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Preface 

The International Centre for Industrial Studiai, Ragionai and 

Country Studiai Seotion, baa undertaken, undar its 1978-1979 work 

programme, tha preparation of a sarias of Country Industrial 

Development Profilas. These profiles are desk studies, providing 

statistical and eoonomio analyses of the industry sector, its 

growth, present status and future prospeota. It is hoped that tha 

profiles will provide analyses of use to programming teohnioal 

assistanoe, industrial redeployment and investment oooperation 

aotivitiee. 

This profile on Sri Lanka is based on doouments, reports and 

studies available at UMIDO Headquarters.  Ho field survey has been 

undertaken and soma of tha data on industry are not up to date. 

The views and oomments oontainad in this dooument do not refleot 

those of the Government of Sri Lanka nor do they offioially oommit 

the United Nations Industrial Development Organisation to any 

partioular oourse of aotion. 
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Explanatory Not« 

(i)   Abbreviations UBed 

CISIR - Ceylon Institute of Scientific and Industrial Researoh 

DDCS • Divisional Development    Countries 

DFCC - Development Finance Corporation of Ceylon 

GCEC - Greater Colombo Eoonomio Commission 

IDB • Industrial Development Board 

IPZ - Investment Promotion Zone 

NERD Centre - National Engineering Researoh and Development Centre 

NIM     - National Institute of Management (formerly the Management Development 
and Productivity Centre) 

NSC     - National Science Council 

(i* ) Currency Equivalants 

Currency unit:    Rupee (Rs) 

Exchange rate (at mid-Ootober 1978 )i    US t 1.— - Rs 15-65 
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Su—ary   and Conclusione 

It    oan be stataci that Sri Lanka'a iadustrialization afforts 
bava significantly oontributad to the progreaa that has baan 

nade in tha oountry during tha last 15 to 20 years in providinf soci»! 

servioes and rediatributing inoome.    Tha faot that tha society has not 
yet suoceded in securing ita welfare objeotives along with sustained 

eoonoaio development is perhaps due aa auch to the difficulty of aohievinf 

siaultanaously both income redistribution and "growth" goals in Sri Lanka's 
•peoial situation, as   to shortooaings in eoonoaio polioy management. 

Induatrial polioy since the early 1970s has baan directed towards 
greater uaa of indigenous reaouroea so aa to   leaaen the reliance of publio 
and private industries on aoaroe foreign   exchange.    Protection froa 

foreign ooapetition has buttraased   dornestio industries • laok of effioiency 
and oontributad to oapaoity   underutiliaation, and their export performance 
has baan generally poor (except for oertain branchée). 

Polioies to diminish tha heavy dependence of industry on   imported 
raw materials include programmes to foatar reaouroe-baaed industries such 

aa oooonut producta, ootton and silk for processing   and leather producta. 

To attraot domestic and foreign investment a wide variety of fiscal 
inducements has baan devised.    Furthermore, aa a major raeaeurt   an export 

processing sona to tha north of Colombo, was   established in 1978.    During the 

period April-Deoeabar I978 50 projeote   ware approved involving an estimated 
employment of 30.000 persona. 

While having tha need to i nor ease export savings and   diversity of 

manufacturing output aa ita ohief policy objectives,    the Government ia con- 
tinuing to bear in mind ita responsibilities   towards full employment to 

disperee investment throughout   ragiona, to foater aamll-soale enterprises in 

appropriate sectors,   and to adopt technologies best suited to the eountry's 

resource   endowment.    Indeed, it ia olear froa the expérience of Sri Lanka - 

and other eountriea - that reliance on rapid   growth is inauffiolent   to take 
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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 labour foroe. Thus what is needed is a concerted effort 

to make the growth process more labour-intensive through appropriate 

faotor prioing, a more careful ohoioe of investments and efforts to 

improve the working of the labour market. 

In summary, it may be stated that the Sri Lanka industry's contri- 

bution to the attainment of the oountry's paramount objectives - employment 

for the rapidly growing labour foroe and an improved standard of living - 

requires an inoreased level of oapital formation whioh in turn depends 

on the inoreased availability of oapital goods and raw materials. This 

requires expanded exports and/or foreign assistance as well as progress in 

import substitution. There seems to be much soope for progress toward the 

more effioient utilization of resources and increasing production. 



I. The general eoonomio background and the role of manufacturing 
in the coonomy 

1.  Sri Unica's per capita income level i, relatively low; in 1977 its per 

oapita ONP wa. R. 2.084 (- US$ 130). The country', economy i. predominantly 

agricultural, with rural activity accounting for about 40* of OLP. About 

70* of the country. 14 million people live in the island«, eouthwestern 

quarter, which include. 3/4 of the cultivated land and around 80* of the 

indurfcry. The manufacturing sector accounted for 14.7* of the GDP in 1977, 

with thi. .hare growing very .lightly .ino. the 1950'.. 

(at constant 

1960 

factor orioes a. 
VW.lbiUU 

per oent of GDP) 

ill 19J0 mi 1976 1221 
Agriculture 38.5 34.9 32.3 31.1 36.8 
Manufacturing 11.5 13.6 13.1 13.0 14.2 
Mining 0.5 0.7 2.2 3.1 1.2 
Construction 4.4 5.9 4.5 4.6 3.6 
Servio«. 45.1 44.9 47.9 48.2 44.2 

Souroet Central Bank of Ceylon 

2.  In the period 1970-77, the CDP re. by an average of 3.0* per annum, while 

during the i960, the average annual 0DP growth recorded wa* 4.4*. The growth 

in 1977 wa. again 4.4* and estimate, indicate that the ODP growth in 1978 will 
be olo.e to 6*. 

Table 2i Annual ^„th ~t„ of tot>1 qDp> th> Mjeriovilt}Jirml  and . 
manufacturing .ector. l^bu-vy jb*.ed on conet^t 1959 factnr pr^..) 

ÍÍ1 
1960-70 

1975 
1976 

1977 

1978 (tent.) 

1979 (forecast) 

ODP 

4.4 
3.6 

3.0 

4.4 

5.9 

6.9 

Agriculture 

3.4 

1.2 

-0.9 

8.8 

8.0 

8.0 

Manufacturing 

6.2 

5.2 

7.3 

1.1 

3.5 

4.5 

Source.» Central Bank of Ceylon 
1978 Soonomio Review of Sri i^m^. The Economic Intelligence Unit 
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3. About 55$ of all labour foroe participants are in the agricultural 

sector while manufacturing aooounts for about 11$. This relationship 

has remained fairly oonstant during the last 20 years as is indioated 

in the following table: 

Table 3: Employment by sector 

i of total employed 1953   1963   1970 1973 1974 

Agriculture 53.0   52.9   50.7 54-9 54.9 

Manuraoturi-ig 10.1    9.8   11. J 10.9 10.5 

Others 36.9   37.3   38.0 34.2 34.6 

Source: Department of Census and Statistics, Colombo 

4. Before turning to a review of the role of the manufacturing seotor 

in Sri Lanka*s development and to the nature of possible further action 

in support of aooelerated development, account should be taken of the 

efforts of Sri Lankan governments over several decades to achieve the 

nation's sooial objectives. They have included, above all, the aim of 

shaping a sooiety all of whose members have an opportunity to improve their 

economio well-being and in which the benefits of material progress are 

shared by all. The fulfilment of these objectives has been sought through 

inoreased pubiio ownership and operation of a broad range of eoonoraio 

activities (especially large-soale enterprises), in all major sectors, 

through the redistribution of inoome and in provision of basio sooial 

servioes on an extensive scale, and through efforts aimed at restricted 

population growth M, 

5. An appreciation of the ourrent position of Sri Lanka's industrial 

development may be gained by first reviewing some of the main economio 

1/ Population estimates I963-I977: 

Population mid-year Annual growth from previous year 

I963                   IO.7 million 2.46# 

1968                   12.0 million 2.48# 

1973                   I3.I million 1.795e 

1976 I3.7 million I.6356 

1977 14.0 million I.755C 

Source: UN Monthly Bulletin of Statistics. January 197a. 
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developments of the    past two decades, and the oiroumstanoes underlying 

recent years« difficulties in the economy.    The Government's efforts to 

adjust    to these oiroumstanoes and to foster agricultural and industrial 
production and exports must also be reviewed. 

6. Por a considerable time after independent in 1948, the Government 

pursued a polioy of laissez-faire towards industrialization while 

rslying almost entirely on the agricultural and plantation sector. 

Indeed, the export earnings from the processing of three major commodities . 

tsa, rubber and oooonut - financed the country's entire import bill.    The 

industrialir-ation programme was based on a polioy designed to «help the 
private sector to help itself". •» 

7. In 1956, there was a sharp politioal reaotion to the post-independence 

industrial policy and the new Government emphasized the establishment of 

large-scale public sector enterprises in strategic and basio industries 

while private enterprises, both looal and foreign, were to be encouraged 

in consumer and intermediate good« industries.   This demarcation of 

industries into basio and non-basio for state and private sector enter- 

prises respectively seemed, however, not to have been established so much 

on a strategic growth-promoting rationale as on a pragmatic ad hoo basis/~ 

The question of a rational and quantifiable basis for ths demarcation of 

state and private enterprises was left unresolved. 2/ In tn, 19?0 Thpon- 

Speech, it was statsd that «the heavy and capital goods industriss and 

other suitabls basio industries will be state-owned.    Other industries 

will be assigned to the cooperatives and to private enterprise". 

8.      Dwing the period 1956-65, the publio Motor expanded »pidly, 

supported through capital aid inputs.    In 1956 the six existing state 

factories had a capital investment of Rs 92 million^   by I965 the then 

19 «tate corporations together aooounted for Rs. 487 million.    Ths 

private seotor too grew at a rapid rate but primarily in less 

1/ Six-Tear Programme of Investment.    Planning Secretariat, Colombo, I954. 

^ ?£.!£ ?*4l Ji*,T
K*fttnw»t~. Taohno Economic Survey of Induet^i 

Potential in Sri Lanka, EDB, Colombo, 1973.  
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essential  industries due to the absenoe of rational guidelines for 

desired growth and of industrial polioies in general. 

9-      Beginning in the early 1960s the maoro-eoonomio constraints,  in 

particular foreign exchange scarcities -/,    became more critical. 

The import-substituting industrialization, established behind fiscal 

inoentives and tariff protection, and based often merely on finishing 

and assembly of imported semi-manufactures and components, began to 

show i+s weaknesses.    The industries were producing well below capacity, 

due to shortages of foreign exchange for raw materials,  saturation of 

the dornest io market and their inability to compete in the international 

market. 

10. When,  in 1965• a change of Government took place,  emphasis was 

therefore again given to private enterprise and a new industrialization 

strategy,  giving particular attention to the promotion of medium and 

small-soale industries, was initiated.    New industrial policies also 

speoifioally enoouraged agro-processing industries, on the basis of 

dornest io raw materials and indigenous technology.    The Industrial 

Development Board (IDB) was established and soon beoame the    country *c 

oentral institutional force for industrial development and promotion. 

11. In 1971 - after another ohange in Government - the IDB was reconsti- 

tuted and    given a less ambitious role.    Several other new institutions, 

devices and polioy measures were also introduced, shifting the emphasis 

of industrial development once again from the private sector to th* 

public seotor.    It was realized that, although the manufacturing sector 

had grown fairly steadily in tha 1960s, a number of shortcomings in the 

industrial development programme were becoming more and more pronounoed. 

Firstly, there was still the high   import oompcnent - nearly 75$ of all 

material inputs for the organized industrial seotor had to be purchased 

abroad.    Imported materials in the early 1970s represented about 

2/5 of the value of industrial output, and some 30 times the foreign 

exohange receipts of the seotor.    Furthermore, the   product mix did not 

l/ The effeot of adverse terms of trade on the real value of Sri Lanka's 
export earnings   has been oaloulated to have resulted i" a loss of 
approximately Rs 6,700 million for the period 1960-72;    the annual 
losses ranging from 4 to 10$   of the GNP.    (Source:    TD/B/C.6/6, 
Report by the Marga Institute of Sri Lanka entitled "Major issues arising 
from the transfer of technology - A case study of Sri Lanka",  1975)» 
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fit «merging demand patterns, and this oontributed to the low rate 

of capacity utilisation.    Finally, the continuous high costs of 

production nade it difficult for industries with potentially 

exportable products to break into the overseas markets. 

12.    Attempting to deal with these problems, the Government    outlined in 

its Five-Year Plan 1972-1976, a strategy comprising to a large extent a 

reversion to earlier industrial policies.    It embraced several broad 

objectives.    Industries   with good export prospeots were to be favoured; 

encourageaient was to be given to small-scale industries and to industrial 

development in rural areas, and labour-intensive modes of prodnotion 

were to be promoted.    Special emphasis was to be placed on est bushing 

the basio industries can able of providing inputs for other industries, thus 

contributing to a reduction in the imports required for industrial produc- 

tion.    Such backward linkages were to be especially exploited by the 

setting up of producer goods industries in the public sector. 

13*    There has, however, been Urrà-ted   suooess overall in increasing 

industrial output in recent years.    The share of manufacturing in GDP has, 

as noted earlier, declined marginally from the peak of 1970, although som« 

increase in employment, in particular in the small-soale sector, has 

oocured.    Aotivity in the organised private seotor - some 2,500 relatively 

large-eoale units - is still characterized by a large    degree of exoess capacity 

and low level of investment.    Similarly,   many corporations in the public 

seotor have been^beset   with a variety of problems which   have   inhibited the 

full utilisation of oapaoity.    In   addition to foreign exohange shortages,  there 

has, for instance, been a failure to adjust product prices in line with 

increased input oosts. 

14.    Policy initiatives in th* early 1970s to promote industrial   exports 

were, however, quite effeotful.    Exports of manufactures, only 

Rs 57 Billion in 1971, increased almost five-fold in value between 1971 

and 1974.    In 1974 the expansion slowed down and, despite the intensified 

efforts of the Government, deolined slightly in 1975«    Exports of 

manufactures increased again signifioantly in 1976 and remained largely at 

same level in 1977 (••• further para.  25 below). 
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15.    Sri Unk*', industrie, have, no doubt, aurplua oapaoity to rae.', 

an inoreaee in demand when it mat erial izea.    However, although there 

is much idle oapaoity,  the need for substantial    imports of investment 

goods has been growing rapidly as the obsolescence of the existing equipment 

and the lack of spare parts have become additional bottlenecks to 

inoreaaing capacity utilization.    Also, attaining higher quality standards, 

which i. of special importance for export industries,    require, adjustment, 

•nd adaptation, in exieting plants, which in turn   dtp** on the availability 

of certain imported capital goods.      it i. againat thi. background that the 

new Government i. paying major   attention to the maximization of output 

fro» exiting industrial capacity, the .pe.dy completion of project, under 

way and the creation of   new capaciti., in accordance with   pre.ent priorities 

16.    Further-more, Sri Lanka i. among tho.e oountrie. which were met hit by 

the recant adver., development, in the world economy.    Major   effort, are 

being made to deal with the overwhelming fi.oal problem and   to adjuat to 

world commodity price inflation which in Sri Lanka«, ca.e   meant .harply 

deteriorating tenu of trade in particular the year. 1974-1976, a. .hewn in 
Table 4 below. 

(19¿7 - 100) 

Export. Import. Tenia of 
trade 

Volume Prioe Volume Prioe 
I960 87 122 133 83 148 
1964 102 111 114 105 105 
1967 100 100 100 100 100 
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 
1977 (prel.) 89 382 97 471 81 
Sourcet    Central Bank of Ceylon. 



- 7 - 

17*      A« indioated in the tabi« above an improvement in the terms 

of trad« ooour«d in 1977, largely du« to a   sharp inorease   in th« 

global prio« of t«a -L    Indeed, for th« firat tin« «ino« 1965 a 

surplus on th« ourrent aooouni of th« balano« of payments was 

r«gi«t«r«d.   This Bad« possible th« introduction,  in November 1977* 

of significant iaport and «xohang« oontrol relaxations   in r«sp«ot 

of capital goods and other input« to industry. 

18.      In general   it oou}d be stated that th« country's industrialization 

efforts have significantly contributed to the progrens that has been made 

in   Sri Lanka during the last 15 to 20 year» in providing sooial 

servioes and redistributing income.   The faot that the sooiety has not 

yet suooeeded in securing its welfare objectives along with sustained 

economie   development is perhaps due ae much to the difficulty of 

achieving simultaneously both income redistribution and "growth" gomia 

in   Sri Lanka's special situation, as to shortcomings in economio policy 

management.    Indeed, one outcome of the advances made on the sooial front 

has been that, while they ouooeeded in «laminating the worst   nanifnatations 

of mass poverty, they raised the aggregate demand without securing a corres- 

ponding increase in output    or productivity. 

2 '    "Tie traditional exports of Sri tanica - tea,  rubber and coconut - 
accounted for 7?* of the country's export earnings in 1977. 
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11 • Struotura and recent performance of the    manufacturing sector 

19.      As of I974,  the industrial sector employed some 408,000 persons,  or 

about 11 per cent of the total employed labour foroe.    Of this number, 

about 125,000 were employed in private sector factory processing industries 

such as tea, rubber and cooonut processing which account for a major portion 

of the value-added in the sector.    The private sector also includes small- 

scale factories or units such as textile weaving units, potteries, 

oarpenteries, and makers of coir products.    Estimates of the number of 

suoh units vary from 25,000 to 100,000.    The  26 public seotor corporations - 

contributing    21% of the value-added and 6% of the employment  in manufac- 

turing - produoe a broad range of commodities,  suoh as  su^r f ootton 

textiles,  leather products,  paper, plywood,  ceramics, cement,  fertilizers, 
mineral,   sands,  steel and hardware products. 

20.     The recent performance of the manufacturing sector was reviewed in the 

Budget Speech in November 1978, the highlights of which are feflected in 
following paragaphs: 

The performance of the   manufacturing sector, which was quite 
dismal in 1976 and 1977 with   a mere 1.2-1.3 per cent increase 
eaoh year    in output, will improve considerably   with an estimated 
increase of    5.6 per cent in 1978.    This inorease is attributable 
basically to a higher level of capaoity   utilization made possible 
by   the    freer availability of raw materials consequent to the 
liberalization   of imports in November 1977 and the new eoonomio 
and   financial policies of the Government. 

In the twelve months    up to July 1978, 858 units in   different 
industrial groups (excluding textiles) have been   approved by 
the Government outside    the free trade zone involving a total 
investment of Rs. 4OO million and with an employment    potential of 
about  20.000.    This    stands,in marked  contrast  to the previous  fo :r' 
years, where   approvals averaged I65, actual    investment    Rs.  I9.2 million 
and    employment 2,670 per year.    Among the major industries approved 
by the Government   are polipropylene bag   and film plants, aerated water 
plant, soft Issue mill, aotivated carbon and transformers.    The total 
foreign investment    in manufacturing industries in   the year 1977/78 
amounted to Rs. 392 million in oontrast to Rs. 43 million in 1976/77. 
Some of the projects with full or partial foreign collaboration were a 
flour mill in Trincomalee, a project to manufacture rubber latex thread 
for    export, Manufacture of boats for    export, decortication oí' oashew 
kernel and extraction of cashew nut shell liquid for export. 

In the public seotor notable increases in production have been reoorded 
during the year 1977/78.    The production of rutile for instance amounted to 
7.956 metrio tons which represents an increase of nearly 85    peroent over the 
previous    12-month period.    The production of oement rose by 42 percent 
graphite by 11 peroent, petroleum refined products   by 27 percent, tyres by 
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13 percent, leather goods by 35 peroent, oeraaio tiles by 54 percent 
and mammcties   by 48 percent.    State manufacturing corporations also 
snowed an increase of 26 peroent in employment in the 12-raonth period 
ended   July 1978. 

In the textile sector, while there has been an expansion in capacity, 
actual production during   the past few years has been well below installed 
capacity.    This poor performance can be attributed to a number of faotors 
such as   managerial and organizational deficiencies,    imbalances and 
bottlenecks in production facilities,    intermittent shortages of inputs, 
oentralised state    imports and attendant rigidities and inefficiencies in 
the supply and distribution of raw materials, marketing deficiencies    due 
to    poor quality, and unecessary   and undesirable restrictions in regard 
to production, marketing and distribution.    A number of polioy changes 
have been introduced    since July 1977 to remedy this unsatisfactory   state 
of affairs in the textile industry.    The oentralised State import and supply 
of raw materials has been abolished and the   Weaving Supplies Corporation 
which     had the monopoly of the import of raw materials is under liquidation. 
The liberalisation of import controls enabling «he free importation of raw 
^"S^1* and    8pare"» *»* "»ohinery and equipment up to a value of Rs. 
700,000 has also had a direct beneficial impact on the textile sector.    The 
Government has also brought about a major change in the management of 
public seotor mills   by making use of the management expertise of the 
private   sector.   Finished textiles are also now being imported to bridge 
the gap between demand and domestio supply. 

The private seotor is engaged largely in the production of non-cotton 
ÎÎÎÎ:     f/°Lwlli0h th#   •xistin* capacity in 1977 was 31. million yard« . 
while production was   approximately 27 million yards.   The projected demand 
for non-ootton textiles is about 70 million yards by 1980 and in view of 
this, aotion has been taken to attraot new investment into this fisld and 
iî•îîî     ^°PO??,1! aoountia*   *o Hm.  255 million   involving a new 
oapaoity of 31 aillion yards have already been approved by the Government. 

The garment sector has been the main «porte» in the textile industry, with 
exports »ounting to   Rs. 125 million in 1977, and rising very considerably 
to   Rs. 161 million in the first half of 1978.    Several new units oriented 
to exporting   garments have been approved and this sector is expeoted to 
show   vigorous expansion   onoe   these new projects go into production. 
Import of machinery has been liberalized   and the importation of material 
to meet export order» is being readily allowed. 

21.     The performance of the industrial sector since independence 

underlines the relationship between imports and woduotion noted in Chaper I 

(para. 11).    There are two aspects of this relationship to be noted.    First 

i» the high import oontent of industrial production.    According to 

the Central Bank Review of the Economy in I976, the cost of imported raw 

•aterial aooounted for 69.5* of the total oost of raw materials in   the 
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industrial sector as a whole  in that year.    The situation in different 

branehea of industry is indicated in Table 5 below.     Seoondly, 

most of the import substituting industries in the private sector are 

confined to the final stages of the manufacturing process and value-*dded 

in such industries is  low. -/ Foreign exchange savings in many suoh 

industries have been gradually eroded and even rendered negative.    One 

reason for this is that import  substitution was confined mainly to 

manufnctures while tending to  ignore raw materials and intermediate 
goods. 

22. The still limited progress of looal industries in general towards 

export orientation, which has prevented the industrial sector from 

reaching a self-supporting stage of growth,    has exaoerbated these two 

faotors.    The high protection afforded to local industries and the 

consequently diminished competition from imports has tended to inhibit 

these industries    from reaching the level of efficiency necessary to 
achieve export growth. 

23. The early phase    of the development of manufacturing industries in 

Sri Lanka culminating in the early 1960s was characterized by a highly 

import-dependent, light oonsumer goods type of industrial structure. 

The changée in Sri Lanka's industrial structure in the period from the 

mid-1960s conformed to the traditional pattern of industrial development 

with inoreased emergence of metal working, engineering and oheraioal 

industries.    The relative growth in different industrial sub-sectors 

sinoe 1964 is shown in Table 6. 

1/ In the report "Major Issues arising from the Transfer of Technology - A 
Oase Study of    Sri Lanka",  prepared in 1975 by the Marga Institute   of 
Sri Lanka it is noted that  "with the main desire to    retain the business 
turnover already enjoyed in the import trade,    investors undertook the 
minimum processing needed to qualify for approval as    an industry and escape 
the restrictions plaoed on the import trade.    In some instances it was 
oonfined to the simple assembly of finished   components or the compounding 
and paokaging of material imported in   bulk.    This approaoh on the part of 
investors had two oonsequences for   the structure of industry that developed. 
First, most of the industries   that were set up had a large import content, and 
the foreign exohange oost of keeping the new industrial sector in production 
was very heavy.    Import substitution in industry therefore did not bring the 
relief    to the balance of payments that was expeoted.    Seoond,  in terms of 

• technology the impact of the import substitution programme in the early 1960s 
was marginal.    What was transferred in most cases were the end prooesses of 
manufacture.    There was no systematic effort to increase progressively the 
local component in manufacture and find local substitutes for imported 
intermediaries. " 
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24.      Intersectoral link»*«   effect, have contributed markedly to a 

structural ohange in the induatrial sector.    Thus, due to a    oonatruotion 

boom, the production of material, like cement and asbesto, ha. recently expanded 

rapidly,    the expansion of some other sub-groups was linked up with 

the vigorous agricultural development polioie. pursued during the mid-1960. ; 

the expawion of chemical induatrie«, machinery and transport equipment 

aanufaoturing, etc., arc. to large extent due to demands for various 
industrial input, of the agricultural «ector. 

25.     A study of the pattern of industrial exports during th. period 

1972 to 1977 indicates that the effort« of the Government to expand and 

diversify Sri Lanka', non-traditional exports have been quite succewful 
a« the figure, in Table 7, below, indicate. 

Table 7t    Value of industrial export« 1972-1977 
(US S million; 

Pood, beverage, and 
tobaooo 
Textile«, wearing appa- 
rel and garment. 
Chemical, and chemical 
product. 
Wood and paper product. 
Rubber and rubber produot. 
Ceramic and poroelain 
ware 
Metal produot. 
Ba.ic metal industries 
and maohinery 
Eleotrioal maohinery, 
appliance, and supplie. 
Optioal instrument., 
plaetio good., «to. 
Naphta 
Fuel oil 
Graphite 
Ilmenite 
Rutile 
Cement 

Total (US S million) 

(Ra million) 

1972 

3.33 

1.17 

I.50 

1.17 

I.50 

0.33 

1973 

5.83 

14.50 

89 

5.00 

3.59 

1.88 

2.34 

O.31 
0.63 

0.94 

0.47 
3.59 
0.63 
1.72 
0.78 
0.31 

22.19 

142 

1974 

5.11 

4.96 

2.86 

2.71 

1.20 
0.30 

I.05 

0.45 

0.45 
12.18 
I.05 
2.56 
I.05 
0.45 
1.95 

38.35 

510 

1975 

6.24 

4.96 

3.26 

2.27 

1.99 
0.43 

1.70 

0.43 

37.45 

534 

1976 

13.80 

9.20 

3.97 

3.64 

2.42 
0.23 

0.56 

1.44 

56.93 

823 

1977 
Jan.-June 

9.00 

6.41 

2.57 

1.63 

0.84 
0.11 

0.45 

O.07 

0.57 0.43 0.29 
11.49 LI. 46 4.60 
- 5.41 . 
1.70 2.04 1.26 
0.71 0.79 0.Z) 
0.99 0.52 0.40 
0.71 0.02 _ 

27.94 

404 

Source 1    Mini.try of Industrie, and'Soient if io Affair., Colombo, 
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26. Prom a meagre Re 53 million in 1970,  industrial exports rose to 

Rs 510 million in 1974, and,  after a slowdown in 1975, to Rs 823 million 

in 1976.    A significant feature in the expansion of industrial exports 

during this period has been the contribution made by the food, textile, 

chemical, wood, leather, eleotrioal and machinery appliance sectors. 

Shirts, children's and ladies' garments, other wearing apparel, canned 

fruit,  juices,  sea foodt  (especially shrimps, prawns and lobsters), wooden 

products, etc.    comprised the main components of the Sri Lanka produot mix 

whioh spearheaded the export drive during the last seven years U. 

27. Significant oharaoteristios of   the private sector manufacturing 

industries, whioh surfaoed in the report of the I976 survey on manufac- 

turing industries, are the position ocoupied by small-scale units  (with 

a capital investment of less than Rs 1 million in eaoh unit), accounting 

for 78* of all industrial units in the oountry's private sector manufacturing 

structure and 28$ of the value of output, while about 55$ share of the value 

of output is aooounted for by 181 large-scale industrial units (with a 

oapital investment of over RB 1 million in each), constituting 8# of the 

total nu ber of industries in the private seotor.    These characteristics 
are amplified in Table 8 below. 

Table 8t    Value of fixed oapital assets (plant and machinery) 

_    ,      _ ,  ,    ^ Establishments Percentage value of 
Scale of industry NuabeT ^£^ output (ex-faotorv) 
0v«r R« 1 181 8 55.6 
Less than Rs 1 million 
and over Rs 100,000 337 14 l6#0 

Less than Rs 100,000 I85O 78 28.4 

Tot»i 2368 100 100.0 

Souroe:    Ministry of Industries and Scientific Affairs, Colombo 

28.     The geographical distribution of industries is very uneven.    About 

90# of the manufacturing output is oonoentrated in the Colombo area, 

1/ Further details on various export  items in 1976 are given in Annex II. 
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where    the high market potential together with transportation and other 
urban infrastructure amenities naturally constitute a big gravitational 

pull for the establishment of industries.    As at 1974, over 72# of all 
approvati   private industrial projeots, but only about 35# of publio 
•eotor industrial   projeots, were in the Colombo area. 

29. Thus, the regional dispersal of   industry (apart from very small, 

or oottaga-typ« industrial units) occurred mainly through the publio 
aeotor industrial corporation* established in the   last two decadss. 

However, due to the absence of clear oriteria for   industrial location 
»nd the lacle of aduniate information about raw material   and mineral 

reeouroe inventoriée during the early stages of publio seotor development, 
location decisions were often not optimal ones. 
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III.    Analysis of main oonstraints on the development of industry 

30. The foregoing account of the struoture and recent performance of 

Sri Lanka's industrial sector suggests that there continues to be a 

number of obstacles in the way of fuller and more competitive use of 

existing capacity.    Many of these obstacles also attend any new industrial 

projects.    The gravity   of these can be judged from the fact    that growth 

of real income from manufacturing has slowed down    from 6.2$ per year in the 

1960s to an average of    2 - 3$ per year in 1970-77.    Central to this 

set of constraints has, however,  been   shortage of foreign exchange. 

31. The economy's heavy dependence on imports for production and capital 

formation is only partly reflected by the fact that import content of 

gross capital formation and supply of intermediate goods is 20%   and 35$ 

respectively.    The significance of imports to investments   and production 

in oertain    industries, which supply others in turn, and which   have much 

higher import ratios than the average, is particularly great.    Bottlenecks in 

imported inputs for    these industries would have repercussions in other 

industries with less direct dependence on imports. 

32. The liberalization of imports of raw materials and   maohinery in 

November 1977 as   well as the exposure of domestic industry.to foreign     - 

competition brought about by the    relaxation of import oontrols on   a wide 

variety of oonsumer    goods should make the incustrial   sector as a whole 

more   dynamic, productive and effioient    in the long run.    An analysis of 

import order* placed since    last November indicates a   rapid increase in the 

import of    investment goods maohinery and transport equipment - all    these 

adding to the production   oapaoity of the oountry.    Despite the ready availability 

of    some oonsumer items on the market, letters of oredit opened   up to now for 

such imports have   been less than 10$ of   the total.    In this 10$ again, more 

than   half the imports have been textiles   a basic utility item}    luxury and 

semi-luxury items have been less than 2$.-' 

l/ The Budget Speech November 1977« 
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33*      It is at the Ban* time to be noted   that the share of foreign 

raw   materials in total raw material    consumption decreased fron 

70 percent in 1976 to 66 peroent in 1977 indicating greater use of 

doaeatio    raw material . 

Table 9t    Trends in import oontent of raw materials 
for seleoted industries. 1965-1970 

19 6 5 197 0 

......       local 

Food products - preserved 
and    canned fruit, vege- 
tables, meat, fish 77% 

Spinning, weaving, fini- 
shing of textiles % 

Knitted fabrics, made up 
garments, etc. 26% 

Pootwejar 4 leather 
producta 369t 

Wood and wood products 85% 

Paper and paper products 30% 

Rubber products 26% 

Ceramics 14$ 

Cement,cement prod., 
incl.  asbestos products 17% 

Fabricated metal products 
other than machinery and 7$ 
equipment (1967) 

Machinery (except electri- 
cal and transport equipment) 37$ 

Electrical machinery, 
apparatur appliances       21% 

foreign local 

23% 7$ 

9555 13% 

74% 36% 

64% 54% 

15% 82% 

70% 44% 

74% 32% 

36% 24% 

33% 5996 

93% 
1967) 

13% 

63% 19% 

79% 20% 

foreign 

24% 

87% 

64% 

46% 

18% 

56% 

68% 

76% 

41% 

37% 

80% 

Souroej   Dr. N.D. Xaxunaratne, "Teohno Eoonomio Survey of Industrial Potential 
in Sri Lanka", 1973. 

34*     Two important oonaequenoes have followed from the foreign exohange 

constraints.   First is the low rate of oapaoity utilization, to whioh 

referenoe has been made throughout this paper.   This problem,  in some oases, 
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reflects inappropriate investments in the past; it is also the result 

of the until recently very limited availability of foreign exohange 

needed for imports of raw materials and spare parts. Since, however, 

public sector enterprises generally received preferential treatment in 

the allocation of foreign exchange, their low rate of capaoity utilization 

seems have been due, at least partly, to bottlenecks in the supply of 

looally produoed raw materials. Capacity utilization in the public sector 

units remained until 1977 generally very low (although with some clear 

exceptions) at about 50 - 60$, as shown in Table 10. However, the 

inoreased economio activity during the last two years have stimulated 

greatly the production levels of major state indv .¡trial corporations. 

According to the Central Bank statistics the average monghly output 

index at the end of June 1978 was 19 percent higher than in June 1977. 

The largest gains were made in the following corporations: oement, augar, 

leather products, textile, graphite and ceramics. 

35»  Low rates of oapacity utilization in turn give rise to higher fixed 

costs per unit of output. This, of course, is one factor making the pro- 

ducts of suoh enterprises unattraotive. The statistics do not allow 

a thorough analysis of the cost structure of the subsector in manufacturing, 

but a rough indication of productivity is shown in Table 11. 

36.  When these high unit costs are protected by tariff and non-tariff 

barriers, as has been the oase in Sri Lanka, there is less incentive to 

improve efficiency. And the prooess feeds of itself by virtue of high 

and protected prices diminishing export prospects, and this in turn reduces 

the availability of foreign exchange with which required inputs to improve 

capaoity utilization can be bought. 

37»  Inadequacies of infrastructure are gradually being improved. 

Installed eleotrio generating oapacity rose 10$ in 1976, and is sufficient 

to meet present demand. There are telegraph connections between the main 

oentres on the island, and the road and railway systems are continuously 

being improved. 
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Tabi« 10t    Promotion and oapaoity utilisation 
in state industrial corporations 

Corporation 

Coranica 

Coasnt 

Hard wars 

Minorai «anda 

Paranthan 
ehsaioals 

! Loatnor 

Tjrra 

Potrolsua 

S tool 

Papor • 

Flour 

Plywood 

Uak* poroolaia 

Tostilo 

Product 

Crocksry 
Sanitaryvaro 

ball til.» 

Kaolin 

Inouïstori 

BrloJca * tilos 

Coasnt 

!í»mo ties 
Cast iron producís 

Xlaonito 

Rutilo 

Caustic soda 

Colorino 

Hydrochloric acid 

Mi 
'000 tons 

Chroaa loathar 

•ark loathor 

Standard typos 

Pstroloua produca 

Lubricatine oil 

fsllod products 

Miro products 

Papor and papor 
»sard 

Flour 

Plywood 

Poroolain 
tablo 

Tara 

Cloth 

Cloth flnishod 

sn units 

'000 tons 

• 000 units 
'000 tons 

n 

it 

n 

'000 pairs 

an sq. ft. 
•000 lbs 

'000 units 

•000 tons 

'000 fais. 

'000 tons 

•as«, ft 

•000 toas 

an lbs 

an yds 

1974 

"ÏT" 
0.6 

0.3 

5.a 
0.2 

20.6 

46e 

142 
3.1 

79.« 
3.0 

0.? 

0.7 

0.5 

24ê 

1.2 

»5 

171 

1,372 

3,111 

28.9 
5.6 

17.3 

85.8 

49.1 

10.7 

14.8 

39.7 

Production 

1975 

TT 
0.6 

0.4 

4.1 

0.2 

24.3 

387 

301 
3.6 

63.0 

3.1 

0.6 

0.6 

0.4 

18.7 

9«.l 

52.0 

1*.9 

19.0 

48.4 

1976 

TT 
0.5 

0.3 

4.3 

0.3 
26.2 

416 

200 
2..1 

54.9 

1.0 

0.1 

0.1 

0.6 

14) 16B 

1.0 1.2 

191 200 

174 181 

1,274 1,286 

3,002 3.J77 

21.2 28.3 

7.0 6.0 

17.3 

130 

47.5 

1.4 

10.7 

17.4 

45.7 

1977 
Jan-Jun 

—ni— 
0.3 

2.6 

0.1 

10.7 

152 

153 
0.5 

23.4 

0.3 

0.3 

0.3 

85 

0.5 
46 

39 

«15 

1,595 

13.8 

3.7 

9.9 

51 

n.a. 

n.a. 

4.7 

7.1 

a.a. 

Capacity Utiliaation (>)a/ 

1974 

IT 
101 

95 
110 

67 

87 

63 

86 
52 

89 

72 

50 

50 

»5 

72 

99 
54 

96 

75 

U 

40 

47 

76 

99 

45 

45 

36 

54 

1975 

"BT 
129 

117 

74 

75 

103 

49 

75 
60 

69 

77 

43 

•1 
21 

41 

79 
48 

70 

54 

46 

5« 

§/ Produotion oapaoity defined as installed oapaoity on three shifts. 

Ministry of Industrias and Soisntifio Affai: 
Aotivitissi Central Bank of Ceylon, Review 

1976 

-ST 
108 

77 

78 

107 

111 

53 

50 
34 

61 

26 

49 

49 
30 

49 
100 

50 

n.a. 

73 ìì 
86 79 

30 39 

59 5" 

83 77 

98 106 

47 43 

141 

45 

43 

62 

Sourcei    Ministry of Industries and Soisntifio Affairs, Annual Review of 
of the Eoonosari 19T6. 



-  20 - 

Tabla 111    Value added per person engaged in 
manufacturing, by seleoted manufacturing 
sub-aeotors,  19 JO 

IS1C 

311/ 
312 
313 
314 
321/ 
322 
323 
324 
331/ 
332 
341/ 
342 
351 
352 
353 
354 
355 
356 
361 
362 
369 
371 
372 
381 
3Ö2 
333 
3Ô4 
385/ 
390 

Pood products 

Beverages 
Tobacco 
Textiles and 
wearing apparel 
Leather oroducts 
and footwear 
Wood products,  furniture 
and fixturer 
Paper,  paper nroducts 
printing and publishing 
Industrial chemicals 
Other chemical products 
Petroleum refineries 
Petroleum and coal products 
Rubber products 
Plastic products 
Pottery,  china,  etc. 
Glass and »iass products 
Non-metal -products 
Iron and steel 
Non-ferrous metals 
Metal  products 
Machinery, non-elec+rin 
Electrical machinery 
Transport equipment 
Professional good' 
other industries 
TOTAL MANUFACTURING 

Number of 
persons 
engaged 

12,345 

1,817 
1,611 

24,117 

3,403 

2,695 

4,499 
1,029 
6,723 

476 
337 

3,900 
1,786 
1,526 
1,046 
6,639 

1,348 

6,943 
7,418 
2,363 
2,365 

2,134 

96,600 

Value added 
(1000 rupees 

79,000 

49,000 
90,000 

132,000 

24,000 

17,000 

31,000 
6,000 

85,000 
46,000 
7,000 

40,000 
15,000 
13,000 
17,000 
20,000 

11,000 

46,000 
44,000 
31,000 
22,000 

77,000 

901,000 

Value added 
rupees per 
person enga- 

ged 

6,399 

26,968 
55,866 

5,473 

7,053 

6,308 

6,890 
5,831 

12,643 
96,639 
20,772 
10,050 
8,399 
8,519 

16,252 
3,013 

8,160 

6,625 
5,932 

13,119 
9,302 

36,082 

9,327 

Souroe:    UN Yearbook of Industrial Statistios. 1973 and I974. 
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IV«    Natural resources and prospects for resource-based industries 

 20.»«-    It was notad earlier that shortages of imported materials,  stemming 

from balano« of payments difficulties, have been a major cause of low 

capacity utilization and high costs in several industries.    The long-term 

growth of the country's industry is likely to be severely constrained unless 

local materials can to a larger extent than hitherto be substituted for 

imports.    Furthermore, the Government is committed to strengthening the 

linkages between the primary and secondary sectors,  not only as a measure to 

stimulate economic growth but also to diffuse the benefits of industrialization 

more widely in the rural areas. 

39»        It has also been pointed out that the import content of the raw mat- 

erials used in Sri Lanka's manufacturing sector is very considerable.    The 

1972-76 Development Plan concluded that the severe foreign exchange difficul- 

ties made it imperative that priority be given to reducing the foreign content 

of industrial raw materials.    In the following analysis of individual product 

groups we have partly drawn upon Dr. Karunaratne' s study.^ it shows that 

ample scope for increasing the domestic content of Sri Lanka' s industrial 

inputs exists in several fields, in particular in respect of agro-based 
industries. 

40. There is,  however, one strategic issue which must first be raised in 

this connexion.    The development of Sri Lanka's agriculture may have been 

unduly dominated by the three export products—tea, rubber and coconut—in 

the past.   If such diversification were attempted too quickly, it might, 

however, result in a diffusion of scarce complementary resources so that 

the end result would be higher oosts, inferior quality inputs and greater 

instability of supplies than at present. 

(i)    Coconut products 

41. This sector oomprises ancillary coconut-baaed industrial activity 

and is providing employment to a widely dispersed rural populace in the 

coconut growing regions.   The traditional export-orientation of the sector 

is, so far as coir fibre and yarn products are ooncerned, facing declining 

J/ Dr. Neil Dies Karunaratne, Techno Economic Survey of Industrial Potential 
In Sri Lanka. IDB, Colombo.   i$7¿.  aui"* "= *— 
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prospects    due to the emergency of competitive natural and synthetic fibres. 

Although the sector has ample scope for modernization,  such as using new 

techniques in retting, the less encouraging export trends seem to have 

precluded their adoption.    The need has been indicated for exploration of: 

- possible production of bristle fibre (mattress fibre) for export 
markets; 

- up-grading and diversification of coir yarn produots for both 
domestic and export markets; 

- establishment of factories for ooir oarpets, mats, cordage, 
bagB and rope, for ooir dust briquettes and for coir pith 
board;    and 

- utilization of coconut shell oharooal as filler for plastic 
produots and possible substitute for manganese oxide in dry 
oell batteries. 

42.      The 1972-76 Development Plan stated that the expansion of industries 

based on coconut fibre would be a part of the programme for the small-soale 

sector.    The Divisional Development Councils were to be called upon to play 

a leading role in developing the potential in the cooonut-based industries. 

It has been suggested that, in view of existing   substantial export demand 

for dessioated oooonuts for confectionery and copra for animal feed, the 

sector needs modernization   and improved-techniques for the preparation of 

dessioated cooonut and   distillation of oil for export (ne also para.  53 

regarding oooonut oil).    In addition to expanding the traditional exports in 

this seotor, there might    be prospects for new manufacturing in areas such 
as; 

- production of glycerine and fatty aoids i/for exports; 

- production of oooonut cream for looal and export markets; 

- granulated oooonut manufacture for export; and 

- manufacture of oooonut-based provender and cattle feed. 

43.      In the 1972-76 Plan, researeh and development programmes were called for, 

inter alia,  in respect of industrial oarbon and chemicals from coconut shell. 

1/ Research on this is oarried out by CISIR in collaboration with the 
Cooonut Processing Board. 
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(ii) Sugar production 

44»    Between 1966 and 1973, annual per capita consumption of refined 

sugar was about    20 kg,  equivalent to a total of 270,000 tonB/year.    During 

this period domestic production of refined sugar was negligible (not 

exceeding 10,000 tons/year),    and imports ranged from 200,000 to 300,000 tons, 

accounting for around 10^ of the total import bill.    Following severe short- 

age of foreign exchange and high prices in 1974.  imports were drastically 

reduced to about 43,000 tons.    In 1976, 47,000 tons were    imported and in 1977 

96,000 tons. 

45«    The Sri Lanka Sugar Corporation is constituting a centralized 

planning and execution unit for all aspects of the country*s sugar   production 

and processing.    Organized sugar development began in the late 1950s with 

the establishment of two sugar factories (and associated plantations) at 

Hingurana and Kantalai with a combined capacity of 38,000 tons of sugar. 

However, due to various problems ranging from low cane yields and low sugar 

content to factory breakdowns, the'total output did not in any of the years 

1960-72 exceed 10,000 tons, or about 2556 of capacity.    The corporation 

undertook recently   an extensive programme for improvement of cane cultivation 

and factory   management resulting in an inorasse    in the combined 

production from both   plants to about 50ji of   capacity. 

46. The usual problem of spare parts has been present and both factories 

have found it necessary to establish large workshops to manufacture many of 

the required replacement parts.    However, in the case of Kantalai,  even 

though the workshop has been in operation for several years, some essential 

pieces of equipment are still lacking (according to a recent World Bank   report), 

With limited additions it would be possible 1a improve timely availability 

of spare parts and thus keep the factory in operation.   At   present, 

harvesting continues during periods of factory breakdowns,    necessitating 

the probonged stocking of cane with consequent reductions in sugar content. 

47. The Asian Development Bank is currently assisting in improvements at 

the Hingurana project, while an IDA credit has been obtained for the 

Kantalai scheme. 

48. While for the immediate future,  emphasis is being given to better 

utilization of partially developed cane land and of existing factory 
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capacity,   the long-term potential   for further expansion into new areas 

for    sugar production in the dry zone (in the north and east of the island) 

with    irrigation,   may be subject to further investigations. 

49. It has also been indicated that there seems to be good prospects 

for establishing of cooonut and kitul  jaggery manufacturing units. 

(iii)     Other processed food products 

50. A number of possibilities for expanded industrial activity in  respect 

of various processed    food products such as the establishment of units for 

canned and    preserved fruits (pineapples,  passion  fruit and mangoes) and 

vegetables have been indicated.    The 1972-/6 Plan  foresaw the establishment 

of canning plants on a regional  basis under the  Divisional 

Development Council   Programme.    Such    a development may necessitate a 

strengthening of the facilities for quality testing as    the initiation of 
specific applied researoh projects. 

51. The 1972-76 Plan foresaw a doubling of the 1971 level of production 

of cashew requiring expansion of existing as well as establishment of new 
processing centres. 

(iv)    Vegetable oil and fata 

52. Coconut oil, being the dominant product in this sector, is produced 

by two large-eoale public sector corporations and by about 40 smaller private 

oil mills.    The oil production In the large-scale factories is carried out 

by the modern solvent process, while the other producers use the less 

efficient mechanical expulsion process.    There would seem to be rich oppor- 

tunities for the adoption of suitable technologies    and the upgrading of 
production. 

53. » has, furthermore, been noted that there exist    several other oil- 

bearing indigenous raw materials that oould be commercially exploited 

for   domestic and export markets such as rice bran oil.çingelly oil, groundnut 
oil. 

54.    The 1972-76 Development Plan indicated planned research on a new 

prooess for oil and protein extraction from the ooconut kernel.    CISIR is 
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active on this as part of a research programme to find uses for vegetable 

oils ourrently in use and application for oils not hitherto used. 

(*)  Natural silk production 

55« In noting that there is a firn export market for natural silk* 

the 1972-76 Development Plan indioated a major expansion both for 

production and multiplieation of mulberry and silk worms, and for researoh 

and extension work in serioulture. 

XY4) Cotton production 

56. The 1972-76 Plan noted that in a situation where cotton has to be imported, 

the foreign exchange benefits of the textile industry were negligible. 

The production of ootton constituted accordingly an important part of the 

import-substitution programme. Major ootton sohemes totalling 24,000 aores 

were foreseen in the 1972-76 Plan with a production by I976 of 18,009 tons 

of ootton. -* The. Plan also noted that the important by-products ootton 

seed and lint er s would be put to further industrial use. » The excess 

oapaoity in oooonut oil mills would be used to extraot ootton seed oil. 

(•ii) Leather and leather products 

57. Sri Lanka has adequate resources to meet the entire local demand for 

raw hides if better flaying and recovery techniques are organized. The 

seotor oould expand the oapaoity to import substitute in obróme leather 

and bark-tanned leather (in Ceylon Leather Products Corp.). Possibilities 

have been identified such as: 

- expansion of the footwear industry to meet growing internal 
demand ooupled with good export prospeots; 

- leather products manufacturing units oould be established on a 
regional basis to meat looal demand for products like purses, 
belts, handbags, straps, etc; 

- leather oloth and fashion wear production for export; 

- production of sport goods for export; 

- manufacture of glue from tannery wastes. * 

1/ This would correspond to about 28£ of the anticipated demand by that 
ysar, 

2/ Ref. UNIDO projeot SRI/74/05O (SIS) - Integrated Processing of Cotton 
and Ootton Seed. 

2/ Ref. UNIDO projeot SRI/74/O6I (SIS) - Industrial Manufacture of Olue 
from Tannery Waste. 
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(viii) Rubber produots 

58. Export of natural rubber aooount for a large portion of Sri Lanka's 

total export trade. The local industries consume only about 2% of the 

value of total rubber production in the oountry. Intensified investigations, 

mainly in the form of market research and product development and design, 

might foster an expansion of the local rubber goods producing industry. 

Earlier studies have identified potential rubber goods industries auoh as: 

- manufacturing of rubber footwear for the domestic market; 

- rubberized coir production for upholstery and mattresses for 
domestic and export markets; 

- rubber toys; and 

- rubber components for the automobile industry. 

59» It has been noted that attempts at exporting rubber tyres by the 

Ceylon Tyre Corporation imm met a good response and that there might 

be soope for establishing another project exclusively for exporting. 

(ix) Wood products 

60. Nearly 60$ of Sri Lanka's surface is covered by forest, from which 

about 10 million cubic feet of timber are extracted annually. A further 

2 million cubic feet of timber are imported. It has been noted that, 

although Sri Lanka's wood resouroes are oapable of yielding the entire 

requirements of demand, due to inefficient and wasteful processing, many 

wood-based industries operate well below capacities beoause they are 

getting inadequate supplies of timber. Provided the methods of timber 

extraotion are modernized and made more effective, in order to eliminate 

in particular present considerable waste, there seem to be good prospects 

for seoondary wood processing industries, such as: 

- expansion of tea-ohest manufacture (import substitution) in the 
public sector Ceylon Plywoods Corp. l/ (In the Ointota faotory - 
from 1.04 million tea oneste in 1970 to 1.2 million in 1976 - 
and in the new Avissawella faotory - 3*25 million by 1976 aooor- 
ding to the 1972-76 Plan); 

- ohip board and partióle board manufacture for domestic market mainly 
(small furniture makers, etc); 

l/ UNIDO assistance to the Ceylon Plywoods Corporation is provided under 
projeot SRL/75/OI4. 
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- wae« manufacture for export (as well a« domeatio us«); 

. manufaotur« of railway and bus-bodies (domestic); 

- manufacture of knook-down furniture for export (inol. carved 
furniture); 

. manufacture of wooden   textile aooeeeories (shuttles, 
bobbins, etc.    for dornest io use); 

- production of wooden packaging materials (other than tea chests); 

- manufacture of matohsticks to meet expanding local demand; 

- manufacture of forest products like tannin (of wattle) for the 
leather industry, eucalyptus oil, oil resins, gums, etc. \j 

61. One specif io arsa in whioh UNIDO assistance   has been sought, by the 

Department of Small Seal« Industries, is the development and processing of 

oane and rattan    for use as building materials and in furniture   making. 

(x)   Pfcper pulp 

62. The 1972-76 Development Plan envisaged a programme for the development 

of kenaf, its fibra being a good substitut« for jute in the manufacture of 

gunny bags.   The potential us« of kenaf for long fibre papar pulp (as 

substitut« for conifere and bamboo) would also be explored. »  Dew»lopm«nt 

effort«   would also b« direoted to the possible us« of sunhemp for high 

quality paper   pulp.    Oth«r potential materials include rubb«r wood *  and 

bagassa.    Specific   applied   research programs »s war« to be initiated for 

the development of these   fibras for paper making. 

63. it present th« manufactura of several grada« of papar using rica 

(paddy) straw is oarried out by th« Eastern Pap«r Mills Corporation.    Th« 

Corporation ha« been intensifying its «xp«rim«ntal aotivitie« to break into 

new indigenous fibrous raw materials and has been successful in respect of 

«•varal wood variati««.   New spaoies and tr««a for pulp and paper are being 

suooessfully oultivated on a large seal«.   Two pulp and papar mills are 

operating, producing about 20,000 tons (representing about 30# of the oountry'« 

total demand) and a third is planned in the North-C«ntral Provine«   with a 

oapaeity of 91,000 tons/y«ar.    It may also be mentioned that a newsprint mill 

based on eucalyptus with a rated oapaoity of 30,000 tons/year   has been 

identified as a feasible potential project. 

l/ Research on thi« is oarri«d out by CISIR. 

2/ R«f. UNIDO projeot UNIDO SRl/74/059 (SIS) - Development of Kenaf Cultivation 
and Industrial Processing of Pulp. 

y Research on this is going on at CISIR. Furthermore, it may be noted that 
« large potential export market would seem to exist for rubber wood chips 
as raw material for paper pulp. 
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( (xi) Mineral resources and products 

64. Sri Lanka possesses iron ore deposits which so far have been exploited 

only to limited extent. Development is now under way (through bilateral 

aid) on the basis of baokward integration to raw materials processing. 

65. Important deposits of titaniferous heavy mineral beach sands are 

being exploited} ilmenite concentrate is being produced and exported 

while the Government is seeking ways and means of increasing the added 

value and export potential of titanium products, to be produced from this 

raw material. Since I97O UNIDO has been assisting the Government in the 

elaboration of technological alternatives for the utilization of ilmenitio 

concentrates; ->   industrial soale electrosmelting tests at a plant in the 

USSR have been undertaken. 

66. Of greatest significance are the graphite deposits found over a wide 

area in the southwestern part of the island. As early as I968 it was noted 

in the Government publication "Ceylon Investment Guide", that while tLe 

country was the world»s leading graphite producer, with praotioally the 

entire output of around 10,000 tons being exported as crude graphite (plumbago) 

"little so far had been done to exploit this valuable natural asset for local 
2/ 

manufactures••. -' 

67. Contact has been recently been taken by the State Graphite Corporation 

with UNIDO concerning possibilities of exploring looal apatite resources 

for fertilizer manufacture. * 

68. Salt is produoed by solar evaporation and further large-scale development 

programmes are being coordinated with the development of salt-based 

ohemioal industries. 

69. CISIR ha s been carrying out development work on the preparation of triple 

super phosphate from rook phosphate. CISIR is also conducting a programme 

on the analysis and evaluation of looal raw materials (suoh as mioa) for use 

in the indigenous eleotronios and allied industries. 

1/ The project dooument for further UNIDO assistance to the Ceylon Mineral 
Sands Corporation in the prooessing of ilmenite sands and the production 
of rutile and ziroon at Pulmoddai is ourrently under consideration. 

2/ It has been noted that the poasiblities for developing looal industries, using 
graphite, like crucibles, oarbon rods, etc, might be investigated. 

y Ref. Quarterly report on Sri Lanka of 23.1.1979, by Dr. A.P. Shahbenderian, 
SIDPA, Colombo. 
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70. Other raw materials of impórtanos as local industry inputs are various 

olays, kaolin, quartz, feldspar and silioa sands. Import substitution 

prospects bave been indicated with respect to the manufacture 

of sheet glass. It may also be noted that the Sri Lankan ceramics industry ^ 

has reaohed a standard that permits prospecting for export markets for 

ceramio ware. Other potential products inolude sanitary ware, wall tiles, 

decorative glass, salt glased sewer pipes and oeramio insulators. 

71. The structural day produots sector covers, in addition to the public 

seotor National Snudi Industries Corporation's five modern briok and tile 

factories, kilns in ths rural areas which are providing important supplementary 

incomes in the agricultural off-season. Potential new produots have 

been indi oated involving: 

- the devising of new techniques of manufacturing produots such as 
day roofing and re*inforoed clay tiles 2/ in order to compete with 
asbestos (which is based on imported materials); 

- manufacturing of refractories and fire day brioks for use in 
industrial kilns« 

72* New possibilities «one oeaant produots have been identified as 

follows: 

- oernent and ooncrete pipes to replace oast iron sewer and drainage 
pipes; 

- telephone and telegraphic poles(might also be made of wood) and 
re-inforoed railway sleepers; 

- prefabricated building blocks. 

j/ UNIDO is providing assistance to the establishment of a oentral quality 
oontrol and researoh laboratory at the Ceylon Ceramics Corporation under 
UNIDP. 

¿/ Researoh is being oarried out by the State Engineering Corporation. 
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v» The institutional infrastructure for industry 

73. Sri Lanka has a reasonably well developed institutional machinery 

which provides a wide range of services in support of the industrialization 

effort.    It has proved to be relatively flexible in adjusting itself 

to the changes in industrial stategy and policy emphasis which have 

eccured during the last two decades. 

74. In preparation for the current development 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 problems of coordinating the capital budget and foreign 

exchange management with the general budgetary process.    The enlarged 

ministry   haB been responsible for preparing a medium-term investment programme 

for *h# veriod 197°-8^. A n«wlv rumatitiit*d Connut tt«* of Tiwvçlopm.n-»: 
Secretaries under the chairmanship of the Cabinet Secretariat coordinates 

decisions on the    capital budget and will review progress on the preparation 

of projects and    sector plans.    A review of sector programmes and policies 

is being undertaken   by nine ministries with the assistance of the Ministry 

of Finance and Planning.    Consideration* of foreign investments is carried out 

by the Foreign    Investment Advisory Committee.    Before being considered by 

the interwninisterial committee, industrial    project proposals are screened 

by the Ministry of Industries. 

75. The availability of basic data will be a vital factor in project 

evaluation and the setting up of an information bank for this purpose 

is planned.    However,  just as important i8    the   establishment of quantifiable 

and empirically testable planning goals.    Although deficient, the statistical 

base that is available for industrial   programming could,  it is believed, be 

used at sector level to evolve quantifiable guidelines for the best allocation 

of scarce oapital and foreign   exchange resources and for the identification 

of those sectors that offer the    largest scope for private enterprise. 

76. A "one-stop" investor* servioe is to be established in connexion 

with the promotion of foreign investment to the export processing zone 

(see para. 79 below).    Foreign investors will have all their   requirements 

met by a single authority, removing the need for potential    investors 

to shuttle between numerous ministries and government agencies   for investment 

approvals and services. 
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X7_»_-        Investors will also have recourse to higher authorities in the 

event of any   disagreement.    In the case of a dispute arising out of an 

agreement between QCEC (see para. 80) and the investor, the dispute will be 

referred to arbitration by the      International Centre for Settlement of 

Industrial Disputes.    The o^her important safeguard is the provision 

of government-to-government guarantees to the investor against arbitrary 

action by the host country.   Already such agreements for the protection 

and promotion of foreign   investment in Sri Lanka have been signed with 

the US and the Federal Republic of Germany, and a similar agreement with 

Britain is under negotiation.    Sri Lanka also has double taxation relief 

agreements with the Federal Republic of Germany, Japan, Sweden, Norway, 

Denmark, Malaysia, India and Pakistan.    Similar   agreements,  subject to 

ratification, have been negotiated with Britain, US, France, Canada, 

Poland and Czechoslovakia. 

78, The Industrial Development Board, established in 1966, as a 

statutory body under the Ministry of Industries, is playing a vital 

role in particular in the support and promotion of small industries 

development.    Specifioally, it undertakes   feasibility studies for small 

industrial projects and provides technical   services to such projects. 

The IDB is also responsible for the   development of industrial estates ; 

in fact it commenced its operations in 1966, by taking over the Industrial 

Estate at Bkala which had been   set up in I960 to provide custom-built 

factories, infrastructure and service facilities to support small-scale 

industrial enterprise. 

79. Responsibility for different aspects of the country's export 

drive is diffused amongst several Ministries.   The production programmes 

for export are the concerns of the Ministries of Industries, Agriculture 

and Plantations}   commercial polioyand trade promotion fall within the 

Ministry of Trade;    promotional functions connected with tea and coconut 

remain with the Ministry of Plantat ion;      export incentives,     . customs 

faci lit iee   and exchange amtrol measures are the concern of the Ministry 

of Finance;   while   overall export targets and the   crucial role in planning 

and managing   the foreign trade sector rests with the Ministry of Planning. 
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The coordinating role is entrusted to an Export Promotion Council 

oompoaed of the Ministries concerned and serviced by the Export 

Promotion Secretariat. Implementation of Government policy, however, 

has been carried out through existing machinery with the cooperation 

of the public and private sectors of the economy. In its development 

programme high priority was given to the development and diversification 

of the non-traditional export sector - the industrial sector-bairnr one of 

the prinoipal areas in this programme of export development. A separate 

Export Promotion and Development Division was set up in October 1971 

as the focal point of efforts of the Ministry of Industries to formulate 

and implement a strategy aimed at stimulating and aiding industrialists 

in Sri Lanka to enter overseas markets and to achieve export targets 

for manufactures and semi-manufactures. 

80. A single legal authority, the Greater Colombo Economic Commission 

COCED) aas been set up, inter alia, to develop a 200 sp. mile export 

processing area at Katunayake, near Colombo airport. The GCEC Law 

whioh was passed in January 1978 constitutes in effect a free trade 

zone law. Zone layout design for the area, being termed Investment 

Promotion Zone (IPZ), has recently been prepared with the assistance 

of experts from the Shannon Free Trade Zone *  under UNIDO contract. The 

GCEC has jurisdiction not only over its geographical area but also over 

licensed enterprises located anywhere in the oountry. The development of one 

or two more IPZs is under aotive consideration. 

61. The National Institute of Management (NIM), initially called the 

Management Development and Productivity Centre, was established in April 

I968 as a part of the Industrial Development Board. In October 1971, in 

aooordanoe with the recommendations of a Committee appointed by the Ministry 

of Industries and Scientific Affairs to study the working of the Industrial 

Development Board, it was detached from the Board and continued to function 

as an independent agency under the Ministry. In 1972, the Centre was re-named, 

with Cabinet approval; the National Institute of Management. 

1/ Project SI.SRL.78.8OI, and continued under projeot SRL/78/02I. 
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82.    The objectives of the NIM ara aa follows: 

(a) to develop management consultano;/ as a professional 
servios to industrial and commercial organizations in 
both the public and private sectors; 

(b) to provide training in and application of modern management 
techniques, planning and control systems; 

(o) to initiate research into management problems as they exist 
in the socio-oultural environment in Sri Lanka; 

(d) to assist in the future training of managers so as to improve 
the practices of management at corporate level in association 
with the University of Sri Lanka;    and 

(e) to work in cooperation with other Institutions set up with 
similar objectives, like the   Academy of Administrative Studies, 
Cooperative Management Servioes Centre, Agrarian Training and 
Research Institute, etc 

83«    KIM has reoently completed the initial phases of a malti-country 

researoh prograjsme on the Performance of Public Enterprises (Asia) funded 

by the International Development Research Centre of Canada.    The    macro 

programme comprised   a study   of the emergence of growth of publie 

enterprises in Sri Lsxka, and their organizational structures and control 

mechanism,production, oapital formation and savings, and the    structure of 

inter-dependency and employment in public enterprises.    Parallel with the 

macro study the action programme on the mioro area   was also initiated with a 

study of the Ceylon Cement Corporation. 

84.   The National Science Council, established in 1968,' coordinates 

and promotes researoh activities in Sri Lanka J//or instance,  it is 

responsible for coordinating the country's preparation for the united 

Nations Conference on Science and Technology for Development.    The 

Council has been appointed by the Minister of Industries and Scientific 

Affairs   as the coordinating agency for the working programme 0f tn# Scientific 

and   Technioal Cooperation Agreement   between Sri Lanka and India.    Eighteen 

areas for joint researoh project? have been identified.          

\J The National Science Co uno il of Sri Lanka has recently prepared a report, 
entitled "A Survey of Expenditure on Researoh and Experimental    Development 
in Sri Lanka 1966-75"» whir    indicates that about 85$   of total research 
funds have been allocated to the productive sector, mainly to the research 
institutes.    Funds coming from private organizations constitute about 3$ 
of the national R&D total.    Although research was mainly concentrated in 
the fields of agriculture, the percentage of national R&D expenditure on 
manufacturing industries increased from 5$ in 1966 to 16$ in 1975« 
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85. The multi-disciplinary Ceylon Institute of Soientifio and Industrial 

Research (CISIR)    was established    in 1955 to further the country's    indus- 

trialization efforts through applied reaearoh and technology development 

and adaptation.    Its attention has been concentrated on research into 

indigenous materials utilization, although considerable work on,  for 

instance, the development of appropriate technologies has also taken place. ¿/ 

86. The National Engineering Researoh and Development Centre of Sri 

Lanka was established in 1974«    It has amongst its objectives the 

function of carrying out and promoting research and innovations in the 

technological field and the task of developing the results up to and 

including    commercialization.    The NERD Centre is,  for instance, 

carrying out    consultancy in electrioal and mechnioal work in a number 

of new    projeots involving design and development of a specialized nature. 

Another important function of the NERD Centre is stated as follows 

in the I972-I976 Plan:    "Further, this institution will in future 

examine the technioal details of new projeots in the industrial    seo tor 

wit h a veiw primarily to determining the possibilities of   looal 

manufacture of components iteras in such projeots".    In coordinating with 

the Ministry of Industrias and Scientific Affairs the   NERD Centre has 

made a start on this aspeot and has planned systematically to-expand its 

capabilities to meet   the requirement in relation   to all major new projects. 

Preliminary proposals have been considered for   a 6-year development 

programme of work to enable the NERD Centre to realize its objectives fully. 

87*    A further objective of   the NERD Centre is "to examine direct and 

indirect mechanisms of technology transfer..."    and to ensure by adoption 

and adaptation the ohoice of technologies that would be consistent with 

the oountry's resrouoe    endowments and national planning objectives". 

In addition to collaboration with industries in the public sector the 

NERD Centre has been able to establish links with .various important 

industrial and engineering establishments in the private sector.    This has 

enabled the accumulation of knowledge and data pertaining to various fields 

of the industry needing technological development.    The data is also vital 

from the point of view of formulation of plans and polioy especially with 

regard to strengthening the engineering oapability of the oountry. 

1/ Further details retarding the work of CISIR are given in . Annex I. 
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88.Th« Sri Lanka Bureau of Standards, established in 1965, prepares 

standards for manufactured products and a standardization marking Boheme 

is being introduced.    Aooording to the Country Programme 1972-1976 

Background Paper, the facilities for testing of products and inspection 

of quality are not adequate. 

.89., Nqte_should also b% made of the various agricultural researoh 

bodies, whose work in developing suitable raw materials is of greatest 

importance for the agro-based processing industries.   These bodies 

include the    Central Agricultural Researoh Institute, the Rubber 

Researoh Institute,-'  the Tea Researoh Institute and the Coconut 

Researoh Institute. =* 

1/ Large-soale UNDP assistance is provided to the Rubber Researoh 
Institute with the objective of increasing rubber yields   and 
the value of such projects as Ut ex, raw rubber and manufactured 
goods. 

i/ It might   be noted, as example of TCDC aotivity, that the experts 
from the Cooonut Researoh Institute have recently undertaken a survey 
of the potential of   the Maldives in developing its oooonut    production 
and are providing   continuing guidance on this matter. (Pakistan 
Eoonomist,  2I.IO.I978). 
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VI. Industrial financing 

90. Until now Sri Lanka has emphasized present consumption   at the 

expense of the capital formation which would make possible   higher levels 

of employment and consumption later.    The pursuance of these    objectives requires 

an expansion of the supply of savings.    While foreign savings are to provide 

part of the finance to support higher   level of capital    formation, thiB 

source has its practical limits in terms both of availability   and of the 

implications for the countr/fe debt service capacity.    There is   therefore 

no escape from the need to increase domestic savings substantially and this, 

in the Sri Lankan context, places a special burden on the need for a 

significant level of public savings.    The public sector corporations must 

provide more savings than they now generate themselves, directly or 

indirectly, for today there is excessive reliance on the transfer of 

resources    from the Central Government and inadäquate internal generation 

of savings.    A major effort appears to be needed in order to accomplish this 

objective,    which is itself dependent upon improved    efficiency in some public 
sector   corporations. 

91. Through the years there has been a    atron* innn«.*^ •T.ron* lnolitKtinn *i»ong private 
entrepreneurs for self-financing with-  financing institutions playing a relatively 

minor role.    In 1967, only S% of private investment in the manufacturing 

sector   (including inventories) was financed by institutions,    whereas 

53* came from finns' own funds and 38£ from   trade credits and   other non- 

institutional sources.    While    statistics for more recent years are not 

available   there are no indications that this financing pattern   has changed 
significantly. 

92. The bulk of the institutional financing   is provided by commercial 

banks (in 1975«    4 domestic and 7 foreign).   Their aggregate outstanding   lending 

to the industrial sector - public and private - was RB 517 million at the 

end of 1973, of whioh more   than 3/4 was lent by two Government-owned banks, the 

Bank of Ceylon and People's Bank.    Since the commercial   banks have no access 

to foreign exchange resources,    these are handled directly by the Central Bank. 

93. Th. commercial banks lending whioh is   predominantly short-term, 
i« generally conservative and based primarily on the adequacy of the 
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security.    The Development Finance Corporation of Ceylon (DFCC), » 

established    in 1955 in response to World Bank recommendations and 

subsequently having had both World Bank and ADB loans,  is for all 

praotioal purposes the only long-term credit institution wLose lending 

criteria   are primarily oonoemed with project viability [and whioh has 

sufficient expertise to perform projeot appraisals].    Since the early 

1970s the investment climate in Sri Lanka has improved gradually, and 

due to the resurgence of investment interest DPCC'8 aotivity   has been 

projeot ed to increase rapidly. 

94*   As an institutional devise to spearhead the development efforts of the 

Government, a National Development Bank is to be set up    shortly whioh 

will be responsible particularly for generating a wide variety of 

oommeroially viable   projeot s in the rural areas and to assist in the drive 

towards self-employment.   The Bank will aito finance investment by publio 

corporations whioh hitherto had been financed through the Budget the 

objective being to made investments by publio corporations stand the test 

of eoonomio and financial viability.    Rs. 600 million have already been set 

apart as capital    for this Bank. * 

l/ DFCC is oonoemed with the financing of private enterprises (defined 
in the DPCC Aot to include enterprises in whioh Government ownership 
does not exoesd 20$) in industry, agrioulture, oommerce, oonstruotion 
and engineering. 

2/ The Budget Speeoh, 16 November 1978. 
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VII.  Main features of industrial development objectives and 
strategy 

95« In the past, as noted earlier, the industrial development strategy 

was for a long period geared towards import substitution, in some cases 

without muoh attention to economic efficiency and comparative advantage. 

These industries tended to be oapital intensive and were based on the 

use of imported raw materials and foreign technology. The outward looking 

development strategy now called for will require some re-orientation of the 

production struoture towards fuller consistency with the factor endowments 

of the country. 

96. In the words of the Government, 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 1950s, since the latter has proved to be both 

uneconomic .and inoapable of generating employment'.' =*  While the precise 

polioy framework designed to bring about thiB restructuring is still in 

the process of formulation, most of the elements in the package were included 

in the Budget Speech in November 1978. The main beneficiary of import 

liberalization is intended to be the industrial seotor. The shift away from 

quantitative import restrictions greatly reduoes the administrative burden 

of import lioenaing and eases the task of business planning. Easier 

availability of imported raw materials, spares and machinery will ease one 

major constraint on oapaoity utilization; the elimination of most price 

controls will remove another. With the liberalization of imports the 

Government has also taken steps to ensure that reasonable tariff protection 

is given to looal industry, safeguarding at the same time the interests 

of the oonsumer. The new Tariff Commission provides an opportunity to oonstruct 

an improved tariff struoture now that the two-tier exchange rate has been 

abolished. The Greater Colombo Economic Commission (OCEC) has been esta- 

blished, with the major function to administer the oountry's export processing 

zone(s) designed to provide domestic and foreign investors with strong incen- 

tives for efficient export production (see paragraph 122 below). 

Government of Sri Lanka "Greater Colombo Economic Rehabilitation Area", 
1 November 1977. 
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97. With the assumption of offioe of the present Government the 

activities of the public manufacturing sector have been confined to the in- 

dustries already allooated to it. Future developments in this seotor, it was 

announced in the Budget Speech of November 1978, will relate to the maximi- 

zation of output from existing capacity , the speedy completion of pro jeots 

already in hmd. technioal improvements and expansion of existing units 

where additional production could be aohieved expeditiously,  creation of 

new capacity in aooordance with present priorities, and the initiation 

of advance aotion on long gestation projeots. -' 

98. In the private sector, outside the area of authority of the Greater 

Colombo Economic Commission, the Government is extending all assistance 

to promote and encourage the rapid growth of the small and medium scale 

industrial sector while simultaneously attracting such industries to 

backward and less developed areas of the country. To achieve these objectives 

a liberal policy of approvals has been adopted and a new credit guarantee 

scheme to ensure ready availability of finance has also been introduced. 

Foreign investment is permitted where manufacture is largely for overseas 

markets or where such collaboration is considered the only available means 

of obtaining modern technological knowhow to improve the quality of manufac- 

tured goods. 

1/ The Government has formulated a Medium Term Investment Programme for 
y  the PubUc Sector cowing the period 1979-1983. Industrial output 

during this Medium Term Investment Programme is projected to grow at an 
annual rate of 6* at oonstant prioes. [Souroe: The Sri Lanka Government 
response on the second (1978/79) exercise of monitoring the progress 
aohieved towards the implementation of the Lima Declaration and Plan 

of Action]. 



- 40 - 

vni« Polioy measures and their implementation 

99. During the last few years the increasing complexity of the 

industrialization process has made new demands on policy. The import 

substitution potential in consumer goods has not yet been fully exploited 

and there has been a serious fragmentation of production contributing, 

inter alia, to the current phenomenon of under-utilized capacity. The 

incentives structure has been adjusted so as to better alleviate the severe 

foreign exchange shortage, by giving encouragement to export-oriented 

manufacturing and by promoting increased use of domestic raw materials and 

other looal inputs to industry. Indeed, the principal criteria employed 

in granting new approvals for industrial projects have for some years 

been the ability to export, the use of looally available raw materials 

and employment generation. 

100. Fiscal inducements which are offered to industry include a 

five-year tax holiday » to: 

1. Approved new enterprises in the Free Trade Zone and also 
for investment in the shares of suoh enterprises. These 
tax oonoessions have been since further extended conside- 
rably by the Greater Colombo Economic Commission Aot and 
the Regulations thereunder ( see para. 102 below); 

2. Companies engaged in food production,horticulture, fishing, 
and animal husbandry; 

3. Small and medium scale industries established outside muni- 
cipal limits; 

4. Rioemiliars  for the setting up of new rice mills; 

There is also provision for allowanoe of the full cost of plant, machinery and 

equipment against the income of the first year to promote modernization of 

industry. 

101. To complement these efforts, the Government has sinoe mid-1972 

•noouragsd joint ventures with private foreign enterprises, in which looal 

partners (public or private) hold majority ownership and retain effsotive 

eontrol. In exchange, the Government gives assurances that full compensation 

for the investment will be made in the event of nationalization, and that 

remittances of profits and repatriation of capital will be allowed. 

l/ Inland Revenue (Amendment) Aot 1978. 
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102.     In Maroh 1978 the Government announoed a new package of incentives 

designed to attract foreign investors to it proposed export prooessing 

zones located just north of Colombo.     In addition to a skilled but 

inexpensive labour force,  the Greater Colombo Economic Commission - which 

is responsible for administering the zones - offers the following 

incentives to investors: 

(a) All licensed enterprises will be eligible for five-year tax 
holidays.    Upon expiry,  firms would be required to pay a 
turnover tax at the rate of 2$ on   export «ales and % on sales 
in Sri Lanka.    In addition a 10$ withholding tax will be levied 
on all remittances of royalty and technical servio e fees when 
the holiday expires. 

(b) All foreign personnel attached to lioensed enterprises will be 
exempt from Sri Lankan taxes for the five-year period during which 
the oompany benefits from the tax holiday. 

(o) All dividends paid to non-resident shareholders will be free from 
all taxes and exchange controls. 

(d) Although oompanies will have to be locally incorporated, shares 
can be transferred within and outside Sri Lanka to residents or 
non-residents with the oountry of payment being fixed by the 
buyers and sellers.    Suoh transfers will not be subject to 
Sri Lankan taxes. 

(e) Agreements signed by the Commission and investors would provide 
guarantees for the   free transfer of oapital   and earnings and 
prooeeds from liquidation. 

103. Of partioular interest in oonnesrtion with the oountry»s efforts to 

attraot foreign investment is an envisaged close cooperation with 

Singapore whioh was promoted through a visit to Sri Lanka in April 1978 

by the Singapore Prime Minister Lee Kuan Yew.    Emphasis was laid on bilateral 

level disoussions and agreements concerning possible direot investment by 

Singapore as well as on technical assistano«. 

104. The following paragraphs examine    industrial policy measures as they 

relate to sub-seotor allocation, regional dispersion,  small-soale industries, 

export efforts, technology ohoioe and manpower. 

(») R«Bouroe allocation by industry sub-seotors 

105. Partioular attention has been given to the development of the country «s 

engineering sector, sinoe no sizeable programme of industrialization oan get 

under way as long as all machines, spares and accessories continue to be 

imported.    While the soope for import substitution of the heavy maohinery 
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needed for the    large-scale units is slight - at least in the short term - 

a wide range of spares  , accessories and simple maohinery offers possi- 

bilities    for further    expansion of the emerging Sri Lanka capital goods 
industries. 

106. An important role for the development  of the engineering industries 

seotor is expected to be played by the National Engineering Research and 

Development  Centre of Sri Lanka. -J  It was established in 1974 with the 

tasks of .examining the types of   machines whioh could be made locally 

and of designing prototypes for their   manufacture.    Furthermore, the new 

Centre    is to examine the technical details of    new projects in the 

industrial sector with a view primarily to determining the    possibilities of 

local manufacture of components in such projects. 

107. Construction materials constitute major production inputs or requirements 

in developing eoonomies. -I One-half to two-thirds of the capital investment 

required in such economies is generally spent on cement,  steel, aluminium 

parts,  lumber and other materials required in the construction seotor. 

Although    in the case of Sri Lanka the building materials are   already 

to a large extent of looal origin, some further import substitution might 

be possible,  in particular through-use of al-ternative materials.    A 

well coordinated programme for applied technological research - and   subse- 

quent investment - aiming at fullest possible utilization of   looally available 

materials is of the greatest  importance in this field. 

108. Consumer necessities are another major category of goods for whioh 

demand will grow following wider inoome distribution.   The    production of 

these oonsumer necessities is in most cases highly labour-intensive and 

l/ See para. 86 above. 

2/ For instance, the demand for cement is forcease to rise to over 
700,000 tons   per annum in the early 1980s.    Cement production in 
1977 «a» 480,000 tons though the oapaoity of the country's three 
plants was officially 710,000 tons..  However, since output from 
existing capacity is not likely to exoeed 600,000 tons per annum 
the Government is planning to increase annual oapacity by 
200,000 tons. 
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could thufl be a major component in the country's employment programme,  in 

particular as the production units can often be looated in smaller 

regional    industrial centres.    Such oonsumer necessities would include 

clothes,    blankets, footwear, processed foods, matches, cooking 

utensils, bicycles and fuels.    These products, which should be produoed 

at low prioes,  would    be aimed at low income groups throughout the 

countryside as well as in   urban   areas.    Less attention might be 

given to increased production of other   consumer products whose import 

content is more significant, for instance radios, TV-sets, 

refrigerators, air conditioners, etc. 

(b)   pgo^1 di8perBml Within th« «"*«* * "ffional dévêtent 

109.    The concentration of industry in the Colombo area with consequential 

urban congestion and pollution is of major concern to the new Government, 

and the establishment of the Greater Colombo Economic Commission can be 

seen as a major step towards more orderly development.    At the same time , 

growimg regional inequality,  even in a relatively small country such as 

Sri   Lanka with a high degree of literacy and increased awareness of all the 

psople, brings demands towards a redress of regional imbalances.    It is clear 

that the problem of regional development is a very important socio-political 

and economic problem that needs to be tackled on many fronts. 

110.   Hitherto,  the major vehiole of industrial dispersal has been the 

state   corporations while private ventures were largely left to locate in 

the Colombo   area since fiscal, tariff and other inducements for industrial 

ventures were   not used to direct industrial location.    If industrial development 

is to be    spread more evenly throughout the country,  it i ntial that 

poles of    industrial growth be planned to initiate the process of 

oreating external economies, setting off a chain of growth throughout each 

region.    Such«  a growth pole may be created around a major industrial project 

whose location may be determined by proximity to an important raw material 

source, or it   may be established through the building up of an industrial 

estate   attracting a variety of small-scale industries.    The main factors 

determining the latter type of growth pole are of course   the   availability 

of   labour supply and an adequate market, of tern derived from a well developed 
agricultural area. 
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111.     Several    integrated regional development  projects are presently being 

nurtured within the Ministry of Plan Implementation,  to help in various 

districts,   including t.ie following: 

- Kurunegala District Integrated Rural Development Project   (proposed 
to be developed in cooperation with the VJorld Bank); 

- Matara Rural Development Project   (initiated as a result of 
bilateral cooperation agreement between Sri Lanka and Sweden); 

- Hambantota District Integrated Rural Development Project   (proposed 
to be developed in cooperation with NORAD). 

(c)    Promotion of small-scale industry development 

112.      As noted earlier,   the progress of the industrial sector in the period 

196O-7O was not conducive to the optimal development  of the  economy as a 

whole.    The manufacture of commodities,   with high import content and of a 

non-essential natur.-e,   entailed a continuing drain on foreign exchange. 

Furthermore, adequate account of the resource situation of the country was, 

often not taken and emphasis was placed on the expansion of capital- 

intensive industries,  to the relative neglect of the small-scale sector.-' 

The services needed for the development of small-scale industry,   such as 

credit facilities,   extension services in marketing and technical know-how 

and the general institutional support necessary for the growth of a 

viable small-scale  sector were not provided. 

113.     In the  1972-76 Development Plan it wa8 reoo*ni2ied that, by virtue 

of its high employment potential and relatively low requirements of foreign 

exchange for machinery,  the small-scale industry sector is basic to the 

development programme.    That  sector would be the main carrier of the 

required expansion of the production of essential commodities for mass 

consumption to meet the increase in demand consequent to the planned rise 

in incomes of the low income groups.    It would also be the main vehicle 

for bringing industrial activities to the rural areas ani thereby supple- 

menting rural incomes by giving employment and by providing a demand for 

\J The definition of small-scale industries in Sri  Lanka was recently changed 
from Rs 200,000 of fixed assets excluding land to Rs 500,000 of investment 
in machinery and equipment.   Even the new definition, which corresponds to 
about 342,000,  covers only the informal sector and the low end of the 
organized sector. 
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raw .ateríais -agricultural and others -originating there.    At" thT same tine, 

vrtule small-scale industry is often particularly suited to rural  location, 

it has an equally important role to play in the urban areas,  for it has a 

greater employment-generating potential than large-scale industry for a 

given amount of investment and it can serve as a training ground for 
entrepreneur ship. 

.114.     The increased attention to the development of the small-scale 

industries sector has no doubt contributed to the fact that the share of 

small-scale industries in total value added of manufacturing industry has 

considerably risen in recent years-from 6.4* to 14.3t between 1970 and 1975. 

II5.    A UNIDO adviser was attached to IDB in 1975-77 to assist  in the 

preparation of a programme to develop small-scale industries.    He assisted 

in carrying out a de-tailed resouroes study and the   preparation of an 

inventoryj    in identifying and planning small-scale    industry projects based 

on the resouroes studyf        in designing   promotional measures    for the rapid 

development of small-scale induetries within the framework of the IDB,  including 

measures to be adopted for developing the   technology suited to rural areas, 

with a view to generating employment.    His conclusions and recommendations are 

refleoted in a paper published in ESCAP's Small Industry Bulletin.^ 

116.    The new Government has fully recognized the importance of small-scale 

enterprises in industry.    The 1978 budget grants a five-year tax holiday for 

email- and medium-scale industries outside the Colombo district, although 

no clear definition of suoh induetries    has yet    been specified. 

U7.    As regards finance 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, due to come into effect in 1978.    Apart from normal sources of finance 

tuoh as commercial banks,  small-scale industries receive special attention 
from a number of institutions suoh as: 

^ £v.lLLr' iT,1,1 í"?•!^ in Sri Lanka:    Plan and policies for rapid 
1977 (ESCAP). Bulletin for Asi, and the Pacific.  No.  14, 
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. Ciì. The Department of Small Industries linder the Ministry of 

Industries.    With some exceptions,   the Department is responsible for 

units with plant and machinery of less than Rs 25,000.    Iri particular, 

it operates handloom and powerloom centres and training centres,  provides 

tools and raw materials to registered enterprises,  and markets small- 

scale industry products through 12 retail  outlets. 

U*)»Divisional Development Councils (PDCs).    The DDCs are scattered all 

over the country.    Each Council consist of several OOSL officials and 

local community leaders,   with the function of identifying and promoting 

local projects in industry and agriculture.    Last year,   the 55O DDCs 

were reduced in number to  154 by enlarging the authority area of each 

DDC.    During the five years of their existence (through   1975) the DDCs 

have halped to start 1,680 projects (of which 563 in 1975 alone),  with 

total employment of 20,500 persons.    A total of 889 projects have been 

classified as industrial,  wiu total production in 1975 of Rs 18.6 million. 

To a large extent,  these projects were financed through the People's Bank. 

UliJThe Industrial Development Board (IDB).    IDB prepares feasibility 

studies,  provides technical assistance,  and operates industrial estates. 

Since October 1972,  it has also operated a joint scheme with the People's 

Bank for small-scale industry financing, with the IDB and the bank doing 

the appraisal and the latter providing the financing.    The maximum 

assistance per project has been Rs 50,000.    As of March 1976,  171 loans 

had been granted under the scheme, with 68 loans in arrears with more 

than two    instalments.    The scheme is now being expanded with the addi- 

tion of the Bank of Ceylon   and DFCC (see para.  118 below). 

118<     It should be noted that the Development Finance Corporation of 

Ceylon (DPCC),  in response to the emphasis given by the Government to tho 

need to develop small-scale industry, has indicated its intention to move 

gradually in that direction.    DPCC s appraisal capabilities are, however, 

not as relevant for small-scale industries lending aa for it« normal opera- 

tions,  since it is necessary to apply simplified procedures for lending to 

small-scale industries.    In addition, the commercial banks are better suited 
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for Rich financia* in vi «M of their branch network, working capital 

lending, and other banking-aervions.    For thii reaaon, EFCC has done 
very little lending to small-scale indue tri es. 

119.1    The IBB/People* a Bank acharne for anall-soale industry financing 
ia now being expanded to include the Bank of Ceylon aa well aa DFCC. 
The main featuree of the expanded achene will be aa follows: 

(i)   Implicati one under the scheme will be received and proceeaed by 

IIB and one or the other of the two banks; 

(ii)   Rupee finance will be given by the comercial banks, while 
applicati ona for foreign exchange will be submitted to E7CS; 

(iii)   DFCC will normally undertake a desk review of the aapraiaal 

prepared by the other institutions, but will have the right to request 
more information fron these institutions or from the cliente.   Applica- 

tions under the scheme will be decided by BPCC's General Xssager; 

(iv)   The follow-up work will be undertaken by Effl and the commercial 
bank; 

(v)  The credit limit per pro jest win be He 400,000 with a foreign 
exchange limit of Rs t50,OOOj and 

(vi) Simplified appraisal requirements have bees drawn up, and normal 

banking eecurity will not be insisted upon.   OPCC's foreign exchange 
•j»    •••   •        _-? r - ; - 

loans will be guaranteed by- thé commercial banks. 

120.)    The utilisation rate under the acheae will depend primarily on the 
demand for finases.- DFCC*a role will be to provide- foreign exchange, and 

in addition to utilise its appraisal expertise on certain, projects, and 

thereby help Upgrade the appraisal skills of the IBB and the commercial 

banks.   However, it will be inoonvenient for the small-scale industry 

alienta to establish loan documents with several institutions.   Therefore, 

for foreign exehange, it would be advantageous to let the scheme work as 

s re-finance arrangement, so that oliente would only have to establish 

loan documents with the bank involved.   • credit guarantee scheme for 

small-soale industry has recently been introduced with the Central Bank aiming 

at reducing the risks of small-seal« industry lending and thereby reduoe the 
ainiaia spread, necessary. 
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(d)      Export  industries development 

121. As noted above,  one of the major ingredients in the Government's 

1972-76 Development Plan strategy,  involving a shift away from its 

early industrial polioies, was the strong enoouragement of those 

export-oriented industries which were using looal raw materials.    During 

the late 1960s,  exporting had been unattractive beoause of an over- 

valued exchange rate and difficulties in obtaining tax rebates and 

other oonoessions from the Government.    In 1972 and 1973,  the package of 

incentives was enlarged by providing exporters with a customs rebate, 

a convertible rupee aocount, tax holidays and investment relief.    A main 

push for export industry development came in November 1977 with the 

liberalization of imports. 

122. As noted in paragraph 80    the    Government through the Greater Colombo 

Eoonomio Commission (GCEC) is launching a major programme of export processing 

zone development to promote manufactured exports.    The GCEC announced 

late   1978 that as of October 1978, 46 projects involving a total investment 

of Rs.  1.6 billion   had    been approved for the first zone located at 

Katunayake near    Colombo's international airport.    Of the approved projects, 

24 had already signed agreements and at least six have oommenoed construction 

work.    The GCEC estimated that once all 46 projeots are operating at full 

oapacity,  they will generate about Rs.  4.46 billion per year in export 

earnings and will employ some 26,000 Sri Lankans. 
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123. As can be seen from Table 12 garment manufacturers have shown the 

greatest interest in establishing in the export processing zone thus far, 

accounting for half of the approved projects.  3esides attractive inves- 

tment incentives, Sri Lanka's low labour costs and its greater access as 

a developing country to the EEC and US markets are the main lures for 

clothing manufacturers. However, fearing that investment would become too 

concentrated in one industry, the C3CEC has announced that no new garments 

projects will be approved for the time being. Other projects include gloves, 

textiles, gem cutting and polishing, non-leather footwear, leather goods, 

rubberized products, industrial chemicals, building materials, glass, 

Packing materials, fishing gear, tea bags, and cashews.  Of the 46 approved 

projects, 38 are joint veutures involving foreign equity, while eight are 

entirely owned locally. The greatest number of investors are based in 

Hong Kong (14), followed by Western Europe (8), the US (7), ASEAN (4), 

India (2), the Middle East (2), and Korea (l).  It has been reported that, 

although the GCEC had expected more interest from electronics manufacturers, 

electronics firms have shied away, mainly due to lack of liquid'nitrogen 

(the sole Sri Lankan manufacturer is the state-owned Ceylon Oxygen Co., which is 

unable to meet anticipated requirements) and from the fact that female workers, 

who are generally used for this type of work, are not allowed to be employed 

on night shifts. One US firm which is interested in an electronics project, 

is reported to be considering tackling the liquid nitrogen problem by setting 

up a joint venture with an Indian firm to produce it. 

124. Legislation is under way for the establishment of a Sri Lanka Export 

Credit Insurance Corporation with the tasks of issuing insuranoe policies to 

exporters and guarantees to banks and other finanoial institutions in connexion 

with exports of goods; undertaking market studies abroad for promotion of 

exports from Sri Lanka? helping exporters to diversify and expand exports, 

find markets and sell their goods abroad on competitive terms. Finally, 

it should be noted that in the 1972-76 Development Plan indications were 

given as to potential new industrial export products as shown in Table 13. 
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Tabi« 13:    Potanti al new industriai export producta as identified 

in the 1972-76 Development Plan 

Text! lea, waring apparai 

Gannente 
Batik 
Leather oloth 

Chemical product« 

Glycerin« and fatty acida 
Vegetable oila and fata 
Paint a and poliahea 
Soape and detergente 

Leather, rubber,  wood and 
papar producta 

Footwear 
Tanned hi dea and akina 
Tyfea and tubea 
Other rubber producta (glovea, 

rubber mattreaaes, flooring, 
toya, hoae) 

Plywood and aawn timbar 
Parquât flooring and other 

wood producta 

Non-metallic mineral producta 

Ceramic war« and sanitary ware 
Graphite producta 
Cement 

Matal product« 

Implementa and tools 
Country producta 

Machinery 

Tea and rubber machinery 
Rice miller«,  threshers, grinders 
Water pumpa 
Boata 

Electrical Gooda 

Dry call batteries, translator 
radios 

Electric   cablea 

(•)   Sélection and aoguiaition of   teohnoloirioa 

12%    The existing organizations responsible for acquisition, adoption 

and development of technology in Sri Lanka may be oategorized intot 

(i)    Inatitutiona under the purview    of the Ministry of Industriee 
and Soientifio Affair«; and 

(ii) Inatitutiona under other Ministriea. 

Within the Ministry of Industrie« and Soienfifio Affairs two Divisions - 

the Policy Division and the Projeot Evaluation Division - are the main organa 

responsible for the adaptation and development of technology in the oountry. 

Besides these two Divisions there are several agencies set up under the   purview 

of the Ministry to deal with the screening and adaptation of technology,  euch as 

CISIR, the NERD Centre, the National Soienoe Council and the Bureau of 

Standards (see paragraphe 84 - 88 above).    The work on some other agencie« 

under other Ministries also touch the issues relating to the acquisition and 

development of technology,  including: 
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(i)    Under the Ministry of    Plantation Industries 

- the Tea Research Institute 
- The Rubber Research Institute 
- the Coconut Research Institute 

(ii) Under the Ministry of Education 

- the Engineering    Faoulty of the University of Sri Lanka. 

126. One of the main aspeots stressed by the ILO Employment Mission to Sri 

Lanka  in 1971 "'was that technology was biased towards excessive capital 

intensity due to a variety of reasons such as an over-valued exchange rate 

for capital goods,  too generous a tax treatment    for investment,  very low 

interest rates;    and, perhaps above all,  lack of controls on the introduction 

of foreign technologies that involve heavy foreign exchange costs.     In 

addition, the conclusions from a more recent study,  undertaken in 1975 

by the Marga Institute of Sri Lanka and sponsored by UNCTAD,  point  in 

general to the inappropriateness of the technology transferred to Sri 

Lanka and to its excessive cost in relation to the benefits accruing from 
2/ suoh transfer. -/   The initial absence of any maohinery to effect a proper 

ohoioe of technology on the one hand    and the absence of institutions    adequate 

to regulate and adapt technology transfer on the other, have been among 

the factors responsible for the shortcomings of technological development 

in the country.    The issue of technology choice is also pertinent  in forging 

linkages between the industrial and agricultural sectors of the eoonomy. * 

127. Besides the study by the Marga Institute,  other reports -''have pointed 

at the need for a national oentre for the transfer and development of 

technology.    The main functions whioh may be attributed to this centre have 

been proposed to include the following: 

(i) Assist in the identification of technological requirements 
in all eoonomio sectors; 

l/ "Matching Employment Opportunities and Expectations - A Programme of 
Aotion for Ceylon",  ILO, 1971. 

2/ "Major Issues arising from the Transfer of Technology - A Case Study 
of Sri Lanka", dooument TD/B/C.6/6 of 7 Ootober 1975f by the Marga 
Institute of Sri Lanka. 

j/ As illustrative example of the attention given to the search for appropriate 
technology may be mentioned the background study,   entitled "Appropriate 
Technology in the Textile Industry of Sri Lanka" prepared by Iftkhar Afzal 
for the UNIDO sponsored International Forum on Appropriate Industrial 
Technology   held in India in November I978 (ID/WG.282/1). 

4/ Such as   H.R.  Perera (Ministry of Industry and Scientific Affairs, Colombo), 
"Technology Transfer in Sri    Lanka",  paper presented at the Workshop for the 
Directors/Offioers-in-charge of Pooal Point of the Regional Centre for 
Technology Transfer  (RCTT) held in April 1978 in Bangalore,  India organized 
by RCTT in collaboration with ESCAP and UNIDO. 
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(ii)        ABBiat  in the acquisition    and analycis of information 
on alternative sources of technology    from all available 
sources,  domestic and foreign and its delivery to users; 
(The Centre would be a guide-post to information and not 
neoessarily    in itself an information centre); 

(iii)      Assist  in the evaluation and selection of technologies suitable 
for the different jobs to be done;    (The task of this centre in 
this respeot   would be to ensure that    the appropriate part 
of the R and D system is brought    effectively into the evaluation 
prooess  so that the    technological factor is invariably 
considered in the appraisal of every project;    and that-the 
question ìB   always asked how far the technology required, or 
part thereof, can be supplied or developed locally); 

(iv)       Assist  in the unpaoking of imported technology, inoluding 
the assessment of suitability, the direct and indirect oosts 
and the conditions attached; 

(v) Assist  in the negotiation of the best possible terms and 
conditions where it is decided that the technology should 
be imported; 

(vi)       Act as registry for recording and classification of all 
technology imported in whatever form,  including   both 
exisitng and new contracts as well as a continuous    record 
of the results of the evaluation undertaken; 

(vii)     Become the focal point for the development of indigenous 
technology on a continuous basis; 

(viii)   Play a central part in evolving a technology policy, and, in time, 
a technology plan;    (This has to be derived in the first instance 
from the industrial    polioy, ultimately it would extent to the 
Ministry of Planning and make    it possible for the National   Plan 
to have not only its customary components;      projeots, the use 
of natural resources, finance, manpower, but also the correspon- 
ding technological inputs); 

(ix)       Act as the link with the Asian Regional Centre   for the 
Technology Transfer (RCTT). 

(f )     Manpower for industry 

128.   The Government hats quite rightly placed employment generation high 

on its polioy agenda since the reapid growth of Sri Lanka*s labour foroe has 

not been aooompanied by an equally rapid increase in productive employment. 

The total labour foroe grew during the period I965-I974 by an average of 

2.33^ P«r annum, while the number of unemployed (persons aotively seeking jobs) 

grew by 11.68$ per annum.    The 1973 labour foroe participation rate survey of 

the Central   Bank puts the number of unemployed at    793,000.    Current 

unofficial estimates put it between 1.2 and I.4 million of which    80$ are 

thought to be in the 19-28 age group. »   Agriculture,  injjarticular the plantation 

1/ Quarterly Eoonomio Review of Sri Lanka. Annual Supplement 1978.    The 
Economist Intelligence Unit Ltd. 
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sector, probably offers the best chance for absorbtion of the backlog 

A significant although limited, contribution of the industrial sector, 

including the IPZ, is expected to be felt towards the end of 1979. 

129. Tt is now olear from the experience of Sri Lanka and other countries 

that reliance on rapid growth is insufficient to take care of unemployment. 

At the I963-7I ratio of employment to output, output growth would have to be 

almost 7< annually just to absorb new entrants to the labour force. Thus 

what is needed is a concerted effort to make the growth process more 

labour- inteniive through appropriate factor pricing, a more careful choice 

of investments and efforts to improve the working of the labour market. 

130. There are large reservoirs of unutilized manpower resources in all 

categories of occupational groups: professional technical personnel, 

skilled and semi-skilled workers as well as unskilled workers. =*   The 

increase in unemployment has, however, during the last two years for which 

statistical information is available, largely been limited to the unskilled 

category, as shown in Table I4. 

131. In the field of technical training is hsould be noted that UNDP 

is providing assistance under a large-scale project on industry oriented 

trainint at Katubedele Campus. The objective of the assistance project 

is to assist the country's industrial development by establishing industry 

related technical courses in rubber, textile and marine engineering and 

starting post-graduate and industry related research activities in various 

engineering departments. 

l/ Since the Free Education Scheme was introduced in 1945, there has been 
a rapid expansion of educational facilities at all levels. While pointing 
out that on the part of the Government the chief concern was to satisfy 
the unprecedented demand for schooling by quantitative expansion of 
facilities at every stage, the 1972-76 Development Plan noted that this 
unplanned expansion had led to the present problem of the educated unemployed, 
due to the failure of the eoonomy to provide a meaningful and a productive 
role for the output of the educational system. It has beoorae evident, the 
Plan notes, that an educated population become a national asset only to the 
extent it is able to fit into the productive occupations that the economy 
is capable of providing. The training, the skills, the attitudes and aspi- 
rations that are the product of the educational system must be related to 
the socio-eoonomic environment and conform in broad outline to the oountry's 
occupational profile. To that end a strengthening of the country's manpower 
planning and forecasting might be called for. 
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EC. Possible areas for UNIDO and other external inputs 

132. Following from the discussion in Chapters VI and VIII,   tome 

areas for UNIDO involvement would seem to have particular merit in 

the short-term.    The fi ret of these concerns the ramifications 

of the Export Processing Zone.    Projections of potential output, 

employment and foreign exchange benefits can be drawn from other 

countries« experiences.    But if the linkages from this zone to the 

rest of the host economy oan be developed, the net benefits could be 

far greater.    Although therationale for these zones lies in their 

differential tax, tariff and labour conditions,  links such as sub-contracting 

of production and the provision of ancillary and other services should 

not be overlooked.    Advice into the forgoing of such linkages must therefore 
b~é" ofrërëdY 

133. Seoondly, the use of small-seals industry as a tool of regional 

dispersal policy has attractions of which the Oovernment is well aware. 
Less well known, however, are the   type of constraints which exist on 

the growth and diversification of such enterprises.    Policies so far 

have focused     on the provision of institutional services such as credit 

banks, market information,  etc.    While these are in some circumstances 

important,    evidence from cross-country small-scale studies ^ suggests that 

the major   constraints arise through the small-scale firms'   interaction with 

others in the economic landscape - with oligopolistic wholesalers, for 

instance,    who are in a position to reduce the surplus retained by small 

producers.    Thus, some careful thought above the constraints external to 

small industries (particularly where    they are planned to operate far from 

Colombo where factor markets will be even more imperfect) rather t an solely 

upon those internal to small industries,  is a priority. 

134. In the context of the envisaged strengthening of the country's 

investment planning and promotion functions, possible technical cooperation 
might be considered, for instance, at the branch-of-industry project 

identification level.    It might take the    form of development of 

1/ Suoh as  those carried out under the aegis of the ILO World Employment 
Programme, 
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programme for fuller utilization of existing   productive capacities in 

various branches combined with project    identification surveys and/or 

comprehensive fellowships training   programmes for industrial sector 

planners and project analysts.    Assistance in the    field of project 

analysis and evaluation and in respect of industrial information 

requirements  and facilities might also be needed. 

135.        Particular attention should be given to possible assistance 

requirements in further support of the oountry's export drive, for instance 
through advisory assistance    for development, design and up-grading, 

quality-wise,    of specific products, as indeed has already been the case 

in respect of ready-made garments, rubber products, leather goods and 

furniture, ceramics, etc.     Such assistance should be complementary to 

the aid provided since 1974   by   SIDA in   oooperation with    ITC in this 
field of export promotion. 

136. In recognition of the priority accorded to local manufacture 

of industrial inputs for agriculture   and industrial development in 

non-metropolitan or rural anas,     ^«,tfio        «upport might be given to 

the promotion and development of   local engineering design and production 

capabilities, in particular   in connexion   with manufacture and assembly of 
agricultural machinery   and implements. 

137. In the field of agro-based and mineral industries a number of specific amas 

have already been identified or indicated in Chapter IV   above, as requiring 

external assistance   at the    product research and development level as well 

as at the production   and marketing levels.    One speoifio area where 

follow-up   of initial UNIDO assistance might be required is in the setting 

up of a cassava processing industry with particular attention to the production 
of industrial starches. * 

138. As noted earlier in the papen construction materials constitute 

major production inputs in the economy     and a formulation of a comprehensive 

programe (inol. assistance    requirements) for research and development of 

new products for the   building industry aiming at fullest possible utilization 

of locally available materials, including industrial wastes, might be considered. 

139. The packaging industry in Sri Lanka is particularly important in 

relation to agricultural products for the   domestic market and for exports. 

Some materials for packaging such   as wood, paper and fibres can be developed 

from resources on hand.   These materials are however at present not 

manufactured in sufficient   quantity and in the varieties needed for the 

packaging industry.    Indeed only 25* for instance, of the paper needs for 

1/ See projeot Is/SRL/74/875 -Integrated Industrial Processing of Manioc". 
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packaging are met from domestic sources.    Other materials such as 

aluminium    or other metals are not available locally.    Consideration 

may be given to the undertaking of a techno-economio analysis on the 

oountry's future packging needs in the oontext of fullest possible 

utilization of local resouroes. ^1 

140. Consideration might also be given to possible assistance in 

the development of long-term training programmes    for management and 

technical personnel at the various public seotor industrial corporations, 

Suoh programmes should be developed as a complement to the programmes for 

the management oadres undertaken by the National Institute of Management 

with UNDP/lLO large-scale assistance (73/013 and 77/001) up to I98O. 

141. Assistance,   (e.g. by way of training in corporate management 

techniques and performance monitoring) might be required in connexion 

with the development of an institutional    framework for the systematic 

evaluation of the performance of publio sector corporations referred to 

in the 1972-1976 Development Plan. 

142. Assistance might also be required for the programme, aiming at 

the promotion and support of entrepreneurship specifically in the rural 

areas of the country, now being developed under the auspioes of IDB. 

In this connexion it might be noted that the Government of India has 

I974-78 provided assistance of the establishment of Rural Technioal Centres to 

promote the development of District Development  Council projects of 

factories for small-soale industries and agro-industries. 

y Por more detailed information see the paper "Paokaging Situation in Sri 
Lanka" prepared by Mr.  Stanley Wickreraeratne,  President,   Sri Lanka 
Institute of   Packaging for the Second 'JNIDO Inter-Regional Seminar for 
Cooperation in Packaging among Developing Countries held in Seoul in 
November 1975« 
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ANNEX I 

Ceylon Institute of Scientific and Invetriai Research 

The Ceylon Institute of Scientific and Industrial Research was 

established in 1955 under the CISIR Act No. 15 of 1955.    The Institute 

was provided with   a initial grant of Rs.  5,000,000 but no further funds 

were released till I962/1963 when Rs. 750,000 was provided annually till 

1965/1966.    The magre funds   provided during the first 10 years 

prevented the development of the Institute    both as regards staff and 

equipment.    By 1966, the scientific staff had increased only by two over 
the number in 1956. 

The ill effects of this shortsighted policy are now being felt by 

the Institute in that there is a shortage of   experienced research 

scientists to head the various research sections and to guide the younger 

research workers.    This    problem is expected to become more acute in the 

near future, when the few   remaining senior officers retire. 

Finanoial support increased after 1966, and the Institute was able 

to begin expanding.   Further steps were taken after 1971 when the Cabinet 

approved a   soheme of reorganization and expansion based on the recommandât ions 

of a team scientists from USSR.   The soheme provided for an increase in 

the number of   research sections including the setting up of sections in Food 

Technology,    Agro-Industries, Minerals Technology and Boonomio Evaluation 

and a considerable expansión of the Engineering and Pilot Plant sections. 

Additional    laboratory space and equipment was provided for together with a 

considerable    increase in the research and supporting technical staff. 

Legislation was   also introduced in 1973 to increase the Governing Board and 

to provide for a   Research Planning Council to advise the Governing Board. 

The graduate researoh staff has been inoreased from 45 in I970 to 76 by the 

end   of 1976.    It has to be borne in mind though that the larger number among 

them will take about 5 ysars time before they can engage in useful researoh 
activity. 
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The research activities of the CISIR centre round the use of local 

raw materials,    both vegetable and mineral,   in industry,  the development 

of new technology    and improvements to existing technology.    In    the 

choice of research projects,    the development of industries suitable for 

rural and of labour intensive    technology is taken into account.    In the 

past    the work of the Institute had    been directed more to chemical and 

bio-chemical studies than    to physics and    engineering.    An attempt  is 

being made to arrive at a more even balance between the disciplines. 

Delay in the transfer of technological processes    successfully worked out 

at laboratory bench scale level to commercial industry has been a major 

problem at the CISIR.    Steps have been    taken to strengthen    the area 

of pilot plant activities to transfer bench scale work to industry. 

Several of the Institutes research results have been applied to 

industrial use.    The process for bottling toddy developed by the CISIR 

in its early years is now in use at several factories both for the bot1;ling 

of coconut toddy and palmyrah toddy.    The Government derives considerable 

revenue from this    industry.    The experimental work done by the CISIR on 

sugar and jaggery    production has been made use of in several small 

projects and a bicycle   centrifuge for small Beale manufacture of sugar 

has been developed and is in   use.    A carbonated tea beverage made by a 

process starting with the green   leaf is now in commercial production,  while 

a formulation for scented tea is    being used by Consolidated Exports.    Dupli- 

cating inks now used in the country   are made to a formulation worked out by 

the CISIR.    Two major projects, namely   a process for bottling coconut cream 

and a formulation for   ceramic floor tiles,   are ready for pilot plant scale 
operation. 

Besides carrying out research, the CISIR provides a number of services 

to industry   and to public organizations.    An important area of work is the 

repair and maintenance service for a wide variety of electronic equipment 

in hospitals, research institutions and industry.    Calibration and testing 

of other measuring   instruments is also done.    Perhaps the best known service 

provided by CISIR is the physical testing and chemical analysis of a wide 

range of materials    and manufactured products.    CISIR also maintains consultancy 

•ervioes and CISIR    staff serve on numerous Drafting Committees of the Bureau 

of Ceylon Standards and on ad hoc Committees appointed by the Ministry. 



- 61 - 

ANNEX II 

Performance of selected manufactured export item« i<pj6 ¿/ 

Sector I - Pood. Bivimw and Tobacco 

Thie ••ctor, which compri««« ««a food«,  live fish, canned fooda, 

fruit juica«,  taa in taa baga,  leaf tobacco,  cigarattaa, whaat bran, 

cocoa aad it« producta recorded an increase of R«. 66.3 million over 

the target of R«. 50 million «et for it in 1976.    Sea food (ahrimpa, 

prawn« and lobater«) made a particularly good contribution toward« 

thi« rapid growth.    Instant tea and tea ir tea bag« showed a decline 

but wheat bran and canned fruit iteaa doubled the preceding year'» 
performance. 

Sector II - Textil« Wearing topare! and Mad-Up Garment« 

Erport« in this sector, which had been growing steadily over the 

years, showed only a marginal increase in 1975.    But it regained ita 

earlier proni«« in 1976 bu turnias; in R«. 77.6 million as against R«. 

35.2 million in the previous year.   The main item of export in this sector 

is ready-aade garment«,   A leading joint venture garment manufacturing 

unit exported «lack« for R«. 2.3 million whereas ladle«* and children»« 

wear brought in Ra. 33.6 million.    Export« of batik«, however, declined 

to R«. 2.6 million a« against Ra. 3.5 million in th« previou« yesr. 

Sector III - Ch-ical and   oheaical producta 

Though this «actor exoeeded by R«. 3.6 million the target aet 

several factor« contributed adversely to ita growth.   Vegetable ghee, 

* major item, contributed only 50% of it«   performance in 1975, due 

largely to labour problem«.    A shortage of coconut oil in the local 

market and as a consequence the very high coconut oil pricea prevailing 

in the world market aad serious repercussions on ths structure of 

Sri Lanka•• economy, which led to a ban or imports of coconut oil 

sad derived products.   Ths export of vegetable ghee contributed only 

Rs. 4*4 million.    In contrast «oap, who«« aajor conatituent i« coconut 

oil, registered an export figure of Ra. 10.8 million.   Soap thus 

made a contribution of over 30)t of the performance of thi« sector and 

also improved on its ewn performance in 1975 «ubstantially.    Pour new 

items which helped this sector's performance areUt)   activated carbon - 

Rs.   1.7 million   (ii)   animal f««d base - Rs. 2.9 million, (iii) curator 

1/ Based on information given in-Review   of Activities 1976" by ths Ministry 
of Industries   aad Scisntific Affairs, December 1977. 



- 62 - 

(an insecticide) Ra. 1.3 million and (iv) lead peroxide obtained 

from scrap lead batteries - Rs. 1.2 million. 

Sector IV - Wood and Paper Producta, Leather and Rubber Product; 

The export performance in 1976 in thia sector was below target. 

Items of export in the sector comprise footwear, rubber products, 

leather and leather products, wooden products and handicrafts. New 

joint venture industrial units expected to go into operation did not 

do so. 

Sector V. Non-Metallic Mineral Prodqcts 

The main export it emu in this sector are petroleum products which 

comprise naphtha, fuel oil, marine bunkering and aviation fuel, 

lubricants, and products like porcelain ware, graphite, ilmenite, rutile 

and mosaic tiles. Naphtha showed and increase of Rs. 24.1 over the 

preceding year while fuel oil indicated an increase of Rs. 54.5 million. 

Porcelain ware, graphite and ilmenite recorded earnings of Rs. 4.6 

Rs. 5.3 and Rs. 2.2 million respectively over 1975 while rutile showed 

a decrease of Rs. 2.1 million. A new unit, M/s. Lanka Wall Tile Ltd., 

has exported maaaic tiles to the value of Rs. 1.6 million, and is expected 

to make a substantial contribution in the future towards the growth 

of this sector. 

Stctor VI - Ferroua and Non-Farrous Matal Products 

The performance of this sector fell ahort of tha target. The 

main items of export are motor spares, refrigeratore, water pumps, 

fittings and tin canisters, which depend mostly on markets in the Middle 

Bast, Malaysia and Singapore. 

Sactor VII - Base Matal Industries and Machinery 

A shortfall of Ra. 5.3 million was registered by this sector against 

its target. The items comprising this sactor of non-traditional industrial 

exports are tea machinery, yachts, boats and ship repairs. Tea machinery 

was exported by two leading firma in thia field but these exports were on the 

basis of tendera awarded ay indoneeia, Egypt and Kenya - the bulk going 
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to Indonesia where the demand for such machinery has bean met. 

The demand now is only for spares.    Although there is now a decline 

in the export of tea machinery, the sector will be boosted by items 

like yachts and boats in the future.    Two new units have been approved 

for the manufacture and export of luxury yachts. 

Sector VIII - Electrical Machinery, Appliances and Supplies 

The target set for this sector was exceeded.    Almost the entire 

export by this sector was done by H/S Electronics Ceramics Ltu., 

which exported flat glass display tubes to the value of Rs. 11.6 million. 

Sector IX - Optical Instruments. Plastic Goods. Pens. Clocks,  etc. 

This sector comprises only miscellaneous items like PVC products, 

costume jewellery, brassware,  dorica,  fountain pens, ball pens,  lead 

for lead pencils, polythene bags,  etc. 

•dkJ&a 
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