
T H E OUTLOOK FOR SRI L A N K A ' s E C O N O M Y 

— A N ADB V I E W 

. The Asian Development Bank 
in its annual survey of the Sri 
Lanka's economy comes to the con­
clusion that by the end of 1988 
ithe country faced a very difficult 
{economic situation. In the ADB's 
view the major constraints to 
'economic growth were a high debt 
service ratio, high unemployment, 
large interest payments on govern­
ment debt, a growing current 
account deficit, and low domestic 
savings. It saw two other unfavour­
able, prospects for the economy, 
namely, that the earlier heavy flows 
of external assistance could not be 
maintained at the same pace and 
the productivity of the massive 
investment programme undertaken 
over the past decade had fallen far 
below expectations. 

. The A D B also warned that 
though- the pursuit of very drastic 
austerity programmes would be dif­
ficult for Sri Lanka, in view of the 
'already difficult political situation, 
there was a need to bring down 

. T A B L E 1. 
CHANGES IN M O N E Y SUPPLY ( M I ) 

(percent per annum) 

19'i 1911 1988 
He.ly Industrializing 
Econoiies 

Hong long 21.9 .41.0 8.5 
(oru lip. of It.S 14.7 20.2 
Singapore 11.1 12.3 1.4 
Taipei,Chini St.* 37.1 »4.4 

Southeast Asia 
Endonetfa ti.S 1.1 7.9 
lao People's Denocratic Rep. (9.9 so.s 71.3 
Haliysia 2.! !3.5 i j 
Philippines 19.1 22.1 14.4 
Thai land 20.5 21.0 12.2 
Viet Mai,Socialist Hep.of 215.9 (72.5 

Sooth Asia 
Bangladesh IS.I 20.9 1.2 
Buna 41.3 -40.1 11.4 
India 1S.1 13.1 12.1 
Nepal 23.1 24.9 12.1 
Pakistan 11.0 19.1 11.2 
Sr,i Lanka 12.9 11.4 21.1 

China. People's Deo.of 25.3 25.2 13.0 

South Pacific 
Fiji 22.( • -3.4 81.1 
Papua Nee Guinea 1.7 1.1 4.7 

the budgetary and external pay­
ments deficits, through sustained 
efforts at fiscal cut backs and export 
promotion. 

The survey records how since 
1985 economic growth had slowed 
down as both direct and indirect 
repurcussions of the civil distur­
bances in the North and EastAf 
the country percolated through uie 
economy. These disturbances only 
T A B L E 2. 
CHANGES IN M O N E Y SUPPLY (M2) . 

(percent per annum) 

ISES 1911 1931 
Newly inctslrialiting 
Econoiies 

Hong Ion; 32.1 30.7 21.1 
lorea Be;, of 11.4 19.1 21.5 
Singapore 10.9 19.1 13.5 
Taipei,ttr.na 25.3 21.1 17.9 

Southeast Asia 
Indonesia- I9.S 22.5 25.2 
Lao People's Oeiocratic Rep. 10.0 79.0 90.1 
Naleysia 11.1 5.0 5.7 
Philippines 9.1 14.2 24.0 
Thailand 13.4 20.2 (.0 
Viet Net,Socialist Rep.of 212.1 <12.0 

South Asia 
langladesh 11.1 22.0 15.7 
luna 31.3 -23.9 15.9 
India U.I 16.4 11.3 
nopal 19.4 22.4 21.5 
Pakistan 15.1 15.3 1.1 
Sri links 5.1 14.1 18.5 

China. Feocie's Reo.of 21.2 25.1 15.3 

South Pacific 
Fiji 11.7 3.1 20.1 
Papua lev Guinea 11.0 1.3 12.1 

aggravated the domestic and exter­
nal pressures on the economy. The 
escalating expenditures on defence 
and internal security hampered 
attempts of the government to stab-
lise the economy and effect struc­
tural adjustments. While the 1987 
economic performance was seri­
ously effected by a servere drought, 
which reduced agricultural produc­
tion to low levels, the modest recov­
ery recorded in 1988 did not have 
a significant impact on economic 
performance. Some of the ADB's 
comparative performance indi­
cators (see diagram on Page 3) 
show that in at least four of .these 

T A B L E 3. 
GOVERNMENT EXPENDITURE 

(percent of GDP) 

1S56 1SS7 192! 
Kevly Industrializing 
Econoiies • 

Hong Kong 13.3 12.0 11.7 
(ores Rep. of 17.3 17.0 11.8 
Singapore (3.3 45.5 34.7 
Taipei,China K.l 13.0 13.6 

Southeast Asia 
Indonesia 22.1 23.5 22.5 
Lao People's Deiocratic Rep. 3E.6 31.9 
Malaysia 31.0 30.1 29.1 
Philippines 11.S 17.4 15.7 
Thailand i.'.i 17.2 15.4 
Viet Hie,Socialist Rep.of li.'l Is.6 

South Asia 
Bangladesh li.3 K.5 13.1 
Buna M.s 14.3 13.1 
India r.j 16.7 
Nepal 15.3 19.1 19.5 
Pakistan U.i 25.7 25.2 
Sri Lanka 34.3 3(.l 35.2 

China, People's Rep.of 3!.i 21.2 

South Pacific 
Fiji is.5 31.9 30.8 
Papua leu Guinea _ 33. S 31,1 29.3 

economic indicators Sri Lanka was 
near the bottom of the league. 
With regard to changes in Money 
Supply ( M l ) there were only 2 
countries namely, Laos 77.3% and 
Fiji 61.6% that had higher rates 
of money supply change in 1988 
than Sri Lanka's 29.1% (In terms 
of M2, however, there, were nearly 
7 countries of the 19 ADB members 
ahead of Sri Lanka) See Tables 1 
and 2. 

In Sri Lanka, Money Supply 
( M l ) , increased by 29 percent in 
1988. The ADB survey states that 
this excessive growth in liquidity, 
together with the decline in domes­
tic availability of some basic goods 
after the sharp drop in agricultural 
production in 1987, and the upward 
adjustments in business turnover 
taxes, wage increase and higher 
incomes earned from improved 
prices of exports, have contributed 
to the acceleration in inflaiton dur­
ing 1988. 

Another important indicator was-
Government expenditure as percent 
of GDP and here Sri Lanka headed 
the list for 1988 with 35.2%, closely 
followed by 34.7% of Singapore. 
(See Table 3). 

14 
ECONOMIC REVIEW, JULY/AUGUST 1989 



T A B L E 4. 
G O V E R N M E N T T A X R E V E N U E 

1986 Mil 198! 
Keily Industrializing 
tconoites • • 

Hong long 10.S •11.2 i.i 
Koret Rep. of 16.0 16.1 15.2 
Singapore 13.6 13.1 !3.1 
Taipei.China 1.6 1.6 . 9.1 

Southeast Asia 
Indonesia 16.6 16.4 15.9 
Lao People's Detocrntle Rep. 2.4 2.6 
Malaysia 20.6 16.! 15.9 
Philippines I0.S 11.1 11.6 
ihailand 14.1 15.9 16.6 
Viet Ksi.Sotialist Rep.of 2.1 3.1 

Semh Asia 
jlugladesh 7.0 1.0 5.9 
Sort* 7.4 7.5 7.3 
India 8.3 8.6 
Sepal 1.1 7.5 6.5 
Pakistan 11.5 10.8 11.4 
Sri Lanka 18.1 18.6 15.1 

China. Peoole's Rep.of 22.1 19.3 

Sooth Pacific 
Fiji 18.6 13.5 16.3 
Papoa Rev Guinea 17.9 18.1 - 15.6 

In terms of Government tax 
revenue as percent of GDP Sri 
Lanka's 16.7% was ony second to 
Papua New Guinea's 18.6%. (See 
Table 4). 

Sri Lanka's budget deficit was 
also about the highest for the 19 
A D B member Asian countries, 
(apart from the exceptional Laos 
49.1%). In spite of the high tax 

Government Expenditure by Function 

Pe> Cant o f GDP 
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revenue and GDP ratio of 19% .in 
1987, the highest for Asia in that 
year, and 16.7% in 1988 (second 
only to 18.7% of Papua New 
Guinea), Sri Lanka's overall budget 
deficit has continued to be a rela­
tively high 15.7% in 1988. The 
main reason was that while the 
ratio of capital expenditure to the 
GDP was reduced there has been 
T A B L E 5. 
O V E R A L L BUDGET SURPLUS/DE­
FICIT OF C E N T R A L G O V E R N M E N T 

1986 1937 1588 
Renin Industrializing 
Icoeoiies 

Hong long 1.3 3.2 0.9 
torea Rep. of -o.r 0.5 -1.1 
Singapore 3.1 -3.5 9.0 
Taipei,China' -0.5 0.1 -0.2 

Southeast Asia 
Indonesia ' -6.0 -5.4 -5.6 
lao People's Deiocratic Rep. -11.3 -12.5 -49.1 
Malaysia -10.6 -7.6 -6.0 
Philippines -5.0 -3.0 -2.6 
T(lil']jr.d -3.J -0.7 2.3 
Vie: Kan,Socialist Rep.of -5.1 -4.5 

South Asia 
Bangladesh -1.0 - -6.4 -5.-6 
Btrre -2.6 -2.3 -4.6 
if'd'.a -5.4 -4.5 

' Sepal -9.3 -3.9 -8.6 
Pakistan -7.6 -3.8 -7.7 
Sri lante -12.7 -11.7 -15.7 

China. People's Reo.of -0.1 -0.7 

South Pacific 
Fiji -5.7 -6.8 -i.4 
Papua Hen Guinea -11.3 -7.9 -6.3 

1981 

S o u r c e A D B , Key Indicator* (July 1988) . 

1987 

a rapid growth in current expendi­
ture. Defence, expenditure has con-. 
tinued to take up an increasingly 
large amount of total expenditure 
since 1984. (See diagram). Mainly 
because of defence and external, 
security associated with the dis­
turbed civil conditions the fiscal 
position has continued to deterior­
ate. Throughout 1986, 1987 and 
1988 Sri Lanka's overall budget 
deficit.as a percent of GDP has 
been one of the highest for the 
Asian countries. (See Table 5). 

The survey emphasises that a wide 
resource gap is a key structural 
weakness which poses sane difficult 
problems for macroecanomic management 
in Sri Lanka. Even though the 
investment rate declined to about 
22-23 percent in 1987 and 1988. the 
resource gap remained large because 

1 domestic saving.despite sane increase, 
fell far short of investment. 

F I N A N C E 

Commercial Bank Deposits 
In 1988 the total resources of Commer­

cial Banks increased by nearly Rs 19 
bn or 25 percent over that of the previous 
year. As much as 42 percent of this 
resource growth was by way of deposit 
mobilisation. The growth in bank 
deposits consisted of increases in time 
and savings deposits of Rs 3.5 bn and 
demand deposits of Rs 4.S bn. In 1988 
substantial increases in other liabilities, 
and paid up capital andi reserves also 
contributed to the increasing resource 
base of Commercial Banks. 

The Central Bank's latest quarterly 
Survey of Bank Deposits and Advances 
shows that total bank deposits stood at 
Rs 42.3 bn by the end of June 1988; 
and of these deposits the indigenous 
banks held 77 percent and the foreign 
banks 23 percent. Of the total deposits 
the States Banks held 66 per cent and 
the other indigenous banks 11 percent; 
while of the 23 percent held by the 
foreign banks the old foreign banks and 
the new foreign banks each held approx­
imately 11.5 percent. 

The total number of deposit accounts 
with the Commercial Banks at the end 
of June 1988 stood at 5,888,683 indicating 
a: decline of 173,379 during the first 
six months of 1988. 

However, the total number of accounts 
held by foreign banks increased by 5,144 
during the period under review. 

In the case of indigenous banks, the 
average balance of an account increased 
slightly by Rs 284 to reach Rs 5,639 as 
at the end of June. Meanwhile, the 
average balance of an 'account with 
foreign banks stood at Rs 94,870 as at 
the end of June, reflecting an increase 
of Rs 2,093 during the first half of 1988. 
Following the trend observed in recent 
years, these changes indicated that the 
indigenous banks were more oriented 
towards retail banking through their large 
network of branches, while the foreign 
banks were mostly concentrated in 
wholesale banking. 

Amount m Rupee, Million. 

1. Indigenous Bank! 

I.I Sute Banks 

12 Other indigenous 
Banks 

2.Foreign Banks 

2.1 Old Foreign Banks 

2.2 New Foreign Banks 

l«»S June 

No. of 
Accounts Toul 

Amount J'.or 
Total 

<.;«6.9r-: •S.1 32,630.1 77.1 

3.494.3S7 93.J 28.004.9 66.2 

2K.C05 5.0 4.623.4 10.9 

101,721 1.7 9.676.8 .1)2.9 

79.670 1.4 4,849.6 I..J 

22.031 0.4 ' 4.127J 11.4 

.'.8JS.683 I00.O 42.307.1 100.0 

Sourct: CcoiraJ Bank of Sri Lank* 


