The Economy

The Economy in: 1981

The Minister of Finance and
Planning, Mr. Ronnie de Mel warn-
ed Parliament at the end of De-
cember, 1980, that 1981 will be a cri-
tical year. The Minister made this
comment in his speech at the con-
clusion of the Committee Stage of
the Budget discussion on 19.12.80.
in which he also assessed prospects
of the economy in 1981. (The--fol-
Jowing is”a translation from the
(uncorrected) Hansard of December
19, 1980).

Mr. R. J. G. de Mel —
Minister of Finance and Planning

“Mr, Speaker, I move the third
Heading of the Appropriation Bill 1981.
Also I seek your permission, Sir, to refer
to one or two important matters on
this accaston.

Mr. Speaker, our Ciovernment In-
herited a bankrupt treasury. Despite
the problems we faced, we have been
able to make conslderable progress in
our country in the last three years,
thanks to the co-operation and support
given by our Hon. M.Ps. We have wit-
nessed an accelerated development in
various sectors during the last three
years. Much economic progress nas been
made. In the last three years, the
Government -had been_able to provide
employment to many persons who were
unemployed. No Qovernment in the
past has done so mucn, We have been
able to improve the Iiving conditions
of the working population of our
country, Investment both within and
outside the Fiee 'I'rade Zone have been
on the increase, I have the pleasure to
announce that we have achieved several
gains in the last three years; it is an
achievement any country could be
proud of.

With the liberalised ‘open’ economy
{introduced by our Government.in 1977,
the era of queues and scareities of goods
has been eliminated. Looking at it
from that angle too, our Government
has achieved a great deal In the ast
three years. However, I wish to remind
our Hon. M.Ps. that it is our duty to
protect what we have achieved. That
is more difficult.

Many constraints and problems
have cropped up during the develop-
ment process. We need money for the

* development effort. With more money
in ecirculation inflation will increase.

With the increase In inflation, the
cost of Niving will go up. In this con-
text, we should particularly remember

that it is our duty to protect what we
have achleved, tor we nhave completed
exactly half our ferm of office.

We may also fritter away . the
galns we have achieved in the last three
years. We should therefore make every
endeavour to see to 1t that we do not
fritter away these gains. We have
achieved many gains. We should pro-
tect those gains. We must not over-
heat our economy.

If we incur unnecessary expendlture,.

it we resort to printing currency notes,
if we issue more and more Treasury
Bills, we will have rampant inflation
by about 1982—83. As a result, we wilt
have to encounter many problems.
Therefore in the next 2—3 years, care-
tul consideration should be given go
these matters in formulating our fiscal
policies. If we do not take steps to
control inflation now, I do not think
we will be able to control inflation In
1982 or 1983. We will have rampant
inflation, by 1983 if we do not take
immediate steps to control infla-
tion. Therefore I would like to tell
the House that it is very essential
to control inflation now. We should
exercise greater control over our ‘ex-
penditure. Financlal discipline and
control should be more strict. If we
work without a financial discipline and
finanelal control, inflation will undoub-
tedly double during 1883. If we do not
take the necessary steps to contain in-
flation now, all the goods produced in
our country — coconut, onions, limes.
fish ete. — will go up in price.

Therefore I wish to remind the
House, and through the House the
peoplé of this country, to refrain from
unnecessary expenditure as far as pos-
sible. We should eliminate unneces-
sary and wasteful expenditure if we are
to avoid a crisis in 1982 or 1883. 1In
January 1980, we took a decision not
to present Supplementary Estimates
except in unavoidable circumstances
like cyclones, earthquakes etc. But we
had to present and pass supplemen-
tary estimates to the tune of Rs. 5,600
million last year due to unavoldable
circumstances. For all these supplemen-
tary estimates, currency notes had to
be printed.

I wish to tell the House that it
was with great reluctance and against
my conscience that I resorted to that
devicee Hon. M.Ps, will admit that
printing of currency notes would en-
hance inflation in the country.
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Unlike last year, we should firmly
adhere to this decision. Therefore I
would llke to appeal to you all to co-
operate with me by not resorting to
supplementary estimates. Otherwise,
our country would face a very critical
time in the next 6 months.

I think the Hon. M.Ps. too should

give thought to these matters, We had
a record reserve by December 1979 to
the tune of Rs. 9,000 million. It was
unparalled in our history. It was in-
deed a record. Our reserves in Decem-
ber 1979 was sufficlent to meet the
import bill for 6 months. When the
SLFP was In power, sometimes they
didn’'t have a Reserve position even for
two weeks. Due to the financlal strin.
sgency we adopted, we were able to build
up a reserve position for six months
tmports in December 1979.

However, this year, the position has
completely changed due to heavy ex-
penditure. Today, we have only about
¢ 21 months Reserves, Though that is
bgtter than the position during the time
of the previous regime, I do not think
that today's position 1s satisfactory,
Therefore we should eliminate wastefu)
and unnecessary expenditure and so
tfmorove the position. If not, the re-
serve position will gradually decline
again and the era of controls and res-
trictions could return. with import con-
trols, scarcity of goods, non-availability
of goods and exchange.control

If we do not take firm steps on
financial controls now. we will face a
frightful situation in six months. That
18 unavoidable. I warn the Members ot

the House, and through the House the

people. that 1f we do not observe strict
financial control, eliminate wasteful
expenditure and move supplementary
estimates like last year, in short, if we
do not take steps to protect our finan.
cial position. there will once again be
an era of scarcity of goous in the next
slx months. The era of queues and
scarclties that prevailed in the past,
which was totally denounced by us. will
be brought back agzamn.

The country has now reached a
“Danger Level” and we are facing a
very critical situation. Therefore 1
should remind the Hon. M.Ps. that
economically 1981 will be the most nrl
tical year Sri Lanka will have to under-
2o since 1947. Next year will be a very
difficult year. It will not be a prns-
perous year. Again and again I have
to emohasize that 1981 will he a very
difficult year.

The entire world 15 facing an econo-
mic crisis that will affect us in every
respect. In such a situation a develop-
ing country like ours, a small country,
s country not producing petroleum,
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will have to face many economic prob-
lems. When we think of economio
problems, we cannot be happy abqui
198l. The world has not faced such
an economic Crisls since the 1929 —
1931 crists,

Very often we think that the Unl-
ted States of America 18 a very power-
ful country. But I wish to remind you
that even that country today is facing
8 serlous crisis. The situation there is
very serious. A Board of Advisers hag
alpeady informed the President-elect of
USA, Mr, Reagan that looking at the
present economic situation in the USA
thev hold the view that there 1s an
economic ‘Dunkirk’ now in the USA.
‘Dunkirk’ — the biggest
retreat that occurred durlng the last
World War. The unemployment figures
in USA stand at 8 million. Some are
under the Iimpression that USA is a
1and flowing with milk and honey. To~
day, there is high inflation in USA.
The Jowest Bank Rate at which banks
in the USA lend money has gone upto
24 percent The value of the US Dollar
has declined. So serfous is the econo-
mic crisis the US is facing.

It is not only 50 in USA, In DK
ov England, the unemployment figure
stands at 3 million. England has
reached & very low economic level
Factories are being closed down. The
economic situation in UK is such that
next year there will be ‘minus growth’.

Some ere under the impression that
Germany 1s a powerful country. Today,
iermany is balancing its Budget with
loans from Saudi Arabia. Very recent-
1y, Germany. obtained a Joan of § 8
billon to balance its Budget. There
are about 1 million without Jjobs In
Germany. In France, the unemploy-
ment figure {s about 1.5 million. The
situation ip Italy is worse. I think
that the ‘crisis of capitalism' Lenin
talked of, 1s fast spreading in those
countries. I do not say that these
countries will go bankrupt in one.or
two years. But the fact remains that
these countries are facing a long term
crisis now. I admit that soclalist coun.
tries do not experience such a crisis.
However, they too have economic prob-
lems to some extent. In China, there
are economic problems. It is the same
in Poland. But looking at the global
situation, we should sincerely admit

that soclalist countries do not experi-

ence economic problems to such an
extent. All these problems do affect
small countries like ours. Therefore 1
should inform the House and through
the House the people that 1981 would
he the most difficult year in recent
history.

Do not blame me later that I dla
not warn you beforechand. We should
tell the truth and inform the people of
the situation.

Recently, the price of oll went up
by 10 percent. I am sure that the price
of oil will shoot up once again hefore
the end of the first half of next year;
do not say I didn't tell you. I think
that the price of oil will be golng up
at the same rate that it did in 1973 —
1974. With the price escalation of oll,
all the goods will go up in price. The
price of steel will go up. The price of
iron will go up. The price of lead will
go up. The price of copper will go up.
The price of flour will go up. Even
though the price of sugar has come
down temporarily, it will go up in price
again. Everyone should know about
these things. I would like to say that
we will be able to face this situation
and’adjust the economy if the Govern-
ment and the people realise this situa-
tion and act accordingly. There are
remedies. There are solutions. In the
face of such a crisis, a dangerous situa-
tion facing us, we should concentrate
more than ever before on production.
We should work harder. We should in-
crease production. We should increaso
the volume of exports. If we increase
production and cut down wasteful and
unnecessary expenditure and adopt
measures to control inflation, even to
some extent it is possible we could per-
haps be able to create a better situa-
tion by 1982 firrespective of the 1981
erisis. Though we have to face a crisis
in the short-term, if we exercise finan
cial control, discipline and cut down
wasteful expenditure,.l am Bsure we
would be able to improve the situation
by about 1982-83. So I call upon all
of you to glve careful consideration to
this problem adjust our programmes
accordingly and move forward.

I am ready to give the Hon. Minis.
ter” of Mahawell Development my
fullest co-operation. I would have been
very happy if I was able to refrain from
redueing 25 percent of the amount allo-
cated in the estimates for his Ministry.
There wouldn't have been a happler per.
son than me if I was able to do so.
But in this situation as far as the
money in my budget 1is concern-
ed, there was no other alternative open
to me other than to cut down the votes
by 25 percent.

Finally, Irrespective of the many
economic problems facing us, I wish
you all personally — Mr. Speaker, and
all Hon, Members of the House, a pros-
perous New Year in 181"
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