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CURRENCY EQUIVALENTS-/

End-December Currency Unit

Prior to 1967 US$1.00 = Rs 4.77
Rs 1.00 = US$0.21
Rs 1 mn US$209,644

1967-1971 US$1.00 = Rs 5.93
Rs 1.00 = US$0.17
Rs-1 n = US$168,634

1972 US$1.00 R Rs 6.70
Rs 1.00 = US$0.15
Rs 1 mn - US$149,254

1973 US$1.00 = Rs 6.75
Rs 1.00 = US$0.15
Rs 1 mn = US$148,148

1974 US$1.00 = Rs 6.69
Rs 1.00 = US$0.15
Rs 1 mn = US$149,477

1975 US$1.00 = Rs 7.71
Rs 1.00 = US$0.13
Rs 1 mn = US$129,702

1976 US$1.00 = Rs 8.83
Rs 1.00 = US$0.11
Rs 1 mn = US$113,250

1977 US$1.00 = Rs 16.00-
Rs 1.00 = US$0.06
Rs 1 In = US$62,500

Annual Average Exchange Rates
Foreign Exchange Entitlement

Official Rate Certificate (FEEC) Rate

1969-1971 US$1.00 = Rs 5.95 Rs 9.22 (55% FEEC)
1972 US$1.00 = Rs 6.00 Rs 9.30 (55% FEEC)
1973 US$1.00 = Rs 6.40 Rs 10.56 (65% FEEC)
1974 US$1.00 = Rs 6.65 Rs 10.97 (65% FEEC)
1975 US$1.00 = Rs 7.05 Rs 11.63 (65% FEEC)
1976 US$1.00 = Rs 8.46 Rs 13.96 (65% FEEC)
1977 (until Nov. 15) US$1.00 = Rs 7.89 Rs 13.01 (65% FEEC)
1978 US$1.00 = Rs 16.00

1/ The Sri Lanka rupee, which had been linked to the U.S. dollar from
November 6, 1971, was re-linked to the Pound Sterling from July 10, 1972,
onward at a parity rate of 1.00 = Rs 15.60. Parity rates with all other
currencies were determined from time to time by the Central Bank. The
rupee was de-linked from sterling on May 24, 1976, and linked to a weighted
basket of currencies. On November 15, 1977, the exchange rate was unified,
depreciated, and allowed to float at a rate near US$1.00 = Rs 16.00.

2/ This rate applied to about 35% of current receipts of foreign exchange and
60% of current payments. FEECS were abolished on November 15, 1977.

This report was prepared by a mission composed of Messrs. E. B. Waide (Chief of
Mission), R. Christensen (consultant), P. Garg, Y. Huang, P. Isenman, K. S. Lateef,
K. Pranich, and S. M. Suh, which visited Sri Lanka from November 16 to December 7,
1977.
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COUNTRY DATA - SRI LANKA

AREA POPUIAT[ON 1/ DENSITY

65,607 sq km 13.8 million (mid 1976)- 210 per sq km (1976)
Rate of Growth: 1.7% (from 1971 to 1976) 554 per sq km of agricultural

land (1974)

POEULATION CHARACTERISTICS (1976) HEALTH (1976)
Crude Birth Rate (per '000): 27.4- Population per physician: 6,107
Crude Death Rate (per '000): 7.') Population per hospital bed: 330
Infant Mortality (per '000 live b:Lrths): 51 (1974)

INCOME DISTRIBUTION (1973? DISTRIBUTION OF LAND OWNERSHIP
% of national income, highest quinitile: 45 % owned by top 10% of owners **

lowest quint ile: 13 % owned by smallest 107 of owners **

ACCESS TO PIPED WATER (1971) ACCESS TO ELECTRICITY (1971)
7. of population - urban: 77 % of dwellingS - urbane 9

- rural: 5 - rural: 3

NUTRITION (1973) EDUCATION (1973)
Calorie intake as % of requirements: close to 100 Adult literacy rate: 78%

Per capita protein intake (grams per day): 45 Primary school enrollment: 86%

2/

GNP PER CAPITA in 1976: US$200

GROSS DOMESTIC PRODUCT IN 1976 ANNUAL RATE OF GROWTH (7, constant prices)

US$ Mn % 1960-65 1965-70 1970-76

GDP at Market Prices 3,114 100.0 3.6 5.3 2.7
Investment 495 15.9 ** ** **

Domestic Saving 430 13.8 ** ** **

Current Account Balance -65 -2.1 * * *

Exports of Goods, NFS 628 20.4 3.8 -0.6 -0.8

Imports of Goods, NFS 679 22.0 -8.4 3.5 -5.0

OUTPUT, EMPLOYMENT, AND
PRODUCTIVITY IN 1976

Value Added Empleyment/ V. A. Per Worker
US$ Mn % Mn IJS _

Agriculture 1,053 36.1 2.029 50.1 519 73
Industry 4/ 46B 16.3 0.389 9.6 1,203 171
Services 1,343 46.9 1.632 40.3 823 110
Unallocated * *

Total/Average 7, 864 100.0 4.050 10A0. 707 100.0

GOVERNMENT FINANCE
Central Government

(Rs Mn) % of GDP
1976 1970-72 1976

Current Receipts 5,837 21.0 18.8
Current Expenditure 5.925 23.1 19.1
Current Surplus -88 -0.3
Capital Expenditures 2,030 6.4 6.5
External Assistance (net) 1,050 2.7 3.4

1/ E'rovisional estimates.
2/ The per capita GNP estimate for 1976 is taken from the World Bank Atlas. Per capita adjusted GNP

in 1977 (see Annex C) at the near exchange rate is $160. All other conversions in this table are
at the average official exchange rate prevailing during the period.

3/ T'he sectoral distribution was af;sumed to be the same as for 1971.
4/ Includes mining.

** not available

* not applicable
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COUNTRY DATA - SRI LANKA

September
MONKY, CREDIT, AND PRICES 1971 1972 1973 1974 1975 1976 1977

(end of period)

Money and Quasi Money 3,379 3,916 4,093 4,504 4,712 6,521 7,795
Bank Credit to Public Sector 2,738 2,709 2,600 2,468 2,497 3,580 3,016
Bank Credit to Private Sector 1,736 2,117 2,133 3,188 3,363 3,919 5,222

(Percentages or Index Numbers)

Money and Quasi Money as % of GDP 26.6 28.7 24.8 20.9 19.6 23.7 1
General Price Index (1970 - 100) 102.7 109.2 119.7 134.4 143.3 145.2 146.2-/

Annual percentage changes in:
General Price Index +2.7 +6.3 +9.6 +12.3 +6.6 +1.3 +1.3-/
Bank credit to Public Sector +8.3 -1.1 -4.0 -5.1 +1.2 +43.4 -13.0
Bank credit to Private Sector +8.6 +21.9 +0.8 +49.5 +5.5 +16.5 +34.8

BALANCE OF PAYMENTS MERCHANDISE EXPORTS (1977)

1976 19772/ US$ n h
(US$ Million)

Tea 419 53.6
Exports of Goods, NFS 627 864 Rubber 109 14.0
Imports of Goods, NFS 679 809 Coconut Products 38 4.9

Resource Gap (deficit = -) -52 +55

Interest Payments (net) -20 -17 All other commodities 215 27.5
Workers' Remittances - - Total 781 100.0

Other Factor Payments (net) - -
Net Transfers +7 +7 EXTERNAL DEBT, (US$ Mlillion)-

Balance on Current Account -65 +45 December 1976 December 1977

Direct Foreign Investment 1 -1 Total Outstanding 1,102.6 1,124.0
Net MLT Borrowing 83 74

Disbursements (111) (122) Total Outstanding
Amortization (28) (48) and Disbursed 702.3 784.-2

Subtotal 83
Capital Grants 58 62 DEBT SERVICE RATIO for 1977- 22.8%
Other Capital (net) 44 1
Other items n.e.i. +4 2
Increase in Reserves (+) 5/ +67 +183

Gross Reserves (end year) 92 292
Net Reserves (end year) -67 +116

ELATE OF EXCHANGE IBRD/IDA LENDING, December 31, 1977 CUSS MilJion)

1967 - 1971 IBRD IDA

UTSl. 7 = Rs 5.93 IRID

Rs 1.00 = US$0.17 Outstanding & Disbursed 34.3 57.5
Undisbursed 5.8 64.2

End 1972 Outstanding incl. Undisbursed 40.1 121.7

US$1.00 - Rs 6.70
Rs 1.00 = US$0.15

End 1973
US$1.00 - Re 6.75
Rs 1.00 - US$0.15

End 1974 Foreign Exchange Entitlement
US$1.00 = Rs 6.69 Certificate (FEEC) Retes 6/

Rs 1.00 = US$0.15 1968 US$1.00 - Rs 8.54 (44X FEEC)

End 1975 ~~~~~~~~~~~1969 to
End 1975 1971 US$1.00 - Rs 9.19 (55% FEEC)
US$1.00 = Rs 7.71 1972 (end) US$1.00 - Rs 10.38 (55% FEEC)
Rs 1.00 = US$0.13 1973 (end) US$1.00 - Rs 11.13 (652 FEEC)

1974 (end) US$1.00 - Rs 11.04 (65X FEEC)
End 1976 1975 (end) US$1.00 5 Rs 12.72 (65% FEEC)
US$1.00 = Re 8.83 1976 (end) US$1.0U - xS 14.57 (65X FEEC)
Re 1.00 = US$0.11

End 1977
US$1.00 = Rs 16.00
Rs 1.00 - US$0.06

1/ Average of first three quarters of 1977.
2/ Preliminary estimate as of March 1978.
3/ Repayable in foreign currencies and with a maturity over one year.
4/ Ratio of debt service including short-term and IMF credits to exports of goods and

non-factor services.
5/ Includes errors and omissions.
6/ The certificates were abolished on November 15, 1977.

South Asia Programs Department
March 20, 1978
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SUMMARY AND CONCLUSIONS

i. Sri Lanka has achieved social progress far in excess of that of
other countries with comparably low per capita incomes. Literacy, health,
and life expectancy are high and rising, nutrition is fairly adequate, and
mortality and population growth rates are low and declining. These gains
were achieved and maintained despite generally low output growth, but they
have been jeopardized by unusually poor economic performance in the 1970s.

ii. Growth since 1970) has been well under 1% per capita, far below
the potential offered by Sri Lanka's human and natural resources. ]:n the
tree crop sector, tea, rubber, and coconuts suffered from persistent: neglect;
replanting was low in the 11960s and deteriorated further in the 1970s in
anticipation of nationalization and land reform. In paddy, after exceptional
outptut growth in the 1960s,, cropping intensity declined, and yields fell.
Investment in manufacturing industry was low, and the inefficiency of most
public and private sector i.irms, nurtured in a highly protected environment,
did not allow for much growrth. In aggregate, investment in 1971-76 was,
in real terms, below that of a decade earlier, and savings fell from 11.5%
in the late 1960s to 9.0% of GDP in 1971-76. On the positive side, however,
subsidiary food crops and miinor exports grew healthily in response 'to good
incentives. The services sector also grew but mainly because employment was
artificially increased.

iii. Over this period, expenditures on most social programs and their
broad: coverage were maintained, although the health system in particular showed
deterioration. Successive previous governments found that they had limited
scope for curtailing the pcopular social and subsidy programs that contributed
significantly to welfare. The level of political participation is high, and
as a result, the need to provide direct welfare benefits and the temptation to
resort to palliatives tended to prevail over the action necessary to produce
an economy strong enough tco sustain the social gains. Inadequate development
expenditures and a misallocation of resources within the productive sectors
contributed to economic stagnation.

iv. The Government which came to power'in July 1977 faces these same
constraints, although the U'nited National Party won an overwhelming parlia-
mentary majority from votes cast by no less than 87% of the electorate. It
inherited a run-down economy, capable of producing neither the output and
exports required, nor the numbers and the types of jobs sought by the grow-
ing army of unemployed -- most of them young and educated. The high level of
open unemployment -- about 20% -- is the most serious economic and social prob-
lem the country faces. The G1overnment fully recognizes the need for major
reforms to tackle this issue and is seeking ways of producing swift results.

v. There have already been many positive changes over the past eight
months. At the national level, the constitution has been changed to a
Presidential system, effective February 4, and local government is also being
reformed. The leadership of most public enterprises and many ministries has
been changed. Progress towards designing suitable institutions to run the tea,
rubber, and coconut industries, following land reform and nationalization in
the first half of the 1970s, is being made. The Government moved decisively
to reform the external trade and payments system, with International Monetary
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Fund support; most controls have been liberalized and the exchange rate uni-
fied at a depreciated level. Many price controls have also been lifted, and
the private sector, especially in distribution, encouraged to play a larger
role. A courageous first step has been taken towards limiting food subsidies
to needy target groups (roughly the poorest half of the population). However,
subsidies on fertilizer, petroleum, and bus transport have been increased, and
a family income supplement is under consideration, so the total burden of
consumer transfers and subsidies relative to government spending or to GDP
remains large.

vi. The Government is fully aware of the need to supplement the above
measures with a further package of policy measures and investments to stimu-
late the more rapid growth of output, savings, import substitution, and exports
of which the economy is certainly capable. The Ministries of Finance and
Planning have been merged, and a "medium-term development program" covering the
period to 1982 is under preparation. The policymaking machinery of government
which had been allowed to run down is being rebuilt, and serious attention is
being given to such key topics as irrigation water management and agricultural
credit. Political attention has been focused on planning for a rapid accel-
eration of the Mahaweli irrigation schemes, the creation of a free trade zone,
and the urban renewal of greater Colombo.

vii. The case for accelerating the implementation of the large Mahaweli
group of irrigation and power schemes is strong, although there is a real risk
that if careful planning is not done, other parts of the economy could be
starved of resources, and the flow of benefits from Mahaweli would be insuffi-
cient to justify the heavy investment required or to service the debt that
would be incurred. Before major construction work begins on the new projects,
there is a lot of feasibility and detailed engineering work to be done; once
irrigation water supplies become available, the complete command area cannot
be supplied, nor will commensurate increases in output be realized, unless
a series of further agricultural policy actions is taken.

viii. These actions are necessary, in fact, throughout the field crop
sub-sector. Urgent steps should be taken to improve water management, using
water rationing to prevent wasteful use, backed up by appropriate cost recovery
policies. The Government is aware of this need and is planning significant
policy changes. The timely availability of adequate inputs, notably fertilizer
and farm power, is necessary, and this in turn requires a working agricultural
credit system. Here, too, major changes are afoot in credit policy. Improv-
ing the extension and research services would in itself bring large returns.
These necessary steps will produce adequate results only if the crop price
support and marketing systems also work well. The recent increase in the
paddy procurement price to Rs 40/bushel is a step in the right direction
and has provided an attractive incentive, but the maintenance of the enormous
subsidy on flour is diverting demand away from rice and is also depressing
prices for non-paddy crops such as maize and sorghum, which had shown a
healthy growth during the first half of the 1970s.

ix. Actions on these fronts will have a substantial impact on output
and employment and on import substitution, especially in paddy and other
foods. The tree crop sector, which has been neglected for many years, also
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offers real returns often higher than for field crops. The case for tea
rehabilitation and rubber and coconut replanting as central elements in a
development strategy is, therefore, strong.

x. Manufacturing industry has had a chequered history in Sri Lanka.
Some governments have positively favored a large public sector, while others
have tolerated it. The result is a demoralized private sector and many
inefficient public corporations, along with a number of examples of export
success. The decontrol cf imports was a useful first step in the rehabili-
tation of this sector, but much remains to be done. The new Tariff Commis-
sion will have to consider reconstructing the import tariff so that it gives
equal effective protecticn across a range of industries which now receive
very different treatment. Similarly, export incentives appear to have
declined relative to import-substitution incentives (other than quantitative
restrictions). In seeking a new export orientation, the role of foreign
firmns as investors, collaborators, or managers needs to be clarified. While
there is no doubt that a small free trade zone is likely to be a useful pro-
motional tool -- one amongst many -- it cannot substitute in employment or
export potential for the rehabilitation and growth of all firms, island wide.

xi. The size and nature of the unemployment problem is unfortunately
such that no easy or early solution is possible. It will be necessary to move
on a broad front, emphasizing the acceleration of output growth in all sectors
as the major likely source of new jobs. Both field crops and tree crops are
labor-intensive, and emphasis on these would also bring balance of payments
benefits. It would not make sense to pad the employment rolls of estates,
but replanting and maintenance can rise and, as Indian Tamils return to India,
vacancies will be filled by Sinhalese especially if health, education, and
housing conditions are brought towards national standards. Industry does not
offer enormous employment potential, but a step in the right direction would
be 1:o ensure that capital is not underpriced relative to labor, and new export

and small-scale activities are encouraged.

xii. If, as indeed seems likely, the agriculture sector is lilkely to be
the major source of new jobs, then it would be helpful if education policy
rather than emphasizing academic certificates and higher-level training, were
to concentrate on preparations for productive rural occupations, so as to
avoid exacerbating the already immense gap between aspirations and employ-
ment: possibilities. There is scope for stressing the long uphill task the
country faces before job opportunities begin to meet ideal expectations. If
the present decline in the birth rate continues, demographic trends will help
by reducing the growth ra:e of the labor force, but such a solution is far
away. In the meantime, resort to productive alternatives, such as the ongoing
use of employment opportunities in the Middle East would be aided by training
schemes to minimize local skill shortages; also the use of a low-paid youth
development corps is preferable to palliatives such as increasing employment
in government departments or public enterprises.

xiii. The prospects for growth over the next four or five years will
depe-nd heavily on maintainiing import liberalization and on the policy steps
adopted to promote output growth in field crops in particular. Growth in the
latter of at least 4-1/2% per annum is achievable; coconut output could recover
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sharply, although the other tree crops will respond to improved policies only
slowly. Even with continued rapid export growth, industrial output will recover
only slowly at, perhaps, 6% over the period. Overall, a growth of 5-1/2% in
GDP appears feasible, probably slowing a little in the 1980s. Fortunately,
exports and foreign exchange reserves are now buoyant, as are harvests; Sri
Lanka has taken some essential steps and is receiving support from the IMF.
The breathing space so earned in 1978 can be devoted to putting together a
set of policies and plans, supported by policymaking and implementation
machinery, that can tackle the long-term growth problems mentioned above; in
the near term, significant increases in output are possible through greater
utilization of existing capacity.

xiv. The composition of any medium-term development plan will be heavily
influenced by decisions on allocations to the Mahaweli program. Present ten-
tative estimates by the Government place expenditures over the five-year period
through 1983 at Rs 7.5 billion (approximately $500 million) in 1978 prices or
a little under Rs 11.0 billion in current prices. This scale of implementation
would imply a considerable increase in investment over that which would other-
wise take place, with Mahaweli accounting for about one-third of total public
investment. This appears feasible in financial terms, if the expenditure is
carefully phased, taking into account the domestic resource mobilization
efforts contemplated and the fact that the project is likely to attract -- and
indeed require -- substantial volumes of additional external support. Visible
and swift progress on construction is given very high priority and is regarded
as an essential prerequisite to the continuation of the adjustment program now
under way. Detailed work is proceeding on the identification of priority
projects within the overall financial ceiling, and on their technical and
economic feasibility.

xv. Any strategy for the longer term will call for an increased rate of
investment -- necessary both to make up for several years of neglect of the
country's infrastructure and supporting services as well as to lay the basis
for more rapid growth in output and employment. The content of such an invest-
ment program will become clear when the present medium-term planning exercise
comes to fruition in the fourth quarter of 1978, in time to influence the
content of the 1979 budget; at present there seems to be a dearth of well-
formulated projects in the public sector and considerable hesitancy in the
private sector. Any investment surge will have to be accompanied by increased
domestic savings and external support: the former will inevitably require some
hard decisions to curtail the burden of subsidies and transfers. A longer-term
resource mobilization effort will also require a shift in tax structure away
from its present excessive reliance on export duties which are particularly
vulnerable to declining tea prices. Increased external support will be neces-
sary if an increase in the level of investment is in prospect. For 1978 and
1979 a sizable increase in the level of commitments to around $300 million
seems warranted, to achieve disbursements of about $250 million, but the
situation will have to be reviewed once a medium-term strategy has been pre-
pared. The structure of the balance of payments in Sri Lanka is likely to
change only slowly, so short-term borrowing should, if possible, be avoided
in favor of soft aid because short maturities would threaten, in the 1980s,
the reform path down which Sri Lanka is moving.



I. THE INHERITANCE

Preface

1.1 This chapter reviews the social and economic situatiit inherited by
the Government which came to power in July 1977. The new Government's initial
responses to the challenges it faces are described in Chapter II. Chapters
III, IV, and V discuss the nature and scope of the long-term solutions to
problems in the areas of agriculture, industry, employment, and welfare in
the context of the Government's initial policy response. Chapter VI examines
the role aid donors can play in assisting Sri Lanka in its bid to restore the
growth process.

Introduction

1.2 In the July 1977 elections, the eighth since Independence, the
United National Party won an overwhelming majority. Eighty-seven percent of
the electorate voted, and for the sixth successive time the Government in
power was defeated. The year once again saw vigorous competition between
political parties and a high level of political participation -- the product
of half a century of adult suffrage. Successive governments have had, there-
fore, to be extraordinarily sensitive to political pressures. Usually,
these pressures have been contained within the parliamentary process, but on
occasion they have taken more extreme forms as in the Tamil-Sinhalese riots
of 1958 and 1977, and the Insurgency of disaffected youcns in 1971.

1.3 The high level of unemployment amongst educated young people has
long been the most serious and intractable political and economic problem Sri
Lanka has had to face. The backlog of open unemployment is over one million
or 20% of the labor force; it has its roots mainly in inadequate economic
growth, the demographic bulge, and a mismatch between the high aspirations of
educated new entrants to the labor force and the types of jobs available.
Econ,omic growth has been below both need and potential. Per capita GDP growth
(at constant prices) was only 0.9% per annum in the 1948-60 period. It accel-
erated to 2.1% in the 1960s, and in the late 1960s, performance was better
than elsewhere in South Asia, but in the dismal policy environment of the
19703 it declined to 1.3%. Much of these modest gains were eroded by adverse
terms of trade trends. Such growth rates and the slow change in the structure
of oujtput matched neither the number of jobs nLor .Lhe chaLges LL employment
structure that the labor force required.

1.4 Slow economic growth did not, at least until the 1970s, prevent
successive governments from achieving major advances in health, nutrition,
education, mortality, and fertility -- progress which began during the first
half of the century. The food ration, for example, was introduced in 1942
and compulsory primary education in 1901. Life expectancy just before Indepen-
dence was about 46 years, compared with 37 years in India. As can be seen
from Table A, these favora'ble initial conditions were steadily improved upon
to the point at which Sri 'Lanka's social achievements are outstanding in
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relation to per capita income. As the statistical analysis in Annex A shows,
Sri Lanka has about one and one-half times the life expectancy, almost thrice
the literacy, one quarter the infant mortality and half the birth rate that
would be expected at its per capita income level. The country also has the
highest number of hospital beds per person of any country under $200 per
capita income. Nutrition levels have been adequate in terms of per capita
availability of both calories and proteins in most years, 1/ though mal-
nutrition, particularly among estate workers, has remained a problem.

Table A: SELECTED SOCIAL INDICATORS

1946 1953 1963 1973

Adult Literacy (%) 58 65 72 78 a/
School Enrollment (% ages 5-14) 41 58 65 86
Life Expectancy (years) 43 56 63 66 a/
Infant Mortality (per '000) 141 71 56 46
Death Rate (per '000) 20.2 10.9 8.5 7.7
Birth Rate (per '000) 37.4 38.7 34.3 27.9
Natural Population Growth Rate (%) 1.7 2.8 2.6 2.0

a/ 1971.
Source: Appendix Table 10.1.

1.5 There have also been parallel gains in income distribution as
indicated by the following data.

1953 1963 1969-70 1973

GINI coefficient .46 .45 .41 .35
Income share of the poorest 20% (%) 5.2 4.4 5.5 7.2

Although a GINI coefficient of about .41 for 1969/70 is not particularly low
for a country at Sri Lanka's income level, the improvement between 1963 and
1969/70 is impressive. The major reason for this improvement lies in the
relative stability of formal sector wages at a time when rural incomes were
increasing due to rapid growth of small-holder field crops, notably paddy.
Distribution of real consumption (as indicated by food balance sheets)
improved in the 1960s and then deteriorated with the worsening food and low-
growth situation in the 1973-75 period. However, the equalizing influence of
government subsidies and taxes would cause a substantial improvement in the
distribution of real consumption (over 20% in 1973). 2/ Moreover, the con-
tinuing progress in social indicators also implies an improvement in the
distribution of welfare, since the poor would be expected to gain dispro-
portionately from improvements in literacy and mortality.

1.6 Quite apart from improvements in the quality of life, the improve-
ment in health standards, the spread of education, and the availability of

1/ See Figure 1 in Statistical Appendix.

2/ See Figure 2 in Statistical Appendix.
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subsidized food 1/ have been important factors in the decline in mortality.
Together with the increasing age of marriage and the spread of female educa-
tion, these factors have also contributed significantly to the impressive
decline in fertility, and hence to the successful reduction in the population
growth rate (see Appendix Tables 10.1 and 10.7).

1.7 These advances contributed to progress towards Sri Lanka's economic
goals. The Ten-Year Plan (1959-68), for instance, had predicted 1976 popula-
tion at between 16.3 and 17.9 million; while this was partly due to a 5% over-
estimate of the base-year population, the fact that there are today between
2-3 million (14-21% of total population) fewer people than there might have
been had population growth been maintained at the level of the mid 1950s is
by any standards a remarkable achievement. With a higher population growth,
the investment rate would have had to be substantially above the 16% it has
averaged over the 1960-76 period to maintain the rather modest growth of per
capita gross domestic prcduct. 2/ A further contribution of social programs
to economic and social mainagement is the relatively low rate of urbanization.
Sri Lanka's urban population has been growing at 4.3% per annum; allowing for
natural growth, this is a relatively slow rate of increase by the standards
of most developing countries. This has been made possible by a decline in
rural/urban wage differenitials, a well-developed transport infrastructure,
and the availability of education and health services and subsidized food
throughout the island. With 78% of Sri Lankans living in villages, the cost
of providing shelter and supplementary foods is greatly reduced, as are the
social tensions associated with excessive urbanization.

1.8 While there have thus been important gains over the past three
decades, there are also problems. Firstly, the gains in education have had
negative aspects in the form of the large numbers of educated unemployed who
have posed a challenge tc the established political order and have been a
source of instability. Secondly, the response to an unsatisfied electorate
has been too often one of short-run expediency. Successive governments have
resorted to palliatives rather than cures, and parties have tended to com-
pete with each other with immediate inducements. As a result, explicit and
implicit subsidies have emerged throughout the economy and, with the spread
of price controls, their budgetary burden has grown markedly. Efforts to
reduce their enormous cost and divert resources to development have often
been reversed. A populist environment has inhibited private investment
and created an inefficient public sector which has grown a lot in size and

1/ There is statistical evidence to suggest that the increase in the death
rate in 1974 may have been related to the across-the-board cutback in
the food ration allowance in 1973, and shortage of grains for distri-
bution. This emphasizes the wisdom of a target group approach to basic
needs.

2/ On the other hand, Sri Lanka's large food import burden, high unemploy-
ment, and high social expenditures suggest that there is little room for
complacency on programs designed to reduce population growth.
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employment 1/ but little in output. Frequent changes in government have often
led to drastic and disruptive changes in policy, institutions, and personnel.
The resultant demoralization and politicization of the bureaucracy has been a
major factor in poor implementation of development programs. Thirdly, the
surplus which the estates sector generated, and which helped support the
welfare programs, has shrunk over time, leaving less resources to finance
growth. The consequent failure to restructure production and exports has
resulted in slower growth in the 1970s, which, in turn, has begun to erode
these welfare gains. Expenditures on social services relative to current
expenditures of GDP have been declining (see Appendix Table 10.2). There
has been a serious deterioration in health services, in terms of per capita
expenditures, personnel, and equipment (see Appendix Table 10.5).

1.9 The search for these long-term solutions to Sri Lanka's problems
must begin with a clear diagnosis of the factors responsible, both for the
generally poor growth and employment record and for the deterioration in
performance in the 1970s. This is discussed next. We return to the ques-
tion of the balance and complementarity of welfare and growth policies later
in the report.

The Growth Record

1.10 In the period 1960-77, gross domestic product rose by 3.8% per
annum, slightly above the 3.5% per annum recorded in the first 12 years after
Independence (Table B). This overall performance masks a marked deceleration
in growth in the 1970s. The rate of growth of gross domestic product slowed
down from 4.4% per annum in the 1960s to 3.0% in the 1970s. Gross national
income (adjusted for terms of trade) slowed from 3.6% in the 1960s to 2.6%
in the 1970-76 period. Sri Lanka's terms of trade improved considerably in
1977. Thus, growth of gross national income may not differ much from GDP
growth in the 1970-77 period.

1.11 The key to this slow down lies partly in the agricultural sector.
Tea and coconut output have steadily declined from about the mid sixties;
rubber and paddy production, after recording impressive gains in the 1960s,
slowed down in the 1970s. The only exception to this trend was the impres-
sive spurt in output of subsidiary food crops. While recurrent drought was
an important factor in explaining output trends in the sector as a whole, the
poor performance of the tree crop sector is due to its persistent neglect over
the past two decades. Declining commodity prices, a rising effective tax
burden, made worse by a dual exchange rate system introduced in 1968 that
discriminated against tree crop exports, and the long, drawn-out nationali-
zation (1972-75) depressed producer returns and induced a severe neglect of
replanting and maintenance, which not only eroded the existing production base,
but has also depressed growth prospects for the late 1970s and early 1980s. 2/

1/ There are today 113 public corporations, covering all sectors of the
economy and employing 526,000 people.

2/ The area replanted under vegetatively propagated teas, for instance,
is only 12% of the total acreage under tea; replanting fell steadily
(see Appendix Table 7.4) to a low of 2,750 acres in 1976.



- 5-

Table B: CHANGES IN GDP AND ITS COMPOSITION, 1960-1977
(at constant 1959 factor prices)

1960 1970 1976 1977
(preliminary)

RsE million
Gross Domestic Product 6,332 9,771 11,480 11,986
Real National Income a/ 6,278 8,771 10,137 -

As percent of GDP
Agriculture 38.5 34.9 31.1 32.4
Manufacturing 11.5 13.6 13.0 13.0
Mining 0.5 0.7 3.1 2.6
Construction 4.4 5.9 4.6 3.9
Services 45.1 44.9 48.2 48.1

Rates of Growth 1960-70 1970-77 1960-77 1976-77
7% per annum) (preliminary) (preliminary) (preliminary)

Gross Domestic Product 4.4 3.0 3.8 4.4
Real National Income a/ 3.4 2.4 b/ 3.0 c/ -

Agriculture 3.4 1.9 2.8 8.8
Manufacturing 6.2 2.3 4.6 4.4
Mining 7.3 24.3 14.3 -11.9
Construction 6.5 -2.9 3.0 -12.1
Services 4.4 4.0 4.2 4.2

Population 2.3 1.7 2.1 1.6
Per Capita GDP 2.1 1.3 1.7 2.6
Per Capita Real

National Income 1.1 0.6 a/ 0.9 b/ -

i7 Adjusted for terms of trade.
b/ 1970-76.
c/ 1960-76.
Sources: Appendix Tables 2.2 and 2.3 and Central Bank of Ceylon.

1.12 Paddy production, which grew at a record 7.4% per annum between
19654 and 1970, slackened to 0.7% in the 1970s. Since roughly 60% of the
lonig-term growth rate of 2.8% in the 1960-77 period is explained by an ex-
pansion in asweddumized acreage, and since this expansion has been fairly
steady throughout this period, the slackening in growth in the 1970s is due
to declining yields and cropping intensities. The record yield attained in
1970 (51.3 bushels per acre) has yet to be surpassed, despite the introduction
of high-yielding varieties with a yield potential of 80-100 bushels/acre.
This is because of a falL in use of fertilizers and other inputs, reflecting
both high prices and disitribution failures. Cropping intensity, which had
risen from 122% in 1964 i:o 133% in 1970, reverted back to 122% by 1977, due
mainly to a severe shortage of farm power. This performance was in large part
due to a deterioration in the 1970s of the institutional support for produc-
tion programs. The Agricultural Productivity Committees, established in the
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early 1970s, suffered from excessive politicization and inexperienced leader-
ship; institutional credit channels became clogged with massive default prob-
lems, and water management and extension services deteriorated. Although
these factors were also important for subsidiary food crops, their rapid growth
in the 1970s reflected acreage, rather than productivity gains, and were due
to the substantial boost to incentives provided by the ban on imports of
these foodstuffs.

1.13 Manufacturing also decelerated in the 1970s. Growth in the 1960s
had been stimulated by a vigorous import-substitution drive supported, for the
most part, by strong protectionist policies, for reasons of balance of payments
considerations. Substantial investments were made in capital-intensive public
sector industries in the late 1950s and early 1960s, 1/ in diverse sectors such
as cement, petroleum refining, textiles, paper, and steel rerolling. This was
followed by a fairly rapid expansion of private industrial investment in the
late 1960s. About 35% of industrial growth in the 1960s reflected an
expansion of the public sector. The introduction of a dual exchange rate in
1968 together with the short-lived import liberalization and a number of other
export incentives marked the first recognition by policymakers that the pos-
sibilities for further import substitution were nearing exhaustion. These
improved incentives for exports paid dividends in the 1970s in the form of

rapid growth of manufactured exports (40% per annum for non-petroleum exports
between 1972 and 1976 (see Appendix Table 3.3)). However, the growth achieved
reflected a low initial base and gains in mainly two commodities (garments and
marine products).

1.14 Output growth in the 1970s was also adversely affected by a 20%
per annum decline in real investment levels between 1970 and 1974. Resource
constraints account for the fall in public investment. 2/ Private investment
was adversely affected by a spate of State takeovers under the 1970 Business
Acquisition Act and rapidly spreading price controls in the wake of infla-
tionary trends in the mid 1970s. The reimposition of import controls in 1970
and severe import rationing in the 1973-76 period dealt a further blow to a
sector which imports 70% of its raw material requirements. 3/ Other factors
contributing to output constraints were labor unrest, domestic raw material
shortages, and managerial inefficiencies in the public sector, which accounted
for 66% of the gross value of output of organized industry.

1/ Fixed capital per person employed in 1973 was Rs 44,000 for the public
sector, as against Rs 6,700 in the organized private sector.

2/ Relatively few public sector projects were established in this period,
partly because no new projects had been initiated in the late 1960s
and partly because a number of the projects proposed in the 1972-76
Five-Year Plan never got off the ground.

3/ Capacity utilization averaged 64% in 1976 and varied with dependence
on imported raw materials (see Appendix Table 8.2).
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Savings and Investment

1.15 An adequate exp]anation for the poor economic performance in the

197CIs must, however, go beyond misguided sectoral policies. Economic growth

was undoubtedly constrained by a persistent foreign exchange shortage, inade-

quate levels of savings and investment, and the low efficiency of investment.

A steady deterioration in the terms of trade combined with trade policies

that discriminated against: exports, particularly traditional exports, and

encouraged import substitntion, led to only a 2.5% per annum growth in exports

between 1960 and 1976 as against an average 11% per annum growth for non-
petroleum exports from al:L developing countries in the 1960-74 period. This

neglect of exports has been a primary constraint on growth for an economy in

which exports accounted for 30% of GDP in 1960 and a still substant:ial 22%

today.

1.16 The evidence on domestic savings and investment is somewhat more

ambiguous. Over the past decade and a half, with consumption expanding in

line with GDP, there has been an extraordinary stability in consumption and

savings ratios over time, which probably has more to do with methods of com-

putation than any underlying trends (see para 1.18 below). When domestic

saviings rates are adjusted for the dual exchange rate, the savings ratio
deteriorated in the 1970s from an average of 11.5% in 1966-70 to 9.0% in

1971-76. 1/

Table C: CONSUMPTION, INVESTMENT, AND SAVINGS

1961-65 1966-70 1971-76 1961-76

(as % of GDP; annual average)

Consumption 86.3 86.7 86.3 86.4

Gross Domestic Capital
Formation 14.3 17.1 15.9 15.9

Current Account Deficit 2.1 4.4 3.3 3.3

Domestic Savings (residual) 12.7 12.6 12.7 12.7

Source: Central Bank of Ceylon, Review of the Economy (annual).

1.17 This deterioration is partly explained by a decline in public

sav:ings. Despite an impressive revenue performance, 2/ public savings aver-

aged a mere 1% of GDP in the 1960s and shrank rapidly in the 1970s, eventually

1/ The Central Bank calculates the current account deficit at the official

exchange rate, while the import component in gross domestic capital

formation is calculated at the depreciated FEEC rate. Since domestic

savings are not directly estimated but are a residual, the use of the

official exchange rate overestimates the level of savings.

2/ The ratio of revenues to GDP was an impressive 20% in the 1960-76 period.
This was despite the slow growth in export duties and represented the

emergence in the late 1960s of additional revenues from excise duties,
the Business Turnover Tax, and FEECs (see Appendix Table 5.2).
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becoming negative. This partly reflected the large and growing burden of

subsidies and transfers, the deterioration being particularly marked in the
1970s because of the increasing disparity between import and officially
determined prices. 1/ An additional factor was the rising burden of hidden
subsidies, reflected in the failure to make beneficiaries contribute towards
the cost of infrastructure investments. Poor crops and inadequate incentives
to save and invest in the face of confiscatory tax burdens and falling real
interest rates contributed to the decline in private savings in the 1970s.

1.18 The 16% average rate of gross investment (about 12% net) is mislead-
ing for several reasons. First, the methodology used to estimate the level
of investment is such that it invites caution in interpretation. Second, the
ratio of real investment to real GDP would probably be considerably lower than
16% in the 1970s. No investment deflators are available, but the rupee value
of investment has been greatly inflated after 1968 by the inclusion of FEECs
in the valuation of capital and construction goods imports from which total
investment is derived. Moreover, exports and consumption are understated
because of the failure to value exports and commodities included in private
consumption expenditure at appropriate market prices. If the national

accounts were appropriately adjusted, the ratio of investment (and savings)
to GDP would be considerably lower.

1.19 This overestimation of investment is undoubtedly one important
reason for the rather high incremental capital output ratios in the 1970s
(5.5, as against 3.5 in the 1960s); but the efficiency of investment has
also been low, reflecting both a misdirection of investment and a failure to
exploit the full potential of past investments. In the agricultural sector,
roughly three-fifths of sectoral investment outlays went to paddy. Investment
was inadequate in the tree crops sector. The potential for rainfed farming
has been largely ignored. Within paddy, the strategy pursued emphasized cost-
lier but more visible extensive development of the dry zone to the neglect
of cheaper but less visible intensive development. 2/ In the manufacturing
sector, capital-intensive import substitution was pursued at the expense of
a labor-intensive, export-oriented strategy.

1.20 Utilization of the capacity already established is at present
rather low. As noted above, cropping intensities and yields are below the
potential, water management is wasteful, and the organization of input
supplies and extension services is weak, particularly for tree crops. In-
adequate allocations of recurrent expenditures for operation and maintenance
are a major factor in low utilization of capacity. It is not uncommon to see
an irrigation scheme completed less than a decade ago put forward as a can-
didate for major rehabilitation. Extension staff is similarly constrained by
the shortage of demonstration materials and transport. Lack of tractor spares
keeps a significant part of the tractor fleet stranded, while a large area

1/ Price controls also adversely affected the contribution of public
enterprises to domestic savings.

2/ The implications of this for the future are reviewed in Chapter III.
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of paddyland remains uncultivated due to shortage of farm power. Capacity
utilization in manufacturing is about 60% due to inadequate foreign exchange
allocations, inefficient management, and other supply and demand constraints.

Employment and Unemployment

[.21 Slow economic growth has been accompanied by a disturbing increase
in the level of open unemployment. While the labor force has been growing at
about 125,000 per year in the 1971-76 period, employment has been rising at
just under 85,000 per year, adding 40,000 each year (gross) to the ranks of
the unemployed. Unemployment has, therefore, climbed to about 20% of the
Labor force. 1/ This is due not only to the low rate of output growth but
also to the low growth of employment in relation to output growth, reflect-
ing the excessive capital intensity of investment. 2/ Other important causal
Eactors include: the serious mismatch, identified in the ILO's innovative 1971
Study, between the job aspirations of those with post-primary education and
ihe jobs available to them, 3/ the post-war demographic bulge, and rising
Eemale participation rates, 4/ due to the rapid increase in female education,
changing ideas of the role of women, the financial need to work, the higher
age at marriage, and reduced fertility.

1.22 These factors do not adequately explain the very high level of open
unemployment in relation to other South Asian countries. The one element that
is unique to Sri Lanka is the high percentage of new entrants to the labor
force with Rpst-primary education chasing the far too f6w white collar jobs.
In 1975, 90% of thWeun:employed were between 15 and 30, and 70% had reached
sixth grade. The average duration of unemployment is typically long (three
years or more for half the unemployed), with as much as three-quarterw"bf the
unemployed "waiting" for their first job.

1/ Due to differing definitions of unemployment and labor force, there is
no precise estimate of unemployment, but the results of the different
surveys and the 1971 Census are roughly reconcilable, implying a little
over one million unemployed in 1977.

2/ Between 1963 and 1971, employment growth was only 38% as fast as
that of output (see Appendix Table 1.6 for a sectoral breakdown).

3/ For them, unemployment is "voluntary" in that they could find casual
work in low-wage manual jobs. See ILO, Matching Employment Oppor-
tunities and Expectations: A Programme of Action for Ceylon,
Geneva, 1971.

4/ The female labor force has been growing thrice as fast (4.2%) as
the male labor force. As a consequence, the unemployment rate is
higher among women (31% in 1971) than among men (14%). Thus, while
women account for a fourth of the labor force, they account for 44%
of the unemployed (see Appendix Tables 1.4 and 1.5).
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1.23 In such a situation of labor-market disequilibrium, a.variety of
adjustment mechanisms have come into play. Wage differentials between those
with primary education and those with 0-level qualifications have declined
from 1:3 in 1953 to 1:2 in 1973. 1/ In addition, there is increasing evi-
dence that educated youth are willing to accept lower status jobs in which
an adequate income and security are assured. 2/

1.24 Long-term unemployment has continued to rise despite these adjust-
ment mechanisms. This suggests that the expectations of educated youth, and
the parents who support them, are that it is more profitable to wait for
modern sector jobs because of the security and advancement possibilities
these offer, than to accept available unskilled or semi-skilled work. 3/
The cost of waiting is comparatively low. 4/ Living in rural areas is inex-
pensive. The food subsidy and other welfare programs have lowered subsistence
costs; but most important, the calculated risks of waiting have been fre-
quently rewarded. The padding of public sector employment rolls continued
in the 1970s despite a serious worsening of the fiscal situation.

1.25 Large-scale open unemployment, particularly among the educated,
is rightly perceived by most governments as a serious threat to political
stability; but it would be wrong to equate the unemployment problem with
the problems of poverty. This is not to argue that the unemployed are from
the better-off families. For the most part, they are not; there are clearly
many among the unemployed who are very poor. But by and large the structure
of unemployment (see Appendix Tables 1.4 and 1.5) bears out the statement
that "the very poor cannot afford the luxury of unemployment on a full-time

1/ This was due both to slower gr,owth of emoluments of higher educational
levels and partly to the continuing process of upgrading minimum
qualifications for given jobs, using education qualifications as
a screening device to choose among applicants. See C.V.P. Deraniyagala,
R.P. Dore, A.W. Little, Certification and Employment in Sri Lanka,
National Institute of Management, Colombo, 1976.

2/ See, for example, Patterns of Job Expectation and Employment among
Marga Youth, Marga Institute, Colombo, 1977.

3/ Accepting such work would lower their status, reducing their chances for
modern sector jobs. Status apart, Government and private employers
prefer those who are unemployed to those who already have work and are,
therefore, in less need. Not surprisingly, substantial shortages (sea-
sonal and otherwise) of unskilled labor have emerged in some areas.

4/ This is particularly true for women, who have a greater degree of choice
about whether to be in the labor force at all. Also, educated women
looking for white collar jobs are less likely to feel the same family
pressures to lower their sights after a while and seek unskilled work
in the informal sector.
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basis." 1/ The problem of poverty is severest among those who are "employed"

but have low incomes: landless laborers, marginal farmers, estate labor, or

those in the informal sector. Their households have a higher than average

proportion of dependents, few assets, and less than average access to educa-

tion or even the rice ration (because they cannot afford to buy their full

entitlement). What they need is not more work, but more remunerative work.

Conclusions

1.26 The inheritance of the Government that took office last July was,

for the most part, clearly unenviable. Medium-term growth prospects were con-

strained by the severe negLect in the 1970s of the productive sectors of the

economy. Tree crop production and export prospects were depressed by past low

replanting rates. Foodgrains production was handicapped by a severe deterio-

ration in agricultural support services and a tolerance of wasteful water use

practlices. Manufacturing was characterized by demoralized and inefficient

public and private sector firms, nurtured in a highly protected environment.

Low and declining investment levels have led to a severe erosion of the capital

stock. A large program of welfare expenditures, subsidies, and transfers,

supported by the dwindling surpluses of the tree crop sector, left policymakers

little scope to divert resources for development. Commitment to welfarism was

also partly responsible fo:r price distortions that prevailed throughout the

economy both in the form of controlled prices and unrealistic relative prices.

The dlual exchange rate reinforced these distortions by artificially reducing

the cost to the budget of i:he food subsidy, reducing returns to paddy farmers

and shifting the budgetary burden to the main foreign exchange earner -- the

tree crop sub-sector. A large pool of unemployed, with high expectations of

the new Government, greatly reduced its freedom of maneuver. A run-down

system of planning and administration and a demoralized bureaucracy were

obstacles to the development of appropriate policy responses to the structural

problems facing the econoam.

1.27 On the positive side of the balance sheet, the Government inherited

a relatively strong external position, due to an unexpected improvement in
worlcl tea prices. Favorab].e weather, after years of successive drought, also

provided a welcome respite. Further, there was considerable capacity through-

out the economy waiting to be utilized. Sri Lanka also remains a country

rich in natural and human resources. The impressive gains noted above in the

sociail fields provide a healthy, highly literate population, an asset that

has been grossly neglected so far. Sri Lanka is also fortunate in that it is

not required to divert large resources for internal or external security.

1.28 The challenge for the new Government was how to take advantage of

these positive elements to tackle the tasks of structural change. In the

medium term, there are inevitably conflicts between the need to restore growth

_I M. Blaug, Education an,d the Employment Problem in Developing Countries,

ILO, Geneva, 1973.
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and the legitimate concern for equity and current consumption. Past experience
suggests that these conflicts have been much less serious when the economy
was growing rapidly, as in the 1960s, than when it was growing slowly.
Further, the scope for cuts in transfers and subsidies is large, since ex-
plicit and implicit subsidies pervade the entire economy. These cuts need
not, therefore, be focused entirely on politically sensitive social programs,
nor need they affect poor target groups.

1.29 The primary emphasis must lie on improving the quality and effi-
ciency of investment. But an increase in investment is also inescapable
and would involve a major effort at raising the level of domestic savings.
This calls for a major shift in the direction of economic policies, which
is clearly recognized by the new Government:

"Since 1956 we have been experimenting with piecemeal,
patchwork, ad hoc solutions to our economic problems.
The age of cosmetic solutions to economic problems is
over, and this Government is determined to offer real
and long-term solutions for the problems of our nation." 1/

We now turn to ways in which the Government is translating these sentiments

into action.

1/ Mr. Ronnie de Mel, Minister of Finance and Planning, The Budget
Speech, November 15, 1977.



- 13 -

II. THE RESPONSE

Freeing the Economy

2.1 The new Government sees its massive victory in the July elections
as a mandate for major changes in the country's political, social, and eco-
nomic system. 1/ In the relatively short period that it has been in office,
it has moved with impressive energy across a very broad policy front. On
February 4, Sri Lanka shifted from a Westminster style parliamentary system
to a Presidential system of goverrnment. This is designed to increase the
powers of the executive branch of the Government and partially to insulate
it from the vicissitudes of the legislative process. A parallel reorganiza-
tion of local administration is also under way. New development councils at
the Electoral and District level will be headed by members of Parliament at
the Electoral level and newly appointed District Ministers of State at the
District level. Major changes are also planned for the legal, educational,
and agricultural extension systems.

2.2 The Government has also taken a series of policy initiatives on the
economic front designed, in the words of the Finance Minister, "to provide a
basis for strong and sustained growth." 2/ These initiatives are intended to
achieve the following explicit objectives: (i) the revival and resuscitation
of the economy; (ii) increased capacity utilization in the productive sectors;
(iii) increased employnment opportunities; (iv) the stimulation of savings and
investment; and (v) iArrovement in the balance of payments over the medium
term. These objectives are to be achieved through a reform of the economic
system designed to "free the economy." This involves a shift in emphasis
from direct controls to reliance on tWte price mechanism, and a consequent
realignment of relative prices. An iiicreased role is envisaged for the
private sector with a corresponding reduction in the dominance of the public
sector, particularly in trade and distribution.

2.3 The budget for 1978, 3/ presented on November 15, 1977, contains
some of the initial steps towards such a comprehensive reform, in support
of which the IMF granted in December 1977 a Stand-by Arrangement in the
amount of SDR 93 million. The main thrust of the new policies, designed in
consultation with Fund staff, is the dismantling of administrative controls
over the allocation of resources, and the restoration of realistic relative
prices. This is being approached on the external front by a major liberali-
zation and restructuring of the external trade and payments system supported
by a unification and readjustment of the exchange rate. Most public sector

1/ A detailed exposit:ion of the new Government's policies is given
in Statement of Government Policy made by His Excellency, the President,
in the National State Assembly on 4 August 1977, Colombo.

2/ Mr. Ronnie de Mel, op cit., p. 43.

3/ The main budgetary proposals and their fiscal implications are suhmarized
in Annex B.
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import monopolies (with the exception of foodgrain and refined petroleum pro-
ducts) have been terminated. Prior licensing of imports bas been reduced to
a short list of items: food, fertilizers, and commodities subjected to con-
trol for security reasons, precious metals, alcohol, certain minor consumer
imports, and a few items that are included for protection of domestic industry
and agriculture. 1/ Most exchange controls over invisibles transactions have
also been relaxed. The exchange rate has been unified and allowed to float, on
the basis of underlying market forces, at an initial level of Rs 16 = $1.00. 2/
This is intended to ease the task of managing the external payments position
and to reduce the bias against tree crop exports and in favor of food imports.

2.4 Import liberalization and the reform of the exchange rate required
compensating adjustments of indirect taxes. A new import tariff structure
has been introduced, designed to provide adequate protection to domestic
industry and discourage luxury imports. 3/ The Business Turnover Tax rates
have been correspondingly lowered and rationalized to be consistent with the
new import tariff and to reduce the "excessive cascading effects of the tax."
Export duties on traditional tree crops have been increased to mop up the
bulk of the additional receipts flowing to this sector as a result of the
depreciation and unification of the exchange rate while ensuring adequate
margins to producers. 4/

2.5 The unification of the exchange rate had the effect of sharply in-
creasing the cost to the budget of the food subsidy, since food was previously
imported at the offiical exchange rate. In a brave attempt to reduce this
drain on resources and to focus it more on the needy, the subsidy has been
confined to households with a monthly income of Rs 300 ($19) or less. These
households, which constitute half the,lpopulation, will be the only benefi-
ciaries of a sugar ration of 1-1/2 lb!s a month to be confined to children
under 12 years of age. 5/ Those no longer entitled to the ration will have
to rely on the open market. A buffer stock is being established in an attempt
to ensure that open-market rice prices stay between Rs 1.40-1.50/lb. To off-
set the adverse impact of the cuts in subsidy, wages and salaries have been
increased across the board by 25% (subject to a ceiling of Rs 50 per month).
The provision of a dole of Rs 50 per month for the unemployed has been announced,
though the precise mechanism by which it will operate is being reviewed prior
to implementation. The procurement price of' paddy has been increased 21% to

1/ See Annex B.

2/ The extent of the depreciation over the rate prevailing prior to the
revaluation of March 12, 1977, was 46% over the official rate and 11%
over the FEEC rate (See Annex B).

3/ See Chapter III, paras 3.35 and 3.36.

4/ The new duties for tea and rubber will absorb about four-fifths of the
additional earnings accruing to these crops as a result of the
exchange rate reform (see Chapter III, para 3.22).

5/ For changes in ration entitlements in recent years see Appendix
Table 10.3.
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Rs 40/bushel. As an expression of concern over income distribution, the
highest marginal rate of income tax has been raised from 50-70% and a ceiling
of Rs 3,500 ($220) on monthly salary incomes has been announced, but not im-
plemented. In an effort to check the inflationary impact of the new exchange
rate and wage increases, price adjustments have been deferred in the case of
wheat flour, fertilizer, petroleum, public transport, and infants' milk food.
This will result in substantial additional subsidies for these items. Price
controls have, however, ended for most other commodities. Public corporations
have been allowed more autonomy in pricing and distribution policies; their
recourse to budgetary transfers has been correspondingly reduced. Their role
in internal distribution has been curbed and the more inefficient among them,
such as the Weaving Supplies Corporation, are to be liquidated.

2.6 The fiscal implications of the new measures are reflected in a com-
parison of 1978 budget estimates with 1977 revised estimates in Table D.
Revenues are to rise by some 75%, primarily because of an enormous increase
in export duties made possible by the exchange rate reform. Including the
ad valorem sales tax on tea, export taxes are projected to reach Rs 4,941
million in 1978 compared with Rs 1,020 million in 1977. Much of the revenues
mobilized will finance the higher costs of the transfer and subsidy program,
reflecting the higher rupee costs of imported food, fertilizer, and petroleum
products. Nevertheless, the net gain in resources will yield a current
surplus of Rs 651 million compared with a deficit of Rs 88 million in 1977.
The improved current account position, in turn, will facilitate a doubling of
the capital budget, which in real terms amounts to a recovery to the high 1976
levels.

2.7 Unquestionably the projected turn around in the fiscal position
would represent a major achievement. In order to isolate the impact of the
unification of the exchange rate per se from the other measures involved,
the 1977 estimates have been adjusted to reflect budgetary operations on
the hypothetical assumption that a unified exchange rate of Rs 16 = $1.00
had prevailed throughout 1977. The "adjusted" 1977 data (Table D) when com-
pared with the 1978 estimates gives a rough approximation of the impact of
the new budget exclusive of the resulting changes in valuation due to the
new exchange rate. The adjustment assumes that export taxes would have been
increased to capture the entirety of the increase in rupee export earnings.
Aside from this gain, there is a net increase in resources of about 5%, re-
flecting mainly the proje-ted increase in the volume of transactions, parti-
cularly imports, and increases in effective tax rates on imports. The
Rs L,329 million increase in current expenditures above the adjusted 1977
level is primarily due to the provisional allocation for the proposed dole
(Rs 645 million in a full year, if implemented) and government wage in-
creases (Rs 470 million). These measures explain why the projected current
account surplus in 1978 iS lower than the 1977 adjusted figures. After adj-
usting for the higher cosits due to the new exchange rate, the increase in the
capital budget for 1978 remains substantial. The burden of subsidies and
tranisfers appears to have increased greatly in 1978 as a percentage of
revenues and GDP when compared with the 1977 revised estimates. However,
the use of an unrealistic exchange rate in the revised estimates for 1977
results in an understatement of the true cost of subsidies to the budget and



- 16 -

to the economy. When the 1977 budgetary data is adjusted for a unified ex-
change rate of Rs 16 = $1.00, the subsidy burden declines from an "adjusted"
1977 level of 34.9% of revenues and 9.4% of GDP to a 1978 level of 34.1% of
revenues and 8.4% of GDP.

2.8 The fiscal package was complemented by major changes in interest
rate policy introduced in the autumn of 1977. Deposit rates of the National
Savings Bank and post offices have been raised from 7-8% to 12-18% for 6- to
18-month deposits. Commercial banks followed suit, and there has been a
corresponding rise in short-term lending rates. Long-term rates remain un-
changed (see Appendix Table 6.1). Monetary policy is currently being used to
prevent a rise in speculative imports, and to keep inflation under control.

2.9 In essence, the reform program tries to find the right political
balance between:

- public investment and consumption expenditures;
- the need to reduce subsidies and the need to protect the

poorest groups in society;
- the need to raise farmers' incentives and the need to

protect domestic consumers;
- adequate protection for domestic industry and import

liberalization;
- the need to check speculation and inflation and the need

to provide an adequate expansion of money supply to finance
the increased volume and value of economic activity.

2.10 Only the passage of time will reveal whether the balance struck in
each area is the right one. In some cases, adjustments may prove necessary
in the light of experience. In others, success is contingent on the effective-
ness of the follow through. Thus, implicit in the logic of some of the new
policies is the need for further steps designed to ensure, over the next two
or three years, the internal consistency of the program. Revenues, for in-
stance, are vulnerable to a decline in commodity prices over the present high
level, particularly since the share of export duties in total revenues has
risen markedly. Despite the cut in the rice subsidy, consumer subsidies re-
main a major drain on the budget. Selected subsidies and transfers in 1978
will absorb nearly the same volume of resources as the entire capital budget.
Further measures are, therefore, needed to increase the level of public sav-
ings, through additional revenue efforts, and through a phased reduction of
subsidies. With half the population no longer eligible for the rice ration,
the differential between the expected open-market price of rice (Rs 1.40-
1.50/lb) and the subsidized price of flour (Rs 0.60/lb) 1/ is likely to result
in excessive demand for imported flour, making it difficult to enforce the new
procurement price for rice, unless there is an early adjustment in the flour
price. These further measures will no doubt be unpopular. The strength of
the new Government's political resolve and the quality of its economic manage-
ment will be severely tested in this period of transition from controls to a

free economy.

1/ The price of flour was lowered by the new Government from 80 cents to
60 cents/lb a few weeks after the July elections.
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Table D: SUMMARY OF GOVERNMENT FINANCE, 1977-1978
(Rs million)

1977 1977 a/ 1978
(Revised Estimate) (Adjusted) (Budget Estimate) b/

Current Reve iues 5837 9750 10230
Current Expenditures c/ 5925 8250 d/ 9579
Current Balance -88 1500 651
Capital Expenditures e/ 1998 2318 4012
Cash Deficit 2086 818 3361
Financed by:

Foreign Aid (net) 1050 1900 2300
Domestic Borrowing (nEt) 1036 * 1061

Memorandum items:
Gross Food Subsidy 899 2300 2074
Less Profits from Sugar Sale -43 - -333
Income Supplement Paymtents (dole) - - 645(300)g/
Fertilizer Subsidy 200 600 600
Transfer to Ceylon
Petroleum Corporation 75 400 400

Transfer to Ceylon
Transport Board 47 100 100

Total of Above Selected Transfers
and Subsidies 1178 3400 3486(3141)g/

Net Food Subsidy
(as percent of revenue) 14.7 23.6 17.0
(as percent of GDP) f/ 2.8 6.3 4.2

SeLected Transfers & Subsidies
(as percent of revenue) 20.2 34.9 34.1(30.7)g/
(as percent of GDP) f/ 3.8 9.4 8.4(7.5)g/

Capital Expenditures
(as percent of revenue) 34.2 23.8 39.2
(as percent of GDP) f/ 6.4 6.4 9.6

* Not meaningful.
a/ To enable a comparison to be made between the 1977 revised budget out-

turn and the budget for 1978, items in the 1977 budget which were valued
at the official or FEEC rate of exchange have been revalued assuming a
unification of the exchange rate at Rs 16 = $1.00. The main expenditure
items concerned are imports of capital goods, food, fertilizer, and
transfers to CPC and CTB for higher oil prices. On the revenue side,
export receipts for tree crops were assumed to be fully captured by
increased export taxes. Other adjustments were required for import
duties, elimination of FEEC earnings, and valuation of foreign capital
inflows.

b/ Not strictly comparable to data in Chapter V and Annex C which are
Mission estimates.

c/ Includes Advance Accounts payments.
d/ These figures are not comparable to those used in Chapter V and Annex C

where adjustments included the proposed Rs 50 wage increase.
e/ Includes capital revenues.
f/ Estimated or adjusted GDP used as appropriate.
g/ Figures in parentheses assume only a partial implementation of- the dole.
Sources: Central Bank of Ceylon and Mission estimates.
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Medium-Term Development Strategy

2.11 An adequate response of investment, production, exports, and employ-
menc co the major realignment of relative prices introduced in the budget of
1978 is contingent on a well-thought-out medium-term development strategy.
This is recognized by the Government, which is beginning the process of iden-
tifying the steps necessary to tackle the constraints facing agricultural
output, industrial efficiency, and exports. Subsequent chapters of this re-
port will identify some of these constraints and point to possible solutions.

2.12 The capital budget for 1978 is intended as a clear signal of the
Government's intention to raise the level of public investment. Given the
short time between its assumption of office and the presentation of it's first
budget, there was a shortage of well designed expenditure programs that could
absorb the increased allocations, which is reflected in the sizable amounts
which were shown as unallocated or allocated to entirely new programs such as
a National Development Bank or the food buffer stock (Table E). Recently, the
Government has taken a number of steps to allocate previously unallocated
funds, to start some of the new programs, and to ensure that underexpenditure
is minimized.

Table E: CAPITAL BUDGET FOR 1978
(Rs million)

Fixed Capital Cost % of
Investments Transfers Increases Total Total

Agriculture and Irrigation 319 334 182 835 17.6
Fisheries 84 30 19 133 2.8
Manufacturing and Mining 15 556 386 957 20.2
Social Services 328 - 51 379 8.0
Others 474 181 155 810 17.1
Buffer Stock 200 - - 200 4.2
Net Lending a/ - - - 642 13.6
Unallocated b/ - - - 778 16.4

Total 1,420 1,101 793 4,734 c/ 100.0
Underexpenditure Provision 669 14.8
Capital Expenditures and Net Lending 4,035 85.2

a/ Includes Rs 390 million for a National Development Bank.
b/ As of December 7, 1977. These funds have been subsequently allocated.
c/ Including Net Lending and Unallocated.
Sources: Appendix Tables 5.6 and 5.11.

2.13 Although the sectoral allocations, as shown in Table E, reflect
the momentum of continuation works, with ongoing Mahaweli irrigation programs
(Stages I and II of Phase I) dominating the allocations for agriculture and
irrigation (52%) and the new urea fertilizer plant dominating the allocations
for manufacturing and mining (78%), the Government's medium term investment
priorities can be discerned from the high degree of political commitment to
a few ambitious development projects. The most ambitious of these schemes
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relates to a significant acceleration of the pace of implementation of the
Mahaweli Ganga Development Master Plan, which was begun in 1970. 1/ Accel-
eration involves telescoping construction of key remaining works of the
three-phase program into a five- to six-year period. The other and far less
cosl:ly priorities are an export processing zone north of Colomb-o and urban
renewal for the Greater Colombo metropolitan area. One major motivation be-
hind these new schemes is the need to make a major dent in the unemployment
problem, which is also being addressed by a number of ad hoc crash programs.
These new programs are discussed in Chapters III, IV, and V.

2.14 The Government is in the process of integrating these and additional
elements into a consistent development strategy covering the 1978-82 period.
In preparation for this effort and in order to streamline the machinery for
planning, the Ministry of Planning and Economic Affairs has been merged with
the Ministry of Finance. This is intended to ease the problems of coordinating
the capital budget and foreign exchange management (from the previous Planning
Ministry) with the general budgetary process. The enlarged ministry is respon-
sib:Le for preparing a medium-term investment program by the autumn of 1978.
An embryonic planning system is, therefore, emerging. A newly constituted
Coumaittee of Development Secretaries, under the chairmanship of the Cabinet
Secretary, coordinates decisions on the capital budget and will review pro-
gress in the preparation of projects and sector plans. A review of sector
programs and policies is being undertaken by line ministries with the assis-
tance of the Ministry of Finance and Planning. Project preparation capabili-
ties will be bolstered by a new UNDP technical assistance Umbrella Project
with IDA as the Executing Agency. The UK, CIDA, and the Netherlancls are
involved in similar effort:s.

2.15 The energetic response of the new Government to the challenges it
faced on assuming office, as described in Chapter I, is encouraging. The re-
forms it has already introduced are courageous, in part because of the fate
past governments have met when they have attempted to limit welfare programs.
Success is contingent on substantial external assistance and much further
work to ensure that the breathing space offered by the present good food crops,
record tea earnings, and t:he Fund Stand-by Arrangement is used to remove the
constraints facing growth and employment creation.

1/ The Mahaweli Ganga is Sri Lanka's most important river, draining an area
of about 4,000 square miles. It originates in the mountainous south-

central part of the island at an altitude of about 6,000 feet above mean
sea level. After flcwing for 200 square miles in the dry zone, the river
discharges an estimated 7 million ac-ft annually into the Bay of Bengal,
equivalent to one-fifth of the total discharge of all the island's rivers.
The river, whose catchment area lies in the wet zone, is the principal
unexploited source of water for irrigating the dry zone. Because of the
steep gradient of the river bed in the upper reaches, it also has a
potential for about 500 MW of hydropower development. Implementation of
the Master Plan has been rather slow. Two diversion headworks have been
completed at Polgolla and Bowatenne, enabling an improved water supply
to 130,000 acres of existing irrigated land and the opening up of 90,000
acres of new land. Iwo 40 MW hydroelectric power plants have been com-
pleted at Polgolla (Ukewele) and Bowatenne.
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III. AGRICULTURE AND INDUSTRY

AGRICULTURE

Field Crop Prospects

3.1 There can be little doubt that the agricultural sector holds the key
to a revival of the economy, accounting, as it does, for one-third of gross
domestic product, one-half of total employment, and over four-fifths of export
earnings. These impressive figures, in fact, underestimate the importance to
the economy of this sector, since they do not reflect the fact that a large
part of the activities in other sectors are directly dependent on agriculture.

3.2 Paddy. Within agriculture, paddy, which accounts for 15% of total
sectoral output, has traditionally received high priority from successive
governments. It is, therefore, not surprising that an important component of
the reform programs is a major effort to increase incentives to paddy farmers.
The procurement price for paddy has been increased from Rs 33 to Rs 40/bushel;
the internal terms of trade are further improved by keeping fertilizer prices
unchanged, despite a sharp increase in rupee costs of imported fertilizers,
and by increasing the c.i.f. price of imported rice through the unification
and depreciation of the exchange rate. The decision to telescope the Mahaweli
Ganga Development Program into a much shorter time frame is yet another
indicator of this policy emphasis. With food imports averaging 45% of total
imports in the 1970s, the economy's non-food import capacity would clearly be
greatly boosted by a successful effort at import substitution.

3.3 On even the most conservative calculations, the potential for in-
creasing paddy production is quite substantial. With several major irrigation
projects under various stages of implementation 1/ and others in advanced
stages of preparation and likely to be substantially completed by 1982, 2/
the asweddumized area is likely to increase by about 130,000 acres
(Table F). 3/

1/ Mahaweli Stage II (an additional 50,000 acres), Uda Walawe, and the Tank
Modernization Schemes.

2/ The principal ones being Rambukkan Oya, Ingimimitiya, Lunugawehera, Heda
Oya, Jaffna Lagoon, Kumbukkan Oya, and Maha Oya.

3/ This takes into account the impact on other schemes of an acceleration
of the Mahaweli program.
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lable F: ASWEDDUMIZED AREA
('000 acres)

Major Irrigation Minor Irrigation Rainfed Total

1977 580 450 640 1,670
1982 660 480 660 1,800

Increase 80 30 20 130

Source: Mission estimates.

3.4 The potential for increasing yields and cropping intensities is con-
siderable. Average paddy yields, on a gross sown area basis, are currently
around 40 bushels/ac (2.1 tons/hectare). 1/ The average, however, conceals
enormous yield differentials within Sri Lanka (3:1). Five of 22 districts
have average yields 30% above the national average; even within the command
area of major irrigation schemes, where land and water resources are rela-
tively homogenous, the yields vary from a low of 1.4 tons/ha to a high of 3.5

tons/ha. While some of these variations are due to differences in drainage
levels, soil quality, and other factors, there are significant differences in
crop husbandry (such as fertilizer use levels), cultural practices (such as
row seeding and weed control), and efficiency of water use that can be exploited
by an effective extension system to step up average yields. Moreover, the new
varieties introduced since 1970 have a yield potential (4-5 tons/ha) consider-
ably above the national average. An increase in average yields to about 45
bushels/ac (2.35 tons/ha) appears feasible.

3.5 Cropping intensities are also much below the potential. Over the
past 15 years, cropping intensities for major irrigation schemes have averaged
only 135% (80% in the maha season, 55% in the yala); in minor schemes they are
even lower at 110% (75% in maha and 35% in the yala). This low utilization
oi- asweddumized land reflects a shortage of irrigation water, particularly for
the yala. This, in turn, is due to a combination of factors. Much more water
is issued under major schemes than is needed for cultivation, since neither
beneficiaries nor irrigation field staff have any incentive to save. Lack
of timely complementary inputs, particularly farm power, in the maha season,
causes the cropping season to be stretched over several months. This failure
to synchronize crop calendars with rainfall patterns leads to unnecessary
dependence on stored wal:er in irrigation tanks, usually resulting in inade-
quate water for the drier yala season. Farmers also tend to delay maha cul-
tivation until the tanks are full to minimize risks of crop failure, with
similar consequences for the yala.

1/ These yields are about 20% lower than the officially reported figures,
which are based on net harvested acreage. The yields compare favorably

with those in neighboring countries: Bangladesh, 1.8; Burma, 1.8;
India, 1.7; Thailand, 1.8; and Pakistan 2.2 (Source: FAO). This
reflects success in adaptive research and a much higher rate of adop-
tion of improved varieties.
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3.6 Current water use, in 15 selected major tank schemes at the tank or
anicut outlet, is at least about 5 ac ft/ac in the maha and 7 ac ft/ac in the
yala. Pilot experiments have shown that water use can be reduced to less than
3 ac ft/ac in the maha and 5 ac ft/ac in the yala. Cropping intensities could
be significantly raised if economy in water use is brought about through
minimal additional physical investments. With an increase in cropping inten-
sity to 150% in major schemes and 125% in minor schemes, gross sown area could
be increased by an additional 180,000 ac. The production potential under these
assumptions is shown in Table G. To achieve this potential would require a
major effort to intensify cultivation. Even without such an effort, the
increase in asweddumized area projected should permit a minimum 2% per annum
increase in paddy production. Production of 110 million bushels would permit
Sri Lanka to achieve 90% self-sufficiency in rice by 1982 as against the
present 70%.

Table G: POTENTIAL PADDY PRODUCTION IN 1982

Asweddumized Area Sown Area Yield a! Production
('000 ac) ('000 ac) (bushelsTLa) (mn bushels)

Major Schemes 660 1,000 57 57
Minor Schemes 480 600 43 26
Rainfed Areas 660 825 33 27

Total 1,800 2,425 45 110

Increase over 1977 8% 19% 15% 35%
Increase over 1970 28% 28% 12% 42%

a/ On gross sown area basis.
Source: Mission estimates.

3.7 Producer Incentives. Success of the intensification program is
crucially dependent upon the adequacy of producer incentives. At the new
Rs 40 guaranteed procurement price, producer margins have improved 1/ but
the new price is still below world market prices. There remain, however, a
number of subsidies to farmers, which need to be phased out in the long run.
This would imply a corresponding increase in the procurement price. In the
short term, there is a real question as to whether the Paddy Marketing Board
(PMB) can ensure that actual prices are indeed no less than the guaranteed
price. Faced with a bumper crop and unnecessarily large imports in 1977, pro-
curement operations broke down and the open-market price collapsed in surplus
districts, due to an inefficient and poorly supervised network of purchase
centers, and inadequate storage and milling capacity. Also much of the
milling capacity is obsolete. Efforts are under way in the current maha

1/ According to an Agrarian Research and Training Institute survey, the
per bushel cost of production in the maha crop of 1976/77 ranged from
Rs 23 to Rs 30, leaving a profit margin at the old procurement price
of Rs 3-10/bushel. Although production costs will rise by Rs 3-4/
bushel as a result of budgetary measures, producer margins at the new
Rs 40 price should improve.
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season to remedy some of these factors. The PMB and the Food Commissioner's
Department have been merged under one authority to ensure coordination between
domestic procurement and the import program. A "crash" program to increase
storage and milling capacity has also been launched. But sustaining the
guaranteed price will be mtade more difficult by the decision not to remove
the flour subsidy. The availability of cheap flour imports will depress the
free-market price of rice, and to the extent that storage and milling remain
constraints, the increased offerings to PMB may not actually be procured. 1/

3.8 While policymakers have focused primarily on making the support
price for paddy effective, it is now equally important to establish a ceiling
price as a guideline for mtanagers of open-market operations. This is b'ecause
the weather-induced price fluctuations in the open market are likely to be a
cause of considerably greater concern now that half the population will be
relying entirely on open-mtarket purchases. The provision of Rs 200 million
in the capital budget for the creation of a buffer stock will enable a stock
level of 72,000 tons to be established, which amounts to about 6% of domestic
production. This will help in stabilizing prices. The optimum size of the
buffer stock and its operation need further study; but the stated intention
to maintain open market prices at Rs 1.40-1.50/lb, i.e., approximately equiva-
lent to the procurement price for paddy, suggests that enough leeway has not
been left between the floor and ceiling prices to allow market forces to take
some of the strain off buf'fer stock managers.

3.9 An increase in yields would require major improvements in fertilizer
use, agricultural extension, and credit. The level of nutrient use will need
to increase to 70 lb/ac as against the present 40 lb/ac, raising fertilizer
requirements from 35,000 to 75,000 tons of nutrients. If such an increase is
to materialize, the present fertilizer/paddy price ratio must be maintained
and fertilizer distribution and marketing greatly improved. Particular
attention needs to be given to improving unloading facilities at ports,
augmenting the Ceylon Fertilizer Corporation's transport fleet, building
regional storage facilities and expanding marketing outlets, and synchronizing
import arrivals with the seasonal demand pattern. The decision to permit the
private sector to enter the internal distribution of fertilizers is a step in
the right direction. A West German-assisted study of fertilizer procurement,
distribution, and marketing is currently under way, and its recommendations, due
in mid 1978, will be an important input into the Government's medium-term
development program.

3.10 As noted above, the wide yield differentials prevailing in Sri Lanka
emphasize the need for an effective extension service. The present system is
handicapped by the absence of well-focused programs with specific objectives,
poor linkages between research and extension, and inadequate financial support.
Thesee problems are currently being addressed in an experimental way by an IDA-
supported training and visit system of extension, which will be extended to a
nationwide project.

1/ It is, of course, possible that there will be some offsetting fall
in offerings to PMB due to the higher retention for personal consump-
tion by producers who are no longer eligible for the ration.
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3.11 Credit is another key bottleneck. The failure to build a viable
credit system is in part due to poor supervision and administration. But
more serious is the failure of successive governments to take a firm stand
against habitual defaulters and to resist the temptation to write-off old
debts. Thus, for instance, on the instructions of the new Government the two
major nationalized banks have launched a massive credit program for the current
maha season, waiving most criteria of eligibility. As a result, disbursements
could exceed Rs 600 million compared to the previous highest lending volume
of Rs 120 million in 1973/74. While this may reflect the magnitude of credit
requirements, and could prove beneficial to production, there is evidence of
a considerable misutilization of resources. 1/ If recoveries are as low as
in the past, the prospects for imposing credit discipline will receive a severe
setback, and the chances of implementing the findings of a comprehensive ADB
study on agricultural credit, now under way, will greatly diminish. These
dangers are now being recognized, and machinery is being established to restore
credit discipline.

3.12 Increasing Cropping Intensity. If the cropping intensity is to be
increased as outlined in Table G, farm power shortages and wasteful water
use will need to be addressed (see paras 3.5 and 3.6 above). Farm power
shortages are an important factor in the non-cultivation of some 20% of
asweddumized land in the maha season. For several years, the draught animal
population has remained stagnant, and tractor imports have been inadequate to
compensate for the normal depreciation of the tractor fleet. Shortages have
been accentuated by poor management of government tractor pools, lack of
spares, and diversion of private fleets for haulage. We estimate the gap
between current demand and supply at around 2,000 four-wheel tractors; a fur-
ther 1,000 tractors will be needed each year over the next five years. An
urgent study of farm power is needed with a view to assessing existing stocks
and the relative needs of different types of farm power (animals, two-wheel
tractors, and four-wheel tractors), reviewing land preparation techniques in
various agroclimatic zones and institutional and credit arrangements. Pend-
ing the outcome of this study, arrangements need to be made for at least 500
four-wheel tractors and 2,000 two-wheel tractors for the 1978/79 cultivation
season.

3.13 Water management is by far the most challenging obstacle to output
increases. Given the impracticality of volumetric pricing in most irrigation
schemes, the simplest way to enforce efficiency in water use is through phys-
ical rationing. This is unlikely to be popular with beneficiaries at the
top end who tend to be politically powerful vis-a-vis the field staff of the
Irrigation Department and who are currently used to practically unlimited
supplies. Further, there are few safeguards against tampering with the water
distribution system. What is needed is political commitment at the highest
level to water discipline, backed up by strong support to field staff through
protection against local pressures, rewards for success, and a strengthening

1/ Among malpractices reported are loans for cultivation of non-existent
lands, loans to different borrowers for cultivating the same parcel
of land, and loans by both banks to the same borrower for the cultiva-
tion of the same parcel of land.
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of staffing ratios. Efforts are also needed to tackle the factors that en-
ccurage farmers to substitute water for farm power and weeding. Water user
associations may also prove useful by providing means of giving a voice to
faLrmers at the tail end of the system. Pilot experiments in water management
haive shown that the farmers' response can be quite encouraging if the scheme
is well managea aiLd an effort is made to explain benefits. 1/ These experi-
ments need to be extended island wide. The new Government is aware of the
importance of this issue and is currently formulating new policies in this
area. 2/ Similar attenl:ion to the issue of recovering costs of irrigation
water from beneficiaries is overdue.

3.14 The above analysis suggests that with incremental improvements over
a wide policy front, as described above, the potential for increasing paddy
production over the next: decade is substantial even without a significant
increase in the present rate of expansion of irrigated acreage. The proposed
acceleration of the Mahaweli Development Program must be assessed in this
context. There is clea:rly, a prima facie case for a major effort to bring
forward the flow of benefits from this program. Its large magnitude raises
expectations of an early solution to the pressing problems of slow output and
employment growth. By capturing the popular imagination, it eases the task
of raising resources for development through otherwise unacceptable cuts in
expenditures. Commitmenat to acceleration may also reflect a considered judg-
mebnt that production gains through an expansion of irrigated acreage are much
more easily achieved than through the enforcement of administrative and polit-
ical discipline in many sensitive areas such as water management and credit.

3.15 It would be a mistake, however, to view these incremental improve-
mtents as an alternative strategy that need not be pursued if an accelerated
Mahaweli program is takens;up. Indeed, it can be argued that the success
oi. future irrigation sclhemes is contingent on major improvements in water
management, farm power availability, and cultural practices. This is most
clearly seen in the fact that the Mahaweli Master Plan assumes an average
water use of 6 ac ft/ac for double-cropped areas as against present water
usage rates of 12 ac ft/ac and above. Thus, unless water management prac-
tices change drastically -- the proposed training program for settlers is

11 In Rajangana, for instance, the yala crop for 1976 would have been a
total write-off but for a successful water-rationing program, which
saved 95% of the crop and obtained an average yield of 57.5 bushels/
harvested acre with a duty of 5.56 ac ft/ac at the tank:
K. Shanmugaraja and S. C. Atukorale, Water Management at Rajangana
Scheme - Lessons for Cultivation: Yala 1976 Jalavrudhi, Journal
of the Irrigation Department, December, 1976, Vol. 1, No. 2.

2/t Under consideration are proposals designed to: (i) ensure greater
farmer participation and involvement in water management, (ii) reduce
illicit encroachment in irrigation schemes, (iii) enforce a cut-off
date for water issues to reduce delayed sowings, (iv) extend rota-
tional issue of water as a matter of routine to all irrigation schemes,
and (v) impose collective penal levies on excessive water use.
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one of a number of useful ideas being considered by the Government -- the
coumand area would be stretched out excessively, thus meeting the same fate
as the many other irrigation schemes in the dry zone where there is hardly
any cultivation in the yala due to similar overly optimistic assumptions
about water use. The same considerations apply to farm power, credit, and
-input supplies, which must be much better organized if this costly expansion
of irrigated area is to show adequate returns.

3.16 The benefits that will flow'from the proposed acceleration of the
Mahaweli Development Program are, therefore, contingent on ensuring that
financial and administrative resources needed for these incremental improve-
ments are not preempted by the new emphasis on Mahaweli. The Government
will also need to ensure that it does not preempt resources that could be
used much more productively elsewhere. There are, for instance, numerous
minor irrigation tanks in the dry zone which, with modest investments, could
contribute substantially to output in the medium term. These smaller schemes
have much lower unit costs (Rs 7,000-10,000/acre, as against Rs 25,000-
30,000 for Mahaweli), a relatively low import content (15% as against 40%
for Mahaweli) and much greater labor intensity. These schemes could comple-
ment an accelerated Mahaweli program, both by spreading benefits much more
evenly across the dry zone and, more importantly, by providing the output and
hence, contributing to the resources available to the Government for the
Mahaweli acceleration.

3.17 The Government also needs to be aware of a number of concerns that
relate to an ambitious project of this kind. If the employment potential of
the project is one of its primary attractions, considerable attention will
need to be given to the choice of techniques. A tight implementation schedule
could greatly reduce the flexibilit/y of the Mahaweli Development Board in the
choice of labor-intensive techniques, particularly in work relating to land
development and water distribution. The Government must also guard against
inadequate technical investigations and supervision leading to non-optimal
project selection, designs, cost overruns, and poor construction standards.
Construction costs could also be inflated by a much greater dependence on
imported inputs. A further danger is that financial and technical resources
will be spread thinly over far too many projects, thus tending to cause delays
across the board, and significantly postponing realization of benefits.

3.18 Subsidiary Food Crops. It is unrealistic to expect the growth of
subsidiary food crops to be sustained at the 13% per annum achieved in 1970-77
(see Appendix Table 7.4). This is because with increasing pressure on cultiv-
able non-paddyland, 1/ future growth is dependent on yield increases and an
increase in cropping intensity. Average yields for these crops, which are
typically grown on rainfed chena or high lands, are low and vary greatly

1/ Indicative of this pressure is the shortening of the chena cycle from
ten years, two decades ago to five years at present. This implies that
unless chena cultivation is modified to include replenishment of soil
nutrients, land quality would deteriorate.
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from farmer to farmer. Merely propagating the cultural practices of better
farmers should cause yields to rise by 10-15% in the medium term. There is,
however, much greater scope for increasing the cropped area through intercrop-
ping with coconuts and rubber in the wet zone and through introduction of the
less thirsty subsidiary food crops to the better drained asweddumized lands
in the yala season in the dry and intermediate zones. Ongoing pilot studies
at the Maha-Illupalama Research Station also indicate the technical and finan-
cial viability of settlements built around rainfed farming with diversified
crop/livestock activities, Given the low cost of such settlements, vis-a-vis
those based on irrigated agriculture, and the need to increase productivity of
the chena lands, there is undoubtedly need for much greater emphasis on rainfed
cultivation.

3.19' The development of suitable policies for these crops is greatly
handicapped by the data base, which is extremely poor, and by the inadequacy
of the reseaPch-extension linkage for these crops. A thorough review of the
cultural practices of progressive farmers would be a first step towards the
development of a suitable research and extension package based on the high-
yielding varieties developed within Sri Lanka. At present, farmers seem to
have little confidence in seeds distributed by the Department of Agriculture.
Another constraint is the shortage of good quality agricultural implements.

3.20 A key issue for these crops is the adequacy of incentives. Much
of their rapid growth is attributable to the ban on imports introduced in
1970. Price incentives remain good for pulses, chillies, and onions. For
the coarse grains, however, cheap wheat flour imports have depressed domestic
demand, and the situation has been worsened by the relative erosion of support
prices for maize and sorghum. Between 1974 and 1977, while the paddy procure-
ment price rose from Rs 30 to Rs 40/bushel, the price of maize declined from
Rs 2,200 to Rs 1,250/ton, a relative deterioration of almost 60%. Similarly,
sorghum prices have fallenl in relative terms, vis-a-vis rice, by 50%. While
the procurement prices set (for these crops) in 1974 may have been unrealistic-
ally high, the subsequent downward adjustments, due mainly to unexpectedly
high offerings, and the inadequacy of handling and processing facilities, is
indicative of the ineffectiveness of the GPS. An additional factor influenc-
ing incentives is the price swings that accompany the volatility in production
inherent in rainfed crops. There is, therefore, an urgent need to define the
longer-term role of coarse grains in meeting Sri Lanka's foodgrain needs.
This would include an examination of: (i) the impact of the availability of
unlimited quantities of subsidized flour on these crops, (ii) the possibility
of introducing maize and sorghum on the ration, and (iii) the machinery needed
to gather information designed to ensure a rational system of setting procure-
ment prices.

3.21 Finally, sustained growth in the field crop sub-sector will require
an adequate field-level institutional infrastructure. The new Government has
moved with haste to replace the Agricultural Productivity Committees and the
Cultivation Committees with Agrarian Service Centers and committees of local
officials served by Village Cultivation Officers. The consequent institutional
uncertainties need to be ended quickly; at the same time the Government needs
to ensure that the principle of institutionalizing farmer participation in
local-level decision-making is not lost in the changes to be introduced.
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Tree Crop Prospects

3.22 The new Government is committed to reversing the policies that cause
neglect of the tree crop sub-sector. This neglect has taken two forms. First,
producer incentives have been inadequate, depressing investment. Second,
institutional and policy uncertainties have had an adverse impact. The new
program addresses both these problems. The unification of the exchange rate
ends the discrimination against tree crop exports. The exchange rate reform
combined with the increase in export duties, designed in part to protect dollar
earnings, has a differential impact on the tree crops. In the case of tea,
the additional earnings arising from the exchange rate reform amounted to
Rs 2,860 million. Of these, the bulk (89%) has been taxed away leaving Rs 318
million with the tea industry. In effect, this adjustment results in a decline
in producer margins from Rs 1.63/lb in 1977 to Rs 1.33/lb in 1978 (see Appendix
Table 7.5); but these margins are substantially above the average for the
1970s (Rs 0.22/lb in the 1971-76 period). Profits for the industry as a whole
are estimated at Rs 625 million (US$39 million) in 1978; about 70% of these
will accrue to the two public sector corporations. In the case of rubber, the
exchange rate reform will cause an increase in earnings of Rs 1,239 million.
Of this, the enhanced duties will absorb Rs 875 million (71%). But producer
margins will rise from about Rs 0.31/lb to Rs 0.84/lb. Desiccated coconuts will
bear a new export duty of 60% of FOB value. But the beneficial impact of the
exchange rate reform will be limited if restrictions on coconut exports remain.

3.23 The Government has also moved quickly to end some of the institu-
tional uncertainties that have surrounded the tree crop sector in its post-
nationalization phase. All institutions relating to tree crops now come
under the umbrella of the Ministry of Plantation Industries. 1/ As a measure
of rationalization, the Electoral-level Cooperative Societies have been dis-
banded and the tree crop area under them (185,000 acres) transferred to one
or other of the two major corporations (Janawasama and State Plantation Cor-
poration), which now manage 260,000 acres each. These corporations now control
over 60% of all tea land, 32% of rubber land, and about 10% of coconut land.

3.24 Production prospects in the medium term for this sub-sector, which
accounts for 37% of the agricultural sector's GDP, are constrained by the low
replanting rates of the past decade. Better management practices will at best
provide for a modest growth in tea or at worst partially offset the inevitable
decline in output due to the aging of trees. The scope for increasing produc-
tion through increased fertilizer applications is even more limited for
rubber, a crop in which mature trees are not very responsive to increased
fertilizer applications. Coconut offers greater scope for output increases
through improved fertilizer use, weeding, provision of drainage to reduce
water logging, and soil conservation.

3.25 These modest medium-term prospects should not cause policymakers
to slip back into neglecting these crops, which will provide Sri Lanka with

1/ More specifically, the Janatha Estates Development Board (JEDB -
Janawasama) has been shifted from the Ministry of Agriculture and Lands
to the Ministry of Plantation Industries.
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nearly two-thirds of its export earnings in 1982 even on an optimistic
scenario for the growth of non-traditional exports. Tea in particular is

a major source of employment; rubber has enormous long run potential since

Sri Lanka has a relatively small share in the world market; coconuts are a
staple item in the average Sri Lankan's consumption basket. Further, with
a Substantial State interest in these crops, their future prosperity is of
direct interest to the exchequer.

3.26 A major priority for these crops is to step up replanting rates.
The pace at which this is done in the case of tea must, to some extent, take

account of the present high prices and a careful examination of other alter-
nat:ives such as pruning and infilling. A Tea Master Plan, now under prepara-
tion with assistance from CIDA, will identify investment priorities for this
crop. The case for stepping up rubber and coconut replanting is somewhat
clearer. There is also an urgent need for modernization of the processing
facilities for tea, rubbier, and coconuts in order to improve the quality as
well as upgrade the product mix.

3.27 The development: and implementation of an investment program for tea,

and to a lesser extent rubber, is contingent on the quality of management
of Janawasama and SPC, who will effectively execute it. It is to be hoped
that the Government will give them the necessary financial and managerial
autonomy to get on with the job and reach a final decision on any further
changes that are to come in their organization. A recent step forward has
been the removal of uncertainty over estate managers' remuneration. An im-
portant concern is the need to ensure that the likely erosion in profitability
of these corporations from declining commodity prices is offset by correspond-
ing adjustments to export: duties.

3.28 The Ministry oi Plantation Industries sees one of its primary func-

tions as that of developi:ng institutional support for the small-growers of
tea, rubber, and coconut. These growers suffer from the usual problems of
inadequate credit and extension services and would benefit considerably from
greater attention to their needs than they have been used to receiving. These

extension problems are particularly complicated in the case of coconuts where
intercropping would greatly increase the incomes of small-holders, but which
requires extension staff to be trained to cope with the problems of a variety

of crops and activities.

3.29 Finally, an unresolved issue for this sector is the role of the
Tea Board, the Rubber Controller, and the various coconut authorities. There
is a strong case for a review of the institutional set up to avoid duplication
of activities and ensure proper coordination. There is also a strong need for
improved data collection, particulary on land use, and in the case of coconuts,
for production which is estimated in a rather unscientific manner.

3.30 In sum, the overall prospects for the agricultural sector are modest.
Field crops have the potential for rapid growth, provided a whole series of
incremental improvements in cropping intensity and yields are brought about.

Tree crops output will be constrained by past neglect. The implications of
those prospects are reviewed further in Chapter V.
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INDUSTRY 1/

Ir,--trial Policy

3.31 An analysis of the structure and performance of the industrial
sector reveals a number of serious problems. First, growth has slowed down
in the 1970s to a modest 2.3%. The poor average capacity utilization of 60%
in recent years conceals wide variations and partly reflects the critical
impact of foreign exchange shortages which, in turn, resulted in a restrictive
import controls system for a sector that imports 70% of its raw material
requirements. Price controls, poor planning, low efficiency, and the rela-
tively small size of the domestic market are other related constraints on
growth. Second, many existing industries are not competitive in a free trade
situation, as they have been established behind a protective wall of quanti-
tative restrictions and high tariffs. Third, the private sector has tended
to shy away from sizable investments, preferring a low profile in a policy
environment to frequent changes. A number of nationalization episodes in
recent years, under the Business Acquisition Act, have not exactly helped the
climate for private investment. Foreign private investors have taken the cue
from this and kept away.

3.32 The new Government recognizes these difficulties. Its main policy
objective is to "encourage export-led industrial development in preference
to import-substitution oriented industrial development that has characterized
the period since the late fifties, since the latter has proved to be both
uneconomic and incapable of generating employment." 2/ This is a welcome
shift in emphasis. While the precise policy framework designed to bring
about this restructuring is in the process of formulation, some elements in
the package are already clear. The main beneficiary of import liberaliza-
tion is intended to be the industrial sector. The shift away from quanti-
tative import restrictions greatly reduces the administrative burden of
import licensing, virtually eliminates the scarcity premium on imports, and
greatly eases the task of business planning. Easier availability of imported
raw materials, spares, and machinery will ease one major constraint on capac-
ity utilization; the elimination of most price controls will remove another. 3/
While the revised import duties, introduced as part of the reforms, are in-
tended to prevent any short-run disruption in domestic production through
competition from imports, the new Tariff Commission provides an opportunity

1/ Only a few key issues are discussed here, since a more comprehensive
survey will be undertaken by an IDA industrial sector mission visiting
Sri Lanka in March/April 1978.

2/ Government of Sri Lanka, Greater Colombo Economic Rehabilitation Area,
November 1, 1977.

3/ This is such a major shift from the policies of the recent past that
if the new policies are to be effective, the Government will need to
look out for the tendency to reimpose controls informally or through
the back door.
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to construct a tariff structure designed to prevent uneconomic import sub-
stitution and to enable a restructuring of industrial production in favor of
exports. Finally, the Government has already moved to establish a (Greater
Colombo Economic Commission, which will administer an export processing zone
designed to provide domestic and foreign investors with a safe haven from the
uncertainties that plague private investment in Sri Lanka.

3.33 These policy init:iatives are yet to be integrated into a viable
meditm-term industrial strategy. Further action is needed to devise a system
of incentives designed to ensure that "export-led industrial development" will
come about; improve efficiency of public enterprises to make them financially
and economically viable; and encourage small industries with a view to greater
employment generation and balanced regional development.

3.34 Incentive Structure. Formulation of an appropriate incentive struc-
ture,, through import policy and fiscal and monetary measures, is perhaps the
most important element of industrial strategy in an economy that is to rely
increasingly on the price imechanism. This is particularly important in man-
aging a transition from controls to import liberalization because a success-
ful and sustained transition requires a shift in relative prices of a magni-
tude that would ensure management of the balance of payments without exten-
sive resort to quantitative restrictions; this, in turn, requires sufficient
prof:itability of exports to ensure a fairly substantial and early contribu-
tion to foreign exchange earnings. An analysis of 22 import liberalization
episodes 1/ suggests that the cause of failure in most cases was that coun-
tries did not provide adequate export incentives to generate sufficient export
growt:h to offset the rise in import demand following import liberalization.
This led, in most cases, to a hasty retreat to controls. The new Government
has avoided some of the more obvious pitfalls associated with these import-
liberalization episodes. :tts change in policies was not a panic response to
a deepening payments crisis but reflected a firm political commitment to import
liberalization. The changes were also fortunately timed. The country has had
one good harvest and is moving into another. Thanks to the sharp rise in tea
earnings, the balance of payments is in a strong position with foreign exchange
reserves equivalent to at Least three months of imports. A depreciated and
floating exchange rate, an active monetary policy and tariff policy, and the
Stancl-by Arrangement with the Fund will also ease the task of balance of pay-
ments management. Nevertheless, there are two related policy areas which
deserve attention. The first is the extent of protection offered to domestic
industry; the second is the adequacy of incentives for exports.

3.35 Under the new import policy the rate of protection afforded to
domestic industries is determined in nominal rather than in "effective" terms.
Defirning the effective rate of protection as the percentage excess of the
domestic price of value added per unit over its world market price, the
effective level of protection increases considerably as the share of value
addedi in total output value declines. Therefore, industrial activities with

1/ A.O. Krueger, synthesis of research on Foreign Trade Regimes and
Economic Development, National Bureau of Economic Research (forthcoming).
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a lower value added are relatively more encouraged. Ideally, the effective

rate of protection should be, more or less, the same for various industrial

activities, except where social and private costs vary as in labor-intensive

industries or industries with extensive inter-industry linkages. In view

of the impact of the protection structure on the pattern of resource alloca-

tion within the economy and in the manufacturing sector, this issue needs to

be carefully examined by the Tariff Review Committee and the proposed Tariff

Commission. _/

3.36 The effective level of protection under a system of strict import

controls is very high. The dismantling of most of these quantitative restric-

tions implies a sizable reduction in effective protection for the industrial

sector. According to a 1970 study, 2/ the effective protection for industry

is estimated at about 110%, based on the system of the FEEC and tariffs, and

ignoring the impact of quantitative restrictions. The available evidence

suggests that effective protection to the industrial sector remains, on aver-

age, quite substantial even after the reform. 3/ This was a realistic near-

term policy choice to minimize disruption in local production in view of the

fact that a wide range of import-substitution industries were established in

the past behind the protective wall of strict import controls.

3.37 Export Incentives. The relatively high level of protection raises

the question of the adequacy of export incentives. Exports currently enjoy

no subsidies other than rebates of customs duties, which in 1976 amounted to

only 4% of the value of manufactured exports, and exemption from other in-

direct taxes. The tax holiday on export profits, which was established in

1/ A detailed analysis of effective protection based on the present tariff

and tax structure has not been made by this mission due to the exten-

sive requirement of data and time for such analysis. Based on 1970

data, the structure of effective protection is studied in G. Pyatt and

A. Roe, Social Accounting for Development Planning with Special Reference

to Sri Lanka, (Cambridge University Press, 1977). The study shows sig-

nificant variations in the effective rate of protection among major

industrial activities, ranging from negative protection for many food

processing industries to a very high level of positive protection (say,

over 100%) for industries such as textiles, machinery, rubber products,

petroleum refining, and light engineering.

2/ G. Pyatt and A. Roe (op cit.).

3/ The Central Bank's survey of manufacturing industry estimates that 40%

of gross output in industry during 1976 was value added and 70% of in-

puts were imported. Assuming the value of gross output would have been

lower by 25% and the value of inputs by 10% in the absence of tariffs,

the share of value added in gross output before tariffs is estimated at

27% and the share of imported inputs at 67%. Under the present tariff
schedule the average tariff on imported inputs is assumed to be 10%

(actual tariff rates on imported raw materials vary from 5% to 25%) and

the tariff on output to be 50% (which is the medium band in the present
tariff schedules). The effective level of protection is, thus, esti-

mated at 170%.
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1972, has not been operative since 1975. The combination of high effective
protection for import-substitution industries and lack of subsidies for ex-
port industries results in a considerable bias against exporting in the in-
centive structure. At present, the bias against exporting (defined as the
percentage excess of value added in production for the domestic market over
that obtainable in exporting) is the same as the effective level of protec-
tion for the industrial sector, which is high.

3.38 The experience of other developing countries suggests that a success-
fu:L export promotion campaign requires deliberate policy measures to reduce
the bias against exporting resulting from a high level of effective protection
afforded to domestic production activities. The introduction of direct cash
subsidies or tax concessions on export income deserves serious consideration.
These could be made a function of the value added in exporting rather than

of total export earnings so as to equalize the effective level of protection
to exports of various industrial products. The fiscal burden of these sub-
sidies will be relatively modest because of the small size of industrial
exports. 1/ Althou-h the profitability of existing export firms may be ade-
quate without such subsidies, the economic costs of "over-subsidizing" these
units is rather low compared with the potential benefits to the economy from
rapid growth of existing export industries and the emergence of new export
possibilities.

3.39 Another important component of a successful export promotion stategy
is the institutional framework, which despite various formal mechanisms, re-
ma:ins weak. The Export Promotion Council of Ministers and the Export Promotion
Advisory Committee of Secretaries need to be revived. The Export Promotion
Secretariat needs to be strengthened in staff and financial resources, and
overseas representation in major trade centers needs to be considered. A
major initiative in this area is the Free Trade Zone (FTZ). Although enabling

legislation has been passed and a Greater Colombo Economic Commission has been
est:ablished, the Government has yet to clarify its precise intentions on the
FTZ. For instance, is the FTZ to be established initially in a small area
near Katunayake airport, which would be realistic, or will it cover the more
ambitious 200-square-mile zone north of Colombo? The official view is sensibly

veering towards the former. Will privileges accorded to FTZ units be extended
out:side the zone? The extent of the Government's financial commitment to the
zone has also not been disclosed.

3.40 The idea of a FTZ is an attractive one, and it is not difficult to
see why it has won a high degree of political commitment. The zone is seen
as a way of achieving in one cordoned-off corner of the country what the poli-
tical climate would not permit in the country as a whole; i.e., launching a
major effort to attract domestic and foreign investors by providing guarantees
on repatriation of capital, labor legislation, etc., which would have been
diEficult to adopt island wide. A recent court ruling, however, has eroded
some of the powers of the Greater Colombo Economic Commission and dealt a

IT Manufactured exports, excluding petroleum products, amounted to only
S36 million during 1976. Assuming value added was 30% of gross output,
a 50% cash subsidy on value added for export industries would amount to
Rs 87 million.
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blow to the idea of a differential incentive structure. There is also a per-
plexing ambivalence that characterizes the Government's approach to private
investment, which is reflected in the Budget Speech, and which could adversely
affect the Government's ability to attract foreign investors to the zone. 1/
The Government, therefore, first needs to clearly define its attitude to pri-
vate investment, and to clarify the role it sees the zone performing. As
regards the size of the FTZ, it is necessary to start from a small, clearly
demarcated area since the administrative difficulties associated with monitor-
ing the flow of goods in and out of a large area would be enormous, particularly
in the situation where the domestic price of a product imported for or produced
in the FTZ substantially differs from its international price. As Sri Lanka
has to compete with similar FTZs in other countries, the location of the FTZ
needs to be attractive particularly in terms of service and transport facili-
ties. In this respect, the proposed area at Katunayake appears to be a real-
istic choice. A decision on the location must be followed by a careful anal-
ysis of the likely costs and benefits under alternative assumptions of various
fiscal incentives and facilities, before any major investmei:t decision is made.
The pre-feasibility study by a special committee in 1974 2/ :-eeds to be updated
in the light of the present costs for infrastructure investrients, the current
foreign trade environment, and recent experiences from other similar facilities.

3.41 It would be unwise, however, to treat the zone as a panacea for
the sector's problems. The employment potential of these zones tends, on the
whole, to be small (not much more than about 12,000 jobs in five years) and the
net foreign exchange earnings may be quite modest in the first four or five
years, given that domestic value added for most manufactured exports is quite
low at around 30%, and that a gestation period of at least two to three years
must be assumed before investment decisions result in actual capacity creation.
It is, therefore, of some importance that the Government should not let the
export processing zone divert its attention from creating an incentive and
institutional infrastructure for non-traditional exports irrespective of
where these activities are located.

Public Enterprises

3.42 While a successful effort at boosting manufactured exports is
necessary for a sustained long-term increase in industrial production, a
reform of the public sector must also rank high in the Government's prior-
ities, as it accounts for 66% of the current gross value of production in
the "organized" industrial sector. The performance of public sector units
leaves much to be desired. Capacity utilization remains low at about 50-60%;

1/ The booklet advertising the zone, for instance, chooses to give advance
publicity to "a formula (to be worked out) for the transfer of owner-
ship to national hands after a number of years." (Government of Sri
Lanka, op. cit., p. 16).

2/ The Scope, Functions, and Role of Export Processing Industrial Estates
in Sri Lanka, Export Promotion Secretariat, Government of Sri Lanka,
October, 1974.
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financial performance has deteriorated to a point where net profits from these
enterprises have become negative; and production costs in some enterprises
(particularly paper and sl:eel products) are uncompetitive so that these have
to be protected through high tariffs on quantitative controls on imports.

3.43 The factors adversely affecting the performance of public enterprises
are many and complex, and the satisfactory resolution of these difficulties
will, not be easy. First, public enterprises suffer from a multiplicity of
coni.licting objectives. For example, the deteriorating financial performance
of t:hese enterprises in recent years (see Appendix Table 8.4) is largely a
result of the Government's decision not to allow price increases in spite of
higher costs of imported raw materials. The National Textile Corporation and
the Ceylon Petroleum Corporation (which are the two largest public corporations)
belong to this category, since the prices of their products are kept at low
levels in order to "protect" consumers from paying high prices for "essential"
products. Government interference frequently goes beyond pricing decisions.
Location of enterprises is often decided on political grounds, rather than com-
mercial, resulting in transportation and marketing difficulties (e.g. cement,
chemicals, and textile units). Recruitment to these enterprises frequently
requires Ministerial approval. All capital expenditures over Rs 500,000
(about $30,000) and bank borrowings require the approval and concurrence of
the Minister.

3.44 Furthermore, the number of State industrial corporations (28 at
present excluding subsidiaries and units without corporate status) seems
to be excessive, making it: difficult to find qualified personnel to serve as
board members and chairmen, who are usually replaced whenever a new political
part:y comes to power. There is a need to reduce the number of corporations,
perhaps by reorganizing uniits along sectoral lines. The linking of salaries
in public enterprises to ithose of the bureaucracy also inhibits recruitment
of essential technical and managerial talent who are better paid in the
private sector.

3.45 Most of these problems are not unique to Sri Lanka. However,
their assume greater importance in Sri Lanka because of the dominance of the
pub]iic sector in all major industrial activities. The fact that some public
enterprises (particularly the Ceylon Ceramics Corporation) have performed
quit:e well even under these adverse conditions, suggests that the quality
of managers is also an important determinant of the performance of these
enterprises. A comprehensive program needs to be developed to improve the
performance of this critical sector. Such a program should include: (i) an
effective organizational set up for public enterprises, (ii) specific rules
guaranteeing maximum autonomy in management, (iii) incentive bonus schemes
for managers and workers based on their performance, and (iv) effective
devices for monitoring their performance. Furthermore, a detailed program
to improve production efficiency needs to be formulated and implemented on
a priority basis for a few selected industries/enterprises.

Small-Scale Industry

3.46 Small-scale enterprises deserve special attention for two reasons.
The first is their relative importance in industry: according to a survey
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by the Ministry of Industries and Scientific Affairs, enterprises with fixed
assets less than Rs 1 million (US$90,000) acounted for 92% of units in the
private industrial sector, 6% of employment and 44% of gross output during
1974. 1/ The second is that the development of an efficient small-scale sector
is likely to be an effective means of generating industrial employment (since
small-scale enterprises tend to be more labor-intensive) and achieving geo-
graphical dispersion of industries (since small-scale enterprises can serve
small, local markets more effectively). These two issues are of importance
in Sri Lanka in view of the high unemployment rate and the highly skewed
concentration of industries around Colombo. 2/

3.47 The 1978 budget grants a five-year tax holiday for small- and
medium-scale industries outside the Colombo District, although no clear
definition of stch industries has yet been specified. Instead of the pro-
posed "blanket" subsidy to all small enterprises, a more effective way of
developing a viable and growing small-scale sector would be to identify the
structural constraints faced by most small-scale enterprises and to initiate
measures for remedying these constraints. Such measures should include an
effective institutional framework for promotion, extension services, and
credit financing. There is, at present, a multiplicity of authorities (the
Industrial Development Board for small-scale industries, the Department of
Small Industries mainly for cottage industries, and the Ministry of Textiles
for handlooms), and lack of coordination among them. The Industrial Develop-
ment Board, the most suitable authority for the promotion of small-scale
enterprises, needs to be strengthened in terms of staffing, particularly at
the field level. As regards financing for small-scale enterprises, the
commercial banks with extensive branch networks in rural areas should be
encouraged to play a leading role. This will be facilitated by a new credit
guarantee scheme which was due to come into effect on March 15.

1/ This survey covered only registered industrial units. The size of the
"informal" (unregistered) sector is uncertain but believed to be sub-
stantial, particularly in terms of industrial employment.

2/ About 90% of value added in the private sector originated in Colombo.
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IV. EMPLOYMENT AND WELFARE

Employment Policy

4.1 The Government has quite rightly placed employment generation high
on its policy agenda. A million unemployed, most of them young and many vocal,
not only constitute a serious threat to political stability, but also represent
a vast pool of substantially unutilized resources. From 1977 to 1982, the labor

force will grow at an average rate of 2.6% per annum. More than 70% of the
new entrants will have at least some secondary education, and about a third

will be women. If employment grows as slowly in relation to output as was

th,e case between the censuses of 1963 and 1971, (1.7% in employment compared
to 4.5% in GDP) then with a 5.6% growth in output projected for 1977-82 (see

Chapter V), employment would grow by 2.1%, increasing the unemployment rate
by 0.7% annually. Merely to avoid further increases in the number unemployed
would require a 30% increase in the labor intensity of growth (defined for

this purpose as the ratio of employment growth to output growth). To cut
unemployment by 50,000 per year (about 5% of current unemployment) would re-

quire that employment grow at 3.6% annually or a 75% increase in the labor
initensity of growth.

4.2 Realistically, unemployment is likely to be a continuing problem
for many years to come. This is both because of the size of the backlog and
the structural nature of the problem. Nevertheless, the new Government has

been moving, with understandable haste, to take ameliorative steps. There

are three discernible elements in its approach. First, it has introduced
wilth effect from March 1, 1978, changes in the machinery for placement in

public sector vacancies. Second, it is launching into a number of short-term
employment measures, primarily aimed at filling all existing "vacancies" in
the public sector. Third, its choice of long-term development projects is,

in part, dictated by the employment potential these appear to offer. The
acceleration of the Mahaweli Scheme and the export processing zon,e fall into
this category.

4.:3 The existing machinery for placing the unemployed in public sector
vacancies had ceased to function for all practical purposes. Although the

nunbers registered at employment exchanges have risen steadily from about

200,000 in the mid 1960s to 559,000 at the end of 1976, the numbers placed
in jobs have fallen from 3.6% of those registered in 1965 to 0.2% in 1976 (or

about 800).- 1/ This is despite the fact that Government employment has been
rising by about 29,000 a year over the last decade (see Appendix Table 1.3).
The explanation for this lies mainly in the increasing degree of politiciza-
tion in public sector appointments, which caused the established machinery for

placements to be short circuited. Under the new placement machinery each of
the 168 Members of Parliament will initially select 1,000 persons from among

1/ Thus, in the 1970s, while the numbers registered at employment
exchanges was rising by about 25,000 each year, the numbers placed
in employment averaged 2,200 a year.
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the unemployed in his or her electorate, giving preference to those between
18 and 35 and those coming from households in which no one is employed or in
which the income is inadequate to support the household. A job placement
committee in each electorate will categorize the unemployed by experience and
qualifications. These categorized lists will be sent up to the Secretariat of
the new District Ministers where these would be matched against public sector
vacancies at village, electorate, district, and national level. This scheme,
it is suggested, would "provide" 168,000 jobs a year.

4.4 The unstated assumption is that there will be 168,000 vacancies in
the public sector to fill each year. The "crash" unemployment programs are
designed to help create those vacancies in the short run before the Govern-
ment's more ambitious development programs, such as the Mahaweli, get going.
Government departments and public sector organizations have been asked to
list all vacancies. A massive 246,000 vacancies have so far been "identified",
of which 193,000 are in the nationalized tea and rubber plantations. It is
also intended to replace annually the 60,000 Indian Tamil estate labor, due
to be repatriated, with local labor. This would involve twice the average
level of repatriation of Tamils to India in the last five years under the
Sirima-Shastri Pact of 1964.

4.5 There are, inevitably, unenviable trade-offs between the need to
respond in the short term to the crisis of unemployment and the Government's
long-term employment goals. However, if relatively unproductive employment
expands as rapidly as is implied by these crash programs, it will eat into
scarce budgetary resources for development. 1/ Take, for instance, the
193,000 additional jobs in the tea and rubber estates. These vacancies have
been arrived at by calculating labor requirements per acre for tea and rubber
under optimal conditions (i.e., under high-yielding varieties) and subtracting
present employment levels. This calculation ignores the fact that less than
one-fifth of the acreage under public sector tea is currently under high-
yielding vegetatively propagated teas. The cost of attracting Sinhalese labor
to the tea estates should not be underestimated; working conditions are un-
attractive; housing, health, and education standards are unsatisfactory. If
this proposal were to be carried through, the financial implications for the
two public sector corporations would be disastrous. 2/ This is not to argue
that there is nothing to gain from a close examination of labor requirements
in the public sector. Irrigation systems, for instance, have suffered from
lack of adequate maintenance funds. But unless there is a rigorous scrutiny
of whether any vacancies identified deserve to be fi'lled, the Government will
run the risk of trading in its long-term employment objectives for illusory
gains in the short run by eating into the very resources needed to attain
those objectives. Further, since the unemployed are relatively educated young

1/ The budget already provides Rs 130 million for 100,000 jobs.

2/ Allowing only for the increase in wage bills, at a post-budget wage
of Rs 8.25 a day for 280 days a year, the increased wage bill for SPC
would be Rs 190 mn, and for JEDB, Rs 210 million. This would wipe out
the projected profits of these corporations of around Rs 200 million
each in 1978 at the current high tea prices and the new exchange rate.
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men and women unwilling to settle for available unskilled jobs, the more that
the Government does to increase the probability that unemployed persons will
get a Government job, the more reason there is for young people to remain
unemployed and, in the case of women, to enter the labor market, in order
to be in the queue for those Government jobs.

4.6 It would be equally unwise to suggest, particularly in the Sri
Lankan context, that a rapid growth strategy would in itself take care of
unemployment. At the 1963-71 ratio of employment to output, output growth
would have to be almost 7% annually just to absorb new entrants to the labor
force. What is needed is a concerted effort to make the growth process more
labor-intensive through appropriate factor pricing, a more careful choice of
investments, and efforts to improve the working of the labor market.

4.7 There remains a serious contradiction between the Government's
desire to increase industrial employment and the encouragement of capital
intensity implicit in the combined impact of the budgetary measures intro-
duced in November 1977. The 100% initial year depreciation allowance, which
consolidates previous tax allowances on plant and equipment, when taken
together with the present long-term development lending rates, 1/ implies
a continuing subsidy to capital of between 20-30%. In nominal terms, the
depreciation of the rupee removes an additional subsidy to imported capital
goods of approximately the same magnitude. But the greater availability of
imported equipment implicit in a switch from severe quantitative restrictions
to a liberalized regime iS likely to more than offset the combined effect of
currency depreciation and tariff changes. On balance, capital is now less
expensive in relation to 'Labor. Moreover, labor costs have risen as a result
of the budgetary measures. The curtailment of the ration for households earn-
ing over Rs 300 a month effectively eliminates most organized sector workers
fromi ration coverage. To offset the impact on workers, the Government has
increased government wages and salaries across the board by Rs 50 a month and
is requiring private employers to follow suit. For lowest grade jobs, this
increases labor costs by 25%. Industrial wages rise by 10%. Thus, with the
increase in labor costs of 10-25%, the subsidy to capital of 20-30% 2/ becomes
an even more formidable obstacle to employment growth. It is not possible,
on present information, to measure the impact of the removal of this subsidy
on employment but the experience of other countries suggests that the gain
in employment could be substantial. 3/ There will remain, however, other

1/ Long-term lending rates remain unchanged despite the sharp increase in
short-term lending rates.

2/ The capital subsidies were calculated by taking the present value of
the incremental after-tax gains to investors from the 100% depreciation
allowance and the int:erest subsidy. Of the two, the depreciation allow-
ance is far more important.

3/ This point should not: be stretched too far. During the 1960s when
output growth was rapid, wage rates were relatively stable, and the
food subsidy was a major subsidy to labor, employment growth was dis-
appointingly slow. Capital subsidies, however, cause a misallocation
of this scarce factor of production, with a resultant decline in
employment.
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encouragements to excessive capital intensity. A history of poor labor rela-
tions, combined with labor legislation which, for commendable reasons, restricts
employers' rights to fire or lay off workers, has undoubtedly slowed down
employment growth and encouraged excessive resort to casual labor and overtime
work. The new Government's proposed trade union reforms, which will require
one union per industry or unit and envisage labor participation in management
and ownership, are a useful response to this problem, and are an experiment
worth watching. Another useful step would be to ask the proposed Tax Com-
mission to review investment incentives with a view to designing a system
that avoids unintentional interference with employment growth. Subsidies to
increases in employment rather than to capital have been considered in Sri
Lanka before, but never tried. They deserve further exploration.

4.8 Another key determinant of employment growth is likely to be the
pattern of sectoral investment. Agriculture clearly offers the largest
employment opportunities. Between 1953 and 1971, employment in paddy grew
at an encouraging 4% per annum. As we have seen above, this growth was
achieved at relatively high cost. But substantial employment opportunities
lie in a more intensive utilization of existing irrigated paddyland. Improved
cultural practices, such as weeding and transplanting, better water management,
improved maintenance of irrigation schemes, and the increase in cropping in-
tensity that would follow from these, are all highly labor-intensive. Major
irrigation projects tend to be highly capital-intensive. Thus more relative
emphasis on major rather than minor irrigation and rehabilitation means a low
labor intensity of growth. As for tree crops, tea is the most labor-intensive
crop in Sri Lanka. While the padding of employment rolls in the State-owned
plantations is undesirable, there is a strong case for accelerating replanting

levels to increase the area under labor-intensive VP teas. 1/ There is also
scope for rehabilitation of catchment areas under tea, and reforestation of
tea lands for timber and cover. A well-conceived rehabilitation program for

tree crops will come closer to the extremely optimistic employment projections
for this sub-sector.

4.9 The extent to which the Government succeeds in shifting its indus-
trial strategy from import substitution of a capital-intensive nature to
export-induced growth will be a key determinant of employment growth in this
sector. The well-documented experience of other countries suggests that
success in international markets for manufactured products has three major
effects on employment. First, it adds directly to employment; in poor count-
ries manufactured exports tend to be labor-intensive in relation to industrial
products in general. Second, it forces attention in the economy as a whole
to efficiency and the exporting country's comparative advantage, which in Sri
Lanka's case is its abundant supply of educated labor at low wage rates. The
reason for this "spread effect" is partly example, and partly the extensive
prevailing linkages between exports and other manufactures such that helping
exports requires policies which also improve the efficiency and labor intensity
of the other manufactures. Third, export-led growth tends to lead to higher
savings and output growth, thus increasing employment further. But if the
Government is to take full advantage of this, it needs to ensure that its

1/ Vegetatively propagated high-yielding teas.
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emphasis on exports goes beyond the proposed export processing zone, the
benefits from which will be modest and take time to flow. Among other sectors
deserving attention are: (i) the informal sector -- small-scale manufacturing
and services, which have been severely constrained by unimaginative credit
policies 1/, but where employment potential according to IL0 studies in Sri
Lanka and elsewhere, are large, and (ii) construction, which has been handi-
capped by the persistent failure to increase public investment.

4.10 In Chapter I of this report, the structural problem of educated
unemployment was stressed. An acceleration in economic growth, particularly
agricultural growth, will primarily create demand for relatively unskilled
labor rather than for the white collar jobs of them desire. The current >

shortage of seasonal labor in the rice surplus districts of Polonnaruwa and
Anuradhapura suggests ironically that labor may be the severest constraint
to a more intensive use of existing lands. There is also legitimate concern
that unskilled labor may not be available for the proposed acceleration of
the Mahaweli scheme. An effort is needed to make unemployment less attrac-
tive than semi-skill2d or unskilled employment for the educated young; the
key point here is that they should not have grounds to believe that if they
remained unemployed, they would be rewarded with government help or jobs.
It is in this context that one must view with some concern the new monthly
Rs 50 dole to the unemployed. However, the dole is intended as a once-and-
for-all action, and is limited to those individuals initially selected. If'
serious consideration is given to the proposal that beneficiaries who refuse
employment offered to them would lose their entitlement to the dole, it might
prove a useful way of ta:kling the structural causes of unemployment. The
proposed "development corps," with uniforms and other means of providing
status to its members, i3 based on the expectation that unemployed youth will
lower their sights from white collar jobs and settle for the security and
guarantee of a reasonable livelihood, provided an effort is made to minimize
the loss of dignity ascrLbed to manual work. It is, therefore, a useful idea
worth exploring. But experience in Mauritius and elsewhere suggests that it
is easier to move young people, who were mostly being supported by their
parents, onto the public payroll than to get them off it.

Education Policy

4.11 More effort is, therefore, needed to improve the working of the
labor market, including a further reduction in wage differentials between
education levels and an attempt by the Government, as a major employer, to
slow down the escalation over time of the educational attainments required for
employment. In addition, it would be useful for the Government to step
up efforts to produce more realistic job expectations. Education policies
also need special attention, particularly as they relate to vocational
counselling and to the curriculum and rate of expansion of secondary and
higher education. The new Government has introduced a number of changes in
the education system. The 0- and A-level examinations after the the 10th
and 12th grades (rather than the NCGE and HNCE examinations after the 9th and
11th grades) have been reinstated to restore "international comparability",

1/ It is understood that new credit policies are under considerat:ion.
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and vocational subjects have been de-emphasized. This change is justified
on the ground that the objective of the previous system, i.e., to equip pupils
to pursue occupations traditionally followed in the area where they lived, was
never achieved. The resources available to give content to the new forms of
education were inadequate. Schools lacked equipment; teachers were inadequately
trained or experienced in the new curricula. The changes had been introduced
abruptly, with little effort to build prior support for it among parents. The
scheme was particularly criticized by the small minority of parents who feared
the new examinations would reduce access to education overseas. It is a pity,
however, that the Government chose not to wait for the findings of the new
education commission it has appointed before changing a system that perhaps
was suffering mainly from initial teething troubles. There is, after all, a
considerable consensus among educators and employment specialists that educa-
tion must place more emphasis on relevance to employment and less on qualifi-
cations. There are surely less costly and more effective ways to provide
special training to the small minority going beyond the 11th grade level to
Sri Lankan or foreign universities. The cost of the currently planned approach,
which adds an extra year and reorients the overall secondary education struc-
ture away from the needs of the vast majority, is likely to b2 very high.

4.12 The proposal to expand post-secondary vocational or university
education represents an attempt to ease the employment problem by temporarily
delaying entry to the labor market; but given the budgetary constraints on
education, this high cost measure is likely to cause an undesirable squeeze
on funds required to make education at lower levels more relevant and to
reduce the drop-out rate. 1/ To the extent that this proposal expands the
number of those with post-secondary qualifications, at a time when unemploy-
ment among those with these qualifications is growing, it will only aggravate
the problem in the medium term.

4.13 In this context, the Government is quite right to encourage the
emigration of skilled and semi-skilled Sri Lankans to the Middle East. A
controlled emigration, which ensures that scarce skills are not lost to the
country and guards against exploitation of emigrant workers, could be a source
of sizable foreign exchange earnings, as can be seen from the experience of
Sri Lanka's northern neighbors, while providing a valuable outlet to the
educated unemployed. This will require the establishment of training schemes
designed to ensure an adequate supply of scarce skills for local needs. Direct
efforts will also be needed to reduce the emigration of scarce personnel, such
as doctors, nurses and engineers, perhaps through the withholding of formal
degrees that provide international mobility until a specified period of public
service or apprenticeship is completed.

Health Policy

4.14 As discussed in Chapter I of this report, the health care system has
been deteriorating due to inadequate funds 2/ and the emigration of doctors

1/ There is already evidence, for example, that many primary schools do not
have enough funds for even the most basic school supplies.

2/ Except for the malaria control program.
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and nurses. But the system remains structurally sound. The steps required
to improve the system, identified in a recent major health planning analysis,
include a greater emphasis on primary health care and on integration of
basic health services, as well as assuring the adequacy of the secondary
and tertiary layers of the "referral" system. There is also a need to accel-
erat:e efforts, through family planning and related health programs, to reduce
the birth rate further. 'he emigration of doctors and nurses emphasizes the
importance of increased reliance on paramedical health workers. The inter-
rupt:ion between 1975 and L977 in the training program for Assistant Medical
Practitioners, who can carry out many tasks that would otherwise require a
full-fledged doctor, was unfortunate. The current enrollment of 60 AMPs per
yeai- is insufficient to ofEfset the attrition in their ranks since 1970 (see
Appendix Table 10.6). A health system which has contributed significantly to
high life expectancy is a national asset that deserves support. An imagina-
tive response is needed by health planners (and aid donors) to a system that
is likely to remain vulnerable to budgetary constraints and emigrat:ion of
personnel.

4.15 Despite Sri Lanka's remarkable progress in the social fields, it
remains a poor country where malnutrition is still sometimes a serious prob-
lem; where infant mortalit:y has reached a plateau thus far during the 1970s
at a rate three times that: in Northern Europe; where a large percentage of
children still drop out of school before completing five years of education;
and where the progress recorded in fertility reduction cannot be an excuse for
complacency in family plarning. The continuing emphasis of successive govern-
ments on the social services is prompted by this unfinished task. One area
where very little progress has been made, is among estate labor. Their health
and education status is much lower than that of the population as a whole.
They account for a disproportionate share of infant mortality and primary
school drop-outs. The explanations for this lie in their cultural isolation
imposed by historical circumstance, their lack of political power as a disen-
franchised minority, the conflict between job and child care for working
mothers, the low returns to education for families culturally trapped on remote
estates, and the fact that funds for welfare amenities ate into the declining
profits of tea estates. I'his is a blot on Sri Lanka's otherwise excellent
social record. Improvement of social services in the estates is of increasing
relevance to a strategy designed to revive this sector and to attract Sinhalese
labor to replace emigrating Tamil workers.
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V. MEDIUM-TERM PROSPECTS

5.1 The impact of the Government's program of economic reforms on the
country's medium-term prospects is not yet clear. While its basic thrust is
to be welcomed, there is justifiable concern over the likely response of pro-
duction, exports, and investment to these changes, as well as the continued
large subsidy burden. Moreover, the timing of the budget necessitated some
quick decisions on major issues such as the new tariff structure, the level of
export incentives, the establishment of a dole, the relative prices between
flour and rice, and the enlargement of the capital budget for 1978 without
specifying its content. Additional measures will be needed to resolve the
inconsistencies that remain.

5.2 In the near term, significant increases in production are possible
through greater utilization of existing resources, while at the same time,
efforts are made to establish the basis for sustained long-term growth. The
most effective policy weapon in addressing these issues is likely to be the
proposed medium-term development program, now in its early stages of formu-
lation. Although it would be premature to speculate on its precise content,
it is possible to set forth some general indications of the economy's growth
potential, by sector, over the next five years (1978-82), and the nature of
the resource allocation and mobilization efforts that these will entail. 1/
Two possibilities are examined. The first, which is treated in some detail,
depicts the potential for high growth and its policy requirements. The role
of an accelerated Mahaweli program is addressed within this context. The
second possibility of continued low growth is discussed briefly later in
this chapter. These projections are preliminary Bank estimates. The Govern-
ment is currently preparing its own projections which will be reviewed by
the Bank in due course.

Sectoral Potentials

5.3 Based upon sub-sector potentials, growth in agriculture could
average about 4.0% per annum in the medium term (Table H). The unification
of the exchange rate should prove beneficial to production by rectifying the
previous bias against tree crop exports and in favor of food imports. Never-
theless, the sector's immediate possibilities are constrained by the gestation
periods involved in accelerating tree crop production. There is a conflict
between the need to establish a basis for long-term growth through replanting

1/ For the methodology and detailed background data see Annex C. Two
detailed projections were made depicting the high- and low-growth
possibilities in the 1978-82 period. Estimates for GDP, balance of
payments and public financial positions for 1977 were adjusted to
reflect the new exchange rate and other budgetary measures and serve
as the base year figures. These estimates were based on data provided
to the mission in December 1977 which are to be revised by the Gov-
ernment. The focus, therefore, should be on the pattern and growth
rates depicted, rather than the absolute value of any particular
variable.



Table H: PERCENTAGE ANNUAL GROWTH OF MACRO-ECONOMIC PARAMETERS
(constant prices)

High Growth Low Growth
1977 (adj.) 1980 1977 (adj.) 1977 (adj.) 1980 1977 (adj.)
1980 1982 1982 1980 1982 1982

Gross Domestic Product (factor cost) 5.4 5.9 5.6 3.8 3.2 3.5
Agricultur'e 4.2 3.4 3.9 2.5 1.7 2.2

Tea 1.8 0.7 1.4 0.0 -1.1 -0.5
Rubber 1.8 1.2 1.6 1.3 1.0 1.2
Ceooutv i 
Paddy 4. 9 4.1 4.5 3.32.28
Other 45 4.5 4.5 3.0 3.0 3.0

Mining 5.0 5.0 5.0 3.3 3.0 3.2
Manufacturing 4.3 8.5 6.0 3.7 4.0 3.8
Construction 10.8 10.0 10.5 6.6 4.6 5.8
Services 6.3 6.4 6.4 4.8 4.0 4.2

Gross Domestic Product (market prices) 6.9 7.0 7.0 5.3 4.2 4.8 Vi

Private Consumption 9.1 4.0 7.0 8.6 2.3 6.0

Public Consumption 11.0 8.5 10.0 6.7 5.6 6.3

Gross Domestic Capital Formation 12.0 13.2 12.5 8.7 6.0 7.6

(As percent of GDP at market prices)
1978 1980 1982 1978 1980 1982

Private Consumption 78.3 76.7 72.4 78.2 79.4 76.5

Publ,c Consumption 9.4 11.1 11.4 9.4 10.4 10.6

Gross Domestic Capital Formation 17.3 17.6 19.8 16.9 16.8 17.4

Balance Goods & NFS -5.0 -5.3 -3.6 -4.6 -6.6 -4.5

Source: Annex C.
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and the decrease in current production that would result. In tea and rubber,
past low replanting rates combined with an accelerated replanting program in
the next few years would, in the absence of a marked improvement in management
of estates and increased fertilizer use, lead to a decline in production in
the forthcoming period. Assuming that public sector management is improved,
and the recent improvement in producer incentives is sustained, production
of tea and rubber might grow on average by 2% per annum in the near term,
decreasing to 1% in the early 1980s as the benefits from improved management
begin to taper off. Even so, the growth rate for tea between 1970 and 1982
would be barely 0.4% per annum. Rubber production could reach some 400 mil-
lion lbs by 1982. The near term outlook for coconuts is more promising as
production recovers from the recent drought. From a depressed level of 1,950
million nuts in 1977, output could return to the level of the early 1970s of
2,700 million nuts by 1982.

5.4 The greatest potential in agriculture is in paddy where expansion
in asweddumized area alone from projects currently underway would assure 2%
per annum real growth in the medium term. As detailed in Chapter III, the
possibilities from more intensive cultivation are equally promising. While
the financial requirements in achieving progress through more intensive
cultivation would not be great, the establishment of sound extension, credit
and marketing services, and arrangement of timely delivery of vital inputs
are difficult and time-consuming tasks. Although growth in output could
theoretically be over 6.0% in the medium term, a reasonably feasible achieve-
ment would be around 4.5% with output reaching some 100 million bushels by
1982. 1/ The implied long-term growth for paddy (2.2% per annum in 1970-82)
would be below the growth actually recorded in the 1960-77 period.

5.5 The potential from other agricultural activities, which account for
over 40% of the sector's value added, is generally good. Output could grow by
4.5% per annum compared with some 3% in recent years. Of this portion, over
one-third is contributed by subsidiary field crops whose remarkable growth in
the past will be difficult to sustain in the medium term as land pressures
intensify. The adequacy of incentives is important, especially for coarse
grains which must compete with subsidized imported flour. Growth in certain
other activities will be harder to accelerate in the near term such as live-
stock, forestry, and fisheries.

5.6 The medium-term potential in the industrial sector is much less
clear. Greater availability of imported inputs and more attractive incen-
tives from relaxation of price controls should remove several of the major
obstacles to fuller capacity utilization for industries catering to the
domestic market. This will, to some extent, be offset by the impact of

1/ This would represent a 22% increase over the estimated 82 million bushels
produced in 1977. Of this 22%, roughly ten percentage points would be on
account of acreage expansion, seven percentage points through yield
increases, and five percentage points through increased intensification.
This breakdown reflects in part the difficulty of improving water manage-
ment, on which political constraints predominate, and the lack of success
that the Government has had in supplying farm power, which together have
hindered increased cropping intensity.
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import compecition on industries that previously enjoyed quantitative re-
strictions or high levels of effective protection, such as certain food
processing industries and producers of agricultural implements and chemicals.
There are also, clearly, some industries where import substitution possi-
bil;Lties are nearing exhaustion and where the level of domestic demand will
limLt future growth. Output prospects in the domestic market could be greatly
boosted by measures designed to improve management of aiLing public sector
enterprises which account for over half of industrial value added and by an
effort to remove the ambiguities that surround the Government's attitude to
private investment and to the relative roles of medium and small industries.

5.7 The domestic investment climate will also influence the success of
the Government's plans to attract private foreign investment to the proposed
export processing zone north of Colombo. An early clarification of policy
intentions, together with a suitable institutional framework and incentive
structure, is needed for a successful long-run purauit of an export-led indus-
trial growth strategy. CuLrrently industrial exports account for only 12% of
the sector's output, but if the rapid growth of the past continues, their
conitribution to output growth will rise. 1/ Given the adjustment problems
involved, it should be possible to accelerate growth gradually from 4.3%
in the near term to 8.5% 1)y the early 1980s, averaging 6.02 for the period.
This will not require any major direct involvement by the Government in the
production process beyond its current role.

5.8 The output of the mining sector, comprising essentially gems,
graphite, and mineral sands, could grow at 5.0% per annum in the period. 2/
The sector's potential is dependent upon additional incentives to promote
exports and the extent of resource endowments, of which little is known.
With an acceleration in public sector i vestment, discussed below, a rela-
tively rapid growth of around 102 per ixnum is projected-in construction.
Here the size of the Mahaveli program will have a major impact. Growth in
services should be high throughout the period, averaging 6.42 per annum.
This is partially a consequence of increased demand for power, transportation,
storage, and communication as agricultural and industrial production expands.
The major component of th:Ls growth will be on account of expanded external and
domestic trade and enhanced involvement of the Government in economic and
social activities. The latter is a consequence of the need to rehabilitate
and strengthen the health and education system (Chapter IV) and to establish
supporting economic services such as improved extension and credit facilities.
Moreover, an acceleration in investment will require a concomitant increase
in recurrent expenditures to maintain and effectively utilize the productive
capaLcity created.

5.9 On balance, the sectoral breakdowns indicate that a high growth
rate averaging about 5.5% per annum in the medium term is possible, with a
gradual acceleration by the early 1980s. Even so, its attainment would re-
quire addressing some of the serious structural problems facing the economy.

17 With a projected grorth of 31% per annum (Annex Table C-11), their share
would rise to about cine-third of value added in manufacturing by 1982.

2/ The recorded remarkat,le growth of the seventies is due to the shift
in gem exports to legal channels following the introduction of the
Convertible Rupee Account Scheme.
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Investment Requirements

5.10 An essential prerequisite is a marked increase in the level of
investment from the 15-16% of GDP experienced in recent years to some 20% by
1982. Such levels are conditioned by projected resource availability and
investment opportunities. Relative to the growth potential of about 5%, the
implied ICOR would be around 4 compared with the 5.5 experienced in the early
1970s. Much of this increase in investment will need to take place in the
public sector, 1/ although numerous opportunities exist for private invest-
ment, particularly in industry and other activites such as tractor services.

5.11 The content of the investment effort should be shaped by the fact
that despite the recent uplift in the balance of payments situation, brought
on by unusually high tea prices, a major constraint to more rapid long-term
growth is the country's structurally weak external position. The focus,
therefore, should be on altering the structure of the economy in favor of
increased non-traditional exports and reduced food imports. At the same
time, rehabilitation of the productive base is a high priority, particularly
in the tree crop sector and in supporting economic infrastructure such as
power, transport, and communications. The form and sectoral content of such
n investment program cannot, at the moment, be stated with precision. The

finistry of Finance and Planning is currently working with the line ministries
n preparing sector reviews with the ultimate objective of identifying priority

projects.

5.12 In recent years, about one-third of government fixed investment has
been in agriculture. 2/ Another one-quarter of public capital transfers has
been allocated to public corporations in agriculture. Although manufacturing
absorbs very little government fixed investment, its share of capital trans-
fers has grown considerably, to about 50%. These proportions will undoubtedly
need to shift in favor of agriculture and supporting infrastructure in the
medium term. Not only are priorities higher in agriculture, but eventually
public industrial corporations will have to rely on internal financing or
commercial borrowing in the new environment, while the private sector will
have to provide the main impetus to an increase in industrial investment in
coming years. 3/ These adjustments, however, will take time.

5.13 Establishment of an appropriate balance in expenditures among com-
peting sectors will not be an easy task. The slackening of economic growth

1/ (Annex Table C-3). This will involve investment by Government and
public enterprises accounting for 38% of total gross capital formation
by 1982 compared with 33% in 1977. (Including public corporations, the
increase will be from 48% to 56% by 1982.)

2/ No comparable sectoral breakdown is available for public corporation
fixed capital formation as well as for the private sector.

3/ This will in turn require strengthening of commercial banks and
development finance institutions designed to meet requirements of
long- and medium-term capital.
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and the severe unemployment problem have created a political environment in
wlhich the Government faces enormous pressures to satisfy popular aspirations
at the expense of meeting the nation's long-term needs. The crash unemploy-
ment programs and the urgency attached to the implementation of a few high
visibility projects are an attempt to meet these aspirations. While such
projects undoubtedly will have a major and constructive role in a considered
medium-term development program, the Government is aware that these should
not be viewed in isolation. Careful thought is being given to establishing
the desirable level of resources -- financial and human -- that should be
aLlocated to such projects in relation to other equally pressing requirements
throughout the economy.

Domestic Resource Mobilization

5.14 Raising sufficient resources to finance an enlarged capital program
and associated recurrent expenditures will not be easy. Private consumption
will rise sharply in 1978 as some accumulated savings are spent on imports
under the liberalized trade regime; it must then decline thereafter, rela-
tive to GDP, either voluntarily or through increased taxation to free re-
sources for capital formation. Domestic savings will need to rise from about
12% of GDP in recent years (or 9% on an adjusted basis, para 1.16) to 15.5%
by 1982. This will be facilitated by the recent large inerea6es in interest
rates paid to private saxers. Attainment of such rate-g of domestic savings,
however, will require more strenuous tax efforts as well as a substantial
reduction in the burden of transfers and subsidies in the medium term. The
problem is now further exacerbated by increased revenue dependence on exports
and import duties which may prove a source of considerable fiscal instability.
The actions needed have been cited in previous Bank reports 1/ and will un-
doubtedly be considered by the proposed Tax Commission. Basically, the need
is for shifting the tax burden in favor of domestically based taxes such as
the BTT 2/ and eliminating or tightening the excessive number of exemptions
and deductions that characterize existing taxes.

5.15 Assuming that the tax burden on tree crops will be adjusted down-
wards to maintain incentives in the medium term, it is likely that export
taxes will decline in real terms given the unfavorable price prospects for
tree crops and projected low rates of growth of production. Since taxes based
upon tree crop exports ,of which 75% are derived from tea) are to account for
51% of total revenues in 1978, compared with 18% in 1977, other revenues will
have to increase by clo:se to 10% annually in real terms from 1978 onwards.
The amounts realizable from intensified tax efforts, however, are relatively
small. Even with this exceptional performance, and with a significant

1/ The Economic Posit:Lon and Prospects of Ceylon, Volume II, Annex I.
Report No. SA-30a, April 21, 1972.

2/ Paradoxically, the Business Turnover Tax's effective rates were in
fact reduced to mitigate the inflationary impact of the new budget
although total receipts are projected to increase on account of the
expanded volume of transactions.



Table I: GROWTH OF CENTRAL GOVERNMENT BUDGET
(constant 1977 adjusted prices)

High Growth Low Growth
1977 1980 1982 1977 (adl.) - 1982 1980 1982 1977 (adl.) - 1982

(adb.) (p.a.) (p.a.)

Current Revenues 9750 10200 11150 2.7 9750 9950 0.4

Current Expenditures 8600 9200 9500 2.0 8850 8650 0.1

Consumption a/ (3250) (4325) (5250) 10.1 (4000) (4400) 6.2

Transfers (2450) (3175) (3350) 6.5 (3150) (3350) 6.5

Subsidies (2900) (1700) (900) -20.9 (1700) (900) -20.9

Current Surplus 1150 1000 1650 7.5 900 1300 2.5

Capital Expenditures 2300 4650 5900 20.3 3600 4000 11.7

Cash Deficit 1150 3650 4250 29.9 2700 2700 18.6 1

Financing:
Aid (net) 1875 2300 2950 9.5 2150 2525 6.2

Non-Expansionary
Borrowing * 1150 1150 550 175

Expansionary Borrowing * 200 150 - -

(As percent of GDP at market prices)

Current Revenues 26.9 23.0 21.9 23.0 21.6

Current Expenditures 23.7 20.7 18.7 20.9 18.8

Consumption a/ 9.0 9.8 10.3 9.5 9.6

Transfers 6.8 .7.2 6.6 7.4 7.3

Subsidies 8.0 3.8 1.8 4.0 2.0

Current Surplus 3.2 2.3 3.2 2.1 2.8

Capital Expenditures 6.3 10.5 11.7 8.5 8.7

Cash Deficit 3.2 8.2 8.4 6.4 5.9

* Not applicable.
a/ Not comparable with public consumption in Table H. The latter includes local government expenditures

and other items.

Source: Annex C.
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acceleration in economic growth, current revenues will grow by only 2.7% per
annum and thus decline from 24.8% of GDP in 1978 to about 22% in the early
1980s (Table I). The implementation of an ambitious capital expenditure
program is, therefore, only possible through a net real reduction in resources
allocated to transfers and subsidies from Rs 5,350 million in 1977 to Rs 4,250
by 1982. This would entail reducing by 1982 the real value of subsidies by
almost two-thirds, and of transfers (other than interest payments and pensions)
by almost one-quarter, from the 1978 levels. These cuts would contain growth
in current expenditures to 2.0% per annum in the medium term, despite rapid
increases in recurrent expenditures for economic and social services.

5.16 The burden of transfers and subsidies will amount to some 60% of
total current expenditures in 1978. The need to reduce this burden comes out
clearly by examining the fiscal implications of a less restrictive transfer
and subsidy program combined with otherwise similar expenditure levels. 1/ As
seen in Table J, what emerges is an increasing current account deficit rather
than growing surpluses which would require unacceptable rates of inflationary
financing to maintain the capital expenditure program.

Table J: FISCAL IMPLICATIONS ASSUMING LESS RESTRICTIVE
SUBSIDY AND TRANSFER PROGRAM

(constant 1977 adjusted prices)

1977 (adj.) 1980 1982

Current Revenues 9,750 10,200 11,150
Current Expenditures 8,600 10,400 11,725

Consumption (3,250) (4,325) (5,250)
Transfers (2,450) (3,575) (3,975)
Subsidies (2,900) (2,500) (2,500)

Current Surplus 1,150) -200 -575

Source: Mission estimates.

5.17 Reducing transfers and subsidies would, given its sheer size, in-
volve cutting the current food subsidy of Rs 2,074 million particularly for
flour, which accounts for Rs 770 million. Special attention should be paid to
the transfers to the Ceylon Transport Board and Ceylon Petroleum Corporation,
totalling Rs 500 million, which are intended to minimize the impact of higher
petroleum prices. Such a policy makes little sense for a non-oil producing

1/ The assumptions are: (i) that subsidies are maintained at the 1978
levels in real terms; (ii) that debt service and pension payments
(which now account for some 50% of transfer payments and whose rates of
growth are both predictable and constrained by levels of past programs
will rise by 8.0% annually in real terms from 1978 onwards; and (iii)
that other transfers l:o households and public institutions will expand
by some 3% annually in real terms from 1978 onwards. The result is that
total current expenditures will grow in 1977-82 by 6.4% per annum instead
of 2.0%.
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country. Other opportunities for cuts exist in the budget, especially in
transfers to those public corporations which have performed poorly and do
not merit continued assistance. Concurrently, attention should be placed
on reducing the numerous hidden subsidies throughout the economy. The most
obvious are the failure to levy irrigation water charges and lax credit
procedures in agriculture resulting in substantial write-offs by the banking
system.

5.18 The current surplus generated from these efforts would yield public
savings of 3.3% of GDP by 1982 compared with less than 1% in the seventies.
Net foreign assistance is projected to increase by some 10% per annum in real
terms 1/ and finance about 50% of the capital budget in the medium term. Com-
bined with continued borrowing from domestic financial intermediaries (at a
rate which will permit adequate access by private concerns), recourse to
bank financing should be conducive to the maintenance of monetary stability.

External Resource Mobilization

5.19 The external prospects are constrained by the modest growth in
export earnings of 9.6% per annum in current dollars (Table K). 2/ Neverthe-
less, the medium-term balance of payments position is likely to be comfort-
able since export earnings for the next two years or so are expected to be
high, giving policymakers room to maneuver. (The implications of this are
analyzed in Chapter VI.) Import liberalization makes any attempt to project
import growth somewhat hazardous. Our tentative view is that imports could
grow at 14.1% per annum in current dollars, with a quantum jump in 1978 as the
economy adjusts to the removal of direct controls. Rapid expansion in imports
of investment goods and in intermediate goods would result from the accelera-
tion in capital formation and industrial production, albeit with a time lag.
The volume of consumer goods imports (other than food) is likely to rise
sharply initially in an economy that has been starved of consumer imports, and
then stabilize or even decline. Food import volumes will be constrained by
increasing self-sufficiency in rice production, which coupled with appropriate
price policies, should reduce demand for wheat and flour imports. But the
value of food imports will continue to increase on account of rising world
prices. Invisibles have some potential, primarily because of tourism. The
above analysis suggests a rising current account deficit to around $200 mil-
lion by 1980 and then a gradual decline. Capital inflows should be kept at
a level permitting reserve coverage of some 3-4 months of imports, sufficient
to permit the economy to ride out any foreseeable fluctuations in its external
position, without abandoning the newly liberalized exchange system. These
inflows should be sufficient to ensure an overall balance in the external
position.

1/ 5.0% for commitments, see para 6.8.

2/ For a detailed breakdown, see Annex C, Table C-11.
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Tcble K: BALANCE OF PAYMENTS PROSPECTS
(current dollars)

High Growth Low Growth
1977-82 1977-82

1977 1980 1982 % p.a. 1980 1982 % p.a.

Exports 781 980 1,235 9.6 920 1,090 6.9
Imports 768 1,225 1,485 14.1 1,180 1,370 12.3
Invisibles (net) 32 40 60 13.3 35 50 9.3
Current Account +45 - 205 - 190 - 245 - 220
Capital Receipts 313 325 400 325 360
Capital Repayments 175 110 130 105 125
Ratio:

Reserves to Imports 4.6 3.1 3.5 2.8 2.6
(months)

Sources: Annex C, Tables C-l1 and C-12.

Implications of Low Growth

5.20 The emphasis that has been placed on spelling out the potentials
and policies for achieving more rapid growth reflect not only the necessity
of doing so at this t.ime, but the feasibility of achieving these targets.
The alternative is to lapse back to the levels of performance experienced in
recent years. This would result in a real GDP growth rate of 3.5% annually
despite some near-term improvement in production due to recent reforms
(Table H). Aside from failure to improve economic management, the primary
determinant of such poor performance would be slow growth in investment and
supporting services. Investment would remain at about 17% of GDP throughout
the period, while the share of private consumption would continue to absorb
a high percentage of GDP into the eighties.

.5.21 Domestic as well as external resource mobilization efforts are
equally less ambitious (Tables I and K). Revenues would stagnate in real
terms and the expenditure program would be scaled down commensurately. With
reduced growth, both exports and imports will increase more gradually; the
former because of slower domestic production, particularly in the industrial
sector, and the latter because of reduced need for imports of investment and
intermediate goods. Compared with the high growth situation, the net impact
is slightly lower current account deficits in the near term followed by higher
(leficits in the 1980s. This is a consequence of relatively lower import
needs with slow growth in the near term, offset by the negative impact of
reduced export growth in later years. Due to absorptive capacity constraints,
the rate of project aid disbursements would slacken, possibly resulting in a
deteriorating reserve position by 1982. Although financing should not be a
major problem, the balance of payments would be increasingly under pressure.

Mahaweli

5.22 The above analysis of the high- and low-growth possibilities takes
virtually no account oE the impact of the acceleration of the Mahaweli program.
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This reflects the tentative nature of the program under consideration. Much
has changed since the original master plan was prepared by the UNDP/FAO during
1965-68. Currently NEDECO is preparing to conduct an updating Implementation
Strategy Study which will examine the best way to implement the program. In
order to make a rapid beginning, construction of the most robust components of
the program is being started immediately. The NEDECO study, however, will not
examine the role of Mahaweli in terms of the overall requirements of the eco-
nomy. Such an analysis will need to be done in the course of formulating the
Government's medium-term development program. Although a conclusive judgment
must await the outcome of these studies, some preliminary views on the finan-
cial feasibility of the acceleration based upon projected medium-term resource
availability are possible (see paras 3.14-3.17 for the technical and sectoral
implications.)

5.23 Examined against the resource availabilities of the high-growth
projection and depending upon the phasing envisaged, the Government's apparent
intention to allocate Rs 7,500 million in 1978 prices (about US$500 million)
to Mahaweli over a five-year period would appear manageable, if carefully
phased. Against this objective, the absence of any output from an acceleration
until the early or mid 1980s merits serious consideration. There is, however,
a very real possibility that such a program, given its political appeal and
obvious long-term viability, could, in itself, attract a much larger volume of
domestic and external resources than depicted in the high-growth projection.
In which case, an acceleration of the magnitude indicated need not displace
other desirable projects and merits support. This would represent by several
multiples, however, a much larger program than has ever been undertaken in the
irrigation sub-sector. Care would need to be exercised that non-financial
resources such as experienced engineers and the energies of public officials
are not overly concentrated on the Mahaweli program at the expense of other
projects.

Planning and Administration

5.24 A major determinant of the success of the Government's policies will
be the outcome of current efforts to transform the system of planning and ad-
mistration. As noted in Chapter I, Sri Lanka has over the years neglected its
machinery for planning and administration. The bureaucracy became excessively
politicized and got used to merely responding to political directions rather
than engaging in a process of identifying problems and designing solutions.
Lack of interministerial coordination became the norm, resulting in policies
and promises that were often inconsistent or unrealistic. Interference by
politicians and pressure groups with routine, day-to-day decisions of admin-
istrators and managers at national and local levels had tended to paralyze
the decision-making process at the lower levels and cause routine micro-level
decision to be taken by Ministers, Secretaries to Government, and Board of
Directors of corporations. Not only had this led to excessive delays in
decision-making and implementation, but it had also meant that policy eval-
uation and monitoring of progress and the initiation of remedial action --
matters that ought to concern these same senior functionaries -- had been
sadly neglected.
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5.25 Examples of the consequences of such shortcomings are numerous. In
agriculture, they include poor management of Government tractor pools, which
have prevented adequate farm power for multiple cropping and failure to
coordinate food imports with domestic production, thus dampening producer
incentives. In industry, location of cement factories were n.ot adequately
considered leading to excessive transport costs in one case and unsuitable
limestone deposits in the other. In the social sectors, the recent change in
education policy appears misconceived, given the country's manpower situation.

5.26 The task of reversing this deterioration is temporarily complicated
by the major transformation in the decision-making process implied by the
recent constitutional and policy changes. Thus, the new Presidential system
will test the adaptability of the bureaucracy to a much more centralized
political decision-making process. Further, the shift away from a regime
of controls, while freeing administrative resources that could in theory be
redeployed elsewhere, will put a much greater premium on the quaLity of
economic management and on the importance of developing information and
statistical systems designed to ensure that policies are formulated on the
basis of a correct diagnosis of problems.

5.27 The inadequate data base is a serious impediment to these efforts.
As analyzed in a previous Bank report, 1/ GDP estimates are deficient. Only
14% of value added is es;timated directly while the rest is assumed to grow
at; a trend rate or estimated on the basis of circumstantial evidence. Invest-
ment, for example, is generally calculated as a certain multiple of imports.
Moreover, data are avaiLable neither on the sectoral share of investment in
the private sector nor for public corporations. The Consumer Price Index
(CPI) index is heavily weighted in favor of controlled items and no attempt is
made to incorporate actual prices and quantities purchased in the free market.
Amtong the numerous other examples, the most important is the lack of accurate
estimates of employment growth despite the country's overwhelming concern with
the unemployment problem. Government accounts themselves are difficult to
use for policymaking purposes. 2/

5.28 As described in Chapter II, the Government has already taken a num-
ber of sensible steps designed to respond to these new challenges. The newly
created Committee of Development Secretaries is proving to be a particularly
effective tool for economic management. But the planning process remains
greatly handicapped by the absence of institutional policy planning in line
ministries, which is crucial to current efforts to give content to the medium-
term development program.. There are few economists and technical specialists
in line ministries, which also lack technical capabilities for project prepar-
ation. This latter problem is being addressed by bilateral and multilateral
technical assistance efforts, which will also emphasize training of local
personnel in project preparation.

1/ The Economic Position and Prospects of Ceylon, Volume II, Annex VI.
Report No. SA-30a, April 21, 1972.

2/ See "A Note on Government Account Statistics" in the Statistical
Appendix.
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5.29 There has already been a fairly comprehensive study of what is
needed to improve administrative capabilities. 1/ The recommendations of the
study were never implemented and the new Government would do well to consider
them. This study, however, did not adequately discuss two elements that are
crucial to civil service morale and quality. The first relates to the very
substantial erosion of real incomes of senior civil servants. Consideration
should be given to upgrading their salaries. The costs of such a move would
be small in relation to the benefits. Secondly, there is an urgent need
to institutionalize the training and upgrading of skills among civil servants
The new Presidential system will provide an excellent opportunity for recon-
sidering the process of planning and the corresponding administrative set up.
It takes time to design, set up, and run any new system, and it is a job for
specialists. The Government might consider the use of management consultants
for such a reform.

1/ Report to the Government of Sri Lanka on the Development of
Administrative Capability to Support the Five Year Plan (1972-76),
United Nations Economic Commission for Asia and the Far East.
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III. THE ROLE OF EXTERNAL FINANCE

The Balance of Payments in 1978 and 1979

6.1 The ability ol the Government to maintain the new import liberali-
zation policies is bolst:ered by the relatively comfortable balance of pay-
ments position it inherited. The remarkable improvement recorded in the
balance of payments in 1977 (see Appendix Table 3.1) reflected a 37% increase
in exports (see Appendix Table 3.2), which was due in the main to a 69% in-
crease in earnings from tea, brought about by record tea prices. Unit value
realizations for tea jumped from $0.56/lb in 1976 to $1.02/lb in 1977. Rubber
and coconut exports alsc benefited from higher unit values, but in the case
of coconuts, volumes declined to very low levels as the Government cut back
exports in response to declining domestic availabilities. Despite various
import-inducing policies such as the March 1977 revaluation, imports were some-
what lower than the official projections contained in last year's memorandum. 1/
As a result, a current account surplus emerged for the first time since 1965.
With a substantial net foreign exchange inflow, gross foreign exchange reserves
have risen sizably, and at end-December 1977, stood at $290 million, or 4.6
months of imports. 2/ Part of this reserve build up represents a $64 million
drawing against the SDR 93 million (December 1977) Stand-by Arrangement with
the Fund in anticipation of a surge in imports following liberalization.

6.2 The reserve build up and the continued buoyancy in tea prices greatly
ease the task of external management in 1978. The Government's preliminary
projections for 1978 are set out in Table L along with the Bank's projections
for 1978 and 1979. The Government predicts a severe deterioration in the cur-
rent account position in 1978. It assumes 3% growth in the value of exports
an(I a 41% increase in imports, based on an expected doubling of imports other
than food, fertilizer, and petroleum (see Appendix Table 3.4). This implies a
current account deficit of $263 million. Capital repayments, including Central
Bank borrowings and IMF repurchases, are expected to total $166 million. On
this prognosis, gross foreign exchange requirements would more than treble to
$429 million. Approximai:ely three-fifths of this ($273 million) are estimated
to be covered by concessional aid flows, mainly on account of fairly optimistic
assumptions about disbursements from existing commitments. Other capital in-
flows, including further drawings against the IMF Stand-by and Trust Fund are
expected to total $91 miLlion, leaving an uncovered gap of $65 million.

6.3 Projecting the level of imports for an economy that has significantly
liberalized import policy is inevitably a hazardous activity. It is, there-
fore, necessary to treat import projections for 1978 and 1979 with a great
deal of caution. In our view import growth in 1978 will be about 29%, with
most of the increase in the form of non-food consumer items. On the assumption

1/ Sri Lanka: Country Economic Memorandum, February 28, 1977; Report No.
1425-CE; pages 16 and 22-25.

2/ Net reserves rose from -$67 million at the end of 1976 to +$116 million
at the end of 1977.
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Table L: FINANCING OF EXTERNAL GAP, 1977-1979 a/
(US$ million)

1977 1978 1978 1979
Estimate GOSL Piojections Bank Projections

Merchandise Exports 781 805 800 885
Merchandise Imports 768 1,086 990 1,095
Invisibles (net) 32 18 30 35
Current Account Surplus

or Deficit + 45 -263 -160 -175
Debt Repayment -175 -166 -166 -105

Loans 48 48
Short-term Credits 61 13
Suppliers' Credits 35 26
IMF Repurchases b/ 23 27
Bilateral Credits 4 6
Central Bank Borrowings b/ - 25
Others 4 21 c/

Gross Foreign Exchange
Requirements 130 429 326 280

to be financed through:
Aid Disbursements from

Existing Commitments: 136 229
Commodity Aid 43 99 )
Food Aid 45 47 )
Project Aid 40 83 )
Other Aid 8 - )

) 250 250
Aid Disbursements from )

Fresh Commitments: 63 44 )
Commodity Aid 16 23 )
Food Aid 13 9 )
Project Aid 2 -
Other Aid 32 12 )

Other Capital Inflows 114 91 90 40
Short-term Credits 27 -
Suppliers' Credits 17 23
IMF Stand-by b/ 64 46
IMF Trust Fund - 22
Bilateral credits 6 -

Gross Foreign Exchange Receipts 313 364 340 290
Surplus (+) or Unfinanced
Gap (-) d/ +183 - 65 + 14 + 10

a/ Data on disbursements from pipeline and disbursements from fresh com-
mitments are not consistent with Appendix Table 3.10 because this table
uses dates of pledges to distinguish between pipeline and fresh com-
ments, while Table 3.10 bases its data on actual aid agreements signed.

b/ Reserve related payments and receipts.
c/ Includes $3 million of reserve related payments.
d/ Includes errors and omissions, and represents change in reserves.

Sources: Ministry of Finance and Planning and Annex C, Table C-Il.
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that an active monetary policy will be pursued to curb speculative imports,
raw material, and investment goods imports are likely to show relatively
modest growth in 1978, reflecting our judgment that investment and production,
both in the public and private sector, will respond with a considerable time
lag to the economic reformls. Exports are predicted to rise modestly (2.4%)
with a slight decline in t:ea, being more than offset by improved qudntities
of coconuts and minor exports. The current account deficit, in these revised
Bank staff estimates, is considerably below official projections and suggests
a manageable level of gross foreign exchange requirements. Capital receipts
will. also be lower, partly reflecting lower aid-financed imports. Although
reserves will rise modestly, there will be a decline in the ratio of reserves
to imports, to 3.7 months. To the extent that non-aid-financed imports turn
out to be higher than Bankc staff estimates, the Government would be in a
posi.tion to draw more extensively on the Fund and on its reserves.

6.4 Given the uncerl:ainties relating to 1978 import levels, it is pro-
bably premature to arrive at any firm judgments about 1979. However, our own
tent:ative estimates suggest a-slightly larger but still manageable current
account deficit in 1979. This is largely contingent upon a further sizable
increase in coconut exporl:s and no significant decline in the tea price. It
also assumes that no subsl:antial surge in imports and disbursements for the
Mahalweli project will occur until 1980. With a lower level of debt repayment,
due in part to a declininly burden of amortization payments on mediuim-term debt
(see Appendix Tables 4.2 and 4.3), gross foreign exchange requirements are
lower in 1979.

6.5 Two conclusions follow from the above analysis. First, although
disbursements from the pipeline could well take care of a very large part of

aid requirements in 1978, the uncertainties attached to import liberalization
wou:Ld suggest that donors err on the side of caution and respond promptly to

Sri Lanka's requests for increased levels of quick-disbursing non-project aid

in the remaining months of 1978. Such assistance will help the Sri Lankan
autliorities to discourage excessive speculative imports by ensuring continued
import liberalization. In the event that imports rise above $1,000 million,
it would also enable Sri L.anka to restrict its recourse to more expensive forms
of borrowing. Second, donors will also need to reach a high level of fresh
commitments in 1978 to ensure an adequate level of aid disbursements in 1979
without a severe depletion of the aid pipeline (see Appendix Table 3.10). On
present information, the Government is expecting fresh commitments in 1978 of
around $160 million. At ihis level of commitments, the aid pipeline will fall

from $475 million at the beginning of 1978 to $359 million at the beginning
of 1979 (assuming aid disbursements are at a high $273 million). To ensure an

adequate level of disbursements in 1979 and to at least maintain the pipeline

will require fresh commitments in 1978 of around $300 million, which in real
terms is about 5% above actual commitments in 1977 ($269 million) and also
somewhat higher than the aid pledged to Sri Lanka at the 1977 Aid Group
Meeting in Washington.

6.6 Support at this level will provide the Government with valuable time

over the next 18-20 monthsB to translate its medium-term development strategy
into a concrete investment program and to restock its depleted project pipe-

line. Such support needs to be supplemented by technical assistance designed
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to help the Government give content to its development program. As noted in
Chapter II, preliminary efforts in this direction are beginning to gain

momentum.

Medium-Term Needs to 1982

6.7 The response of donors to Sri Lanka's aid requirements in the years
beyond 1978 must depend on a clarification of its medium-term development
strategy. The Government is expected to submit a preliminary strategy state-
ment to the Aid Group together with the macro-economic framework underpinning
its evolving medium-term development program. While this will provide members
with a preview of the eventual program, a final judgment must await the program
itself, which is due out before the autumn of 1978, in time to influence the
formulation of the 1979 Budget. As indicated in Chapters III-V, the initial
policy initiatives of the new Government raise many important questions that
need to be resolved before a clearer view can be formed of Sri Lanka's medium-
term aid requirements. The economic reforms initiated in the 1978 Budget
are, however, a firm signal of the commitment of the new Government to a
more growth-oriented strategy.

6.8 Assuming that the outcome of the current exercise is the kind of
response to the structural problems facing the economy that Aid Group members
can readily support, gross aid disbursements in the medium-term will need to
rise by about 12% per annum in current dollars, or about 5% iii real terms
between 1977-82, to offset the sizable current account deficits, which in the
early 1980s will be at a high 5.3% of GDP. This is postulated on the assump-
tion that concessional aid needs to displace gradually most non-concessional
receipts, and that its volume will be sufficient to maintain gross reserves at
a level of 12-15 weeks (see Table C-11 in Annex C). Aid levels on a per capita
basis, will not be unduly high in relation to other aid recipients of a similar
size and per capita income. These calculations do not take into account a
possible acceleration of the Mahaweli program because the resource implica-
tions and the proposed pace of implementation are still to be clarified. On
highly tentative estimates, the current account deficits could be larger by
up to $100 million a year on account of Mahaweli (depending on the pace
of implementation) from 1980 onward; much of this increased import level
will need to be financed by increased project aid.

6.9 If concessional aid increases to meet financing requirements, Sri
Lanka's debt service burden is likely to decline over the medium term to a
manageable 10.5% (Table M):
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Table M: MEDIUM-TERM DEBT SERVICE PROJECTIONS
(US$ million)

1977 1978 1979 1980 1981 1982

A. Export of Goods, NFS 864 895 985 1,090 1,220 1,365
B. Debt Service a/ 113 120 83 82 81 75
C. Debt Service bI 197 188 126 121 149 143
D. B as % of A 13.1 13.4 8.4 7.5 6.6 5.5
E. C as % of A 22.8 21.0 12.8 11.1 12.2 10.5

iT Amortization and interest payments exclusive of short-term credits,
Central Bank borrowings, and IMF repurchases.

b/ Amortization and inl:erest payments inclusive of short-term credits,
Central Bank borrowings, and IMF repurchases.

Sources: Mission estimal:es and data supplied by the Ministry of Finance and
Planning; Table C-li in Annex C; and Appendix Tables 3.1 and 4.2.

If, however, concessional. aid levels stagnate at the current $200 million,
and the Government takes recourse to more costly short- and medium-term
borrowing, then the debt service ratio would decline initially in 1979 and
1980, and then climb back again to the present high levels. This reflects
the maturity structure of debt (see Appendix Tables 4.2 and 4.3). Amortiza-
tion payments for the meclium-term debt incurred in 1973-75 are expected to
fall sharply in the next year or two. However, if there is fresh and large-
scale medium-term borrowing in 1979 and beyond, amortization payments will
increase from 1981 and 1982, compressing imports correspondingly and con-
straining Sri Lanka's capacity for continuing its development effort in the
mid 1980s.

The Form of Aid

6.10 External assistance over the next four years must be designed to
support the Government's plans to increase the level of public investment,
while enabling the import liberalization to be maintained. This requires
the availability of projects worthy of support and consistent with a viable
medium-term development strategy. Since the identification, preparation and
evaluation of such projects is a time-consuming process and could delay a 41
significant increase in project aid disbursements in support of an increased
investment effort to 1980 or beyond, the Government and donors need to con-
sider sector rehabilitation prozrams that provide flexible funding and meet | j9
a wide range of capital and foreign exchrange requirements. Candidates tor

such assistance-rnciuae tree crops, road and rail transport, ports, com-
munications, health, and public sector industries. Given the shortage of
projects as vehicles for aid flows, it is particularly important that there
be commitments to a sizable proportion of quick-disbursing commodity and

food assistance in 1978 and 1979. >&SK
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SOCIAL INDICATORS. AND PER CAPITA INCOME

A. Note on Actual and Expected Levels of Social Indicators

(1) (2) (3) (4)
Number Expected Sri Lanka's Expected Change
of Sri Lanka at P.C. Deviance from If Income were

Relevant Actual a/ Income of Expected Value $200 rather
Equation* Indicator 1971 $130 (1975) at $130 than $130

1 Literacy (%) 78 36 +117% +14%
Life Expectancy

2 (Years) 66 48 + 38% + 6%
Infant Mortality

3 (per '000) 45 152 - 70% -23%
4 Fertility Index b/ 115 218 - 47% -15%

a/ Data from 1971 Census. Actual 1977 performance is likely to be better
except for infant mortality which would be about the same.

b/ (100 x Births/1/2 of total population in the 15-64 age group).

Column 3 shows the extent to which Sri Lanka differed from the ex-
pected level for a country at its income level. In comparison, the expected
improvements resulting from an increase in per capita income (Col. 4) from
$130 to $200 (chosen as the highest, rather than most likely estimate of per
capit:a income if social expenditures had been halved for the past 30 years)
would be quite small. This is not to say that cuts in social programs would
have caused Sri Lanka to drop back all the way to the level expected for its
per capita income. (It has been well above its expected values since before
Independence.) It does, though, give a relative idea of how unusual Sri Lanka
is, for its income level, in relation to how much social progress would have
been expected (other things being equal) from faster growth. Figure A pro-
vides a graphical presentation of the data above.

* See page 3 below.
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Pigure A: Sri lanka's Social Indicators In Relation to Eipected Values
for It. Income Level in 1975

(The curves nhev e3cpected values at any given income level.)
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B. Equations

1. Ln (LIT) = 2.162 + 0.295 Ln (Y) R = 0.37
"t" values = (6.36) (5.92) s.e. = 0.43

2. Ln (LIFEX) = 3.263 + 0.123 Ln (Y) R = 0.64
(39.47) (10.19) s.e. = 0.10

-23. Ln (INFOR) = 7.896 - 0.590 Ln (Y) R = 0.68
(21.79) (-11.14) s.e. = 0.46

4 Ln (FERT) = 7.190 - 0.371 Ln (Y) R =0.63
(213.41) (-10.02) s.e. = 0.32

-25. Ln (FERT) = 7.495 - 0.188 Ln (Y) - 0.025 (LIFEX) R =0.70
(30.94) (-3.18) (-3.76) s.e. = 0.29

-26. LN (LIFEX) = 3.459 + 0.045 Ln (Y) + 0.005 (LIT) R = 0.88
(613.58) (4.57) (10.92) s.e. = 0.06

-2 
7. Ln (INFMOR) = ,3.900 - 0.454 Ln (Y) - 0.464 Ln (LIT) R = 0.74

(20.70) (-7.41) (-3.63) s.e. = 0.41

Where,

LIT = Literacy
LIFEX = Life Expectancy
INFMOR = Infanit Mortality
FERT = FertiLity Index = (Number of Births/1/2 of Population

Ages 15-64)
Y Per Capita Income
Number of Observat Lons = 59 countries

Source: World Tables, World Bank, 1977. Data are for 1970 or the closest
available year.

*$200 is the highest, rather than most likely, estimate of the level of per
capita income that might have been attained if social expenditures had been
cut in half.
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C. Linkages Among Social Indicators

The link between mortality (in the case measured by life expectancy)
and desired family size is well established in the demographic literature.
Equation 5 indicates that Sri Lanka's high life expectancy (66 rather than
the expected value of 48 shown in the table in Section A above) brings the
expected value of the Fertility Index from 218 to 138. In other words, life
expectancy is estimated to explain about three-quarters of the 103 point
difference between the expected and observed values for fertility shown in the
table. Similarly, it is generally accepted that literacy helps to improve
family health, hygiene, and nutrition practices and, thus, to reduce mortality
(and increase life expectancy). 1/ Equation 6 indicates that Sri Lanka's high
literacy (76% rather than the expected value of 36%) brings the expected value
of life expectancy from 48 to 58, thus explaining slightly over half of the
18-year difference between its expected (48) and observed (66) values.

D. Methodology

Estimates in the table in Section C above were obtained in the
following manner:

Col. 2 estimates are the expected values for equations 1, 2, 3, and 4,
respectively, with Y = 130

Col. 3 estimates are the (expected value - observed value)/expected
value, with Y = 130

Col. 4 estimates are percentage changes in the expected values
of Eq. 1-4 when 'Y' changes from $130 to $203

The estimates in the Table and in Section A above are subject to the
usual statistical caveats about projections from regression models and should
be interpreted as indicative rather than as exact predictions. Also, intro-
duction of lags in the explanatory variables would change the coefficients,
but probably not markedly. Introduction of simultaneous equations would have
the offsetting effects of showing the positive effects of social programs on
growth and of reducing Sri Lanka's residuals.

E. Estimate of Increased Growth from Reduced Social Expenditures

Sri Lanka has spent at least 9% of GDP annually on social programs
in the past 15 years. 2/ If we assume that these expenditures had been cut by

1/ Female education has also been shown in a number of countries to reduce
fertility. See Appendix Table 10.7 for Sri Lankan data on this relation-
ship.

2/ As this includes food subsidies, it understates the real burden to
the economy since food imports were valued at the official exchange
rate (see footnote c to Appendix Table 10.2).
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50% in an effort to increase public, investment, then an additional 4.5% of
GDP would have been available for investment per year. If, optimistically,
the ICOR applicable to this 4.5% of GDP were 3, rather than the 4.2 average
for the fifteen years ending in 1975, then over a fifteen-year period, growth
could have been 25% higher, for a per capita income at the end of 1975 of
$165 rather than $130. Over thirty years' growth would have been 55% higher,
for a 1975 per capita income of $200.

These estimates of the impact of reduced social programs on growth
consider only the costs of these programs and not their benefits, although
human capital is known to play an important role in the growth process.
Firstly, numerous studies have shown that healthier, better nourished people
tend to have higher productivity. Secondly, literacy has repeatedly been shown
to have a positive impact on the pace at which new agricultural technologies
'have been adopted; this would be consistent with Sri Lanka's rapid growth in
paddy production during the 1960s, and with its relatively high paddy yields.
Thirdly, no account is taken of the effect that the social programs undoubtedly
have on the birth and death rates and, therefore, on overall population growth.
It thus becomes extremely difficult to judge what the impact of an alternative
expenditure pattern would have been, and would be in the future. It is clear,
however, that a movement towards selective coverage of-key target groups (as
has already been started with the food subsidy) would enable social needs to
be met at lower cost; and that a case for such cost reductions can be made if
additional investment opportunities, offering high returns, are available.
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Major 1978 Budgetary Proposals

1. Unification of the exchange rate system at a rate of approximately
Rs 16 to US$1.00. Abolition of FEECs and the Convertible Rupee Account
Scheme. 1/

2. Major changes in the subsidy programs 2/ (with 1978 budgetary
costs) include:

(a) restriction of food subsidies to households earning
Rs 3,600/year or less;

(b) continuation of the rice ration at 1 lb free and 3 lbs at
Rs 1 lb/week for the eligible population (Rs 1,250 mn);

(c) flour to remain at Rs 0.60/lb for the entire population
(Rs 770 mn);

(d) sugar to be supplied to children under 12 of eligible house-
holds at the rate of 1-1/2 lbs/child per month at Rs 0.72/lb
(Rs 55 mn);

(e) maintenance of present subsidized price for infants' food milk
(Rs 50 mn);

(f) maintenance of present subsidized price for fertilizer (Rs 600 mn);

(g) maintenance of present subsidized prices for petroleum and
kerosene (Rs 400 mn);

(h) maintenance of present subsidized bus and train fares (Rs 100 mn).

1/ A dual exchange rate system was introduced in May 1968. Payments affect-
ing two-thirds of exports (tea, rubber, and coconut) and about one-third
of imports (mainly food and fertilizers) were transacted at the official
exchange rate; all other transactions were at the depreciated rate appli-
cable to the Foreign Exchange Entitlement Certificate (65% above the offi-
cial rate). The devaluation of November 15, 1977, represents a deprecia-
tion of 52% for transactions at the average official rate for January-
September 1977, and 20% for transactions at the average FEEC rate for
that period. On March 12, 1977, the rupee was appreciated by about 20%.
However, adjustments made between August 19 and September 12 fully re-
versed the March appreciation. On November 16, 1977, the exchange rate
was unified, and the rupee was allowed to float. The initial rate was
established at Rs 16 = $1.00, representing a depreciation of 46% over
the official rate and 11% over the certificate rate.

2/ See also Appendix Table 10.3.
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3. Increase in the guaranteed price of paddy from Rs 33 to Rs 40/bushel.

4. An overall increase in wages and salaries of 25% up to a maximum
of Rs 50/month (increased cost over pre-budget estimates: Rs 420 mn).

5. Creation of a foodgrains buffer stock scheme (Rs 209 mn).

6. Establishment of a Development Bank (Rs 390 mn) to help generate
a wide variety of commercially viable projects in rural areas, and "to assist
in the drive towards self-employment."

7.. Establishment of an income supplement for the unemployed of Rs 50
per head/month (Rs 645 inn). Creation of employment for 100,000 7 s 130 mn).

8.. Major tax proposals include:

(a) increase in the highest personal income tax rate from 50 to 70%;

(b) abolition of the expenditure tax;

(c) rationalizati.Dn of the previous system of capital allowances
through a mora simplified system of lump sum depreciation
allowances amounting to the full cost of plant, machinery,
and fixtures and 50% of the cost of construction, of agricul-
tural and indiustrial buildings which now qualify for lump
sum depreciation allowances;

(d) exemption of tax from profits for a period of five years for
new companies established to engage in food production, hor-
ticulture, and animal husbandry;

(e) small and medium-scale industrial ventures will be eligible for
exemption of itax from profits for a period of five years;

(f) establishment of a Tax Commission to make a full review of
all tax laws aind tariffs;

(g) reduction froma ten rate bands to basically three (1, 5, and 10%)
for the Business Turnover Tax accompanied by a general decrease
in effective rates and an increase in exemption levels;

(h) export duties for bulk tea will be increased to Rs 15.50/kg
and for packet:ed tea and tea bags to Rs 13.30; concessionary
duty for instant tea is set at Rs 40/kg. Ad valorem sales
tax for tea will commence at Rs 10.15/kg.
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Rate of cess levy increased to Rs 0.70/kilo (additional revenue
over pre-budget estimates: Rs 2,695 mn). Increase in the tea
replanting subsidy from Rs 4,750/acre to Rs 6,000/acre;

(i) establishment of a new sliding scale of duties on rubber
(additional revenue over pre-budget estimates: Rs 840 mn).
Increase in the rubber replanting subsidy from Rs 2,000
to Rs 3,000 per acre;

(j) establishment of an export duty on dessicated coconut at the
rate of 60% of the FOB value and a levy on exports on coconut
oil (additional revenue over pre-budget estimates: Rs 300 mn);

(k) increase in the BTT tax rate on cigarettes by 20% (additional
revenue over pre-budget estimates: Rs 140 mn).

9. Quantitative restrictions on imports have been relaxed. Prior import
licensing has been removed for all but 139 of 1,096 BTN headings. These 139
items, which accounted for 70% of the total value of 1977 imports, consist
of essential consumer items to be imported by State agencies (e.g., food,
fertilizer, pharmaceuticals), goods selected to protect domestic industry
(e.g., cotton, yarn, and fabrics, cement, tobacco, petroleum products, plastic
products, paper, plywood, steel bias, and wires), luxuries (e.g., motor cars),
and goods restricted for reasons of security of State (e.g., explosives,
ammunition, etc.). Excluding imports other than food and petroleum, restricted
imports account for 23% of non-food, non-petroleum imports.

10. A new tariff structure has been devised. In setting tariff rates,
all goods were classified into six groups. Essential consumer goods are
imported duty free (e.g., foodgrains, pharmaceuticals, etc.). Basic indus-
trial raw materials, spare parts and machinery attract a 5% tariff; essential
intermediate goods, 12.5 and 25%; locally produced goods and non-essential
and luxury goods, 100%; and all other items attract a 50% revenue raising
duty.
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Medium-Term Projections

1. As discussed in Chapter V, the following background tables are
projections of two alternative growth paths in the medium-term, 1978-82.
There are four basic tabletn: (a) production - GDP by sector of origin at
constant prices, (b) GDP by expenditure classification at constant and
current prices, (c) public finance at constant and current prices, and
(d) b-alance of payments at current prices.

2. To establish a base year series for comparison in real terms, 1977
estimates were adjusted in an attempt to simulate what would have been the
situation if the new budgetary proposals had been in effect at that time.
The major adjustments invoLve (a) revaluing all externally related items to
reflect the unification of the exchange rate of Rs 16 = $1.00, (b) the
higher GPS price for paddy., and (c) the general wage increase of Rs 50/month.
Most of the inflationary consequences of the new budget are captured through
these adjustments. Adjusted 1977 GDP is about 25% higher than the 1977 esti-
mates. From 1978 on, domeutic inflation of 7% per annum is assumed for
derivation of a current price series. For the external sector, the World
Bank's price projections for individual export commodities and food imports
are used. Non-food import prices are projected to increase by 7% per annum
in line with projected OECI) inflation.

Table

C-1 High Growth - GDP by Sector of Origin
C-2 Low Growth - GDP by Sector of Origin
C-3 High Growth - Expenditures (constant 1977 adjusted prices)
C-4 High Growth - Expeniditures (current prices)
C-5 Low Growth - Expenditures (constant 1977 adjusted prices)
C-6 Low Growth - Expenditures (current prices)
C-7 High Growth - Central Government Budget (constant 1977 adjusted prices)
C-8 High Growth - Central Government Budget (current prices)
C-9 Low Growth - Central Government Budget (constant 1977 adjusted prices)
C-idc Low Growth - Central Government Budget (current prices)
C-1i High Growth - Balance of Payments
C-12 Low Growth - Balance of Payments
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Table C-1

High Growth - GDP by Sector of Origin
(constant 1977 adjusted prices)

(p.a. growth rates)

1977 1977 1978 1979 1980 1981 1982 1977 (adj.) - 1982

(est.) (adj.) (p.a.)

Agriculture 11025 13675 14285 14915 15490 16025 16560
(4.5) (4.4) (3.9) (3.5) (3.3) (3.9)

Tea 1835 3100 3160 3225 3275 3300 3320
(2.0) (2.0) (1.5) (1.0) (0.5) (1.4)

Rubber 575 975 995 1015 1030 1045 1055
(2.0) (2.0) (1.5) (1.5) (1.0) (1.6)

Coconut 1185 1550 1700 1830 1960 2060 2140
(9.7) (7.7) (7.1) (5.1) (4.0) (6.7)

Paddy 2720 3175 3335 3500 3660 3805 3970
(5.0) (5.0) (4.5) (4.0) (4.0) (4.5)

Other 4710 4875 5095 5325 5565 5815 6075
(4.5) (4.5) (4.5) (4.5) (4.5) (4.5)

Mihing 380 650 680 710 750 790 830
(5.0) (5.0) (5.0) (5.0) (5.0) (5.0)

Manufacturing 3690 5900 6075 6325 6700 7265 7900
(3.0) (4.0) (6.0) (8.5) (8.5) (6.0)

CoAstruction 1235 1550 1740 1915 2110 2320 2550
(12.0) (10.0) (10.0) (10.0) (10.0) (10.5)

Services 12520 14200 15120 16060 17050 18150 19320
(6.5) (6.2) (6.2) (6.4) (6.4) (6.4)

Total GDP (factor cost) 28850 35975 37900 33925 42100 44450 47200
(5.3) (5.3) (5.5) (5.6) (6.2) (5.6)

Memorandum Items:

Prodluction Volume

Tea (mn lbs) 460 - 469 478 485 490 492 (1.4)

Rub~ber (mn lbs) 3,70 - 377 385 390 396 400 (1.6)

Coconut (mn nuts) 1950 - 2140 2305 2470 2595 2700 (6.7)

Paddy (an buskels) 82 - 86 90 94 98 102 (4.5)

Source: Mission estimates.
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Table C-2

Low Growth - GDP by Sector of Origin
(constant 1977 adjusted prices

(p.a. growth rates)

1977 1977 1978 1979 1980 1981 1982 1977 (adj.) - 1982
(est.) (adi.) (p.a.)

Agriculture 11025 13670 14090 14440 14725 14980 15240
(3.1) (2.5) (2.0) (1.7) (1.7) (2.2)

Tea 1835 3100 3130 3130 3100 3065 3035
(1.0) (0.0) (-1.0) (-1.0) (-1.0) (-0.5)

Rubber 575 975 995 1005 1015 1025. 1035
(2.0) (1.0) (1.0) (1.0) (1.0) (1.2)

Coconut 1185 1550 1645 1735 1785 1835 1880
(6.1) (5.5) (2.9) (2.8) (2.5) (3.9)

Paddy 2720 3175 3300 3400 3500 3570 3640
(4.0) (3.0) (3.0) (2.0) (2.0) (2.8)

Others 2710 4875 5020 5170 5325 5485 5650
(3.0) (3.0) (3.0) (3.0) (3.0) (3.0)

Mining 380 650 675 695 715 735 760
(4.0) (3.0) (3.0) (3.0) (3.0) (3.2)

Manufacturing 3690 5900 6080 6325 6575 6849 7110
(3.0) (4.0) (4.0) (4.0) (4.0) (3.8)

Construction 1235 1550 1670 1785 1875 1970 2050
(8.0) (7.0) (5.0) (5.0) (4.0) (5.8)

Services 12520 14200 15060 15730 16360 17010 17690
(6.0) (4.5) (4.0) (4.0) (4.0) (4.2)

Total GDP (factor cost) 28850 35975 37575 38975 40250 41525 42850
(4.4) (3.7) (3.3) (3.2) (3.2) (3.5)

Memoraidum Items:

Product:ion Volume

Tea (mn lbs) 460 - 465 465 460 456 45L (-0.5)

Rubber (mn lbs) 370 - 377 381 385 388 392 (1.2)

Coconut (mn nuts) 1950 - 2070 2185 2250 2310 2370 (3.9)

Paddy (mn bushels) 82 - 85 88 90 92 94 (2.8)

Source: Mission estimates.
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Table C-3

High Growth - Expenditures
(constant 1977 adjusted prices)

(% of GDP)

1977 1978 1979 1980 1981 1982 1977 (adj.) - 1982
(adt.) (p.a.)

GDP (factor cost) 35975 37900 39900 42100 44450 47200 5.6

Indirect Taxes
Less Subsidies 300 1050 1650 2275 2975 3650

GDP (market prices) 36275 38950 41550 44375 47425 50850 7.0

Private Consumption 26225 30500 32000 34025 35325 36825
(72.3) (78.3) (77.0) (76.4) (74.5) (72.4) 7.0

Public Consumption 3600 3675 4425 4925 5375 5800
(9.9) (9.4) (10.7) (11.1) (11.3) (11.4) 10.0

Gross Domestic Capital
Forma,tion 5550 6750 7175 7800 - 8900 10050

(15.3) (17.3) (17.3) (17.6) (18.8) (19.8) 12.5

Private & Public
Corporations 3750 4400 4625 5100 5650 6225

(10.3) (11.3) (11.1) (11.5) (11.9) (12.2) 10.6

Government & Enterpkises 1800 2350 2550 2700 3250 3825
(5.0) (6.0) (6.1) (6.1) (6.9) (7.5) 16.1

Balance Goods & NFS +900 -1975 -2050 -2375 -2175 -1825
(+2.5) (-5.0) (-5.0) (-5.3) (-4.6) (-3.6)

Source: Mission estimates.
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Table C-4

High Growth - Expenditures
(current prices)

(% of GDP)

1976 1977 1977 1978 1979 1980 1981 1982 1977 (adj.) - 1982
(est.) (adj.) (p.a.)

GDP (factor cost) 24258 28850 35975 40550 45700 51575 58225 66075 12.9
Indirect Taxes
Less Subsidies 1955 2250 300 1125 1900 2775 3900 5125

GDP (market prices) 26213 31100 36275 41675 47600 54350 62125 71200 14.4
Private Consumption 19558 22950 26225 32625 36675 41675 46250 51550

(74.6) (73.8) (72.3) (78.3) (77.0) (76.7) (74.5) (72.4) 14.5
Public Consumption 3050 3150 3600 3925 5050 6025 7050 8150

(11.6) (10.1) (9.9) (9.4) (10.7) (11.1) (11.3) (11.4) 17.8
Gross Domestic Capital

Formation 4194 4500 5550 7225 8225 9550 11675 14050
(16.0) (14.5) (15.3) (17.3) (17.3) (17.6) (18.3) (19.8) 20.4

Private & Public
Corporations 2690 3000 3750 4725 5300 6250 7400 8700

(10.3) (9.7) (10.3) (11.3) (11.1) (11.5) (11.9) (12.2) 18.3
Government & Enterprises 1496 1500 1800 2500 2925 3300 4275 5350

(5.7) (4.8) (5.0) (6.0) (6.1) (6.1) (6.9) (7.5) 24.3
Balance Goods & NFS -427 +500 +900 -2100 -2350 -2900 -2850 -2550

(+1.6) (+2.5) (-5.0) (-5.0) (-5.3) (-4.6) (-3.6)
Residual -162

Source: Mission estimates.
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Table C-5

Low Growth - Expenditures
(constant 1977 adjusted prices)

(% of GDP)

1977 1978 1979 1980 1981 1982 1977 (adi.) - 1982
(adj.) (p.a.)

GDP (factor cost) 35975 37575 38975 40250 41525 42850 3,5

Indirect Taxes
Less Subsidies 300 1050 1575 2100 2625 3125

GDP (market prices) 36275 38625 40550 42350 44150 45975 4.8
Private Consumption 26225 30200 31575 33625 34325 35175

(72.3) (78.2) (77.8) (79.4) (77.8) (76.5) 6.0
Public Consumption 3600 3625 4100 4375 4625 4875

(9.9) (9.4) (10.1) (10.4) (10.5) (10.6) 6.3
Gross Domestic Capital

Formation 5550 6550 6850 7125 7500 8000
(15.3) (16.9) (16.9) (16.8) (17.0) (17.4) 7.6

Private & Public
Corporations 3750 4250 4375 4550 4725 5050

(10.3) (11.0) (10.8) (10.8) (10.7) (11.0) 6.1
Government & Enterprises 1800 2300 2475 2575 2775 2950

(5.0) (5.9) (6.1) (6.1) (6.3) (6.5) 10.3
Balance Goods & NFS +900 -1775 -1975 -2775 -2300 -2075

(+2.5) (-4.6) (-4.9) (-6.6) (--5.2) (-4.5)

Source: Mission estimates.
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Table C-6

Low Growth - Expenditures
(current prices)

(% of GDP)

1976 1977 1977 1978 1979 1980 1981 1982 1977 (adi.) - 1982
(est.) (adj.) (p.a.)

GDP (factor cost) 24258 28850 35975 40200 44625 49300 54400 60000 10.8

Indirect Taxes
Less Subsidies 1955 2250 300 1125 1800 2575 3425 4375

GDP (market prices) 26213 31100 36275 41325 46425 51875 57850 64375 12.1

Private Consumption 19558 22950 26225 32325 36125 41175 44950 49250
(74.6) (73.8) (72.3) (78.2) (77.8) (79.4) (77.8) (76.5) 13.4

Public Consumption 3050 3150 3600 3900 4700 5375 6075 6800
(11.6) (10.1) (9.4) (10.1) (10.4) (10.5) (10.6) 13.7

Gross Domestic Capital
Formation 4194 4500 5550 7000 7850 8725 9825 11225

(16.0) (14.5) (15.3) (16.9) (16.9) (16.8) (17.0) (17.4) 15.1

Private & Public
Corporations 2698 3750 4550 5000 5575 6200 7075

(10.3) (10.3) (11.0) (10.8) ('.0.8) (10.7) (11.0) 13.5

Government & Enterprises 1496 1500 1800 2450 2850 3150 3625 4150
(5.7) (4.8) (5.0) (6.1) (6.1) (6.1) (6.3) (6.5) 18.1

Balance Goods & NFS -427 +500 +900 -1900 -2250 -3400 -3000 -2900
(+1.6) (+2.5) (-4.6) (-4.9) (-6.6) (-5.2) (-4.5)

Residual -162

Source: Mission estimates.
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Table C-7

High Growth - Central Government Budget
(constant 1977 adjusted prices)

1977 1978 1979 1980 1981 1982 1977 (adj.) - 1982
(adj.) (p.a.)

Current Revenues 9750 9550 9825 10200 10600 11150 2.7

Current Expenditures-a/ 8600 8975 9075 9200 9300 9500 2.0

Consumption-b/ (3250) (3250) (3900) (4325) (4750) (5250) 10.1

Transfers (2450) (3225) (3075) (3175) (3250) (3350) 6.5

Subsidies (2900) (2500) (2100) (1700) (1300) (900) -20.9

Current Surplus 1150 575 750 1000 1300 1650 7.5

Capital Expenditures-/ 2300 3150 4200 4650 5300 5900 20.3

Cash Deficit 1150 2575 3450 3650 4000 4250

Financing:

Aid (net) 1875 1950 2125 2300 2650 2950 9.5

Non-Expansionary
Borrowing * 625 1100 1150 1150 1150

Expansionary Borrowing * - 225 200 200 150

* Not meaningful.
a/ Includes advance account payments.
b/ Not comparable with public consumption in GDP expenditure tables which includes local governments,

certain public enterprises, and imputed rentals.
c/ Includes capital revenues.

Source: Mission estimates.
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Table C-8

High Growth - Central Government Budget
(current prices)

1977 1977 1978 1979 1980 1981 1982 1977 (adi). - 1982
(est.) (adj.) (p.a.,

Current Revenues 5837 9750 10225 11250 12500 13900 15650 9.9

Current Expenditures-/ 5925 8600 9600 10400 11275 12200 13325 9.2

Consumptionb/ (2750) (3250) (3475) (4475) (5300) (6225) (7375) 17.8

Transfers (2025) (2450) (3450) (3525) (3900) (4275) (4700) 13.9
Subsidies (1150) (2900) (2675) (2400) (2075) (1700) (1250) -15.5

Current Surplus -88 1150 625 850 1225 1700 2325 15.1

Capital Expenditures-c/ 1998 2300 3375 4800 5700 6950 8275 29.2

Cash Deficit 2086 1150 2750 3950 4475 5250 5950

Financing:

Aid (net) 1050 1875 2075 2425 2825 3475 4150 17.2
Non-Expansionary

Borrowing 1234 * 675 1250 1400 1500 1600

Expansionary Borrowing -198 * - 275 250 275 200

* Not meaningful.
a/ Includes advance account payments.
b/ See footnote b, Table C-7.
c/ Includes capital revenues.

Source: Mission estimates.
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Table C-9

Low Growth - Central Government Budget
(constant 1977 adjusted prices)

1977 1978 1979 1980 1981 1982 1977 (ad;.) - 1982

(adj.) (p.a.)

Current Revenues 9750 9500 9625 9750 9850 9950 0.4

Current Expenditures-/ 8600 8900 8825 8850 8750 8650 0.1

Consumption-b (3250) (3175) (3650) (4000) (4200) (4400) 6.2

Transfers (2450) (3225) (3075) (3150) (3250) (3350) 6.5

Subsidies (2900) (2500) (2100) (1700) (1300) (900) -20.9

Current Surplus 1150 600 825 900 1000 1300 2.5

Capital Expenditures-/ 2300 3025 3450 3600 3850 4000 11.7

Cash Deficit 1150 2425 2625 2700 2750 2700

Financing:

Aid (net) 1875 1950 2050 2150 2400 2525 6.2

Non-Expansionary
Borrowing * 475 575 550 350 175

Expansionary Borrowing *- - - - -

* Not meaningful.
a/ Includes advance account payments.
b/ See footnote b, Table C-7.
c/ Includes capital revenues.

Source: Mission estimates.
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Table C-10

Low Growth - Central Government Budget
(current prices)

1977 1973 1978 1979 1980 1981 1982 1977 (ad1.) - 1982
(elit.) (adj.) (p.a.)

Current Revenues 51137 9750 10175 11025 11950 12925 13950 7.4

Current Expenditures- 5S'25 8600 9525 10100 10850 11475 12125 7.1

Consumptionb/ (2750) (3250) (3400) (4115) (4925) (5500) (6175) 13.7

Transfers (2025) (2450) (3450) (3525) (3850) (4275) (4700) 13.9

Subsidies (1150) (2900) (2675) (2400) (2075) (1700) (1250) -15.5

Current Surplus -88 1150 650 925 1100 1450 1825 9.7

Capital ExpendituresC/ 1998 2300 3250 3950 4400 5050 5600 19.4

Cash Deficit 2086 1150 2600 3025 3300 3600 3775

Financing:

Aid (aet) 10.0 1875 2075 2350 2625 3150 3550 13.6

Non-Expansionary
Borrowing 1234 * 525 675 675 450 225

Expansionary Borroving -198 * - - - - -

* Not meaningful.
a/ Includes advance account paymeitts.
b/ See footnote b, Table C-7.
/JiIncludes capital revenues.

Source: Mission estimates.
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Table C-li

High Growth - Balance of Payments
(current dollars)

1977 1978 1979 1980 1981 1982 1977 - 1982
(est.) (p.a.)

Exports - Total 781 800 885 980 1.100 1,235 9.6
Tea:

Volume (409) (430) (440) (455) (460) (460)
Value 419 386 390 395 425 455 1.7

Rubber:
Volume (299) (320) (330) (345) (350) (350)
Value 109 120 138 165 175 185 11.1

Coconut:
Volume (280) (600) (700) (800) (900) (1,000)
Value 38 65 92 120 150 180 36.5

Gems 35 25 40 50 55 60 11.3
Petroleum 67 70 75 75 85 95 7.2
Other Industrial 46 65 85 110 140 180 31.4
Other 67 70 65 65 70 80 3.6

Imports - Total 768 990 1.095 1.225 1,355 1,485 14.1
Consumer 365 460 475 555 550 580 9.7
FoOd 275 270 320 365 380 380 6.7
Rice:
Volume (534) (270) (250) (220) (195) (170)
Value 113 60 74 82 78 73 -8.4

Flour:
Volume (524) (615) (450) (420) (400) (400)
Value 99 115 128 150 152 140 7.2

Other Food 64 95 113 125 140 157 19.7
Other Consumer 89 190 190 200 200 210 18.7
Intermediate 315 410 450 505 570 645 15.4
Fertilizer 32 45 50 55 60 65 15.2
Petroleum 148 175 185 210 235 265 12.4
Other Intermediate 135 190 215 240 275 315 18.5

Investment 88 120 140 165 215 260 24.2

Invisibles (net) 32 30 35 40 50 60 13.3

Current Account 45 -160 -175 -205 -205 -190

Capital Receipts 313 340 290 325 365 400
Aid (199) (249) (250) (275) (315) (350)
Other (114) (91) (40) (50) (50) (50)

Capital Repaymentsa/ 175 165 105 110 130 130

External Assets Change 183 15 10 10 30 80

Reserves (year end) 290 305 310 320 350 430

Import Coverage (months) 4.6 3.7 3.4 3.1 3.1 3.5

a/ Data on Capital Repayments are Mission estimates and are not consistent with
Table M in the text, which is based on information supplied mainly by the
Ministry of Finance and Planning.

Source: Mission estimates.
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Table C-12

Low Growth - Balance of Payments
(current dollars)

1977 1978 1979 1980 1981 1982 1977 - 1982
(est.) (p.a.)

Exports - Total 781 790 865 920 1,015 1,090 6.9
Teal:

Volume (409) (430) (430) (430) (425) (420)
V'alue 419 385 380 375 395 415 -0.2

Rubber: _
Volume (299) (320) (325) (340) (345) (345)
Value 109 120 135 165 175 180 10.6

Coconut:
Volume (280) (600) (700) (700) (800) (800)
Value 38 65 95 105 130 145 30.7

Gems 35 25 40 45 50 55 9.5
Petroleum 67 70 70 75 85 90 6.1
Other Industrial 46 60 80 95 115 135 24.0
Other 67 65 65 60 65 70 0.9

Imports - Total 768 955 1,065 1,180 1,270 1,370 12.3
Consumer 365 455 505 565 585 600 10.5
Food 275 270 320 370 395 400 7.8
Rtice:

Volume (534) (270) (260) (255) (250) (245)
Value 113 60 80 95 100 105 -1.5

Flour:
Volume (524) (615) (455) (420) (400) (400)
Value 99 115 130 150 150 140 7.2

Other Food 64 95 110 125 145 155 19.4
Other Consumer 89 185 185 195 195 200 17.6

Int-ermediate 315 385 425 465 515 570 12.6
Fertilizer 32 42 45 50 55 60 13.4
Petroleum 148 158 180 200 220 245 10.6
Other Intermediate 135 185 200 215 240 265 14.4

Investment 88 105 135 150 170 200 17.8

Invisibles (net) 32 25 30 35 40 50 9.3

Current Account 45 -140 -170 -245 -215 -220

Capi:al Receipts 313 320 280 325 340 360
Aid (199) (240) (230) (255) (280) (310)
Other ; (114) (80) (50) (70) (60) (50)

Capit:al Repayments_/ 175 165 110 105 125 125

External Assets Change 183 15 - -25 - 15

Reserves (year end) 290 305 305 280 280 295

Import Coverage (months) 4.6 3.8 3.4 2.8 2.6 2.6

a/ Data on Capital Repayments are Mission estimates and are not consistent with
TaLble M in the text, which is based on information supplied mainly hv the
Ministry of Finance and Planning.

Source: Mission estimates.
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Table 1.1: l'OPULATION AND VITAL STATISTICS, 1963-1990

Net Annual
Population Birth Death Migration Natural

Year Mid-Year Rate Rate Rate Growth Rate
('0 00) M%

1963 10,651 34.3 8.6 -1.0 2.57

1964 10,889 33.2 8.8 -1.0 2.44

1965 11, 133 33.2 8.2 -0.5 2.50

1966 11,382 32.4 8.3 -0.5 2.41

19,67 11,637 31.7 7.6 -0.6 2.41

19,68 11,898 32.3 8.0 -0.7 2.43

19,59 12,164 30.6 8.2 -0.9 2.24

1970 12,436 29.6 7.6 -0.8 2.20

1971 12,715 30.1 7.6 -2.7 2.25

1972 12,928 29.8 8.0 -3.2 2.18

1973 13,145 27.9 7.7 -3.8 2.02

1974 13,366 27.4 8.9 -4.0 1.85

1975 13,590 27.6 8.5 -2.3 1.91

1976 13,818 27.4 7.9 -3.7 1.95

1977 14,024 2
1978 14,232 }

1979 14,444
25.8 7.8 -3.1 1.80

1980 14,660 )

1981 14,879 )

1982 15,100 )

1990 16,836 20.0 7.0 Nil 1.30

a/ The population estimates for individual years are based on inter-censal
projections and are not: consistent with the Registrar General's estimates
of birth and death rates and net migration.

Note: Figures given for 1977-1990 are projected.

Source: Ministry of Finar,ce and Planning. with an adlustment by the Mission
of the projected death rate for 1977-1982 from 8.1 to 7.8.



Table 1.2: POPULATION AND LABOR FORCE, 1971, 1975 AND PROJECTIONS TO 1990

Labor Force
Population ('000) Labor Force ('000) Participation Rate (X)

Male Female Total Male Female Total Male Female Total

1971' 6,531 6,159 12,690 3,312 1,176 4,488 50.7 19.1 35.4

1975 6,977 6,613 13,590 3,366 1,341 4,707 48.2 20.3 34.6

1976 7,067 6,751 13,818 3,699 1,394 5,093 52.3 20.6 36.9

1982 7,723 7,360 15,083 4,262 1,693 5,955 55.2 23.0 39.5

1990 8,560 8,257 16,817 5,182 2,163 7,345 60.5 26.2 43.7

Male & Female
Proportions (%)

1971 51.5 48.5 100.0 73.8 26.2 100.0 - - -

1975 51.3 47.7 100.0 71.5 28.5 100.0 - - -

1976 51.1 48.9 100.0 72.6 27.4 100.0 - - -

1982 51.2 48.8 100.0 71.6 28.4 100.0 - - -

1990 50.9 49.1 100.0 70.6 29.4 100.0 - - -

Assumed Age-Sex Specific Labor Force Participation Rates

1976 1982 1990
Age Group Male Female Male Female Male Female

10-14 5 3 5 3 5 3

15-19 50 28 51 29 53 31

20-24 88 50 89 52 90 55

25-29 97 40 97 43 97 48

30-34 98 38 98 40 98 44

35-39 98 32 98 34 98 40

40-44 98 30 98 32 98 36

45-49 96 28 96 30 97 34

50-54 92 27 92 27 93 28

55-59 82 22 82 22 83 23

60-64 65 7 65 7 60 7

65+ 40 6 40 6 36 6

Sources: Census of Population, Vol. II, Department of Census and Statistics, 1976;
Central Bank of Ceylon, revised data from the Land and Labor Utilization
Survey, 1975; and the Ministry of Finance and Planning.



Table 1.3: EMPLVT KU I.3 THE PTUBLIC SCTR, 1 970-;97v

1970 1971 1972 1973 1974 1975 1976

Government Institutions

Administrative, Technical
and Professional Officers
of staff rank 9,229 10,491 11,495 14,030 15,559 16,133 17,274

Subordinate Employees b/ 95.474 103:050 114lh014 j3338 147,000 150,c91 152,3
Minor Employees c/ 88,562 86,520 92,501 102,327 110,115 113,714 119,809
School Teachers 96,966 97,864 100,724 106,674 107,979 109,855 119,897
Others 2756 30,738 31,945 3265 34,402 35,272 35,724

TOTAL 317,817 328,663 350,679 386,021 415,055 425,865 445,597

Semi-Government Institutions-/

Administrative, Technical
and Professional Officers
of staff rank 6,315 12,362 14,337 15,360 15,989 14,793 15,233

Subordinate Employees b/ 31,311 24,919 27,005 31,176 33,002 37,596 40,211
Minor Employees c/ 122,680 85,152 102,627 120,342 148,548 169,930 221,893
Others e/ 9,909 52,927 54,284 42,728 41,091 36.865 37,217

TOTAL 170,215 175,360 198,253 209,606 238,630 259,184 314,554

a/ The employees are classified according to categories and status, and include temporary and casual workers.
b/ Clerical workers.
c/i Semi-skilled and unskilled workers.
d/ Growth of employment in this category (public corporations, universities, research institutions, etc.) was

exaggerated in the period by the nationalization of agricultural lands.
e/ Principals, teachers and other education workers.

Source: Central Bank of Ceylon.



Table 1.4: UNEMPLOYMENT RATES- BY AGE, EDUCATION, AND SEX
(percentages)

Age Groups: 1975 b/ c/1970

Education 15-19 20-29 Others Total 15-24 25-34Level Male Female Total Male Female Total Male Female Total Male Female Total Male Female Total Male Female Total
No Schooling )
(Illiterate) 36 35 36 20 17 18 2 4 3 8 10 9 )23 9 15 4 2 3No Schooling
(Literate) 27 8 17 25 0 14 1 0 1 5 1 4)

Primary 50 50 50 13 17 14 2 8 3 10 22 13 22 17 21 3 5 4Secondary 61 76 67 30 56 37 3 21 5 20 55 29 38 53 42 8 32 11O-Level/ )
S.S.C. 81 95 89 36 75 52 1 22 7 23 63 38 52 78 63 9 37 18A-Level

H.S.C. 100 100 100 35 72 54 0 25 7 22 65 41 }

University Graduate 0 0 0 25 33 29 2 16 6 9 25 15
other 0 0 0 25 17 20 0 0 0 2 4 3 ) n.a. n.a. n.a. n.a. n.a. n.a.

Total 56 64 60 26 49 34 2 11 4 15 38 22 )

a/ unemployed as a proportion of the total labor force in each category.
b/ Land and Labor Utilization Survey, 1975. Revised data from the Central Bank of Ceylon.
c/ Socioeconomic Survey, 1969/70.

Note: The age periods were not the same in the two categories.

Source: Central Bank of Ceylon.



Table 1.5: COMPOSITION OF UNEMPLOYMENT/ 'IN 1971 and 1975 BY AGE, EDUCATION, AND SEX

1971

Others Total
AGE GROUPS: 15-19 20-24 b/ 25-34 b/ (10-14 & 34-65) (10-65)

Male Female Total Male Female Total Male Female Total Male Female Total Male Female Total
EDUCATION LEVEL

No 6chooling 3.2 2.1 2.7 2.5 1,7 2.1 2.1 2.0 2.0 4.0 5.6 4.7 11.7 11.3 11.5
Primary 5.3 2.9 4.2 3.5 1.9 2.8 2.5 2.0 2.3 4.2 3.6 4.0 15.5 10.4 13.2
Secondary 14.2 10.5 12.6 16.5 11.5 14.4 9.1 7.4 8.3 7.0 6.3 6.' 46.8 35.8 42.0
0-Level 4 4 6z4 5w3 12:9 18.7 15 4 6.0 12.8 8.9 0.9 1.7 1.2 24.3 39.5 30.9
A-Level 0.1 0.1 0.1 0.7 1.2 0.9 0.3 0.8 0.5 * * * 1.1 2.0 1.5
University Graduates * * * 0.1 0.2 0.1 0.2 0.4 0.3 0.1 * * 0.3 0.6 0.5
Others * * * 0.1 0.1 0.1 0.1 0.2 0.1 0.1 0.1 0.1 0.3 0.3 0.3

Total 27.3 22.0 24.0 36.2 35.3 35.8 20.3 25.4 22.5 16.2 17.3 16.7 100.0 100.0 100.0

bt Others Tetal
1975 15-19 20-29 (10-14 & 34-65) (10-65)

Male Female Total Male Female Total Male Female Total Male Female Total

No Schooling (Illiterate) 1.8 2.1 1.9 1.7 1.8 1.7 0.5 1.2 0.8 3.9 5.0 4.5
No Schooling (Literate) 0.3 0.1 0.2 0.4 0.0 0.2 0.2 0.0 0.1 0.9 0.1 0.5
Primary 13.8 9.5 11.7 6.7 3.5 5.1 3.6 2.4 3.0 24.1 15.5 19.8
Secondary 21.6 19.4 20.5 24.7 19.3 22.1 3.9 3.7 3.8 50.2 42.4 46.3
O-Level 3.8 6.2 5.0 14.4 22.8 18.6 0.4 3.2 1.8 18.6 32.2 25.3
A-Level 0.2 0.4 0.3 1.5 3.2 2.4 0.0 0.3 0.1 1.7 3.9 2.8
University Graduates 0.0 0.0 0.0 0.4 0.6 0.5 0.1 0.3 0.2 0.5 0.9 0.7
Others 0.0 0.0 0.0 0.1 0.1 0.1 0.0 0.0 0.0 0.1 0.1 0.1

Total 41.4 37.6 39.5 50.0 51.4 50.7 8.7 11.1 9.8 100.0 100.1 100.0

a/ Unemployed as a percentage of total unemployed.
b/ Data for the 25-29 age group, which would allow direct comparison with 1975 data, are not available.

Note: An asterisk (*) indicates less than 0.05%.

Sources: Census of Population, Vol. II, Part B, 1975; Land and Labor Utilization Survey, 1975; revised
data from the Central Bank of Ceylon.



Table 1.6: SECTORAL GROWTH OF EMPLOYMENT AND GDP, 1963-1971

Gross Domestic

Employment Product- Ratio of Employment Growth

Distribution % Annual Growth Annual Growth To Output Growth-

Sector 1971 1963/71 1963/71 1963/71

Agriculture 50.1 1.0 2.1 .47

Manufacturing 9.6 1.1 6.6 .17
(including mining)

Construction 2.8 2.3 10.7 .21

Transport, Storage,
Communication &
Utilities 5.2 3.5 5.8 .60

Commerce, Banking &
Finance 10.1 3.1 5.6 .55

Services~c 22.2 2.5 4.8 .52

TOTAL 100.0 1.7 4.5 .38

a/ Two year averages of base and terminal years, at constant 1959 factor prices.
b/ This ratio, referred to in the text as the labor intensity of growth, is used in place of the

employment elasticity. While the latter would have been preferable, the time series on employ-
ment and productivity required for its computation were not available.

c/ Includes "Not Adequately Specified" category. If this category were excluded, employment in
services would appear to have declined. However, given the growth in Government employment,
this is implausible. Moreover, the majority of those classified under "Not Adequately Specified"
are likely to be involved in services of some nature.

Sources: Department of Census and Statistics, Census of Population, 1963 and 1971; and Central,
Bank of Ceylon, Annual Report.



Table 2.1: GROSS DOMESTIC PRODUCT: COMPOSITION AND SECTORAL DEFLATORS, 1970-1976
(Factor Prices)

a/ a/ a/
1970 1971 1972 1973 1974 1975 1976

Production (Rs million) % h % % % % %
b/

Agriculture 3,951 33.8 3,857 32.4 4,050 31.8 5,081 33.3 8,356 42.2 8,643 39.2 8,920 36.8
Mining 84 0.7 91 0.8 95 0.8 324 2.1 247 1.2 316 1.4 434 1.8
Manufacturing 1,425 12.2 1,480 12.4 1,720 13.5 1,985 13.0 2,475 12.5 3,217 14.6 3,528 14.5
Construction 744 6.4 751 6.3 711 5.6 802 5.2 1,011 5.1 1,018 4.6 1,164 4.8
Services 5.500 46.9 5.728 48.1 6,155 48.3 7,087 46.4 7.717 39.0 8.881 40.2 10.212 42.1

Gross Domestic 11,704 100.0 11,907 100.0 12,731 100.0 15,279 100.0 19,806 100.0 22,075 100.0 24,258 100.0
Product

Prices (Implicit deflators)

Agriculture 100.0 100.4 100.5 128.1 202.5 206.9 215.5
Manufacturing 100.0 100.3 114.9 130.6 170.2 205.8 221.5
Construction 100.0 106.0 109.2 120.6 141.9 156.9 162.3

Gross Domestic 100.0 101.5 105.2 121.9 153.7 165.4 176.4Product

a/ Provisional estimates.
h/ Includes forestry, hunting and fishing.

Source: Central Bank of Ceylon.



Table 2.2: GROWTH RATES OF GDP AND ITS MAJOR COMPONENTS, 1960-1977

Constant 1959 Factor Prices Annual Growth Rate (x)
a/ ,, b/ C/ a/ hi

GDP A2riculture- _tr Serviees- GDP ARriculture- Industr b Services-/

1960 6,332 2,436 1,051 2,845 6.8 5.8 4.5 8.5

1961 6,465 2,614 1,059 2,792 2.1 7.3 0.8 -1.9

1962 6,760 2,695 1,124 2,941 4.6 3.1 6.1 5.3

1963 6,951 2,846 1,166 2,939 2.8 5.6 3.7 -0.1

1964 7,397 2,946 1,229 3,222 6.4 3.5 5.4 9.6

1965 7,565 2,773 1,251 3,541 2.3 -6.2 1.8 9.9

1966 7,854 2,821 1,352 3,681 3.8 1.7 8.1 3.9

1967 8,255 3,061 1,455 3,739 5.1 8.5 7.6 1.6

1968 8,937 3,240 1,664 4,033 8.3 5.8 14.4 7.9

1969 9,369 3,281 1,838 4,251 4.8 1.3 10.4 5.4

1970 9,771 3,407 1,995 4,369 4.3 3.8 8.5 2.8

1971 9,792 3,311 2,025 4,456 - -2.9 1.5 2.0

1972 10,098 3,476 2,004 4,618 3.1 5.0 -1.0 3.6

1973 10,462 3,420 2,234 4,808 3.6 -1.6 11.5 4.1

1974 10,755 3,558 2,135 5,062 2.8 4.1 -4.6 5.3

1975 11,142 3,602 2,246 5,294 3.6 1.2 5.2 4.6

1976 11,480 3,568 2,410 5,502 3.0 -0.9 7.3 3.9

1977 11,986 3,883 2,373 5,730 4.4 8.8 -1.5 4.1

a/ Includes forestry, hunting, and fishing.

b/ Includes manufacturing, mining, construction, gas, water, and electricity.

c/ Excludes 'utilities', and is, therefore, not consistent with definition of services in
Table 2.3.

Source: Central Bank of Ceylon.



Table 2.3: SECTORAL (COMPOSITION OF GROSS DOMESTIC PRODUCT, 1959/61 - 1977
:at constant 1959 factor prices)

Annual Average

1959-61 1969-71 1972 1973 1974a/ 1975a/ 1976a/ 1977

GDP (Forecast)
(Rs million) 6.242 9.644 10.098 10.462 10,755 11,142 11,480 11,986

Agriculture-/ 39.3 34.6 34.4 32.7 33.1 32.3 31.1 32.4

C,
Mining 0.5 0.6 0.7 2.5C- 1.8 2.2 3.1 2.6

Manufacturing 11.5 13.7 13.9 13.6 12.6 13.1 13.0 13.0

Construction 4.4 5.6 5.0 4.9 5.1 4.5 4.6 3.9

Servicesd/ 44.3 45.4 46.0 46.3 47.4 47.9 48.2 48.1

Utilities 0.2 0.2 0.3 0.3 0.3 0.3 0.3 0.3
Trarnsport/
Coumunications 9.0 9.4 9.8 9.7 9.8 9.9 10.0 9.9

Commercial
Services 13.7 14.1 13.1 13.3 13.5 13.5 13.4 13.3

Financial
Services 0.9 1.2 1.3 1.4 1.5 1.7 1.6 1.7

Housing
Services 3.4 3.1 3.1 3.1 3.2 3.1 3.1 3.0

Public Adminis-
tration e/ 5.0 4.8 5.2 5.4 5.7 5.8 5.9 5.9

Other 12.1 12.5 13.2 13.2 13.4 13.6 13.9 14.0

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

a/ Provisional estimates.
b/ Includes forestry, hunting and fishing.
c/ The sudden increase is due to the sharp rise in gem exports through legal channels

following the introduction of the Convertible Rupee Account Scheme.
dI In Table 2.2, electricity, gas and water services have been included under Industry.
e/ Includes defense.

Note: Due to rounding off, components may not add up to totals.

Source: Central Bank of Ceylon.



Table 2.4: TOTAL RESOURCES AND USES, 1959/61-1976
71s million at current prices)

1959-61 1970 1971 1972 1973 1974 1975 1976
(avg.)

GDP (at market prices)-/ 6,649 12,812 12,844 14,063 16,789 21,430 23,878 26,213

External Resources 141 278 180 52 135 1,030 1,203 427
(net imports of
goods and NFS)

Total Resources Available 6,790 13,090 13,024 14,115 16,924 22,460 25,081 26,640
( - total uses)

Consumption 5,762 10,505 10,639 11,697 14,246 19,471 21,358 22,608

Public 906 1,649 1,790 1,924 2,043 2,771 2,508 3,050
Private 4,856 8,856 8,849 9,773 12,203 16,700 18,850 19,558

Gross Fixed Capital
Formation 1,059 2,359 2,140 2,206 2,493 2,972 3,699 4,595

Government b/ 248 506 401 438 487 687 889 1,427
Public Enterprise/- c 84 64 92 79 103 124 206 204
Public Corporations- 85 451 367 319 304 342 426 588
Private Sector 642 1,338 1,280 1,370 1,599 1,819 2,178 2,376

Changes in Stocks (+ - increase) -31 +226 +245 +212 +184 +17 +24 -563
(including unidentified
residual)

--------------------------- Per Cent of GDP ------------------------------

GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

External Resources 2.1 2.1 1.4 0.4 0.8 4.8 5.0 1.6
(net imports of
goods and NFS)

Total Resources Available 102.1 102.1 101.4 100.4 100.8 104.8 105.0 101.6
( - total uses)

Consumption 86.6 82.0 82.8 83.2 84.9 90.8 89.4 86.2

Public 13.6 12.9 13.9 13.7 12.2 12.9 10.5 11.6
Private 73.0 69.1 68.9 69.5 72.7 77.9 78.9 74.6

Gross Fixed Capital
Formation 15.9 18.3 16.7 15.7 14.8 13.9 15.5 17.5

Government b 3.7 3.9 3.1 3.1 2.9 3.2 3.7 5.4
Public Enterprises-c/ 1.2 0.5 0.7 0.6 0.6 0.6 0.9 0.8
Public Corporations`- 1.3 3.5 2.9 2.3 1.8 1.6 1.8 2.2
Private Sector 9.7 10.2 9.8 9.7 9.5 8.1 8.7' 8.9

Changes in Stocks (+ - increase) -0.4 +1.8 +1.9 +1.5 +1.1 +0.1 +0.1 -2.1
(including uniidentified
residual)

a/ Defined as GNP minus net factor income from abroad.
b/ Includes Railway, Ports, Harbor, Warehouse, Post and Telecommunications.
c/ Autonomous State owned enterprises.

Note: Due to rounding off, components may not add up to totals.

Source: Central Bank of Ceylon, Annual Report, 1976.



Table 2.5: PERCENTAGE OF TOTAL INCOME RECEIVED BY EACH TENTH OF
INCOME RECEIVERS, 1963 and 1973

Deciles_ Urban v Rural Estates All Island
1963 1973.Wg 1963 1973.A! 1963 1973A' 1963 19 731'

Highest 42.78 29.90 34.23 27.27 24.87 31.70 39.24 29.98

Second 15.64 15.42 16.51 15.44 13.31 13.51 16.01 15.91

Third 10.77 12.17 12.35 12.72 11.21 11.12 11.46 12.65

Fourth 8.31 10.25 9.96 10.68 10.42 9.53 8.98 10.56

Fifth 6.64 8.68 8.11 9.16 8.71 7.99 6.82 8.75

Sixth 5.13 7.45 6.45 7.79 8.71 6.91 5.55 7.10

Seventh 4.28 6.25 5.04 6.42 7.33 6.16 4.51 5.70

Eighth 3.16 4.75 3.73 5.18 6.86 5.58 3.56 4.38

Ninth 2.00 3.42 2.54 3.53 5.56 4.61 2.70 3.17

Lowest 1.29 1.70 1.08 1.81 3.02 2.89 1.17 1.80

a/ For a variety of reasons, 1973 data is not directly comparable with 1963.

Note: Due to rounding off, totals may not equal 100.0%.

Source: Central Bank of Ceylon, Survey of Sri Lanka's Consumer Finances,
1963 and 1973.



Table 3.1: BALANCE OF PAYMENTS, 1970-1978
(US $ million)

CURRENT ACCOUNTS 1970 1973 1974 1975 1976 1977-/ 1978-
Estimate Projection

R ceipts 382 435 586 644 644 890 921

Merchandise Exports, f.o.b. 339 367 511 555 556 781 805

Port, Transportation &
Insurance 19 28 26 29 25 28 30

Foreign Travel 4 9 14 18 23 31 36

Investment Income 2 3 6 7 4 12 12
Government Expenditure 5 5 5 6 6 6 6

Other Services 10 16 16 20 17 18 18

Private Remittances 3 7 8 9 13 14 14

Payments 453 473 764 831 709 845 1,184

Merchandise Imports, c.i.f. 392 413 701 757 640 768 1,086
Port, Transportation &

Insurance 5 10 10 12 11 12 22

Foreign Travel 3 2 1 2 3 4 6

Investment Income 23 20 22 25 24 29 33
Government Expenditure 5 3 4 4 4 5 5
Other Services 20 18 18 24 21 20 25
Private Remittances 5 7 8 6 6 7 7

Non-monetary gold - - - 1 - - -

Net Current Account -71 -38 -178 -187 -65 +45 -263

CAPITAL ACCOUNTS

Receipts 203 254 391 431 358 313 364-/

Private Capital 1 1 2 1 1 - -
Grants 13 13 42 77 58 62 76

Loans 50 52 70 126 111- 122 197
Suppliers' Credits 14 38 65 52 42 17 23

Short-term Credits 73 122 126 103 108 27d -

IMF Drawings 23 21 57 52 32 64-/ 68-/
Borrowings from Banks 21 - 2 5 - - -
Bilateral Credits - 5 25 12 - 6 -

Others 8 2 2 3 6 15 -

Repayments 122 200 204 249 226 175 166

Private Capital 2 1 1 1 - 1 1

Loans 19 23 26 39 28 48 48

Suppliers' Credits 13 15 32 60 54 35 26

Short-term Credits 47 101 118 119 106 61 13

IMF Repurchases 27 26 24 24 22 23 27
Borrowings from Banks - 17 - - - _ 25-/
Bilateral Credits 13 - - - 12 4 6

Others 1 17 3 6 4 3 20-

External Assets, n.i.e..& -10 -16 -9 +5 -67 -183 -
(- = increase)

Unfinanced Gap: 65k'

a/ Official estimate and projection as of early March 1978 based on data supplied by the Ministry of

Finance and Planning.
b/ Estimates based on likely disbursements from existing commitments and disbursements expected from

new commitments.
c/ Includes cash loan from People's Republic of China of $3 million in 1976.

d/ Drawings against an SDR 93 million Stand-by Arrangement and, in 1978, a $22 million Trust Fund drawing.

e/ Repayment of Kuwait and Iran Central Bank loans.

f/ Balance 80% of Nylon Cord Project, $17 million; repayment to Libya $3 million.

g/ Includes errors and omissions.
h/ No account has been taken of possible change in external reserves, including IMF position.

Sources: Central Bank of Ceylon for 1970-1976 and Ministry of Finance and Planning for

1977 and 1978



Table 3.2: COMPOSITION OF MERCHANDISE EXPORTS, 1970-1978

1970 :L971 1972 1973 1974 1975 1976 1977-/ 1978-/
VALUE (IJS $ million) Estimate Projection

Tea 188 193 194 197 204 274 248 419 385

Rubber 74 52 44 92 111 93 105 109 129

Major Coconut Products- / 40 47 44 22 59 55 45 38 54

Sub-Total 302 292 282 311 374 422 398 566 568
c'

Other Exports- 40 36 53 98 148 136 171 215 237
of which:

Precious & semi-
precious stones (1) (1) (2) (22) (16) (26) (31) (35) (23)

Petroleum products (5) (4) (12) (20) (52) (50) (48) (67) (70)

TOTAL EXPORTS 342 328 335 409 522 558 569 781 805

. . . . . . . . . . . . . Percent of Total Export Value . . . . . . . . . . . . . . .

Tea 55.0 58.8 57.9 48.2 39.1 49.1 43.6 53.6 47.8

Rubber 21.6 15.8 13.1 22.5 21.3 16.6 18.4 14.0 16.0

Major Coconut Productsb 11.7 14.3 13.1 5.4 11.3 9.9 7.9 4.9 6.7

Sub-total 88.3 88.9 84.1 76.1 71.7 75.6 69.9 72.5 70.5

Other Exports-/ 11.7 11.1 15.8 23.9 28.3 24.4 30.1 27.5 29.5

TOTAL EXPORTS 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

VOLUME

Tea (milllon lbs) 459 456 418 454 387 469 440 409 440

Rubber (million lbs) 354 285 286 354 282 355 323 299 318

Major Coconut Products-
(million nuts equiv.) 873 1.,010 1,248 417 460 846 803 280 600

a/ Official estimates and projecl:ions, as of early March 1978, based on data supplied by the Ministry
of Finance and Planning.

b/ Coconut oil, desiccated coconut and copra.
c/ Other exports include coconut by-products, spices, minor agricultural crops, precious and semi-precious

stones, manufactured goods, m:nerals and bunker oil.

Note: Due to rounding off, components may not add up to totals. -

Sources: Sri Lanka Customs, as reported by the Central Bank of Ceylon for 1970-76, and Ministry of
Finance and Planning for 1977 and 1978.



Table 3.3: VALUE OF INDUSTRIAL EXPORTS, 1972-1977

1972 1973 1974 1975 1976 1977
(Jan. - June)

Food, Textiles, Chemicals and others

Food, beverages and tobacco 3.33 5.00 5.11 6.24 13.80 9.00

Textiles,wearing apparel and garments 1.17 3.59 4.96 4.96 9.20 6.41

Chemicals and chemical products 1.50 1.88 2.86 3.26 3.97 2.57

Wood and paper products, leather and
rubber products 1.17 2.34 2.71 2.2/ 3.64 1.63

Ceramics and porcelainware - .31 1.20 1.99 2.42 0.84

Ferrous and non-ferrous metal products 1.50 .63 .30 .43 .23 0.11

Base metal industries and machinery .33 .94 1.05 1.70 .56 0.45

Electrical machinery, appliances and 45 43 1.44 0.07
supplies

Optical instruments, plastic goods, etc. - .47 .45 .57 .43 0.29

Subtotal 9.00 15.16 19.10 21.85 35.69 21.37

Petroleum- products. Minerals and Cement

Naphtha - 3.59 12.18 11.49 12.46 4.60

Fuel oil - .63 1.05 - 5.41 -

Graphite 5.83 1.72 2.56 1.70 2.04 1.28

Ilmenite - .78 1.05 .71 .79 0.29

Rutile - .31 .45 .99 .52 0.40

Cement - - 1.95 .71 .02 -

Subtotal 5.83 7.03 19.25 15.60 21.24 6.57

TOTAL 14.83 22.19 38.35 37.45 56.93 27.94

a/ Excluding bunkering and aviation fuel service.

Note: Due to rounding off, components may not equal totals.

Source: Ministry of Industries and Scientific Affairs.



Table 3.4: COMPOSTION OF IMPORTS, 1970-1978
(US $ million)

1970 1971 1972 1973 1974 1975 1 9 76 a' 1977-Ž 1978b/
Estimate Projection

CONS1JMER GOODS 217.5 191.6 178.2 222.5 321.5 376.0 204.7 - -
of wiich:

Food and Drink 1.79.7 154.8 152.8 195.0 293.2 357.4 181.3 276.4 244.0
Rice 53.4 32.9 26.8 42.2 108.3 150.6 75.9 112.7 62.4
Flour 43.7 34.7 32.2 70.8 128.9 142.1 80.7 98.8 112.8
Refined sugar 28.6 50.0 41.3 50.2 28.6 35.2 7.6 22.8 31.2
Milk and milk
products 9.2 7.9 9.5 10.9 10.5 11.6 9.6 10.4 -

Fish 11.4 12.1 13.7 8.1 7.5 6.2 3.0 15.1 -
Textiles (including
clothing) 20.8 17.4 8.0 8.6 8.9 2.8 5.8 - -

Other Consumer Goods 17.0 19.4 17.3 18.7 19.4 15.7 17.6 - -
Medicinal & pharma-
ceutical products 4.9 5.7 6.8 5.6 6.6 9.8 7.0 - -

INTERMEDIATE GOODS 75.8 65.4 83.7 127.3 288.7 267.8 267.0 - -
of which:

Wheat and meslin 3.-/ 5.9-/ 7.3 9.5 17.6 19.3 17.1 16.8 12.0
Fertilizer 13 6 9.9 10.5 17.3 33.2 29.5 11.7 32.0 57.6
Petroleum 9.9 4.4 6.3 46.1 136.1 123.7 137.6 148.0 175.0
Chemicals, elements
and compounds 9.4 11.1 12.2 16.7 34.9 16.3 10.6 - -

Dyeing, tanning and
coloring materials 1.7 1.9 2.3 1.9 3.3 2.7 3.1 - -

Paper and paperboard 7.6 8.1 7.0 6.2 9.8 9.9 6.6 - -

INVESrMENT GOODS 91.8 70.7 73.0 70.6 68.7 92.6 76.0 - _
of which:

Building materials 20.0 19.9 20.2 16.7 22.1 24.0 12.3 - -
Transport equipment 21.1 12.8 17.8 14.8 13.7 16.4 20.7 - -
Machinery and equip-
ment 46.4 33.7 30.2 35.0 27.5 45.7 43.0 - -

UNCLASSIFIED IMPORTS 3.7 7.2 9.2 3.9 5.9 8.4 6.4 - -

TOTAL IMPORTS 388.8 334.9 344.1 424.3 684.8 744.8 554.1 768.0 1.086.0

Memorandum Items…---------------------------…PERCENT OF TOTAL IMPORTS---------------------------

A. Consumer Goods 55.9 57.2 51.8 52.4 46.9 50.5 36.9 - -
B. Intermediate Goods 19.5 19.5 24.3 30.0 42.2 36.0 48.2 - -
C. Investment Goods 23.6 21.1 21.2 16.6 10.0 12.4 13.7 - -
D. Food d/ 46.2 46.2 46.5 48.2 45.4 50.6 35.8 38.2 23.6
E. Food, Fertilizer

and Petroleum 52.3 50.5 51.4 63.1 70.1 71.1 62.7 61.6 45.0
F. Imports other

t:han "E" 47.7 49.5 48.6 36.9 29.9 28.9 37.3 38.4 55.0

a/ Customs data for 1976 is not consistent with balance of payments data for imports. It has not
been possible to reconcile these differences.

b/ Official estimates and projections, as of early March 1978, supplied by the
Ministry of Finance and Planning.

c/ Based on data supplied by the Ministry of Finance and Planning.
d/ Includes food, drink, wheat and meslin.

Sources: Central Bank of Ceylon, 1970-76 and Ministrv of Finance ant P1aruntifn .*')r 1977 and 1978.



Table 3.5: SELECTED FOOD IMPORTS, BY SOURCE OF FINANCING, 1970-1977a/

1970 1971 1972 1973 1974 1975 1976 1977
VALUE (US $ million)

Rice
Commercial purchases 50.4 26.7 18.6 49.0 88.2 137.4 83.8 108.1
Aid-financed 8.2 3.8 4.1 - 29.9 - 1.1 4.6
Total 58.6 30.5 22.7 49.0 1J8.) 8 i3/.4 84.9 112.7

Wheat Grain
Commercial purchases 3.8 5.9 6.4 8.3 19.5 14.4 20.6 16.8
Aid-financed - - - - 1.8 6.2 - -
Total 3.8 5.9 6.4 8.3 21.3 2C.6 20.6 16.8

Flour
Commercial purchases 19.7 20.0 13.5 56.6 129.0 98.0 57.7 56.9
Aid-financed 17.7 13.2 20.9 14.9 18.2 48.0 33.8 41.9
Total 37.4 33.2 34.4 71.5 147.2 146.0 91.5 98.8

Sugar
Commercial purchases 25.4 37.0 39.9 51.0 20.1 33.7 14.1 22.2
Aid-financed - 1.5 - - - 4.5 0.9 0.6
Total 25.4 38.5 39.9 51.0 20.1 38.2 15.0 22.8

TOTAL

COMMERCIAL PURCHASES 99.3 89.6 78.4 164.9 256.8 283.5 176.2 204.0
AID-FINANCED 25.9 18.5 25.0 14.9 49.9 58.7 35.8 47.1
TOTAL 125.2 108.1 103.4 179.8 306.7 342.2 212.0 251.1

VOLUME t'000 metric tons)

Rice
Commercial purchases 443 287 207 344 255 457 416 498
Aid-financed 91 52 59 - 77 - 3 28
Total 534 339 266 344 302 457 419 526

Wheat Grain
Commercial purchases 55 83 92 83 91 65 130 115
Aid-financed - - - - 9 28 - -
Total 55 83 92 83 100 93 130 115

Flour
Commercial purchases 172 164 84 261 380 261 224 237
Aid-financed 205 159 243 110 68 201 157 279
Total 377 323 327 371 448 462 381 516

Sugar
Commercial purchases 244 276 217 194 43 48 45 94
Aid-financed - 12 - - - 14 2 2
Total 244 288 217 194 43 62 47 96

a/ The data for 1970-1976 in this table is not consistent with Table 3.4 because it is based on
information supplied to the Ministry of Finance and Planning by the main food importing agencies,
and is not based on Customs data.

Source: Ministy of Finance and Planning.



Table 3.6: INDICES OF COMMODITY PRICES, 1970-1978
(1975 5 100)

1970 1971 1972 1973 1974 1975 1976 1977 1978
Export Items (Estimate) (Projection)

Tea - current 79.1 76.1 76.0 76.4 101.3 100.0 111.0 181.5 157.6
constant 149.8 135.7 124.5 105.7 114.5 100.0 110.5 167.8 134.9

Rubber - current 70.2 60.5 60.2 120.4 131.8 100.0 132.4 140.5 147.2
- ,^^, ,,, ^,, , 11.0 0 1f,, i, , a 19 l o 194 RcoiisLarlt |o33.1 .'O .V u 70 I.19. X.L v ,.

Copra - current 87.7 73.6 55.0 137.7 258.3 100.0 107.3 152.2 125.8
constant 166.2 131.2 90.2 190.5 291.8 100.0 106.7 140.6 108.5

Import Items

Rice - current 39.7 35.5 40.5 96.4 149.3 100.0 70.1 73.8 90.9
constant 75.1 63.3 66.4 133.4 168.7 100.0 69.8 68.2 77.8

Wheat - current 34.6 35.2 39.3 81.2 115.1 100.0 82.2 62.3 77.2
constant 65.6 62.8 64.5 112.3 130.1 100.0 81.9 57.6 66.1

Sugar - current 27.0 29.4 36.8 42.6 122.5 100.0 56.4 39.2 56.4
constant 51.0 52.5 60.3 58.8 138.2 100.0 55.9 36.3 48.0

Petroleum - current 12.1 15.9 17.8 25.2 91.6 100.0 107.5 115.9 121.5
constant 23.4 28.0 29.0 34.6 103.7 100.0 106.5 107.5 103.7

Fertilizer - current 24.3 23.3 29.8 48.0 159.8 100.0 57.1 64.4 76.3
(urea) constant 46.0 41.5 48.9 66.4 180.5 100.0 56.8 59.5 65.3

Source: IBRD, Economic Analysis and Projections Department.



Table 3.7: TERMS OF TRADE, 1960-1977
(1967 100)

Exports Imports Terms of Trade
Volume Price Volume Price

1960 87 122 133 83 148

1961 90 112 107 82 136

1962 97 109 108 77 142

1963 93 109 93 85 129

1964 102 111 114 105 105

1965 105 113 86 100 112

1966 96 107 118 98 109

1967 100 100 100 100 100

1968 103 117 101 126 93

1969 98 117 108 134 88

1970 102 118 102 140 84

1971 99 117 90 150 78

1972 97 118 88 158 75

1973 98 137 79 209 65

1974 85 213 56 370 58

1975 102 199 69 433 46

1976 97 239 75 383 62

1977a/ 89 382 97 471 81

a/ Preliminary.

Source: Central Bank of Ceylon, Review of the Economy, 1976;
Ministry of Finance and Planning.



Table 3.8: NET AID TRANSFERS, COMMERCIAL BORROWINGS, AND DEBT SERVICE, 1970-1978
(US $ million)

1970 1971 1972 1973 1974 1975 1976 1977- 1978-

Estimate Projection
AID GROUP MEMBERS-

A. Cross disbursements 53.9 67.0 70.3 64.2 82.3 158.3 137.2 158.7 256.0

of which:
Project aid 5.4 14.1 14.6 20.2 16.3 38.8 20.9 29.8 67.0
Commodity aid 31.1 32.8 27.0 28.7 42.2 52.5 54.6 57.3 121.2
Food aid 14.8 17.0 25.3 14.1 21.3 65.1 39.3 56c6 55 8

()ther aid 2.6 3.1 3.3 1.2 2.6 1.8 22.3: 14.9- 12.0-

B. Debt service 17.2 19.8 24.0 27.4 28.8 35.9 34.0 35.8 36.0

of which:
Amortization 10.0 12.0 15.4 16.7 18.1 23.1 22.0 23.0 22.3
Interest payments 7.2 7.8 8.5 10.7 10.7 12.8 11.9 12.9 13.7

Net: transfer (A - B) 36.7 47.2 46.4 36.8 53.5 122.4 103.2 122.9 220.0

NON-AID GROUP COUNTRIES

D. Gross disbursements 8.9 34.3 13.2 3.0 29.4 44.9 37.8 40.3 17.0

E. Debt service 5.'5 6.4 5.1 6.7 8.5 9.0 6.9 24.1 33.1
of which:

Amortization 4.9 5.7 4.3 6.0 7.9 7.7 6.3 22.7 26.5
Interest payments 0.7 0.7 0.8 0.7 0.6 1.3 0.6 1.4 6.6

F. Net transfer (D - E) 3.3. 27.9 8.1 -3.7 20.9 35.9 30.9 16.2 -16.1

AID GROUP & NON AID GROUP

G. Gross disbursements
(A + D) 62.8 2.01.3 83.5 67.2 111.7 203.2 175.0 199.0 273.0
of which:

Project aid 6.2 14.6 19.8 21.0 18.4 41.1 38.2 42.5 83.4

Commodity aid 31.1 35.5 29.5 29.5 42.8 54.6 57.1 58.8 121.8

Food aid 24.4 20.6 28.6 15.9 47.9 66.5 39 3 57.8 56.0

Other aid 1.1 30.6 5.7 1.2 2.6 41.0 40.39' 40.0'/ 12.0;_

H. Debt service
(B + E) 22.8 26.2 29.0 34.1 37.3 44.9 40.9 59.9 69.1
of which:

Amortization 14.9 17.7 19.7 22.7 26.0 30.8 28.4 45.7 48.8

Interest payments 7.9 8.5 9.3 11.4 11.3 14.1 12.5 14.2 20.3

I. Net transfer
(G - H) 40.0 75.1 54.5 33.1 74.4 158.3 134.1 139.1 203.9

a/ Breakdowns by Aid Group members and non-Aid Group countries not available. Estimates and projections,
as of early March 1978.

b/ Australia, Canada, Dermark, France, Germany, India, Japan, Netherlands, Norway, Sweden, United Kingdom,
and lUnited States.

c/ Includes WFP and CARE assistance with $18.8 million in 1976 and $13.9 million in 1977 and $10.0 million

in 1978.

Note: Due to rounding off, components may not add up to totals.

Source: Ministry of Finance and Planning.
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Table 3.9: TERMS OF AID GROUP COMMODITY ASSISTANCE

Total Commitments (US $ million)

Country Item 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th 11th 12th 13th Total

Australia Grant 1.5 1.0 1.0 1.7 1.9 0.9 1.1 2.0 3.0 4.0 6.4 2.0 1.6 28.1

Canada Loan 0.9 0.5 1.2 1.9 1.9 2.1 2.4 1.0 1.0 4.3 12.0 4.1 9.0 42.3

Grant 2.1 1.9 1.9 1.9 3.5 3.2 3.2 3.5 2.5 3.0 4.3 2.0 7.6 40.6

Denmark Loan - - - - 2.7 - 3.0 - - 3.7 - - - 9.4

France Loan - 7.7 - 7.0 8.1 - 7.6 - 6.1 7.2 6.8 6.7 6.2 63.4
Grant - - - 0.8 0.5 - 1.4 1.3 1.3 1.0 1.0 - 7.3

Germany Loan 8.0 6.3 2.5 2.5 2.5 4.1 - - 12.4 - 2.7 - 41.0

Grant - - - 0.6 1.1 1.9 0.1 1.4 2.9 4.7 1.5 2.6 3.1 19.9

India Loan 2.7 _ 6.7 - 6.7 - 7.2 - 6.1 - - 5.6 7.9 42.9

Italy Loan - - 4.2 - - - - - - - 4.2

Grant - - - 1.3 - - - - 1.3 - - - 2.6

Japan Loan 5.0 5.0 5.0 5.0 5.0 8.0 11.6 - 12.1 14.0 15.3 15.6 16.8 118.4

Grant - - - - 0.5 0.3 - - 0.6 - 1.1 0.8 2.2 5.5

Netherlands Loan - - - - - - - - 4.3 3.5 12.0 19.8

Grant - - - - - - - - 4.1 2.6 2.9 9.6

Sweden Grant - - - - - - 1.6 0.8 3.2 7.6 10.0 10.1 23.7 57.0

U.K. Loan 10.0 10.0 8.6 6.0 10.6 12.0 6.4 - 3.4 7.2 - - - 74.2

Grant - - - 2.4 2.5 2.4 - - - - 7.6 4.9 5.6 25.4

U.S.A. Loan 7.5 7.4 - - 5.0 - - _ - 8.0 - - - 27.9

Loan 4.5 7.6 13.8 17.5 14.0 - 15.4 10.0 5.9 24.5 22.0 39.9 - 175.1

(PL 480)
E.E.C. Grant - - - - - 1.1 - - - 7.4 5.2 0.8 6;9 21.4

I.D.A. Loan - - - 15.0 - - - 15.0

U.N. Grant - - 1.9 10.5 - 2_2.1 14.6

TOTAL 42.2 47.4 40.7 50.7 68.1 36.5 59.6 20.1 60.5 115.1 112.1 104.9 107.7 865.6

a/ FAO fertilizer gift.



INTEREST RATE (M)

Table 3.9
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Country Item lst 2nd 3rd 4th 5th 6th 7th 8th 9th 10th 11th 12th 13th

Canada Loan - - - - - - - - - - - - -

Ilenmark Loan - - - - - - - - - -

France Loan - 6.0 - 5.5 5.5 - 3.5 - 3.25 5.4a0/ 5 -Al/ 5!AM"/ ---

Germany Loan 3.0 3.0 3.0 3.0 2.5 2.5 - - 2.0 - - 0.75 -

India Loan 3.0 - 5.0 - 5.0 - 5.0 - 5.0 - - 5.0 5.0

Italy Loan - - - 4.5 - - - - - - - - -

Japan Loan 5.5 5.5 5.25 5.25 5.25 5.0 4.75-/ - 4.5 4.0 4.0 3.5 3.5

Netherlands Loan - - - - - - - - - - 2.5 2.5 2.5

U.K. Loan - - - - - - -

U.S.A. Loan 2.5P-/ 3.5 - 3. 4/ - - - - 3.d/-

Loan 2.5- d5 d/~ d/ d Ql df d/~- 3.- dQ~/ -

(PL 480)2.5/ 2- . 3. -' 3.0-/ 2.0 3. 0- 3. 0/ 3 0- 3 3,0:-/

I.D.A. Loan - - - - - - - - - 0.75- - -

a/ Represents simple average of the two public and private components of this loan.
b/ Rate of interest during grace period is 4.157.
c/ Rate of interest during grace period is 1%.
d/ Rate of interest during grace period is 2%.
e/ PL480 food assistance against local currencies.
f/ Service charge.



GRACE PERIOD (Years) Table 3.9
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Country Item 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th 11th 12th 13th

Canada Loan 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0 10.0

Denmark Loan - - - - 7.0 - 7.0 - - 10.0 - - -

France Loan - 1.5 - 0.5 0.5 - 2.- _ 1.75- 2.25A- 3.2 ?-/ 3 3.2 3.75=

Germany Loan 7.0 7.0 7.0 7.0 8.0 8.0 - 10.0 - - 10.0 -
_ _ 3.0 1.0

India Loan - - 1.0 - 2.0 - 2.0 - 3.0 - - 3.0 1.0

Italy Loan - - - 2.0 - - - - -

Japan Loan 2.0 2.0 2.0 4.0 5.0 7.0 7.0 - 7.0 7.0 7.0 10.0 10.0

Netherlands Loan - - - - - - - - - 8.0 8.0 8.0

U.K. Loan 3.0 3.0 3.0 3.0 3.0 3.0 7.0 7.0 8.0 - - -

r.S.A. Loan 5.0 5.0 - - 10.0 - - - - 10.0 - - _

Loan
(PL 480) b/ 2.0 2.0 2.0 2.0 - 10.0 10.0 10.0 10.0 10.0 10.0 _

I.D.A. Loan - - - - - - - - - 10.0 - -

a/ Represents simple average of the public and private components of this loan.
/ See footnote e/,page 2 of this table.



REPAYMENT PERIOD AFTER GRACE PERIOD (Years) Table 3.9Page 4 of 4 pages

Country Item 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th 11th 12th 13th
Canada Loan 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0 40.0
Denmark Loan - - - - 18.0 - 18.0 - - 25.0 - - -
France Loan - 4.0 - 8.0 8.0 - 13.2a!/ _ 16. A/ 1 5.5 14.5a/ 14.5/ 14-0a
Germany Loan 13.0 13.0 18.0 18.0 22.0 22.0 - - 30.0 - - 40.0 -
India Loan 3.0 - 9.0 - - - 10.0 - 12.0 - - 12.5 14.5
Italy Loan - - - 12.0 - - - - - - - -

Japan Loan 5.0 5.0 6.0 13.0 13.0 13.0 13.0 - 18.0 18.0 18.0 20.0 20.0
Netherlands Loan - - - - - - - - - - 23.0 22.0 22.0
U.K. Loan 22.0 22.0 22.0 22.0 22.0 22.0 18.0 - 18.0 18.0 -- -

U.S.A. Loan 20.0 20.0 - - 30.0 - - - - 30.0 - -

Loan b/ 19.0- 19.0-/ 19.0-/ 19.0c-/ - 30.0 30.0 30.0 30.0 30.0 30.0 -(PL 480)
I.D.A. Loan - - - - - - 40.0 - -

a/ See footnote a/. page 3 of this table.
b/ See footnote e/, page 2 of this table.
c/ US$100,000 each during the first three years and the balance in 16 equal installments.

Source: Ministry of Finance and Planning.



Table 3.10: EXTERNAL ASSISTANCE: COMMITMENTS, DISBURSEMENTS!
AND AID PIPELINE, 1976-1978

(US$ million)

WFP and

1976 Prolect Commodity Food CARE Other Total

A. Undisbursed Balance
(January 1, 1976) 297.1 95.7 10.8 - 12.0 415.6

B. Fresh Aid Commitments 22.7 56.9 77.4 18.8 17.6 193.4

C. Total Aid Available (A+B) 319.8 152.6 88.2 18.8 29.6 609.0

D. Disbursements from Pipeline 38.2 45.6 10.8 - 12.0 106.6

E. Disbursements from
Commitments - 11.4 28.6 18.8 9.5 68.3

F. Total Disbursements (D+E) 38.2 57.0 39.4 18.8 21.5 174.9

1977 b/

G. Undisbursed Balance
(January 1, 1977) (C-F) 281.6 95.6 48.8 - 8.1 434.1

H. Less Loans Expired 0.5 - - - -

I. Corrected Undisbursed
Balance (G-H) 281.1 95.6 48.8 - 8.1 433.6

J. Fresh Aid Commitments 122.9 89.2 24.8 13.9 18.0 268.8

K. Total Aid Available (I+J) 404.0 184.8 73.6 13.9 26.1 702.4

L. Disbursements from Pipeline 40.5 43.2 44.5 - 8.1 136.3

M. Disbursements from Fresh
Commitments 2.1 15.6 13.1 13.9 18.0 62.7

N. Total Disbursements (L+M) 42.6 58.8 57.6 13.9 26.1 199.0

1978-b

0. Undisbursed Balance
(January 1, 1978) (K-N) 361.4 126.0 16.0 - - 503.4

P. Less Loans Expired 9.2 14.9 4.3 - - 28.4

Q. Corrected Undisbursed
Balance (0-P) 352.2 111.1 11.7 - - 475.0

R. Fresh Commitments 1978 45.9 55.3 44.1 10.0 2.0 157.3

S. Total Aid Available (Q+R) 398.1 166.4 55.8 10.0 2.0 632.3

T. Disbursements from Pipeline 83.3 75.6 11.7 - - 170.6

U. Disbursements from Fresh
Commitments - 46.2 44.1 10.0 2.0 102.3

V. Total Disbursements (T+U) 83.3 121.8 55.8 10.0 2.0 272.9

1979.=

W. Undisbursed Balance
(January 1, 1979) (S-V) 314.8 44.6 - - - 359.4

a/ Data on disbursements from pipeline and disbursements from fresh commitments not

consistent with Table L in text because the data in this table is based on actual

aid agreements signed while Table L uses dates of pledges to distinguish between

pipeline and fresh commitments.

b/ Estimates and projections made by the Ministry of Finance and Planning as of

early March 1978.

Source: Ministry of Finance and Planning.
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Table 4.1: SRI LANKA

EXTERNAL PUBLIC DEBT OUTSTANDING INCLUDING UNDISBURSED AS OF DEC. 31, 1976

WITH MAJOR REPORTED ADDITIONS THROUGH DECEMBER 31, 1977
DEeT REPAYABLE IN FOREIGN CURRENCY AND GOODS

(IN THOUSANDS OF U.S. DOLLARS)

D E B T O U T S T A N D I N G M:AJO REPORTEDArDITtONS
TYPE OF CREDITOR ------- - -:--- - --
CREDITOR COUNTRY DISBURSED :UNCISBURSED: TOTAL : JAN. 1, 1977 TO DEC. 31, 1977

SUPPLIERS CREDITS
AUSTRALIA 2,203 1,140 3,343
BAHAMAS 2,266 - 2,266
BELGIUM 6,279 - 6,279
BERMUDA 2,576 - 2.576
CANAADA 644 - 644
CZECHCSLOVAKIA 1,304 - 1,304
FRANCE 35,635 495 36,130
GERMAN DEM. REP. 121 17 138
GERMANY, FEC.REP. OF 7,633 - 7,633
HONG KONG 4,857 427 5,284
INDIA 3,983 - 3,983
ITALY 6,856 679 7,535
JAPAN 17,468 - 17,468
KUWAIT 1,591 - 1,591
NETHERLANDS 3,074 - 3.074
NORWAY 7,039
ROMANI A 12,610 1,304 L-,'S14
SINGAPORE 1,636 - 1,636
SWITZERLAND 38 - 38
THAILAND 1,680 - 1,680
UNITED KINGDOM 5,414 - 5,414
UNITED STATES 1,947 - 1,947
USSR 2,336 5 2,341
YUGGSLAVIA 873 - 873

TOTAL SUPPLIERS CREDITS 123,024 4,067 127,091 7,039

PRIVATE BANK CREDITS
UNITED KINGDOM - 34 34

TOTAL PRIVATE eAhK CREDITS 34 34

GTHER PRIVATE CEBT
UNITED KIhGDCM L99 - 199

TOTAL OTHER PRIVATE CEBT 199 - 199

MULTILATERAL LGANS
ASIAN DEV. BANK 26,674 41,321 67,995 5,000
IBRO 36,025 7,745 43,770
IDA 43,623 36,923 80,546 41,200
OPEC SPECIAL FUND - 8,100 8,100 3,150

TOTAL MULTILATERAL LCANS 106,322 94,089 200,411 49,350

BILATERAL LCANS
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Table 4.1: SRI LANKA

tXTERNAL PUeLIC CEEl OUISTANDING INCLUDING UNDISBURSED AS OF DEC. 31, 1976

WITH MAJOR REPORTED ADDITIONS THROUGH DECEMBER 31, 1977

DEBT REPAYABLE IN FOREIGN CURRENCY AND GOODS
(IN THOUSANDS UF U.S. DOLLARS)

D E B T O U T S T A N D I N G : MAJOR REPORTED ADDITIONS
TYPE CF CREDITOR

CRtDIICR CCUNTRY DISBURSED :UNDISBURSED: TOTAL JAN. 1, 1977 TO DEC. 31, 1977

ABU DHABI - 5,067 5,067 9,908
CANADA 33,340 18,418 51,758
CHINA, P.R. OF 51,074 9,503 60,577
DENMARK 6,927 3,249 10,176
FRANCE 14,284 10,133 24,417
GERMAN DEM. REP. 6,524 7,729 14,253 2,751
GERMANY, FED.REF. OF 76,012 29,825 105,E37
HUNGARY 354 6,425 6,779
INDIA 13,651 18,376 32,027 7,882
IRAQ - 19,000 19,000
ITALY 1,447 142 1,589
JAPAN 67,845 219624 89,469 15,367
KUWAIT 9,015 17,121 26,136 15,000
LIBYA 1,0
NETHERLANDS 1,873 11,965 13,838 12,210
THAILAND 2,172 - 2,172
UNITED ARAB EMIRATES 12,022 - 12,022
UNITED KINGDCM 30,215 16,308 46,523
UNITED STATES 130,421 45,379 175,800 3,800
USSR 15,586 61,896 77,482
YUGCSLAVIA 5 - 5

TCTAL BILATERAL LCANS 472,767 302,160 7749927 66,918

TUTAL EXTERNAL PUBLIC DEBT 702,312 400,350 1,102,662 123,307

NOTES: (1) ENLY DEBTS WITH Ah ORIGINAL Ok EXTENDED MATURITY OF OVER ONE YEAR ARE INCLUDED IN THIS TABLE.
(2) DEBT OUTSTANDING INCLUDES PRINCIPAL IN ARREARS BUT EXCLUDES INTEREST IN ARREARS.
(3) THE FCLLOWING UNCUMPITTEL PARTS OF FRAME AGREEMENTS AND STANDBYS ARE NOT INCLUDED IN THIS TABLE.

BILATERAL LCANS
CHINA, P.R. OF 49,631
CZECHOSLOVAKIA 5.107
GERMAN DEP. REP. 5,231
KOREA, D.P.R. OF 1,000
POLAND 3,745
USSR 11,822
YUGOSLAVIA 9,687

TOTAL 86,223

TOTAL UNCOMMITTED FRAME AGREEMENTS AND STANDBYS 86,223

PRINCIPAL IN-ARREARS
GERMANY, DEM. REP. - Suppliers 15
USSR - Suppliers 247

TOTAL 262

INTEREST IN ARREARS
USSR - Suppliers 34



Table 4.2: SRI LANKA

SERVICE PAYMENTS, CCPMITMENTS, DISBURSEMENTS AND OUTSTANCING AMOUNTS OF EXTERNAL PUBLIC DEBT

PROjECTICNS 6ASPL CN Ltil CLUISTANDING INCLUDING UNDISBURSED AS OF DEC. 31, 1976

WITH MAJOR REPORTED ADDITIONS THROUGH DKCEMBER 311 1977
DEBT REPAYABLE IN FOREIGN CURRENCY ANC GODS

(IN THOUSANDS OF U.S. DOLLARS)
TCTAL

YEAR : OEBT OUTSTANDING AT T R A N S A C T I 0 N S 0 U R I N G P E R I a 0 OTHER ChANGES
: BEGINNING OF PERIGC

DISBURSED : INCLUCING CCMMIT- : DISBURSE- S E R V I C E P A Y M E N T S : CANCEL- : ADJUST-
:ONLY :UNDISBURSEO: MENTS : MENTS :----: ----- ----:-- -- ---: LATIONS : MENT *

PRINCIPAL INTEREST TOTAL
: 1) (2) : 3) (4) 15) (6) : 7) (8) (9)

t9?7 3e7i293 514,145 871u2i 3,668 36w156 139670 49,826 3,738 -14,111
1973 415,085 607,761 92,142 83,846 39,281 15,515 54,796 8,347 20,3381974 4771317 672,613 233,091 1469265 52,592 16,500 69,092 1,519 16,236
1975 579,467 E67,829 285,178 157,404 106,109 20,627 127,336 530 -49,407
1976 597,989 996,961 220,965 210,435 103,759 23,068 126,821 6,721 -4,777
1977 702,312 1,102,669 -

* * * * * * THE FOLLCWING FIGURES ARE PROJECTED * * * * * *

1977 702,312 1,102,669 123,307 183,848 101,653 22,484 124,177 - -261
1978 784,211 1,124,022 - 140,773 73,627 22,069 959696 - 8
1979 851,36G 1,050,403 - 78,670 54,888 22,611 77,499 - -5
1980 e75,137 S95,510 - 47,976 54,475 21,927 76,402 - 1
1981 868,636 941,036 - 22,767 529133 20,713 72,846 - 6
1982 839,276 888,909 - 16,086 45,986 19,311 65,297 - I
1983 809,377 842,924 - 10,176 45,286 17,942 63,228 - -1
1984 774,267 797,637 - 8,536 45,664 16,863 62,527 - 51985 737,144 751,978 - 6,778 47,265 15,739 63,004 - 5
1986 696,662 104,718 - 6,429 46,152 14,749 60,901 - 21987 656,940 658,568 - 1,628 42,381 13,548 55,929 - 6
1988 616,193 616,193 - - 43,643 12,805 56,448 - -
1989 572w55C 572,550 - - 42,188 11,646 53,834 - 5
1990 530,367 530,367 - - 40,597 10,524 51,121 - 1
1991 489,771 489,771 - - 36,751 9,450 46,201 - 8
1992 453,028 453,G28 - - 33,G91 8,518 41,609 -
1993 419,536 419,S36 - - 30*652 7,703 38,355 _ 21994 389,286 389,286 - - 29,176 6v939 36,115 - 5
1995 360,115 360,i15 - - 23,144 6,267 29,411 - 5
1996 336,976 336,976 - - 23,321 5,750 29,071 - 6

NOTE. INCLUDES SERVICE ON-ALL DEBT LISTED IN TABLE 1 PREPARED MARCH 16, 1978.

* THIS COLUMN SHOWS THE AMCUNT CF ARITIRMETIC IMBALANCE IN THE AMOUNT OUTSTANDING INCLUDING UNDISBURSED FROM ONE
YEAR TO THE NEXT. THE MOST COMMCN CAUSES OF IMBALANCES ARE CHANGES IN EXCHANGE RATES AND TRANSFER OF DEBTS
FROM ONE CATEGORY TO ANCTHER iN 7hE TABLE.



Table 4.3: SRI LANKA - ONE TO FIVE YEARS' MATURITIES

SERVICE PAYMENTS, COMMITMENTS, DISBURSEMENTS AND OUTSTANDING AMOUNTS OF EXTERNAL PUBLIC DEBT

PROJECTIONS BASED ON DEBT OUTSTANDING INCLUDING UNDISBURSED AS OF DEC. 31, 1976

DEBT REPAYABLE IN FOREIGN CURRENCY AND GOODS
(IN THOUSANDS OF U.S. DOLLARS)

TOTAL
YEAR : DEBT OUTSTANDING AT : T P A N S A C T I O N S D U R I N G P E R I O D OTHER CHANGES

: BEGINNING OF PERIOD :
_ _ _ _ _ _ _ _ _ _ _ _ __- _ _ __- - _- - _ - - - - - - - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - ---- - --__. _ _ _ _ _ _ _ _ _ _ _ _ ._ _ _

DISBURSED : INCLUDING : COMMIT- : DISBURSE- S E R V I C F P A Y M E N T S CANCEL- : ADJUST-
ONLY :UNDISBURSED: MENTS : MENTS : --------------:----------- LATIONS : MENT *

PRINCIPAL INTEREST : TOTAL
(1) (2) (31 (4) (53 (6) (7) (8) (9)

1972 2,957 3,015 6,079 5,933 1,926 581 Z,507 20 -50
1973 6,905 7,098 20,298 20,189 29946 830 3,776 - 837
1974 24,991 25,287 129,503 87,705 16,276 2,572 18,848 3 1,885
1975 94,958 140,396 23,446 59,952 68,425 5,464 73,889 181 -3,474
1976 82,367 91,762 60,275 67,751 65,734 5,805 71,539 170 -2,441
1977 82,155 83,692

* * * * * * THE FOLLOWING FIGURES ARE PROJECTED * * * * * *

1977 82,155 83,692 - 1,536 50,807 3,541 54,348 - -246
1978 32,639 32,639 - - 24,779 779 25.558 - 5
1979 7,865 7,865 - - 5,539 241 5,780 - -1
1980 2,325 2,325 - - 2,025 79 2,104 - -1
1981 299 299 - - 299 25 324 - -

* THIS COLUMN SHOWS THE AMOUNT OF ARITHMETIC IMBALANCE IN THE AMOUNT OUTSTANDING INCLUDING UNOISBURSED FROM ONE
YEAR TO THE NEXT. THE MOST COMMON CAUSES OF IMBALANCES ARE CHANGES IN EXCHANGE RATES AND TRANSFER OF DEBTS
FRCM ONE CATEGORY TO ANCTHER IN THE TABLE.



A NOTE ON GOVERNMENT ACCOUNT STATISTICS

1. The detailed accounts of the budgetary transactions of the Government
are published in the Estimates of the Revenue and Expenditures of the Govern-
ment of Sri Lanka. However, the structure of the budget makes it difficult
to analyze budgetary performance from the accounts shown in this source. The
difficulty stems from three major factors. First, the administratively defined
"central government" of Sri Lanka contains three entities which are de facto
public enterprises, i.e., the Department of Railway, the Department of Ports,
and the Department of Post and Telecommunications. The Department of Food
Corimissioner is also engaged in entrepreneurial activities on an extensive
scale. The current expenditures by these Departments, which consist mainly of
operating expenses, are recorded in the budget on a gross basis; the revenues
from their operations are also recorded on a gross basis as current revenue.
Thus, the budgetary account statistics give an inflated image of government
transactions. Second, the capital expenditure figures in these Estimates
include government loans and the outlays for the acquisition of financial
assets on a gross basis. Receipts from these loans and proceeds from the
sales of financial assets are included in "revenue". Third the revenue
and expenditure figures in the Estimates include intra-budgetary transfers,
which do not reflect any resource transfers between the Government: and the
rest of the economy. An example is the proceeds from FEECs on the imports
of government departments and those generated by government foreign debt
amortization, which are counted both as budgetary revenue and budgetary
outlay. In the period from 1970/71 to 1977, about 40% of FEEC sale proceeds
recorded in the Estimates directly originated from intra-budgetary trans-
actions. In the same period, the identifiable intra-budgetary transfer
receipts of this nature amounted to between 8 and 11% of recorded tax revenue.
Furthermore, this ratio tended to rise over time.

2. The problem of FEECs generated by foreign debt amortization of
the Government had been pointed out by previous economic missions, and this
part of FEEC revenue had been removed from revenue statistics in the govern-
ment account tables. This adjustment was made because such FEEC revenue is
not matched by a fictitious current expenditure of the same magnitude, and
inclusion of such FEECs in revenue, therefore, distorted the current account
position. The same argunment applied to FEECs and other taxes on items that
enter the capital budget.

3. In this report, the revenue figures are adjusted:

(i) to include the positive current surpluses of the Department
of Railway, the Department of Ports, and the Department of
Post and Telecommunications, instead of revenue from gross
operations;

(ii) to show government loans and the acquisition of financial
assets on a net-of-repayment/sales proceeds basis as net
lending, and to exclude the part corresponding to negative
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net lending from the revenue figure, in accordance with the
suggestion of the GFS Manual; 1/

(iii) to exclude FEECs generated by government debt amortization; and

4. FEECs were abolished on November 15, 1977. Thus, 1978 budget data
excludes all FEEC transactions and adjustments.

1/ International Monetary Fund, A (draft) Manual on Government Finance
Statistics, June, 1974.



Table 5.1: SUMMARY OF BUDGETARY OPERATIONS, 1970/71 - 1979-/
(Rs million)

1970/71 1971/72 1973 1974 1975 1976 1977 1978
Budget Revised Budget
Estimate Estimate Estimate

1. Current Revenue 2,594 2,931 3,611 4,275 4,535 5,124 5,351 5,837 10,230
2. Current _cnpndi tirp 2,865 3,008 3,519 4 ,220 / ,89^ 5,207 5,435 3,875 9,479
3. Advance Account Payments 78 143 78 12 -66 375 - 50 1004. Current Surplus (1-2-3) -349 -220 14 43 -289 -458 -84 -88 6515. Capital Revenue 2 1 2 5 3 28 22 32 226. Capital Expenditure and Net Lending 783 885 1,098 1,181 1,940 2,621 1,980 2,030 4,034
7. Cash Deficit (6-4-5) 1,130 1,104 1,082 1,133 2,226 3,051 2,042 2,086 3,361Financed by:

Foreign Grants and Loans (Net) 280 353 268 476 838 1,094 1,078 1,050 2,300Domestic Nonmarket Borrowing (Net) 141 199 243 -54 379 485 70 150 -117
Domestic Market Borrowing

from Nonbank Sources (Net) 492 442 623 686 827 867 884 1,084 1,178Borrowing from Banking System (Net) 94 226 -116 -15 153 639 - - -
Use of Cash Balances 123 -115 63 39 31 -33 10 -198 -

Memorandum: Intrabudgetary Receipts and Payments Included in: b/ b/
Current Revenue (Line 1) 143 126 208 235 335 364 340 289 -Current Expenditure (Line 2) 99 73 117 115 92 100 100 87 -Capital Expenditure

and Net Lending (Line 6) 44 53 91 120 243 264 240 202 -

a/ Before 1971/72, the fiscal year was from October 1 to September 30. FY1971/72 covered a 15-month period from October 1, 1971through December 31, 1972. As from 1973, the fiscal year corresponls to the calendar year. In this and the following tables,
the data for 1971/72 have been pro-rated to a 12-month period. Column totals may not add up exactly due to rounding-off.

b/ Breakdowns are estimated.

Source: Central Bank of Ceylon.



Table 5.2: BUDGETARY POSITION, 1970/71 - 1976a/
(per cent of GNP at market prices)

1970/71 1971/72 1973 1974 1975 1976

BUDGETARY REVENUEh-/ 20.4 21.5 21.5 20.1 19.1 21.3

Taxes on Income and Profits 3.5 3.3 4.2 2.8 3.2 3.8

Taxes on Property and
Property Transfers 0.4 0.4 0.5 0.3 0.4 0.3

Business Turnover Tax 2.6 2.9 3.2 2.8 2.7 2.9
Selective Taxes on Goods 3.5 4.6 3.7 3.5 3.5 3.8
Taxes on Imports 2.2 1.9 1.3 1.3 1.4 1.9

Taxes on Exports c/ 2.1 1.7 2.3 3.1 1.8 1.7
FEEC Sale Proceeds, Net- 2.8 3.4 3.5 4.1 3.9 3.8

Non-Tax Current Revenue 2.9 2.9 2.3 1.7 1.7 2.2

CURRENT EXPENDITURE 23.1 23.1 21.4 19.9 20.4 21.5

Administration 4.0 4.2 3.4 3.9 3.8 3.7
Social Services 5.9 5.9 5.1 4.3 4.3 5.0
Economic Services 1.2 1.1 1.0 0.8 0.7 0.8
Interest 2.6 3.0 3.1 2.7 2.9 3.4
Transfers 8.5 7.7 8.2 8.0 8.8 8.3

Of which: Gross Food
Subsidies (4.8) (4.2) (4.2) (4.5) (5.2) (3.8)

Others 0.9 1.2 0.6 0.2 -0.1 0.3

CURRENT SURPLUS -2.7 -1.6 0.1 0.2 -1.3 -1.9

CAPITAL EXPENDITURE 6.2 6.5 6.5 5.5 8.1 10.8

Administration 0.2 0.3 0.3 0.3 0.3 0.3
Social Services 0.8 1.0 0.8 0.6 0.8 1.2
Economic Services 2.4 2.7 2.5 2.5 3.3 4.2
Capital Transfers 2.5 2.2 2.6 1.9 3.2 4.2
Net Lending 0.2 0.3 0.2 0.2 0.3 0.6
Others - - - 0.1 - 0.3

OVERALL DEFICIT 8.9 8.1 6.4 5.3 9.4 12.6

a! For fiscal years, see footnote a/ to Table 5.1.
b/ Minor items excluided.
c/ Excluding FEEC's generated by foreign debt amortization.

Note: Due to rounding off, components may not add up to totals.

Source: Computed from Tables 5.3, 5.4 and 5.6.



Table 5.3: BUDGETARY REVENUE, 1970/71 - 1978 Paae 1 of 2 pages
(Rs million)

1970/71 1971/72 - 1973 1974 1975 1976 1977 1978
Budget Revise~d Budget

Estiznate

1. Taxes on Net Income & Profits 445 453 699 599 770 936 890 940 1.076Corporate Income Tax 458 409 512 6 654 675 796Non-Corporate Income Tax ( c/ c/) 246 190 258 254 236 265 280Adjustment ( ) -5 - - - - -

2. Taxes on Property & Property Transfer d 50 60 77 69 93 88 147 96 100

3. Taxes on Goods & Services 838 1,087 1,251 1,443 1,575 1.731 1,864 2,177 2,294Business Turnover Tax 326 394 536 603 646 711 685 700 772Trade & Profession ( c/ c!) (79) (110) (115) (142) (150) (158) (170)Manufacturing (457) (493) (531) (569) (535) (542) (602)

Selective Taxes on Goodse/ 451 624 628 750 R31 q91 l-RnR 1.382 1.426Liquor Excise f/ (166) (267) (247) (216) (206) (190) (306) (252) (292)Tobacco Tax (248) (313) (342) (373) (459) (452) (520) (580) (720)Tea Tax, ad valorem,/ (37) (44) (39) (161) (166) (276) (258) (550) (414)

Selective Taxes on Services h/ 15 16 29 31 34 38 34 40 40

License Fees 46 53 58 59 64 64 61 55 56Business & Professional Licenses .i/ (26) (26) (29) (32) (36) (35) (35) (29) (30)Vehicle License Tax and Other (20) (27) (28) (27) (28) (29) (26) (26) (26)
4. Taxes on Imports 282 258 221 277 336 476 535 565 1,715Customs Duties on:

Vegetable Products 32 25 23 26 28 26 35 45Prepared Foodstuffs, Spirits,
Vinegar and Tobacco 70 37 34 20 60 152 115 165Mineral Products 16 20 3 6 4 4 8 5Chemical Products 31 31 34 61 52 30 63 47 c/Papermaking Materials 8 12 11 18 18 18 27 23Textile & Textile Articles 35 34 32 38 37 50 50 50Base Metals & Base Metal Articles. 16 19 16 23 25 33 45 43Machinery, Equipment & Parts 23 25 21 23 34 51 65 65Transport Equipment 20 25 25 30 36 62 67 65Other 30 29 21 31 41 45 58 53

License Fees on Aid & Gift Imports 1 1 1 1 1 5 2 4

5. Taxes on Exports 266 233 387 660 430 421 427 470 6*527Coconut & Coconut Products 55 27 33 - - 300Tea 'j/ 162 164 172 156 178 167 172 153 3,047Rubber 11 14 11 144 286 142 200 218 278 1,129Other 35 31 38 56 45 49 37 39 51

6. FEEC Sale Proceeds, net 350 467 585 866 930 938 1,140 1,002 .From Outside Budget k/ 209* 343* 379* 634* 877 838 500From Budget k/ 1/ 141* 124* 206* 232* 53 100 640 c/

7. Total Tax Revenue 2,231 2,558 3,220 3,914 4,134 4,590 5,003 5,250 9,712



Table 5.3
Page 2 of 2 pages

1970/71 1971/72b/ 1973 1974 1975 1976 1977 1978
Budget Revised Budget

Estimate

8. Property Income 235 218 219 204 232 321 175 400 324Current Surplus of Gov't Enterprises 25 44 34 47 42 42 13 16 16Colombo Port Commission (25) (29) (22) (22) (30) (24) (13) (16) (16)Post & Telegraphs Dept. (- ) ( ) ( ) (25) (12) (18) ( ) ( )
Railway (-) (15) (12) (-) (-) (-) (-) (-) (-)Profits from Food Sales m/ 78 49 22 - - - - 43 -Profits of Advance Account Activities 26 11 10 11 4 8 10 10 10Interest, Dividend, Rent 96 104 144 138 174 255 137 316 283of which: Items Included

in Voted Expenditure (2) (2) (2) (3) (4) (5) (5) (5) (6)National Lottery 10 10 9 8 12 16 15 15 15
9. Other Non-Tax Current Revenue 127 156 170 156 171 213 173 186 194Proceeds from Non-Industrial Sales n/ 24 56 47 38 49 44 33 35 36Administrative Charges & Fees °/ 75 69 89 83 86 108 101 102 108Fines & Forfeits 10 12 14 15 12 32 9 12 12Contributions to Pension Scheme P./ 18 19 20 20 24 29 30 37 38

10. Non-Tax Current Revenue (8+9) 362 374 389 360 403 534 348 586 518

11. Total Current Revenue 2,593 2,932 3,609 4,274 4,537 5,124 5,351 5,836 10,230

12. Capital Revenue g/ 2 1 2 5 3 28 22 32 22

13. Total Revenue 2,595 2,933 3,611 4,279 4,540 5,152 5,373 5,868 10,252

a/ Please see footnote a/ to Table 5.1 for fiscal years.
b/ Figures are pro rate adjusted for a 12-month period.
c/ Breakdowns not available.
d/ Revenue Heads 1.7 (excluding 1.7.5) and 10.
e/ Including the profits of Arrack Monopoly and negligible revenue from match tax.
f/ Mainly profits of Arrack Monopoly through 1973, after which the monopoly was made independent of the Excise

Department as the State Distilleries Corporation.
/ Levied on both exports and local sales.
h/ Mainly banks debits tax (Revenue Head 1.7.5).
i Mainly liquor licenses.
/ Including the revenues from export duties under the Medical Wants Ordinance, which are earmarked for healthservices for estate workers.

k/ * Indicates approximate breakdowns.
1/ Excluding FEECs generated by government foreign debt servicing.
m/ Prior to 1971/72, profits were kept in the advance accounts. However, profits for this period are alsoindicated.
n/ Revenue Heads 5.3.4 and 6.1.
o/ Revenue Heads 6.2 and 8.1 excluding 8.1.2.2.
pj Revenue Head 7.
g/ Revenue Head 9.

Sources: Central Bank of Ceylon, General Treasury.



Table 5.4: CURRENT EXPENDITURES, 1970/71 - 1978-
(Rs million)

1970/71 1971/72 1973 1974 1975 1976 1977 1978(12 mths.) 
Budget Revised Budget
Estimate Esuimate Estimate

Administration 
505 580 579 830b1 903 909 915 944 1,568

Social Services 
747 800 857 912 1,021 1,223 1,299 1,347 1,462

Of which: Education 
(483) (519) (563) (583) (655) (788) (826) (874) (913)

Health 
(238) (254) (262) (292) (324) (386) (409) (409) (483)

Economic Services 
152 145 166 165 165 194 238 238 231

Interest 
336 413 514 580 699 840 1,016 994 1,341

Domestic Debt 
(267) (324) (399) (461) (561) (668) (786) (786) (1,082)

Foreign DebtS/ 
(69) (89) (115) (119) (138) (172) (230), (208) (259)

Gross Food Subsidyl/ 
614* 574* 701* 952* 1,230* 938 1,06& 899 2,074

Pensions 
225 254 270 292 331 378 375 400 441

Other Transfers to Households 102 104 122 185 245 432 243 578 1,469
Transfers to Local Authorities 

60 61 65 70 73 86 94 94 95
Current Transfers to Public Corporations 24 22 166 164 134 129 155 341 692
Other Transfer Payments 

61 35 58 48 52 40 73 74 55
Unclassified 

20 18 10 11 17 12 9 9 110
Total Current Expenditure by Central Bank Definition 2,846 3,006 3,508 4,209 4 7 0 1 5477 5,904f 9,538
Less: Under Expenditure Provisions - - -

- 119 - 125 - 133
Other Adjustments.Y 

19 2 11 11 19 27 78 95 76
Adjusted Total 

2,865 3,008 3,519 4,220 4,889 5,208 5,436 5,874 9,481
Plus: Advance Account Payments 

78 143 78 12 -66 375 - 50 100
Total Current Expenditure 

2,943 3,151 3,597 4,232 4,823 5,583 5,436 5,924 9,581

a/ See footnote a/ to Table 5.1 for fiscal years.
b/ Including Rs 150 million special payment to state employees.

c/ Including FEECs as follows: 1970/71 1971/72 1973 1974 1975 1976 1977(B) 1917(R.E)24 32 44 45 52 64 83 80
d/ Figures with asterisks (*) include a part charged to advance accounts.
e/ Including estimated effect of increase in sugar ration (Rs 60 million) announced in budget speech.
f/ Excludes Rs 14.0 million being the savings consequent to revaluation.
j/ Operating deficits of Trading Enterprises.

Source: Central Bank of Ceylon.



Table 5.5: FOOD SUBSIDY, 1970/71 - 1978- '
(Rs million)

1970/71 1971/72-Y 1973 1974 1975 1976 1977 1978-'
Budget Revised Budget

Estimate

Subsidy on Rice 555.2 491.3 522.2-/ 679.1 744.9 637.4 572.5 565.0

Rice Distribution Expenses 48.8 35.9 41.8 66.0 41.6 42.9 134.5 154.7

Losses on Sale of
Dhall 6.9 13.0 21.9 26.1 - - - -
Red Onions 3.3 - - - - - -

Chillies - 7.3 - - - - - -
Infant Milk Food - 2.6 4.0 8.5 11.9 16.2 24.0 24.0
Flour - 22.6 111.1 148.1 218.4 52.9 236.5 151.7
Sugare/ - - - 26.5 215.1 165.9 92.5 -

Assistance to Cooperative
Societies - - - - 25.0 - -

Maldive Fish - - - - - - - 5.3

Less: Miscellaneous Receipts 2.1 - 2.6 3.8 1.6 2.8 - 1.5

Gross Food Subsidy 612.1 574.3~ 700.8 952.1- 1230.3 937.5 1060.0 899.2 2074.0

Profit on Sale of
Sugare/ 63.5 47.1 21.8 - - - - 43.4
Flour 5.1 - - - - - - -

Maldive Fish 8.0 1.3 - - - - -

Plus: Rice Subsidy Tax 2.7 0.7 - _ _ _ _ -

Profits 79.3 49.1 21.8 - - - - 43.4

Net Food Subsidy 532.8 525.2 679.0 952.1 1230.3 937.5 1060.0 855.8 2074.0
Of which:

Cost of FEECs on Sugar (135.0) (130.0) (221.0) (87.6) (179.2) (85.6) (88.2) (126.4) ()

a/ For fiscal years, see footnote At to Table 5.1

b/ Figures are pro rata adjusted for 12 months.

c/ Breakdown not available.

d/ Including Rs. 1.1 million of payment under the Voluntary Family Allowance Scheme.

e/ Including the effect of FEECs on imported sugar as shown in parenthesis under "Net Food Subsidy".

f/ Including minor amounts of depreciation.

Source: Food Commissioner



Table 5.6: CAPITAL EXPENDITURE AND NET LENDING, 1970/71 - 1978-/
(Rs million)

1970/71 1971/72 1973 1974 1975 1976 1977 1978
Budget Revised Pre Budget

Estimate Estimate Budget Speech
Estimate

Civil Administration 22 42 51 63 88 91 93 104 80 81

Social Services 103 133 133 122 199 304 231 316 328 328
Education 43 49 39 41 153 123 74 84 75 75
Health 28 26 36 37 86 114 64 139 183 183
Housing 14 26 42 28 41 43 70 70 54 54
Other 18 32 16 16 19 24 23 23 16 16

Economic Services 310 362 419 525 775 1030 908 941 811 1011
Agriculture & Irrigation 132 133 160 253 307 411 421 436 319 319
Fisheries 3 4 3 13 31 36 30 30 84 84
n&ji.u.eL.ii& a Ht-1- ; 9 1.2 iu 9 Ij zo 23 15 15
Trade 19 15 7 3 7 24 15 15 11 211
Communications 151 201 237 246 421 544 422 437 382 382

Acquisition of Real Assets 435 537 603 710 1062 1425 1232 1286 c/ 1219 1420

Capital Transfers 320 306 445 402 806 1023 1095 1140 1101 1101
Public Corporations 281 258 384 378 770 963 1048 1089 1066 1066
Other 39 48 61 24 36 60 47 51 35 35

Net Lending 26 37 43 49 62 167 15 49 252 642
Gross Lending d/ 43 63 105 113 108 223 125 125 341 731e/
Less: Repayments -17 -26 -62 -64 -46 -56 -110 -76 -89 -89

Unallocable Expenditure f/ 2 6 9 20 10 6 303 303 171 
1 5 7 1

v

Total Capital Expenditure & Net Lending by
Central Bank Classification h/ 783 886 1100 1181 1940 2621 2645 2778 2743 4734

Less: Under Expenditure Provisions - - - - - - -'65 -747 -699 -699

Capital Expenditure & Net Lending 783 886 1100 1181 1940 2621 1980 2031 2044 4035

a/ See footnote a/ for Table 5.1 for fiscal years.
b/ Includes Rs. 200 million for the creation of food buffer stocks.
c! Excludes Rs. 75 million being the savings consequent to revaluation.
d/ Acquisition of financial assets.
e/ Includes Rs. 390 million reserved for the NDB proposed in the 1978 Budget.
f/ Unallocated cost of FEECs and the decentralized budget.
8/ Includes Rs. 1,400 million additional expenditure proposed in the 1978 Budget.
h/ More accurately, "Capital Expenditure" by the Central Bank of Ceylon definition less loan repayment

receipts. The Central Bank does not use the term "Net Lending".

Source: Central Bank of Ceylon.



Table 5.7: CENTRAL GOVERNMENT BUDGET DEBT SERVICE, 1970/71 - 1978-
(Rs million)

1970/71 1971/72 1973 1974 1975 1976 1977 1978
Budget Revised Budget
Estimate Estimate

Domestic Debt

Amortization 107 135 197 290 248 293 416 416 572
Interest 267 324 399 461 560 666 786 786 1082

Foreign Debt
Debts held by Sinking Fund

Amortization 2 2 2 2 38 - -
Interest 4 5 5 5 3-

Foreign Governments &
International Organizations

Amortization 134 192 231 269 308 368 432 398 520
Interest 65 84 110 114 135 172 230 208 259

Total Foreign Debt
Amortization 136 194 233 271 346 368 432 398 520

of which: FEEC Cost (46) (69) (89) (98) (125) (136) (160) (147) ()
Interest 69 89 115 119 138 172 230 203 259

of which: FEFC Cost (24) (32) (44) (45) (52) (64) (89) (80) (

a/ See footnote a/ to Table 5.1 for fiscal years.

Source: Central Bank of Ceylon.



Table 5.8: GOVERNMENT ENTERPRISES, 1970/71 - 197W=
(Rs million)

1970/71 1971/72 1973 1974 1975 1976 1977 1978
Budget Revised Budget
Estimate Estimate Estimate

Railway
A. Revenue 116 142 150 186 196 198 211 181 216B. Recurrent Expenditure b/ 118 128 138 197 216 226 268 268 289Of which: Interest, Dividend, Rent Paid to Govt. (n.a.) (n.a.) (2) (3) (4) (5) (5) (5) (6)FEEC Cost c! (n.a.) (n.a.) (7) (11) (7) (n.a) (n.a.) (n.a)Other Payments to Government (n.a.) (n.a.) (26) (29) (32) (34) (36) (37) (39)C. Current Surplus (A - B) -2 14 12 -11 -20 -28 -57 -87 -73D. Capital Expenditure 43 26 47 50 152 196 162 162 177Of which: FEEC Cost c/ (n.a.) (n.a.) (11) (14) (52) (n.a) (55) (55)

Port, Harbor, Warehouse
E. Revenue 51 54 47 53 64 59 54 56 55F. Recurrent Expenditure bg 26 26 26 31 34 35 40 40 39Of which: FEEC Costc/ (n.a.) (n.a.) (neg.) (neg.) ) (n.a.)C. Current Surplus (E - F) 25 28 21 22 30 24 14 16 16H. Capital Expenditure 17 19 12 8 9 10 24 24 17Of which: FEEC Cost / (n.a.) (n.a.) (2) (1) (1) (n.a.) (4) (4)

Post and Telecommunications
I. Revenue 90 106 117 153 156 180 168 185 201J. Recurrent Expenditure b/ 107 108 128 128 144 162 189 193 204Of which: FEEC Cost c/ (n.a.) (n.a.) (5) (9) (6) (n.a) (10) (10)K. Current Surplus (I - J) -17 -2 -11 25 12 18 -21 -8 -3L. Capital Expenditure 7 21 29 30 46 55 58 58 36Of which: FEEC Cost c/ (n.a.) (n.a.) (4) (13) (9) (n.a) (19) (19)

a/ On a cash basis. For fiscal years, see footnote a/ to Table 5.1.
b/ Based on the reclassified data used in the Central Bank Annual Report.
c/ For each enterprise, the breakdown of FEEC costs into recurrent and capital expenditures is an approximation.

Source: Central Bank of Ceylon.



Table 5.9: CURRENT TRANSFERS TO PUBLIC CORPORATIONS, 1970/71 - 1978-/
(Rs million)

1970/71 1971/72 1973 1974 1975 1976 1977 1978
Budget Revised Budget
Estimate Estimate

Agriculture & Irrigation
Ceylon Fertilizer Corporation - - - 56.5 - _ _ 3.2 _
River Valleys Development Board 9.7 12.6 9.2 - - - - - -
Other b/ 0.3 0.3 0.4 0.4 0.4 0.4 0.5 0.5 0.5

Fisheries
Ceylon Fisheries Corporation - - 9.5 8.2 9.4 6.5 - 1.3

Manufacturing & Mining
Ceylon State Hardware Corporation - - 6.8 7.7 5.7 - - 2.3 -
National Milk Board - - 54.4 66.0 86.0 86.0 83.0 83.0 83.0
Ceylon Petroleum Corporation - - - - - - - 75.4 400.0
Others b/ 8.4 2.2 - 2.2 12.5 2.6 0.6 2.4 0.9

Other
Ceylon Coconut Authority - - 19.6 2.2 - - 8.2 8.2 2.8
Ceylon Tourist Board - - 6.0 - 9.6 11.0 16.7 16.7 19.4
Ceylon Transport Board 4.0 4.8 27.9 2.5 - - - 46.5 100.0
Port Cargo Corporation - - 7.0 0.5 - 2.0 5.0 5.0 3.0
State Engineering Corporation - - 16.2 4.8 4.7 2.1 - - -

Weaving Supplies Corporation - - - - - - c 55.0c c/
Others b/ 1.5 3.7 9.1 12.5 6.0 17.9 40.9L/ 40. 9- 82.7-'

Total 23.9 23.6 166.1 163.5 134.3 128.5 154.9 340.4 692.3

a/ Please see footnote a/ to Table 5.1 for fiscal years.
b/ Entities which receive less than Rs 10 million every year in the period covered.
c/ Includes a sum of Rs 13.0 million and Rs 42.0 million for 1977 and 1978 respectively

for which a breakdown is not available.

Source: Ministry of Finance and Planning.



Table 5.10: BUDGETARY CONTRIBUTIONS BY PUBLIC CORPORATIONS, 1970/71-1978-/
(Rs Million)

1970/71 1971/72 1973 1974 1975 1 197A 1977 1978
Budget Revised Estimates

________ ~~~~~~~~~~~~Estimates Estimates _____

Non-financial Corporations 48.7 49.0 61.6 80.7 104.7 147.2 64.7 232.4 185.5
Air Ceylon Ltd. - 0.5 1.6 0.2 - - - 2.5 -
Ceylon Cement Corporation 10.0 12.0 - 6.0 7.5 - - - -
Ceylon Ceramics Corporation - 2.4 1.5 1.1 1.0 1.0 1.0 1.5 1.5
Ceylon Electricity Board 5.0 4.0 1.3 - 3.9 3.9 - 4.8 -
Ceylon Fertilizer Corporation 0.5 2.6 6.3 - - 1.5 0.5 - -
Ceylon Mineral Sands Corporation - 0.4 0.1 2.5 2.5 2.5 2.5 2.5 2.5
Ceylon Petroleum Corporation 10.0 8.0 10.0 15.0 5.8 21.7 - - -
Ceylon Shipping Corporation - - 0.5 1.0 1.0 3.0 2.0 - -
Ceylon Steel Corporation - 0.5 3.8 7.3 4.0 6.0 2.0 1.0 1.0
Ceylon Tyre Corporation 2.0 3.2 7.0 - - 8.0 2.0 0.1 0.1
Cooperative Wholesale Establishment 15.0 2.0 8.6 4.0 0.6 0.8 1.0 0.5 0.5
Eastern Paper Mills Corporation 2.0 0.8 1.8 3.5 3.0 6.6 3.5 7.5 7.5
Nationai salt corporation 0.5 0.3 0.7 0.7 1.0 1.1 2.0 1.0 1.0
National Textiles Corporation 2.0 2.0 3.5 0.8 4.0 3.2 3.0 - -
Paddy Marketing Board - - - 1.9 5.0 - - - -
Paranthan Chemicals Corporation 0.4 0.2 0.2 0.4 0.6 1.0 1.0 1.0 1.0
Port Tally & Protective Services Corporation - 0.5 2.5 1.0 0.5 0.1 0.2 0.3 1.2
Sri Lanka State Trading (General) - 3.2 2.5 4.0 5.0 5.0 5.0 5.0 5.0
Sri Lanka State Trading (Textiles)

Salu Sala - 1.9 3.0 6.0 8.0 4.0 - - -
Sri Lanka State Trading (Tractor) - 0.8 - 0.5 0.5 1.0 1.0 3.0 3.0
Sri Lanka Sugar Corporation 1.0 0.8 3.3 - 5.5 5.0 5.0 1.0 1.0
Sri Lanka Tobacco Industries Corporation - - 0.2 1.5 1.0 6.0 5.0 2.6 2.6
State Distilleries Corporation - - - - 25.0 45.0 20.0 40.0 40.0
State Flour Milling Corporation - 1.5 0.5 8.0 11.0 3.0 1.0 4.0 4.0
State Gem Corporation - - 0.3 6.0 2.0 2.0 - - -
State Graphite Corporation of Ceylon - - 1.0 0.9 0.8 0.3 0.7 1.5 1.5
State Pharmaceuticals Corporation of Ceylon - - - 1.2 1.2 1.2 1.2 0.9 0.9
State Timber Corporation - - - 3.0 - - - - -
Weaving Supplies Corporation - 1.2 0.5 2.0 2.0 5.6 2.0 - -
Building Materials Corporation - - - - - 1.0 - 2.0 2.0
State Plantation Corporatien - - - - - 3.0 - 67.0 50.0
Sri Lanka State Trading (Consolidated

Exports) Corporation -- - - - 3.7 - 5.0 5.0
State Film Corporation - - - - - 1.0 - 1.2 1.2
Janatha Estates Development Board - - - - - - - 75.0 53.0
Others b/ 0.3 0.2 0.9 2.2 2.3 - 3.1 1.5 -

Financial Institutions 5.4 8.7 14.9 13.4 15.6 20.9 21.0 18.0 18.0
Bank of Ceylon 0.3 1.0 3.0 2.9 3.0 3.9 4.0 - -
Insurance Corporation of Ceylon 5.0 7.5 11.5 9.0 10.0 12.0 10.0 12.0 12.0
National Savings Bank - - - 1.0 2.1 2.0 2.0 3.0 3.0
People's Bank 0.1 0.2 0.4 0.5 0.5 3.0 5.0 3.0 3.0

Total 54.1 57.7 76.5 94.1 120.3 168.1 85.7 250.4 203.5

a/ Please see footnote a/ to Table 5.1 for fiscal years.

b/ Ceylon Ayurvedic Drugs Corporation, Ceylon Hotels Corporation, Building Materials Corporation, Ceylon State Plantations Corporation,
Ceylon Oils & Fats Corporation, Sri Lanka Trading (consolidated Exports) Corporation, State Film Corporation and State Printing
Corporation (1977 revised estimates 1.5 and 1978 - estimates 1.5) which made some remittances to the Treasury in the period
covered but in amounts less than Rs 1 million a year.

Source: General Treasury



Table 5.11: CAPITAL TRANSFERS TO PUBLIC CORPORATIONS, 1970/71 - 1978-1
(Rs million)

1970/71 1971/72 1973 1974 1975 1976 1977 1978
Budget Revised Pre-Budget
Estimates Estimates Estimates -e

Agriculture & Irrigation 118.1 126.2 144.3 195.7 229.6 191.8 144.8 171.8 333.8Mah8weli Development Board 47.6 54.3 59.9 113.8 161.1 131.0 100.2 115.2 299 1River Valleys Development Board 68.5 68.2 79.7 72.0 64.8 54.8 29.5 41.5 26.1other_' 2.0 3.7 4.7 9.9 3.7 6.0 15.1 15 1 8.6

Fisheries 11.0 17.6 7.8 9.0 28.5 17.9 17.8 17.8 30.5Ceylon Fisheries Corporation 11.0 17.6 7.8 9.0 28.5 17.9 17.8 17.8 30.5

Manufacturing & Mining 118.2 69.3 120.1 69.2 299.0 545.8 587.7 587.7 555.8Ceylon Cement Corporation 7.0 8.8 - - . 23.9 24.9 24.9 28.1Ceylon Ceramics Corporation - - 21.9 2.5 15.3 49.0 30.5 30.5 -Ceylon Mineral Sands Corporation - 1.2 3.3 0.3 14.6 24.8 42.0 42.0 8.4Ceylon Plywoods Corporation 24.9 9.0 20.1 5.2 2.6 6.1 9.1 9.1 0.3Ceylon Steel Corporation 1.2 0.5 5.5 4.3 7.7 58.3 67.4 67.4 46.3Eastern Paper Mills Corporation 17.6 8.7 29.2 37.3 174.4 78.9 65.0 65.0 12.5National Milk Board 7.5 11.4 14.6 1.9 1.9 2.0 4.2 4.2 -National Textiles Corporation 27.4 18.7 9.0 3.9 30.1 51.8 55.2 55.2 5.4Sri Lanka Sugar Corporation - - - 7.1 31.3 10.0 - - 2.8
State Fertilizer Manufacturing
Corporation - - - - 2.7 112.8 275.0 275.0 442.0State Gem Corporation 15.0 - - - - - - - -State Timber Corporation 7.3 - 12.2 2.8 1.7 -1.3 1.9 1.9 3.6State Development &
Construction Corporation - - - - 0.6 45.5 - - -

Ceylon Petroleum Corporation - - - - - 60.0 - - -Othersb/ 10.3 11.0 4.3 3.9 10.8 14.0 12.5 12.5 6.4

Other 36.8 45.6 115.5 105.8 212.7 217.8 297.5 311.6 145.5
Ceylon Apprenticeship Board - - - - 3.3 11.0 - -
Ceylon Electricity Board - 25.6 10.0 10.0 15.0 6.5 16.5 2.3Ceylon Shipping Corporation - _ 12.1 15.5 - - - -
Ceylon Transport Board 17.7 - - - 42.0 1.0 75.0 75.0 91.5_'
Industrial Development Board 7.5 9.1 12.5 - - - 0.5 0.5 2.4Land Reform Commission - - - 2.5 - 52.0 72.5 72.5 22.5Livestock Development Board - 0.5 1.0 24.2 36.3 20.0 20.0 -
Paddy Marketing Board - 7.2 13.0 8.5 22.2 2.0 2.0 2.0 0.1Research & Scientific Institute 1.4 10.1 27.8 14.9 _ 0.1 - - _
State Engineering Corporation - - 0.5 40.0 - - -
Divisional Development Councils - - - - - 43.7 75.0 75.0
Ceylon Broadcasting Corporation 2.6 0.6 3.3 1.0 24.4 2.8 2.0 2.0 1.0
Ceylon Hotels Corporation - - - 0.5 33.3 9.9 - -
Ceylon Coconut Authority - - - - 29.7 21.2 - -
others8/ 7.6 18.6 20.2 11.9 23.6 22.8 44.0 48.1 25.7

TOTAL 284.1 258.7 387.7 379.7 769.8 973.3 1,047.85! 1,088.9~-' 1,065.6

a/ Please see footnote a/ to Table 5.1 for fiscal years.
b/ Entities which received less than Rs. 10 million every year in the period covered.
c/ Not adjusted for underexpenditure.
~/ Foreign aid to be negotiated,

Source: Ministry of Finance and Planning.



Table 6.1: INTEREST RATES OF MAJOR CREDIT AND SAVINGS INSTITUTIONS, 1970 - September 1977
(percent per annum)

1970 1971 1972 1973 1974 1975 1976 1977
Sept,

Deposit Rates a/
Post Office Savings Bank 3.6 7
Ceylon Savings Bank a/

Savings 4.0 7.0^ ,
Fixed Deposits 4.5 7.5':-

Savings Certificate Fund
(10 years) 5.0 5.0 -

National Savings Bank -
Savings - - 7.2 7.2 7.2 7.2 7.2 7.2Fixed Deposits c/ _ - 7.5 7.5 7.5 7.5 7.5 12 - 18Savings Certificates

(10 years)d/ _ - 11.0 11.0 11.0 11.0 11.0 11.0

Lending Rates
Ceylon Savings Bank b/ 10 & 12 10 - 12 - - - -
National Savings Bank - - 10 & 12 10 & 12 10 & 12 10 & 12 9 - 12 n.a.State Mortgage Bank 5 -10 5-12 5 -12 5 - 12 5 -12 5 -12 5 -12 n.a.National Housing Department 11 11 11 6 - 9 6 -9 6 -9 6 -9 n.a.
Agricultural & Industrial

Credit Corporation
Development purposes - 9-10 9 -10 9 - 10 9 -10 9 -10 9-10 9 - 10Other iurposes _ 10 - 12 10 -12 10 - 12 10 -12 10 -12 10-12 10 - 12

Development Finance Corp. 9½ - 10 9½ - 10½ 9½ - 10 9 - 10 9 -10½ 9 -12½ 9½-12½ n.a.

!J With effect from January 1, 1972.
b/ Effective April, 1972, National Savings Bank took over the assets and liabilities of the Post Office.

Savings Bank. the Ceylon Savings Bank and Savings Certificate Fund.
c/ Rate of deposits for 12 months. The rate on fixed deposits of Rs 100,03 and over is 8% with effect from

from May 27, 1975. With effect from September 7, 1977, the National Savings Bank accepts fixed deposits
for periods of 6, 12 and 18 months at interest rates of 12, 15 and 18 percent per annum respectively.

d/ Simple annual interest paid on principal only at maturity.

Source: Central Bank of Ceylon.



Table 6.2: MONETARY SURVEY, 1971 - September 1977-

(Rs million; end of period)

1971 1972 1973 1974 1975 1976 1977
Sept.

Net Foreign Assets -455 -376 -30 -211 -429 38 1,217
Central Bank -572 -551 -250 -530 -738 -432 524
Commercial Banks 117 175 222 319 309 470 693

Net Domestic Assets 5,010 6,016 5,426 6.450 6,924 8.365 9.346
Net Credit to Govt. 2,724 2,900 2,679 2,532 2,831 3,316 2,870
Credit to Private Sector 1,760 2,187 2,165 3,239 3,404 3,985 5,280
Other Credit 29 13 15 86 20 15 16
Other Assets 497 916 567 593 669 1,049 1,180

Central Bank
(excluding Guarantees) (68) (71) (81) (78) (149) (454) (562)
Commercial Banks (429) (845) (486) (515) (520) (595) (618)

Monetary Liabilities 3,379 3,917 4,094 4,504 4,712 6,250 7,795
Money 2,128 2,461 2,757 2,922 3,064 4,133 4,990

Currency (1,115) (1,202) (1,437) (1,539) (1,610) (2,080) (2,565)
Demand Deposits (1,013) (1,259) (1,320) (1,383) (1,454) (2,053) (2,425)

Quasi-Money 1,251 1,456 1,337 1,582 1,648 2,117 2,805

Other Liabilities 1,176 1,723 1,302 1.735 1,783 2.153 2,768
Central Bank
(excluding Guarantees) 456 490 522 634 708 957 1,308
Commercial Banks 720 1,233 780 1,101 1,075 1,196 1,460

a/ Is not consistent with Country Data which uses as a source the IMF's International Financial
Statistics

Source: Central Bank of Ceylon.



Table 7.1: VOLUME OF AGRICULTURAL PRODUCTION,A. 1970-1976
(Indices, 1968 = 100)

1970 1971 1972 1973 1974 1975 1976

Tea 94 97 95 94 91 96 87

Rubber 107 9OO 94 14 10012

Coconut 97 101 113 82 78 94 80

Paddy 119 103 97 97 119 85 93

Highland Crops 130 157 164 221 253 283 294

Livestock and
Livestock Products 104 109 129 125 116 113 111

Minor Export Crops 93 95 91 120 228 197 237

TOTAL 105 104 107 106 110 110 108

a/ These indices are calculated on the basis of value added figures.

Source: Central Bank of Ceylon.



Table 7.2: PADDY ACREAGE AND PRODUCTION; RICE AVAILABILITY, PROCUREMENT AND DISTRIBUTION, 1970-1978

1970 1971 1972 1973 1974 1975 1976 1977 1978
(Estimate)-/ (Forecast)-Cultivated Area ('000 acres)

Extent Asweddumized b/ 1,408 1,419 1,448 1,439 1,498 1,535 1,550 1,671 1,699of which: Major Irrigation Schemes (441) (447) (454) (465) (485) (501) (504) (565) n.a.Minor Irrigation Schemes (400) (403) (411) (407) (416) (428) (437) (455) n.a.Gross Acreage Sown 1,875 1,794 1,794 1,792 2,038 1,719 1,789 2,037 2,193Net Acreage Harvested 1,510 1,457 1,342 1,411 1,674 1,256 1,334 1,628 1,776
Fertilizer Issued ('000 tons) 89 90 81 99 118 43 72 81 183
Paddy Production and Yields
Paddy Production (mn bu) 77.4 66.9 62.7 62.9 76.3 55.3 60.0 81.8 88.7Average Yield (bu per acre harvest) 51.3 45.9 46.7 44.6 45.6 44.0 50.0 50.2 50.0
Rice Availability ('000 long tons)
Rice Production c/ 1,081 934 876 878 1,072 772 838 1,142 1,238Net Domestic Supply d/ 951 822 771 772 943 679 737 1,005 1,089Opening Stock of FC e/ n.a. 255 177 73 72 62 96 60 170Opening Stock of PMB f/ n.a. n.a. n.a. n.a. 11 39 11 11 84Rice Imports ./ 534 334 262 338 297 450 419 534 272Total Consumption h/ 1,370 i/ 1,226 1,130 1,103 1,215 1,112 1,182 1,343 1,410 /J
Procurement and Distribution
Paddy Procured by PMB (mn bu) 26.2 32.4 25.2 22.9 20.9 11.3 12.8 24.5 31.0Rice Distributed by FC ('000 tons) 640 879 792 685 558 617 624 711 660
Memorandum Items (as a percentage)
Imports / Rice Consumption 39.0 27.2 23.2 30.6 24.4 40.5 35.4 39.8 19.3Imports / Rice Distribution by FC 83.4 38.0 33.1 49.3 53.2 72.9 67.1 75.1 41.2Procurement / Production 33.9 48.4 40.2 36.4 27.2 20.4 21.3 29.9 34.9FC Distribution / Rice Consumption 46.7 71.7 70.1 62.1 45.9 55.5 52.8 52.9 46.8

a/ Official estimates and projections, as of early February 1978, supplied by Food Commissioner.b/ Leveled and bunded land suitable for paddy cultivation.
c/ Based on conversion factor: 71.62 bushels = 1 long ton.
d/ Equals rice production less seed and wastage, estimated at 12% of total production.e/ FC Food Commissioner
f/ PMB = Paddy Marketing Board.
g/ Total rice imports not adjusted for 2.5% slackage loss.
h/ Apparent consumption, estimated as net domestic rice supply plus imports,adjusted for slack, plus change in the FoodCommissioner and Paddy Marketing Board stocks. Change in stocks of private traders is ignored.i/ Does not take into account changes in stocks.
j/ Assumes closing stocks in 1978 of 100,000 tons for Food Commissioner and 98,000 tons for the Paddy Marketing Board.
Sources: Food Commissioner and Ministry of Finance and Planning.



Table 7.3: ACREAGE AND PRODUCTION OF SUBSIDIARY FOOD, 1972-1977

Acreage Cultivated ('000 acres) Production ('000 cwts.)

1.972 1973 a974 2975 1976 1977-/ 197 1973 197A 1975 1976 1977-'

Manoic (Cassava) 146.2 127.1 225.6 195.7 171.5 97.2 6,251.4 13,022.6 16,723.9 15,093.1 12,440.3 8,112.1

Maize 40.1 60.0 95.1 99,0 75.1 9A.1 261.3 26'.4 469.4 680.1 611.5 820.1

Chillies 59.8 90.0 102.7 81.6 107.1 73.5 238.0 382.0 312.6 364.9 715.4 331.1

Red Onions 14.3 17.3 16.0 15.6 19.1 14.9 1,223.0 1,342.9 1,396.8 1,433.3 1,541.4 889.3

Groundnuts 12.0 15.4 19.1 19.2 16.6 13.1 107.8 181.8 144.8 149.7 119.8 103.3

Green Gram 7.1 13.2 26.4 22.9 20.7 24.6 24.6 62.9 116.0 124.5 91.0 127.6

Sorghum 0.2 3.0 5.4 9.3 2.4 3.4 0.6 22.2 61.7 127.5 32.7 39.1

Soyabean 0.6 0.4 3.2 2.8 1.8 1.3 3.2 4.5 25.0 22.9 14.5 10.7

Potatoes 7.8 7.0 6.5 5.0 10.7 n.a. 922.6 1,063.0 538.6 537.4 1,969.5 n.a.

Sesame n.a. 17.1 32.1 57.6 46.9 5.2 n.a. 56.7 96.9 211.6 168.9 35.4

Cowpea 2.4 1.1 7.4 21.6 47.5 53.6 22.8 12.5 40.0 148.8 234.2 299.4

Black Gram n.a. 0.1 3.4 5.0 12.6 30.9 n.a. 6.8 12.9 20.6 46.5 210.5

a/ Maha estimates only.

Source: Ministry of Agriculture & Lands



Table 7.4: TREE CROPS PRODUCTION STATISTICS, 1970-1977

1970 1971 1972 1973 1974 1975 1976 1977-/ 197&--'

TEA

Production (million lbs.) 468 480 471 466 450 471 433 460 470
Planted area ('000 acres) 597 597 598 599 598 598 591 598 598
Average yield (lbs. per harvested acre) c/ 800 833 816 803 752 790 719 - _

a(annual a d/ (882) (920) (839) (900) (920)
Replanted area (annual acreage- '6,853 6,640 6,418 5,953 4,273 4,360 2,756 5,000 7,500
Fertilizer issues ('000 tons) 107 111 97 92 101 107 98 36 -

RUBBER

Production (million lbs.) 351 312 309 341 291 328 345 370 390
Planted area ('000 acres) 569 568 567 565 563 562 560 568 558
Average yield (lbs. per harvested acre) 707 657 658 694 613 681 705 725 725
Replanted area (annual acreage)d 10,239 8,477 8,742 7,276 7,076 7,980 6,299 7,000 12,000
Fertilizer issues ('000 tons) 22 16 12 15 12 7 25 30 32

COCONUT

Production (million nuts) 2,445 2,668 2,818 1,946 2,030 2,585 2,330 1,950 2,250
of which: Coconut Oil 826 1,005 1,031 461 519 962 801 400 720

Desiccated Coconut 373 372 334 258 293 351 312 204 272
Fertilizer issues ('000 tons) 64 58 48 39 39 27 21 43 50

a/ Revised estimates mostly based on the preliminary results of the first half-year.
b/ Preliminary forecasts as of September 1977.
c/ Harvested area excludes area under immature tea and, effective 1974, abandoned tea lands. The figures in paren-

theses from 1974 onwards indicate yields calculated on the basis of the new definition of harvested area. For
purposes of comparison, the old series is also continued through 1976.

d/ At end 1969, the total area replanted under tea was 33,428 acres and that under rubber was 276,126 acres.

Sources: Sri Lanka Tea Board, Rubber Control Department and Coconut Marketing Board.



Table 7.5: TEA PRODUCERS' UNIT COST STRUCTURE, 1971-1977
(SL cents per lb.)

1971 1972 1973 1974 1975 1976 1977A' 1978-Y

A. Average Cost 180 191 203 252 305 320 362 433Transport 5 6 7 25 28 29 40 42Fuel Oil, etc. 7 8 7 ) 2 ) 4
Fertilizer 15 15 16 24 35 35 17 17
Tea Chests 13 14 15 21 29 32 35 44
Labor 86 88 94 110 138 140 175 230
Other Costs (includiu"g. 54 60 59 72 75 84 95 1Ou

depreciation)
B. Export Duty Rebates 6 2 5 1 1 - - -

C. Subsidies from Tea Subsidy Fund 6 6 7 27 33 33 8 8

D. Net Costs (A-B-C) 168 183 191 224 271 287 354 425

E. Colombo Auction Gross Price 188 199 197 301 310 418 676 646

F. Sales Tax - 7 10 8 36 32 65 159 88

r-. Colombo Auction Net Price (E-F) 181 189 189 265 278 353 517 558

H. Producers Margins (G-D) 13 6 -2 41 7 66 163 133

a/ Provisional estimates.
b ! Preliminary forecasts.
c/ In addition to the sales tax, Government has been levying an export duty of Rs 0.39/lb

throughout the period under consideration and cesses amounting to Rs 0.10/lb until 1975,
Rs 0.11 until February 1977, and Rs 0.19 until November 1977 when it was increased to
Rs 0.32.

Source: Sri Lanka Tea Board.



Table 8.1: VOLUME OF INDUSTRIAL PRODUCTION, a/ 1971-1975
(Indices, 1970=100)

1971 1972 1973 1974 1975

Food, beverages and tobacco 107.5 115.3 127.2 131.9 170.2
Textiles, wearing apparel and

leather industries 115.7 132.2 111.5 69.8 105.1

Wood and wood products
including furniture 125.9 148.6 195.3 205.2 135.4

Paper and paper products 128.6 124.9 115.9 116.2 153.7

Chemicals, petroleum, coal, rubber
and plastic products 151.8 121.8 108.0 133.3 126.3

Non-metallic mineral products
except petroleum and coal 73.1 86.2 69.5 88.1 75.4

Basic metal products 148.8 158.4 108.5 180.2 193.8

Fabricated metal products,
machinery and equipment 94.3 86.4 78.8 68.1 70.3

Other Manufactured Products 93.6 82.8 60.8 24.2 46.8

Total 116.1 114.6 109.4 111.9 129.3

a/ This index is based on the value of industrial production at (1970) constant prices.Note: Figures for 1976 not available.

Source: Central Bank of Ceylon.



Table 8.,': MANUFACTURING SURVEY, 1976-/

Import Content
Number Value of Value Daily Capacity in Raw Mate-

Industri-al Group of Films Employment Production Added Wage Utilization rial Use
('000 persons) (Rs mn) (Rs mn) (Rs) (%) (M)

Food, Beiverages & Tobacco 158 23.7 1,715 701 26 75 37
(10.5) (20.9) (28.3) (28.5)

Textiles., Wearing Apparel 602 30.5 680 266 20 56 74
& Leather Industries (39.9) (26.9) (11.2) (10.8)

Wood & Wood Products 17 6.5 129 78 24 45 43
(1.1) (5.7) (2.1) (3.2)

Paper & T'aper Products 58 6.4 203 54 22 58 60
(3.8) (5.6) (3.3) (2.2)

Chemicals, Petroleum, Coal, 220 14.6 2,336 937 32 66 94
Rubber & Plastic Products (14.6) (12.9) (38.5) (38.1)

Non-Metallic Mineral Products 72 12.5 360 219 20 76 32
(except: Petroleum & Coal) (4.8) (11.0) (5.9) (8.9)

Basic Metal Products 1 1.4 138 38 32 39 100
( ~~ ) (1.2) (2.3) (1.5)

Fabricated Metal Products, 358 16.5 474 153 22 53 83
Machinery & Transport (23.7) (14.5) (7.8) (6.2)
Equipment

Other Manufactured Products 22 1.3 26 16 16 45 77
(1.5) (1.1) (0.4) (0.6)

TOTAL 1,508 113.5 6,061 2,462 24 64 70

(100.0) (100.0) (100.0) (100.0)

a/ Figures in parentheses are percentage distributions.

Note: Due to rounding off, components may not add up to totals.

Source: Central Bank of Ceylon, Review of the Economy, 1976.



Table 8.3: PRODUCTION AND CAPACITY UTILIZATION IN STATE INDUSTRIAL CORPORATIONS-/

Production Capacity Utilization (%)

1973 1974 1975 1976 1977 1974 1975 1976

Corporation Product Unit Jan-Jun

Ceramics Crockery '000 tons 2.9 2.8 2.5 2.4- 1.4 96 87 84

Sanitary-
ware " 0.6 0.6 0.6 0.5 0.3 101 129 108

Wall Tiles " 0.2 0.3 0.4 0.3 - 95 117 77
Kaolin " 4.8 5.8 4.1 4.3 2.6 110 74 78

Insulators " 0.2 0.2 0.3 0.1 67 75 107

Bricks &
Tiles mn units - 20.6 24.3 26.2 10.7 87 103 111

Cement Cement '000 tons 415 466 387 416 152 63 49 53

Hardware Mammoties '000 units 360 342 301 200 153 86 75 50

Cast Iron
Products '000 tons 3.1 3.1 3.6 2.1 0.5 52 60 34

Mineral Sands Ilmenite " 92.0 79.8 63.0 54.9 23.4 89 69 61

Rutile " 2.2 3.0 3.1 1.0 - 72 77 26

Paranthan Caustic Soda " 1.5 1.3 1.2 1.5 0.8 83 74 97

Chemicals Chlorine " 0.8 0.7 0.6 0.7 0.3 50 43 49

Hydrochloric
Acid " 0.5 0.5 0.4 0.6 0.3 25 21 30

Leather Shoes '000 pairs 209 248 143 168 85 72 41 49
Chrome
Leather mn sq ft 1.3 1.2 1.0 1.2 0.5 99 79 100

Bark
Leather '000 lbs 266 215 191 200 46 54 48 50

Tyre Standard
Types '000 units 149 171 174 181 39 96 70 n.a.

Petroleum Petroleum
Products '000 tons 1,606 1,372 1,274 1,286 615 75 73 73

Lubricating
Oil '000 gals. 4,015 3,111 3,602 3,877 1,595 74 86 79

Steel Rolled
Products '000 tons 23.9 28.9 21.2 28.3 13.8 40 30 39

Wire Products " 4.3 5.6 7.0 6.0 3.7 47 59 50

Paper Paper & Paper

Board " 19.3 17.3 18.7 17.3 9.9 76 83 77

Flour Flour " 93.0 85.8 96.1 130 51 99 98 106

Plywood Plywood mn sq ft 43.2 49.1 52.0 47.5 n.a. 45 47 43

Lanka Porcelain
Porcelain Table Ware '000 tons - - - 1.4 n.a. - - 141

Textile Yarn mn lbs 10.5 10.7 12.9 10.7 4.7 45 54 45

Cloth Woven mn yds 11.2 14.8 19.0 17.4 7.1 36 46 43

Cloth
Finished " 25.5 39.7 48.4 45.7 n.a. 54 56 62

a/ Production capacity defined as installed capacity on three shifts.

Siource: Ministry of Industries and Scientific Affairs, Annual Review of Activities; Central Bank of

Ceylon, Review of the Economy, 1976.



Table 8.4: FINANCIAL PERFORMANCE OF MAJOR STATE INDUSTRIAL CORPORATIONS

Net Profit (Rs. million) Rate of Return on Capital(%) Profit/Sales (%)
Corporation 1973 1974 1975 1976 1973 1974 1975 1976 1973 1974 1975 1976

State Flour Milling 12.2 39.7 11.1 7.8 30.0 83.2 29.5 20.6 14.2 22.3 6.3 3.5

N l _ t _ ___P_rer 14.5 .. 22.2 n.z 37.7 ii.0 23.9 18.8 3.6 14.2 i5.6 13.5 10.7

Paranthan Chemicals 1.1 4.9 5.1 7.8 9.2 40.5 29.7 10.8 8.6 21.2 23.2 29.5

Sri Lanka Tyre 0.4 4.5 22.7 6.5 0.5 5.9 28.6 7.8 0.7 5.8 20.9 6.5

Ceylon Ceramics 8.2 11.5 13.0 12.1 18.8 19.9 22.1 11.0 23.4 24.8 22.2 17.4

Ceylon Steel 12.8 24.8 11.4 13.3 9.6 16.2 9.3 9.0 14.0 20.4 8.6 9.1

National Salt 6.8 8.9 9.6 8.2 37.8 42.8 46.2 35.9 46.6 53.6 56.1 48.5

State Graphite 7.6 10.0 4.0 6.4 n.a. n.a. 72.7 76.8 38.8 33.8 20.4 32.7

Ceylon Mineral Sands 4.6 8.6 11.8 12.6 22.5 37.9 55.9 58.0 39.0 54.8 59.0 65.3

Ceylon Leather Products 0.4 0.1 0.8 1.1 2.5 0.6 4.5 5.0 3.1 1.0 5.2 5.9

Ceylon Plywood -6.9 5.1 6.2 -3.2 -5.7 4.2 4.8 -2.3 -11.9 5.6 6.5 -4.3

Ceylon Petroleum 76.6 81.1 39.0 -77.5 27.7 34.3 15.4 -24.4 8.4 4.6 2.1 -3.5

Ceylon Cement 11.7 32.6 11.1 -4.8 3.6 12.6 3.1 -1.3 11.3 22.6 7.6 -2.3

Ceylon State Hardware -4.3 -3.1 -2.8 -11.4 -11.6 -8.8 6.9 -29.2 -24.6 -12.6 -12.5 -50.7

National Textile 7.5 14.1 2.9 -11.9 2.5 5.6 0.8 -2.6 6.2 8.0 1.2 -5.7
- a 9a/ a/ - -3

Total 153.2 265.0 168.5 -15.3 9.4 18.0 10.5 -0.5 9.3 9.1 5.5 -0.3

al Excluding the State Graphite Corporation.

Sources: Ministry of Industries and Scientific Affairs; Central Bank of Ceylon.



Table 9.1: MINIMUM WAGE RATE, 1968-1977

(1970 = 100)

Private Public
Year Money Real a/ Money Real a/

1968 99 103 90 103
1969 99 105 93 98
1970 100 100 100 100
1971 102 99 100 97
1972 110 97 100 92
1973 1st Qtr. 114 99 103 89

2nd Qtr. 114 98 103 88
3rd Qtr. 118 97 103 85
4th Qtr. 129 102 111 88

1974 1st Qtr. 136 105 111 87
2nd Qtr. 151 113 121 91
3rd Qtr. 153 112 121 88
4th Qtr. 156 112 121 86

1975 1st Qtr. 163 115 128 90
2nd Qtr. 173 121 132 92
3rd Qtr. 174 121 132 91
4th Qtr. 174 121 132 91

1976 1st Qtr. 174 121 138 96
2nd Qtr. 175 120 138 95
3rd Qtr. 175 121 138 95
4th Qtr. 175 120 138 95

1977 1st Qtr. 191 130 138 95
2nd Qtr. 216 147 138 94
3rd Qtr. 216 147 138 94

a/ Money wage deflated by Colombo Consumer Price Index.

Source: Central Bank of Ceylon.



Table 9.2: ANNUAL PERCENTA(GE CHANGE IN CONSUMER PRICE INDEX FOR COLOMBO, 1971-1977

By Commodity Group By Sector

Year Quarter All items Food Clothing Fuel Misc. Domestic Import Export

Weights: 100.0 61.9 9.4 4.3 18.7 70.0 35.0 5.0

1971 Average 2.7 1.8 5.6 3.5 4.1 4.2 0.3 0.4

1972 Average 6.3 6.0 12.7 3.6 6.2 8.5 4.9 -11.0

1973 Average 9.7 11.7 13.9 12.7 0.4 3.8 19.4 22.3

1974 Average 12.3 15.1 9.9 34.4 4.9 4.9 20.4 46.2

1975 Average 6.7 7.7 1.8 7.3 7.6 7.6 9.1 -14.7

1976 Average 1.2 1.1 1.7 11.9 6.2 3.2 -2.0 2.5

1976 1st 1.8 -0.2 -2.0 16.5 7.1 3.7 1.8 -19.8

2nd 1.5 -0.4 -0.2 18.1 4.8 2.2 1.6 -5.8

3rd 0.7 -2.4 3.1 12.4 7.3 3.3 -5.1 19.6

4th 0.9 -1.4 5.9 2.1 5.6 3.5 -5.9 26.4

1977 1st 1.3 -0.4 8.4 0.3 3.9 3.5 -5.8 33.6

2nd 1.2 0.3 7.4 -5.6 3.5 2.9 -7.8 49.3

Sources: Central Bank of CeyLon and Department of Census and Statistics.



Table 10.1: SELECTED SOCIAL INDICATORS

1946 1953 1963 1970 1971 1972 1973 1974 1975 1976

EDUCATION

Adult Literacy (X) 58 65 72 - 78 - - - - -

School Enrollment Ratio
(ages 5-14) 41 58 65 99 100 89 86

HEALTH AND DEMOGRAPHY

Life Expectancy 43 56 63 - 66 - - - - -

Infant Mortality (per '000) 141 71 56 48 45 64 46 51 - -

Crude Birth Rate (per '000) 37.4 38.7 34.3 29.6 30.1 29.8 27.9 27.4 27.6 27.4

Crude Death Rate (per '000) 20.2 10.9 8.6 7.6 7.6 8.0 7.7 8.9 8.5 7.9

Rate of Natural Population
Increase (%) 1.7 2.8 2.6 2.2 2.3 2.2 2.0 1.9 1.9 2.0

Net Migration (per '000) 5.2 5.2 -1.0 -0.8 -2.7 -3.2 -3.8 -4.0 -2.3 -3.7

Average Age at Marriage:
Male 27.0 27.2 27.9 - 28.0 - - - - -
Female 20.7 20.9 22.1 - 23.5 - - - - -

Number of New Family Planning
"Acceptors" (per '000) - - - 55 49 71 96 - - -

Female (crude) Labor Force
Participation Rate (all ages %) - - 15.5 19.5 19.1 - - - 20.3 20.6

Source: Central Bank of Ceylon.



Table 10.2: MAJOR SOCIAL EXPENDITURES IN RELATION TO TOTAL CURRENT BUDGETARY

EXPENDITURES AND TO GDP, 1963/64 - 1977

7. of Total Current Expenditures Adjusted a of GDP

Total Total Social

Total Current Total Social Services Total Services &

Expenditure a/ Social,a/ Net Foodc/ & Net Fooda/ Health Education Social Net Food c/ Net Food

Year Adjusted b Health- Education Services Subsidies- Subsidies - Total Total Services Subsidies- Subsidies-

(Rs. mn)

1963/64 1504 9.84 20.55 30.92 24.60 55.52 2.05 4.60 7.20 4.76 11.96

1964/65 1470 10.48 22.38 33.66 18.98 52.64 2.03 4.62 7.10 3.48 10.58

1965/66 1531 10.45 21.69 32.85 18.12 50.97 2.05 4.36 6.71 3.33 10.04

1966/67 1573 10.81 22.12 33.75 12.83 46.58 2.08 4.23 6.75 2.23 8.98

1967/68 1819 10.67 21.83 32.89 16.29 49.18 2.03 4.13 6.53 2.80 9.33

1968/69 2026 10.37 20.48 31.96 16.23 48.20 2.11 3.82 6.57 2.81 9.38

1969/70 2332 10.12 20.24 31.43 14.02 45.45 2.16 4.03 6.66 2.57 9.23

1970/71 2631 9.05 18.36 28.39 15.12 43.51 2.07 4.10 6.62 3.10 9.72

1972 2829 8.98 18.35 28.28 13.97 42.25 2.03 4.12 6.77 2.87 9.64

1973 3276 8.00 17.19 26.13 13.98 40.11 1.76 3.56 5.84 2.71 8.55

1974 4144 7.05 14.07 22.01 21.16 43.17 1.54 2.91 4.83 4.09 8.92

1975 4727 6.85 13.86 21.60 22.24 43.84 1.72 2.97 5.11 4.40 9.51

1976 5121 7.54 15.39 23.88 16.63 40.52 1.90 3.48 5.83 3.25 9.08

1977 5706 7.17 15.32 23.61 12.79 36.40 - - - - _

a/ Expenditures on current account only.

b/ Total current expenditure adjusted = total current expenditure - gross food subsidy + net food subsidy.

c/ in 1968/69, Sri Lanka introduced a dual exchange rate. However, food imports, which determine much of the

cost of the Food subsidy, were valued at the official exchange rate and not at the FEEC rate thus understating

the true cost to the budget. The gross food subsidy, valued at the new Rs 16 exchange rate, would amount to

6.4% of GDP in 1977 (see Table D in the text).

Source: Central Bank of Ceylon.
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Table 10.3: RICE, FLOUR AND SUGAR DISTRIBUTION

Basic Rice Ration Additional Rice Ration

Price (Rs/lb) Colombo & Suburbs Rest of Island

Quantity Non-Income Income Quantity Price Quantity Price
(lb/wk) Tax Payers Tax Payers (lb/wk) (Rs/lb) (lb/wk) (Rs/lb)

Prior to 1971 2.0 Free Free 2.0 0.37 2.0 0.375
November 1971 2.0 Free Free 2.0 0.50 2.0 0.50
December 1972 2.0 Free 0.50 2.0 0.50 2.0 0.50
February 1973 2.0 Free 0.80 2.0 0.80 2.0 0.80
March 1973 2.0 Free 0.70 2.0 0.70 2.0 0.70
October 1, 1973 1.0 Free 1.00 2.0* 0.70* 2.0* 0.70*
October 29, 1973 1.0 Free 1.00 2.0 1.00 1.0 1.00
November 1973 1.0 Free 1.00 2.0* 1.00* 1.0* 1.00*
December 1973 1.0 Free 1.00 1.0 1.00 1.0 a/ 1.00
January 1974 1.0 Free 1.00 1.0 1.00 1.0 1.00
February 1, 1974 1.0 Free 1.00 1.0* 1.00* 1.0* 1.00*
February 18, 1974 1.0 Free 1.00 1.0 1.00 1.0 1.00
March 1974 1.0 Free 1.00 2.0 1.00 1.0 1.00
April 1, 1974 1.0 Free 1.00 2.0 1.00 2.0 1.00
April 15, 1974 1.0 Free 1.15 2.0 1.15 2.0 1.15
April 29, 1974 1.0 Free 1.15 1.0 1.15 1.0 1.15
May 1974 1.0 Free 1.15 2.0 1.15 1.0 1.15
July 1974 1.0 Free 1.25 2.0 1.25 1.0 1.25
August 1974 1.0 Free 1.10 2.0 b/ 1.10 1.0 1.10
November 1975 1.0 Free 1.00 2.0 1.00 1.0 1.00
April 1977 1.0 Free 1.00 2.0 1.00 2.0 1.00
May 1977 1.0 Free 1.00 3.0 1.00 3.0 1.00
January 1978 Uniform ration of 4 pounds of rice per person per week to be confined

to households earning less than Rs 300 per month (1 lb. free and 3 lbs.
at Rs 1.00 per pound).

a/ The districts of Vavuniya, Mannar, Polonnaruwa, Anuradhapura, Trincomalee, Matale, Amparai,
Batticaloa and Hambantota were excluded from receiving the additional ration. This
additional ration was, however, extended to estate workers from December 17, 1973.

b/ From August 5, 1974, to May 1977, non-Colombo urban areas and deficit districts also
received this additional 2.0 lb/wk ration.

Note: An asterisk (*) indicates slight unregisterable change.



Table 10.3
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Flour Sales & Ration Sugar Sales & Ration

On Ration Off Ration
Quantity Price Quantity Price Quantity Price
(lb/wk) (Rs/lb) (lb/wk) (Rs/lb) (lb/wk) (Rs/tlb)

a!
Prior to 1971 Unlimitech- 0.33
January 1973 Unlimitec-a/ 0.38
June 1973 Unlimited- 0.48
October 1973 1.0 0.70
March 1974 1.0* 0.70* 1.0 0.72 1.0 5.00-
April 8, 1974 0.5 0.70 1.0 0.72 1..0 5.00
April 15, 1974 0.5* 0.70* 1.0 0.72 1.0 5.00
April 29, 1974 0.5 0.70'-. 1.0 0.72 1.0 5.00
May 1974 0.5 O.70-d/ 1.0 0.72 1.0 5.00
July 1974 0.5 0.70- 1.0 0.72 1.0 5.00
August 1974 0.5 1.10 1.0 0.72 1.0 5.00
September 1974 0.5 1.10 1.0 0.72 1.0 7.50-
October 1974 0 .5f/ 1.10 0.75 0.72 1.0 7.50
December 1974 1.5-- 1.10 0.75 0.72 1.0 7.50

1.0- 1.10 0.75 0.72 1.0 7.50
March 1975 Flour de-

rationed a/ 1.10 0.75 0.72 ;.°h 7.50
May 1975 Unlimited-- 1.10 0.75 0.72 1. f-/ 7.50a/
November 1975 Unlimited--/ 1.10 0.75 0.72 1.0 6.00
July 19376 Unlimited-- 0.86 0.75 0.72 1.0 6.00
November 1976 Unlimited-a/ 0 80 1.0 0.72 1.0 6.00March :L977 ~~~~a/ 1.I50
March 1977 UnlimjRed-- 0.80 1.0 0.72 1.0 5.00
August 1977 4.0- 0.60 1.0. 0.72 1.0 5.00
September 1977 4.0 0.60 1.5J 0.72 1.0 5.00
January 1978 4.0 0.60 1.5 0.72 1.0 3.00

a/ Flour was issued under ration only after October 1, 1973. Prior to that,
un:Limited quantities were available at the given price.

b/ Pr:ior to March 1, 1974, the price of off-ration sugar was Rs 2.00/lb,
wh:ile the quantum of sugar issued on ration was 1/4 pound per person at
Rs 0.72/lb.

c/ One pound issued every fortnight at Rs 0.70/lb.
d/ Except those residing in Colombo and suburbs, who receive an extra pound

of rice weekly instead of one pound of flour fortnightly.
e/ Issued only to specified categories of institutions.
f/ Quantity allocation for the estate areas.
&/ Quantity allocation for the rest of the island.
h/ All consumers able to purchase any quantity of sugar at the off-ration

price of Rs 7.50/lb, in addition to the monthly ration.
i/ Consumers would also be able to purchase any quantity of flour at the

off-ration price of Rs 0.60/lb.
i/ Sugar to children under L2 years of the protected category of 7 million

people.

Note: An asterisk (*) indicates slight unregisterable change.

Sources: Food Commissioner; Central Bank of Ceylon; and Budget Speech 1978,
Ronnie de Mel, Min:lster of Finance and Planning, November 15, 1977.



Table 10.4: PER CAPITA CONSUMPTION OF ESSENTIAL COMMODITIES 1971-1977

1971 1972 1973 1974 1975 1976 1977

RICE ('000 long tons) a/
A. Net Domestic Production- 822 771 772 943 679 737 1,005
B. Net Imports b/ 326 255 330 290 439 409 521
C. Changes in Stocks (- = increase) +78 +104 +1 -18 -6 +36 -183
D. Total Consumption c/ (A + B + C) 1,226 1,130 1,103 1,215 1,112 1,182 1,343
E. Per Capita Consumption (lbs.) 216 195 188 203 183 192 214

FLOUR and ATTA ('000 long tons)
F. Net Domestic Production 61 71 66 73 73 92 74
G. Net Imports b/ 322 314 356 430 444 366 511
H. Changes in Stocks (- increase) -29 +36 +22 -60 -4 +63 -7
I. Total Consumption (F + G + H) 354 421 444 443 513 521 578
J. Per Capita Consumption (lbs.) 62 73 76 74 84 84 92

SUGAR d/
K. Per Capita Consumption (lbs.) 47 40 32 17 11 13 19

FULL CREAM MILK POWDER e/ (mn. lbs.)
L. Net Domestic Production - - 0.1 2.6 6.7 11.0 7.3
M. Imports f/ 15.3 8.2 16.2 22.9 13.1 6.2 11.7
N. Changes in Stocks (- increase) -1.6 +4.8 -2.5 -2.4 +2.6 +0.6 -0.2
0. Total Consumption (L + M + N) 13.7 13.0 13.8 23.1 22.4 17.8 18.8
P. Per Capita Consumption (lbs.) 1.1 1.0 1.0 1.7 1.6 1.3 1.3

TEXTILES (mn. yds.)
Q. Domestic Production

a. cotton n.a. 93.4 83.9 93.0 96.1 91.6 89.3
b. synthetics n.a. 14.1 12.1 11.9 16.3 26.3 26.9

R. Imports n.a. 57.9 17.5 7.0 0.7 2.5 38.5
S. Changes in Stocks (- = increase) n.a. +4.3 +5.0 -8.9 +7.4 +10.6 -0.8
T. Total Consumption (Q + R + S) n.a. 169.7 118.5 103.0 120.5 131.0 153.9
U. Per Capita Consumption (yds.) n.a. 13.1 9.1 7.7 8.8 9.4 11.0

a/ Net domestic production less seed, feed and wastage.
b/ Total imports less slackage.
c/ Apparent consumption, estimated as net domestic rice supply plus imports adjusted for slackage, plus

change in the Food Commissioner and Paddy Marketing Board stocks. Change in stocks of private traders
is ignored.

d/ Breakdowns not available.
e/ Does not include liquid milk and condensed milk consumption.
f/ No allowances made for wastage, estimated at approximately 0.5%.

Source: Ministry of Finance and Planning.



Table 10.5: HEALTH

1969/70 1970/71 1972 1973 1974 1975 1976

Hospitals (practicing Western medicine)-/ 455 459 457 456 469 469 467

Persons per Hospital 27,503 27,617 28,490 29,055 28,556 29,004 29,400
Persons per Bed 320 320 330 333 333 331 330

Central Dispensaries 332 336 343 349 349 360 337

Persons per Dispensary 37,692 38,000 37,959 37,962 383,378 37,786 40,742

Number of Doctors 1,932 1,893 2,038 2,089 2,127 2,138 2,248
Persons per Doctor 6,477 8,744 6,388 6,342 6,295 6,356 6,107

Number of Asst. Medical Practitioners 1,225 1,225 1,205 1,125 1,111 1,075 1,059

Persons per A.M.P. 10,215 10,422 10,804 11,776 12,054 12,607 12,965

Number of Nurses 5,542 5,542 5,003 5,335 5,288 5,799 6,016

Persons per Nurse 2,269 2,303 2,602 2,463 2,532 2,345 2,282

Number of Inpatients ('000) 2,054 2,007 2,052 2,030 1,926 n.a. n.a.

Number of Outpatients ('000) 29,690 24,473 22,029 20,577 20,316 29,218 31,649

Expenditures per Person (Rs)b/ 18.0 18.0 19.0 20.0 22.0 24.0 33.0

New Acceptors of Family Planning Methods 55,269 49,323 71,044 95,931 n.a. n.a. n.a.
Loops 15,799 11,446 18,599 27,528 29,693 32,144 n.a.
Sterilization 4,971 245 498 1,850 42,234 38,326 n.a.
Other Methods 34,499 37,632 51,947 66,553 n.a. n.a. -

a! Includes maternity homes.
b/ Includes capital expenditures, grants and contributions.

Sources: Department of Health Services and Department of Census & Statistics.





Table 10.6: EDUCATION-

1970 1971 1972 1973 1974 1975 1976 1977

Total Number of Schools 9,928 9,785 9,417 9,660 99645 9,675 9,665 9,693

Elementary 8,198 7,965 6,549 6,288 7,684 7,656 7,653 7,638

Secondary 1,446 1,537 2,868 3,102 1,701 1,730 1,723 1,773

Others 284 283 n.a. 270 260 289 289 282

Number of Government Schools 8,745 8,585 8,551 8,751 8,571 8,622 8,655 8,673

Total Number of Pupils 2,1617 2 2,625,241 2,596,970 2,475,413- 2,543,651- 2 461,503- 2 462 147-

Grade 1 to 8 2,355,746 2,447,623 2,185,742 2,044,866 1,972,776 2,043,185 1,976,201 2,019,257
Grade 9 to 12 360,441 382,227 439,499 552,104 502,637 500,466 485,302 442,890

Private School Teachers 5,754 4,233 n.a. 2,222 n.a. n.a. n.a. n.a.

Government School Teachers 90,672 90,625 92,558 96,703 98,691 99,067 105,950 113,379

Pupil/Teacher Ratio 28.2 29.8 28.4 26.3 25.1 24.6 23.2 21.7

Number of University Students 11,545 11,813 11,727 11,705 13,440 13,260 n.a. n.a.

Number of University Teachers 1,011 1,163 1,297 1,398 1,490 2,000 n.a. n.a.

New Admissions 3,129 3,457 3,338 3,420 3,653 3,482 3,854 3,758

Number Graduated 4,317 3,941 3,941 3,675 n.a. n.a. n.a. n.a.

a/ Provisional.
b/ Not strictly classified.
c/ Government schools only.
d/ Excluding schools for Buddhist priests.

Source: Central Bank of Ceylon.



Table 10.7: EDUCATION AND FERTILITY: INDEX OF LIVE-BIRTHS BY
MARRIED WOMEN BY AGE AND EDUCATION

Passed Passed
Age Group No Schooling Grade Grade G.C.E. G.C.E.

(1-4) (5-9) (0-level) (A-level and over)

-------------------------Live Births Per Married Woman--------------------------…

15-19 0.633 0.624 0.534 0.380 ---
20-24 1.681 1.634 1.365 0.942 0.519
25-29 3.100 3.077 2.480 1.580 0.940
30-34 4.463 4.426 3.665 2.415 1.859
35-39 5.706 5.450 4.593 3.221 2.561
40-44 6.035 5.687 5.080 3.594 3.099
45-49 5.973 5.758 5.084 4.094 3.240

…-----------------------------------Indices--------------------------------------

15-19 100 98.6 84.4 60.0 ---
20-24 100 97.2 81.2 56.0 30.9
25-29 100 99.3 80.0 51.0 30.3
30-34 100 99.2 82.1 54.1 41.7
35-39 100 95.5 80.5 56.4 44.9
40-44 100 94.2 84.2 59.6 51.4
45-49 100 96.4 85.1 68.5 54.2

Source: Department of Census and Statistics, 1971 data.



Figure 1: CALORIES: DAILY PER CAPITA AVAILABILITY
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Figure 2: INCIDENCE OF SERVICES AND SUBSIDIES AS A PERCENTAGE
OF INCOME, 1973
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Source: P. J. Alailima, Fiscal Incidence in Sri Lanka, I.L.O., Forthcoming.


