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HISTORICAL BACKGROUND

The economic structure Sri
Lanka inherited from the colonial
past at her political independence
in 1948 was typical of -a colonial
“export economy'’. The growth
momentum of the economy was
heavily dependent on the fortunes
of the three primary export pro-
ducts : tea, rubber and coconut.
These three items together account-
ed for about 97 per cent of total
export earnings. They directly con-
tributed about 40 per cent of the
Gross National Product (GNP)
while their indirect contribution via
associated supportive services was
substantial. Nearly 50 per cent of
Government revenue came from
export taxes,

Ever since the end of the
second World War, there were indi-
cations that unfavourable structural
changes were taking place in world
demand for traditional exports,
notably tea and rubber, with
possibilities of adverse repercus
sions on Sri Lanka’'s long-term
growth prospects. For instance,
the World Bank economic mission
which visited the country in 1951
reported that, “‘the old momentum
in the export sector is unlikely to
be maintained’’. Hwowever, during
the post-independence period upto
about late 1960, no steps were
taken towards diversifying the
export structure and be ready
with new products in order to face
the future challenges. Throughout
this period the emphasis of the
development policy was on ‘im-

port substitution” - the develop-
ment of domestic agriculture and
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industry to meet domestic demand.
The expectation was that the
expansion of domestic agriculture
and industry would enable the
economy to maintain a satisfactory
pace of growth despite adverse
trends in export trade,

By the late 1960's, the
import-substitution  development
strategy had reached a crisis point.
Against the original expectation,
the newly-established industrial
sector had made the economy even
more dependent on the traditional
export sector. These industries
showed an overwhelming reliance
on imported machipery and raw
materials while their added value
and foreign exchange earnings were
negligible. On the other hand
earnings from traditional exports
continued to stagnate and import
savings through the expansion of
domestic agriculture was still in-
significant. The immediate outcome
was continued widening of the
balance of payments deficit which
led to unanticipated import curtail-
ments, with adverse repercussions
on the growth momentum of the
econcmy,

These circumstances gene-
rate a new emphasis on export
diversification from the mid 1960's
leading to a number of policy
revisions within the existing import-

- substitution policy framework, The

policy measures included the estab-
lishment of an import duty rebate
scheme (a scheme to refund import
duties paid on imported inputs used
in export production) from Decem-
ber 1964, introduction of 8 Bonus
Voucher Scheme (an import-entitle-

.

ment scheme for selected non-
traditional exports) in 1966, the
devaluation of the rupee by 20 per
cent in 1967, and the introduction
of a Foreign Exchange Entitlement
Scheme, FEECs, ( a dual exchange
rate system with a premium ex-
change rate for all non-traditional
exports) in 1968.

Despite the shift in politi-
cal power in May 1970, the policy
emphasis on export promotion con-
tinued well into the 1970s. In fact,
the onset of the oil price hikes in
1973 with their attendant balance
of payments pressures, and the
increasing debt-servicing burden
due to continuous reliance on for-
eign financing in the late 1960s
had made promotion of exports
and foreign exchange earnings even
more urgent in the 1970s than in
the 1960s.

The creation and develop-
ment of a “new export sector based
on industrial production, and the
promotion of minor agricuitural

exports” was among the key
elements in the Five Year Plan

(1972-77). To achieve these ob-
jectives, a number of steps were
taken. An Export Promotion
Secretariat was established in 1972

to function as the appex institute

of directing and co-ordinating the
export development effort of the
country, The State Gem Corpora-
tion was set up in 1971 with the
objectives of promoting gem ex-
ports and channelling illegal gem
exports into institutional sources.
A replanting and new planting
subsidy scheme, compiled with
provision of extension services, was
introduced for selected minor agri-
cultural export crops under the
newly established Department of
Minor Export Crops. These insti-
tutional arrangements apart, a new
export incentive scheme — the
Convertible Rupee Account (CRA)
Scheme— (an import entitlement
scheme under which non-traditional
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exporters were allowed to credit
a certain percentage of export
earnings to specific bank accounts
the balances of which could be used
for the importation of restricted
imports) - was inaugurated in
1971. The FEEC scheme continued
to be in operation with periodic
upward adjustments in the pre-
mium rate. Added to these were a
number of newly introduced tax
incentives including an 8-year tax
holiday on export profits of ap-
proved exporting ventures,

In line with the govern-
ment’s commitment to the export
diversification drive, export-orient-
ed direct foreign investment was
accorded preferential treatment in
the White Paper on Foreign Invest-
ment issued in August 1972,
Another noteworthy feature of the
foreign investment policy during
the first half of the 1970's was the
active interest shown by the govern-
ment in establishing export-orient-
. ed joint-ventures (for example,
Noritake and Wall-tiles factories)
with capital participation between
public corporations and foreign
firms. Although action on those
lines was not pursued the idea of
establishing a Free Trade Zone
was among the various policy
suggestions in the area of ekport
promotion embodied in the Five-
Year Plan,

POLICY REFORMS SINCE 1977

Export promotion attempts
p'rs ed since the late 1960's in
fact, brought about noteworthy
results in the field of non-tradi-
tional exports (See Section on
Overall Export Trends). However,
the rate of export expansion a-
chieved was highly inadequate
when compared with the magni-
tude of the balance of payments
disequilibrium brought about by
escalating import prices and the
poor performance of the tradi-
' tional export sector. Therefore,
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strice import controls continued to
be in force throughout the period
with adveerse repercussions on the
performance of the economy.

The new government which
came into power in May 1970
was strongly convinced that piece-
meal adjustments within the exist-
ing restrictive trade regime would
not provide a lasting solution to
Sri Lanka’s economic crisis, and the
solution must be found in a radical
shift towards an outward looking
strategy. The strengthening of the
market mechanism and linking
the economy with the world system
were considered essential pre-condi-
tions for enhancing economic
growth and development, A far-
reaching policy reform in this line
of thinking was announced in the
Budget Speech presented in Novem-
ber 1977, and further changes were
affected subsequently,

As the experience of certain
other developing countries has
amply demonstrated, the attain-
ment of satisfactory export expan-
sion is the single most important
factor which determines the viabi-
lity of the outward-oriented deve-
lopment strategy. If foreign ex-
change receipts do not, at some
point, start growing at a rate
sufficiently higher than the rate
of growth of demand for imports,
the country might be forced to
fall back on quantitative restric-
tions in order to.contain foreign
exchange expenditure at levels
permitted by foreign exchange
receipts. While private foreign capi-
tal inflows and aid receipts can
offset a deficit in the trade balance,
their rate of growth is closely re-
lated to how well export earnings
are performing. Under the new
policy reforms, export development
has therefore been accorded the
highest priority in the overall
development programme.

The major elements of the
policy mix such as the removal of
quantitative controls on most im-

ports (trade liberalisation), consi-
derable relaxation of control on
many types of exchange payments,
replacement of the dual exchange
rate system by, a unified floating
exchange rate, and elimenation of
various controls on the domestic
economy are aimed, among other
things, at generating an economic
climate which is conducive for
export expansion through - private
sector initiative, For instance, the
abolition of import controls is
expected to ensure the timely
availability of imported inputs and
machinery for export production at
competive prices,

Also fair competition under
liberalised trade may enhance
quality consciousness of local pro-
ducers enabling them to compete
successfully in foreign markets,
The relaxation of exchange control
on business travel may promote
market research and marketing ef-
forts in foreign markets. The main-
tenance of a realistic external
value for the Sri Lankan rupee
through an exchange rate reform is
expected to preserve and enhance
price competitiveness of exports.
However, in a country with hardly
any tradition of exporting other
than a handful of primary products
and which still has a strong import
substitution bias inherited from the
past, the mere improvement of the
general economic climate cannot
by itself generate the desired export
push. On these considerations a
number of policy steps direetly
aimed at export development have
been introduced as an integral
part of the policy reform. These
measures are briefly discussed
below:

Institutional Resources

In order to establish a sound
institutional  background under
which the commitments of the
government to the export develop-
ment drive at the highest political
level could be ensured, the Export




Development Act No. 40 was
enacted by the National State
Assembly in 1979. The Act provid-
ed for the establishment of two
pivotal institutions : the Export
Development Council of Ministers,
and the Sri Lanka Export Develop-
ment Board (EDB). :

The Export Development
Council of Ministers, which func-
tions under the Chairmanship of
the President, has the assigned task
of providing guidance and direction
to the national export development

effort. The EDB, which replaced '

the Export Promotion Secretariat,
is the “Executive arm” of the
Export Development Council of
Ministers. Its functions include
advising the Council on export
development policies, formulating
export development programmes
and monitoring their impiementa-
tion and the co-ordination of the
activities of various government
bodies responsible for  various
aspects of export development.

Export Oriented Direct
Foreign Investment

The success of an export-
led development strategy depends
crucially on the ability of domestic
industries to penetrate advanced-
country markets. It is believed
that product expertise and market-
ing skill gained through foreign
collaboration has an important role
to play in this connection. Guided
by this belief, a number of policy
steps, have been taken to provide
an environment conducive to for-
eign investment. The setting up of
the Greater Colombo Economic
Cimmission (GCEC) in 1978 with
the assigned task of establishing
and operating Investment Promo-
tion Zones, relaxation of traditional
norms with respect to foreign
participation in export-oriented
projects, entering into Investment
Protection Agreements and Double
Taxation Relief Agreements with

major investing countries and gua-
ranteeing such agreements under
Article 157 of the Constitution of
Sri Lanka, and faunching investor
promotion  campaigns  abroad.
Further details on policies of ex-
port-oriented direct foreign invest-
ment may be seen in Economic
Review (Special Issue on the Katu-
nayake IPZ - Vol, 8 No.3, July
1982).

Tax Concessions for Exporters

As already noted, an eight-
year tax holiday for companies in
the field of non-traditional exports
was introduced in 1972. However,
from 1976 this concession remain-
ed virtually jnactive because of the
decision to limit it only to “broad
based’” companies. As an element
of the new tax reforms introduced
in November 1978, ali companies
set up {on or after 15.111978) for
the exportation of non-traditional
exports were made eligible for a
new five year tax holiday. As a
further step, by the 1983 Budget
the export sector was singled out
for special treatment by announc-
ing that the five-year tax holiday
would be continued beyond
31.3.83 oniy for this sector. (Upto
this date other companies involved
in other activities such as the
tourist industry, import substitu-
tion production and construction
were also eligible for similar, or
even more attractive tax conces-
sions),By the 1984. Budget this
concession was extended to cover
individual entrepreneurs and part-
nerships too (in addition to com-
panies).

With effect form the 1978/
1979 tax year, the full cost of ad-
vertising and the sales promotion
activities, and travelling expenses in
connection with promotion of non-
traditional exports have been made
deductable in calculating taxable
income. Under the Turnover Tax
Rebate Scheme which came into
force in April 1982, goods or mat-

erial imported for export produc-
tion are exempted from import
turnover tax. [n addition to these,
over the past six years steps have
been taken either to oomple"fely
abolish or to reduce considerably
export duties on non-traditional
agricultural products.

Special Export Incen
tives and other Assistance
to Selected Product Sectors

Various financial incentives
and, assistance in product develop-
ment and export marketing provid-
ed by the EDB, export financing
facilities provided by the Central
Bank, and various export insurance
schemes of the Sri Lanka Export
Credit Insurance Corporation come

« under this category.{See Box on

Financial Incentives).

OVERALL EXPORT TRENDS
Table | presents data per-

taining to the overall export perfor-
mance of Sri Lanka over the period
1960-83. Throughout the period
upto 1973 export earnings (in
current SDR terms®) in all the
years but 1964 and 1965 were
below the level in 1960. (Column
2) Since then an upward trend was
recorded with the onset of the
recent world commodity boom,
However, with the cessation of the
boom, the growth momentum has
siowed down. For instance, the
average annual compound growth in
1978-1983 was 8.2 per cent com-
pared with 18.5 per cent in 1972 -
1977. The analysis of growth in
current terms is, in any case, mis-
leading since the bulk of value

increases in recent years reflects
of constant, export volume column

(4), the export behaviour indicates

* A rupee value export data series is
inappropriate for an analysis because
of drastic varistions in the external
value of the rupee in recent years.
It is necessary therefore to covert
this series into a stable foreign cur-
rency. The most stable currency unit
one can use for this purpose is the
SDR (Special Drawing Rights).
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a rather erratic pattern, Since the
middle of the 1960s, the real ex-
port index has been on the decline
with only minor upward deviations
in a few years, The overall conclu-
sion is that there has been no stea-
dy acceleration as far as overall
export performance is concerned,

From the point of view of
the external payments position of a
country, what is more important
than the level (current or real)
of export earnings is the import
purchasing power of export earn-

** Import Purchasing Power

ings. The index constructed to
indicate the behaviour of import
purchasing power”
export earnings is given in column
8 of the Table., The index has
declined over most of the years
under study, while the annual rate
of decline has accelerated in recent

years. Import purchasing power in
1983 was only 30 per cent of what

prevailed in 1960.

*of Sri Lankan®

Export Value

B

Import Price

Export Volume x Export Price

{Where, Export Price is the Terms of Trade}

Export Volume x Terms of Trade

Import Price

wsnvanesaqnseasasrre

Irnport Price

Import purchasing power is
the product of export volume and
the terms of trade (the ratio of

Table 1

”

BASIC DATA ON SRI LANKA’S OVERALL EXPORT PERFORMANCE 1960-83

Note :

Export Values in Export Export Import Terms of Purchasing
Current SDR Volume Unit Value Unit Value Trade Power of
Index Index Index Index (a) Exports (b)

'000 SDR Index

Year

e 2) (€)] ) O] 6) )] (8

1960 384,712 100 100 100 100 100 100

1961 368,923 95 103 94 100 04 95

1962 379,672 99 141 24 100 94 89

1963 363,503 94 107 94 11 85 86

1964 393,952 102 116 924 133 71 77

1965 409,454 106 121 94 122 77 87

1966 357,143 93 110 88 122 72 76

1967 355,042 92 114 81 131 62 70

1968 342,017 89 117 80 124 65 72

1969 322,017 84 112 80 133 60 63

1970 341,681 89 116 80 142 66 62

1971 327,227 85 113 80 154 53 56

1972 296.313 77 11 70 140 650 55

1973 342,988 89 112 73 166 44 54

1974 432,370 112 97 109 278 39 40

1975 466,047 122 116 97 308 31 30

1976 494,856 129 111 98 240 4 54

1977 637,021 166 102 148 274 54 61

1978 674,478 175 109 143 270 63 65

1979 758,697 197 110 153 402 38 49

1980 802,649 209 108 162 628 31 40

1981 891,001 232 1M1 159 667 24 36

1982 919,234 239 122 144 704 20 34

1983 997,456 259 118 199 854 23 30

Unit value indexes are in terms of SDRs. The rupee indexes have been converted into SOR using ennual average SOR- rupee

exchange rates obtained from the Annual Report of the Central Bank of Ceylon. All indexes, which are on a 1978 base in the
original source, have been transferred to a 1960 base.

{a} The ratio of export unit value Index to import unit value index { (5)/{6) x 100)
(b) The ratio of the value of exports to the unitvalue of -  imports { {3)/(6) x 100)
Source ; Sri Lanka Customs Returns (for export value) and Central Bank of Ceylon, Review ofrthe Economy (for all trade indexes).
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average export price to average
import price). Escalation of import
prices (notably since the onset of
_the oil crisis in 1972) in the face of
declining or slow moving export
prices, resulted in a sharp deteriora-
tion in the terms of trade through
out the period under study. On the
other hand, export volume stagnat-
ed. The cumulative outcome of
these movements was the sharp
erosion of the import purchasing
power of the economy, It is well
known that Sri Lanka has almost
no control over import prices,
and almost none over export prices.
8ut in the long run, she does have
a considerable degree of control
over export volume, Therefore it
is not logical to place the blame for
the decline in import purchasing
power only on extraneous world
market forces. A significant portion

of the explanation for these adverse
movements must be found in the
nature of export policy pursued.

The essential corollary to

. the erosion of import purchasing

power has been the decline in the
percentage contribution of export
earnings to total expenditure on the
import bill. in the years 1970 - 77,
on the average, earnings from
merchandise exports contributed
around 90 per cent of the country’s
total import outlay. This high per-
centage is, in fact, misleading in
view of strict import controls pre-
valent during this period. With
the liberalization of import trade
in November 1977, the inadequacy
of the degree of export expansion,
compared with the country's
import demand, has become ob-
vious. For instance, in 1978 about

through export earnings. Since then
this percentage declined continuou-
sly reaching only 56 in 1983. The
‘major portion of the remaining gap
was filled through recourse to
foreign financing which invariably
has a negative impact on future
import capacity of the economy
by way of “debt servicing pay-
ments’’ - (repayments of -loans plus
rayment of .interest thereon), The
debt service ratio ( the ratio of debt
repayments and interest payments
to total export earnings) increased
from 12.4 in 1980 to 21.6 in 1982,
The major portion of foreign fin-
ance (about 85 per cent on average)
obtained during 1978- 83 was long-
term debts the amortisation of
most of which is due to commence
in 3 to 5 years (Central Bank of
Ceylon, Annual Report 1983, p.
92). Therefore the debt service

85 per cent of imports was financed

Table 2

SRI LANKA'S EXPORT PERFORMANCE IN A WORLD CONTEXT

ear Merchandise Exports (US 000) Sri Lanka’s share in Share in World Exports
World NO-DC Sri Lanks World Exports of No-DC* share in world
Exports NO-DC* exports
1950 57,420 17,591 328 0.666 1.864 30.371
1955 85,520 21,380 407 0.476 1.903 26.000
1960 115,520 24676 11 0.365 1.865 21.356
1965 168,000 32,027 409 0.243 1.277 19.063
1966 184,600 34,720 357 0.193 1.028 18,808
1867 197,700 35,239 .348 0.176 0.687 11,824
1968 216,200 37,686 342 0.158 0.807 17.432
969 247,800 42,275 322 0.120 0.761 17.060
970 284,800 46,519 342 0.120 0.736 16.334
1971 319,700 48,777 344 0.107 0.705 16.267
1972 378.800 58,244 337 0.088 0.678 16,376
973 5§27 400 84,672 410 0.077 0.484 16.066
974 779,700 121,479 8§27 0.067 0.433 16.580
1975 804,600 118,568 5§66 0.070 0.477 14,736
1976 916,700 139,478 §70 0.062 0.408 16.216
977 1041,500 164,7272 753 0.072 0.467 156816
978 1199,800 188,084 845 0.070 0.440 16.676
979 1524,100 245,095 981 0.064 0.400 16.081
980 1868,300 312,021 1074 0.067 0.344 16.701
281 1837,200 323832 1,066 0.067 0.328 17.626

* NO-DC: Non-oil Developing Countries
Source: IMF, International Financial Statistics, Supplement on Internal Trade Date, 1982.
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Table 3

ANNUAL AVERAGE EXPORT GROWTH RATES AT CURRENT SPR PRICES,
196569, 1970-77 AND 1978-82

1.2

2.1

22

2.3

24

25

26

2.7

Notes :

Source: Compiled from Sri Lanka Customs Returns (Annual Issues, 1 965-82).

Average annual growth rates

1965-69
Primary Products 5.96
Traditional Agricultural Products 6.35
8. Tea 4.62
b. Rubber 4,62
¢. Coconut Kernel Products 4.40
Non-Traditional Primary Products 0.32
a. Coconut by-products -4.36
b. Spices 3.60
¢. Other Agricultural Products 9.37
d. Minerals -6.21
Gems -53.93
Graphits 5.27
Other -
Manufactured Goods (including petroleum products) 9.77
Manufactured Goods {excluding petroleum products) 9.17
Food, Beverages and Tobacco 70.90
Textile, Wearing Apparel & Leather Industries 50.20
a, Garments 58.18
b. Leather products/footwear 0.23
Chemical, Rubber & Plastic Products 3.17
a. Chemicals -3.17
b. Rybber Goods -
Petroleum Products .
Non-Metalic Mineral Products (Ceramic-ware and
wall-tiles) 492
Machinery and Equipment 19.94
Other Manufacturing 5.15
Unclassified exports 0.15
Total domestic merchandise exports {"000 SDR) -6.83
{a) Exclusing processed tea (tea bags and instant tea
(b) Including processed tea (tea bags and instant tea;
(c) Data series starts in 1968
{(d) Data series starts in 1970.
(e) Data series starts in 1972
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1970-77

12.43
6.74

10.08
1.9
9.42
13.81
10.43
1137
7.32
66.72
213.66

8.56
112,82

78.22

51.71

56.64

66.21

62.75
0.09

26.81

26.23
2835

144,08

27228
120.30

30.07

30.17

9.84

197882

0.68
-1.46

-3.62
3.94
14.74
16.02
0.84
15.32
66.23
2.78
11.66

12.12
87.54

32,22
63.42
15.38
66.64

66.98
0.02

12.78

0.14
26.32

23.92

20.74
20.52

110.63

31.16

7.31

ratio is bound to increase at a
rapid rate unless a major break
through occurs in the export front,
Given invariable institutional limita-
tions on the availability of foreign
finance and increasing debt sercive
burden, it has now become obvious
that “Sri Lanka cannot expect to
achieve its development goals while
maintaining a relatively liberalized
system of trade, unless our exports
increase rapidly. *(Budget Speech,
1983, p.35).

SRl LANKA'S SHARE
IN  WORLD TRADE

When Sri Lanka’s exports
are examined in the global context,
the most striking feature one would
note is the continuous decline in
her export share both in world
exports as well as in exports from
“non-oil”  developing countries
(Table 2), while world exports {in
dollar terms) grew by 146 per cent
between 1960 and 1970, and by
475 per cent between 1970 and
1981, Sri Lanka’s exports recorded
a negative growth raté of 17 per
cent in the former period and a less
impressive growth rate of 210 per
cent in the latter. As a result, Sri
Lanka’s share in world exports
declined from 0.355 per cent in
1960 to 0.120 per cent in 1970
and to 0.057 per cent in 1981.

While world exports grew
by 475 per cent between 1970 and
1981, exports of non-oil developing
countries grew by 553 per cent. As
a result the export share of the
latter had increased -from 15 per
cent in 1971 to 18 per cent in
1981. The most striking feature to
be noted is that, Sri Lanka has
continued to lag behind the non-
oil developing countries as a group.
For instance, her share. in total
exports of this group declined
from 1,864 per cent in 1950 to
0.735 per cent in 1970, and to
0.328 per cent in 1981, It is worth
noting that Sri Lanka could not
show any notable sign of improve-
ment in her relative position even
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in: the period 1974-77--when her .
two-major export:items - tea and
rubber:-"experienced highly favour- .-
able 'market prices. -
THE-PATTERN OF EXPORT :
GROWTH. G w

1+ - The unequivocal. conclusion
of "the previous -section: is that Sri
Lanka’s aggregate export perfor-
mance lagged behind both her own
import requirements and the giobal
export experience during the .period.
under study. We now turn to a
more detailed analysis of the export
sturcture in an attempt to identify
stagnant export items and growing
items,” and- their ‘relative contribu- -
tion to the obsérved overall pattern.-

The data required for the.

analysis are summarised in Tables

3 and 4. in :corpiling these.tables ..
the overall time period; 196581,

has been divided into three sub-
periods, with a view to highlighting
the impact (if any) of recent policy

~ shifts on the export pattern. Table
3 is based on current SDR values.
In a comparative analysis of this
nature, current value figures might
lead to distorted interpretations
because . the impact_lof world in-
flation has been considerably
uneven across various commodities.
Therefore the current price growth
rates will be supplemented with
constant price (real) growth rates
as given in Table 4.

e GROWTH OF INDIVIDUAL

COMMODITIES

“te . The most important aspect
by both real and current price
data is the highly unsatisfactory
relative growth performance of the
“traditional triple’” - tea, rubber
and ‘coconut kernel products. Out
of these three commodities, only
rubber indicated a positive average
growth rate (4.9%) during the
period 1970-77 in real terms but
this too was much lower than the
average growth (9.7%) pertaining
to the period 1965-69. This sup-
ports the view that the fairly high
annual average growth recorded by
the three products in current terms
in the first half of the 1970s was

Comodity Category

Traditional Primary Products

Tea
Rubber
Coconut Kernel Products

Non-Traditiogal Primary Products
Cocov:vul By-products

Spices

Other Agricultural Products

Minerals

Gems
Others

Manufactured Goods {Excluding Petroleum Products)

Fc_ood Qwerages & Tobacco

Sea Foods
Others

Garments
Other Manufactured Giods

mainly due to favourable world
market conditions. In 1978-82;
both constant and current price
growth rates of tea and rubber
were negative reflecting the ad-

Rate % verse movements in both market

L ‘ Table 4
.. ANNUAL AVERAGE EXPORT GROWTH RATES AT
CONSTANT (1980) PRICES '
Annual  Average Growth

196569 1970-77

-1.14 ‘1.50

-2.24 ~0.28

9.69 494

-5.88 ©-3.50

2.00 7.15

053 369

356 18.23

15.42 16.71

3.29 53.13

4.14 62.14

5.10 -0.68

45.53 . 32.34

67.53 50.15

69.92 171.79

170.00 156.38

32.59

0.02 134.10

--0.75 2.25

Total Export (Excluding Petroleum Products)
Source : Compiled from Sri Lanka Customs Returns (Annual Issues, 1965-82).

Method :

To obtian constant price estimates., current value series of each commodity category was deflated by a unit
valuc index (with weights of the current year) constructed for that category. Compared with the based-

t

price and export volume. The high
1978-82 yositive average growth rate (28%)
of constant price value of coconut
exports in 1978-82 is highly 'mis-
leading: It merely reflects sporadic
export spurts in 1978, 1981 and
1982 over rather low levels in
preceding years, Average annual
real exports value of coconut’
products in 1978-82 was only 1.5
per cent higher than that in 1970 -
77.

1.88

-0.29
-0.01
28.43

-6.22

1.36
3.44
32.28

-20.55 .
Export earnings {current

SDR) from non-traditional (minor)
agricultural exports have recorded
a noteworthy increase over the
period under review. More dis-
aggregated export figures (not re-
ported here) show that for most of
the commodities in this group, this
up-turn commenced somewhere in
the late 1960s or early 1970s. The
ather agricultural products category
which comprises live trees and
other plants {including cut-flowers),
vegetables, betel leaves, oil seeds
and edible fruits and unmanufac-
tured tobacco has recorded above-

-22.54
8.37

14.78
1.43

BRE
13.94

58.08
8.61

-0.61

weighted (Laspeyer) index, the current-weighted (Paasche) index has the added advantage of taking into @verage growth rates in 1870-77
account variations over time in the given commodity mix.

and 1978-82. Ail these items are
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new-comers’ to Sri Lanka's ex
port list, with a continuous export
history of only 6 to 10 vyears.
Growth "rates of coconut by-
products, spices ‘and essential oils,
commodities which have a longer
history of export performance, :
were slightly below the average
growth rates for the whole group.
Constant price growth rates of all
these categories remained positive
in alt the three sub-periods. How-
ever, only the growth rate of
“other agricultural products’” in- .
dicated continuous increases. For
coconut by-products and spices
growth rates in 1978-82 were
much lower than that in the 1970-

77 period. ) _
Export performance of

mineral products has been rather
disappointing in recent years. Cur-
rent SDR export earnings of this
commodity category indicated an
impressive average growth rate of
65.7 per cent during 1970-77. This
declined to about 2.8 per cent dur-
ing 1978-82. The real growth rates
for the two periods were 53.1% and
-20.6%, respectively. The major
contributory factot for this un-
favourable trend was the sharp
fall in export earnings from gems
which contributes about 80 per
cent of Sri Lanka's total value of
mineral exports. Real export earn-
ings from this commodity recorded
an annual average decline of 22.5
per cent in 1978-82 compared with
the impressive growth rate ~ of
62.1 per centin 1970-77

Total manufactured exports
have indicated a higher degree of
growth dynamism compared with
non-traditional primary exports,
since about the early 1970s.Current
value of these exports increased
from the average annual level of
SDR 40.5 million in 1970-77,
to SDR 233.5 million in 1978-82.
The average annual growth rates
in the two periods were 78.2 per
cent and 32.2 per cent respectively.
This overall picture is, in fact,
misleading since part of the varia-
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tion is due to the re-classification
of export earnings from the sales of
bunker oil as merchandise .exports
from 1972 onwards, in contrast to
the previous practice of including
such earnings in the category of
service earnings. Since that year,
this single item annually accounted
for between 50.to 70 per cent of
total manufactured exports until
1981 when wearing apparel-became
the dominant item. Therefore, a
meaningfui analysis of manufactur-
ed export expansion calls. for the
exclusion of this item from the
aggregate figure. When this revision
is done, average annual growth
rates for the two periods, 1970-77
and 1978-82, turn out to be 51.7
per cent and 53.4 per cent respec-
tively. In terms of absolute figures,
the increase in the average annual
level was from SDR 4.8 mn in
1970-77 to SDR 126.0 mn in 1978-
80. In real terms, annual average
growth of non-petroleum manu-
factured export earnings was 14.8
percent in 1978-82, compared with
32.3 per cent in 1970-77.-

Among the non-petroleum
manufactured exports, garments
has indicated the most impressive
steady growth record. Beginning
from a low starting base ot SDR 0.4
mn in 1968, apparel exports ex-
pansion_at the average annual rate
for the two periods were 32,.6
per cont and 58.1 per cent respec-
tively. SDR export value of this
item increased from 1.3 mn in
1970 to 13.4 in 1977, and 149.9
mn in 1982. The next major item in
the non-petroleum export category
is sea foods. Export earnings of this
item has increased from SDR 1.2
mn in 1970 to 11.3 mn in 1977 and
to 26.8 mn in 1982. However,
the real growth rate in recent
years has been near zero (the
average growth in 1978-82 was

0.11%) indicating that the observed
nominal increase is mainly due to

increase in export unit prices. From
an overall point of view, average
annual growth rates of the remain-

ing  manufactured export items
given in Table 4 seems impressive.
However, a close look at annual
figures of individual commodities
reveals that their growth has been
rather sporadic. Only a few items,
in particular manufactured rubber
goods, articles made from coir
fibre (mainly brooms and brushes)
and ceramic:ware and wall-tiles
have indicated mr!tinuous annual

increases. :
CHANGES IN COMMODITY
COMPOSITION OF EXPORTS

Throughout  the period
under study, the aggregate share of
the three traditional exports declin-
ed continously, and since the latter
part of the 1970s the decline was
more sharp, In 1982 this share
was 46 per cent compared 72 per
cent in 1978, and 89 per cent in
the late 1960s. If the share is calcu-
lated for total exports, excluding
petroleum products, the decline is
much less marked; but still appears
to ‘be considerable. For instance, the
revised figure for 1982 was 57
per- cent compared with the aver-

- age level of 85 per cent during

the period 1970-77. In the late

'1960s and the .early 1970s, un-

favourable price trends was the

major reason (notably for tea

and rubber) for the observed -
declined in the share of traditional

exports, Since then, both contin.

ous stagnation of export volume of

these products and higher growth

rates of non-traditional.

The simplest way to shed
light on these issues is to examine
the behavioural pattern of Sri
Lanka’s export market shares of
selected commoadities, If external
factors vere the sole contributor
to unsatisfactory export perfo-
mance and if exporters exploited
the existing market opportunities,
the country would then, at least,

_have, maintained its share in world

exports of the given commodity.
If this has not happened, then the
explanation should lie in the count-

1
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Table 4 A TOTAL EXPORTS, IMPORTS AND BALANCE OF TRADE
IN MERCHANDISE (1953 - 1983)

ry’s own internal policies and va- Al

rious other supply bottienecks. (Million US. §.)
Estimates of Sri Lanka's Year Domestic Total Imports Balance:of US.S. Equi-
Exports Exports Trade valent in Rs.

market shares in selected export
products for the period 1976-1982
are given in Table B.Let us examine 1953 3129 ° 3293 3376 . 83 (47619)
this data starting with the tradi- 1954 361.0 379.9 293.4 + B65 "
tional exports. For all the five

commodities - tea, rubber, dessicat- 1955 393.1 407.4 308.5 + 1008 "
ed coconut, copra and .coconut oil- 1956 3470 364.3 342.2 t 22.1 o
the market share has slipped drasti-
cally throughout the period. For 1957 3335 353.1 3789 - 258 "
instance, the market share of tea
in 1982 was 26 per cent compared 1958 3468 3592 3605 - 13 "
with- 34' per cent in 1'9:76..This 1959 355.3 ' 368.3 421.0 . 827 "
decline is even more striking if we
use the share for 1965, the peak . 1960 372.7 384.6 4115 . 289 "
year of Sri Lankan tea production,
as the base for comparison. Sri 1961 352.9 3639 2.7 + 62 "
Lanka’s share of the world tea ma.r- 1962 3709 3793 3486 + 308 "
ket in that year was 52.5%. It is
pertinent to compare Sri Lankan 1963 3579 363.4 315.0 + 48.4 "
Experience with the other two
traditional tea producers - India 1964 386.7 393.9 4148 - 207 K
and Indonesia. During this period, 1965 4023 409.2 300.6 + 996 "
India was able to maintain her
export market share at the average 1966 352.0 3675 4259 - 689 "
level of 37 per cent, with only in-
significant annual deviations, even 1967 333.3 345.4 3563 ) 9.9 (4.8924)
in the face of increasing internal 1968 3318 . 3419 3851 . 232  (5.9524)
demand pressure. Indonesia’s share
increased. from the average leve! of 1969 315.0 3219 4213 - 105.4 ”
7 per cent in 1970 - 72 to 10 per '
cent in 1979 - 81. (Data from FAO, 1970 335.2 3418 4107 - 691 "
Trade Year Book). ”

In the case of rubber, the 1 337.3 3402 386.0 - 1o
decline in market share is less 1972 3242 326.7 364.5 - 378 (6.1488)
dramatic, However, the overail
trend was on the decline. For 1973 407.1 4105 4258 - 15.3' (6.3752)
instance, none of the years after 1974  517.0 6207  683.0 .- 1622 (6.6677)

1976 could exceed the 1976
share of 4.4 per cent. 1975 552.1 553.6 739.1 - 1855 (7.1049)
The three coconut kernel

products indicate the most un- 1976 569.8 571.4 §51.3 20.1 {8.4259)
favourable relative growth record. 1977 7434 7460  675.1 + 709  (8:8982)
The share of Desiccated Coconut

declined from 35.3 per cent in 1978 8446 846.6 941.4 - 948 {15.60}
1976 to 22.5 per cent in 1982,

Sri Lanka's position in the world 1979 978.3 981.1  1448.0 - 466.9 {15.58)
copra market had reached an 1980  1046.2 10519  2034.9 - 9830  (16.53)
almost negligible level by 1982,

Market share of Coconut oil has 1981 999.4 1026.8 1806.3 - 7794 (19.67)
indicated a high degree of in- 1982 - 996.6 10156 17729 - 7573 (20.80)

stability, but again the overall

trends for the period showed a 1983 1056.3 10707 1786.6 7188 23.52)
12 ECONOMIC REVIEW JULY/AUG. ‘84
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sha_r;ia decline. This data shows
that the world demand situation
can hardly be. blamed for the
stagnation in export earnings from
traditional exports, The explana-
tion must be found in supply
constraints which prevented Sri
Lanka from maintaining her market
position,

Among six minor agri-

cultural commodities only in

the case of cinnamon and to a

lesser extent, in the case of cloves,

did Sri Lanka occupy a significant

position in the world market.

Among all spices, cinnamon is con-

sidered to be the commodity which

has least benefitted from the overall

‘increase in the world consumption
of spices. The high concentration

of the major share (nearly 70 per

cent) of world consumption of the

commodity in a single country,

Mexico, which has been confronted

with severe balance of payment

problems in recent years, and the

- rapid market penetration of Cassia,
a cheaper but almost perfect sub-

stitute for Cinnamon, has led to a

continous deterioration in market

prospects of this commodity. Given

the predominant postion of Sri

‘Lanka in the world Cinnamon
trade, the slow growth of her ex-

port earnings from this commodity
in recent years -can be described
mainly to this adverse market
situation. In the case of cloves,
the "high degree of volatility of
market share reflects the relative
importance of domestic supply
factors in determining export earn-
ings. The same comment applies for
the other items too. Moreover, for
these latter items Sri Lanka's
market share remains rather small
indicating ' possibilities for further
expansion even under the existing

level of world demand.
For mineral products, world

market data is not available for a
meaningful international compari-
son. However, there is some evi:
dence which suggests that the world
demand situation can hardly be
blamed for unfavourable export
growth of these commodities, In an
interesting article that appeared in
the Economic Review (Volume 8,
Number 5, August 1982; pp. 17.18)
N.U. Jayawardena has analysed rea-
sons for unprecedented increase in
“record” gem exports during 1972-
77 and their drastic .decline there
after. The major reason for export
increase in the former period was
the incentives provided under the
CRA scheme introduced in 1972,

In ‘a_highly restricted import trade

Table /5

IMPORT DEPENDENCE OF MANUFACTURED EXPORTS 1982

Contribution to total

regime, CRA credits (first 25 per
cent and later 20 per cent of ex-
ports)  allowed to gem exporters
for financing scarce imports fetched
a premium of 150 per cent to 200
per cent in the market. The upshot
was to bring more gems into the
open market ‘and to discourage
smuggling. With the November
1977 liberalisation, the CRA
scheme was abolished as this type

.of a scheme was no longer relevant

under a liberalised trade regime.
However, no new incentives were
introduced to preserve the degree
of profitability of “recorded”’ gem
exports at the high level that exist-
ed in the CRA era. The result was
the resumption of illicit exports.
The introduction of a new 5 per
cent BTT on gem exports in 1980
(this was abolished in 1983) and
the lack of effective action to pre-
vent the ingressof Thai nationals in-
to the jllicit gem trade further

aggra-  vated this situation.
A reecent ADB study

(ADB 1981) Graphite Mining Pro-
ject, Finland Report has reported
useful evidence on Sri Lanka’s
performance in the world graphite
market. According to- this study;’
Sri Lanka’s share in the USA
graphite market declined from 7.5
per cent in 1978 to 3.4 per cent in
1980. The decline in the share of
the Japanese market (the second
largest market for Sri Lankan
graphite, next t0 the USA) was

Import content from 6.5 per cent to 3.8 per cent

manufyctured exports of exports ‘between the same two years. Sharp

) " * price increases introduced without

Food, beverages and tobacco 8.25 17.91 considering the level of price; from

Garments 46.57. 71.23 other competitive sources, and the

“ Leather goods and footwesr 0.70 48.71 wrong marketing strategy of at-

‘ tempting to promote higher grade

;?;:fru; - _33:‘1'3 . ' ggﬁ: graphite against. buyers preft.arenc?s

Ceramic and Wall-tiles 1.75 . 19.76" are thetwo major reasons given in

Machinery and equipment 162 43.20 this study as explanations for this
Other manufactured goods 0.72 31.26 . unfavourable market trpnd.

+ Total manufacturad goods 100 68.78 The degree of world market

Manufactured goods excluding petu:oleum . 60.90 60.00 penetration by Sri Lanka in the

Source : gﬁf,’jﬁ: ; ;Z;a,:::,s:“ommmm ' field of manufactured” exports still

remains very low Out

Supplemented with data from the Department of Census and Statisties
of the eight commodities given in

Survey of Manufacturing Industry, 1980,

ECONOMIC REVIEW JULY/AUG. ‘84 i3 |

——_




—

the table, leather goods, foot wear
and soap have indicated declines in
their shares in total developing
country exports during 1976-82.
Shares of wall tiles, jewellery and
fish products have shown erratic
time patterns. Both these features
-support the view that these export

items are not vear established on
a sound footing to exploit.success-

fully the existina market oppor:
tunities.

Ceramic ware and garments
are the only two commodities in
the list which have recorded contin:

ous and note-worthy increases in

market shares, The share of ceramic
ware increased from 0.39 per cent
in 1971 to 5.3 per cent in 1982,
while the increase in the garments
was from 0.14 per cent to 2.6
per cent between this same-eleven
" year period. The country-wise data
indicates that Sri Lanka’s export
experience in these commodities
compares favourably with other
Asian countries. For instance in
_‘the case of ceramic ware, Sri Lanka
occupied the seventh position
among these countries after South
Korea, Hong Kong, Mélaysia, India,
Thailand and the Philippines. By
1981 she had been elevated to posi:
tion 4 out-stripping Malaysia, India
and Hong Kong. In the field of gar-
ment exports, Sri Lanka‘’s overall
performance seems to be relatively
better than that of the “Asiar
new-comers’’, notably Malaysia,
Thailand, Thailand and Indonesia.

By 1982 she had out stripped .

Malaysia and Indonesia in the
ranking of Asian exporis. Philip-
pines and- Thailand still occupy
higher positions in the ranking,
but their annual rate of expansion
seems to be relatively lower than
that of Sri Lanka.

Quota restrictions enforced
by the major importing countries
within the Multi-Fibre Textile
Arrangement (MFA) have begun
the impinge. on Sri Lanka's gar-
ment exports since the second half

of the 1970s. The first quota agree-

14

ment under MFA was signed with
Norway in 1976, and by 1980
exports to all other major markets
in the Western Europe and North
America had come under’ similar
agreements. At the initial stage,

the coverage of quota restrictions

was limited only to shirts and
blouses, but gradually most ©f
the “popular’’ garment items were
included in the restricted list. It is

difficult to tell how serious the .

impact of quota restrictions on
exports is, without having recourse
to data at individual exporter level.
However, the growing concern of
garment exporters on the issue of
quota allocation, notably the agita-
tion of exporters outside the IPZ
for reducing quotas allocated to
IPZ firms, indicates that the res-
trictive impact of the quota system
is, in fact, real.

Apart from the immediate
impact on export volume expan-
sion, quotas might have adverse
repercussions on the long-term
viability of the garment indusiry
in yet another way. The presence
of quotas generate “‘export pessim-
ism’* among producers (and perhaps
even among policy makers) prevent-
ing them from establishing sizeable
export production capacity and/or
undertaking necessary improve-
ments in the production process.
A minimum sales vclume in one
country is needed to bear the high
cost of export marketing.

"The mere existence of quota
restrictions does not however imply
that prospects for the future
expansion of garment exports is
bleak. One can even argue that
these restrictions play .a useful
protective function in favour of
“new-comers’’ against already es-
tablished third\S0Untries. Exporters
in other countries have in fact
benefitted from restrictions against
East Asian countries in this sense.
It is hard to imagine that Sri Lanka
would have penetrated the Western
European and North American
markets at the rate she had record-

ed during the past four years had
an open-competitive market en-
vironment prevailed. This view is
-supported by Sri Lanka’s declining
share in the Middle-East market,
the only significant dynamic mar-
ket where quota restrictions do not
exist, in the face of increasing com-
petition from the East Asia export

ers. .
Throughout the period since

the early 1970s, quota limits on
garment exports from Hongkong,
Taiwan and Korea have been highly
restrictive. Despite these restric-.
tions, these three countries have
managed to maintain their shares
in total developing country exports
at a steady level. The two major
underlying reasons for this success
are the successful exploitation of
the scope for export increases left
to them under the guota system,
notably by increasing the unit value
of exports and the diversification of
exports to new markets, particular-
ly to the capital surplus petroleum
exporting countries,

Sri Lanka‘’s garment expotts
still indicate a heavy dependence
on items such as shirts, blouses,
trousers and jackets which have
already attracted quota restrictions,
(See Economic Review, Vol. 9
No.10/11, 1983, pp. 28-33). There-
fore, opportunities exist in the
short-run to expand exports by
shifting to other items. But with
the expansion of export volume
these items are also bound to come
under quotas. Therefore, the long-
term prospects are invariably de-
pendent on the ability to increase
unit values (by shifting to quality
garments) within existing quota
limits and to diversify exports to

non-quota markets.
{IMPORT DEPENDENCE OF
MANUFACTURED EXPORTS

An important aspect to be
taken into account in assessing
the net benefit to the economy of
manufactured exports is their im-
port dependence or percentage of

. imported inputs embodied in FOB
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exports, The higher the import
dependence the lower the contri-
bution of the given export item
towards the balance of payments
position. On the other hand the
essential corollary of high import
dependence is .low utilization of
local raw materials which in turn
limit the ‘“spread effect’” (trickle-
down effect) of manufactured ex-
port expansion on the domestic
economy.

Table 5 gives details of
import content in FOB export
earnings and contribution to local
manufactured exports of selected
products, According to the table
the import co-efficient of total
manufactured exports is about 69
per cent. Even when petroleum
exports are excluded as an excep-
tional case, the co-efficient still
remains as high as 60 per cent. This
high degree of import dependence
is the outcome of heavy concentra-
tion of exports in garment exports.

Garments which account for nearly .

78 per cent of non-petroleum ex:
ports has an import co-efficient.of
71 per cent. The import co-effi-
cients of most of the other pro-
ducts, notably that of resource
based products such as food, beve-
rages and tobacco, rubber goods,
and ceramics and wall tiles, appear
to be significantly lower. However,
despite increased emphasis on ex-
port diversification, the relative
positions of these products in the
€x port mix still remains very low.

It is pertinent to mention
here that estimates of import
content do not portray the full
story as to the balance of payments
impact of manufactured exports.
Over the period since 1977 foreign
direct investment (DF1) has become
incraesingly important in this field
{See Box). The share of non-
pegroleum manufactured exports
handled by firms with DF! partici-
pation increased from 24 per cent
in 1977 to 46 per cent in 1982;
and nearly 57 per cent of the incre-
mental exports between these two
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years originated in fhese firms.
Therefore, other foreign exchange

outflows such as profit and divi- -

dend repatriation, royalty pay-

ments and perhaps other “indirect

drains’” by way of price mani-
pulations in intra-firm trade, related
with the exports,might be substan-
tial. The net balance of payments
impact can be meaningfully asses-
sed only through an indepth empiri-
cal investigation which takes into
account all these aspects.

CONCLUSIONS

The above analysis of Sri
Lanka’s export performance over
the period since the early sixties re-
sults in the following conclusions:
whife current export prices in terms
of SDRs recorded an upward trend
from about the first half of the
1970s, this expansion has not been
adequate compared with the accele-
ration in import prices and expand-
ing import demand of “the eco-
nomy. This has led to an increasmg
dependence of the economy on
foreign sources for balance of
payments financing, a trend which
cannot possibly continue without
adverse repercussions on the eco-
homy’s long-term growth momen-
tum. When examined in the global
context, Sri Lanka’s share..in both
world exports and exports from.
non-oil developing countries has
continuously declined throughout
the period.

The analysis of export per-
formance of individual commodi-
ties and commodity categories
compared with similar exports from
other competitive sources suggests
that, with the exception of few iso-
lated cases (in particular, cinnamon

and perhaps garments) for most of -

the commodities the causes of un-
satisfactory export performance are
of internal origin. The three tradi-
tional exports - tea, rubber and
coconut have continued to lose
their world market positions solely

because of unsatisfactory expansion
in export volume, From about the
early 1970s non-traditional exports
as a group have continued to record
some expansion. However, at the
disaggregated level a high degree of
diversity as to growth rates may be
observed. It is noteworthy that
gem exports which constituted
the most dynamic element in the
export mix in the seventies upto
1977 have on the average record-
ed a negative trend thereafter.

. The growth record of manu-
factured exports seems more im-
pressive compared with other non-
traditoional products. However,
even in this field, Sri Lanka’s ex-
port expansion does not, to a large
extent, match that of her competi-
tors. Among the main manufac-
‘tured exports from Sri Lanka only
garments and ceramic ware have
shown satisfactory market pene-
tration as indicated by their con-
tinuous increase in the world mar-
ket share, Other items do not seem
to have yet been established on a
sound footing to exploit success-
fully the existing market opportuni-
ties.

When the manufactured ex-
port mix is taken as a whole, the
most prominent feature is the high
degree of commodity concentra-
tion., Garments account for about
80 per cent of non-petroleum
manufactured exports. As an out-
come of this heavy dependence on
a single import-intensive. .item, total
import content of manufactured
exports remains at the level of 60
per cent {69 per cent when petro-
leum products are included). This
heavy import dependence plus the
fact that direct foreign investment
has assumed an important role in
this field suggests that the net
balance of payments impact and
the spread effect on the economy
of export expansion is much less
than that revealed by the growtt
rate in FOB exports.
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Inception in 198
sd and iroplemen

straints and other ralated prnbtems faced
bwexporten -

1 Export hic ; _tlves
{8 imporr Dg;yv_v:ﬁebaxev :

In a country .with & limited
domestic resource tase, .One of the
most important presconditipns for the
expansion of ménufsctured exports
is acoess by produgers to imported in-
pute at “world prices”.” At present,
the EDB employs two po!
0 ensure this - pre-coadition. import
duty repate, and manufacture-in-bond

import duty rebate implies
the reimbursement of import duties paid
on imported inputs after the final good

is exported. This export premotion
device was first Introduced in Sri Lanka

on June 15, 1964. This first scheme
which was sdministed by the Customs
Department was howaver virtually in-
operative awing 10 the ecumbersome
administrative prdcedure involved. A
‘revised scheme under the alispices of the

‘Ministry of Industéiss was introduced in |

December 1969, [t was with this revi-
‘'sion that the duty rebate became an im-
-portant slement of the export incentive
-1 system of Sri Lanika, Howaver, the docu-
_mentary requitaments were stitt so cumr
“bersome, and fixing.of rebatg rates and

processing of clalms cfegted: considerabie: -
delays. in 1880; the scheme was revised

_end improved by the EDB under the

guidance of an 1TC expert, sng the im-. -

- plementation of the revised scheme was |

. placed. under the ‘more " flexible and™* .
m 1 - T -qover garment 8xports on an QXPETiﬂ'IEH'

.- 48 basis, .

__ _.ls;aﬁfce provided by the Export

af exporters to the Customs Department

for the payment of duties on imported
ihputs,, Such guarantees obviate the

".need. by the exporter to tie up money

in -duty payments until the rebate

" - claims are settled.

At tha inception (1964), there

‘were only 33 praducts In the eligibility

iist of the duty rebate scheme, At pre-

sent almost all the manufactured ex-

ports which use imported inputs come
under {ts commodity coverage. The

Jatest improvement on the scheme

has beerr the extention of the coverage
to include sales by tocal producers to
the IPZ {provided the sale proceeds are

reatised in foreign currency).

Annug! disbursement under the
scheme has shown g tremendous Increase

"in recent years reflecting both the in

creased efficlency of the scheme and
the expansion of manufactured exports.
Tozal disborsement in 1983 w~s R~.836
Mrn, compared with Rs.783 Mn, in 1082
and Rs500 Mn, in 1981, In 1983
about 88% of the disbursement was on
garment exports followed by tea bags
and tpa packets {4%), sea foods(1.5%}

- gnd canned fruit and fruit juice (1%).

(b} Manut‘aqtuted -in-bond

This scheme was introduced

~ in 1982 by the Customs Department on

the recommendations of the EDB to
enable exporters the duty free importa-
tion of raw materials, components,
packaging and publicity materials which
are for 100 per cent re-exporting as a
part of a finished good. During the ini-
tigl two years, only a few exporters
{altogether 44. exporters, by the end of
1983) who exported items such as tea
bags, toys and sport goods avalled them-
salves of this facility. With effect from
1984, the stheme hes been extended to

"Manufactured-in-bond” is an
improved version of "“Bonded Ware
house”. Under the latter facility the key

g (of the store whers imported inputs are

kept should be left with the customs

" and . the presence of Customs Officials

needed when. items are removed from,
s nore. {inder the former, the bonded

store is in sole custody of the exporter,
The Customs exercises control over the
bonded items only through periodic
inventory control,

(c) Export Grants

The EDB operates a scheme to
pay outright cash grants (which are
free of tax) to exporters of designated
export products with the aim of defray-
ing at least part of the costs Involved in
export markat research, product edapta-
tion and training in the initial develop-
mental stage. The first version of the
scheme was announced In June 1981
under the title of Export Expansion
Grants Scheme (EEGS). in October
1983, this was replaced by a modified
version under the new title of Export
Development Grant Scheme (EDGS).

All merchandise exports other
than bulk tea, tea packets over 500
grams, - rew rubber cogconyt -oil, deslc.
tated voconut lin bulk form), cepra,
gems, graphite, minsral sands, unproces-
sed spices, cocoa, coffee, arnd yuots
garmants are entitled for assisianne
under the EDGS, The eliglbility of an
exporter for a grant is determined on
the basis of twoy criteria: first the "net
foreign exchange content” (FOB value
of oxports minus CIF value of imnported
inputs) should be more than 20 per cont
of export earnings, second, export
earnimgs {in terms of Specia! Diawing
Right, SDR) in the grant year should
be higher than the uvveruge export garn-
ings in the threg pravious years. Once
the eligibility is determined, the emount

of the grant is estimated us a percentags
of total export earnings, There are three

altarnatives grant rates sppliceble to sach
eligible commodity depending on the
“net forelgn exchange” content:

At present, the total grant s
paid in cash. With offect from 1985
payment vear {1984 grant year], only 25
por cent of the grant is te be paid in
cash, and the balance is tQ b2 paid in
Development Certiflcates issued by the
Cantral Bsnk. These certificates will be
valid for a period of flve yaars (bearing
no interest) and are encashable for
investment in .export-oriented projects
approved by the EDB.

Total poyments under the grant
scheme in 1983 was Rs.128.0 Mn. com-
pared with R3.126.9 Mn, psid in 1982,
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(d) Presidential-.:Expo-rt'Award‘s-

The Presidential Export Awards

Scheme wes introduted In 1981 as a

means of sccording hational recognition
to the contribution fmade by exporters

to the national export expansion sffort. -

The awards are made to éxporters with
the most credible export performance in

selected product &rees In each year, ..
judged on the basis of criteria established ~
by 8 committee appointed by the ED8 .

and the Ceylon Charfiber of Commerce,
and headed by e refired Judge of the

Bupreme Court, Each award carries 8., .

cash prize of Rs.100,000, snd the num-

ber of awards vary from vear to year (for B

instance 3 in 1981 gnd'7 in 1983},

(2} Other Measg_x'res

(a} The Exporters Forum

The Exporters Forum
monthly meeting organized by the EDB
under the chairmanship of the Minister
of Trade and Shipping, which is attended
by exporters, and officialzs of Govern-
ment institutions concerned and the
commercial banks. it provides s common
platform for discussion of specific-
problems related to- export activities.
Over the past four years the Forum has
besn instrumental in successfully resalv-
ing a number of issues relating to eredit -
facilities for export purposes, turnover

fax rates, frelght rates, import duty

rebate etc.

(b) Trade Facilitation

A major problem faced by
exporters {notsbly the”newcomers™) is
the various complexities involved in the
gnport procedures and export documen
tation. In order to make recommenda-
tions for revisions and improvements in’
this connection, a special sdvisory
committee with the participation of
both private sector and reiated govern-

ment bodies has been set up under the

auspices of the EDB._

(c). National Packaging Centre

Poor quality of packeging Is & -
Sri Lanken. ;
exporters in their attempts to penetrste -

major barrier faced by

is 8

competitive maekets. In recognition of
this problem, i 1983 the EDB-set up a
‘National Packaging Centre as a privete
flipﬂ.ted liabllity company - with the

" participation of the Ceylon Institute of

. Scientific and  Iridustrigt Research
{CiSIR}, National Engineering Research
Developiment Centre (NERDC), the Bu-

" “reau of Ceylon Standerds (BCS}, and the

‘Sri Lanka Institute of Packaging(SLIP),

" The task of the centre is to undertake

. résearch and trainning.in design develop-
‘ment, and to provide information and
lsboratory facilities in the field of pack-

. -aging.

(d) * Production Subsidies

" Provision- 6f compensatory pro-

' .duction subsidies to exporters who face

gpecific cost disadvantages is among the
export development palicy measures
implemented by the EDB. For instance,
in 1982 the Board introduced an Input
cost subsidy scheme for the producers

" of rubber gooils in order to cushion

them against high cost of locally avall-

able centriduged latex. Thare is also a
schema to subsidise air-transport costs
of vegetable exporters.

LY
-

{e) Export Production Village
' Programme

The Export Production Village
Programme is an experiment in gxtend-
ing the export development drive to the
viitsge level with a view to attaining the
vbjectives of export development and
the upliftment of the rural ecopomy.
The first export production village
{EPY) was sat up on 11-07-81 at Parana-
gemna -in Dambadeniya electorate to
produce reed packs for tea, By the and
of July 1984 as many 5. 21 EPVs hed

, been established,

‘Dambadeniys - {reed packs for
tes), Yatinuwara (spices), Nawa Horana
{wooden handicrafts) - Katana (flowers),

* Chavakecheri (paimyrsh products), Pul-

" Paldkuda

loly --Point Pedro {palmyreh products),
Ketugempola (pinespple, betel leaves),
_Battalagoda (sesame seed, .black gram),
{green - chillies), Katuwena
{eoir fibre and yarn), Kelewewa (green
chities), Vavuniya (black gram),. gingiri-

~ yer {green chillles), Ratmalana.~ Attidlya

{unbrellas). Saliya - Asokapura (greén

o

chiflies) Balangoda (beans), Alhugalpura
{(innala}, Denipitiva (while fibre), Gam-
paha - Aluthgama (white firbre), Homes-
gama (electronic assembly), Rathdoluwa
{cashew),

Each EPV is managed by a
people’s company incorporated under
the Companies act (1982) with share
holding by the village producers, The
EDB supports the operation of EPVs
by providing seed capital in the form of
non-cumulative preference shares, and
marketing, technical and other assis-
tance, The EPVs have been provided
with the fqllowlng incentives :

i Excemption of BTT on sales t
exporting firms,

i A five-year tax holiday on o
port profit,

il A cash grant, pold by the EDS,

of 2% on export sales.

(£} Product and Market
Development

The EDB, over the pasi th.ce
years, hes been implementing & series of
programmes on product ¢nd merket
development in selected product areas
with technical and fineacisl ussistance
from international organizations such as
the ITC, tha 1DA and the Common-
wealth Secretariat. Tralning ‘acHlities for
technical personnel, technical assistance
in product designing, setting up of
quality control fscilities, provision of
market information, and providing finan-
cial and organisational support in trade

promotion campaigns are among thae;

mejor services provided to selected
manufecturers under these progrommes.

()  Eaxport Financing

‘The EDB .operates two finencial

" schemes to provide essy finance to

solected exporters (see the Box on es-
port finencing). These schemes come
«glther under the Centrgl Bank's re-

-financing facilities or the financlal

fecilities provided directly by the EDB8.

ey
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A,I;l.li

Export Financing and Export
Credit Insurance

(1) Export Financing
The existing schemas to provide
finance to exporters on easy terms can

be divided into two groups:
{i} The Central Bank's re-financing
facilities,
{ii) Financial facilities directly pro-
vided by the EDB

(a) Central Bank’s Re-ﬁnanciqg

Facilitics
Export credit re-financing facili-

ties provided by the Central Bank are
of three types: pre-shipment credit re
financing scheme, supplementary financ-
ing facility, and the medium and long
term re-financing scheme,

The pre-shipment re-financing
scheme for non-traditional exports was
introduced in December 1977, and be-

* came operational from about the second

helf of 1978, Under this scheme the A

Central Bank provides re-finance at a
concassionary rate in respect of loans
granted by them to exporters at or be-
low a pre-determined concessionary rate
At the inception, the re-financing rate
and the maximum rate allowed for banks
were 10% and 14% respectively, These
were increased to 12% and 16% in Jan-
 uary 1980, and then reduced to 10%
| and 13% in January 1983, Each re
finance loan is granted in the first in.
stance for a period of 90 days, with a
possible extention of upto a maximum
- of 180 days.

The end of year outstanging
balance under the scheme has incressed
dramatically from Rs71.2 million in
1978 1o Rs 188.4 million in 1980, and

- to R3458.0 -million in 1982, Bv 31st

Sepxémber 1983 the buslance had In-
creased to Rs 1,234.1 million,

With effect from 6 March 1983,
the Ceniral Bank pravides, in addition
to the above facilitly, a supplementary
financing facility in the form of re-
discounting Promissory Notes discount-
ed by commercial banks for exporters
at a rate not exceeding 12 per cent, The
new-pre-shipment re-financing scheme
is meant only for meeting expenses con-
nected with the exportatisn of commo-
dities other than tes, rudber, coconut
and products derived from these three
products, garments, géms, marine pro-
ducts, and petroleum products, At the
end of the sixth months, (Septamber)
of its operation the total outstanding
credit under this scheme was Rs 190
million {Data from Central Bank),

The midium and long tarm re-
financing scheme for export oriented
projects was initiated in 1981. Under
this scheme the Central Bank provides
finance to commercial banks, the Na-
tional Development Bank and the
Development Finance Carporation, to
provide concessionary loans to export
projects approved by the EDB, for
periods ranging from 3 to 15 years.
The interest rate charged by the Central
Bank is 10 per cent while the above
fending institutions are allowed to
charge a maximum interest of 13 par
cent. At the Initial stage, finance pro-
vided by the Cantral Bank covered only
80 per cent of total lending to a project.
Exporting projects which undertake to
export at least 25 per cent of total
ouiput in the first year of commercial
production are- eligible for obtaining
finance under this scheme, with maxi-
mum credit limit of Rs 30 million,

By the end of 1981, the EDB
had approved refinance for 31 proiects
involving a total lending of Rs 160
million, However, ou! of them, the
Centrgl Bank had previded re-finance
only for 10 projects amounting te
Rs 36 million reflecting the reluctance
on the part of the cemmercial banks
largety due to the enforced low return
on their own funds ccmmitted to fin
ance these projects. in J:nuary 1982, the
Central Bank therefora increased the
extent of re-finance w 100 per cent
By the end of 1982, the EDB hac
evalusted and approved 159 projects
{rotal investment, Rs.890 Mn), and out
of them 45 projects had received Central
Bank acceptance far refinancing.

(b) EDB’s Financing Scheme

Financlal Assistance provided
by the EDB to salected export oriented
projects takes two forms: equity partici
pation, and the provision of short-term
finanice to projects with potential for

expansion of exports in the short run.
The EDB participates in equity

capital of selected export projects by
Investing in redeemable preference shares
carrying an interest o° 13 per cent.
The basic objective of this scheme is to
promote private sector activitius in the
fleld of export production by providing
only ‘seed’ capital leaving the manage-
ment of the project in the hands of the
investor, By the end of 1982, the Board
had Invested Rs. 17.0 Mn in ten projects
jnvolved in product areas such as
rubber gloves, resin, rubl er soling sheets,

and medical aid,
The short-run credit scheme for

industrinl exports was Introduced In
1983 to help existing :xport ventures
to cxpend production and to Improve
proayet guality, Under che scheme the
€08 finances ypto 60% of tota!l exnen-

PERFORMANCF. OF SLECIC. 1979 - 1983

GUARANTEES ISSUED VALUEOF |EXPORT INSURANCE POLICIES lSSUEDI
- BANK
Preshipment Postshipment Export Performance | ADVANCES (Ry. Mittian) Value of
Guarantees Guarantees Guarantees |GIVEN UNDER e
GUARANTEES Shipments
Year |No, Value No. Value No. Vatue No. Value Covered
1979* {126 2208 17 18.2 2 8.0 826.0 62 1206 1210
1980 (212 423.3 37 322 14 80.7 1.274.C 128 184.3 270.0
1981 [287 688.8 51 8.8 18 g1.1 1,270.0 188 2848 2710
1882 {334 792.6 61 78.2 22 92.0 NA 209 3638.2 NA
1983** 1338 785.0 65 89.4 22 92.0 NA J 216 390.2 NA
NOTE: *  For the four- months, August to Degember
** For the first quartar NA Not Available.
SOUKCE:  CBC, Bulletine, April 1983, 1abte 20, Supplemented by varlous issues of CBC, Review of the £conomgy.
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diture involved, Export market poten.
tial, expected net forsign exchange gain,
and the period of payback are the major
criteria used in selecting projetts for
financing. Undar this schema, during
the period upto the end of 1983, 11
ventures have been assisred with o
financial commitment,: of Rs.90 Ma,

(2)  Export Credit Insurance

The first ottempt in the field of
export credit insurance, In Sri Lanka
was the “Patkifg  Credit . Guarantae
Scheme - which came into opsration in
Januery 4977 under the suspices of tive
Development Finance - Departiment of
the Céntral Bank. Under the Schem
certain categories of risks were gusrante
ed in respect of pre-shipment credit
granted to the exporters by poromercial
banks, In 1977 and 1978 the total
permitted credit limit under such gua-
ranteas were Rupees 23 and 9§ million
respactively {CBC, Annual Rsport,
1979 : 87,

On 8 February 1879, the
Sri Lanks Export Credit Insurance
Corporation {SLECIC) was established
(under Act no, 15 of 1978). With i
opening, the Central Bank ceased to
operate the packing credit guarantee
scheme and trensferred its assets and
liabititizs to SLECIC, At present SLECIC
operates a full-scale export credit in-
surance package which provides for,
{a} issuing bank guarantees on behalf of
exporters and, Ibj isswing Insurance
policies to exporters 1o cover the risk of
non-payment {defauit! or delayed pay-
ment by the buyer abroad. Bank guaran.
tees are of three types : preshipment

credit guarentees, postshipment credit |

guaranteas, and Export Performance
credit guarantees, These guarantees help
exporters obtain credit from eommercial
banks on liberal terms. The protection
giver by insurance policies encourages
GXpOrters to export 1o new markets and
new buyers, as well as to increase ex-
ports to existing clients on easy credit
terms without being disuaded by the
attended risks, The exporters can alsa
use these guarantees as colfateral In
obtaining post-shipment crédit from
banks.

During the paét four years the

SLECIC has shown a notewothty per-
formance record in terms of both the
number of gusrantees and insurance
policies issued snd total volume of
transsction. Related data is summarised
in the Table at left.

. 1ga
‘ge ting - 1, ceremic - ware - 1, wall-

FQrﬂ?ﬂn Di.reé;t"'l:nyestment and Manufactured Exports

The first signg of tareign caphal
infiow Haito export-orfented labiour inten.
sive maengfacturing indusiries in Sri
Lanka ‘could be spen by the middie of
. According. 10 records of the
¢ of industries during the period
, there were ‘13 instances of
getabiishing manufecturing joint ventures
énts - 9, didmond cutting - 1,

10 praduce for the export mar-

- Thers has been a rapid upsurge

{ in 'foreign Investmens following the

policy*'reforms Initlated in November
1977, -The number of manufacturing

 units. in production in the KIPZ hed

incrasged upto 66 by the end of-1983.
Of these, 51 firms had foreign capital
participation, As at 30 June, 1983, the

number of manufacturing firms set up

outside KIPZ {under the approval of the
Foreigh Investment Advisory Commit-
toet FIAC was 114, A comparison of the
fist of these firms with exporter-wise,
Customs Returns shows thet al feast 50
per cent of these tatter firms export at
lgast a portion of thelr 101 ' output.

| For both KIPZ ‘and FIAC nvestors,

garments has been’ the major industry
of attraction; sbdut 70 per cent of
gxport-oriented jointventures belong 1o
this industry, Bubber goods (14%),
lapidary and jewellery (6%), toys and
sports goods (4%) and other {ow-skilled
isbour intensive goods such as footwear
and brooms and Brushes are the other
avaas of investment, To date, the attrac-
tion of forelgn capital to high-skifled
labour intensive export industries such
as electrical and electronic goods has
not indicated notewarthy trend.
Esumates of the ielative contri-
bution” of firms with foreign capital
participations  (hangeforth, “foreign
figrng” for short) for the three vears
'1977,.1979 and 1982 are summarised in
the tible below, The percentage share

~of foreign firms in total manufactured

exports was 24 in 1977, This increased
to 3% in 1978, and to. 46 in 1882, Their
share in total merchandize exports in

' These three yoars were 2%, 4% and 14%
. yespectively.

Qut of the six two-digit SITC

" commodity categories in the Table, in

all the casgs, except food beverages
and tobacco (SFTC 31), the foreign share
of exports has indicated a noticable
increase over the period under study. At
a more disaggregated level, rubber goods,

toys and spori goods indicate the highest
level of foreign investment, In the cuse
of parments, the major manufactured
export from Sri Lanka, the foreign
share indiceted about 60 pet cent in.
crease between 1978 and 1982, {fium
30% to 48%).

This pettern of an increasing
Importance of foreign involvement in
manufactured exports is closely related
to the expansion of produciion in the
KIPZ. 1t is noteworthy that the telatve
share of non-KIPZ foreign firms in 10ta
manufactured exporis declined from 27
per cent In 1979 to 14 per cent in 1982,
On the other hand, the share of KIPZ
firmg increased from 4 percent to 31
per cent between these two years. This
increase was  dominated by the rapid
expansion of garment exports from the
zono,

it Is pertinent hgie 10 examine
why non-KIPZ foreign firtns have indi-
cated a relatively unsatistactory growth
trend, One obvious reason seems to ba
the closing down (due to irernat mang-

gerial problems) in 1981 of (wo lesding
foreign garment producing {irms which
upto then accoun.ed for about 15 pei-
cent of garment exports from S$ri Lankg,
The Indifferent attitude of “impan-
substitution type” foreign firms towards
gxporting under the liberalized impott
rogime appears 1o be another reason.
The highly restricted import control
regime that prevailed prior 10 Novembes
1977, hed an inbuilt compulsion for
these firms to export a portion of
their output as an effective way of en.
suring for themselves the availublity of
foreign exchange to meet their impaort
requirements. A ciose examination of
firm-jevel export data raveals that during
this period a significant portion of manu-
factured exports, notably in the cate-
gories of processed food, chemicels and
foot-ware was propelied by this motive,
Under the liberaliced import regime,
there is no such compulsion since
foreign exchange required for imports
is easily available, A high-ranking official
of a local subsidiary of a bic multina-
tional , when interviewed by the present
writer, fully confirmed this view, Prior
to the liberalization this companys’ ex.
port surpassed its import requirements
in 1982, according to Customs Returns,
its exports covered onfy 20 per cent of
the import bill).
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L. PERCENTAGE CONTRIBUTION OF FOREIGN FIRMS TO DOMESTIC MERCHANDISE EXPORTS BY SECTOR OF ORIGIN '
1979 AND 1982 (EXPORT VALUES ARE IN THOUSAND SDRs)
1977 . ' 1979 | o 1982
Total " Export share of Foreign Total Expért share of Foreign Export share of Foreign
' Firms Firms Total Firms
Exports KIPZ Non- - Total Exports KIPZ Non-  Total  Exports KIPZ  Non-
SITC Division % KIPZ% % % KIPZ% % %
1) 2 €)) @=02+3 O (@2 )] @=2+3) (1) (2) 3 .
.
31. Food, bever-ages, and Tobacco | 12535 . 10.29 10.29 19822 . - 18.78 18.78 30159 .2.04
. . Fish products . 9076 -~ - . 6.42 6.41 | 16279 - 1161  11.61 18872
Processed tea 1228 .. 18 - - . 3332 9.36
Other 2232 - 30.52 30.52 3426 - 66.86 66.86 7956 3.81]
32. Textiles, wearing apparel and Leather . :
: industries 14495 - 31,70  31.70 56308 670 26.28¢ .30.89 163967 36.73
Wearing apparel 13737 . 2049 2040 66500 676 2458 3034 151680 36.38
. Leather products/footware 758 . 7180 7169 700 399 8034 8034 2268 60,56
35, Chemicals, rubber & plastic pruducts 1923 - ' 1.61 1.61 2676 2.24 7.74 9.98 6660 66.70
Chemicals 1642 . 050 - 050 2251 - 435 4,35 ) 2098
Rubber goods . 281 - 7.48 7..48 426 14.11 25,68 38.79 4571 95.86
36. Non-metalic mineral products - .
(ceremic-ware and walltiles) 2991 . 6150 6150 4801 - 8651 8651 5685 0.36
38, Mechinery andequipment 2383 - 8.12 8.12 3889 - 2.28 2.58 4962 21.83
39. Other manufacturing 1389 - - '35:89 35.89 2402 0.01 29.33 '2-9.34 7628 37.61
Articles made from coir 132 . - Co- 609 - - - 22565 26.01
Jewellery 36 - - - 180 1.13 - 1.13 986 11.63
Toys & sport goods 43 . . . 150 - . . 1182 83.61
. Other _ 1178 - 4230 4230 1464 - - 48.31 3195 36.63
- Total manufactured goods . 35718 - 23.64 2364 99898 3.64 27.16 3080 209080 31.34
Total merchandise exports 34846 . 190 190 756486 043 376 419 902023 849
Notes:- - Indicates zero vaiues
a. Tea bags and instant tea
b. Excluding petroleum products
Source:- Compiled from unpublished ﬁrm-wise export records, Customs Department
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