ECONOMIC INDICATORS UPTO 1988 TABLE |

From the Public Investment Programme
1982 . 1983.

Domestic Resources and their
Utilization

In terms of 1984 prices the
GDP is expected to increase to
about Rs. 1554 billion in 1988,
which is an increase of 6.9 percent
per annum, Table | shows the
domestic resource availability and
the resource gap.

During the period 1984-88,
the Government expects to achieve
s structural transformation in re-
source utilization. Recent trends in
the country have rccorded Ilcvels
of total investment avcraging 28
percent of GDP. However, such
levels of investment arc unsustain-

able especially in the face of tight

resource constraints, A substantial
reduction in the ratio of invest-
ment 8gdp has been achieved and
during 1984-88, a further reduction
of this ratio is envisaged - to about
25 percent of GDP from its level
of 27 percent in 1984 (see Table 2).
Further, restrzints on public capital
expenditures are expected to re-
lease resources for private sector
development.Thus, the relative
ghare of private sector investment
is projected to increase and finally
overtake public sector a capital
spending by 1987 - BB,

In order to achieve the desired
levels and structure of total invest-
ment, domestic savings are assumed
to play a greater role than in the
past. Both the public and private
sectors are projected to contribute
positively to this end. In fact,
private savings are projected to
grow faster and reach a level of
15.7 percent of GDP in 1988 as
against 11 percent in 1984. (Sec
Table 2). Net external inflow is
projected to decline and this slack
has to be taken up by the private
sector, B
Budgetacry Quttum - 1984 - 88

D“t:ry to favourable develop-
ments in the prices of plantation
crops, it has been possible to
revise expectations about likely
government revenue. It is expected
that in 1984 approximately an

* additional . Rs.1,500 million could

Domestic Resources and the Resource Gap
{Rs. Million)

Average
Annual
Growth
Rate
1983 1984 1938 19841988

1. GDP at current factor cost 1113 127 1554 69
(91) (90) (80}
2 Add indirect taxes less subsidies 109 144 180 106
()] {10) (10)
3 Equals GDP at market prices 1223 140.1 1738 7.2
{100) (100} {120}
4 Exports of goods and non-factor , 31.9 413 528 10.6
services {26) (29) (i )]
§ fimports of goods and non-factor 504 57.2 654 5.3
sarvices 41) (41) (8}
6 Resource gap 185 159 126 -74
{16) {11) 7)

Note : 1 As percentages of GDP at market prices within baracke's.
2 Figures for 1983 and 1984 are st current market prices while those
after 1984 are at 1984 constant prices.

TABLE2 Total Resoi rees and their Utilization
{ Rs.Billion)
1983 1984 1988 Totat
1984-1988
1 Total Resources ... 1au8 186. | 186.1 853.2
{115) {111) {107) {108)
{a} GDP st market prices 1223 140.1 1736 7834

(100} {100) {(100) {1001
{b} Net imports of goods and 185 16.0 125 698

non-factor services {15} {11) (7) (9)
2 Totsl Utilication 140.8 156.1 186 1 8532
{a} Consumption 106.3 1186 1423 6503
of which (88) {86} (82} {83}
Private 956 1079 1295 5922
{18) 77 (75) (76)
- Public 9.7 10.7 128 58.1
8) t:}] (7) (7)
{b} Investment 355 315 433 2029
of which (28) (27) {26} {26}
Private 16.5 16.6 232 96.6
(13 (12) (13) (12)
Publie 19.0 209 203 106.3

{15} {16) (12) (14)
3 Financing of Investmant

{a) Nationat Savings 20.2 244 336 1459
{17 (17) (19} 3}:)]

(b} Foreign Savings 153 131 10.2 67.0
(12) 9 (6) {7)

Note : 1 Figures in brackets - indicate percentages of GDP,
2 Figures for 1983 and 1984 are at current market f-ices while those
after 1984 are at 1984 constant prices.
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he collected from the ad volorery, '

tca tx. Prescat export pripe
trends indicate that this is an
cusily realizable - target. In the
ease of the export duty on rubber,
an increase of about Rs.350 mitfiom
is expected in 1984, Import duties
arc likely to yield an incremont to
earlier budgeted figures amounting

to over Rs.300 million. A further.

inflow of Re.350 million is expect-
ed as contributions from the sur-
plus of public corporations in
accordance with & recent govern-
ment decision. These and other
factors arc cxpected to increase
government revenues by over Rs.
2,300 million in 1984, Total
current receipts are projected to be
around 22 percent of GPD during

the period of 1984-88,
During the last six years the

major part of capital inflows came
in the form of official transfers and
concessionary loans. This explained
to a large cxtent how the country
was ablec to step up investment
expenditurcs and sustain compara-
tively large deficits in the balance
of payments and in the government
Budget. The stategy for the next
five year period involves a progres-
sive reduction of the resource gap
and stabilizing investment cxpendi-
turcs ut a level consistent with the
growth targels spelt out carlier.
However some increases in foreign
aid commitments and dishurse-
ments arc required in the future.
The implications of reliance on
forcign aid and other forms of
foreign bhurrowing on the future
debt scrvicing commitments are
uader constant review. The external
debl oulstanding on account of
commercigl  borrowing  increased
from SDR #1 million at the cnd of
Decomber 1980 to SDR 614
willion at the end of September
1983. The total disbursed cxtiernal
deht excluding borrowings [rom
the IMF and short-term debt,
expressed as a perccmagc of GDhP
increased from 36 to 42, Given
that, the increase in external debt
occurcd at a time when the in-
ternational interest rates werc high,
it is very likcly that the debt-service
payments will cause a counsiderable
strain on the county's balance of
payments in the coming period.

TABLE}

7

Balance of Payments 1983, 1984 & 1988 (1)
(US $Miltion)
1983 1984 1988
1. Merchandise

{a} Exports 1056 1324 1678
) imports 1920 2058 2361
2. Treade batance 864 734 €82
3. Non factor sercices {Net) 80 26 1718
4, Factor services (Net) ... 138 -168 232
5. Private transfers (Net) 23 281 330
6. Current account balance 847 526 408
7. Net aid dishursements 423 408 382
8. Direct foreign investments . 38 43 50
8. Other MLT loans : Government 7 13 30

10. Other MLT toans: Private Sector and
Public Corporations 74 111 20
11. Progress/Advance Payments 17 -16 17
12. Other financing items 2 52 -33 68

Note: 1.

after 1984 are at 1984 constant prices.

2. Includes short
ments and changes in

reserves.

Figures for 1983 and 1984 are at current market prices while those

- term borrowsng errors & omissions valuation adjust-

sfter 1984 are at 1984 canstant prices. .

TABLE 4 Esports and Imports 1983, 1984 & 1988*
(US S Million) -

1983 1884 1888

1 Exports 1056 1324 1679
Tes Volume Mn. Kg. 158 190 200
Value 352 07 34
Rubher Volume Mn, Kg, 126 120 120
Value 2 142 142
Caconut Volume Mn. nut. 588 422 6356
Value 59 72 108

Gems 41 a5 67.
Petroleum Products 115 141 187
Other industrial goods 261 289 462
Minor Agricultural products 84 91 144
Other exports 23 37 36
Imports 1920 2058 2361
Rice Volume Th. mt. 147 80 0
Value 32 1 (]
Wheat flour Volume Th, mt, 0 ] 0
Value 0 0 ]
Suger Volume Th, mt. 315 200 145
Value 84 48 35
Wheat grain Volume Th. mt. - ’ 678 668 600
Valus o9 o8 104
Fertilicer Volume Th, mt, 192 -« 305 387
Value 27 46 58
Petroleum (i} Crude Ot Th. mt. 1502 2055 2180
Value 332. 450 477
{n} Products Value 135 75 131

Orthar consumer goods Value 263 304 325
Other mtermndiate goods Value 444 481 627
Investment goods Value 514 839 588
Unclassified 11 8 6
Note Figures for 1983 and 1884 are at current market pru:rs while those
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increase in paddy production which
has taken Sri Lanka near to its
goal of self-sufficiency in rice.
Paddy cultivation provides em-
ployment to about six hundred
thousand persons and occupies onc
fifth of the arable land of the

country. Furthermore, paddy is
predominantly a small farmer crop
as there are more than 1.6 million
parcels of cultivation of which
about 74 percent are less than one
hectare in extent. Therefore, in-
creases in production as well as in
the price of paddy tend to contri-
bute to, employment and incomec
distribution in the rural sector. The
production of paddy which in
Maha and Yala of 1976/77 totalled
80 million bushels exceeded 118
million bushels in 1983/84. Much
of this increases has been due to
better production methods, im-
proved secd varieties and greater
utilization of inputs such as fertili-
zer rather than due to increase in
the area cultivated. As a result,
there has been a significant im-
provement in the average yield per
acre which rose from 47.7 bushels
in 1977 to 69.7 bushels in 1983.
It appears that the price incentive
has been a major factor which
induced the farmers to increase
productionand a marketable surplus,
The Guaranteed Price which stood
at Rs.33 per bushe! in 1978 was
steadily raised to Rs.62.50 by
1983 while the open market price
has risen to over Rs.75 per bushel
over the same period,

However, the performance of
the export oriented plantation
sector over this period has not been
as impressive as that of the do-
mestic agriculture sector. There was
only a slight improvement in the
value added by tea, rubber. and
coconut production taken together,
during the 1978-83 period. Com-
pared with a negative growth rate
of 1.7 percent recorded in the
1970-77 period even such a slight
revival of the plantation crops was
encouraging but it was not ade-
quate to make any significant
impact on the overall performance

8

TABLE 2 SECTORAL GROWTH PERFORMANCE : 1970 - 77 AND 1978 - 83

Value (Rs. Million)

{Average Growth Rates %)

1970 1977 1978 1983 1970-77 197883
1. Gross Domaestic Product
(Constant Prices) 13,187 16,078 17,401 22816 29 60
2. - GDP Per Capita
(Constant Prices) 1064 1163 1226 1472 13 4.1
3. Agricultural Sector 3732 4299 4532 5482 2.1 4.1
(a) Export Crops 1191 1082 1111 1081 1.7 0.5
{b) Paddy & Others 2541 3247 3421 4442 3.5 83
4, Manufacturing Sector 2197 2357 2641 3014 1.0 42
b. Construction Sector 744 @19 794 1028 28 88
6. Services Sector 6419 @288 8315 12,548 3.7 72
Sourcs Central Bank of Ceylon Ministry of Finance & Planning

of the agricultural sector. As thc
agriculture sector accounts for
more than one quarter of the
Gross Domestic Product of Sri
Lanka its performance influences
the overall growth rate of the
economy, far morc than any
other sector., Furthermore, the
production trends of plantation
crops become even morc important
due to their relationship with the
export earnings of the country.
Approximately 50 percent of the
total export income of the country
is derived from teca, rubber and
coconut which also covers 41
percent of the average land of Sri
Lanka. The decline in production
of these crops pecrhaps, can be
cited as the most adverse factor
thdt the ‘Sri Lankan economy has
faced after the cnergy ‘crisis’, in
the ninetecen seventies.’

The liberalization of exchange
and imports was intended to act as
an impetus to thc manufacturing
sector by making frecly available
more machinery, cquipment, raw
materials and modcern technology as

well as by helping to expend the

infrastructurc facilitics such as
cnergy, lclecommunications and
transportation. Nonctheless the per-
formance of the industrial scctor so
far has not been upto expectations
as the sharc of this sector still
remains at about 14 percent of the
GDP: although there arc signs of
increased capacity utilization by
both public and private sector
industrics, For cxample, from an
cstimalcd capacity utilization in
the industrial scctor of about 60
percent prior to 1977 it moved
up to 70 percent in the ycar fol-
lowing liberalization and thereafler
has shown gradual improvement,
stabilizing at an cstimated 76
percent by 1983, The annual
growth in the industrial scctor
which was limited to about I
percent on averuge during the
period 1970-77, improved to more
than § percent per year since then.
In addition to the increased capa-
city utilization, the ncw invest-
ments and cxpansion of cxisting
industrics would have also contri-
buted to this growth. In regard to
ncw investments the enterprises
sct up in the Free Trade Zone
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under the GCEC appear to have
been a major source of growth
particularly in the 1980°s. There arc
mixed and divergent vicws about
the impact of liberalization on the
industrial sector and the govern-

ment has ‘initiatcd measures to"

streamline the incentives structure,
tariff systems and other forms of
assistance to this sector keeping
within the broad framework of the
open economic policy.

Focussing on the services
scctor, it is possible to identify at
least two main types which are
closely linked with economic activi-
ties, They are firstly, the infrastruc-
ture facilities such as transport,
communication and energy; and
sceondly, the trade and commerce
activitics. On the one- hand the
liberalization of the economy help-
cd as a supply mechanism towards

expanding infrastructure facilities
through imports of vehicles,equip-
ment and technology. On the other
hand, the pressure of demand for
infrastructure started building up
rapidly and strongly consequent to
the upsurge of cconomic activities
in a varicly of ficlds following the
liberalization in latc 1977. For
cxample, the demand for clectri-
city which had maintained a
modest growth rate of 7 percent
in" the. 1970 - *77 period started
growing at 12 percent in 1978 and
1979. Therefore, in addition to
resorting to more expensive thermal
power generation o supplement
the hydro pawer capacity of the
country, in order to increase the
supply of clectricity, demand man-

agement strategics also had to be,

adopted mainly through pricing
policy to curb the rapid growth,
Similar cffort had to be made in
relation to petroleum consumption
which grew particularly along with
the .import of vehicles as the new
registrations at the Motor Traffic
Department rosc by about 27
percent per ycar, The telecom-
munications and postal scrvices
scclors also experienced rapid pres-
sure, on demand emanating:

from the accelerated growth in
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Table3  FOREIGN TRADE AND BALANCE OF PAYMENTS IN

1970, 1977, 1978 & 1983 (Rs. Million)

1970 1977 1978 1983
Trade Balance - 318 +360 -2383 -20,304
1 (a) Exports 2016 6640 13,207 - 24,917
1 (b) Imports 2332 6280 1s.eoo. 45221
Services Balance ) -103 +304  + 119 - 1,207
2 (a) Receipts 237 923 1,942 7959
2 (b) Payments 340 619 1823 9,266
Transfers (Net) + 69 + 612  + 1,242 +10416
3 la) Private 6 122 342 6,400
3 (b) Official 75 490 200 4,016
Current Account Belance - 360 +1266 - 1032 ‘11,188
External Resource Gap 1124 - 860 - 4048 32,760
Terms of Trade (1878 = 100) INDEX 108 102 100 “

Source : Central Bank of Ceylon

the economy, Hence, measures for
expansion of supply and rationali-
zation of demand had to be em-

ployed in regard to these sectors, .

Foreign Trade and
Balance of Payments

Much of the activities in the
services sector are in one way or
other related to the export and

import transactions and therefore .
- it is more meaningful and useful to

sepcrately review the performance
of foreign trade activities and their
implications to the country’s
balance of payments position. It
should be recalled in this contexf
that one of the major objectives
of the 1977 policy reforms was. to
encourage export- led. growth in
contrast to an import substitution
strategy. Excessive :
through qualitative restrictions and
high tariffs were considered not
conducive to the growth of com-
petitive trade and industry. Mean-

protection ..

while it was also recognized that
the transition from an inward
looking controlled economy to an
outward looking open economy
could not be sustained without a
rapid and sizeable increase in
export earnings to finance imports.
Therefore, continuous financing of
imports through foreign aid and
borrowings was not considered a
feasible or desireable strategy.
Nevertheless, in view of the poor
performance of the export sector
there was no other choice but to
resort to foreign assistance for the
maintenance of a liberal import
policy.

The pent-up demand for im-
ports due to the earlier system of
controls as well as the fresh demand
stemming from the growth dyna-
mism resulted in a massive increase
in imports since 1978. The average
annual rate of expansion of imports.
during the 1978-83 period has been
as high as 24 percent and the level
of imports rose from SDR 819

9




nmillion in 1978 to SDR 1796
million in 1983. In contrast to this,
the increase in exports over the
same period showed an annual
average growth rate of only 9
percent, as export earnings increas-
ed from SDR 678 million in 1978
to SDR 988 million by 1983,
Meanwhile - the terms of trade
declined drastically over this
period. The outcome of these
trends in imports and exports was
the widening of the deficit in the
" merchandise trade account.(See
Table 3). In the balance of pay-
ments the sub component known
as the trade balance rose from
SDR 144 million to SDR 808
million, reflecting a nearly six fold
-increase in the deficit in the mer-
chandise account over the 1978-83
period. :

The adverse impact on the
balance of payments  position
resulting from the deterioration of
the trade balance was mitigated to
some extent, by the favourable
trends in respect of the receipts in
the services account made possible
mainly by the inward remittances
of - funds by Sri Lankans working
abroad, and earnings from tourism.
For example the private transfers
showed a 15 fold increase and
amounted to SDR 255 million in
1978 compared with only SDR 17

million in 1978. Similarly, earnings .

from tourism which stood at SDR
44 million in 1978 rose to a peak
level' of SDR 133 million in 1982
before it declined to SDR -102
million consequent to the drop in
tourist arrivals due to the July
disturbances in 1983. However, the
overall external resource gap in the
balance of payments rose sigrifi-
cantly from SDR 228 million in
1978 to SDR 1,312 million by
1983 necessitating that amount of
finances from foreign sources,

Monetary and Fiscal Developments

The acceleration in economic
activities in response to.the policies

- introduced in 1977 stimulated both

investment and consumption ex-
penditure. Their consequences were

10

reflected in both monetary and

fiscal policies. On the one hand, .

domestic credit creation and money
supply grew at a rapid rate. On
the other hand, the budget deficits
and expansionary fiscal action
expanded year after year.(See Table
4). These factors together contri-
buted to inflationary pressures in
the economy thereby necessitating
a major task of stabilization.

The rapid growth in credit
creation was particularly evident in
1979 and 1980 and total domestic
credit increased by 43 percent and
70 percent, respectively. The rate
of expansion in the Quasi Money*
supply during these years was as
high as 49 percent and 41 percent.
Hence the level -of the country’s
money supply increased almost
‘two fold between 1978 and 1980,
rising from Rs.10,892 million to
Rs.19,860 million. Since then more
restrictive policies have been adopt-
ed to decelerate the rates of growth
of credit creation and money
supply. Yet, the Broad Money*

supply level had risen to RBs.37,257
million -by end of 1983 continuing
to exert pressure on prices though
at a somewhat reduced rate,

The expansions of money
supply and credit creation, were to
a great extent manifestations of
budgetary management problems
that emerged mainly as a result of
a heavy public investment program-
me. For example, total public
investment as a proportion of the
GDP of the country more than
doubled from an avecrage of 7.7
percent in 1970-77 to 16.7 percent
during the 1978-83 period. The
share' of the public sector in the
overall investment level of the
country amounted to more than 60
percent in the 1978-83 period
compared with about 50 percent in
the 1970-77 period. This reveals
that despite the introduction of an
open economic policy which was
expected to be more dependent on
private sector participation and the
free market mechanism, the relative
importance :of the government,

Table 4

MONETARY AND FISCAL PERFORMANCE 1970, 1972, 1978 AND 1983

(Rs. million)

1970 1877 1978 1983

1. Government Revenue

2. Government Expenditure
2 (a)' Recurrent
2{b) Capital

3. .Budgat Deficit

4. Narrow Money Supply

‘6. Broad Money Supply

6. Consumers' Price Index (1952 = 100}

7. Wholesale Price Index (1974 = 100)

2,736 - 6686 11,888 25210
3886 9670 18853 46,772
2873 6.148 10408 23968

812 3,182 6614 21,694
‘1180 3074 7165 21562
1866 65366 5936 14,748
3,116 8717 4968 37267
1382 - 2032 2218 4742

1363 166.7 354.1

Source: Central Bank of Ceylon
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' expecially in the field of invest-
ment, had not diminished during
the  post-liberalization  cra Al
though, the government embarked
<)n a massive investment programme
mainly consisting of lecad projects
such as Accererated Mahaweli Deve-
lopment Scheme, the Housing and
Urban Renewal Programme and
the Greater Colombo Economic
Commission as well as other deve-
lopment projects, it has not been
able to gencratc adequate. budge-
tary savings to finance such pro-
grammes. The provision of financial
incentives to the private sector
and the low export performance
affected the tax revenue of the
gdvernment. Meanwhile, despite the
scaling down of certain subsidies
public  expenditure kept rising
rapidly duc to the massive invest-
ment outlays and cost escalations.
Therefore, while foreign assistance
wis sought for financing investment
projects the remaining budget defi-
cits had to be bridged by resorting
lo an expansionary fiscal policy.
The resulting implications on mo-
ney supply through the issue of
Treasury Bills and borrowing from
the banking sector were reflected in
inflationary trends,

- The upshot of all these trends
described above, coupled with the,
adverse effects of the balance of
payments which necessitated the .
depreciation of the exchange rate,
was an upsurge in the domestic
price level, The Colombo Consum-
ers' Price Index (1952=100) which
is popularly known as the Cost of
Living Index which stood at 203.2
in 1977 rosc dramatically to 318.2
in 1980 and 474 in 1983, In other
words the rate of inflation in a
givén year has varied between 11
percent and 26 percent during the
1978-83 on an year to year basis,
Siniilarly the movements in the
Wholesale Price Index (1974=100)
indjcated a two fold increase from
156.7 in 1978 to 354.1 by 1983.
Duting thc entire six year period

pereent per year reflecting both
excess demand pressures and cost-
push cffects,

Emerging Trends in 1984

The performance of the eco-
nomy in the first half of 1984

scems to suggest that the secnario of

economic development in Sri Lanka
might take a somcwhat favourable
turn this ycar. This hopc tends to

appear from certain key trends
that have emerged which, if sus-
tained and strengthened, should
cnable Sri Lanka to case some of
the difficulties described in the
preceding sections of this review,
These trends are mainly related to
balance of payments and budgetary
management, The final impact of
these favourable developments
‘should be felt in terms of an
improved economic growth rate
and reduced rate of inflation while

1978-83 the consumer price index
appears to have risen by about 15
percent while the wholesale price
index has grown at an average of 17
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Table 5§ EXPORT EARNINGS
1983 Rs. Million (SDR Million in brackets)
. 1984
Item June January June January
to June to June
1. AgriculturalExports  1.233.4 6.428.3 1,056.8 10,045.2
1.1 Tea (60.1) (261.7) (40.4} {381.1)
700.8 3.5692.6 7143 6,883.1
(28.4) (146.3) (27.3) (263.8)
1.2 Rubber 230.5 1,280.3 180.7 1,830.3
(9.4) (62.1} (6.9) {69.4)
1.3 Coconut 184.6 760.8 74.5 663.4
- {(7.6) (31.0) {2.9) (21.4)
1.3.1 Kernel Products . 143.6 5171 420 288.0
. (5.8 (21.1) (1.6) (10.8)
1.3.2. Others 41.0 2438 32.6 .27%4
(1.7) (8.9 (1.2) (10.6}
1.4 Minor Agricultural 1176 7846 87.3 6984
Products (4.8) (32.4) (3.3) (26.5)
2 Industrial Exports 730.6 4,056.0 806.7 6,098.4
(29.7) (166.0} (38.1) (231.4]
2.1 Textiles and Garments  386.6 23427 6446 3,3043
’ (16.7) (87.2) {24.6} (12_5.4)
2.2 Petroleum Products 246.3 1,226.3 210.8 1861.7
{10.0) (48.9) 8.1} (70.8)
2.3 Others 98.6 686.0 140.3 9324
: {4.0) (27.9) (6.4) (35.4)
3. Mineral Exports 7756 4816 48.2 . . 4820
(3.2) (18.6) (1.8) S (18.3)
3.1 Gems 66.2 3884 314 383.7 .
(2.2) (16.8) (1.2) (14.6)
3.2 Others 22.3 93.2 16.8 28.3
' 09 . {3.8) {0.6) 3.0
4, *Qthers 100.8 2833 786 4484
{4.5) (11.5) (3.0} (17.0)
Total Exports 12,1612 11,2082 2,179.3 17,0740
(87.3) (467.9) (83.3) (647.8)
Source : Customs, Sri Lankg,
State Gem Corporation,
» Includes re-exports Cevylon Petroleum Corporation
1




_possibly contributing {0 a modest
expansion in employment. At the
same time however, there are
key production sectors that are the
cause for concern due to their
unanticipaled decline in perform-
ance so far this year, These trends
should be arrested and remcdial
measures must be taken to prevent
further deterioration in the years to
come,

The latest Annual Report
(1984) of the World Bank for ins-
tance, is optimestic about Sri
Lanka’s prospects for a better
economic performance. This Re-
port notes that “most cconomies
in thc South Asian Region which
are hcavily dependant on the
performance of their large agricul-
tural sectors benefitted from the
gathering rccovery in the major
industrial countries”. In rcgard-.to
Sri Lanka, the Reporlt comments
that “by carly 1984, there were
signs of improvements because tea
prices remained very strong with
resulting improvements in public
revenues and the foreign cxchange
position.“Among the other factors
that the World Bank Report points

- to as being in Sri Lanka’s favour,
arc the effective energy conserva-
tion measures that have been adopt-
ed and the initiation of policies to
improve the tree crop sector's
performance. This Report also
anticipates that*“ a major boost to
the economy should come in 1984
when  the country’s five year
power crisis will be relived by the
commissioning of the first major
dam under the Accelerated Maha-
weli Programme.,”-

In light of the such emerging
trends in the Sri Lankan economy
in 1984, it can be safely assumed
that the economic growth rate in
the current year would surpass
what was achieved in the past
year. In 1983 the economy suffered
a sct back due to both external and
internal factors and the growth rate
decelerated. For example, as against
an average growth rate of 6 nercent
during the 1978-83 period,the GDP
in 1983 rose by only § percent. The
main reasons for the lower per-
formance were the adverse effects
of the July disturbances on indus-
try, commerce, trade and related
activities as well as the reductions
in the levels of production and
export carnings of trec crops which
suffered due to the world recession

and local drought conditions in the

12

past two yecars. Two other major
sectors. of the cconomy, namely,
manufacturing and construction
also performed comparatively poor-
ly in 19K3. There are reasons to
believe that most of these sectors
have revived in 1984 and that the
overall growth performance should
improve. The cconomy should also
benefit from the better interna-
tional cconomic climate in general
during 1984,

Export Prospects

The most favourable feature of
the economy in 1984 so far, has
heen .the tea pricc boom which
contributed to a better than antici-
pated incrcase in export earnings.
Compared with the first half of
1983, during the January to June
period this year, cxport carnings
have shown an improvement of 41
percent in -terms of SDR, which

rose from SDR 458 million to SDR
648 million, While the most import-

ant source of this increase was
earnings from tea exports, the
contributions of rubber and in-

dustrial exports were also noteworthy.
(See Table 5).Compared witha Rs.
3,593 million - equivalent of SDR
146 million- carnings from tea in the
first half of 1983-in the correspond-
ing period this year tea exports
have generated Rs.6.953 million or
SDR 264 million, recording &
dramatic increase of 81 percent, in
SDR terms. Earnings from rubber
have registered a growth rate of
31 percent over the same period
increasing from SDR 52 million
to SDR 69 million. Meanwhile,
industrial exports (led by textiles,
garments and petroleum products)
also showed an increase of 40
percent, rising from SDR 165
million in the first half of 1983
to SDR 231 million in the same
period this year. Some other

. important export items, however,

including coconut, gems and
minor agricultural products ex-
perienced declines in their earnings
in. the first half of this year in
comparison with the corresponding
period last year.

The hope for a better perform-
ance in export earnings in 1984 can
however be based on the continuing
tea pricc boom, Production levels

in the tea industry efficiently
responded to the price incentives
and the forecasts for the remaining
part of this year as well as for next

year in regard to tea should be '

favourable. The current high prices
fetched by tea in the international
markets have been atiributed to the
imbalance between the supply and
demahd conscquent to the drop in
production in 1983, followed by
the decline in stock position since
then. The ban on tca exports im-
posed by India due to the need to
meet local consumption require-

ments in view of her shortfall in
production on the one hand, and
also the upsurge in demand for tea
in the consuming countries, mainly
in the context of high coffee
prices, appeared to have contrihut-
ed *o the imbalance in conditions in
the tea market. The FOB price of
tea appreciatcd from Rs.44.82
(SDR 1.82) per kilogram in the
first half of 1983 to Rs,77.23
(SDR 2.93) in the same period this
year. These prices reflected an in-
crease of 72 percent in rupce terins
and an improvement of 61 percent
in SDR terms. It is note worthy
that Sri Lanka could take advantage
of the deficit supply situation and
respond to attractive world market
prices by expanding production and

exports,
The volume of tea exports by

Sri Lanka in the first half of 1984
amounted to 90 million kilograms
compared with 80 million kilo-
grams during the corresponding
period in 1983, Over the same two
periods, the production level of tea
reflected an increase of 37 percent,
from 85 million kilograms to 117
million kilograms. It appears that
a good part of this production
increase came' from the small
holders of teg who were able to
derive a higher producer margin
than the state plantation sector.
It is obvions that though the tca
price boom would contribute to
higher gross earnings the margin
that accrues to producers would
depend on their cost of production.
The cost of production of the
‘public sector plantations rosc ap-
preciably since the wagce revisions
“were cffected in the middle of this
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year while the tea small holders
would not. have been subject to the
same cost increases. However, the
continuation of the attractive price
level, coupled with favourable
weather conditions so far this year
have been a boon to tea growers,
and the chances are that 1984 as
well as 1985 should turn out to be

quite successful years for Sri
Lankan tea exporters.
Import Capacity

Despite the low growth rate of
cxports during the past several
years, the country’s capacity to im-
port has not been seriously affected
due to the availability of foreign
aid.. However, a modest decelara-
tion of the demand for imports was
witnessed in the first half of 1984,
This might be an early indication of
the gradual saturation of the import
demand which accelerated ever
since 'the economy was liberalized

in 1977.In view of the preference
of the government not to admit any

new. major investment projects and
also in view of the projected com-
pletion of major on going capital
intcnsive projects, it is possible to
envisage a furtherdecelarationin the
demand for imports furthermore,

. the increased flexibility in the ex-

change rate adjustment should
result in the rate approaching a
realistic level thereby discouraging
the non-essential and less produc-
tive imports. The projected low
growth in imports therefore, should
arrest any further deterioration
in the balance of trade in 1984,
particularly in view of the already
improyed export performance. See
Table 6.

Import payments in the first
half of 1984 had rcached Rs.22,988
million or SDR 872 million, reflect-
ing an increase of 6 percent in SDR
terms. Taking into consideration
the slight reduction in the overall
import billin 1983,:.ompared with
the previous yecars import expendi-
turc, in 1984 too it could also either
decline marginally or not increase
significantly. Another important
feature that has emerged during the
1980’8 is the change in the compo-
sition of imports, This trend has
been teinforced in the first half of
1984 with imports consisting main-
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Table 6

CLASSIFICATION OF IMPORTS

Category Rs. Million
{SDR Million In brackets) Percentage of Toto!
January to June JAnvery 10 June
1983 1884 18R3 1984
1.  Consumer Goods 6.936.2 4876.3 285 212
(241.7) {185.0) |
» 1.1 Food and Drink 27418 2,160.0 136
L {111.8) (81.6)
1.1.1 Rice 4525 187.9 2.2 08
(18.4) {2.6)
1.1.2 Flour 33.1 10.3 02 } ..
(1'4) 0.4)
1.1.3 Suger 10429 608.2 B.2 2.2
(42.5) (19.3)
1.1.4 Milk and Milk Products
479.6 326.2 24 14
{19.5) (12.4)
1.15.1 Fish - dried 87.1 174.8 04 08
. (3.6) (6.6)
1.15.2 Fish - other 57.0 148.3 03 06
2.3) (6.8)
1.1.6 Food - Gther 589.6 786.3 29 34
(24.0) (2938)
1.2 Textiles and clothing 1,206.0 13299 6.0 68
(40.1) (60.5)
1.3  Other Consumer Goods 198884 139564 9.9 8.1
(81.0) (62.9)
1.3.1. Motor cars and cycles 307.4 106.4 1.6 0.6
{12.6) (4.0)
1.3.2. Radio Receivers and Telivision 4405 2414 22 1.1
(17.9) 9.2)
1.3.3. Rubber Tyres and Tubes 805 109.3 04 06
(3.3) 4.2)
1.3.4. Medical and Pharmaceutical
Products 2471 2342 12 10
(10.1) 88)
1.3.5. Other 9128 704.1 45 3.1
{37.2) (26.7)
T. intermediate Goods 8.902.1 112840 42 49.1
. (362.49) {428.1)
2.1 Fertilizar 240.7 4236 1.2 18
(9.8 (18.1)
22  Petroleum 3,787.5 64075 188 236
(154.2) (205.2)
23 Chemical Elements & Compounds 4318 625.0 2.1 23
{17.8) (19.9)
24  Dyeing, Tanning, and Colouring
Materials 122.7 136.3 06 06
(6.0) (8.2
26  Paper and Paper Boards ,4218 3148 2.1 14
17.2) (11.9)
2.6  Wheat and Meslin 8614 1,282.7 4.7 58
(38.7) (48.7)
2.7 Other 2,846.1 3,184.1 148 129
(118.9) 121.2)
3. Investment Goods 49749 623871 247 224
(202.5) (204.49)
3.1 Building Materials 4721 386.8 23 127
{19.2) {14.7)
3.2 Jransport Equipments 12276 10236 6.1 44
(60.0) (38.8)
3.3. Machinery and Equip 24296 2,783.1 12 124
(98.9) (108.0)
34 Other 8456 1,183.8 4.2 5.1
(34.9) {44.9)
3038 14420 185 6.3
4, Unclassified imports (124) (64.7)
Total Imports 20,1171 22988.3 100.0 100.0
(872.1)
source :  Customs, Sri Lanka: Food Commissioner’s Department;
Cevlon Fertilizer Corporation and other major importers.
Cevlon Petrolcum Corporgtion; and Central Bank of Ceylon
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ly of intermediate and investment
goods. For example, compared with
30 percent in the 1983 January to
June period, the proportion of con-
sumer goods in the total imports
have further droped to 21 percent
in the corrpsponding period this
year. Accordingly, the share of in-
termediate goods consisting of
items such as fertilizer and petro-
leum have risen from 44 percent to
49 percent over the same period
while the ratio of investment goods
including machinery and equipment
have remained relatively stable.
The capacity expansion effects of
such- imports, that have alrcady
been used in capital formation in
the country, should enable a greater
output in the production sectors of
the economy in the years to come.
Growth Potential of

Different Sectors

On the basis of the perform-
ance in the first half of 1984, it
appears that the paddy sector
which was responsible for much of
the improvements in the agricul-
tural sector in the 1978-83 period
has fared poorly this year. As
against an increase of 15 percent in
1983 over the previous year's pro-
duction level, the first half of this
year registered a significant decline
in paddy production, in relation
to the first half of last year. The
'main reason for this has been the
adverse weather conditions that
prevailed in the early part of 1984
even causing floods in some major
rice growing areas, Similar problems
appear to have caused poor harvests
in the case of subsidiary food crops
in the first half of this year which
might eventually contribute to a
decline in the growth rate of the
overall agricultural sector.

The industrial sector which
grew at a marginal rate of only one
percent in 1983 over the level of
production of the previous year
seems to have revived in the first
half of 1984, This trend was also
evident in the growth of industrial
exports while the public sector
industries reflected an increase in
the output level. For example, the
output index of some public sector
industries (1977 =100) which re-
mained almost static at 102 last
year, is estimated to have risen to

14

121 in the first half of this ycar.
This improvement was mainly a
result of the recommissioning of
the. refinery of the Petroleum Cor-
poration which had been closed
down for repairs during the carly
months of 1ast year, The other
public sector industrial ventures
which recorded improvemcnts in
production in the first half of
this year have bcen the State
Distillcries Corporation and Na-
tional Textiles Corporation whose
output grew by 2] percent and
10 percent respectively, compared
with the same period last ycar. In
regard to private sector industrics

. the main contributions to produc-

tion increases are expected from
the industrial establishments in

‘the Katunayake Investment Promo-

tion Zone. With the rchabilitation
of the industrial ventures affected
by the July disturbances therc
might be a further impetus to
growth in the private sector indus-
tries in the second half of 1984. As
a result of the improved energy
situation, with the strengthening of
the national grid by adding the
Mahaweli hydro power (i.e. with
the Victoria power project provid-
ing an additional 210 MW), there
should be afurther impetus for the
expansion of the industrial and
commercial sectors. The increased
availability of hydro-power should
also enable some saving in the
petroleum consumption due to the
possible reduction in use of thermal
power. Similarly, the completion of
ongoing infrastructure facilities
such as telecommunications, and
expansion of commercial space and
transportation service etc, should
widen the investment opportunities
in industry and commerce thereby
inducing a higher rate of growth in
the other sectors of the economy in

1984.
In the context of these trends

that have emerged in the first half
of 1984 and also taking i-to

~oncid-ratio» the trends in the
erowth in money supply, credit

creation and  developments in
government finance so far this year,
it is possible to predict a reduction
in the rate of inflation in 1984, One
indicator already is the Co-
lombo Consumers’ Price Index
which in the first six months of

this ycar had a growth rate of about
8 percent compared with an in-
crease of morc than 10 percent
during the same period last ycar. In

terms of the wholesale price index, -

the growth rate in prices have been
only 3 percent in the January to

June 1984 period as against a more than

six times higher growth rate of 19
pereent during the same period last

_year. Assuming thesc trends would

continue in the second half of the
year, it should be possible to
expericnce a lower rate of inflation
in 1984 compared with the rates of
14 percent and 25 percent that
were revealed by the Consumers’

Price Index and the Wholesale

Price Index. respectively, in 1983,
In the first half of this year,

the broad moncy supply in_crcascd

by 7 percent conscquent lo the
improvements in cxternal asscts in

view of the higher tea prices.

Domestic credit creation. however,
declined by 2.4 percent during the

January to June, 1984 period

reflecting the tight monetary policy
adopted to curb inflationary pres-

sures. Meanwhile, it is anticipated
that the budgetary outlook in 1984

would be satisfactory due to both
improved revenuc performance as

well as better expenditure manage-
ment. The tea boom and higher
rubber priceshave also contributed
towards an increase in the export
duty revenue of the government in

the first half of this year. The
modest growth in government ex-

penditure coupled with a sizable
increase in revenue should enable
a surplus in the current account

thereby contributing to arrest a
further expansion in the overall

budget deficit in 1984, This should
in turn, mean a reduction in ex-
pansionary sources of financing
thereby helping to curtail the
inflationary impact of budgetary

policy, in the current year.
If the trends that emerged by

mid 1984 should continue it is
possible to predict that a com-
bination of greater price stability,
more stable conditions for eco-
nomic growth and more employ-
ment opportunities should be real-
ized towards the end of 1984, The
international economic environ-
ment, indicating a moderate econo-
mic recovery in the western indus-
trial countries, also seems to favour

-such an outcome for Sri Lanka in

1984,
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