TRADE

'_Impéct of Iibefalisation shows
in "accelerating lével of imports

The full impact of the liberali-
sation of trade,.introduced in Nov-
ember 1977, was beginning to be
felt only during 1979. The original
expectation was that when the con-
‘trols on trade were removed the
immedlate result would be a ‘flood’
of imports and once pent up de-
mand was meét, imports would settle
‘down at a reasonable level. ‘But
the anticipated ‘flood’ did not take
place in 1978 malnly because on
the supply s’de importers reacted
slower than expécted, with old im-
porters taking time to re-establish
thelr trade connections and new
importers watching the situation
before.they came.in fully; while,
on the demand side consumers -ap-
parently appeared to need time to
decide that they could spend freely
on the widé . range of imports
coming into the country.:

The reactioh to the ‘liberéusa-
tlon’ was belated; but when it did

come in 1979 the result was an z1- .

most - four-fold Increase in the
country’s trade defieit last yéar
over that of 1978. ‘The trade bal-
ance-was a surplus of Rs. 631 mil-
linn in 1977. a deficit of Rs. 1,480
- million in 1978 and a deficit of Rs.
7.288 In 1979, according to Customs
data. .In SDR terms the country’s
imnort ependiture rose from 774
million In 1978 to 1,121 million in
1979 or by 45 percent. On the other
hand export earnings increased from
SDR 674 million in 1978 to SDR
750 million in 1979 or by 13 per-
cent. Imports were up from Rs. 6,007
million (SDR 630 mn) in 1977, to
Rs. 14.687 millon (SDR 774 mn)
in 1978 and Rs. 29,560 milllon (SDR

1,121 mn) in 1979, The upward

trend in imports was gaining mom-
entum through 1979 and continued
apace ‘Into 1980 with import values
- exceeding Rs. 2,500 milllon in
January 1980 as against imports
valued - at Rs. 1,593 milllon in
January 1979 and Rs. 688 million
in January 1978. The situation grew
even more acute by the end of
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FOREIGN TRADE-

durlng the first two months of
1979. The end result was an alarm-
ing deficit in the country’s balance
‘of trade which had reached Rs.
3,044 million by the end of February
1980; nearly half the total deficit
of 1979. The deflclt for the same
period in 1979 was Rs. 1,268 mil-
lon. :

A disappointing feature in the
country’s pattarn of trade was that
while imports (in rupee terms)
nearly quadrupuled in 1979 the in-
crease in earings from exports were
virtually negligible and failed to
offset the impact of the rising im-
port bill. The growing strain on

INDICES 1970.- 1979

Volume
Year All All
Exports Imports
1970 107 7
1971 - 104 a8
1972 102 67
1973 103 60
1974 89 . 42
1975 107 . b2
1976 102 57
977 - 94 13
1978 - 100 100
1979 101 - 123

-- *Index Number (1978=100)

Prices .
All All Terms
Exports Imports of Trade
17 16 108
17 17 . 98
17 18 . 94
. 20 24 82
- 3 42 -+ 12
29 49 58
34 . 44 18
65 64 102 °
100 100 100
109 152 72

Februery when the import bill in-
creased to Rs. 2,955 million. Total
import values for the first _ two
months of this year reached RS
5504 million as against a total of
Rs. 3,362 milllon in the first two
months of 1979. The latest avail-
able import data therefore shows
that in the first two montHs of this
year the country’s import bill had
climbed 64 percent over that of the
same period in 1979 and was 250
percent up over that of the first two
‘months of 1978. More significant
was the tardy pace of growth in
-export earnings during this period
which went up to Rs. 2,460 million
in 1980 over that of the Rs. 2,094

TABLE 1 EXTERNAL TRADE A CCOUNT 1975-1979
(SDR Million in brackets)
o 1975 1976 1977 1978 1979
Exports: ’
Rs. Millions 3.933 4.815 6,638 13,208 15,282
- (468) (495)  (659) (676) (759)
Imports - . )
Rs. Millions 5.251 4,646  6.007 14.663 22,570
- 617 477)  (630) (7119 (1121)
Trade Balance -1318 +170 4631 -—-1457 -—17.288
Rs. Millions" (—151) (+18) - (4290 (-988) (-362)
Terms of Trade s .
(1978 — '100) 58 8 . 102 100 172

SOURCE: Central Bank of Ceylon _
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the country’s forelgn reserves to
meet this import bill was cushioned
by increasing recourse -to lureign
resources that have been made
available under various ald pro-
grammes and investments, and
partly from foreign remittances of
nationals employed abroad; and
this course was being justified as
part of “Srl Lanka's medium-term
economic stabilization program-
me”.

In keeping with the new eco-
nomic policies all controls were to
be relaxed and imports allowed in
freely with a view to resucitating
the economy. One result anticipa-
ted was an increase in productivity
and a rapid export-oriented
growth. But the latter objective has
not materialised so far to the ex-
tent expected. The changing pat-

tern 1s seen more clearly in the two"’

tables on this page ..which reveal
that for two consecutive years. Sri
Lanka had enjoyed trade surpluses,
but In the next two years with the

sharp rise in imports and the ac- .

companying low growth rate in ex-
ports, there has been a consider-
ably increasing trade deficit. As
seen in table 2 the volume of im-
ports, as measured by the Import
Volume Index (1978=100) rose hy
23 per cent. Import prices as mea-
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TABLE 3 MAJOR ITEMS OF EXPO‘RT IN 1977, 1978 AND 1979

Value Rs. Million

Percentage of Exports

1917 1978 1979 1977 1978 1979
Tea 3,503 6,383 ' 5699.7 53.0 48.5 314
Ruober 931 2,021 2,491.3 140 153 164
Textiles & ‘ ’

Textile —_——
articles 285 734 1,430.8 4.3 5.6 84
Coconut .
(kernel) :
Rroducts 335 872 1,298.8 5.0 1.4 85
Mineral
Products 149 376 700.4 2.2 29 4.6
Gems and :
Jewellery 302 5368 4.95.5 46 4.1 33.
Fish and '
Crustaceans 95 233 300.8 14 18 2.0
Sub-Total 5,600 11,255 13,426.1 84.7 858 81.6
Other .
Exports 1015 1,820 2,802, 153 144 184
‘Total
Domestic .
Exports 6615 13,175 15,228.1 100.0 100.0 100.0
Re-exports . 23 3 4.
Total
Exports 6638 13,208 15,272.2

SOURCE: Srl Lanka Customs Returns

Exports

sured by the Import Price Index
(1978=100) indicated an increase of
52 percent. In comparison the ex-
port performance was rather dis-
appointing. The volume of exports,
as measured by the Export Volume
Index (1978=100), increased by less
. than one per cent. However, ex-
port prices, except that of tea, have
shown improvement in,6 1979. The
Export Price Index (1978=100)
showed a rise of 9 per cent. It may
be observed that the terms of
trade (1978=100) had reached down
to 72 as compared with 102 in 1977.
The lowest point, however, in this
‘Central Bank Trade Index was rea-
-ched in 1975 when it went down to.
68. A significant feature of the trade
sitnation in 1979 was the higher
price ranges for both import and
export items. Despite higher pri-
ces the demand. for capital and in-
termediate goods in the country was
stepped up- with the general eco-
" nomic climate showing signs of
improvement. By contrast the value
of all major export commodities —
tea, rubber and cocbnut as well as.
most of the minor agricultural
crops - declined during the year
due to the uneven production per-
formance arising from adverse wea-
ther and problems in management
and marketing.
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Export earnings in 1979 show
only a small-increase over that of
1978; in rupee terms it was a 168
percent increase and SDR terms
a 13 percent Increase. Earnings
from tea and gems declined, while
those of rubber, coconut products

minor agricultural exports, petrol-
eum products and manufactured
good exports increased. Tea exports
suffered with declining prices and
the incentives given by the ex-
change reform in 1977 were main-
tained through a reduction in ex-
poft duty in July 1979. Coconut pri-
ces, however, were better during
1979 but the country was unable to
reap the full benefits due to a
shortfall in the volume available
for export. Rubber, on the other
hand benefitted from the buoyant
prices though here too production
could not keep pace with brighter
demand prospects.

The value of tea exports
.amounted to Rs. 5,700 in 1979 as
against an export value of Rs. 6,383
in 1978. In SDR terms the decline
in export value amounted to 13
percent which was the result of
decline in volume of exports by 3
percent, and a drop in prices by
8 percent. In these circumstances
the tea industry appeared to be af-
fected badly from a liquidity-cum-
profit squeeze due to deteriorating
prices and heavy taxation, and the
Central Bank struck a warning

note that “this major industry de- .

‘serves urgent corrective measures if
it is to lead the much desired ex-
port growth in a liberalized trade
regime”.

TABLE 4. COMPOSITION OF IMPORTS BY CATEGORIES 1975—1979
(Percentage shares are given within brackets) )
' (Rs. Million)
1975 1976 1977 1978 1979
(50) (36) (38) (35)
1. Consumer Goods 2,651 1,689 2,534 5,618 7,824
a. Food & drink 2,520 1,481 2,181 4,127 4,807
b, Textiles 20 49 150 531 1,538
c. Consumer durables
& other goods 111 149 203 959 1,481
o (49 “n (38) 4
2. Intermediate Goods 1,888 2,359 2,648 - 5,591 9,143
a. Pertilizer 208 99 51 252 673
h. Petroleum 872 1,164 1,441 2,403 8,012
¢. Other 808 996 120 446 502
(12) (14) (12) (23) (24)
3. Capital Goods 641 146 3,367 5,459
a. Building materials 169 104 129 150 368
b. Transport equipment 118 175 232 988 1,615
c. Machinery & ' .
equipment 322 1,364 286 - 1,846 2,900
@ 1) 1) D )
4. Unclascified 59 54 79 i 110 134
Total 5,251 4,645 8,007 14,687

22,560

SOURCE: Central Bank of Ceylon
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TABLE 5. MAJOR ITEMS OF .IMPORT IN 1977, 1978 AND 1879, In the case of rubber, however,

Value Rs. million Percentage of Imporls value of exports rose by as much
19m 1978 1919 197 1958 197 8s 25 percent which was due en-
tirely to .a rise in prices by 33
- Petroleum 1,490 24337 . 3,960.5 2438 16.7 116 percent. The quantity of rubber ex-
Boilers, ! ported in 1979 fell by 7 percem’.‘
Machinery . : ' ) when compared with that of 1978.
and : : T Earnings from coconut too record-
' 800. 20890 . 52 123 © 93 ed a sharp increase of 34 percent
ﬁ:,ﬁ:n ::;icles 33 1800.3 . and this too was due entirely to
and parts' 233 1,681.8 2,075.5 3.9 115 9.2 world ptice. increases of coconut
930 - 2'203' 17039 155 144 16 products in'1979. The volume of
Riced: Coreals 1081 _ 8418 11834 17 . 58 53  Soconut kernel products exported in
) L » » A . . - O o r :
Iron'& Steel 188 927.8 . 1,159.5 31 8.4 5.1 roppec. by percen
Textiles & ° . A significant feature of the
varn - 459 ' 12178 924.1 6 ° 83 41 country’s export picture was that
il e . asae . . 8907 . 33. 3.9 3.0 earnings from gems dropped for
Feft:uzers 18 251.6 673.8 0.3 1 3.1 the first time in seven years. Des-
Pharmaceuticals 87 15638 -3 14 L1 10 fx::l%sttr;; tfhxer?rlﬁ{s xi’“’v‘i‘fﬁe“’ter‘é‘,:
Sub Total 4987 . 11,9798 148925 829 821 661 in 1979 over that of 1978 amount-
Total : ' ) Exports from the Industrial
Imports 6,001 14,6134 22 5604 100.0 100.0 100.0 l”roce.v;;sl(;lgt ZOnekat. Kagunayake tarx!'e
. expected to make a mjaor contri-
SOURCE: Department of COmmerc.e. Sri Lanka Customs Returns bution to’the country’s export ef-
TABLE ¢

- IMPORTS 1976, 1977, 1978 AND, 1979
SRI LANEA'S 25 MAIN SUPPLIERS OF FOREIGN PRODUCTS IN 1979

1976 . 1977 . 1978 1979
Ve Rs.m, % Rs.m % Rs.m. % Rs.m. %
1.- Japan . . 378 8.0 398. - 66 1,590.4 110 3,053 13.3
2 dia’ 181 39 . m 6.2 1,242.0 8.6 2,334.4 1104
3. UK. 2175 5.9 327 5. 1,396.1 9.6 2,014.9 8.9
4, Saudi Arabla - 596 12.8 747 124 1,385.3 9.6 1,669.7 7.1
5. Singapore 79 1.7 . 126 2.1 405.0 2.8 1,358.8 6.0
' 6. Germany F.R. 183 39 - 223 3.7 . 8319 51 1,222.1 54
7. USA. 379 5.8 " 538 8.9 1,104.6 7.6 1,211.0 5.4
8. Australia . 273, 5.8 201 . 48 738.4 5.1 1,0719 4.8
9. China . 56 1.2 284 S 452.5 31 © - 1,032 46
10. Tran . 499 10.7 586 9.7 858.3 . 704.0 3.1
11. Iraq 4 01 — - 20.5 ) 1.5 . 511.3 23
12. Hong Kong 25 . 0.5 - 44 0.7 213.5 1.2 4919 22 .
13. Pakistan 214 " 59 273 45 172.2 48 4817 . 21
14. France 204 63 - 231 38 690.7 . 28 4710 21
15. Netherlands 70 1.5 107 1.7 380.3 , 00 354.2 1.6
16. Union of . :
South Africa 5. q 10 2 1004
17. Sweden 59 12 33 05 106 0.7 352.3 1.6
" 18. Switzerland 14. -3 22 4 * 1007 0.7 205.8 13
19. Canada ; 106 2.3 <om 1.1 264.4 1.8 291.3 13
20. Burma 231 49 167 2.7 4987 . 3.4 196.1 9
21. USSR 12 1.5 131 21 - 2315 1.6 167.8 - 7
22, Thalland . m 37 287 48 o 0.3 "1617.0 n
23. Belzlum 56 © 12 73 12 230.7 . 1.6 141.9 8
24. Malaysia . 16. 4 29. 5 © 1004 0.5 1403 6
25. New Zealand - 15. 3 23. 4 134.3 0.9 1068 5
Sub-Total 430 92.8 5398 89.9 13,302.5 oL .91.0 20,458.3 90.7
Others 335 7.2 609 10.1 1,310.9 2.0 2,102.1 9.3

'ro_téu 4,645 100.0 6007 100.0 14,6134 100.0 22,560.4 100.0
SOURCE: Sri Lanka Customs Returns ' -
Economic Review, MaY 1980 . ' : 21




fort. In the. second year since
manufacturing units went in to
production there the gross value of
exports was Rs. 115 million for 1979;
of this ready-made garments alone
accounted for Rs. 107 million. The
overall value of garments exported
from $r1 Lanka 1s reported to have
risen in 1979 by about Rs. 1,100

million; an increase of nearly ,6 125 .

percent over that of 1978.
Imports

Import expenditure rose con-
siderably, as was noted earller. The
increase in the volume of imports
during 1979 has been estimated at
23 percent while - import prices
were up by 52 percent. One signifi-
cant feature of' the import pat-
tern appears to be the increasing
- percentage of intermediate -and
investment goods and the gradual
decline in the share of consumer
goods coming in to the country.

As seen in the table 4 the over-
all. share of consumer goods im-
ported has kept coming down from .
about 50 per cent in 1975 to 35 per-
cent by 1979, The va.lue of consu- -
mer goods imported, however, in-
creased by Rs. 2,206 million or by

TABLE 17

39 percent durlng 1979. Food and
drink represented mnearly 61 per-
cent of the Rs. 7,800 million of con-
sumer goods imported; while tex-
tiles took up another 20 percent
and other consumer durables the
balance 19 percent. The increas-
ing levels of capital and interme-
diate goods were an indication of an
improving investment climate as
neatly 53 percent of the capital
goods imported constituted ma-
chinery and equipment, while 30
percent was transport equipment
and 7 percent building materials.

In the case of expenditure on
intermediate goods which rose to
Rs. 9,143 million from Rs. 5,591
million in 1978, nearly two-third
of the increase was a result of
higher prices for petroleum and
fertilizer as seen in table 5. The
proportion of flour and rice im-
ports in the total import bill re-
corded a drop in 1979. Together
rice, flour and sugar constituted
about 17 percent of the total value
of imports in 1979 as against about
24.5 percent in 1978. However, the
total expenditure on these three
commodities  together increased
marginally in 1979 as the value of

EXPORTS 1976, 1977, 1978 AND 1979

THE 25 MAIN BUYERS OF SRI LANKA’S PRODUCTS IN 1979

1979 1976 1971 1971 1978 1979
Rs.m. % Rs.m. % Rs.m. %
1. USA, 335 67 52 1.2 9.49 186 11,5245 8.1
2. UK. 465 97 42 80 10285 10 1,585.2 6.8
3. Japan 213 44 55 a3 0.3 179 1,230.8 5.9
4. Germany F.R. 163 34 68 -39 5649 ' 5.8 1,037.1 5.6
5. China 481 100 98 639 Yo00.6 73 902.4 45
6. Pakistan 363 76 153 89 6uvd 4.3 " £56.8 32
7. Netherlands 116 24 127 28 3673 52 686.2 31
8. USSR. 153 31 199 19 1970 238 4846 31
9. Iraq 145 30 69 54 4577 - 15 - 410 29
10. Saudi Arabia 122 25 94 26 626.9 35 464.6 2.8
11. UAR. 101. 21 201 46 5596 4.8 448.6 2.8
.12, Italy 131 27 168 1.6 T 42 432.3 22
13.” Iran 100 20 1923 1.8 568.4 . 3.0 4269 19
14. Syria’ (] 1.6 110 25 3624 4.3 326.7 17
15. Union of .

South Africa 141 29 304 30 2014 28 208.2 1.6
16. France 56 12 175 14 1722 15 259.9 15
17. Poland 42 .08 356 1.0 1651 13 2527 1.5
18. Australia ° 129 27 195 3.0 254.8 13 241.1 1.5
19. Canada 117 24 186 19 2911 19° 228.1 11
20. Hong Kong 121 25 .534 2.3 1983 22 226.3 0.8
21. Sinrapore 43 30 434 1.5 2780 15 159 5 5
22. New Zealand 143 30 261 1.0 1278 21 125.6 5
23. Switzerland 26 05 321 . .8 1515 12 9.5 4

. 24. Yucoslavia 20 04 528 8 605 5 767 159
25. Sweden .24 0.5 500 " 67.1 5 605 10.4

Sub-total 3,827 797 5283 799 103574 214 3,103.6 243

Others 974 20.3 1,332 201 2817.6 100 15.228.1 100.0

Total 4,801 100.06,615 100 225604 . 1000

- 13175.0 1030

SOURCE: Sri Lanka custor!is Retur'ns
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sugar imports went up by 50 per-
cent and rice imports by 28 percent,
though the value of flour imports
declined by nearly 25 percent. The
largest item in the country’s import
bill continued to be petroleum.
The next most Iimportant {items
were machinery and appliances;
and motor vehicles and parts. Elec~
tric machinery and equipment were
also a significant item of import
in 1979, taking up 4 percent of the
total import bill. An added incen-
tive for the import of intermediate
and capital goods during 1979
was the reduction of import duties
on several items such as mammo-
ties, liquid transporters, lorries
and vans, cement, sanitaryware,
articles of iron and steel, allu-
minium ware, radio parts and tele-
vision. equipment. .

Sources of Supply

Japan ended up as the ' most
important supplier .of Srli Lanka's
1rports for the second successive
year. This was one of the signifi-
cant changes that had taken place
following the liberalisation of the
country’s trade; Japanese agencles

. have made the most of the situa-

tion. In the three years upto 1977 .
Saudi Arabia had been the fore-
most supplier of the country’'s im-
ports, mainly through its exports
of petroleum; but in 1979 the sour-
ces of supply of this item were-
more diversified with Iran and Iraq
also providing fair quantities of oil.
Japan in the meantime, which ex-
ported less than Rs. 400 million an-
nually to Sri Lanka in the years
npto 19717, exported goods to the
value of Rs. 1,590 miilion In 1978
and Rs. 3,005 million in 1979. India
has also moved in as a major source

. of supply almost doubling the vaiue
of her exports from Rs. 1,242 mil-

lion in 1978 to Rs. 2,334 million and
pushing - UK into third position.
UK's exports to Sri Lanka were up
from Rs. 1.396 million in 1978 i»
Rs. 2,015 million in 1979.

. The other ‘major sources of
supply were Saudi Arabla, 8Sin-
gapore, West Germany and US.A.
Together these first seven: sources
supplied nearly 57 percent of Sri
Lanka’s imports. The emergence of
Singapore among the first five
main suppliers is worthy of note.
Upto 1978 the value of imports
from Singapore ranged between .1
and 3 percent of the country’s total
import bill but in 1979 as much as
6 percent of the value of imports
was accounted for by Singapore.
The -value of supplies from  Iran
and their proportion in the total
i{mport bill recorded a marked drop
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in 1979. Australia and China also
continued to be among the main
suppliers of Sri Lanka’s imports.
The 25 main supplying countries,
which accounted for over 90 per-
ecent of Sri Lanka's imports, are
listed in table 6. The balance 9.3
percent of the country’s 'imports
came in from nearly 60 other coun-
tries around the w',orld.

Foreign Markets

For the first time USA em-
erged as the leading market for Sri

" Lanka when it took Rs. 1,585 mil-.

lion worth of goods or accounted
for as much as 104 percent of the
value of the country’s total ex-
ports in 1979. Largely responsible
for this situation were the Increas-
ing quantities ‘'of tea and industrial
products finding their way Into
the US market. UK which was the
country’s main export market in
1978 occupled second position last
yvear, accounting for 8.1 percent of
the total value of Sri Lanka's ex-
ports. Japan has taken third posi-
tion moving up from fourth place
in 1978 and seventh place in 1977,
which proves that overall Sri Lan-
ka-Japan trade relations have
strengthened considerably during
the last two years. West Ger-
many has also moved up as an im-
portant trade partner of Sri Lanka,
occupying fourth position as a
buyer of Srl Lanka’s products and
sixth positlon as a source of sup-
ply of the country’s imports. This
is the first time that the. FRG
has come within Sri Lanka's five

principal markets. China, largely |

as a result of her rubber purchases,
has taken fifth place as a market
for Sri Lanka’s products.

The other major markets in
1979 were Pakistan, Netherlands,
U.S.8.R. Irag, Saudl Arabia, UAR,
Italy and Iran. Together the first
thirteen markets accounted for 61.4
percent of the total value ot the
country’s exports. The main markets
listed in table 7 accounted for abou?

.76 percent of the total value of
exports in 1979. The balance 24
percent went out to nearly a hund-
red other countries.

Ot the East European coun-
tries, Poland and Yugoslavia con-
tinued to be among the first 25 of
Sri Lanka’s markets: while among
the Aslan nations were Pakistan,
India, Singapore and Hongkong.
and -the main Middle Eastern mar-
kets were Saudi Arabja, UAR, and
Syria.
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