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Preface

The Intermational Centre for Industrial Studies, Regional and
Country Studies Section, has undertaken, under its 1978-1979 work
programme, the preparation of a series of Country Industrial
Development Profiles. These profiles are desk studies, providing
statistical and economic analyses of the industry sector, its
growth, present status and future prospects. It is hoped that the
profiles will provide analyses of use to programming technical
assistanoe, industrial redeployment and investment cooperation
activities.

This profile on Sri Lanka is based on doouments, reports and
studies available at UNIDO Headquarters. No field survey has been
undertaken and some of the data on industry are not up to date.

The views and comments ocntained in this dooument do not reflect
those of the Government of Sri lLanka nor do they offioially commit
the United Nations Industrial Development Organization to any
partioular course of action.
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Explanatory Note

(1) Abbreviations Used

CISIR = Ceylon Institute of Scientific and Industrial Research

DDCS = Divisional Development Countries

DFCC = Development Finance Corporation of Ceylon
GCEC = Greater Colombo Economic Commission

IDB = Industrial Development Board

IPZ = Investment Promotion Zone

NERD Centre = National Engineering Research and Development Cenire

NIN = National Institute of Management (formerly the Management Development
and Productivity Centre)

NSC = National Science Council

(i*) Qurrency Equivalents
Currency unit: Rupee (Rs)

Exchange rate (at mid=Ootober 1978)s1 US § l.— = Rs 15.65
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Summary and Conoclusions

It ocan be etated that Sri Lanki'e industrialization efforte
have significantly contributed to the progreee that has been
made in the ocountry during the last 15 to 20 years in providing social
servicee and redistributing income. The fact that the sooiety has not
yet sucoeded in securing ite welfare objectivee along with sustained
economic development is perhaps due ae much to the diffioulty of achieving
sizultaneously both income redistribution and "growth" goals in Sri Lanka'e
special situation, ae to ehortcomings in econoamic policy management.

Industrial policy since the early 1970e hae been directed towards
greater use of indigenous rescurcee so as to leseen the reliance of publio
and private industriee on scarce foreign exchange. Protection from
foreign competition has buttreesed domeetic industriee' lack of efficiency
and contributed tc capaocity underutilisation, and' their export performance
bae been generally poor (except for certain branchee).

Policies to diminish the heavy dependence of industry on imported
Taw materials inolude programmee tc foster resource-based industries such
as coconut products, coctton and silk for proceesing and leather producte.

To attraot domestic and foreign investment a wide variety of fiscal
inducements has been devieed. Furthermore, as a major measure an export
Processing zone to the north of Colombo, was eetabliehed in 1978. During the
Period April-December 1978 50 projecte were approved involving an eetimated
eaployment of 30.000 persons.

While having the need to increase export savings and diversity of
manufacturing output ae its ohief polioy cbjectives, <the Government ie oon-
tinuing tc bear in mind its reeponsibilities towarde full employment to
disperee investment throughout regions, to foster emall-scale enterpriees in
appropriate sectore, and to adopt technologiee beet suited to the country's
Tesource endowment. Indeed, it ie clear from the experience of Sri lanka -
and other ocountriee - that reliance on rapid growth ie insufficient 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 prooess more labour-intensive through appropriate
factor prioing, a more careful choioe of investments and efforts to
improve the working of the labour market.

In summary, it may be stated that the Sri Lanka industry's oontri-
bution to the attainment of the country's paramount objectives — employment
for the rapidly growing labour force and an improved standard of living -
requires an increased level of capital formation whioh in turn depends
on the inoreased availability of capital goods and raw materials. This
requires expanded exports and/or foreign assistanoe as well as progress in
import substitution. There seems to be much scope for progress toward the

mcre efficient utilization of resources and increasing production.




I. The general economio baomound and the role of ma.nufaoturig
in the economy

l. Sri Lanka's per capita income level is relatively low; in 1977 its ner
capita GNP was Rs 2.084 (= US$ 130). The oountry's economy is predominantly
agrioultural, with rural activity acoounting for about 404 of GDP. About
70% of the oountry's 14 million People live in the island's southwestern
Quarter, whioh inoludes 3/4 of the oultivated land and around 80% of the
industry. The manufacturing sector acoounted for 14.7% of the GDP in 1977,
with this share growing very slightly since the 1950's.

nges in GDP ~nd its composition, 1960=19

(at_constant 1959 factor prices as per cent of- GUP

03) 1960 1970 1975 w16 wn d
Agriculture 38.5 34.9 32.3 il.1 36.8
Manufacturing 1.5  13.6 131 13.0  14.2
Mining 0.5 0.7 2.2 3.1 1.2
Construction 4.4 59 45 4.6 3.6
Services 45.1 44.9 47.9 48.2 44.2

Source: Ceatral Bank of Ceylon

2. In the period 1970=77, the GDP rose by an average of 3.0% per annum, while
during the 1960s the average annual GDP growth recorded was 4.4%. The growth
1a 1977 was again 4.4% and estimates indicate that the GDP growth in 1978 will
be olose to 6%, ’

Table 2: 1 wth rates of total GDP, the icultural and -
ufacturing sectors 1 based on constant 1 factor prices)
*® aP Agriculture Manufecturing
1960=-70 4.4 3.4 6.2
1975 3.6 1.2 5.2
1976 3.0 =0.9 7.3
1977 4.4 8.8 1.1
1978 (tent.) 5.9 8.0 1.5
1979 (forecast) 6.9 8.0 4.5

Sources: Central Bank of Ceylon '
1978 Economic Review of Sri + The Economio Intelligence Unit
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3. About 55% of all labour force partioipants are in the agricultural
sector while manufacturing acoounts for about 11%. This relationship
has remained fairly constant during the last 20 years as is indicated
in the following table:

Table 3 Employment by sector

% of total employed 1953 1963 1970 1973 1974
Agriculture 53.0 52.9 50.7 54.9 54.9
Manuracturing 10.1 9.8 11.3 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 manufaoturing sector

in Sri Lanka's development and to the nature of possible further aotion

in support of acoelerated development, acoount should be taken of the
efforts of Sri Lankan governments over several deoades to achieve the
nation's sooial objeotives. They have included, above all, the aim of
shaping a society all of whose members have an opportunity to improve their
economic well-being and in which the benefits of material progress are
shared by all. The fulfilment of these objectives has been sought through
increased public ownership and operation of a broad range of eoonomic
activities (especially large-soale enterprises), in all ma jor sectors,
through the redistribution of inoome and in provieion of basic social
services on an extensive soale, and through efforts aimed at restrioted

population growth l(

5e An appreciation of the current position of Sri Lanka's industrial
development may be gained by first reviewing some of the main economic

1/ Population estimates 1963-1977:
Population mid-year  Ahnual growth from previous year

1963 10.7 million 2.46%
1968 12.0 million 2.48%
1973 13.1 million 1.79%
1976 13.7 million 1.63%
1977 14.0 million | 1.75%

Source: UN Monthly Bulletin of Statistics, January 1978.
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developments of the past two decades, and ths oircumstances underlying
recent years' diffioulties in the eoonomy. The Government's efforts to
adjust to these oircumstances and to foster agrioultural and industrial
production and exports must also be reviewed.

6. For a oonsiderable time after independenov in 1948, the Government
pursued a polioy of laissez-faire towards indust.,ialization while

relying almost entirely on the agrioultural and plaatition seotor.

Indeed, the export earnings from the prooessing of three ma jor ocommodities -
tea, rubber and coconut - financed the oountry's entire import bill. The
industrialiration programme was based on a polioy designed to "help the
private sector to help itself"™. 1

7.  In 1956, there was a sharp political reaction to the post-indspendence
industrial policy and the new Government eaphasized the establishment of
large-scale public sector snterprises in strategio and basio industries
while privufo enterprises, both local and forsign, were to be encouraged

in consumer and intermediate g§oods industriss. This demarcation of
industries into basic and non-basic for state and private seotor sater-
Prises respectively seemed, however, not to have been sstablished so much
°n & strategio growth-promoting rationale as on a pragmatio ad hoo basis,
The question of a rational and quantifiable basis for the demarcation of
state and private suterprises was left unrssolved. g/ In the 1970 Throne
Speech, it was stated that “the heavy and capital goods industriss and
other suitable basic industries will be state~owned. Other industries

will be assigned to the oooperatives and to private enterprise”,

8. During the period 1956-65, the public sector expanded repidly,
supported through capital aid inputs. In 1956 the six existing state
factoriss had a capital investment of Rs 92 million; by 1965 the then
19 stats corporations together acoounted for Rs. 487 million. The
private sector too grew at a rapid rats but primarily in less

)/ Siz-Year Programs of Investment. Planning Seoretariat, Colombo, 1954.

2/ See Dr. Nsil Dias Karunaratne, Techno %ononic Survey of Industrial
Potential in Sri Lanis, IDB, Colombo, 1973.
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essential industries due to the absence of rational guidelines for

desired growth and of industrial policies in general.

9. Beginning in the early 1960s the macro-economic constraints, in
particular foreign exchange scarcities L{ became more oritiocal.

The import-—substituting industrialization, established behind fiscal
incentives and tariff protection, and based often merely on finishing
and sssembly of imported semi~manufactures and components, began to
show its weaknesses. The industries were producing well below capacity,
due to shortages of foreign exchange for raw materials, saturation of
the domestic 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 partiocular attention to the promotion of medium and
small-scale industries, was initiated. New industrial policies also
specifically encouraged agro-prccessing industries, on the basis of
domestic raw materials and indigenous technolcgy. The Industrial
Development Board (IDB) was established and scon became the country'c

central institutional force for industrial development and promotion.

11. In 1971 - after another change in Government - the IDB was reconsti-
tuted and given a less ambitious role. Several other new institutions,
devices and policy measures were also introduced, shifting the emphasis
of industrial development once again from the private sector to the
pubiic secter. It was realized that, although the manufacturing sector
had grown fairly steadily in tha 19608, a number of shortcomings in the
industrial development programme were becoming more and more pronounced.
Firstly, there was still the high import compcnent - nearly 75% of all
material inputs for the organized industrial sector had to be purchased
abroad. Imported materials in the early 15708 represented about

2/5 of the value of industrial output, and scme 30 times the foreign
exchange receipts of the sector. FMurthermore, the product mix did not

l/ The effect of adverse terms of trade on the real value of Sri Lanka's
export earnings has been calculated to have resulted i~ a loss of
approximately Rs 6,700 million for the pericd 1960=72; the annual
losses ranging from 4 to 104 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 technolegy - A case study of Sri Lanka", 1975).
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fit emerging demand patterns, and this ocontributed to the low rate
of capacity utilization. PFinally, the continuous high coats of
production made it diffioult for industries with potentially
exportable products tc break into the overseas markets.

12. Attempting to deal with these problems, the Covernment outlined in
ite Five=Year Plan 1972-=1976, a etrategy comprising to a large extent a
reversion to earlier industrial policies. It embraced several broad
objectives. Industries with good export prospects were to be favuureds
encouragenent was to be given to small-scale industries and to industrial
development in rural areas, and labour-intensive modes of prodiction

were to be promoted. Special emphasis was to be placed on est hlishing
the basic industries cavable of providing inputs for other industries, thus
contributing to a reduction in the imports required for industrial produc=-
tion. Such backward linkagee were to be especially exploited by the
setting up of pzjoduoor goods industries in the public sector.

13. There hae, however, been limited eusccess overall in inoreasing

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

as noted earlier, declined marginally from the peak of 1970, although eome
inorease in employment, in particular in the small-scale sector, hae

ocoured. Activity in the organized private sector - eome 2,500 relatively
large~ecale unite - ie still characterized by a large degree of exceee capaocity
and low level of inveetmant. Similarly, many oorporations in the public

sector have hun_‘n‘gu'{ “with a variety of problems which have inhibited the
full utilization of capacity. In addition to foreign exchange shortages, there
has, for instance, been a failure to adjust product pri.ces in line with
inocreased input coste.

14. Policy initiatives in tl® early 1970s to promote industrial exports
wers, however, guite effectful. Exports of manufactures, only

Rs 57 million in 1971, inoreased almost five-fold in value between 1971
and 1974. 1In 1974 the expansion slowed down and, despite the intensified
efforts of the Govermament, declined slightly in 1975. Exports of
sanufactures inoreased again eignifiocantly in 1976 and remained largely at
same level in 1977 (see further para. 25 below).
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15. Sri Lanka's industries have, no doubt, surplus capacity to mee*

an inorease in demand when it materializes. However, although there

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

g0ods has been growing rapidly as the obsolesoence of the existing equipment
and the lack of spare parts have beoome additional bottlenecks to

increasing capaoity utilization. Also, attaining higher quality standards,
which is of special importance for export industries, requires adjustments
and adaptations in existing plants, which in turn depend on the availability
of certain imported capital goods. It is against this background that the
new Jovernment is paying major attention to the maximization of output

from existing industrial capaoity, the speedy oompletion of projects under
way and the oreation of new oapacities in accordance with present priorities.

16. Furthermore, Sri lanka is among those countries which were most hit by
the recent adverse developments in the world economy. MNajor efforts are
being made to deal with the overwhelming fiscal problem and to adjust to
world commodity price inflation whioh in Sri Lanka 's case meant sharply
deteriorating teras of trade inm particular the years 1974~1976, as shown in

Table 4 below.
Table 4: Terams of trade, 1960-1
21537 = 100)

Exports Imports Terms of
trade
Volume Price  Volume Price
1960 87 122 133 83 148
1964 102 111 114 105 105
1967 100 100 100 100 100
1970 102 118 102 140 84
197 99 117 90 150 ' 78
1972 97 118 88 158 75
1973 98 137 79 209 65
1974 , 85 213 56 310 58
1975 102 199 69 433 46
1976 97 239 75 383 62
1977 (prel.) 89 382 97 471 81

Source: Central Bank of Ceylon.
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17. As indicated in the table above an improvement in the terms
of trade occured in 1977, largely due to a sharp inorease in the
global price of tea 1 Indeed, for the firet time since 1965 a
eurplus on the ourreant acocouni of the balance of payments was
Tegistered. This made possible the introduwotion, in November 1977,
of significant import and exchange control relaxations in respect
of capital goods and other inputs to industry.

18. In general ' it could be stated that the country's industrialization
efforts have significantly contributed tc the progress that has been made
in Sri Lanka during the last 15 to 20 years in providing social

services and redistributiang income. The faot that the society has not

yet succeeded in securing its welfare objectives along with sustained
economip development is perhaps due as much to the difficulty of

achieving simultaneously both income redistribution and "growth” goals

in Sri Lania's special situation, as to shortcomings in economic poliocy
managenent. Indeed, one outcome of the advances made on the sccial fromt
has been that, while they ocuctceeded in aliminating the worst manifastations
of mass poverty, they raised the aggregate demand without securing a corres~
Ponding inocrease in output or produstivity.

17 ™e traditional exports of Sri lanka - tea, rubber and ccconut -
accounted for 727 of the country's export earnings in 1977.
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II, Struoture and recent performance of the manufacturigg seotor

19. As of 1974, the industrial seotor employed some 408,000 persons, or
about 11 per oent of the total employed labour foroe. Of this number,

about 125,000 were employed in private sector faotory processing industries
suoh as tea, rubber and cooonut prooessing which aooount for a major portion
of the value-added in the seotor. The private seotor also inoludes small-
soale faotories or units suoh as textile weaving units, potteries,
oarpentcries, and makers of ooir produots. Estimates of the number of

such units vary from 25,000 to 100,000, The 26 public sector corporations -
contributing 23% of the value-added and 6% of the employment in manufao-
turing - produce a broad range of commodities, such as sucar y ootton
textiles, leather products, paper, plywood, oeramios, oement, fertilizers,
mineral. sands, steel and hardware products.

20, The reoent performance of the manufaoturing sector was rcviewed in the
Budget Speeoh in November 1978, the highlights of whioh are reflected in

following paragaphs:

The performanoe of the manufaoturing sector, whioh was quite
dismal in 1976 and 1977 with a mere l.2=1.3 per cent inorease
each year in output, will improve oonsiderably with an estimated
increase of 5.6 per cent in 1978. This inorease is attributable
basically to a higher level of oapacity wutilization made possible
by the freer availability of raw materials consequent to the
liberalization of imports in November 1977 and the new eoonomic
and finanoial policies-of the Government.

In the twelve months wup to July 1978, 858 units in different
industrial groups (exoluding textiles) have been approved by

the Government outside +the free trade zone involving a total
investment of Re. 400 million and with an employment potential of
about 20.000. This stands ,in marked contras+* to the previous faur’
years, where approvals averaged 165, aotual investment Rs. 19.2 million
and employment 2,670 per year. Among the major industries approved
by the Government are polipropylene bag and film plants, 8erated water
planx,aoft issue mill, activated oarbon and transformers. The total
foreign investment in manufaoturing industries in the year 1977/78
amounted to Rs. 392 million in contrast to Rs. 43 million in 1976/77.
Some of the projects with full or partial foreign oollaboration were a
flour mill in Trinoomalee, a project to manufaoture rubber latex thread
for export, manufaoture of boats for export, deoortication of cashew
kernel and extraotion of cashew nut shell liquid for export.

In the public sector notable increases in production have been recorded
during the year 1977/78. The produotion of rutile for instance amounted to
7.956 metric tons whioh represents an increase of nearly 85 peroent over the
previous 1l2-month period. The produotion of cement rose by 42 peroent
graphite by 11 percent, petroleum refined products by 27 peroent, tyres by
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13 percent, leather goods by 35 peroent, oeramio tiles by 54 peroent

and mammoties by 48 percent. State manufaoturing oorporations also

showed an inorease of 26 peroent in employment in the 12-month period
ended July 1978.

In the textile seotor, while there has been an expansion in capacity,

aotual produstion during the past few Years has been well below installed
capaoity. This poor performanoe can be attributed to a number of faotors
such as managerial and organizational deficiencies, imbalances and
bottleneoks in produstion faoilities, intermittent shortages of inputs,
oentraliged state imports and attendant rigidities and inefficiencies in
the supply and distribution of raw vaterials, marketing deficiencies due

to poor quality, and unecessary and undesirable restriotions in regard

to produstion, marketing and distribution. A number of polioy ohanges

have been introduced sinoe July 1977 to remedy this unsatisfaotory state
of affairs in the textile industry. The centralized State import and supply
of raw materials has been abolished and the Weaving Supplies Corporation
which had the momopoly of the import of raw materials is under ligquidation.
The liberalization of import oontrols enabling the free importation .f raw
materials and spares, and maohinery and equipment up to a value of Rs.
700,000 has also had a direct beneficial impaot on the textile sector. The
Government has also brought about a major obange in the management of

public sector mills by making use of the mapagement expertise of the
private sector. Finished textiles are also now being imported to bridge
the gap between demand and domestic supply.

The private sector is engaged la.f'gtly in the produstion of non=-cotton
textiles, for whioh the existing capascity in 1977 was 31. million yards .
while produstion was approximately 27 million yards. The projected demand
for non~cotton textiles is about 70 million Yyards by 1980 and in view of
this, aotion has been taken to attraot new investment into this field and
investment proposals amounting to Rs. 255 million involving a new
capacity of 31 million yards have already been approved by the Govermment.

The garment sector has been the main exporte® in the textile industry, with
exports amounting to Rs. 125 million in 1977, and rising very oonsiderably
to Rs. 161 million in the first half of 1978. Several new units oriented
to exporting garments have been approved and this sector is expected 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 orders is being readily allowed.

2l. The performance of the industrial sector since independence

underlines the relationship between imports and vroduction noted in Chaper 1
(para. 11). There are two aspects of this relationship to be noted. First
is the high import content of industrial production. Aocording to

the Central Bank Review of the Economy in 1976, the oost of imported raw
material acoounted for 69.5%4 of the total cost of raw materials in the
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industrial sector as a whole in that year. The situation in different
branohes of industry is indicated in Table 5 below. Secondly,

most of .the import substituting industries in the private sector are
confined to the final siages of the manufaoturing process and value-added
in such industries is low., X Foreign exchange savings in many such
industries have been gradually eroded and even rendered negative. One
reason for this is that import substitution was confined mainly to
manufrctures 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 exacerbated these two
factors. 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 sulminating in the early 1960s was characterized by a highly
import-dependent, light consumer goods type of industrial struoture.
The changes in Sri Lanka's industrial structure in the period from the
mid-19608 conformed to the traditional rattern of industrial development
with inoreased emergence of metal working, engineering and chemical
industries. The relative growth in different industrial sub-sectors
since 1964 is shown in Table 6.

l/ In the report "Major Issues arising from the Transfer of Technology - A
Case 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 placed on the import trade. In some instances it was
confined to the simple assembly of finished components or the compounding
and packaging of material imported in bulk. This approach on the part of
investors had two consequences for the structure of industry that developed.
Firet, most of the industries that were set up had a large import content, and
the foreign exchange cost 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 expected. Second, 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 processes of
manufacture. There was no systematio effort to inorease progressively the
local component in manufacture and find local substitutes for imported

intermediaries,"
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24. Intersectoral linkage effects have contributed markedly to a

structural ohange in the industrial sector. Thus, due to a oonstruction

boom, the production of materials like cement and asbestos has recently expanded
rapidly, the expansion of some other sub=groups was linked up with

the vigorous agricultural development policies pursued during the mid-1960s;
the expansion of ohemical industries, maohinery and transport equipment
Banufacturing, ets., arose to large extent due to demands for various
industrial inputs of the agricultural sector.

25. A study of the pattern of industrial exports during the period
1972 to 1977 indicates that the efforts of the Government to expand and
diversify Sri Lanka's non~traditional exports have been quite successful
as the figures in Table 7, below, indicate.

Table 7: Value of industrial e
Us miJ.Iion;

1972 1973 1974 1975 1976 1977

Jan.=June

Food, beverages and
tobaoco 3. 33 5.00 5011 6. 24 130& 9.00
Textiles, wearing appa-
rel and garaments 1.17 3059 4.96 4.96 9. 20 6041
Chemicals and chemical
products 1.50 1.88 2.86 3.26 3.97 2.57
Wood and paper products
Rubb.r and rubber pl‘oduct. 1. 17 2. 34 2. 71 2. 27 30 64 1, 63
Ceramics and porcelain
ware - 0031 1.20 1.99 2. 42 0.84
Metal products 1.50 0.63 0.30 0.43 0.23 0.11
Basic metal industries
and machinery 0.3} 0.94 1.0% 1.70 0.56 0.45
Eleotrical machinery,
appliances and supplies - - 0.45 0.43 l.44 0.07
Optiocal instruments,
pllltio sOOd.' eto. - 0.47 0.45 0.57 0.43 0029
Naphta - 3.59 12,18 11.49 11.46 4.60
Fuel oil - 0.63 1.05 - S5.41 -
Ilmenite - 0.78 1.05 0.71 0.79 0.29
Rutile - O. il 0045 0.99 ‘ 0. 52 0.40
Cement - - 1.95 0.7l 0.02 -

Total (US $ million) 14.50 22,19 38.35 37.45 56.93 27.94

(Rs million) 89 142 510 534 823 404

Source: Ministry of Industries and’Soientifio Affair--, Colombo.
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26. From 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, electrical and machinery appliance sectors.
Shirts, children's and ladies' garmenis, other wearing apparel, canned
fruit, juices, sea food: (eapcoially shrimps, prawns and lobsters ), wooden
products, eto. oomprised the main components of the Sri Lanka product mix
which s;.earheaded the export drive during the last seven years y

27. Significant characteristios of the private seotor manufacturing
industries, which surfaced in the report of the 1976 survey on manufac-
turing industries, are the position ocoupied by small-scale units (with

& capital investment of less than Rs 1 million in each unit ), aocounting

for 78% of all industrial units in the country's private sector manufacturing
structure and 28% of the value of output, while about 55% share of the value
of output is acoounted for by 181 large-scale industrial units (with a
capital investment of over Rs 1 million in each), constituting 8% of the
total nu'ber of industries in the private sector. These characteristics

are amplified in Table 8 below.

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

Establishments Percentage value of
Soale of industry Number z . output gcx-fgotom)
Over Rs 1 181 8 55.6
Less than Rs 1 million
and over Rs 100,000 337 14 16.0
Less than Rs 100,000 1850 78 28.4
Total 2368 100 100,0

Source: Ministry of Indusiries and Scientifio Affairs, Colombo

28, The geographical distribution of industries is very uneven. About
90% of the manufacturing output is concentrated in the Colombo area,

]_./ Further details on various export items in 1976 are given in Annex II.
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vhere the high market potential together with transportation and other
urban infrastructure amsnities naturally oconstitute a big gravitational
pull for the establishment of industries. As at 1974, over 72% of all
approved private industrial projeots, but only about 35% of publio
sector industrial projects, were in the Colombo area.

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

or cottage-type industrial units) oocurred mainly through the publio
sector industrial oorporations established in the last two decades.
However, dus to the absence of olear oriteria for industrial location
and the lack of adequate information about raw material and mineral
Tesource inventories during the early stages of publio seotor development,
location decisions were often not optimal ones.
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II1. 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 inaustrial
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
19608 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 cnly 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 certain industries, which supply others in turn, and which have much
higher import ratics than the average, is particularly great. Bottlenecks in
imported inputs for . these industries would have repercussions in other
industries with less dirsct dependence on imports.

32. The liberalization of imports of raw materials and machinery in.
November 1977 as well as the exposure of dcmestic industry.to foreign
oompetition brought about by the relaxation of import controls on a wide
variety of oonsumer gocds should make the incustrial sector as a whole

mcre dynamic, prcductive and efficient in the long run. An analysis of
import orders placed since last November indicates a rapid increase in the
import of investment gocds machinery and transpor: equipment — all these
adding to the production oapacity of the country. Despite the ready availability
of some consumer items on the market, letters of credit opened up to now for
such imports have been less than 10% cf the total. In this 10% again, mcre
than half the imports have been textiles a basic utility itemj; luxury and
semi-lurury items have been less than 2%.}/

1/ The Budget Speech November 1977.
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33. It is at the same time to be noted that the share of foreign
ravw materials in total raw material consumption decreased from
70 percent in 1976 to 66 percent in 1977 indicating greater use of

domestic raw material .

Table 9¢ Trends in import content of raw mate

for selected industries, 1 0
1965 197¢
- —-101:&1 T foreign  local o »;"-fo”réigri o

Food products - preserved T
and canned fruit, vege-

tables, meat, fish 11% 21% 16% 24%
Spinning, weaving, fini-

shing of textiles 5% 95% 13% 31%
Knitted fabrics, made up

garments, etc. 26% 14% 364 64%
Footwear & leather :

produots 36% 64% 54% 46%
Wood and wood produots 85% 15% 82% 18%
Paper and paper products 30% 70% 44% 56%
Rubber products 264 14% o34 58%
Ceramics ' 14% 168 24% 16%
Cement,cement prod.,

incl. asbestos products 1% 33% 59% 41%
Fabricated metal products

other than machinery and % 93% 13% 37%
equipment (1967) (1967)

Machinery (except electri-

cal and transport equipment) 37% 63% 19% 81%
Electrical machinery, :
apparatur appliances 219 79% 20% 804

Source: Dr. N.D. Karunaratne, "'roohnov Economic Survey of Industrial Potential
in Sri Lankm", 1973.

34. Two important oonsequences have followed from the foreign exohange
constraints. PFirst is the low rate of capaocity utilization, to whioh

reference has been made throughout this paper, TLis problem, in some cases,
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reflects inappropriate investments in the past; it is also the result

of the until recently very limited availability of foreign exchange
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 capacity utilization
seems have been due, at least partly, to bottlenecks in the supply of
locally produced 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
increased economic activity during the last two years have stimulated
greatly the production levels of major state indi ;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: cement, sugar,

leather products, textile, graphite and ceramics.

35. Low rates of capacity utilization in turn give rise to higher fixed
costs per unit of output. This, of course, is one factor making the pro-
ducts of such enterprises unattractive. The statistics do not allow

a thorough analysis of the cocst structure of the subsecter in manufacturing,
but a rough indication of productivity is shown in Table 1l.

36. When these high unit ccsts are protected by tariff and non-tariff
barriers, as has been the case in Sri Lanka, there is less incentive to
improve efficiency. And the process 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
capacity utilization can be bought.

Ry Inadequacies of infrastructure are gradually being improved.

Installed electric generating capacity rose 10% in 1976, and is sufficient
tc meet present demand. There are telegraph ccnnections between the main
centres cn the island, and the rcad and railway systems are continuously

being improved.
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Table 10: Produotion and ocapaoity utiliz
n_state industrial corporations

Production Capacity Utilization (%)a/
Corporation Product Unit 1974 1975 1976 1977 1974 1975 1976
Jan=Jun
Csramios Crockery . 000 tons 2.8 2.5 2.4 1.4 3% | B LY
Sanitaryvare . " 0.4 0.6 0.5 0.3 101 129 108
Wall tilss " 0.3 0.4 0.3 - 95 117 77
Ksolin " 5.8 4.1 4.} 2.6 110 74 78
Insulators ) 0.2 0.2 0.} 0.1 67 7% 107
Bricks & tiles m units 20.6 24.) 26.2 10.7 14 10} 111
Cement Cement '000 tons 466 387 416 152 '3 49 53
Hardware Namoties '000 units 342 301 200 153 as 75 50
Cast iron productd '000 tons 1.1 1.6 2.1 0.5 52 60 34
! Nineral sands Ilmonits ] 79.8 63.0 54.9 23.4 89 9 61
RBatile " 3.0 3.1 1.0 - 12 n 26
| Paranthan Caustio sods . 0.7 0.6 0.7 0.} 50 4) 49
! cheaicals Chloriné " 0.7 0.6 0.7 0.3 50 0 49
Rydrochlorio acid| " 0.5 0.4 0.6 0.3 25 21 30
f Leather Shoes '000 paire 248 14} 168 as 12 41 49
' Chrome leather m aq. ft. 1.2 1.0 1.2 0.5 99 ') 100
Bark leather ‘000 lbs 21s 19 200 46 S4 ® 50
Tyre . Standard types 1000 units 1m 174 18 19 96 10 n.a.
Petroleum Petroleum product '000 tons 1,312 | 1,274 1,286 615 15 7 13
Lubricating oil 1000 gals, 3,111 |32 3,477 14533 T 86 19
Steel Bolled products | '000 tons 20.9 21.2 28,3 13.8 40 30 39
Wire p”mt. " 506 1.0 ‘.0 307 47 59 y\
Paper . Paper and paper
board ) 17.3 18.7 17.3 9.9 16 83 77
Plour Flour " 8s.8 96.1 130 51 9 98 106
Plywood Plywsod = sq % 49.1 52.0 47.5 [ 45 47 43 ,
Lanka poroelain | Porcelain | |
table ware 000 tons - o 1.4 R.&. - - U4l
Textils Tam m lbs 10.7 12.9 10.7 4.7 45 54 45
Oloth woven m yds 4.8 19.0 17.4 7.1 36 48 4)
Cloth finished " 3.7 8.4 45.7 e, 54 56 62

8/ Production oapacity defined as installed capacity on three shifts.

Source: Ministry of Industries and Scientific Affairs, AFQL Réview of
Aotivities; Central Bank of Ceylon, Review of the Economy, 1916.
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Table 1l: Value added per person engaged ip

manufacturig_g, by selected manufacturing

sub-sectors, 1970

IS1C tlumber of Value added Value added
persons (1000 rupees rupees per
engaged person enga-

ged

311/ P

312 ood products 12,345 79,000 6,399

113 Beverages 1,817 49,000 26,968

114 Tobacco 1,611 90,000 55,866

321/ Textiles and

322 wearing apparel 24,117 132,000 5,473

323 Leather products

324 and footwear 3,403 24,000 7,053

3131/ Wood products, furniture

3132 and fixturer 2,695 17,000 6, 308

341/ Paper, paper nroducts ]

342 printing and publishing 4,499 31,000 6,890

351 Industrial chemicals 1,029 6,000 5,831

352 Other chemical products 6,723 89, 000 12,643

353 Petroleum refineries 476 46,000 96,639

354 Petroleum and coal products 3317 7,000 20,772

355 Rubber products 3,980 40,000 10,050

356 Plastic products 1,786 15,000 8, 399

361 Pottery, ciina, etc, 1,526 13,000 8,519

362 Glass and zlass products 1,046 17,000 16,252

369 Non-metal products 6,639 20,000 3,013

371 Iron and steel

372 Non-ferrous metals 1,348 11,000 8,160

381 Metal products 6,943 46,000 6,625

382 Machinery, non-electrirns: 7,418 44,000 5,932

183 Electrical machinery 2,363 31,000 13,119

334/ Transport equipment 2,365 22,000 9, 302

385 Professional good:

130 other industries 2,134 17,000 36,082

TOTAL MANUFACTURING 96,600 901,000 9, 327

Source: UN Yearbook of Industrial Statistios, 1973 and 1974.
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IvV. Natural resources and prospects for resource-based industries

_38..._ It was noted earlier that shortages of imported materials, stemming
from balance of payments difficulties, have been a major cause of low
capacity utilization and high costs in several industries. The long~term
growth of the oountry'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 seoondary 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 oonsiderable. 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 ltudy.y 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 agrc-based
industries.

40. There is, however, one strategic issue which must first be raised in
this connexion. The development cf Sri Lanka's agriculture may have been
unduly deminated by the three export products—tea, rubber and coccnut—in
the past. If such diversification were attempted toc quickly, it might,
however, result in a diffusion of scarce ccmplementary rescurces so that
the end result would be higher oosts, inferior quality inputs and greater
instability of supplies than at present.

(i) Ccecnut products

41, This secter comprises ancillary coccnut-based industrial activity
and is providing emplcyment to a widely dispersed rural populace in the
coocnut growing regions. The traditional export-orientation of the sector
is, 80 far as coir fibre and yarn products are ccncerned, facing declining

1/ Dr. Neil Diss Karunaratne, Techno Economic Survey of Industrial Potentjal
in Srj Lanka, IDB, Colcmbo. 1573.
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prospects due to the emergency of competitive natural and synthetic fibres.
Although the sector has ample soope for modernization, suoh as using new
teohniques in retting, the less enoouraging export trends seem to have
precluded their adoption. The need has been indicated for exploration of:
- possible produotion of bristle fibre (mattress fibre) for export
markets;

= up=grading and diversifioation of ooir yarn products for both
domestio and export markets;

- establishment of factories for coir oarpets, mats, oordage,
bags and rope, for coir dust briquettes and for ooir pith
boardy and

= utilization of ooconut shell oharcoal as filler for plastic
products and possible substitute for manganese oxide in dry
cell batteries.

42. The 1972-76 Development Plan stated that the expansion of industries
based on cooonut fibre would be a part of the programme for the small-seale
sector. The Divisional Development Counoils were to be called upon to play
a leading role ir develéping the potential in the oocoonut-based industries.
It has been suggested that, in view of existing substantial export demand
for dessicated oooonuts for confectionery and copra for animal feed, the
s8eotor needs modernization and improved—techniques for the preparation of
dessicated coconut and distillation of oil for export (gee also para. 53
regarding oogonut 0il). In addition to expandifmg the traditional exports in
this seotor, there might be prospeots for new manufaoturing in areas such

as:

= production of glyoerine and fatty aoids l/for exports;

produotion of coconut oream for local and export markets;

granulated ooconut manufacture for export; and

manufaoture of ooconut-based provender and oattle feed.

43. In the 1972-76 Plan, research and development programmes were oalled for,
inter alia, in respect of industrial carbon and ohemioals from oocoonut shell.

1/ Research on this is carried out by CISIR in collaboration with the
Coconut Progessing 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 tons/year. During
this period domestic production of refined sugar was negligible (not

exceeding 10,000 tonl/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

rlanning and execution unit for all aspects of the country's sugar préducti‘on_
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 supar.
However, due to various problems ranging from iow 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 25% of capacity. The corporation
undertook recently an extensive programme for improvement of cane cultivation
and factory management resulting in an incresse in the combined

production from both plants to about 50% 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
pleces of equipment are still lacking (according to a recent World Bank report).
With limited additions it would be possible ©® improve timely availability

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

harvesting continues during periods of factory breakdowns, necessitating

the prodonged 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.

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

for establishing of cooonut and kitul Jaggery manufacturing units.

(1ii) 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 1972-16 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 ag the initiation of
speoifio 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 0il and fats

52. Coconut o0il, being the dominant product in this sector, is produced

by two large-scale publio seotor oorporations and by about 40 smaller private
oil mills. The o0il production an the large-scale factories is oarried out

by the modern solvent prooess, while the other producers use the less
effioient mechanical expulsion process. There would seem to be rich oppor-
tunities for the adoption of suitable technologies and the upgrading of
production,

53¢ B has, furthermore, been noted that there exist several other oil-
bearing indigenous raw materials that could be commeroially exploited

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

54. The 1972-76 Develcpment Plan indioated planned research on a new
Prooess for oil and protein extraction from the coconut kernel. CISIR is
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sotive on this as part of a researoh programme to find uses for vegetable
oils ourrently in use and application for oils not hitherto used.

(v) Natural silk production

55« In noting that there is a firm export market for natural silk,

the 1972=-76 Development Plan indicated a major expansion both for
production and multiplication of mulberry and silk worms, and for research
and extension work in serioulture.

(vi) Cotton produstion

56. The 1972=76 Plan noted that in a situation where ootton has to be imported,
the foreign exchange benefits of the textile industry were negligible.

The production of cotton constituted acoordingly an important part of the
import-subetitution programme. Najor ootton schemes ¥otalling 24,000 aores
were foreseen in the 1372-76 Plan with a production by 1976 of 18,009 tons

of ootton. 1 The Plan also noted that the important by=products cottonm

seed and linters would be put to further industrial use. The excees

Capacity in cooonut oil mills would be used to extract cotton seed oil.

(vii) Leather and leather produsts
57. Sri Lanka has adequate resourcee to meet the entire local demand for
raw hidee if better flaying and recovery techniques are organized. The
sector oould expand the oapacity to import substitute in chrome leather
and bark-tanned leather (in Ceylon Leather Products Corp. ). Possibilities
have been identified such as:

- expansion of the footwear industry o mest growing internal

demand ooupled with good export proepectis;

= leather produste manufacturing units oould be eetablished on a
regional basis to meet local demand for products like purses,
helte, handbags, etrape, eto.;

= leather cloth and fashion wear production for export;
~ production of sport goods for export;
- manufaoture of glue from tannery wastes.

1/ This would oorrespond to about 284 of the antioipated demand by that
year,

2/ Ref. UNIDO project SRL/74/050 (SIS) - Integrated Processing of Cotton
and Gotton Seed.

3/ Ref. UNIDO project SRL/74/061 (SIS) - Industrial Manufacture of Glue
from Tannery Waste.
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(viii) Rubber produots

58. Export of natural rubber acoount for a large portion of Sri Lanka's
total export trade. The looal industries oonsume only about 2% of the

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

mainly in the form of market research and product developmeni and design,
might foster an expansion of the looal rubber goods producing industry.
Earlier studies have identified potential rubber goods industries suoh as:

- manufacturing of rubber footwear for the domestio market;

= rubberized ooir production for upholstery and mattresses for
domestic and export markets;

- rubber toys; and

- rubber oomponents for the automobile industry.
59. It has been noted that attempts at exporting rubber tyres by the
Ceylon Tyre Corporation me 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 oovered by forest, from whioch
about 10 million oubic feet of timber are extracted annually. A further
2 million oubio feet Oftimber;are imported. It has been noted that,
although Sri Lanka's wood resources are oapable of yielding the entire
requirements of demand, due to inefficient and wasteful prooessing, many
wood—~based industries operate well below capacities because they are
getting inadequate supplies of timber. Provided the methods of timber
extraction are modernized and made more effeotive, 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-chest manufaoture (import substitution) in the
public sector Ceylon Plywoods Corp. ;/ (In the Gintota factory -
from 1.04 million tea chests in 1970 to 1.2 million in 1976 -

and in the new Avissawella factory - 3.25 million by 1976 accor=
ding to the 1972-76 Plan);

= chip board and particle board manufacture for domestio market mainly
(small furniture makers, etc.);

;/ UNIDO assistance to the Ceylon Plywoods Corporation is provided under
project SRL/75/014.
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= veneer manufacture for export (as well as domestic use);
- mnufacture of railvay and bus-bodies (domestio);

‘= manufacture of knock-down furniture for export (inol. oarved
furniture);

- manufaoture of wooden textile acoessories (shuttles,
bobbins, ets. for domestio use);

= production of wooden packaging materials (other than tea ohests);
- manufsoture of matohstioks to meet expanding local demand;

- manufacture of forest products like tamnin (of wattle) for the
leather industry, eucalyptus oil, oil resins, guas, etoc. L/

6l. One specifio area in whioh UNIDO assistance has been sought, by the
Department of Small Scale Industries, is the development and prooessing of
oane and rattan for use as building materials and in furniture making.

(x) Paper pulp

62. The 1972=T6 Development Plan envisaged a progremme for the development
of kenaf, its fibre being a good substitute for jute in the manufacture of
gunny bags. The potential use of kemaf for long fibre paper pulp (as
substitute for conifers and bamboo) would also be explored. Dewelopment
efforts would also be directed to the possible use of sunhemp for

quality paper pulp. Other potential materials include rubber wood and
bageses. Specifio applied research programmss were to be initiated for
the development of these fibres for paper making,

63. At present the manufacture of several grades of paper using rioe

(paddy) straw is ocarried out by the Eastern Paper Mills Corporation. The
Corporation has been intensifying its experimental aotivities to break into
new indigenous fibrous raw materials and has been susccessful in respect of
eeveral wood varieties. New species and trees for pulp and paper are being
successfully oultivated on a large ecale. Two pulp and paper mills are
operating, produoing about 20,000 tons (representing about 30% of the oountry's
total demand) and a third is planned in the North-Central Province with a
oapaoity of 91,000 tons/year. It may also be mentioned that a newsprint mill
based on eucalyptus with a rated capaoity of 30,000 tons/year has been
identified as a feasible potential projeot.

1/ Research on this is ocarried out by CISIR.

2/ Ref. UNIDO projeot UNIDO SRL/74/059 (SIS) - Development of Kenaf Cultivation
and Industrial Processing of Pulp. .

3/ 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 ohips
as rav 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 baakward integration to raw materials prooessing.

65. Important deposits of titaniferous heavy mineral beaoh sands are
being exploited; ilmenite ooncentrate is being produced and exported
while the Government is seeking ways and means of increasing the added
value and export potential of titanium protuots, to be produced from this
raw material. Since 1970 UNIDO has been assisting the Covernment in the
elaboration of teohnological alternatives for the utilization of ilmenitic
oongentrates; 1 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 1968 it was noted

in the Government publication “Ceylon Investment Guide™, that while ti.e

country was the world's leading graphite producer, with practioally 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-lecal -

manufaotures ™. 2

67. Contact has been recently been taken by the State Graphite Corporation
with UNIDO ooncerning possibilities of exploring local apatlite resouroes

for fertilizer manufacture.

68. Salt is produced by solar evaporation and further large-scale development
programmes are being ooordinated with the development of salt-based

chemioal industries.

69. CISIR has been carrying out development work on the preparation of triple
super phosphate from rock phosphate. CISIR is also oonducting a programme
on the analysis and evaluation of local raw materials (such as mica) for use

in the indigenous electronios and allied industries.

l/ The projeot dooument for further UNIDO assistance to the Ceylon Mineral
Sands Corporation in the processing of ilmenite sands and the production
of rutile and zircon at Pulmoddai is ourrently under consideration.

g/ It has been noted that the possiblities for developing local industries, using
graphite, like orucibles, carbon rods, etc., might be investigated.

}/ Ref. Quarterly report on Sri Lanka of 23.1.1979, by Dr. A.P. Shahbenderian,
SIDFA, Colombo.

ﬁﬁ%
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70, Other raw materials of importance as looal industry inputs are various
olays, kmolin, quartz, feldspar and silica sands. Import substitution
prospects have been indicated with respect to the manufaoture

of sheet glass. It may also be noted that the Sri Lankan ceramics industry l/
has reached a standard that permits prospecting for export markets for
ceranic ware. Other potential products include sanitary ware, wall tiles,
decorative glass, salt glazed sewer pipes and oceramic insulators.

Tl. The structural clay products sector covers, in addition to the public
u‘otor National Small Industries Corporation's five mcdern brick and tile
factories, kilns in the rural areas which are providing important supplementary
incomes in the agricultural off-season. Potential new products have
been indicated involvingt

= the devising of new techniques of manufacturing products such as

clay roofing and rewinforced olay tiles 2/ in order tc compete with
asbestcs (which is based on imported materials);

- manufacturing of refrastories and fire olay bricks for use in
industrial kilnsy

T2. New possibilities mong cemant products have been identified as
follows:

- cement and concrete pipes to replace cast iron sewer and drainage
pipess

= telephone and telegraphic poles(might alsc be made of wood) and
re=-inforced railway sleepers;

- prefabricated building bloocks.

1/ UNIDO is providing assistance tc the establishment of a central quality
oontrol and research laboratory at the Ceylon Ceramios Corporation under
UNIDF.

2/ Research is being oarried out by the State Engineering Copporaticn.
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Ve 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 has been responsible for preparing a medium-term investment programme

for the veriod 1979-831, A newlv comstitutad Committes of Nayvel apmen +
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. Considerationc of foreign investments is carried out
by the Foreign Investment Advisory Committee. Before being considered by
the intermministerial committee, industrial project proposals are screened
by the Ministry of Industries.

75, The availability of basic data will be a vital factor in pro ject
evaluation and the setting up of an information bank for this purpose

is planned. However, just as important ig the establishment of quantifiable
and empirically testable planning goals. Although deficient, the statistioal
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 scalkce oapital and foreign exchange resources and for the identification
of those sectors that offer the largest scope for private enterprise.

76. © A "one-stop" investors service 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 invessment

approvals and servioes,
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1. . 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 GCEC (see para. 80) and the investor, the dispute will be
referred to arbitration by the International Centrs for Settlement of
Industrial Disputes. The o'her important safeguard is the pravision

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. Sii 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
retification, have been negotiated with Britain, US, France, Canada,
Poland and Czechoslovakia.

18, 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. Specifically, it undertakes feasibility studies for small
industrial projects and provides teohnical services to such projects.
The IDB is also responsible for the development of industrial estates;
in faot it commenced its operations in 1966, by taking over the Industrial
Estate at Ekala whioh had been set up in 1960 to provide custom=-built
factories, infrastructure and service facilities to support small-scale
industrial enterprise.

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

drive is diffused amongst several Ministries. The production programmes
for export are the ocncerns of the Ministries of Industries, Agriculture
and Plantations} commercial policyand trede promotion fall within the
Ministry of Trade; promotional functions connented with tea and coconut
remain with the Ministry of Plantation; export incentives, - ‘ customs
facilities and exchange ®mntrol measures are the ooncern of the Ministry

of Finance; while oversll export targets and the orucial role in planning
and managing the foreign trade sector rests with the Ministry of Planning.

—————— e cm— . -
———
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The oocordinating role is entrusted to an Export Promotion Counoil
composed of the Ministries concerned and servioed by the Export

Promotion Secretariat. Implementation of Government policy, however,

bas been ocarried 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.being one of
the principal areas in this programme of export development. A separate
Export Promotion and Development Division was set up in October 1971

as the fooal 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 toc achieve export targets

for manufactures and semi-manufaotures.

80. A single legal authority, the Greater Colombo Economic Commission
(GCED) has been set up, inter alia, to develop a 200 sp. mile export

‘Processing area at Katunayake, near Colombo airport. The GCEC Law

which was passed in January 1978 oconstitutes 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 1 under UNIDC contract. The
GCEC has jurisdioction not only over its geographical area but alsc over
licensed enterprises located anywhere in the country. The development of one

or twe more IPZs is under active consideration.

ole The National Institute of Management (NIM), initially called the
Management Development and Productivity Centre, was established in April

1968 as a part of the Industrial Development Board. In October 1971, in
acoordance with the recommendations of a Committee appointed by the Ministry
of Industries and Scientifio 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.78.801, and continued under projeot SRL/78/021.
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82. The objectivee of the NIM are as follows:

(a) to develop management consultanoy as a professional
service to industrial and commercial organizations in
both the public and private seotors;

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

(¢) to initiate research into management problems as they exist
in the socoio—cultural environment in Sri Lanka;

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

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

83. NIM hae recently completed the initial phases of a multi~country

research programme on the Performanca of Publioc Enterprises (Asia) funded J
by the Internationmal Development Research Centre of Canada. The maoro

programme comprised a study of the emergence of growth of publie

enterprises in Sri Larka, and their organizational structures and ocontrol

mechanism, produotion, capital 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 research activities in Sri Lanhy for instance, it is
responsible for coordinating the country's preperation for the United
Nations Conference on Science and Technology for Development. The | -
Council has been appointed by the Minister of Industries and Scientifioc
Affairs as the ooordinating agency for the working programme of the Scientific

and Technical Cocoperation Agreement between Sri Lanks and India. Eighteen

l/ The National Soience Council of Sri Lanka has recently prepared a report,
entitled "A Survey of Expenditure on Research 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 oonsfitute about 3%
of the national R & D total. Although research was mainly oonoemtrated in
the fields of agriculture, the psrcentage of national R & D expenditure on
manufacturing industries inoreased from 5% in 1966 to 16% in 1975.
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85. The multi~disciplinary Ceylon Institute of Scientifio and Industrial
Research (CISIR) was established in 1955 to further the country's indus-
trialization efforts through applied researoh and technology development
and adaptation. Its attention has been concentrated on research into

indigenous materials utilization, although oonsiderable work on, for

instanoe, the development of jppropriate teohnologies has also taken place. Y

86. The National Engineering Research and Development Centre of Sri

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

function of ocarrying out and promoting researoh and innovations in the
technological field and the task of developing the results up to and
including oommeroialization. The NERD Centre is, for instanoe,

carrying out consultanoy in eleotrical and mechnioal work in a number

of new projeots involving design and development of a speoialized nature.
Another important function of the NERD Centre is stated as follows

in the 1972=1976 Plan: *Further, this institution will in future

examine the technical details of new projeots in the industrial seotor

wit h a veiw primarily to determining the possibilities of loocal
manufacture of components items in such projects". In ooordinating with
the Ministry of Industries 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 objeoctive of the NERD Centre is 'to examine direot and
indirect mechanisms of technology transfer..."” and to ensure by adoption
and adaptation the choice of technologies that would be consistent with
the country 's resrouce 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 wital
from the point of view of formulation of plans and policy especially with
regard to strengthening the engineering capability of the country.

1/ Further details retarding the work of CISIR are given in Annex I.
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88.The Sri Lanka Buresu of Standards, established in 1965, prepares
standards for manufactured products and a standardization marking scheme
is being introduced. According to the Country Programme 1972=1976
Baokground Paper, the facilities for testing of products and inspection
of quality are not adequate.

89. __Note_should also be made of the various agricultural research
bodies, whose work in developing suitable raw materials is of greatest
importance for the agro-based processing industries. These bodies
include the Central Agricultural Research Institute, the Rubber
Research Inltituto,]-'/ the Tea Research Institute and the Cooonut

Research Institute.

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

2/ It might be noted, as example of TCDC aotivity, that the experts
from the Coconut Research Institute have recently undertaken a survey
of the potential of the Maldives in developing its cooonut produstion
and are providing ocontinuing guidance on this matter. (Pakistan
Eoonomist, 21,10.1978).
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vi. Industrial f;lmncing

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, this
source has its practical limits in terms both of availability and of the
implioations for the country®s 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 néed 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 inadaquate internal generation

of savings. A major effort appears to be needed in order to accomplish this
objective, which is itself dependent upon improved effidiency in some public
sector corporations,

91. Through the years there has been a strong inolinatinn among private
entrepreneurs for self-financing with- financing institutions playing a relatively
minor role. In 1967, only 9% of private investment in the manufacturing

sector (including inventories) was financed by institutions, whereas

53% came from firms' 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
signifioantly,

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 Rs 517 million at the

end of 1973, of which 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 aocess

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

93, The commercial banks lending whioh is Predominantly short-term,
is generally oonservative and based primarily on the adequaoy of the
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security. The Development Finance Corporation of Ceylon (DFCC), Y
established in 1955 in response to World Bank recommendations and
subsequently having had both World Bank and ADB loans, is for all
Practical purposes the only long-term oredit institution wiose lending
oriteria are primarily ooncerned with projeot viability [and which has
suffioient 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 DFCC's activity has been -
projected to increase raphdly.

94. As an institutionmal deviee tc spearhead the development efforts of the
Government, a National Development Bank is to be set up shortly which
will bs responsible particularly for generating a wide variety of
ocommercially viable projects in the rural areas and to assist in the drive
towards self-employment. The Bank will also finance investment by public
corporations which hitherto had been financed through the Budget the
Objective being tc mads investments by public corporations stand the test
of economic and financial viability. Rs. 600 million have already been set
apart as ocapital for this Bank.

1/ DFCC is conoerned with the finanoing of private enterprises (defined
in the DFCC Aot tc inolude enterprises in which Government ownership
does not exoeed 20%) in industry, agriculture, commerce, ocnstruction
and engineering.

2/ The Budget Speech, 16 November 1978.

r
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VII. Main features of industrial development objectives and

strategx

95. 1In the past, as noted earlier, the industrial development strategy

was for a long period geared towards import substitution, in some cases
without much attention to economic efficiency and comparative advantage.
These industries tended to be capital 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 structure towards fuller consistency with the factor endowments

of the country.

96. In the werds of the Government, its main policy objective is to
"encourage expcrt-led industrial development in preference to import-
substitution oriented industrial development that has characterized the
Period since the late 19508, since the latter has proved to be both
uneconomic .and incapable of generating employment! 1 While the precise
Policy framework designed to bring about this 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 sector. The shift away from
quantitative import restrictions greatly reduces the administrative burden
of import licenming and eases the task of business planning. Easisr
availability of imported raw materials, spares and machinery will ease one
ma jor constraint on capacity utilization; the eliminaticn of most price
controls will remove another. With the liberalization of imports the
Government has alsc taken steps to ensure that reasonable tariff protection
is given to local industry, safeguarding at the same time the interests

cf the consumer. The new Tariff Ccmmission provides an opportunity to ccnstruct
an improved tariff structure now that the two-tier exchange rate has been
abclished. The Greater Cclombc Economic Commission (GCEC) has been esta~
blished, with the major function to administer the country's export processing
zone(s) designed to provide domestic and foreign investers with strong incen~

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

E/ Government of Sri Lanka "Greater Colombo Econcmic Rehabilitation Area",
1 November 1977.
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97. With the assumption of offioe of the present Government the
aotivities of the publio manufacturing secior have been oonfined to the in-
dustries already allocated 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 oapacity, the speedy completion of projeots
already in hmd. technical imp_rovemonta and expansion of existing units
where additional produsction oould be achieved expeditiously, ereation of
new oapaoity in aocordanoe with present priorities, and the imitiation

of advance action on long gestation projects.

98. In the private sector, outside the area of authority of the GOreater
Colombo Economio Commission, the Government is extending all assistance
to promote and encourage the rapid growth of the small and medium scale
industrial sector while simultaneously attraoting such industries to
backward and less develuped areas of the country, To aohieve these objeotives
a liberal policy of approvals has been adopted and a new oredit guarantee
. scheme to emsure ready availability of finance has slso been introduced.
Foreign investment is permitded where manufaciure is largely for overseas
markets or where such ccllaboration is considered the only available means
of obtaining mcdern technclogical knowhow to improve the quality of manuface

tured goods.

1/ The Government has formulated a Medium Term Investment Programme for
the Public Sector covering the period 1979-1983. Industrial output .
during this Medium Term Investment Programme is prcjected to grow at an
annual rate of 8% at constant prices. fgourocs The Sri Lanka Government
response on the second (1978/79) exercise of monitoring the progress
achieved towards the implementation of the Lima Declaration and Plan
of Action].
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VIII. Policy measures and their implementation

99. During the last few Years the inoreasing complexity of the
industrialization process has made new demands on polioy. The import
substitution potential in consumer goods hae not yet been fully exploited
and there has been a serious fragmentation of production contributing,
inter alia, to the ourrent phenomenon of under-utilized oapaoity. 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 local inputs to industry. Indeed, the principal criteria employed
in granting new approvals for industrial pProjects have for some years

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

and employment generation.

100. Fiscal inducements which are offered to industry include a
five-year tax holiday l/to:
1. Approved new enterprises in the Free Trade Zone and also
for investment in the shares of such enterprises. These
tax concessions have been since further extended conside~

rably by the Greater Colombo Economic Commission Act 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 limitsj

4. Ricemillers for the setting up of new rice mills;
There is also provision for allowance 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 since mid=-1972
sncouraged joint ventures with private foreign enterprises, in which local
partners (publioc or private) hold majority ownership and retain effeotive
control. In exchange, the Government gives assurances that full compensation
for the investment will be made in the event of nationalization, and that
Temittances of profits and repatriation of capital will be allowed.

1/ Inland Revenue (Amendment) Act 1978.
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102. 1In Maroh 1978 the Government announoced a new package of inoentives
designed to attraot foreign investors to it proposed export prooessing
zones located just north of Colombo. In addition to a skilled but
inexpensive labour foroe, the Greater Colombo Eoonomic Commission — whioh
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 salee and 5% on sales
in Sri Lanka. In addition a 10% withholding tax will be levied

on all remittanoes of royalty and technical servioe fees when
the holiday expires.

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

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

(d) Although oompanies will have to be locally inoorporated, 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 oapisal and earnings and
proceeds from liquidation.

103. Of particular interest in connewtion with the country's efforts to
attract foreign investment is an envisaged close cooperation with

Singapore which 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 discussions and agreements conoerning possible direot investment hy
Singapore as well as on techniocal assistance.

104. The following paragraphs examine induetrial policy measures as they ‘
relate to sub-sector alloocation, regional dispersion, small-scale industries,
axport efforts, technology choice and manpower.

(a) Resource allocation by industry sub—sectors

105. Particular attention has been given to the development of the country's
engineering sector, since nc sizeable programme of industrialization can aet
under way as long as all machines, spares and accessories continue to be
imported. While the scope for import substitution of the heavy machinery
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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 oapital goods

industries.

106. An important rcle for the development of the engineering industries
seotor is expected to be played by the National Engineering Research and
Development Centre of Sri Lanika. L It was established in 1974 with the
tasks of .examining the types of machines which could be made locally

and of designing prototypes for their manufacture. Furthermore, the new
Centre is to examine the techniocal details of new projects in the
industrial sector with a view primarily to determining the poseibilities of

local manufacture of components in such pro jects.

107. Construction materials constitute major produotion inputs or requirements
in developing economies. g/ One-hul!.f to two—-thirds of the capital investment
Tequired in such economies is generally spent on cement, steel, aluminium
parts, lumber and other materials required in the construction sector.

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

to a large extent of lccal origin, some further import—substituticn might

be possible, in particular through-use of 'alhrn#tive materials. A

well coordinated programme for applied technological research - and subse-
quent investment - aiming at fullest possible utilization of 1lccally available
materials is of the greatest importance in this field.

108. Consumer neoessities are another major category of goods for whioh
demand will grow follcwing wider income distribution. The ‘-production of

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

1/ See para. 86 apove.

g/ For instance, the demand for cement is forecase to rise to over
700,000 tons per annum in the early 1980s. Cement production in
1977 was 480,000 tons though the capacity cof the country's three
plants was cfficially 710,000 tons.. However, sinoe output from
existing ocapaoity is not likely to exceed 600,000 tons per annum
the Government is planning to 'increase annual capacity by
200,000 tons.
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could thus be a major oomponent in the oountry's employment programme, in
partioular as the production units can often be located in smaller
regional industrial oentres. Such consumer neoessities would include
olothes, blankets, footwear, prooessed foods, matohes, oooking
utensils, bioyoles and fuels. These products, whioh should be produced
at low prioces, would be aimed at low income groups throughout the
Countryside as well as in urban areas. Lees attention might ve

given to increased preduction of other oonsumer products whose import
content is more significant, for instance radios, TV-gets,

refrigemi:ors, ai_r_ gcnditionerrs_, etc,

(v) Industrial dispersal within the oontext of regional development
rogramme

109. The ooncentration “of induitry in the Colombo area with o;nsec-[uentia.ld
urban oongestion and pollution is of ma jor concern to the new Governmant ,

and the establishment of the Greater Cclombo Economic Commiseion can be

seen as a major step towards more orderly development. At the same time -
growiag regional inequaiity, even in a relatively small oountry such as

Sri Lanka with a h@gﬁ degree of literaoy and inoreased awareness of all the
pPeople, brings demands towards a redress of regional imbalances. It is oclear
that the problem of regional development is a very important socio-political
and economic problem that needs to be tackled on many fronte.

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

state oorporations while private ventures were largely left to locate in

the Colombo area since fisoal, tariff and other inducements for industrial
ventures were nct used to direct industrial location. If industrial development
is to be spread more evenly throughout the oountry, it is essential that
pcles of industrial growth be planned to initiate the process of

creating external economies, setting off a chain of growth throughcut eaoh
region. Such: a growth pole may be oreated around a major industrial project
whose lccation 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 oourse the availability
of labour supply and an adequate market, oftern derived from a well developed
agrioultural 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 tae following:
- Kurunegala District Integrated Rural Development Project (provosed
to be developed in cooperation with the “orld Bank);

- Matara Rural Development Project (initiated as a result of
bilateral cooreration agreement hetween 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 eariier, the progre.s of the industrial sector in the period
1960-70 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 thie expansion of capital-
intensive industries, to the relative neglect of the small-scale sector.l/
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 wae recosmized 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

1/ 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 scctor and the low end of the
organized sector.
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raw materials ~agricultural and others ~originating there. At the saxfxe time,
while 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-genera.ting potential than large-scale industry for a
given amount of investment and it can serve as a training ground for
entrepreneurship.

114,  The increased attention to tihe development of the small-scale
industries sector has no doubt contributed to the fact that the sha.re.of
small-scale industries in total value added of manufacturing industry has
considerably risen in recent years- from 6.4% to 14.2% between 1970 and 1975.

115. 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 detailed resources study and the preparation of an

inventory; in identifying and planning small-scale industry projects based

on the resources study; in designing promotional measures for the rapid
development of small-scale industries 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 oonclusions and recommendations are
refleoted in a paper published in ESCAP's Small Industry Bullotin.-l-/

116. The new Covernment has fully recognized the importance of small-scale
enterprises in industry. The 1978 budget grants a five-year tax holiday for
small- and medium-soale industries outside the Colombo district, although
no clear definition of such industries has yet been speoified.

117. 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 oredit guarantee
scheme, due to come into effeot in 1978. Apart from normal sources of finance
such as commeroial banks, small-scale industries receive special attention
from a number of institutions such as:

1/ Ram K. V pa, Small industry in Sri Lanka: Plan and policies for rapid

development. Small Industry Bulletin for Asia and the Pacific, No. 14,
1977 (EScaP), )



(1). The Department of Small Industries under the Ministry of

Industries. With some exceptions, the Department is responsible for
units with plant and machinery of less than Rs 25,000. Id 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.

\12).Divisional Development Councils (DDCs). The DDCs are scattered all
over the country. Each Council consist of several GOSL officials and

local community leaders, with the function of identi fying and promoting

local projects in industry and agriculture. Last year, the 550 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 , J
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, witi. total production in 1975 of Rs 18.6 million.

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

(111 )The 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 DIFCC (see para. 118 below).

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

Ceylon (IFCC), in response to the emphasis given by the Government to ths
need to develop small-scale industry, has indicated its intention to move
gradually in that direction. DFCC's appraisal capabilities are, however,
not as relevant for small-scale industries lending as for its 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 such financing in view of their bmch'notwork, working capital
lending, and other baniing servioes. For this reseon, IPCC has done -
very little lending to small-soale industries.

119.! The IDB/People's Bank soheme for small-scale indusiry firanciag

is now being expaiided to include the Bank of Ceylun as well as IFCC.
The main features of the expanded scheme will be as follmz

( 1) anliostim undnr the lchom will be received and procuud by
" IDB and one or the other of the two hanks; T

(i1) 'Rupee finance will be given by the commercial banks, while
" “applications for foreign exchange will be submitted to L?°0;

(iii) 'DPCC will normally undertake a desk review of the uppraisal
“prepared by the other institutions, tut will have the right to request
more information from. these institutions or from the cliemts. Applice~
tione under the scheme will be decided by IFCC's Gucm Yarager;

(iv) 'The follow-up work will be undertsken by IDB ud the commercial
bank; B
(v) The oredit limit per project will be Rs 400,000 \d.th a toroip
‘exchange limit of Rs 150,000 and '

(vi). Si.npliﬁ.od appraisal requirements have beez drawn up, and normal
bul:inc security \d.ll not be insisted upon. u'cc'o foreign mp
loans will be mt«d by the oommercial banks.

120.! The utilisation rate under thc scheme will depead prizarily onm the

demand for finance.. IIFCC's 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 IDB and the commercial
banks. However, it will be inconveniant for the small-scale industry
clients to establish loan documents with several institutions. Therefore,
for foreign exchangs, it would be advantagecus to let the scheme work as
& re-finance arrangement, so that clients would only have to establish
loan documente with the bank involved. A oredit muut« scheme for

small-scale industry hae recently been introduced with the Central Bank aiming

at reducing the risks of mll-coalo industry lending and thoroby reduce the
ainizmum oprud necessary.

\
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(d) Export industries development

121. As noted above, one of the major ingredients in the Covernment 's
1972~76 Development Plan strategy, involving a shift away from its

early industrial policies, was the strong encouragement of those
export~oriented industries whioh were using loocal raw materials. During
the late 1960s, exporting had becn unattractive because of an over—
valued exchange rate and diffioulties in obtaining tax rebates and

other ooncessions from the Government. In 1972 and 1973, the package of
incentives was enlarged by providing exporters with a customs rebate,

a convertible rupee acocount, 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 3 J
Economic Commission (GCEC) is launching a ma jor 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 Re. 1.6 billion had been approved for the first zone looated at
Katunayake near Colombo's international airport. Of the approved projects,
24 had already signed agreements and at least six have commenced constructilon
work. The GCEC estimated that once all 46 projects are operating at full l
capacity, 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. Jesides 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 cne industry, the GCEC has announced that no new garments
projeots will be approved for the time being. Cther 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 invelving foreign equity, while eight are
entirely owned locally. The greatest number of investors are based in

Hong Kong (14), followed by Western Curope (8), the US (7), ASEAN (4),

India (2), the iiddle East (2), and Korea (1). It has been reported that,
although the GCEC had expeoted more interest from electronics manufacturers,
electronics firms have shied away, mainly due to lack of liguid nitrogen

(the sole Sri Lankan manufacturer is the state-owned Ceylon Oxygen Co., which is
unable to meet anticipated requirements) and from the faot 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
"xporters and guarantees to banks and other financial 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 oompetitive 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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Table 13: Potential new industrial export products as identified
in the 1972-76 Development Plan

Texti les, wearing sgarol

Carments
Batik
Leather cloth

Chemical products

Glycerine and fatty acids
Vegetable oils and fats
Paints and poli shes

Soaps and detergents

Leather, rubber, wood and

paper products

Footwear

Tanned hides and skins

Tyres and tubes

Other rubber products (gloves,
rubber mattresses, flooring,
toys, hose)

Plywood and sawa timber

Parquet flooring and other
wood products

Non-metallic mineral products

Ceramio ware and sanitary ware
Graphite produots
Cement

Metal products
Implements and toole
Country produocts

Machinery

Tea and rubber machinery

Rice millers, threshers, grindere
Water pumps

Boats

Electrioal Goods

Dry cell batteries, transistor
radios
Electric oables

(e) Selection and acquisition of technologies

125. The existing organizatione responsible for aoquiiition, adoption
and development of technology in Sri lanka may be ocategorized into:

(i) Institutions under the purview of the Ministry of Industries
and Soientifio Affairs; and

(ii) Institutions under other Minietries.
Within the Ministry of Industries and Scienfific Affairs two Divisions -
the Policy Division and the Projeot Evaluation Division - are the main organs
responsible for the adaptation and development of technology in the oountry.
Besides these two Divisions there are several agenoies set up under the purview
of the Ministry to deal with the soreening and adaptation of technology, such as
CISIR, the NERD Centre, the National Science Council and the Bureau of
Standards (see paragraphs 84 - 88 above). The work on some other agencies
under other Ministries also touch the issues relating to the aoquisition 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 Cooonut Research Institute

(1i) 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 ywaa that technology was biased towards excessive oapital
intensity due to a variety of reasons such as an over-valued exchange rate
for oapital goods, too generous a tax treatment for investment, very low
interest rates; and, perhaps above all, laock of controls on the introduction
of foreign technologies that involve heavy foreign exchange oosts. 1In
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 teohnology transferred to Sri

Lanka and to its excessive oost in relation to the benefits acoruing from
suoh transfer. -2/ The initial absence of any machinery to effect a proper
choice of teohnology 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 shortoomings of technologiocal development

in the country. The issue of technology choice is also pertinent in forging

linkages between the industrial and agricultural sectors of the economy.

127. DBesides the study by the Marga Institute, other reports 5/ have pointed
at the need for a naticnal centre for the transfer and development of
technology. The main funotions which may be attributed to this centre have
been proposed to include the following:

(i) Assist in the identification of technologiocal requirements
in all economio seotors;

;/ "Matching Employment Opportunities and Expectations - A Programme of
Action for Ceylon'", ILO, 1971.

g/ "Ma jor Issues arising from the Transfer of Technology - A Case Study
of Sri lanka", document TD/B/C.6/6 of T October 1975, by the Marga
Institute of Sri Lanka.

}/ As illustrative example of the attention given to the searoh 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 mponsored International Forum on Appropriate Industrial
Technoclogy held in India in November 1978 (ID/WG.282/1).

4/ Such as H.R. Perera (Ministry of Industry and Soientific Affairs, Colombo),
"Technology Transfer in Sri Lanka", paper presented at the Workshop for the
Directors/Officers—in-charge of Focal Point of the Regional Centre for
Teohnology Transfer (RC’I"I‘) held in April 1978 in Bangalore, India organized
by RCTT in collaboration with ESCAP and UNIDO.
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(ii)  Assist in the aoquisition and analyeis of information
on alternative souroes of technology from all available
sources, domestio and foreign and its delivery to users;
(The Centre would be a guide-post to information and not
necessarily in itself an information centre);

(iii) Assist in the evaluation and seleotion of teohnologies suitable
for the different jobs to be done; (The task of this ocentre in
this respect would be to ensure that <the appropriate part
of the R and D system is brought effectively into the evaluation
prooess so that the teohnologiocal faotor is invariably
oonsidered in the appraisal of every projeot; and that-the
question is 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 asseesment of suitability, the direot and indirect costs
and the conditions attaohed;

(v) Assist in the negotiation of the best possible terms and
oonditions where it is decided that the teohnology should
be imported;

(vi) Act as registry for reoording and olaseification of all
technology imported in whatever form, including both
exisitng and new contraots as well as a continuous reocord
of the reeults of the evaluation undertaken;

(vii) Become the focal point for the development of indigenous
technology on a oontinuous basis;

(viii) Play a central part in evolving a technology polioy, and, in time,
a technology plan; (This has to be derived in the first instance
from the industrial policy, ultimately it would extent to the
Ministry of Planning and make it possible for the National Plan
tc have not only its cuetomary oompcnente; projects, the use
of natural resourcee, finance, manpower, but also the oorrespon=
ding technologioal inputs);

(1x)  Act as the link with the Asian Regional Centre for the
Technology Transfer (RCTT). |

(f) Manpower for industry

128. The Government has quite rightly placed employment generation high

cn its policy agenda eince the reapid growth of Sri Lanka's labour force has

not been accompanied by an equally rapid inorease in productive emplcyment.

The tctal labour force grew during the period 1965-1974 by an average of

2.33% per annum, while the number of unemployed (persons actively seeking jobs)
grev by 11.68% per annum. The 1973 labour force participation rate survey of
the Central Bank pute the number of unemployed at 793,000. Current

unofficial estimates put it between 1.2 and 1.4 million of whioh 80% are

thought to be in the 19~28 age group. l/ Agriculture, ir#:artioular the plantation

;/ Quarterly Econcmic Review of Sri Lanka. Annual Supplement 1978. The
Eoonomiet Intelligence Unit Ltd.
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sector, probably offers the best chance for absorbtion of the vacklog
A signifioant although limited, contribution of the industrial sector,

including the IPZ, is expected to be felt towards the end of 1979.

129. "t 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 1963-71 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- intensive 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. l/ The
ingrease in unemployment has, however, during the last two years for which
statistical information is awvailable, largely been limited to the unskilled

category, as shown in Table 14.

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 pro ject

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.

;/ Since the Free Educaticn 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 tc 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 tc the failure of the economy to provide a meaningful and a productive
role for the output of the educational system. It has become 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~econocmic environment and conform in broad outline to the country'’s
occupational profile. To that end a strengthening of the country's manpower
Planning and forecasting might be called for.
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IX. Possible areas for UNIDO and other external inputs

132, Following from the discussion in Chapters VI ard VIII, gome

areas for UNIDO involvement would seem to have particular merit in

the short-term. The firat of these concerns the ramifications

of the Export Prooessing Zone. Projeotions of potential output,

employwent and foreign exohange benefite can be Arawn from other

countries' experienoes. But if the linkages from this zone to the

rest of the host eoonomy can be developed, the net benefits could be

far greater. Although therationale for these zonee lies in their
differential tax, tariff and labour oonditions, links suoh as sub-contracting
of production and the provision of anoillary and other services should

not be overlooked. Advice into the forgging of such linkages must therefore
Ué offered.

133, Secondly, the use of small-scale industry as a tool of regional

dispersal policy has attraotions of whioh the Govermment 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 ciroumstances
important, evidence from cross-country small-scale studies y suggests that
the major oconstraints arise through the emall-scale fims' 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 (particula.rly where they are planned to operate far from
Colombo where factcr 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

}_/ Such 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 branchee combined with projeot 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 fagilities 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, ceramios, eto. Such assistance should be complementary to

the aid provided sinoe 1974 by SIDA in oooperation with ITC in this
fiold of export pronotion.

136. In recognition of the priority accorded to local manufacture

of industrial inputs for agriculture and industrial development in
non-metropolitan or rural areas, specifio support might be given to
the promotion and development of local engineering design and production
oapabilities, in particular in oonnexion with mamifacture and assembly of
agrioultural machinery and implements.

137. In the field of agro-based and mineral industries a number of specifio meas
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. (pe specific area where

follow=up of initial UNIDO assistance might be required is in the setting

up of a cassava prooessi industry with partioular attention to the production

of industrial starches. ?

138. As noted earlier in the papey oonstruotion materials constitute

ma jor produotion inputs in the soonomy and a formulation of a comprehensive
programme (inol. assistance requirements) for research and development of

new produots for the building industry aiming at fullest possible utilization
of looally available materials, including industrial wastes, might be oonsidered.

139.  The packaging industry in Sri Lanka is partioularly important in
relation to agricultural products for the domestio market and for exports.,
Some materials for packagingeuch as wood, paper and fibres oan 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. Indedd only 25% for instance, of the paper needs for

;/ See project IS/ SRL/74/ 875 "Integrated Industrial Prooeesing of Manioo".
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packaging are met from domestic sources. Other materials such as
aluminium or other metals are not available looally. Consideration
may be given to the undertaking of a techno-economic analysis on the
oountry's future paokging needs in the context of fullest possible

utilization of looal resources.

140. Consideration might also be given to pcssible assistance in

the development of long-term training programmes for management and
technical personnel at the varicus public sector industrial corporations,
Such programmes should be adeveloped as a complement to the programmes for
the management oadres undertaken by the National Institute of Management
with UNDP/ILO large-scale assistance (73/013 and 77/001) up to 1980.

141. Assistance, (e.g. by way of training in corporate management
techniques and performance monitcring) might be required in connexion
with the development of an institutional framework for the systematic
evaluation of the performance of public sector corpcrations referred to
in the 1972-1976 Development Plan.

142, Assistance might also be required for the programme, aiming at

the promction and support of entrepreneurship specifically in the rural

areas of the country, now being developed under the auspices of IDB.

In this connexion it might be noted that the Government of India has

1974-78 provided assistance of the establishment of Rural Technical Centres to
promote the development of District Development Counoil pro jects of

factories for small-scale industries and agro-industries.

l/ For more detailed infcrmation see the paper '"Packaging Situation in Sri
Lanka" prepared by Mr. Stanley Wickremeratne, President, Sri lanka
Institute of Packaging for the Second 'NIDO Inter—Regional Seminar for
Cooperation in Packaging among Developing Countries held in Seoul in
November 1975.
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ANNEX I

Caylon Institute of Soientific and Industrial 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 1962/1963 when Rs. 750,000 was provided anmally till
1965/1966. The meagre funds provided during the first 10 years
prevented the development of the Institute both as regards staff and
equipment. By 1966, the soientific staff had increased only by two over
the number in 1956,

The ill effects of this shortsighted polioy 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.

Financial support increased after 1966, and the Institute was able
to begin expanding. Further steps were taken after 1971 when the Cabinet
approved a scheme of reorganization and expansion based on the recommendations
of a team scientists from USSR. The scheme provided for an increase in
the number of research sections including the setting up of sections in Food
Technology, Agro-Industries, Minerals Technology and Economio Evaluation
and a considerable expansion of the Engineering and Pilot Plant sections.
Additional laboratory space and squipment was provided for together with a
oonsiderable increase in the research and supporting technical staff.
Legislation was also introduced in 1973 to inorsase the Governing Board and
%o provide for a Research Planning Couneil to advise the Governing Board,

The graduate research staff has been increased from 45 in 1970 to 76 by the
end of 1976. It hae to be borne in mind though that the larger number among
then will take about 5 years time before they can engage in useful research
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 bot t1ling
of coconut toddy and pa.lxﬁyra.h 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 scale 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 servioe for a wide variety of eleotronic equipment
in hospitals, research institutions and industry. Calibration and testing
of other measuring instrumente is also done. Perhaps the best known service
provided by CISIR is the physical testing and chemical analysis of a wide

rangs of materials and manufactured products. CISIR a1so maintains oonsultancy

servioes and CISIR staff serve on numerocus Drafting Committees of the Bureau
of Ceylon Standards and on ad hoc Committees appointed by the Ministry,




ANNEX II

Performance of selected manufactured export items 1 21 -/
Sector I - Eood, Beverages and Tobacoo

Thie sector, which comprises sea foode, live fish, canned foods,
fruit juioee, tea in tea bags, leaf tobacco, cigarettes, wheat bran,
coooa and ite products racorded an increase of Rs. 66.3 million over
the target of Re. 50 million set for it in 1976. Sea food (ehrimps,
prawns and lobsters) made a particularly good contribution towards
this rapid growth. Instant tea and tes ir %ea bags showed a decline
but wheat bran and oanned fruit items doubled the preceding year's
performance.

Sector ;; - Textils Hggig‘ Apparsl ﬂ !ludo-Ug Garments

Exports in this seotor, which had been growing steadily over the
¥ears, showed only a marginal increase in 1975. But it regained ite
sarlier promise in 1976 bu turnimg in Rs. 77.6 million as against Rs.

35.2 million in ths previocus year. The main item of export in this sector
is ready-made garments. A leading joint venture garaent manufacturing
unit exported slacks for Rs. 2.3 million whereas ladies and children's
wear brought in Rs. 33.6 million. Exports of batiks, however, declined
%o Rs. 2.6 million as against Rs. 3.5 million in the previoue year.

10 - " io roducts

Though this sector exceeded by Rs. 3.6 million the target set
several factors oontributed adversely to its growth. Vegetable ghee,
& major item, contributed only 50% of its performance in 1975, due
largely to labour problems. A shortage of coconut o0il in the lccal
market and as a oonasequence the very high cocomut oil prices prevailing
in the world market had serious repercussions on the structure of
Sri Lanka's economy, which led to a ban or imports of oooonut oil
and derived produots. Ths export of vegetable ghee contributed only
Rs. 4.4 million. In oontrast soap, whose major constituent is coconut
oil, registered an export figure of Rs. 10.8 million. Soap thue
Sade a oontribution of over 30K of the performance of this sector and
also improved on its swn performance in 1975 substantially. Four new
iteas which helped this sector‘s performance are:(i) aotivated carbon -
Rs. 1.7 million (ii) animal feed base - Re. 2.9 million, (iii) ecurator

}/ Based on information given in"Review of Activities 1976" by the Ministry
of Industries and Soientifio Affairs, Deocember 1977.




(an insecticide) Rs. 1.3 million and (iv) lead peroxide obtained

from scrap lead batteries - Rs. 1.2 million.

Sector IV - Wood and Paper Products, Leather and Rubber Products

The export performance in 1976 in this 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 €0 into operation did not

do so.

Sector V. Non-Metallic Mineral Products

The main export item: 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 incresse 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 deorease of Rs. 2.1 million. A new unit, M/s. Lanka Wall Tile Ltd.,

has exported masaic 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.

gector VI - Ferrous and Non-Ferrous Metal Products

The performance of this sector fell short of the target. The
Dain items of export are motor spares, refrigerators, water pumps,
fittings and tin canisters, which depend mostly on markets in the Middle
East, Malaysia and Singapore.

Sector VII - Base Netal Industries and unchinosx

A shortfall of Rs. 5.3 million was registered by this sector against
its target. The items comprising this sector of non-traditional industrial
exporis are tea machinery, yachts, boats and ship repairs. Tea machinery

was exported by two leading firms in this field but these exports were on the
basis of tenders wwarded Ny Indonesia, Egypt and Kenya - the bulk going




to Indonesia where the demand for such machinery has been 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 boate in the future. Two new units have been approved
for the manufacture and export of luxury yachts.

gector VIII - Electrical Machinery, Appliances and Supplies

The target set for this sector was exceeded. Almoet the entire
sxport by this sector was done by M/s Electronics Ceramics Ltue,
which exported flat glase display tubee to the value of Rs. 11.6 million.

Sector IX - Optical Inntments, Plastic GOOdl' Pens, Clocks, etc.

This sector comprises only miscellaneous items like PVC products,
costume jewellery, brassware, clorks, fountain pens, ball pens, lead
for lead pencils, polythene bags, etc.









