
ECONOMY & BUDGET 

THE BUDGET OF 1991 -
SOME BACKGROUND INFORMATION 

I he purpose of this article is to give 
some details about the main sectors of 
the country's economy, as background 
information for the budget of 1991 which 
will be presented this month. 

The estimated mid year population 
in1989 was 16.8 million - i&a growth of 
1.3% compared to 1988. The growth rate 
of Gross Domestic Product (GDP) in real 
terms in 1989 was 2 .3% compared to 
2 .7% in 1988. The growth rate of Gross 
National Product (GNP) in real terms was 
2 . 2 % compared to the 2 .6% for 1988. The 
difference in the G D P and G N P rates is 
due to the net outflow of factor income 
abroad - mainly in the form of interest 
payments. 

The debt service payments consisting 
of amortization payments on medium and 
long term loans and interest payments on 
all foreign loans at the end of 1989 was 
SDR 371 million. For the total outstand­
ing external debt of SDR 3,960 million in 
1989, the total interest payment was SDR 
151 million. The debt service ratio (in 
comparison to the earnings from goods 
and services) was 24 .4% in 1989. (The 
debt service ratio as a percentage of 
receipts from export services and private 
transfers was 2 0 . 8 % - excluding IMF 
transfers). 

Table I gives the summary of data on 
some of these sectors prepared by the 
Asian Development Bank in its 1989 
Report. 

The performance of the five main sec­
tors of the economy at the end of 1989 
was as follows: (Not adjusted for infla­
tion) 

Agriculture, 
Forestry & Fishing 
Mining and quarrying 
Manufacturing 
Construction 
Services 

1989 1988 
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These figures show that growth rates in 
all sectors of the economy except the 
services sector has decreased compared 
to 1988. Civil disturbances and work stop­
pages were the main reasons for this 
decrease. The increase in the rate of 
inflation could be understood if we take 
the increase in the exchange rates 
for US dollars and SDR and Sri 
Lanka rupees into consideration. The rate 
of exchange between Sri Lankan rupee 
and the US dollar went up from Rs 31.81 
in 1988 to 36.05 in 1989, while the rate for 
SDR went up from 42.76 in 1988 to 46.19 
in 1989. The present exchange rate for 
US$ is around Rs 40.46 (1.11.90). 

Among the major contributors to eco­
nomic growth in 1989 were the manufac­
turing and service sector. The contribu­
tion of Agricultural processing (factory) 
indistries and small industries to the 
manufacturing sector is 4.4%. In the serv­
ices sector banking, insurance trade, 
public administration and defence, re­
corded high growth rates. 

The agricultural sector has suffered a 
severe setback with price decrease in 

most commodities in 1989. Tea produc­
tion declined by 9 % , rubber by 1 0 % and 
paddy by 17%. Agricultural imports in­
creased from Rs 71,030 million in 1988 to 
Rs 80,225 million in 1989 (SDR 1661 -
1737) and exports increased from Rs 
46,928 million in 1988 to 56,175 in 1989 
(SDR 1097 - 1 2 1 6 ) . The trade balance in 
1989 was minus 542 compared to minus 
568 in 1988. 

Budget for 1991 

The Prime Minister who is also the Min­
ister of Finance has now presented to 
Parliament the estimate of government 
revenue and expenditure for 1991 . The 
details are as follows: 

The estimated revenue next year is Rs 
72 billion, up from current year's revised 
estimate of Rs 67.7 billion by Rs 4.3 
billion. The estimated expenditure of Rs 
139 billion of which Rs 11,255 million is 
personal emoluments, Rs 75.5 billion 
recurrent expenditure and Rs 63 billion 
capital expenditure. The estimated 
budget deficit is Rs 67 billion. 
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T h e b u l k o f t h e a d d i t i o n a l r e v e n u e o f R s 
4 . 3 b i l l i on is c o m i n g f r o m t a x e s o n p r o ­
d u c t i o n a n d e x p e n d i t u r e ( R s 4 .1 b i l l i on ) . 
A n a n a l y s i s o f t h i s s h o w s t h a t t h e m a i n 
c o n t r i b u t o r s a r e t u r n o v e r t a x e s o n m a n u ­
f a c t u r e d g o o d s , t u r n o v e r t a x o n i m p o r t s , 
s e l e c t i v e s a l e s t a x e s a n d i m p o r t l e v i e s . 

R e v e n u e s f r o m t o b a c c o a n d l i quo r a r e 
e x p e c t e d t o i n c r e a s e . T u r n o v e r t a x o n 
i m p o r t s is e s t i m a t e d a t a b o u t R s 2 b i l l i on . 
I m p o r t l e v i e s is e s t i m a t e d a t R s 2 .2 b i l ­
l i o n . 

S u b s t a n t i a l i n c r e a s e s o f r e s e r v e s d u e 
t o i m p o r t l e v i e s a r e e x p e c t e d f r o m t h e fo l ­
l o w i n g i t e m s : p r e p a r e d f o o d s t u f f s , b e v e r ­
a g e s , sp i r i t s , v i n e g a r , t o b a c c o , m i n e r a l 
p r o d u c t s , p r o d u c t s o f t h e c h e m i c a l a n d 
a l l i e d i n d u s t r i e s , v e h i c l e s . T a x o n c o r p o ­
r a t e i n c o m e is e x p e c t e d t o d e c r e a s e m a r ­
g i n a l l y w h i l e t a x e s f r o m n o n - c o r p o r a t e 
i n c o m e is e x p e c t e d t o g o u p b y R s 1 9 5 
m i l l i o n . 

Figure 1 
Government Expenditure by Function 

Per C t n t o l G D P 

E c o n o m i c Serv ice* 

G e n e r a l Pub l i c Serv ices 

1 9 8 1 1 9 8 3 1 9 8 s 

Source: Asian Development Outlook 1989. 

F r o m t h e e s t i m a t e d e x p e n d i t u r e of R s 
1 3 9 b i l l i on R s 4 4 . 8 b i l l i on h a s b e e n p r o ­
v i d e d t o s e r v i c e t he n a t i o n a l d e b t . T h i s 
i n c l u d e s R s . 2 2 . 5 b i l l i on fo r i n te res t p a y ­
m e n t s o n s h o r t t e r m , m e d i u m a n d l o n g 
t e r m r u p e e l o a n s , f o r e i g n l o a n s , l o a n 
m a n a g e m e n t c h a r g e s , l o a n f l o t a t i o n a n d 
R s 2 2 . 4 b i l l i on a p p r o x i m a t e l y a s a m o r t i ­
z a t i o n p a y m e n t s o n r u p e e a n d f o r e i g n 
l o a n s a n d o t h e r T r e a s u r y o b l i g a t i o n s . T h e 
a g g r e g a t e p r o v i d e d fo r t h e s e c o m m i t ­
m e n t s in 1 9 9 1 r e f l e c t s a n i n c r e a s e of 
n e a r l y R s 13 b i l l i on o v e r t h e c o r r e s p o n d ­
i n g f i g u r e fo r 1 9 9 0 . 

TABLE III 

The Budget Dellclt 1984-1990 (Rs Mn) 

1984 15.861.3 
1985 25,675.7 
1986 28.070.5 
1987 27.341.7 
1988 43.240.8 
1989 (Approved) 43.995.0 

(Provisional) 34.627 0 
1990 40.342.0 
1991 (Expected) 67,000.0 

Source: Central Bank -Annual Repaort 1989. 

In 1 9 9 1 t h e c o u n t r y ' s e c o n o m y wi l l f a c e 
a n u m b e r of p r o b l e m s . T h e N o r t h E a s t 
w a r w h i c h e r r u p t e d las t J u n e is no t l ike ly 
t o b e o v e r s o o n . T h e e s t i m a t e d d e f e n c e 
e x p e n d i t u r e f o r 1 9 9 0 a l o n e w a s R s 5 
b i l l i on . T h e C e n t r a l B a n k s o l d t w o b i l l i on 
w o r t h of d e f e n c e b o n d s at a n a n n u a l ra te 
of 1 5 % r e d e e m a b l e in t h r e e y e a r s . T h e 
b a l a n c e 3 b i l l i on r u p e e s is s u p p o s e t o b e 
r a i s e d f r o m p r i n t i n g n e w m o n e y ( R s 1 
b i l l ion) a n d f r o m s a l e s of n a m e l e s s ce r t i f i ­
c a t e s of d e p o s i t s (2 b i l l ion) ( C D s ) . 

In t h e m e a n t i m e , C o l o m b o S t o c k Ma r ­
ke t t o o f a c e d p r o b l e m s b e c a u s e f o r e i g n 
f u n d m a n a g e r s w e r e r e l u c t a n t to pu t t he i r 

TABLE II 

Government Expenditure by Ministries 1991 

Rs. on. % from Ihe total 
expendHwa ol 

Rs 139 billion 

Ministry ol Finance 52 8 360 
Ministry ol Defence O S d t 11.7 8.4 
Ministry ol Land, Irn and 

38 Mahaweli 5.3 38 
Ministry ol Education 

and Higher Education 6.3 4 5 
Ministry ol Power & Energy 3.7 
Ministry ol Pub. Admini 

Provincial Council & 
Home Affairs 17? 12.4 

Ministry ol Trnsport * 
Highways 6.9 5 0 

Ministry ol Powe' & 
Cooperatives 'MObuf* 5.1 i t 

m o n e y o n s t o c k s d u e t o t n e Gu l f C r i s i s . 

A f t e r t h e p r i ce i n c r e a s e s in p e t r o l e u m 
p r o d u c t s , t h e overa l l m a r k e t p r i ce of g o o d s 
h a s g o n e u p rap id l y . T h i s h a s a d v e r s e l y 
a f f e c t e d t h e d o m e s t i c s a v i n g s . H e n c e t h e 
ra te of n a t i o n a l s a v i n g s ra t io wi l l f u r t h e r 
d e c r e a s e in 1 9 9 1 (Th is w a s 1 4 . 0 % in 
1 9 8 9 , 1 4 . 3 % in 1 9 8 8 a n d 1 5 . 3 % in 1 9 8 7 ) . 

Cost of Living 

S e v e r a l f a c t o r s c o n t r i b u t e d to t h e c o n ­
t i n u o u s i n c r e a s e in t h e c o s t o f l i v ing in ­
d e x . In 1 9 7 6 t h e C o s t of L i v i n g I n d e x w a s 
2 0 0 . Las t m o n t h t h e C o s t of L i v i n g w a s 
1 ,023 ie . a 5 0 0 % i n c r e a s e . Th i s i n d i c a t e s 
tha t t h e c o s t of L i v i n g I n d e x h a s i n c r e a s e d 
by a b o u t 2 f o l d e v e r y 6 y e a r s . In 1 9 8 6 - 8 9 
t h e a n n u a l i n c r e a s e in t h e c o s t of l i v ing 
w a s r e c o r d e d a s a r o u n d 3 5 % , 5 % , a n d 
7 % . In 1 9 9 0 it h a s b e e n i n c r e a s i n g a t a 
ra te of a b o u t 1 5 % . 

T h e d i s t r i b u t i o n o f m o n e y r e c e i v e d a s 
d e b t or g r a n t s to b r i d g e t h e b u d g e t de f i c i t 
a n d h i g h c o n s u m p t i o n of i m p o r t e d g o o d s 
( 3 5 % of t o ta l c o n s u m p t i o n ) h a d c o n t r i b ­
u t e d m a i n l y t o th i s i n c r e a s e in in f l a t i on . 
T h i s w i l l e x a c e r b a t e in 1 9 9 1 w i t h a da i l y 
e x p e n d i t u r e of R s 1 2 0 m i l l i on o n t h e 
N o r t h E a s t W a r a n d t h e l o s s of a b o u t R s 
1 0 0 m i l l i on d u e to t h e G u l f C r i s i s . 

In 1 9 8 9 t h e p r i ce of i m p o r t e d i t e m s i n ­
c r e a s e d by a b o u t 2 0 0 % c o m p a r e d t o t h e 
p r e v i o u s y e a r p r i c e s . T h e p r i c e s of p o p u ­
lar h o u s e h o l d i t e m s l ike g a s c o o k e r s , 
b l e n d e r s , r i ce c o o k e r s , f a n s , r a d i o s , T V s , 
s e w i n g m a c h i n e s a n d a l l u m i n i u m p o t t e r y 
e tc . w e n t u p b y a r o u n d 3 0 0 % in th i s 
p e r i o d . T h e p r i c e s of f o o d i t e m s a l s o 
s h o w s a s i m i l a r i n c r e a s e . 

T h e s e p r i ce i n c r e a s e s a r e v e r y i r ra ­
t i o n a l . W h e n t h e o i l p r i c e s w e n t u p by 
2 0 % , t r a d e r s , i m p o r t e r s a n d loca l p r o ­
d u c e r s i n c r e a s e d t h e p r i c e s ot the i r g o o d s 
by a b o u t 4 0 % . 

H o w e v e r , a s n o r m a l c y h a s b e e n re­
s t o r e d in t h e c o u n t r y e x c e p t in t h e no r th 
a n d e a s t s o m e e c o n o m i c d e v e l o p m e n t 
c a n b e e x p e c t e d in t h e y e a r s 1 9 9 0 a n d 
1 9 9 1 . • 

22 ECONOMIC REVIEW NOVEMBER 1990 


