medium scale power-loom centres and thesmaller hand-loom sector Government
will provide some technical assistance and services by way of training and research
with the establishment of the new Textile Training and Research Institute.

16.05 By and large, in industry, it is the private sector that is expected to play the
major role both in export industries and in meeting the domestic demand for wage
goods and commodities arising from the accelerated development programme. In this
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regard the response of the private sector to the various policy measures introduced
by the Government has been encouraging. Private sector industry grew at 14 per cent
ig%although the growth rate dropped in 1979 it has picked up again in 1980.
In these three years private sector industry has grown at a faster rate than public
sector industry. Performance has been equally encouraging both within and.
outside the GCEC. |

16.06 In the GCEC area 137 industries with a total investment of Rs. 4,037 million
had been approved by end December 1980. Of these, 57 firms had signed agreements

and 23 e into co ial production b —Gross export earnings
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from these have increased from Rs.152.1 million in December 1979 to Rs. 505.3
million in 1980 and factory employment has risen from 5,884 at the end of 1979 to
10,581 in Decembezr 1980. Outside the GCEC area also the number of induistries
with foreign collaboration approved increased from21 in 1978 to 61 during 1979
and a total of 86 were approved during 1980. Similar progress is seen 1in the
1&cal investmentsapproved by the Local IAvestments Approvals Committee (LIAC).
By July 1977 there were 1,866 firms in existence under the LIAC schemes of the
Ministry of Industries and Scientific Affairs. After July 1977, new approvals
stand at 2,012 firms out of which 807 were in production by May 1930. In addi i>n
there are the investments approved by the Ministries of Textiles, and Fisheries

16.07 In the field of small and medium scale industry, a special project was initiated
in 1979 with IDA assistance designed to provide industrial credit through the National
Development Bank, the Development Finance Corporation and four Commercial
Banks with technical assistance and extension principally through the Industrial Deve-
lopment Board (IDB). Specific programmes of the IDB included training, provision
of facilities for electroplating, the establishment of a sub-contracting exchange for
improvement of process and product sub-contracting with largs industries, a rubber.
products centre and a building materials centre.

16.08 The successful operation of the IDA assisted small and medium industry
project (SMI) has led to the negotiation of a second projsct which is likely to be
operative in 1982. A new feature in this projzct will be the emphasis on export
marketing and provision of credit for technical, marketing and management
services. -

17. Economic Overheads.

(a) Transport -

17.01 The overall policy for public sector transport undertakings is that they should
move towards commercial viability. In general, operating subsidies are to be phased
out, though the Government will, for sometime, continue to provide most of the
funds for capital expenditure. At present it is not possible to identify profitable and
unprofitable public transport services, as costing systems are not adequate. Studies
are under way to refine costing in the Transport Boards and the Railway; when these
are completed a more realistic pricing policy will be adopted.
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17.02 The Government has encouraged the private sector to participate in passenger
transport as it has demonstrated its ability to operate efficiently and to provide the kind
of servicethe publicwants. Private bus operators are being encouragedto supplement
theservices being provided by the RTBs.! The response of the private sector to these
initiatives has been encouraging. It is estimated thatabout 5000 private coaches
were operating by May 1981, on the main routes and urban areas accounting for
about 15 per cent of the passenger market. A new Ministryof Private Omnibus
Transport has also been set up to co—ordmate and promote these services.

17.03 Private road hauliers have also been helped by the removal of 1mport restric-
tions on lorries. As a result, the road haulage industry has expanded since 1977 and'

a large number of new vehicles has been added to the fleet for replacements and to
meet the growth in demand.

17.04 Transport investment policy in the public sector is governed by the need to
renew the assets of the Transport Boards and the Railway. However, investment
funds are constrained and no new projects are envisaged for the time being
in either of these organisations. This reinforces the need to improve the maintenance
and utilisation of existing assets as it is likely to be the only way to increase the
supply of transport services. Likewise in roads, emphasxs will be on rehabilitation
and improvement of existing assets

17.05 Planning in the transport sector has beenweak in the past. To remedy this, a
planning unit is being set up in the CGR and the IDA assisted Rozd Transport
project is expected to strengthen planning in the SLCTB. The intention is for these
organisations to prepare corporate plans and also to improve financial management
by introducing a system of monitoring current operations. The transport sector is a
major user of petroleum products and great importance will be attached to the
efficient use of energy within the sector.

17.06 The Sri Lanka Central Transport Board (SLCTB) raised fares in March and
November 1980 in response to increases in costs, particularly of fuel and spares. The
combined effect of these increases was to more than double fares, resulting in a sharp
reduction in the rate of growth of SLCTB traffic as the following table shows:-

TABLE 17.1

PUBLIC PASSENGER TRANSPORT
(Million Passenger Kilometers)

Growth Rate

1976 1977 1978 1979 1980 197879  1979-80
SLCTB 14,652 0 15367 17827 19265 . 19,997 g1 3.8
CGR .. 3005 2793 3709 4072 3.800 0.8 67

17,657+ - 18,160 21,536 . 23,337 .- 23,997 - 84 20

1 Regionai Transport Boards
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A closer examination of the figures reveals that the March fare increase stopped the
upward trend in passenger kilometers and the November increase resulted in a drop.
This tendency has been most obvious in those rezions where private operators or
the CGR provide an alternative mode of transport, i.e. in the Colombo Uva and
Southern regions. There has also been a significant increase in the average length of
journey as short journeys have been reduced.

17.07 In 1980, the SLCTB received an operating subsidy of Rs. 457 million and
Rs. 265 million for capital expznditure. Nearly 750 new buses were registered during
the year. Negotiations on the IDA project were finalised and tenders were
invited in January 1981 for the first tranche of 600 bus chassis.

17.08 The Government’s decision that public corporations should operate on a no-
loss basis means that the SLCTB and the Regional Transport Boards will have to
make every effort to improve efficiency. Meanwhile the Government recognises
that fundamental changes are necessary to meet the no-loss target and therefore, the
policy is being reviewed.

17.09 Rail passenger kilometers deccreased in 1980 by an estimated 6.7 per cent
mainly due to the fare increases and competition frcm rcad transpcrt. Another
relevant factor may have beenthe disruption of services during the year. The
delivery of new locomotives from the Federal Republic of Germany and Japan
was completed in 1980.

17.10 Smooth Railway operation is severely handicapped by the deteriorating track
condition, due mainly to lack of investment and the inability to obtain timber sleepers
in the past, and the use of old rolling stock, some of which is over fifty vears old.
Under the track rehabilitation programme, commencedin 1979 with the assistance of
British ODM, 9000 rails were laid in repairing the track between Polgahawela and
Aluthgama, covering 128 track-miles. The entire track between Colombo
and Panadura was replaced with new rails. These improvements have resulted in
removing speed restrictions in 75 sections within these busy routes.

17.11 As regards rolling stock, the department achieved considerable progress in the
replacement programme undertaken in 1979 by placing a further order with Romania
for the supply of 150 passenger coaches, importing 18 of the 34 carriages from India
for which an order was placed in early 1980, ordering 40 high capacity oil tanks
from South Korea and assembling thirty wagons at the Ratmalana workshop
out of components imported from India.

17.12 Although there is no firm estimate of the volume of freight traffic in the Island,
it is generally accepted that road haulage accounts for the bulk-over 80 per cent, of
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the freight traffic in Sri Lanka. The railway’s share in freight traffic has apparently
been less than 17 per cent and the figures available for the past several yearsindicate
that the tonnage handled by the railway has remained more or less static. In 1979,
rail freight further suffered as a result of a 200 per cent increase in freight rates. Tonnage
handled dropped sharply and freight rates were reduced by up to 40 per cent in 1980
resulting in some success in recapturing part of the lost traffic.

17.13 In road haulage there was a futher increase in the registration of lorries in 1980
to meet the growing demand. The bulk of this new capacity is in the hands of the
private sector which dominates the freight market although state institutions and co-
operatives continue to have a significant share. |

17.14 Public investment in the transport boards and the railway during 1981-1985
will be limited to on-goingprojects. An IDA loan willfinance new buses forthe next
two years but further investment will depend on a further review of policy. The bulk
of the railway investment programme represents instalment payments for rolling
stock already delivered or on order. In 1980, an order was placed for afurther 16
locos, partly financed from British aid. The track rehabilitation project will continue
to upgrade the state of the track and foreign aid is being sought for improving the
telecommunication system.

(b) Highways

17.15 Investment in highways is mainly for the improvement and maintenance of
the existing network. Increasing vehicular traffic on the roads consequent on the
large scale import of vehicles over the last two years and the increased tempo of
economic activity in the country naturally demand heavy investment on the highway
network for its proper maintenance. | |

17.16 The major project currently being handled by the Highways Department is
the World Bank assisted Road Rehabilitation Project which is designed to rehabilitate
112 milesof class A & B roads and repair 20 bridgeson the trunkroads. Preliminary
work, with a team of consultants preparing the designs onroad development and
bridge reconstruction, commenced in early 1980 and construction work on some
components were undertaken during the latter half of the year.

17.17 A change in highway construction policy effected in 1980 was the discontinu-
ation of the hitherto practised policy of carrying out road construction work exclu-
sively through direct labour. This opened the way for the entry of private contractors
bringing with them the resources available outside the Department of Highways to
undertake and complete‘ the work programme set out for a givenperiod. In 1980,
several contractors,large and small were registered wih the Department and action
was taken to give out highway construction work on contract to some of them.
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(¢) Telecommunications

17.18 Rapid growth since 1977 in the economy especially in the service sector
including tourism, import-export trade, banking, insurance and finance, internal
trade and commerce, placed tremendous pressure on the existing telecommunication
system which had been operating at capacity with very little annual investment to
maintain and upgrade the system. Several projects were formulatedand implemented
with foreign assistance during the last two years to strengthen and revitalise the
telecommunication facilities. Investment in this sector during the 1981-1985 period
1s estimated at Rs. 2,083 million.

17.19 High priority was given to the improvement and expansion of the Overseas
Telecommunication Service where demand increased rapidly following the establish-
ment of the Free Trade Zone and increased commercial activity. Action was taken
to expand the Earth Satellite Station at Padukka and this work was completed by the
end of 1980. Modifications to the Satellite system were effected in view of the launch-
ing of a new Satellite, Intelsat V, in early 1981. To meet the growing demand for
Overseas Communication, a new 1000-line Telex Exchange was commissioned
providing Telex services to 150 new subscribers, and direct dialling facility was
extended to 200 subscribers. The Indo-Sri Lanka micro-wave project, designed to
improve overseas communication services will be completed by the end of June 1981.

17.20 In the domestic telecommunication sector, the IDA assisted Greater Colombo
Development project for the rehabilitation and improvement of the internal tele-
communication system was finalised in 1980 and action is being taken to implement
the project in 1981. The Colombo Area Development Scheme, Stage 1I which com-
menced in 1979 to provide an improved switching system and an additional 17,400
telephone lines whtin the Colombo arca progressed satisfactorily in 1980. The project
is scheduled to be completed in 1981. A project designed to extend direct dialling
facilities to six major towsn, Anuradhapura, Jaffna, Badulla, Kurunegala, Ratnapura
and Trincomalee commenced in 1980 and is scheduled to be completed in 1982.
Restoration work in the Cyclone devastated area was carried out as planned in 1980.
A total of 3,500 lines and 4 trunk exchanges are being provided under this project:
wcrk on the Colombo Area Devel pment scheme stage to provide 20,000 addilions-
licns will commence in 1982. S e '

(d) Civil Aviation _

17.21 With effect from February 1980, functions relating to operations and main-
tenance of airports have been vested in the Airports Authority of Sri Lanka. The
Department of Civil Aviation is responsible for the provision of communication and
aeronautical mavigational aids excluding visual navigational aids, administrative
functions such as participation in negotiations of bilateral agreements on Traffic
Rights, registration of aircraft, issue of certificates of airworthiness for aircraft
and investigation of aircraft accidents, el ‘



17.22 The Airports Authority continued some of the projects commenced early in
1970. The bulk of the development work had been in the Colombo- Airport, Katu-
nayake. The principal item of work under the Airports Authority is the implement-
ation of the Master Plan for the development of Colombo Alrport Katunayake,
which caters to needs projected up to the year 2,000. ;

17.23 Financing of this project in the period 1981-1985 cannot be met ‘from the
government budget and external financing will have to be sought. In March 1980,
tenders were called for consultancy services and the award was made in August 1980
to the Netherlands Airport Consultants B.V. Itis expected thattendersfor construction
would be called for in about a year. Meanwhile the Airports Authority has com-
pleted or commenced work on the construction of cargo buildings, engineering work-
shops and stores for the ground handling organisation, and the national carrier
flight kitchen, refurbishing of the airfield lighting system, procurement of equlpniellt
such as five rescue vehicles, heavy duty crane and baggage weighing equipment and
other utility vehicles and fencing of the airfield. :

(e) Tourism |
17.24 Tourism has emerged as a major foreign exchange earner giving employment
to a large number and providing a fillip to domestic production in the traditional
handicraft industries and other sectors. Tourist arrivals in 1980 exceeded the anticip-
ated figure by 7.9 per cent.Actual arrivals by the end of December 1980 reached 321,780
which is 28.6 per cent more than the figure for 1979. Growth rates achieved in 1978,
1979 and 1980 were substantially higher than the annual growth of 21.9 per cent
experienced during the period 1966-79.

17.25 Foreign exchange receipts for 1980 are provisionally estimated at Rs. 1,600
million which is an increase of 33 per cent over the previous years receipt of Rs. 1,200
million. Direct and indirect employment created by tourism is estimated at 53,000
in 1980. i

17.26 Growth in Tourist accommodation, especially in the ‘Graded’ sector could not
keep pace with the inflow of tourists during the last two years. This is clearly shown
in the average occupancy rate which increased to 55.0 per cent in 1980 from 52.8
per cent in 1979. The highest demand for accommodation-is felt in the Colombo
area, especially in the city itself where the occupancy rate was over 71 per cent. The
total number of rooms in operation by end of December 1980 was estimated at 5,900.
This figure fell short of the target for 1980 by 773 rooms. In 1980, 961 rooms were
approved and approval was granted for the construction of 17 new hotel projects
with a total capacity of 1,357 rooms.

17.27 Public investment, which is a fraction of total investment on tourism, is
channelled through the Ceylon Tourist Board and it is mainly for the development
of infrastructure facilities and major tourist resort projects, -
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(f) Power PR sarese 288 Yo o s : _
17.28 The main ‘issues relating 'to ‘policy and investments in the energy sector have
already been discussed in Part I. Approx1mately 33 per cent of the country’s total
commercial energy demand is-met by electricity. But in the Island’s total energy
consumption, electricity accounts for only about 13 per cent. Over the last two:years
the demand for power grew fast, and well above the rate at which power has been
generated on account of the upsurge in industrial and commercial activities. Since
85 per cent of electric energy is consumed in the commercialand industrial sectors,
tariff revisions in 1979 and 1980 didnotresult in lowering the demand for electric
power. The demand for power continued to grow at the rate of 10 per cent per
annum. -

17.29 The bulk of the country’s power supply is from hydro plants. As at the end
of 1980 there were seven hydro plants in operation with a total capacity of 331 MW,
capable of generating approximately 1500 Gwh annually. Total thermal back up
as at end of 1980 was only 50 MW producing 220 Gwh of energy per annum. The
overall power balance is expected to be restored only by 1985 when the major hydro
power plants under the Accelerated Mahaweli Development Programme,viz: Victoria
and Kotmale come on stream. However the experience during the last two years has
demonstrated the need to have a thcrmal back up of about 20 per cent.

17.30 Investment i in the power sector during the period 1981-1985 outside the major
power projects of thc Accelerated Mahaweli Development Programme 1s estlmated
at Rs. 2,561 million. The major mvestments ldentlﬁed are:-

(1) Completion of the hydro plants Bowatenna and Canyon with a combined
capamty of 70 MW.: i |

(2) The installation of 2 second set of gas" tUrbmes of 60 MW to prov1de the
necessary thermal back up.

(3) Transmission Project IV, ﬁnanced by IDA and thc Saudl Fund. ThJs pro;cct
will relnforce the Colombo dlstrlbuuon netWork

5

(4) Transmlssmn PrOJect Vi, Whlch w1ll be nccessary when power from Victoria
and Kotmale come on stream :

'17.31 The programme also prowdes for a ma_]or rural electrlﬁﬂation project with
'ADB and OPEC assistanée to cover 1150 villages over a perlod of four years. Work
on this project has already begun, but the vigorous pursuit of Rural Electrification
will need serious review in the context.of the country’s overall energy problem diis-
cussed in Part 1. Thls will form part of the. special sector study to be nndertaken
early this year ‘with World Bank technical assmtancc
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(g) Ports and Shipping

17.32 The setting up of the Sri Lanka Ports Authorlty, unifying thc opera.tlons of the
ex1sung institutions, Port Commission and the Port (Cargo) Corporation in August
1979, was a major landmark in the country’s maritime history. The Authority took
several policy decisions during the first few months of 1980 to improve the perform-
ance of the Port of Colombo. New equipment to the value of Rs. 250 million was
ordered at the beginning of 1980. Of this equipment, three towing tugs costmg
Rs. 75 million were delivered in August 1980. ‘

17.33 With the increasing demand for container facilities action was taken during
the year to complete the Queen Elizabeth Quay, which had been designed to handle
containers. The back-up area now available is about 9 acres and the amount of
containers handled has progressively increased from 2,200 in January 1980 to 5031
in August 1980. About 20 per cent of these are transhlpments to ports in India,
Pakistan, Bangladesh and South Africa.

17.34 The major development work in the hands of the Ports Authority is the Japa-
nese assisted Master Plan Project for the development of the Colombo Port. The
first stage of this programme envisages the construction of a fully equipped container
berth at Kochchikade, streamlining port operations and modernizing cargo handling
facilities. The Japanese Government has agreed to provide US § 37 million for the
implementation of the first phase of this programme which is to be phased
over the period 1981-1984. Local counterpart funds will bc met from the Port Autho-
rity’s own resources.

17.35 The Ceylon Shipping Corporation owns 8 cargo vessels with a gross registered
tonnage of 61,227 tons and manages one 30,000 tanker which is used for the lifting
of crude from the Gulf. Liberalization of imports, and the surge in economic deve-
lopment activity in the country have tremendously increased sea transport opportuni-
ties available to the Shipping Corporation. In 1980 the Corporation managed 58
voyages, four more than the number anticipated for the year and the net profit
after interest for 1980 was Rs. 98.6 million which is about 20 per cent higher
than the original target. The corporation will invest in additional fleet capacity of
full cellular vessels to carry container cargo. Agreements were signed with agencies
in Argentina and the Republic of Korea for the purchase of such vessels ranging from
3,000 to 12,000 DWT. The corporation also intends to purchase another two or three
vessels from Japan on a loan given by the Japanese Government.

17.36 In 1979 the Ministry of Trade and Shipping decided as a matter of policy, to
permit the private sector companies also to own and operate vessels in order to
further reduce the country’s dependence on foreignshipping lines for our import-
export trade. The Sri Lanka Shipping Company is one private sector enterprise
approved and it has already acquired one vessel to provide regular shipping services
between Sri Lanka, the Middle East and Indian ports.
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8. Social Overheads

18.01 The Social Overheads sector comprises primarily the health, education, social
welfare, housing and water supply programmes of Government. Thz housing and
water supply programmes have already been discussed earlier. The present section
deals with the health, education and social welfare programmes on which most of
the Government expenditure s of a recurrent nature, and the capital investment is
relatively small. The main aim of government policy in these programmes is to
improve the efficiency and effectiveness of the programmes while providing for the
essential capital investment necessary to rehabilitate the infrastructure facilities. In
the health sector expe,nditures duriﬁg 1977-80 have improved existing services to
acceptable. levels and attention is now focussed an the provision of primary health
care _ppogramfnes and facilities for dealing with emerging non-communicable diseases.
In the education, sector the rehabilitation of the University infrastructure was under-
taken first and is now in progress. At the same time, a careful review has been made
of the needs of primary, secondary and technical education by a number of technical
bodies. Their recommendations haye been crystallised in a White Paper. The Ministries
of Labour and Youth Affairs have also expanded their training programmes for labour
and unemployed youth. The government health and education programmes and its
social welfare programmes which include the food stamps programme have helped
to maintain an equitable distribution of income, at a time when an increasing
proportion of, resources is being diverted to productive investment.

W

18.02 Estimated Capifzil expenditures for 1981-1985 on the entire social sector, includ-
ing housing and water supply,amounts to about 16 per cent of the total. Those on edu-
cation, health and welfare come: to about 5 per cent. Recurrent expenditures on
social programmes are more ~substantial, with total expenditure on the social
sectors accounting for 23 per cent of the government budget in 1980 and expected
to continue at this level until 1985. -

(a) Education

18.03 The formal education system attempts to reduce the imbalances prevailing in
the distribution of educational facilities between urban and rural areas and to provide
an education which would be useful for the majority of school-leavers. The improve-
ment of small schools, the take-over and development of estate schools, the provi-
sion of better facilities for teaching science, and the maintenance and imprdveme_nt
of the educational infrastructure are the main components of the current strateg{f
for general education. Opportunities for further education are provided at posfé'
secondary level through universities and technical colleges. Facilities are also provided
for those who leave school early to continue their education through adult education
centres, school leavers programmes and the Open University education programme.
An Education Services Ministry has been created to make sure that the facilities
necessary for a better physical environment in the schools is provided. . . |
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General Education

18.04 In 1980, approx1mately 3.28 million students were enrolled in about 9,000
Government schools. School enrohnent shows an increase of 33 per cent over 1977
due to the lowering of the age of entry to 5 years and the extension of the formal

school system from 12 to 13 years. Teacher [Pupil ratios improved slightly to 1 /23
due to teacher recruitment in 1979.

18.05 The budgetary provision for education increased from Rs. 919.4 million in
1977 to Rs. 2,296.9 million in 1981. Though the expenditure on education has been
increasing annually in rupee terms it shows a decline in the real expenditure per
student as a result of the increase in the student population. Additional expenditures
were incurred mainly on the expansion of university education, the provision of
welfare measures and on the salaries of additional teachers. School buildings were
extended to accommodate new admissions to schools due to the lowered age limit.
New schools and class-rooms were constructed. Science, Home science and Commerce

rooms and laboratories were provided and education offices and training colleges
were enlarged.

18.06 A total of 725 Estate Schools have been taken over so far and the balance 39
will be taken over in 1981. A survey of these schools has already been started to
gather information regarding their staff, quarters, buildings, furniture, teaching aids
etc. UNICEF aid is available for the improvement of these estate schools.

18.07 Under the small school project, about 2,500 schools were identified as deprived
and measures were taken to upgrade and improve the learning facilities in these
schools. UNICEEF aid is being channelled for the improvement of 500 school buildings.
100 quarters for teachers and to provide the necessary equipment for these
schools. 1,000 radios and about 2,000 sets of books have been distributed. 2,000
bicycles will be distributed for the use of staff in remote schools in 1981.

18.08 A survey carried out to analyse the teaching staff requirements in government
schools reveals imbalances in the distribution of teachers among the various districts
as well as an overall deficit of teachers in some subjects. The survey indicates that
there is a shortage of science and commerce graduate teachers, and also of trained
teachers in Science, Maths, English and Technical studies. Out of the total of about
133,000 teachers, about 27 per cent or 36,000 are untrained. The Key English Langu-
age Teaching programme was started with the collaboration of the British Council
for improving the quality of spoken English among the teachers. The inadequate
supply of qualified teachers in specialised disciplines, more particularly in the
rural areas, is a major constraint in efforts to equalise the educational facilities
provided for all children. The teaching staff needs survey shows a shortfall of about
19,000 teachers. The problem is further aggravated by the fact that nearly 36,000
teachers are untrained.
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18.09 The distribution of free text books to private and public schools which was
commenced in 1980 was a major step towards equalising educational opportunities
for children. Copies of 130 different text books were distributed to children from the
Kindergarten to Grade 10. About 70 per cent of the text books distributed were reused
in 1981 and it is expected that this percentage will improve from year to year. The
issue of free text books cost Rs. 75 million in 1980.

18.10 Four non-formal education programmes are in operation to train school
leavers and adults for employment as it is evident that many of those lcaving the

school system and joining the labour market annually do not have the required skills
to obtain gainful employment.

18.11 The investment programme for education in 1981-1985 gives priority to on-
going programmes in the general education system, particularly the completion of
school buildings, science labs, commerce classrooms, workshops and pre-vocational
classrooms: improvements to secondary schools; and intensive development of
sclected ‘A’ level science schools. It is expected that after the adoption of the
changes envisaged in the White Paper, the education system will be better able to
meet felt needs, and the identified inadequacies and deficiencies in the existing

system will be eliminated.

Technical Education
18.12 Due to relative neglect of technical education in the country, there have been

imbalances in the whole educational system whereby a large proportion of students
in the education stream were given education in the Arts, Humanities and Social
Sciences and a comparatively small number pursued technical studies. The growth
sectors of the economy are now experiencing shortages of technically trained man-
power and the achievement of development objectives is hampered. The present
educational policy therefore places particular emphasis on the expansion of technical
education in line with the projected needs of the Accelerated Mahaweli Development
Programme, the Free Trade Zone and other development sectors of the economy.

18.13 There has been an increase in the numbers enrolled in technical institutes from
1977 onwards. The courses conducted by the technical institutions under the Ministry
of Higher Education as broadly categorised indicate that enrolments have fluctuated
substantially before 1976 but have steadily increased since 1977.

18.14 In 1979, work on the new Junior Technical Institutes at Homagama and
Nuwara Eliya was completed. In 1980, work on the Affiliated Technical Unit at
Beliatta was completed. Work on the Junior Technical Institute at Hasalaka was
completed in 1981. Construction work on the Junior Technical Institutes at Dambulla
and Matale is due to commence in 1981. Among the other proposed Junior Technical
Institutes are those at Trincomalee, Polonnaruwa and Puttalam.
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_ Famee 181 ° i
ENROLMENT IN TECHNICAL INSTITUTES BY COURSE 1970-80

Course 970/1 72 73 74 75 76 71 T8 79  80I81
Higher National Dipioma &

Prof. Courses . 1182 638 844 1354 2044 2223 1963 1130 1212 1363
Diploma Courses 2161 486 532 416 728 580 754 1125 1538 T4
Certificate Courses . 3517 3321 3397 4568 35620 5100 5103 5375 6262 6336
Trade Courses .. . 2081 2071 2400 2412 2430 2201 2010 3522 2927 385!

Total .. 8941 6516 7173 8750 10822 10104 9830 11152 11939 12304

Source: Ministry of Higher Education.

18.15 In establishing new technical institutes the Government has been guided by the
Gnanalingam Committee Report. The Commitiee recommended the establishment
of 14 new technical institutes. The possibility of obtaining foreign funds for setting
up these new technical institutes is being explored. A request for SIDA assistance
for equipping three new technical institutes and three affiliated technical units in
areas, which do not have facilities for technical training at present, has been made.

18.16 The Government having fully appreciated the urgency and the need for improv-
ing the technical education system of the country, has substantially increased, actual
and projected investment in this sector as indicated below:

TABLE 18.2

INVESTMENT IN TECHNICAL EDUCATION
(Rs. million)

1980 81 82 83 84 85

Investment in Technical Education under
Ministry of Higher Education 3.18 8.75 2581 27.66 33.72 40.79

In addition to funding under the investment programime, financial support for civil
works on some new technical institutes has been made available from the decentral-

ised budget of certain districts.

University Education

18.17 The six campuses of the single University of Sri Lanka existing in 1977 have
been re-organised into an equal number of autonomous universities with an additional
campus being set up at Polgolla and a University College in Ruhuna. The University
Grants Commission set up in 1978 has assumed a supervisory role with regard to the
allocation of funds and staffing to these institutions.

.
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18.18 The Government’s admission policy for universities for 1978 was intended to
be an interim measure, and in late 1978 a sub-committee of the Cabinet of Ministers
was appointed to advise the Government on the future admission policy.
Admissions for 1979 and 1980 were determined in accordance with this policy and
a total number of 4,959 students were admitted in 1979 and 4,920 in 1980.

TaABLE 18.3
STUDENT ADMISSIONS TO UNIVERSITY 1977-1980

Course 1977 1978 1979 1980
Medicine 2 = 242 400 405 400
Dentistry . s 50 50 52 60
VetScience .. % 30 30 30 30
Agriculture .. Iy 102 135 159 155
Bilolgical Science o 237 340 326 360
Engineering .. o 269 375 390 450
Applied Science 75 21 21 22 30
Architecture o 27 40 40 40
Physical Science oo 508 545 540 480
Law o i 51 50 75 19
Arts & Commerce AL 2013 3010 2920 2840

datal . ... 4150 4996 4959 4920

Source: Ministry of Higher Education.

18.19 The most noticeable feature of the increase in university admissions shown in
the above table was the admission of large numbers to courses in Medicine, Engine-
ering and the Biological Sciences after 1977. This additional intake was made possible
by the establishment of a Faculty of Medicine in the University College in Galle, a
Faculty of Medicine in the Jaffna University and the expansion of the facilities
available in the Faculty of Engineering at Peradeniya University.

18.20 Under the investment programme for the period 1981-1985 a substantial
part of the financial resources provided for the universities has been diverted to the
construction of and extension to buildings in the science and science based faculties
In the case of the University of Peradeniya, out of a total anticipated expenditure of
Rs. 4.45 million for the construction of and extension to buildings, Rs. 3.45 millon
(77 per cent) will be utilised for science buildings. In the case of the University of
Colombo the total estimated cost of buildings for science and science based faculties
is in the region of Rs. 60 million. In 1980, the total anticipated expenditure on these
buildings was Rs. 10.4 million. In the case of the Sri Jayewardenepura University the
entire provision for buildings is for the science faculty. In other universities too, science
and science based faculties are getting substantial funding. The arts, humanities and
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social sciences have received a boost through the setting up of the new. University
College in Matara and of the Dumbara campus of the Peradeniya University with

the former providing both science and arts education and the latter consisting of
an Arts Faculty. ;

Open University

18,21 The Open University of Sri Lanka was etablishedin 1980. The main purpose of
setting up an Open University System is to provide further education for school
leavers as well as for adults in employment. Academic and employment oriented
courses are provided by the two Boards on humanities and social sciences
and on management science and technology. A multi-media approach is to be
adopted, including the despatch of teaching materials by mail, face to face teaching
and eventually radio and television broadcasts. Seminars, weekend and vacation
courses are also conducted at regional centres.

18.22 The first batch of students for the Open University was selectedin 1980. En-
rolment in courses in science and science-based subjects is shown in the table below.

TABLE 18.5
OPEN UNIVERSITY: NUMBER OF STUDENTS ENROLLED BY FIELD
OF STUDY AS OF 1.7.1980
Duration 1st yeaf "ond  3rd 4tk Total
years of study  year year year
National Diploma 1n 4 P 1000 700 — — 1700
Management Science A 876 502 — — 1378
National Diploma in 3 P 800 600 — - 1400
Mathematics A 698 448 - — 1146
National Diploma in 3 P 225 — - 225
Science A 68 186 — — 254
H.N.C.T. Part (I) I P 1000 — — - 1000
(Electrical) A 928 — -- - 928
H.N.C. T. Part (I) 1 P 1000 — —— — 1000
(Electronics & Telecommunic- A 911 — — — 911
ations)
Total Number of Drep outs P 63 25 - (] — 38
since start of the project A 594 69 — - 663
All fields of Study P 3800 1525 —_ — 5325
A 3491 1136 — —_ 4627

Source: Ministry of Higher Education.
P — Planned A — Actual
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18.23 The courses offered and the numbers enrolled in the science and science based
courses of the Open University will probably make a valuable contribution towards
solving the problem of shortage of middle level technicians in the country. However,
remedial action has to be taken to reduce the number of drop-outs from the system.
At the initial stage, 12.4 per cent of the students had dropped out.

18.24 A block of land, 20 acres in extent has been obtained at Nawala as the per-
manent site for the Open University in the Sri Jayewardenepura Complex. The
construction' of temporary buildings with a floor area of 15,000 sq. ft. has already
been completed. and another 15,000 sq. ft. of buildings are under construction. The
construction of these temporary buildings and the purchase of furniture and fittings
will cost approximately Rs. 4.0 million. UNDP J[UNESCO project assistance is
being channelled to the Technical Education Programme of the Open University of
Sri Lanka. SIDA [UNESCO /FIT support to SLIDE (now Open Univesity) increased
from US $ 500,000 in 1978 /79 to US $§ 965,000 in 1980/81. Further assistance of
around US $ 1 million has been requested from SIDA for 1981-85. :

(b) Health

18.25 During the period 1977-80 health sector activity was based on the policy
framework outlined in the Government’s “Programme of Action™. It was directed
towards rehabilitating the health services which had deteriorated substantially,
improving health facilities, specially in underserved rural areas and integrating pre-
ventive and cirative services on the one hand and western and ayurvedic medical
systems on the other. The health budget increased substantially from Rs. 625 million
in 1978 to Rs. 874 imillion in 1979 and Rs. 945 million in 1980. The allocation of funds
for drugs, dressings, X’ray films and surgical material doubled. Rs. 104 million was
provided in the form of grants and loans by the Netherlands for the purchase of

vehicles and equipment for the health services.

18.26 A 500 bed hospital was established at Peradeniya with a Rs. 140 million grant
from the Japanese Government. A new hospital was constructed at Embilipitiya to
replace the old one and construction of the new Galle Hospital at Karapitiya com-
menced. Preliminary work was undertaken on the 1,000 bed hospital to be put up
with a Japanese grant at Sri Jayewardenepura, Kotte. A number of new medical
and administrative buildings were also constructed and a substantial amount of
maintenance work done on existing buildings. Nineteen sewerage schemes and
fourteen water supply schemes were installed in government hospitals.

18.27 A new dimension was given to the existing policy framework when Government
signed the Regional Health Charter in February 1980 and thereby committed this
country to the concept of an acceptable level of health for all by the year 2,000. The
concomitant commictment to the WHO strategy of placing greater emphasis on pre-
ventive health in the context of primary health care is appropriate in the lightof the
morbidity and mortality patterns prevailing in Sri Lanka.
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18.28 Vital statistics indicate that the downward trend i in mortality rates which was
mterrupted in the period 1973-1975 is now firmly re-established. In 1977 the crude
mortality rate fell from 7.4 to 6.5 per thousand, the maternal mortality rate from
1.0 to 0.8 and infant mortality from 42 to 37. Although the contribution of infant
and child deaths to total deaths is declining, they still constitute a large proportion
of total deaths, and there are wide disparities in the rates for different districts.
Accessibility to quality maternal [child care together with simple educational inputs
and the provision of basic sanitary facilities could prevent a large number of these
deaths.

18.29 However, the so called diseases of progressand modernization—cardiovascular
disease, trauma, hypertension and malignancies have also emerged as leading causes
of death during the last few years. Prevention of death due to these diseases is only
possible through heavy investment in advanced technology and specialised health
manpower.

18.30 Preventible diseases also constitute a large proportion of hospital admissions
but the decline in the rates for the major epidemic diseases particularly influenza,
bronchitis and gastro enteritis has been maintained. The incidence of Malaria also
fell from 48,000 cases in 1979 to 30,000 in 1980. Leprosy cases declined by 22 per
cent between 1979 and 1980. Many of these preventible diseases could be treated at
the periphery through simple intervention, thereby avoiding complications, relapses
and revisits, reducing over-crowding in central institutions and disease incidencc
itself.

18.31 The health strategy for the period 1981-1985 will, therefore, place greater
emphasis on aspects of primary health care including the improvement of medical
services in rural areas by providing a well organised field based domiciliary service
using midwives as multipurpose health workers and the services of health aides.
Increasing cmphasis on preventive health, particularly under the family health pro-
gramme will require substantial increases in recurrent expenditures, especially
~on staff salaries and training.

- 18.32 Health manpower shortages have presented serious problems throughout the
health care delivery system. Hence the training capacity for almost all cadres has
been expanded. The new University medical faculties were established in addition to
the two existing faculties, with an increased intake of 400 students per annum. A
private sector medical faculty is also to be established. Post-graduate courses are
now being provided in Sri Lanka by the Post-graduate Institute of Medicine. The
facilities for training Assistant Medical Practitioners, Public Health Inspectors,
Public Health Nurses and Midwives have been expanded and strengthened. The
Institute of Hygiene, Kalutara has been designated the National Institute of Health
Sciences (NIHS) and will undertake training of all public health personnel. Thus, a
greater degree of national self reliance in the training of all categories of medical and
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para medical personnel will be achieved. It is hoped that by the middle of this decade
this country will have adequate personnel to man the entire health service satisfac-
torily. In the meantime 165 UN Volunteer doctors are assistiig in the maintenance
of services at the periphery. By the end of 1983, there will be an average of one
family health worker (mid-wife) serving 3,000 persons. Rs. 65 million has been
provided for the development of the NIHS during 1981-1985.

TABLE 18.4
INTAKE OF TRAINEES, 1977-1981

1977 1978 1979 1980 1981

Pupil Nurses o ol 4iv 400 1250 600 600
Pupil Midwives .. 5 o5 431 400 — 1460 —
Medical Lab. Technologists .. o5 22 30 30 30 45
Pharmacists e i s 60 60 60 o 60
E.C.G. Recordists - 5 B 5 — - 23
Public Health Inspectors .l % 80 80 80 80 80
Physiotherapists .. ci b 10 14 14 20 20
Occupation Therapists % s o~ 7 6 6 10 10
Radiographers .. B &k 30 30 30 30 30
Medical Officers (Interns) .. - 242 400 405 400 - 400
Asst. Medical Practitioners .. i 40 - 160 185 185
1322 2275 1385 2815 853

it T ey Pem———

18.33 Further strengthening of the family health programme is necessary although
considerable progress has been achieved through the expanded programme for the
immunisation of children and the incentive scheme for family planning acceptors.
During the period 1978 to 1980, 2.7 million children and been immunised against
Diptheria, Whooping-cough, Tetanus and Polio. The number of new acceptors of
family planning methods which had fallen to 67,890 in 1977 also showed a gradual
recovery in 1978 and 1979 to 7,226 and 85,804 respectively and received a boost
in 1980 with the introduction of substantial cash incentives to acceptors and medical
teams doing surgical sterilisations. US § 5.4 million of assistance will be provided
by the UNFPA programme for these activities between 1981-84.

18.34 While giving continued support to local drug manufacturers, the State Pharm-
aceuticals Corporation has alsotakensteps to set up a Sterile Products Manufacturing
Unit and a Tabletting and Capsulating Plant. The latter, when completed will supply
30-40 per cent of the country’s requirements of 20 essential drugs.

18.35 Ayurvedic services will continue to supplement the existing Western system and
Ayurvedic practitioners are being integrated into the provision of family planning
services through training and information programmes. The programme to provide



an Ayurvedic Hospital in each district, which started in 1979 is being implemented
with work underway on hospitals at Pallekele (Kandy), Diyatalawa (Badulla), Mee-
goda (Colombo), Bibile (Moneragala), Minneriya and Amparai. Three Central
dispensaries were converted into Ayurvedic dispemsaries. Grants to the 240 free
Ayurvedic dispensaries operated by local authorities were increased from 90 cents to
Rs. 2 per patient. Herbaria will be established at the Ayurvedic Research Institute,
Nawinna and in 16 districts. The registration of approximately 8,000 Ayurvedic
practitioners, who give a high level of health coverage tothe rural population, is pro-
gressing and every effort is being made to associate them with the organised health
services. The newly formed Ministry of Indigenous Medicine will co-ordinate and
supervise these activities,

18.36 Capital expenditure on health services during 1971-1985 willbe mainly directed
towards upgrading existing facilities and services at the peripheral level, completing
the hospital projects already started at Peradeniya, Galle and Sri Jayewardenepura
and providing the sophisticated treatment required to combat the newly emergent
non- communicable diseases.

18.37 The premier hospital of the country, the Colombo General Hospital, will be
provided with a new neurology unit and improvements will be made to the cardiology
unit. Galle and Jaffna hospitals will be developed as Teaching Hospitals and two
Cobalt therapy units installed in these two hospitals in 1981..Rs, 316 million will
be made available for additional medical equipment. (AT s

18.38 Foreign assistance is being negotiated to accelerate the rabies and leprosy
control programmes. A central warehouse and a network of regional stores for storage
of “Malathion’ are being funded by the Netherlands Government. ADB assistance is
being negotiated for a pilot programme to provide the facilities necessary for the deli-
very of the primary health care package in the districts.

18.39 In order to improve community involvement and participation in dealing with
health problems, the Government has set up a National Health Council chaired by
the Hon. Prime Minister with Ministers handlin g health-related acivities as members.
The Council will give leadership to the total health development programme and
encourage public interest and participation through district level committees.
The National Health Development Committee, chaired by the Secretary, Health
services the National Health Council and functions as the mechanism for inter-
sectoral co-ordination. At present it is engaged in examining various aspects of the
health care system through technical sub-committees.

18.40 A new organisational plan for the Ministry of Health with the primary objec-
tive of devolution of authority to decentralised institutions and regional boards
has also been worked out. A White Paper setting out the details of proposals per-
taining to the new organisation has been approved by Parliament.

b



(c) Social Services and Welfare

18.41 The state operates a wide range of social security and welfare schemes which
are funded out of the recurrent budget. These are complemented by vocational train-
ing schemes for school drop-outs and unemployed youth, apprenticeship programmes
and programmes for upgrading skills within industry.

18.42 Existing social security legislation and programmes COVer the organised sector
worker in his workplace and provide cash benefits to maintain and guarantee his
purchasing power at times when it is reduced or interrupted, e.g. due to injury /dis-
ability, old age etc. However, the effectiveness of this legislation depends
entirely on enforcement through inspection and prosecution and this is hampered by
a lack of staff to cover the large number of small units scattered all over the island.
Only about 40 per cent of wage earners belong to trade unions and workers in small
units who are not organised are reluctant to complain to the Labour Department.
Minimum wage decisions cover about 52 per cent of the employees in the organised
sector or 31 per cent of the total labour force.

18.43 The provisions in the general labour legislation cover short-term risks such as
unemployment, sickness, maternity etc. There is also a Workmen’s Compensation
Scheme for those suffering personal injury by accidents (including occupational
diseases) arising out of and in the course of employment.

18.44 The Rs. 50/- monthly allowance for unemployed youth costing about Rs. 243
million or 0.5 per cent of GNP in 1979 was discontinued in mid 1980. Instead, train-
ing programmes to provide skills in craft areas, agriculture and management were
stepped up. The Youth Services Council conducted short courses for 1,261 youths
in 1979-80 while 9,384 apprentices have been recruited under the National Appren-
ticeship Programme, and 10,323 are undergoing training in the mobile training
centres of the Ministry of Labour.

18.45 In the case of long-term risks such as old age and prolonged illness, security
is provided through the Employees Provident Fund and several approved private
provident funds. ' | '

18.46 Vulnerable groups, particularly the self employed and those not employed in
the organised sector, who are not covered by existing programmes of social insurance
or security,fall back on social welfare schemes operated by the State and voluntary
agancies. In 1980, welfare services are estimated to cost Rs. 105 million or 0.2 per
cent of GNP. The most widespread welfare service is the provision of means-tested
public assistance, but the total number on the roll has been kept fairly static.

18.47 Institutional care for the aged, the physically and mentally handicapped of all
ages, and socially handicapped persons are provided through state run institutions
and voluntary homes. Medical rehabilitation is provided wherever necessary and
handicapped persons are given vocational training so that they can return to society
with useful skills. ‘ '
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18.48 The Youth Services Council and the National Development Service will orga-
nise a youth work force by mobilising youths between 15-20 years of age who are
not attending school. It is intended that a regional youth work force be started taking
250 young persons from every AGA’s Division of the Island, made up of units of
not more than 50 from each Gramasevaka Division. Water conservation, land deve-
lopment, soil conservation, construction of buildings etc. are some of the projects
that the youth workforce intends to undertake. This scheme will bs entirely financed
out of the Decentralised Budget. Two additional vocational training institutions

will also be set up at Batagala and Akmeemana to provide further training for self-
employment.

18.49 The National Apprenticeship Board is expected to set up two technician
training institutes at Katana and Moratuwa. About 600 apprentices will be recruited
by these institutions each year. Industrial technical workshops will also be opened
at Katana and Katunayake for short-term training activities and 400 additional
apprentices will be trained at craft level in these institutions each year. Under the
Ministry of Labour, 22 district vocational training centres will be set up, each to
serve as the nucleus for the mobile training centres in the respective districts. These
centres will provide training in skills required in each area at a level sufficient to pass
Government trade tests. The Netherlands has indicated its willingness to finance the
first six centres to be set up.

18.50 A Foreman Training Institute will be set up with SIDA assistance. The scheme
will train workers who are expected to be promoted to Foreman [Supervisory grades
and also train those who are already functioning as charge-hands, first line super-
visors and foremen (without any previous training)to perform their tasks more effec-
tively. Productivity is expected to improve and initially the needs of smaller estab-
lishments will be given priority.
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PART III
PUBLIC INVESTMENT 1981-1985 — RELEVANCE FOR THE

AID EFFORT . iy

19.01 Public Investment 1981-85 is the third in a series of rolling programmes. While
the projections for 1981 have been fully integrated with the capital budget of the
Government for 1981, the projections for 1982 to 1985 are as yet of a tentative
nature. The rolling programme framework enables the integration of each year’s
projection with that year’s capital budget at the time of presentation of the Budget.
It also provides a certain degree of flexibility in containing each year’s capital budget
within the available resources and appropriate levels of foreign commercial borrow-
ing and recourse to the domestic banking system. -

19.02 The scope for further reduction in the investment programme is limited because
of its high “on going” component and because over 90 per cent of the projects included
in the programme have some aid attached to them. The import intensity of aided
projects is necessarily high because aid in most cases goes to finance the import
content of the project. This is in the very nature of the investment programme and
the financing strategy employed. The foreign exchange content of the 1981-85
programme is estimated at 54 per cent. This may be considered high but is largely
due to the inclusion of the major head-works of the Mahaweli, water supply
and other economic overheads.

19.03 The Mahaweli Programme is large and capital and import intensive. It is
generally considered a long gestation project even though its benefits will begin to
accrue in the current five-year period. The Govenment accords it the highest priority.
Three out of the four dams, namely Victoria, Kotmale and Randenigala are essential
for meeting the demand for power in the ‘eighties” if Sri Lanka is to avoid continued
reliance on the more expensive thermal option. They, along with Maduru Oya are
required to ensure agricultural outputs in Systems ‘B’and ‘C’, beginning in 1983. They
will result in large scale import substitution in agriculture and will provide a more
lasting solution to the problems of land hunger and unemployment in the rest of the

country.
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19.04 The other projects inclu“ed in the programme have been carefully chosen, in
order to provide the social and economic infrastructure, in which quick gestation
projects in both the public and private sectors could be implemented. Hence the scope
for further reduction in investment is limited. Nonetheless, an attempt would be made
cach year, before presentation of the Budget, to bring aggregate government invest-
ment within available resources.

19.05 The projections in the 1981-85 programme target the raising of additional
domestic resources of Rs. 1,500 million in 1982 rising to Rs. 3,000 million by 1985.
As indicated in Part 1, the effort is already under way. Despite these efforts, the
pressures on domestic and external resources are likely to persist throughout this
period. The substantial liberalization of imports is a major aspect ofthe development
strategy. There are limits to the regulation of imports through exchange rate and
pricing policies, especially in an economy like Sri Lanka. Nor is it feasible to scale
down the investment programme drastically, for, it is the only available avenue for
providing compensatory incomes and employment to enable the public to bear the
costs of adjustment, including the removal of subsidies and other transfer payments.

19.06 Moreover, this investment programme has evolved over the years with the
positive response and encouragement of donor countries and multilateral agencies.
While Sri Lanka will make its own best efforts to re-phase the programme and to
- inobilize additional domestic resources, the understanding of donors will be required
~to enable the country to sustain its courageous policy package and implement its

investment programme, which, though it may look large in relation to resources, is
quite modest in relation to needs.

19.07 Donors can help in several ways. In the past three years, there has been a
distinct and marked shift away from food and commodity aid to project aid. This
was to be expected because donors were responding to the Government’s desire to
step up investment. It has, however, had the impact of increasing aid commitments
without commensurate aid disbursements. Such aid would necessarily disburse only
over a somewhat longer period. In the context of the emerging domestic and external
resource gaps, donors would help by stepping up food and commodity aid commit-
ments to the maximum feasible extent. This would also help to stabilise domestic

prices, increase capacity utilization and provide certain essential inputs for domestic
and export industries.

[9.08 Given the magnitude of the investment programme and the large number of
projects included in it, the scope for admittin

. 2 _ g any new projects in the period 1982
to 1984 is extremely limited. However, there are some on-going projects which have

financing gaps, both foreign and local. Donor assistance to fill these gaps would be
most wclco.me and would enable the country to absorb further project related assis-
tance. It will also help in reducing the resource gap in the medium term.
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