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Antreducsion

This study on the manufacturing seotor of Sri Lanka -
its ocurrent position and prospeots, has been prepared
primarily to serve as a baokground study for the Industrial
8ector Identifioation Mission to Sri Lanka, planned to be
undertaken during the second half of 1976, in conjunotion
with the UNDP oouniry programming exercise, -

The study has been propared on the basis of material
aveilable at the UNIDO headquarters.:/ Any conclusions or
suggestions related to identification of areas where
assistance efforts - teohnical or financial - may be
ooncentrated, are to be considered as tentative, espsoially
sinos work on the next five-year development plan, from 1978
onwards, has just been initiated; the ourrent 1972-76 Plan
having been modified and extended to cover also 1977,

&/ The main sources of information, besides the ourrent Sri
Lanka Development Plan and various Uil statistical
publications, have been recent World Bank reports, a case
study on Sri Lanka on transfer of technology prepared in
1975 by the Marga Institute of Sri Lanka, a study - "Techno-
soconomio survey of industrial potential in Sri lLanka" - by
Dr. Neil Dies Karunaratne of the Industrial Development
Board of Sri Lanka, which was published 1973, the Dudley
Seers ILO Mission study of 1971 "Natching employment
opportunities and expectations - A programme of action for
Ceylon", and last but not least various UNIIDO technical
assistanoe expert reports and papers prepared by Sri Lankan
partioipants at UNIDO sponsored meetings and seminars,
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(a) The cccnomy as a whole

The efforts of sucoessive Sri Lankan Governmente over
the last decades tc aohieve a number of sooial welfare objectives
'hl.vo had a wideranging impact; those persons who were successful
in finding employment benefitted from a polioy of mainthining real
wage rates, and most of the population also enjoyed subsidized
basic wage goods and public services. Yet, sinoe steadily deolining
terms—-of-trade and a concomitant failure to generate the savings and
investment required to restructure output and exports, prevented
real income and employment opportunities from growing at a rate
adequate to absorb a rapidly growing labour force, the improvement
in living standerds for much of the population was limited. Thus,
although there have been impressive increases in domestic food
production and ihdustrial expansion during the last decades, these
have not been sufficient to compensate for the unsatisfactory state
of primary exports as well as social and redistributive requirements.
The result has been a failure of the eoonomy to sohieve its growth
potential,

Until 1973, the relative stagnation of the economy
was not aoute, although steadily falling terms of trade combined
with largely unchanging volumes of the three major export oommodities -
tea, rubber and cocomut produots - had for a number of years resulted
in foreign exohange shortages which restricted output and capital
formation, The sharp rise in 1973-74, in prices of petroleum and
other primary imports led, however, to very large balance of paynents
defioits and clearly placed Sri Lanka among those developing countries,
most sericusly affected by the orisis in the world esoonomy,.



(vb) The manufaoturing seotor

Initially, during the first decades after in-

dependence, the industrial development strategy was gearcd towards

a rather indiscriminate import substitution with the result that
the industries established tended to be oapital intensive and were
often heavily based on the use of imported raw materials or semi-
manufaotures and foreign teohnology. An outward looking streteg,
requiring a re—-orientation of the production structure towards
oonsistency with facior endovments of the country, has, however,
been attempted during the last several years - as manifested by

the 1972-76 Development Plan. The pattern of output, inputs and
technology used should take advantage of the abundant supply of
‘educated labour in Sri Lanka. International competition could
bring about improvements in the quality of products. In fact, acong
the most sucoessful publio sector industrial corporations are Ceylon
Ceranics, Ceylon Mineral Sands, State Oraphite and Ceylon Cement,
all of which have been operating at full or near—full capacity using
locally available raw materials, have access to export narkets and
tend to be labour—intansive, State industrial corporations - in

the btasic industries seotor - also play an important role in

providing backward linkages to the country's other industries.

However, most of the publio seotor corporations
suffer from oonsiderable degrees of excess oapacity beocause of
market limitation (often dus to faulty invesiment planning),
shortage of imported raw materials andi/or low productivity, The
- offeots of their priocwage polioies and profits, productivity
and unit cost is being analyzed and the Tevelopment Plan calls
for & systematic evaluation to be undertaken on a oontinuing
basis of their performance,

Although the publio seotor enjoys preferential ireatmant
in terns of investment and foreign exchange allocations, policy
changes reoently introduoed, e.g. with the proposal for a Poreign
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Investment Guarantee Law, indicate an inoreased attention

to the role of the private sector industries, The private

ssctor industries have contributed to a larpe extent to

the suoceasful expansion of export iniustries which has

ocourred since 1972, stimulated by an effective set of

incentives, Partioular support ic also given to the development

e of the small-indun'éry seotor; it being envisaged that the sector
would be the main carrier of the required expansion of the

production of essential commodities for mass consumption to

met an envisaged increase in demand from low incomes groups

and also be the main whiole to bring industrial aotivities -
to the rural areas, thereby providing employment as well as a

dexand for raw materials - agrioultural ani other - originating
in the rural sector.

(o) Possible areas for UNIDO and other external inputs i

Within the framework of Sri Lanka's own development
offorts some aress in the industrial development field have been
singled out whers supplementary external inputs may have a
particularly great impact. These areas, which are dealt with in
Chapter VI, oan be grouped in three catezoriest (i) plarning,
promotion and industrial services, (ii) assistance to existirs
and development of new resource-based industriss and (44i) iriustrial
$rainirg and management development.,
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A Within the first category, selected assistancs in the

] strengthening of the oountry's investzent planning and prowotion

b ' funotions, might be considered: e.g. at the project identifization
and project analysis levels; on matters resarding the election and
acquisition of teohnolcgies; in the context of small-scale ani




rural industry devslopment; and in support of export industries,
Various supporting services for materials testing and research,
for engineering design and product development, etc. may also
requira specific assistance.

Major emphasis is bting given in the industrial
development stratagy, to the fullest posaibls utilization
of local materiale in the country's existing indusiries and to
the development of further resource-based manufacturing, A
nmurber of areas for possible external assistanoe inputs in this
oontext have been identified. These invclve a number of agro=-
based and wood-based industries as well as industries utilizing
mineral resources,

Consideration is suggestsd also to be given to the
development of comprehsnsive long-term training programmes
for management and technical personnel at the various individual
pﬁblic sector industrial corporations, Assistance might also bs
required for a programme in support of industrial entrepreneurship
promotion and development, specifically in the rural areas of the
eountry,

hoane
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1. Sri Lanka's per capita income level is relatively lowj '
its per oapita GNP was in 1974 US3 130 (prel, est.), in

1973 USS 120 and in 1971-72 US$ 110 Y s While the averages annual
growth of the per oapita GNP in the period 1960-70 was only 1.5 %.
The ocountry's economy is pro;iominant ly agricultural. Rural
activity accounts for about 40 % of the GDP. About 7O % of the
ocountry's 13 VY2 million population live in the island's south-
western quarter, whioh includes 3/4th of the oultivated land
and most of the country's industry. The manufacturing sector
acoounted for 12,8 % (est.) of the GDP in 1975, & share which,
however, has been slightly higher a few years ago. Indeed,
industrial activity has remained at a nearly constant level for
the past few years, Value-added from manufacturing grew in real
terms by 5 % in 1975 having been practically siagnant between
1971 and 1974, compared with a growth of 9 % annually in the
latter half of the 1960's and 6,3 % annually during ths whole
period 1959--70.

48 g g g g me an

and fishing) 38.5 35.9 34.9 33.8 3.4 32,5 331 322
‘ining 0.5 0.5 0.7 0.7 0.7 2.6 1.8 2.0
‘anufacturing 11.5 12.8 13,6 14.1 13.9 13.6 12.6 12.8
onstruction 4.4 3.7 5.9 5.6 5.0 4,9 Sel 5.2
srvices 45.1 47.1 44.9 45.8 46,0 46.4 474 ‘1.8

Agriculture (incl,

#% Forecast
Sourcol Jontral Bank

GNP at 1972-74 market prices caloulated by the conversion
techniques used in the World Bank Atlas 1975
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2, About 55 % of all omployed are aotive in tho agrioultural sector
while mamulacturing aocounts for about 11 ;z'a. This relativo situation
has remained fairly oonstant during the last 20 yoars as is indicated in
following tables

L ]
Employment by soctor
a
1951 1963 970 1973 K
griculture (% of total employed) 53.0 52,9 50.7 54.9 549
‘anufacturing -"a 10,1 9.8 11.3 10.9 10.5
thers - 36,9 37.3 38.0 3.2 34.6
t Dept. of Census and Statistics N
3. Before turning to a review of the role of the manufacturing
sector in Sri lLanta's devolopment and to the nature
of possible furither action in support of an accelerated development,
acoount should be taken of the efforts of Sri Lankan governments over
several decades to achieve the nation's social objeotives. They have in-
cluded, above all, the aim of shaping a sooiety whose mombers have equality
of opportunity to improve their economio well-being and in which the benefits
of material progress are shared by all. The fulfilment of these objeotives
have been sous:t through inoreased public ownership and operation of a broad
range of econnmio activity, and especially large scale enterprises, in all
major sactors, through redistribution of income and provision of basic
social services on an extensive scale, and through suooessful efforts aimincs
at a limited population growth,.
2/  Population estimates 1963-75: .
Population Annual natural
mid-year srowth rate _ .
1963 10,6 million 2,59 % ‘ *
1968 12,0 million 2,41
1969 12,3 million 2,21?3
1970 12,5 million 2919,
1971 12,7 million 2,240
1972 13,0 million 2,17,
1973 13,2 million 2,01,
1974 13,4 milljon 1,84,3
1975+ 13,6 million 1,76,5
t 4 Frol, colimate
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4, An appreciation of tho current position of Sri Lankds industrial
development may be gained by rccalling first some of the main
economic developments of the past two decades, and the circumatances under-
lying recent years difficulties in the economy, especially as they have
related to the balance of payments, as well as the Government's efforts
to adjust to these circusstances and to foster agricultural and industrial
production and exports,

5, During a considerable period after the independency in 1948,
the Government pursued a policy of laissez-faire towards industrialization
relying almost entirely on the agricultural and plantation sector. Indeed,
the export earnings from the processing of three major commodities - tea,
rubber and cocomat - financed the country's entire irports,. The industrializatior

programmne vas based on a polioy designed to ‘'help the private sector to help
itself’,

6. In 1956, there was a sharp political reaotion to the post-

independence industrial policy and the new government emphasized
the establishment of large-scale public sector enterprises in strategic
and basio industries while private enterprises, local and foreizm, were
encouraged in consumer and intsrmediate goods indusiries. The demarcation
of industries into basic and non-basic for state and private sector enter-
prises respectively, seemed, hovever, not to have been established so much
on s strategio grouwth-promoting rationale as on a pragmatic ad hoc basis
considering existing industries at that time in their respective sectors.
The question of & rational and quantifiable basis for the demarcation of
the state and private enterprises has yet to be resolved (as pointed out
in Dr. Neil Dias Karunaratne's rocent study on Sri Lanka's industrial potent: aﬁL—
In the 1970 Throne Sveech, it was stated that "the heavy and canital goods
industries and other suitable basio industries will be ctite~zned. Other irdustries
will be assigned to the co-operatives and to private enterprise”, During
the period 1936-65, the public seotor expanded rapidly, supported throurh
capital aid inputs. In 1956 the six existing state factories had a capital
investment of Re 92 millionj by 1965 the then 19 State Corporations togzether
acoounted Rs 487 million . The private sector too grow at a rapid rate but

prinarily in the loact essential industries due to the absence of rational

Six—Ycar Programmo of Investment, Plannuing Secretariat, Colombo, 1954
Dr. leil Diac karunaratne, 'Techno Lconomic Survey of Induntxlal Potcntial
in Sri Lanha, IDB, Colombo, 1973
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guidelines for dasirel growth and of industrial policies in runoral.

T. However, bezinnirz in early 196u's the macro-cconomic constraintc,
in particular foreisn exchanso scarcities 2 ; bocame more critical.

The import-substitutirg industrialiration established bahind fiscal incentives
and tariff protection, and based ofton merely on finishins and assembly of
inported semi-manufaciures and componants, showed its veakness. The industries
were producing wsll below capacity, due to shortage of foreign exchange for rauw
materials, saturation ofdomestic market and inability to comnete in tha inter-
national merket. Vhon in 1965, a change of Government took place, emphasis vas
again given to the private enterprise and a new industrialization stratey,
giving particular attention to nromotion of medium and small-scale industries,
was initiated. The industrial policies also specifically encouraged arro=-
processinz industries, on basis of domestic raw materials, export prozpects
and iniigerous technology. The Industrial Development Board (IDB) was establiched;
it expanded soon to be the oountry's central institutional force for industrial
development and promotion.

8. In 1371 - after another shift in Government - IDB was resonstituted
and given a less ambitious role, Several other new institutional devices and
policy measures wers also pronounced, shifting the emphacis of irdustrial
development orce again from the private sector to the public sector., It was
realized that, althouch the manufacturing sector grew fairly steadily in the
1360's, a number of shortcomings in the industrial devalopment programae baecame
more and more pronounced. Firstly, there wasstill the high import component =
nearly 75 % of all material inputs in the organized industrial sector had to
bte purchased abroad. Imported materials in the early 1970's represented about
2/5 of the value of industrial output, and some 30 times, the foreirm exchan-e
receipts of the seotor., Furthermore, the product mix did not fit emer;ins demand
patterns, contributing to the low rate of capacity utilization. In addition, the
continous high costs of production made it difficult for industries with
potentially exportable products to break into the overseas markets,

j/ Tne effect of adverse terms of trade on the real value of Sri Lanka's
export earninsc has baen calculated to have resulted in a loss of
approximately Rs 6,700 million for the period 1960-72; the annual locsas
ranzing from 4 to lo |5 of the GNP. [Sources T0/B/C.6/6, Ecport by tha
Maria Institute of Sri Lanka entitled 'liajor issues arising from tho
transfar of technology = A cate study of Sri Lanka', 1975)
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9. Attempting to deal with these problems, the Govornment outliresd, in
the Five-Year-Plan 1972~76, a strategy comprisins to larse exztent a

prscision of earlier industrial policies. It embraced several broai objsctives,
Irdustries with good export prospects were to be favoured; encourasemert was
to be given to small-scale industries andto industrial davelopment in rural
araas; labour-intsnsive modee of production wers to be promoted, etc. Special
exphasis wac to be put on the need to establish the basic industries capabplse
of providing the inputs for other industries, thus, inter-alia, oontritute to
a reduction in the imports required for industrial production., Such backvari
linkages were to be especially exploited with tae settiny up of producer goods
irdustries in the public sector.

10, There has, however, been little success overall in ircreasing
irdustrial output in recent j;ears. The share of rmarufaciurirs in GDP las,

as noted earlier, declined marginally since 1970, although some increase in
erployrant, in particular in the small-scale sector, has occurrad. A reluciion
ir. employment in the food, beverages and tobacco industry has taken place -
excluding this industry, manufacturinz employment increased 16.5  during
1971=75, Activity in the organized private sector - some 2.500 relatively
large-ecale units - is characterized at present by a large degree of e:cess
capacity and low level of investment. In the public secior, rany corporaticns
have been beset with a variety of problems which have irhibited utilirzatior.
of oapacity. In addition to foreign exohange shortages, thore has, for irnsianca,
besn lack of flexibility in pricing polioy, in adjusting product prices in lire
with inoreased input oosis,

11. One of the most succeseful policy initiatives has been the effuri
to promote industrial exports. Exports of manufactures, only

Re 5T aillion in 1971 increased almost five-fold, between 1971 ani 1974,
Ths main increases took p}ace in 1972, and 1973. In 197;, tha expaneion
sloved down and, despite the intensified efforts of the Governnent, declincd
slightly in 1975, Undoubtedly, world recession has contridbutzd to thic wealenic:
o the Sri Lanka manmufactures export market. Sri Lankab industriec have, no
doudbt, surplus oapacity to meet an increase in demand when it materiali:~s.
H:mover,' althourh there is much idle capacity in the industrr, ths necd for -
larger volunes of invesiment goods imports has bean growing rapidly as tae
cvsolescence of the existing oquipment and the lack of cpare parts have r-come
ciditional bottlenocks to increasine capacity utilization. Also, attairin-
Lighor quality rtandards, which is of epecial imnortancs for expert irmiustriacz,
raquires adjustmonts and adaptations in exicting plante, which in twrm devond

SR st ctosiimmtiosnn.




on the uvgila.bility of oertain imported capital gooice,

12, In general it could be ctated that the oountry's irdustrialiration
efforts have most significantly oontributed to the proeress trat

"has, no doudt, beon made in Sri Lanka durinc the last 15 - 20 years in
providing social servioes and redistributing income; the fact that the
soociety has not yet succeeded in securing its welfare objectives along with
sustained economio development is perhaps as much eviderce of the difficuls;’ . {
in achieving simultaneously both income distribution and 'grouth' goals in
Sri Lanka's special situation, as it may te the results of ary shortsomince
ir. ecoromio policy management. Indeed, one outcome of the rerarkatbls aivances
meie on the social front has been that while they succeeied in elimirazins 4ae
worst ranifestations of mass poverty, they raised the agsregate dezand wi<rout
a corresponiing increase in output or productivity. The rise in dermand nazurally

ezerted increasing pressure on the deterioratirg balance of paymerts,

13, Purthermore, Sri Lanka is among those countries ros: hit by :he
recent adverse developmernts in the world eoonory. lajor efforis ars hj
being rads to deal with the overvhelminz fiscal problem ard to adjust io0 werld
commodity price inflation whioh in Sri Lanka's case has neant strencly deseriorazin-
terms-of-traie, This fact is strikingly illustrated in following table, siving
world price indices for major commodities in Sri Lanka's forsim <‘rade:

World price indices 1970-1975 (1367/€) = 1C<)} in current UZ®
1970 1972 1973 1374 1975 cuarter: 1575
Export items I I 11T I Joracans
Tea 100 96 97 128 140 127 121 117 125
Fubber 95 83 162 179134 132 133 133 164
Copra 106 66 166 311 154 119 112 97 162
{Irport itoms
fice 173 76 177 274 202 191 174 167 272
Yheat 94 107 221 313 23, 255 272 267 275
Sarar 76 155 179 514 6718 318 333 201 2352 -
Fatroleun 100 146 208 751 805 835 805 3355 no
Fartilizor , -
(uregtl 72 89 142 472 431 320 197 17 229
Scuarzes 130, Economic Analysis x Projactions Departiont
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14, The Sri Lankan industry's contribution to the attairmont
of the country's paramount objuctives -~ employmant for tlre

rapidly groving labour force and an improved stariard of livirg =
requires increased level of capital formationj; it depends on increased
availability of canital goods and raw materials, This in turn raquires
expanded exports and/or foreiszn assistance as well as prozress in impors
substitution. There seems, howover, to be ruch scope for progress in
the efficient utilization of resources and in ircreasing of produciion.

b e
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II. Majn charactepistics of Sri Lanka's manufactupine sector,
mmggg;a Qm cgna_t.ra;nts

(a) The structurc of the manufacturing sector

15. The early phase of the development of manufaoturing industries
in 8Sri Lanka culminating in early 1960's, was chamoforizad by
& highly import dependent, light consumer goods type of industrial
structure. The ochanges in Sri Lanka's industrial structure in the period
from the mid-60'e conformed to the traditional pattern of industrial
development with increased emergence of metalworking, engineering and
ohemioal industries,

16 The distribution of the industrial production in different

industrial groups, since 1965, is illustrated in following
tadble:

M;groducts ~ value added {at consta 263 market pricas)
(Rs million)

Industirial croups 1963 1970 19711 1972 1913
Focd, beverages, tobacco 319 410 420 438 441
Textile, wearing apparel,

e
&
)
€

¢ leather industry 100 123 125 157 127
Hood, wood products, incl,
¥ furniture 3 10 11 13 12
' Paper, paper producte 14 18 18 20 26
i Chemicals, petroleun,coal,
i rubber and plastic prod, 46 190 230 224 126

Non-metallic mineral prod.
(except petrolsum, coal) 23 61 14 10 83

Basic metal products - 6 9 10 6

Fabricated metal prod.,

machinery, equipment 41 3 3 719 92

Manuf, prod. n.8.s. :L 4 5 6 9
TOTAL 546 894 965 1016 925

I ourcet Contral Bank
|
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17, The relative srowth in difforent industrial sub-seotors during
the last decade is showm in the following tables

Growth of industrial production in rajor sectors, 1960=T2
[ ]
Index 1970=100 Average annual rate
of growth (3)
L I81¢C 1960 1965 1968 1969 1970 1971 1972 1960-72
* 311/2/3 Pood *)

products,beverages 66 73 82 91 100 98 u.a. 3.80
314 Tobacco 69 70 93 97 100 105 113 4,0}
321 Textiles 43 55 90 110 100 116 103 10.14
322+324 iearing -~
apparel, footwear 36 64 94 108 100 105 wu.a. 9.55 *)
323 Leather and
leather products 44 79 134 118 100 114 120 8.81
331 Wood products 89 77 106 82 100 97 122 0.T2 )
332 Furniturs,

fixtures SO 717 106 82 100 97 122 7.76
341 Paper and J

paper products 36 60 111 104 100 104 119 11.23 .
351/2 Industrial
chemicals and other
chemical products 71 122 118 105 100 104 118 1.61
355 Rubber productsl) 37 87 81 100 159 159 27.0
371/2 Iron & steel,
non~ferrous metals 17 50 119 123 100 134 103 - 19.17
381 letal products_23 93 192 148 100 115 95 14,60

g *) 1960-11
Sources UN. Orowth of lorld Industry, 1973, Vol.I, .

18, Intersectoral linkage effects contributed markedly to the
structural change in the industrial sector. Thus, duo to a
. oonstruction boom, the production of materials like oement and asbestos
expanded repidly. Tho expansion of other sub-groups was linked up with the
vigorous agricultural development policies pursued during the past mid-sixties;
the oxpansion of ohemical industries, machinery and transport equipment manufacturin-
etc., arose to large oxtent from demands for various industrial inputs of the
acricultural sector,




19, However, notwithstanding these efforts, it
should be noted that Sri Lanka's industry still

depends heavily on imported raw materials, Thus, during 1973,
two-thirds by value of industrial raw materials were imported,
It should be noted that, with few exceptions, industries -
inocluding for example some food processing industries - re-
quiring larger portions of raw material imports have expsrienced
slowar growth during the last few years,

2. 1In 1974, the industrial sector employed some
408,000 persons, or about 11 % of the total

employed labour force. Of this number, about 125,000 were
exployed in private sector factory processing industries such
as $ea, rubber and ooconut procsssing which account for a major
portion of the value-added in the sector, The private sector
also ircludes small-scale factories or units such as textile
weaving units, potteries, carpentries, and makers of coir
products, Estimates of the number of such units vary from
25,000 to 100.000. The 26 public seotor corporations - contributing
23 € of the value-added and 6 % of the employment in mamufacturing -
produce a broad range of commcdities, suoh as sugar, cotton textiles,
leather produots, paper, plywood, ceranmios, cement, fertilizers,
minerel sands, steel and hardware products.

21, The geographical distribution of industries is very
uneven; about 90 % of the manufacturing output is
ooncentrated in the Colombo area, where the high market potential
fogether with transportation and other urban infrastructural
anenities naturally constituted a big gravitational pull for the
establishment of small-scale and medium-scale industries,




As of 1972, nearly 70 7 of al} approved private industrial projecta

but only about 35 /5 of public sector indusirial projocts operate in the
Colombo area. Thus, the regional dispersal of industiry (a.part' from very
small, or cottago~type of industrial units) ocourred 'mainly through the
public sector industriml oorporations established in the last two decades.
Due to absence of objective criteria for industrial location and planning
and hampered by the lack of sdequate infomtjp_r%; _.abm;f raw material and
mineral resource irventories during the early stazes of public sector
development, location decisions vere often not optimal ones, Granting that
8ri Lanka's public industrial corporetions are an offeotive vghiclo for
regional dispersal, it is clear that in order to derive the full benefits
of these projects, the stipulation of objeotive economic oriteria for N
sheir developnent is essential.
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(b) Capacity utilizatinn

22,

As nnted earlicr one of the‘major problems for Sri Lanka's
industr: is the lou canacitr utilization. This pronlem in soma
cases reflaects inaporopriate invertments in the nast; it iy alco the result
of limited availability of forcirm exchanre neaded for imports of raw
materials and cpare parts, althourh the raw materials situation in 19,5

appears to have imnroved over the previous year, Since oublic scotor

% enterprices gonerally have recceived preferential treatment in the |
: allocation of Corwizn exchan~e, their low rate of capacity utilization

seems to be dus at )east partly to bottlenecks in the supply of locally
produced raw materiels,

23 . The averace rate of return from the investment in the public
sactor corporations, at the time of the preparation of the
1972-76 Plan, was 6 ¢, In the Plan it was envisaged that this return would
rise to at least 15 ;) by 1976, while at the same time noting that "this
target by itself is a modest one and should by no means be interpreted

as the ontimum return that is eveniually expected from the public sector”,
The Plan foresaw an increase in the output from the nublic sector b

100 5 from 1970 to 1976; about 75 ‘5 thereof to be realized from utilizaticn
of pla.nf and machirery already installed at the begimning of the period.
Indeed, it wac oxpected that all industries in the public sec*or in

e operation 1971 (except steel ard hardware) would have to work at full
attainable capacity if they were to meet the anticinated demard in 1974,

g (In the c.cae of steel, a 70 7% capacit; utilization would satisf’ the
demand, ) Thus, by 1976, demand would no lorger be a constraint hinderins
the efficient operation of industries in the public sector, -é-/ Also in
respect of the private sector, it is envisaped ir the 1972-76 Develonent
Plan, that a substantial part of the additional output will be obtained
throuzh fuller utilization of existing capacity,

84. According to a lorld Bank roport, issued early 1972, the
following industries were amongs those operating at less than
50 % of their canacitr in 1970: calt, rice milling, supar refininz, fich

T

canning, cotton rpinninr, vehicle tyres and tubes, certain industrinl

j_/ A recent Vorld Pank ranort noted that the most serious cases of unler-
utilized capacily scemed to be the conscauence of faulty nlanning -
ni=judenents ps to the oire of the marizet or of the availability of
rav naterials, The outitarding cages wvere the steal and curar corpormtiodg: .
In tho case of the former the capacit utilization was around Iw=3t S
in 1979, cavicn ol te rlee to G55=T0 by 1')',71'3, vhile ti:c.c;'.:.»m.'.'lt' ..
utili-ation 1o oo woer =3 vas wedsre 20 5 dn 1070, soquivie s a S1ves
Fold cuonrvicr in oar ceanine 17 the Tull plant utiliation by 1274,

; were to Lo ronlirod oo olvioaged in the lan,
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ohenicals, rollel stacl and wire dravinz, lans of these fall in ‘he
publio sector, Indead, of 37 items produced in plarts in operation in
the public sactor in 1970/71 about vhich data were nrovided in the
annual revort of the Linistirr of Industries on the corporations, 17 wers
operating at less than 50 ¢ of capacity.

83. It may be assumed that the overall situation is not nmush
changed during the last few :rears since thre outnut of ihe
manufacturing sector has remained larzely static during thesa -reaers,
Indead, a recent /orld 3Bank report irdicates that vwoth tac nrivate
ard ouslic sector industriss are characterized at nreser.t oy a largs
desree of excess capacit;. It has alss been noted tret althoaugh var-
many irdustries are workinr at varr low cenacit levels, tre avar:va
rate of capacit:r utilizatior in tha triratn sector increased to 2:0us
55 % in 1375, partly as a result of a policy of substituting locallr
produced for imported raw materials,
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(¢) Cost structure in manufacturing

! 26, The limited nature of the available statistics do
not permit a proper analysis of the cost struoture
of the various manufacturing sub-sectors. However, a rough
indication as to the productivity in various sub-sectors of
tshe industry oan be deducted from the following table:

Value adlad over narior er~-ed in :ranufosturine, ber

gelactod industir- sub=zactors (in surrant =»icas)

Tunber of Value alded  Value =list
persons erzazed (1CCO runess) (rupees) ner
' aarson 810!

1383 1970 1368 1770 1908 1373

ICIS
Ti1/2_ Faod nraducts 0,880 12,315 8,000 79,500 4,M12 5,173
101,2 Tortilae, svearin: an-erel 23, 15,572 10,000 132,000 4,35 7, ' 73
32/ f.gi:,:;r products, 3,417 3,403 22,000 24,000 6,437 7,732
"3.3.175 lood nroiucts, furniture
% Fixtures 1,310 2,695 12,000 17,2720 9,160 6,3C7
3.’_175 Panar < products, nrinting
and nudlishin-~ A,357 4,499 28,000 31,000 K,426 6,577
151 Indusirial ahenicals CBd 1,079 1,000 3,000 1,375 U000
155 kurher »raduscts 3,181 3,560 27,000 Al goud Taot 10,07
¥ 371/2  1Iron and stecl, ron-
i ferous: rotals 2,262 1,33 2,000 11,200 3,N6 8,'!".'."
¢ 31 Yatal nrodushs 6,107 6,33 37,700 10,000 0,07 0 Ay
¥ RUE JACHANTIY T NG oG, T,C00  T4aa18 33,000 47,0 4,20 R
L 333 Slectrical riacainer- 2,239 2,360 21,00 31, G0 6,130 17 10
f 182 Pransport cauinment 2253 0 2,305 12,000 22,000 3,500 1302 ]

SourceiUN,Growth of the lorid Industry, 1973, Vol, I
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27. The heavy import~dependence of the industrial
structure (see para. 29 below] has, no doubt,
been & major cause for the high costs of industrial production,
uiling out of under-utilized capacity to the extent it has Jdeen
consesqueniial to the rationing of foreign exchangs for raw
material and spare parts imports,

(¢) Poreign exohange shortage

28. Foreign exohange shortages have seriously
hampered production, investment and the develop-

sent of exports for many years. A recent World Bank report notes
that, with the exception of some improvement in foodstuff self- )
sufficiency, import substitution has made only modest headway.
As a result dependence on imports for capital formation and
industrial raw materials has remained large in recent years,
oontinuing the pattern of the previous decade. In the last
thres yoars, this problem has been seversly aggravated by very
sharp rises in price of major import items such as basic food-
stuffs, fuel and fertilizers, With little growth in volume, the
limited price increases that have taken place in Sri Lanka's
treditional export crope have failed to compensate for the inorease
since 1972 in import prioces,

1/ In a recently published sconomic survey for 1975, it was
noted that an increase in food imports produced a trade
deficit in the first half of 1975, little short of that for
the whole of 1974, itsclf almost 10 times that ior 1973. These
large payments defioits have led to greatly inoreaced net
exterral debt and concern at the potontial burden of debt
servicing, decpite a growing tendency for consortium countries
to provide grant aid,. [Far Zastern Economic Reviow, May 1975
(extract of long Kong and Shanghai Banking Corp.'s Inter-
national Survey 1975)]




29. The economy's heavy dependence on imports for producticn 9-/
and capital formation is only partly reflected by the fact

that the import content of gross capital formation and supply of
irternediate goods is 20 % and 35 % respeotively, The significance
of imports to investments and producticn in certain industries, whioh
supply others in turn, and which have much higher import ratios than
the average, is particularly great. Bottlenacks in imported irnputs for
these industries would have repercussicns in other industries with
less direct dependenoce on imports,

§/ Figures for the period 1965-70 in respect of raw materials
indiocate that significant development took place by wvay of
reduotion of the import content in several industrial branches:

Jrapde in frort ~arda t Af voe -ndgnian
- - - -

for =alaatsl dviustorizz, 1357470

104" 1370

lozal for2ier Toca’  foraion

700l nrolucte —- preserved and
‘Jcarned. fruit, vesetables, meat,
Tich 23 1
Spimning, weaving, finishin g

of sextiles ; 35 <
imitted labrics, made up

raraerts etc, : Z4 '
Pootwear & leather products : 04 %
Voel I vood rroducts 59 15,
Farar ard naper productis 3 70 %
Tutler products . 74 <
Caranics '« 36 ¢
Carant, cenent nrod., ircl. .
zctistos profucts 33
Palricatad metal oroducts other
then rachiner: and egquinnent

- .

O U PO R NI ST ¥

[ eV OA
[V YO VR NN R

TS0 My
(1967) (1267)

Iacainer- (eicept electrical)
znd $rarsport erquinment 37 & 53 7%
Jlestrical machinery, apnaratus, 21 1
aorliances :

Couvens Dro NoD, Karunaratne, 'Techno Eccromic Survey of Industrial
"'" Potential in Sri Lanka', 1973
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Faturel resources and material supplies to industry

30. It has been noted sarlier that shortages of imported
materials, stemming from balanoe of payments diffioculties,

have been considsred a mejor cause of low oapacity utilization and
high oosts in sevsral industriss, The long-tsma growth of ths
oountry's industry would seem likely to be seversly constrained
unless looal matsrials can to large extent than hithertoo be
substituted for imports, Furthermore, the Government is ocommitted
%o strengthening ths linkages between the primary and secondary
sectors, not only as a measure tc stimulate economic growth but
also to diffuse the bsnefits more widely in the rural areas,

31. It has also been pointed out elsswhere in this paper
that the import oontsnt of the raw materials used in
Sri Lanka's manufacturing sector is very oonsidsrable. The 1972-76
Development Plan conoludes, that the severe foreign sxchange
diffioulties maks it imperative that priority be given to reducing
the foreign contsnt of industrial rawv materials.

32. In the brief analysis of individual produot groups
we have mainly drewn upon Dr. XKarunaratne's study
and recent World Bank reports. They show that ample scops for

increasing the domestio content of Sri Lankan industrial inputs
exists in severul fields,

33. There is, however, one strategic issue which may

first be reaised in this oonnexion. This is ths question
of how muoch diversification of Sri Lanka's primary production to
oot the wide-ranging needs of industry is desireable, taking
socount of limited capital and skill resources. The development of
Sri Lanka's agriculture may have been unduly dominated by the three
export products - tea, rubber and coconut.- in the past. It oan be
expscted that a move towards such a much mors diversified




agricultural production will be made foroefully although
gradually, aiming at self-suffioiency in basic food production
and as far as possible in agricultural inputs for the loocal
industry [bearing in mind that Sri Lanka may have tho soil
characteristios, land area and olimatio conditions capable

of producing most of the industrial orops needed by Sri

larkan manufacturers]. Such diversification attempted too
quiokly, might however result in a diffusion of scarce
complementary resources so that the end result would be higher
oost, inferior quality inputs and greater instability of
supplies, than occasioned by the present reliance on irports.

g
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(1) Cooonmut products

34. This seotor oomprises ancillary cocomut-based
industrial aotivity and is providing employment

%0 a widely dispersed rural populace in the coconut growing
regions, The traditional export-orientation of the sector is,
in so far as coir fibre and yarn produots are ooncerned,
facing declining prospeots due to emergence of competitive
natural and synthotic fibres. Although the sector has ample
socope for modernization, such as using new technigmes in retting,
the less encoureging export trends seem to have preoluded their
asdoption, Dr, Karunaratne's study irdiocates the need for
exploration ofs

AL S T T Ay W"‘ -. 3.
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possible produotion of bristle fibre (mattress
fidbre) for export markets;

up-grading and diversifiocation of coir yarn
products for both domestio and export markets;
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= establishment of factories for coir carpets, mats,
' cordage, bags and rope, for coir dust briquettes and
for coir pith board; and

= utilization of cooomut shell oharcoal as filler for
plastio products and possible substitute for BANSANSSS
* oxide in dry cell batteries,

35. The 1972-76 Development Plan stated that the expansion
of industries based on ooconut fibre would be a part of
the programme for the small-scale sector. The Divisional Development
Oouncils were to be oalled upon to play a leading role in developing
the potential in the ocoonut-based industries,

36. The Karunaratne study further notes that there exists on
the other hand, a substantial export demand for dessicated

cooomut for oontoctviomry and oopra for animal feed, and suggests
that the seotor needs modernization and improved teohniques for the
preparation of dessicated coconut and distillation of oil for export
(see also pare. 47 below re. coconut cil]. In addition to expanding
the treditional exports in this sector, the study points at prospects
for new manufacturirg such as

= production of glyocerine and fatty acids 2/ for exports;
= produciion of coconut cream for local and export markets;
- gramlated oooomut humfnotm for export; and

- mamfacture of ococonut-based provender and cattle feed.

3T. In the 1972-76 Plan research and development programmes
are envisaged, inter-alis, in respeot of industrial carbon
R v and chemical from cooonut shell.

Research on this is carried out by CISIR in collaboration
with the Coconut Processing Board

g : - [P, . D
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(11) Sugar produotion

38. Between 1966 and 1973, annual per capita consumntior of
refined surar was about 20 ke, equivalent to a total of
27¢,000 tons/yr. During this period domestic production of rafined
suzar was negligible (not exceeding 10,000 ton/yr.), and imports
rarged from 200,000 to 300,000 tons, accounting for arourd 10 % of
the totel import bill. Following severs shortage of foreisn erchan-e
and high prices in 1974, imports were drastioally reduced to about
42,000 tons,
-~
39. The Sri Lanka Suzer Corvoration (SLSC) is constituting a
centralized planning and execution unit for all aspeots
of the country's sucar production and processing., Organized suzar develsvrert
cormenced in the late 1950's with the establishment of two surar factories
(ln'l asgooiatad plantatiorns) - at Hinpurana and Kantalai - with a combined
capaoity of 38,000 tons of susar, However, due to various problens rarsing
from lov oane yields and low sugar content to faotory breaxdoirn, the
oorbined outnut did not in any of the years 1960-72 exceed 10,000 tors,
or about 25 :’ of cap.a.oit.v. The SLSC urdertook an exiensive programne for
imnroverent of oane cultivation and factor- marargement resulting in an
increase in the oombined production from both plants from 12,000 tone in
1973, to 19,000 tons in 197/ or to about 50 < of oapacit;.,

40. The prodlem of spare parts has been particularly difficult
and both factories have found it necessar: to establish rather

large workshops to manufacture many of the required replacenant paria,
Hovever, in the case of Kantalai, even thouzh the woritshop has been in
operation for several years, come ossential pleces of ecquipment ara gtill .
lacking [aocording to a recent Vorld 3ank Jeport]. 'ith limited aiditions
it would be possible to improve ‘imely availability of snmars narts ard ‘hus z2a3-
the faciory in oneration, At present, harvestir~ continues durines sericd. »f
factory breckdowns, necessitating prolonsed stockin~ of cane with

oonsequent reduotions in sumar content,
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4l. The Asian Development Bank is currontly assicting in
imoroveinerts at tho Hincurana nroject, vhile aa I.D.A,

oredit has been obtained in Docember 1975, for the Kantalai nchera.

42, ‘hile for the immediate future emphazis is beins piven
to botter utilization of partially devoleoped cane land and
of exiatir.z faciory cavacity, the lonz-term potantial for further
sxpansion into new areas for suzar production in the dr; zone
(in tae north end east of the island) with irrization, may be subject
to furthar investizations,

43¢ Dr. Farunaratne in hias study indicated that there are also

good crosnects for the establishment of cooorut ard ®xitul
Jazzery; manufaciurinz uniis,
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(1i1) Cther nrocessed food nreducts

44. A nunber of possibilitics for expanded industrial

activity in rospect of various processed food products
wore indicated in the Karunaratnc stud. such as the establ ishment
of units for canned and nreserved fruits (pineapples, nassion fruit
and manzo) and vezotables nainly for exnorts. The 1972-76 Plan
foresaw the establishment of cannin: plants on a regional basis under
the Divisional Develonmont Council Programme, Sush a deve lonnent may
necessitate a strensthening of the facilities for quality +tosting as
vell as the initiation of specific appliei ressarch pm jects,

45. The 1972-76 Plan foresav a dovubline of 4the 1271 lavel of
production of cashe:: reruirirg expansion of existing as
well as establishnent of new processing contres,

(iv)  Vegetable oils and fets

46. Coconut oil, beins the dominant produot in this sector,
is produced by tio large~-scale publio sector coroorations
and b - about 40 smllﬁex" private oil mills, The o0il vroduction in tre
large-scale factories is carried out by the modern sclvent process,
while the other producers use the less efficient mechanical erpulsion
process. According to the Karuraraine study there are many onportunities
for the adoption of suitable technologies and the upgradinz of oroduction,

47. Also, according to Dr, Karunaratne, there oxist scveral
other oil bearing indigenous raw materials that could be
commarcially oxploited for domestio and export markets such as rioe
bran oil, ginzelly oil, groundnut oil,

48. The 1972-76 Development Plan indicated plannod recearch on
a new prooccs for o0il and protein extraction frora the coconrut
kernel. CISIR is active on this as part of a resoarch prosrame to find




usec for vegetable oils currently in use and application for
oils not hitherto used.,

(v) Naturel silk production

49. Innoting that there is a firm e:port market for raturel
silk, the 1972-76 Development Plan iniicatei a major
expansion both for produotion and multiplication of milberr; ard
silk worn, and for research ani e:iension work in sericulture,

(vi) Cotton production

50 . The 1972-76 Developnent Plan noted tha in
situation where ootton has to be imporied tre foreigr
exorange benefits of the tertile indusir; ware neslicivie, The
procuction of cotton constituted eccoriin~l:: en irmoriarnt nart

244000 aores vore foresesn in the 1972-76 Develodment Plar with a
production by 1976, of 13,000 tons of cottor. 0/ The Plan zles
noted that the irportant by-rroducts cotton sesd zrd _ints-s weull
be rut to further industrial use. The excaas capacity in coconu: oi:

mills would be used to extract ootton seed oil,

3

10/ This would correspond to abous 26 of Ahe snticinated.
denand by that year, _ _
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Leathorend leather prolucts

51.. Sri Lanka has, according to the Kerunaratne studiy,
adequate resources to meet the entire local damand
for rav hides il better flayirT ard recovrer.: techriques are or-eniial,
The tsctor could expand the canacit: to import susstitute in crcne
leatlrsr and back-tanned leather (ir Ceyl8n Leather Proiucts Cor-.)

Dr., Yarunaratne furthcr identilied the forlloving sossihilitiest

The footvear industr; could ts expande? to meet ~roviag

internal demend as vsll as gcod export procihecte;

Leathor products manufacturirg units could ve
established on a rezional basis to mee: local denand

for products like purses, oelts, nardbags, sirarc aic.y

Leather cloth and fzsrion wear prduction for e:nort

(perhaps as join% vanture wi:h foreiem collaboratior)y

Production of snort roods for exports,

(viii) Eubber products

58 Zxports of natural rubber zccount for a larze rortion

of Sri Lanka's tota)l e.port trade. The local iniusiriaz
oconsume only about 2 ¢, of the valua of Sotal rubbar proiuciion in tuz
oourtry, Intensified investigations, mainly ir the form of marict
rescarch and product development and design, migih fostar an errariion
of the local rubber roods prodiucir: industr-, The Xaruraratne siud-
fdertified following potential rmubber moode industrises

amifacturing of rubber footwasar for the dornestic

market

Rubberi:ed coir orodustion for upholsiery and matrecsaz

for domestic and export market

Rubber toys
Rubbar comnonents for the automobile industr:
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53. Tr. Kerunaraine also noted that atternts at ex ort of rubber
trres, by the public saector, Ceylon Tyre Corporation, had
met with good response and that there mirht be ccope for establiching
another project exolusively for export.

g

(ix) Wood products

e R

54 Isarly 40 % of Sri Lanka's land surface is covered b - forest,
from waichaiout 10 million cubic feet of timber are extracted
annually, A further 2 million cubic fest of timber is imported,

Epee

Dr. Karunaratne in his study notes y ‘that, althoush Sri Lanka's wood -

resourzes are catable of yielding the entire requirenents of demand, due

to ine’ficient ard tasterul processing,many wood-oased industries operate well e~

low cenacities es the: are gettin inadequate supplies of timber. Provided

the methods of timber extraction are modernized and made nore effective,

in order to eliminate in particular present considerable vasts, there

saem to ba ;;oodpmspect's for secondary wood procassings induatriea; such ) J
as

= expansion of taa-chest manufacture (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 according to the 1972-76 Plar}

« chip board and particle board manufacture for domestio market

mainly (emall furniture makers etc,);
= venser manufacture for export (as well as domestic use);
. - manufacture of railvay anlbus-bodies (domestic);

= manufaoture of knock-down furniture for export (incl. carved
furniture);
= manufacture of wooden textile acceesories (ehuttles, bobbins etc,)

for domestic usoj

- pm.iuction of wooden pé.ckar:ing materials (othor than tca chests );
-~ manufacture of matchsticks to meet expanding local demand;

- manufacturo of forcst products like tannin (of wattla) for the

Il 7 Retarenc: io mado to the Hunting Survey Corp. (Canada) areal surver 176,
accordins to which Sri lanka han (,533 nillion eubie “ont of morchontable
tirber; sufficient for an annual yicld of YW million cunic fret,
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leather industry, eucalyptus oil, oil recine, gums ete, l?_/

Xidb s i
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Paper pulp

55. The 1972-76 Tavelooment Plan envisagnd a nrocranne for
the development of kenaf, its fibre beins a Jood sun=

o N PR W

stitute for jute in the manufacture of sunny ba-s. The potertial

use of ksnaf for lonz fibre naper pulp‘[as substituts for conifers
and bamboo] would also e axplored, De?elopment afforts would aleo
be made in respact of the nocsible use of gsunhazy for hien r.z;alit:.'
paner pulp. Other potential =aterials inclule rudbber wood 33 ari
bamsse, Specific applied research proTrammes were o ba initiated

for the development of these fibras for vaper maxing,

56. At present the marufacturs nf sevaral gracas of napar
ucing rics (radd:r) strew is carried out b+ the Taztarn
Pacer Mille Corporation. Th2 Corarition has 933: irtams: ir-
Jts ex~orimansal activities 1o break inka rew iriirersus fibrous
rov matarials and has been suscessful in resniact of saveral wood
" varieties, llew spacies of trees for pulp and pansr ars sucecess™lly
beins cultivated on a larsa ssale, Tvo nulm and »aner nille ars
operating, producin: about 2C,CCO tons [rapreserting aboui 1% 75
of *he countr;'s total demand] and a third is planned in 4%e Yorthe
Ceniral Province with a capacitv of 91.00C tcns/;-'ear. It m2:r alzo be

&

mentioned that Dr, Karuraratr2 in his stuiy notei that a rewnrirt
mill based on eucalyptus with a rated capacity of 30,000 tons/-r
had been identified as a feasible potential project.

Research on this is oarried out b CISIR
Research on this is coir- on at CISIR, Fupthermora, it ra ba notad
that a largoe potontial exnort martot would seam to e:ict “or priv.an

wood chint as rav matarial for parer puln,
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(xi) ineral recources and products

57. Sri Lerka possescet iron oredinosits which so far hava
haen exploited only to limited extent. Develonment is now
under way (through bilateral aid) on basis of backward integration to
rav materials processing,

58. Important deposits of titaniferous heavy mineral beach sands
are being exploited; ilmenits concentrate is producel and
exported while the Covernment is seeking wars and means to ircrsase ihe
addad velue and export potertial of titaniun products, to %e producsl
fron this rav material., Since 1370 UNIDO hae been assisting tha Government
in the elavoratior of technclogical alternatives for the utilicatiorn of
{lmenitic concentrates; industrial scale electrosmelting tests at a plant
in USSR are presently being urndertaken,

59. Of groatest sigmificarce ara the graphite depoeits found over
a wide area in the couth-western part of tre island. Already in 1968, i+
was notel in the Government publication *'Ceylon Investment Cuids',that the countr-.
wvas the world's leading grevhite producer, with practically the entire outnui
of arouri 10,00C tons taing sxporied as orude graphite (plumobago) "while
little 35 “ar had been dore 4o exploit thie valuable natural azs2t for local
marufacture,” w/

60. Salt ie produced by solar evaporation and further larro-rcale
developnent programmos are being co~ordinated with the development
of salt-based cherical industries,

61, CISIR ras been carr’inz out development work on the »raparatisn of

triple super phosphate from rock phosphate,

€3 CISIR is alto coniucting a prorsramme on the analysis and
evaluation of local rav materials (such as mioa) for uce in

the indirenous electronics andi allied industries,

E/ Dr. Karuraratre notes that the possibilities for devolnping local
industries, uring rraphite, like crucibles, carbon rods atc., chould
ba invactiated,




63, Other raw matarials of importance as local industry

inputs are various clays, kaolin, quartz, felspar ani
silica sands, Thus, the Xarunaratne study indicates import substitution
prosneots with reepoet to the manufacture of sheet glass and unien
further that the Sri Lankan cereomics industry has reached a standard
that pernits prospeztins for export markets for ceramic ware spscializing
in oriental motifs and desimm, Other potential products include sanitar-
vare, wall tiles, decorative glass, salt pglased sewer pipes and oeranic
insulators, '

64. The structural clay nroducts soctor covers, in addition to -
the public sector Natioral Srall Industries Corporation's
five modern brick and tile factories, over 2000 small-scale brick and
tile kilns in the rural arsas which are providing imnortant
supplenentary” incones in the arricultural off season. The Karunarains

studs inlicates potentisl new products involving:

= the devising of now teohniques of manufacturing proiucts
like clay roofinz and re-inforced clay tilas 1/ in order
to comneta with asbestos (which is based on imported
materials);

- manufacturing of rdmctories and fire clay bricks for use
in industrial kilns.

65. The Karunaratne study also indicates some further new

poosibilities among cement productss

- oement and concrete pipss to raplace cast iron sewer and
drainaze pipes;

- telephone andtalegraphic poles [might also be made of wood]
and re-inforced railway slesners;

« prefabricated building blocks.

n,’ Resoarch is being carried out by the State Inzincerins Cornoration
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III. The institutional infrastructure for irdustrv

66, Sri Lanka has a rather well develoved industrial institutioral .
machinery nroviding a wide range of services in suopport of the ocountr:'s
industrialization efforts, It has proved to ba relatively flexible in
adjusting iteelf to the changes in industirial strategy and polic; emprasie
which have occurred during the last two decadss.

67. The planning and policy making functions rest primarily with
the Ministry of Pla.nninri,/md Scoromic Affairs ard the linistr:

of Industrias ani Scientific Affairsy Inter-ministarial comrmittces hare
been set up for the consideration of new inveztmerts; industrial projects
involving ro foreim particination are thur escratinized by the Local
Investimont Advisory Committce (LIAC) [mainly on thke basis of their foreim
exchange earning potential, contribution to tae rural sactor, derres of
deperdence on inported raw materials and uce of locally nanufastured rachinery
and inputz] while projectz with foreism capital pariicipa%ion ar: exanirai
by the Forzizn Investment Advisory Comnittes. Before beins consiiered by ihe
respective inter-ninisterial commitiees [industrial] projact pronocals ars
soreened bs the linistry of Industries and Scientific Affairs. As noted
later in tho paper - in para., 97 - the intention has recently been arrourced

by the Governmant to set up a Central Foreigr Investmert Authorii:,

68. The 1972-76 Developrant Plan notedc that "ths absencs of
detailed programmes for the rain industrial sud-cactors cc-siz*ans

with the needs and resources of the ecoromy Lhas been & major dravzc: in

the field of industrial development," resulting for instance in surnluc ¢ macsis

in certair areas while 1n others urder-invesiment was pravailing, or in ca»oi~ea.
intensive investments where conditions vsre ideal for small-scals dovelopnens,
One of the main objectives of the Plan baing to ramedy thress shortinorin-z,

it was propvosed that sectoral Boards should ta established for the mecre
imnortant sroups of industries., These Boands would, on the vasis of detailed

demard ard resource studies, determine broadly the invastment prosrarae,

lé/ A seprrate Ministry of Plan Imnlementaticn waz establishaed in 1973,
Sinse 1767, a mubar of Pro~rar-ine anl Tlamnin Tivisions bovs Lo
get up in the princiral develorment Uinictrics (inal, to Diadotr o
Industries and C:ientific A7fairs)
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69. The institutional set-up in the context of industrinl
firancirg is dealt with later - in Chapter V (g). The

industrial financing institutions fulfil an important promotional
services function., One speoific example thereof is the close collaboration
between the Ministry of Industries and the Development Finance Corporation
of Ceylon (DFCC), vhen in the context of preliminary discussions on pro jeot
proposals (requirirg DFCC finance), DFCC teohnical staff is being invited
%o contribute with their expertise and experience in projeot appraisal,

70, The Induetrial Development Board, established in 1966, as

& statutory body under the Ministry of Industries, is playing
& vital role in partioular in the support and promotion of emall industries
developuent [see further Chapter V (d) below], Specifioally, it undertakes
feasibility studies for small industrial projeote and provides technical
services to such projeots. The IDB is also” responsible for the deve lopment
of industrial estates; in fact it oommenced its operations in 1966, by
Saking over the Industrial Estate at Ekala which had been set up in 1960
to provide custom-built factories, infrastruoture and service facilities
%0  support small-scale industrial enterprise.

Tls  As part of an export development programme aimed at the

promotion of Sri Lanka's industrisl manufactures and the
diversification of ity export markets, the Ministry of Industries %
Soientifio Affairs has established an Export Promotion and Develcpment
Division under its juriediotion., The main functions of this Division ars
export promotion and export development of industrial manufactures. Overall
co—-ordiration of the oountry's export efforts is maintained by the Export
Promotion Secretariat of Sri Lanka, under the Ministry of Planning and
Eoonomic Affairs,

72. The Management Development and Productivity Centre was to
be further strengthened [in the 1972-76 Plan period] so as .
%0 provide the necessary consultancy servioes and undertake an intonsive
programe of training management oadres in public sector corporations, In
addition (the Plan stated) the sytematio evaluation of the performance of
publio seoctor corporations was to be undertaken on a continuing bLasis
and the institutional framework was to be esteblished for that jpurpose.
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13 Plans were aloo on h:lz'?d for the entablishment of Resrional
Productivity Contres with the objective of enhancing
the dispersal of industrial activities outside of the Colombo area.

74,  The Fational Science Council, establiched in 1968,
co-ordinates and promotes research activities in Sri Lanka,

7%  The multi-disoiplinary Ceylon Institute of Scientific and
Industrial Research (CISIR) was established in 1955 to further
the country's industrialication efforts throuch applied research and
technology development and adaptation. Its attention has been concentrated
on research intec indigenous materials utilization although consideraole
work on, for instance, the develonment of approoriate technologies has
also taien place,

76,  The 1972~76 Development Plan oalled for the establishment of
an Institution for Engineering Research and Development
(see para, 91 below] to examine the types of machines which can be made
locally a.nd to design prototyves for their manufacture, continuing the
research work already done [i.a. by CISIR] on the develonment of various
machines such as pumps, presses and kilns,

77. Yote should also be made of the various agrioultural
research bodies, whose work in developing suitable raw raterials
is of greatest importance for the agro-based processins industries, These
bodies include the Central Asricultural Reseerch Institute, the Rutber
Research Institute, the Tea Research Institute and the Coconut Rescarch
Institute,

78. The Sri Lanka Bureau of Standards prepares standards for

menufactured products. Acoording to the Country Prozramma

1972=76 Background Papor, the facilitios for testing of produots and
inspection of quality arc not adequate,

& Country Programme 1372-76 Backzround Paper
(
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. A detailed analysis of Eri Lenka's inductrial institutional
machinery is planned to be made in the context of the UITILD

study projeot RC3-4, "Development of an institutional infrastructure
for industry", its primary aim beinz to onquire as to the prosress
. which couniries have made in developing and strensthening institutioral
strucutres and operations vwhich are adecuate to assist in imnlenmentirz
the targets and goals of the Lima Teclaration on Indusirial Development
and Co-operation.

-~
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Iv. Inlustrial daveloonent policy objectives and straters |

80. The choice of a strategy in the resent contex: of the Sri
Lanke ecoiromy is [according to the 1972-76 Development Plan] governed b:-
two tasio considerations. Firstly, there is the nsed to take into account
the long-tarm trends in population zsrowth (presently growinT at close to
2 ¢; annually) and the requircments callei for to secura an irproved standerd
of living. Secondly, the inmediate and pressing problems of the econcay
such as ursmployment at various levels, and the balance of vayments, derard

urgent attention,

81, In the past, as noted earlier, the iniustrial doveiopment
strategy was for a long period geared tovards imnort substitution, in some
caces withou® much attention to economic efficiency ani corparative zivanta-a,
These industries terded to be capital irtensive and wera basad on %he use
of irported raw materials and foreism technology. The outward lookins davelon=
ment strateys now called for will require sore re-orientation of the production
structure towards fuller consistencr with factor endoiments of the countr-.
The pattern of output, inputs and technology used should take full aivantare
of the abundant supply of educated labour, and of the various raw ma:erial
reczource of the country. International competition could, ro doubt, oring

about improvements in the quality of products, as may be reguirei.

82, A necessar; condition for long-term growth is a significant
investment prograrme for infresiructural development, such as in the
electrification ard transport sectors, for major irrigatior and other arri-
cultural production development projects, as well as for certain t:pes o7
basic industries, such as iron and steel, machine tools, chemicals, cerent etc.
But emphasis only on the lonj-term aspects of growth can, as vointed out in
the 1972-76 Plan, lead to imbalances ani dislocations. A possible point of
oonflict between long=term ani short-term policies arises vith regari to the
problems of employment., @‘ A balance has to be struck between the denanids of
long-term growth and the demands consequent to the present serious eaploynert
prob.em. A resouroe allocation, as the one attempted in the 1)72-76 Plan,
aimel at achicving such a balance, would give hiph priorit: to raisiz~ tha

19. In particular, the provision of 'ersloyment opportunities' in tha imrodiats
future may confliet with the lons~term reed to develop "basic ani reavy"
industiries, These induatries ds not provide ruch emplo:ment dirextly;
instead, they generate productive capacity which lexaig in the lenr rmun, to
a faser rate of growth of both output and crployment in th2 ecouory as
a vhole,
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soolial ari economic conditions of the vast mass of the population

by the crantion of amployment opportunities peared to inoreasaed production,

In doing this it is surely recognirzed that the location of industriec recuires

oareful planning ani consideration resarlless of persuasive social and
political factors which may be present,

83. With rezard to the balance of paymante, the over-all strategy
would be the estublisherant of an increasingly self-reliant base for future
grovth, Indeed, if full employment and equilibrium in the balance of
payeerits are to e achieved on a sustained basis, industrv will have to
play a leadins role in the strategy as the most active growth agent
introducing neus techrologies and skills into the economy ac a whole, thareby
inoreasing the country's potential for independent development,

84. The 1972-76 Tevelopment Plan as far ae the industrial sector
is conoerned has been desizined on basis of the followins considerationas

= the rneed {0 create employment opportunities;

- the nsod to expand the production of essential commodities
for nass oonsunption to meet the increase in demard conseguent
to the planned rise in incomes of the low income groups;

= the need to establish the basic industries oapable of providing
. the inputs for other industries. This will establish the inter-

industrial links and the linkage between industry and other
seotors of the econony which is neoessary for sustained industrial
grovth;

= the need to bring industry to the rural areas and thereby to
supplenent rural incomes by giving employment and providing a
denand for raw materials originating in the rural éeotor;

« the need to minimiee the foreisn exchange commitment for investment
and rew materialsy

= tha need to gear industrial growth to the export market,
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Y. Egncx measures and pro-ramming of implementation

85, In recent years the increasing complexity of the
industrialization process has made new demands on policy.

The import subetitution potential in consumer gocds has been largely
exploited and there is a serious fragmentatic uf production,
contributing, inter-alia, to the ourrent eituation of underutilized
capacities (see para. 25 above). The incentives structure has,
however, been ad justed so as tc effeotively ocontribute tc an alleviation
of the severe foreign exchange shortage, by giving enccuragement to
export-oriented manufacturing and by promoting inocreasing use of domestic"
raw materiale and other local inputs to industry, Indeed, the prinoipal
oriteria enployed in granting new approvals of industrial projeots are
ability to export, the use of locally available raw materials and

employmsnt generating.

86. The wide variety of fiscal inducements which have been
offered to industry includet j

(1) tax holidays for projeote acoorded 'pioneering
status' by the Minietry of Industries;

(11) & 5-8 year tax holiday on export profits;

(111) lump-sunm depreciation allowance (50 - 80 % for
machinery) for export enterprises;

(iv) & 40 % development redate on imported plant anmd
maohinery for approved projects;

(v) investment relief for approved projects;

(vi) priority given to exporters of manufactured goods
in the allocoation of foreign exchange for raw material
imports; they would be entitled to a FEEC premium
(see para.117 below] of 65 %, and they oan retain
S % of export sales proceeds in foreign exchange.

87. To complement these efforts, the Govermment has sinoe
. 814-1972 encouraged joint ventures with private foreign enterprise:
in which looal partners (whether publio or private) hold majority ownership
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retain effective conlrol. In exchange, the Government gives ascurances
that full compensation for the investment will bhe made in the evont of
natioralization, and that remittanoes of profits and repatriation of
oapital will be allowed.

88, Recently, new tax proposals have been made aimed at eliminatine
some of the eerlier somewhat too generous treatment, in eddition

to introducing some new aspects. The proposals include a partial abolition of .
the development rebate, reduction of new tax holiday and investment relief
concessions, taxation of profits distributed by tax holiday oompanies and
abolition of lump-~sum deprec ‘ation allowances. Asainst this, additional
tax relief has been pronosed for labour intensive production, A recent World
Bank report notes in this oonnexion thot despite recent revisions the fiscal
incentiva structure remains highly complex and could benefit from a systematic
appraisal of benefits and costs,

(a) FEesource allocation by industr: sub-tectors

8. Emphasis is given to investment in suoh basic irdustries vhioh
can provide inputc for other industries, for expanded agricultural
production and for infrastructural development (e.g. transport, energsr etc.)

90. The severe foreign exchange difficulties make it imperative that
priority be civen to reducins the inport content of required
industrial raw naterials. Howevor, with regard to several of these items, the
investment needed for local production of them is large and of a sire where
the capacity of one production unit could zdequately meet the country's ro-

_ quirements for the next 5-10 years. According to the 1972-76 Plan, thero

basio industries will be in the public sector; the programme includes
investments in chemical and fertilizer industries, petroleum-based industries
and basic metal industries,

91. Farticular attention is alwso given to the development of
the country's engineering industry sector, as no sirzeable
programme of industriali-ation can pet under vway as long as all machines,
sparcs and acoessories continue to be imported [as noted in the 1972-76 Plan],
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;
tihile tha scone for import-substi?ution of the heavy machirery nceded for
the larps-scale sector would bz limitel, the fabrication of mazhines re-
quired for th2 small-scale units, a wide rence of spares and accescgories
and eimple typee of machinery can be e:pected to offer poseibilities for
further exvansion of the emergins Sri lanka cavital roode irilusiries, Thre 1972-76
Plen calls for the establishment of an Institution for Inwineerinsg Tesesrch and
Developmant with the tacks of exaniniry the t:mes of machines which can be nzde
locally ani of designinz prototypes for their manufactura. Furthkernore, the
neu: institution was to sxamine the technical details of nsw projects in the
industrial sector with a vi:u primarily to determining tha vossibilities of
local menufacture of component items in such projects,

92. Corstruction materials constitute major praduction inputs or
requirerents in developning ezononies; Y2 ts 2/3 of the ceanital

investment rejuired in such economies is generally enent on cenent, steel,
aluniniun parts, lunmber and other materials required in the construciior sacior.
Although in the oase of Sri Lanka the buiidins materials are to a larre extert
of local origin, =ome further import-substitution mizht be vossible,in
particular through use of alternative materials., A well co-ordiinated programie
for applied technolozical research -~ and subcequent invectmont — airing at
fullect possible utiliration of locally available materiels, is of greatest
importarce in this field,

93. Also, one of the main drewbaoks of the country's irdustrial orogramres,
before the current 1972-76 Flan, was their neglizible irpact on *re
rural sector, with regard to both employment ard the utilization of res raterizls
originating in that sector. Accordingly, the regeneration of the rural secter
tkrough a programne of agro-based and other small-scale indusiries consiitutas
a najor element in the Plan stratesy [sce under sub-par. (d) below]l.

94. Consumer necessities constitute another major category of gocis ir
respect of vhich an increased produotion micht be foresean to moat
the ¢rowing demand follovinz a wider incore distribution. As thera would b
practically no question of import substitution as such (only increasad ierard),
s8r30ifis attontion must be. 7iven to poccible nerative effects in thae balance
of payronts due to imports of rav mataerials and equipment recascar: for the
ircreasad production. Cn the other hand, the production of thise corswor

nesecsitier is in most cases highly labour intensive and woull thus cerstitiate
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a major factor for the country's employment prosramme, in particular

as the production units often can be located in smaller re;;iona.l
industrial contres. Suci oonsumer necessities would include clothes,
blankets, footwear, proccised foods, matches, cookingz utensils, bicycles
and fuels, These products, vhich should be produced at low prices, would
be aimed at low income groups throushout the country side as well as in
urban areas, Less attention misth be given to increased production of
other consumer products, in respect of which the import content is
significant, for instance production and/or assembly of radios, TV-sets,
refrigerators, air conditioners etc,

(b) Industrial dicversal within the context of a regional

develonnent prorsrarnme

9%« The concentration of industry; in the Colombo arsa with
oonceguential urban conrestion and pollution, is perhaps not
as problam-filled as in many other Asian capitals, However, the groving

rocional inemualitly even in 2 relatively small countr:r a3 Sri Larka, with

& hith desree ol literacy and increased avareness of all the peple, brirss

demands tovarls a redress of rerional imbalances., It is clear that the
problem of re~ional develomuent is a very irportant socio-politiocal and
eoononic oroblen, that needs to be tackled on many fronts., Hitherto,

the major vehicle of indusirial dispercal has been the state corporations;
whils private venturasc wvere largely left to localize in the Colombo ares
as fiscal, tariff and other inducements for industrial ventures were noi
effectively exploited to direct industrial location in desired re~ions

or areas,

96, The country's regional industrial development policy hac to taie
corni:ance of socio-political and welfare dcmands such as fullest
possible employment, and at the same time ensurs that optimal use is made
of the allooation of scarce resources, Paﬁicularly, in the field of
industrial develoyment the decision to looate a new project is as importunt
a8 the decision to invest in it., If industrial development is to be sprond
more evanly throushout the country, it might be essential, that nolos of
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inductrial growth are plamneci to initiate the process of creating
exter_'nal ecoronies, setting off a chain of rrowth throushout each
re;ions Such a growth pole may be croated around a mejor iadusitrial
project whose location may bs determinated by proximity to an important
rav raterial sourcs or it mey be established throuch the tuilding up of
an inductrial estate attracting a variety of small-scale inlustries,
Main factors determinating the later type of growth pole aro of course
the availability of a labour force and an adequate market comprisinz,
often, an agriculturally well developed surrounding area,

(o) Prosramning and policy measures for the private cactor
industr:-

97. Zarlier in this paper it has been noted that due to the country'e
diminishing prospects of primary exports, there vas, in the

1950's, a delibarate attempt to foster, as a new engine of growih, impor-
substitution based industrielization, The first phase thereof, which was
mainly in ths private sector, occured behind tariff bvarriers with virtually
no interrational competition, These industries were often based pri~arily
on finishing consumer imports #r a captive domestic market. In the nid-
sirties, there was a charge in the industrial structure and a rove towaris
manulaciure of canital goods. In order to enable a sustairment of tiis
second phase of industriali:ation, in the face of a deteriorating talance
of paymants situatign, a supplementary strategy of promotion of =2:rort-
oriented industries wvas subsequently develoved. Hitherto, the private
seotor nad been treated larzely, as a residual sector in econonic snd
industrial plamning; private entreprereurs has been given broad indiertiva
guidelines and left to their owm devices. To achieve the targets relatir- %o
invesirant and export earninss set out in the 1972-76 Five-Year-Plan,
however, a rumber of policy neasures were edopted, These were amplified
in the .'hite Faper on private foraign investment issued in June 1972,
Horeover, in the Budget Speech in November 1975, the Hon. llinicter of
Finance irdizated the intention to enact a law minranteeins forei=m N
irvestrant as a lesally binding measur: supplementary to the "statorent of intat ¢
the lhite Paver, Once the foroirm investment law is enacted all the

incentives and other mneasures orovided will bae lomally ruaranteed, At°

-Or\
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the esane tine it was annourced that a Centrat Toreion Investment
Authority vie to be o=t up vhere all applications entailin~ foreimn
capital participation and technical rarticipation would te eva.luat'ed.ﬁ/

93. Tie availability of basic data will be a vital factor ir -
the project evaluation and the setting up of an infornution

(or deta) bank for this vurpose is planned, However, just as important
are the establicrment of quantifiable and empirically testable plannin:
goals, The statistical basec that is available for industrial nrosrammin-
althoush nerrow and deficient, could, it is helieved, bo used at sactor
level to evolve quantifiable guidelines for ratioral allocation of scarce
capitel and foreimm e::chanze recourcss and for the identifioation of -~
thoce sectors that of fer the largest soope for private enterprice, Q-/

(d) Provotion of small-ccale industr develonnent

99« Asnoted earlier, the industrial sector prosress in the

period 196C~-TO was such that the resultings pattem of irdustr:
wan not corduoive to an optimal development of the econony as a whole.
The manufacture of conmodities, with high import oontent, of a non-
easential nature enteiled a continuing commitment on foreim axchanra,
Furthermore, adequate account of the resource situation of the countr-
was often not teken and emnhasis was placed on the expansion of capital=-
intersive indusiries, to the relative neglect of the small-scale sector,
The nrvices_needad for the developnent of small-scale industry sucn as
oredit facilities, _extension servioes in rarketing and technical know
how and the general institutional support necessary for the growth of
a viadle small-scale sector were not pro-rided,

100, 1Inthe 1972-76 Development Plan it is recopgnized that, by
virtue of its high employment potential and relatively low
requirensnts of foreign exchange for maohinery, the small-scale industry
sector is basic to the developrment programme, [An illustration of this

y Country paner on Sri Lanka propared by the Sri Lanka varticipant for the
5th Eazional Seminar on UNIDO Operations, held in New Dolhi, 19-30 Jan,
1976 (UMINO/151D, 136 of 31.12,1975)

_gi Dr. 1 eil Dias Karunaratne ms develoned proposcals in this contoxt in
his 'Tochro-lcononic Survey of Industrial Potential in Ori Larkat,
In3, Colombo, 1973
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The small-industry seotor would be the main ocarrier of the
required expansion of the produotion of essential commodities for
mass oonsumption to meet the inorease in demand consequent to the
planned rise in incomes of the low income groups; it would also bs
the main vehiole to bring industrial activities to the rural areas
and thereby supplement rurel incomes by giving employmernt and by
providing a demand for raw materials - agricultural and others -
origirating in the rural sector, At the same time it may be noted
that while small-scale industry is often partioularly suited io
rarel locations, it has an equally important role to play in the
urban areas, for it has a greater employment generation potential
than large soale industry for a given amount of investment and
serves as a training ground for entrepreneurship,

*-\

101, The inoreased attention on the development of the
small-soale industries seotor has no doubt contributed
to the fact that the share of small ecale industries in total
value-added of manufacturing industry has considerably risen in i
Tecent years - from 6.4 % to 14.2 % between 1970 and 1975. -

102, The heavy reliance on the small-scale seotor durirg the
1972-76 Plan period was to be matched by a oorresponding
offort to oreate the supporting framework of institutions to provide

where neoessary supervised oredit, umgirial skills and teohnical

servioes, It was antioipated that most of the esmall-scale industrial
units would be established under the Divisional Development Council
Prograzme; a soheme having been formulated for the Industrial Developnsnt
Board, the People's Bank and the Department of Co—operatives o assist

in these llllll-lCll..Vlntur.l. The Industrial Development Board, since
1970 the main institution to develop the small-scals industry in Sri
lanka, is thus presently developing a comprehensive hrograum for
(primrily agro-based) industrial developzent in rural areas, wvhich will
pmm large—-soale employment,

103. A UNIDO-adviser is, since October 1975, attached to
IDB to acsist in the preparation of such e progrenne, His




SO A

- 42 -

epecific tasks include assistance in ocarrying out a dotailod

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

repid 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 .

104. It should be noted that the Development Finance Corporation
of Ceylon, in response to the emphasie given by the Government
of the need to develop small-scale industry, has indicated (in late 1974)
its intention to move eradually in that direction, At that moment DFCC
did not have the staff or the expertise to handle small-scale pro jects
which normally require intensive supervision and technical assistance;
hovever, in the next two years it would attempt to acquire the neceesary
staff and start an association with a number of emall-ecale unite,

(e) Export industries development

105. As noted above, one of the major ingrediente im the Government's

1972~76 Development Plan strategy, involving a ehift away from
its early industrial policies, was the strong encouragement of such export-
oriented industriee which were to large extent using local rew materials,
During the late sixtiee, exporting had been unattractive because of an
overvalued exchange rate and difficulties in obtaining tax rebates and
other oonceesions from the Government. In 1972 and 1973, the package of
inoentives was enlarged by providing exporters with & customs rebate, a
oonvertible rupee account v tax holidays and inveetment relief [see

Faximum entitlement of the Convertible Rupes Account was reised
in early 1976 (to 15 %)

N
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pare, 86 above]. Thcse measures were accompanied by a
1iberel licensing scheme allowing exporters to import
$he rew material inputs which they required, Furthermore,

¢ funde for investment relief for export-oriented inveetment
projecte have been earmarked in the 1976 budget, and an
. Export Credit Cuarantee Scheme ie to be introduced shortly,

106. After a very promieing begimning in 1972,
the expansion of export industries has,

however, slowed down. Exports of manufactures, only
Re 57 million in 1971, grew eubstantially during 1972
and 19733 in 1974 they earned Rs 253 million and during
the first half of 1975, Rs 126 million. Betwsen 1972 and
197} some sectors grew very rapidly; the highest rate being
achieved by textiles and garments., Lower but still respeotabdle
, increases were registored by several others, including wood
z and paper. In late 1974, the expaneion diminished, Excluding
g mon-netallio mineral producte, the growth was modest. Allowing
for the repid increase in prices, the real growth was rather
small. Undoubtedly, world receesion has oontributed to the
recent weakening of Sri Lanka'e manufacturers export market.
Sri Lanka's industries have ample surplus capacity to meet
5 an inorease in demand when it materialized, but there is
| the danger that the low level of investzent in the last

fow years ZZ/ hae not permitted some indusiriee to maintain

and sdjuet their capital equipment to enable their product

aix and quality standards to conform with international demand
. requiresents,

B

22/ A recent[June 75] World Bank report noteds “Industrial
investment in general has been inactive; while ofZicial
statistice indicate that investment in plant ard machinery
at current pricos increased by 32 ¢, between 1971 and 1373,
there was probably no growth in real terms becauss of
prioe inorcaces,"

A o S
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H VALUZ OF INDUSTRIAL EYPORTS 1971-74  (Rs million) i
) 1970 1972 1973 1974 1915 '
& -. Jan, - June
‘a Pood, beverages, tobacco 16 20 32 34 2
: Textiles, wearing apparal, '
~ garments 5 7 23 33 14

Graphite 21 35 11 17 6

Itmenite, rutile - - 7 10 6

Cement - - - 13 5

Naptha - - - 81 44

Chemicals and chemical

proeducts 6 9 12 19 9

Wood and paper products,

leather and rubber products 6 7 15 18 9

Ceramics - - 2 8 5

d3tal products - 9. 4 2 -

Base metal industries,

machinery - 2 6 7 3

El, machinery, appliances - - - ] 1

Optical inctruments,

plastic goods etc, .- - 2 3 1

Total X & 117 28 15
Sgurces Minisiry of Industries and Scientific Affairs

107, Sri Lanka is  concentrating its export efforts nainly on four zrouns of
industriess
(1) food and beverages (mainly fruit processing, seafood and tea bags);
(i1) textiles and garments;

R T R Y R

(1i1) chemicals and chemical products (including sesp, fatty acils ari

R et

glycerine and edible fate); and
. (4v) rubber products.
108. These products have been seslected for a variety of reascns, They penerate hiph
net foreizn exchange earningsj with the exception of chemicals their production
is labour intensive; also, many of the inputs are produced domestically; firally,

ST o A L ¢

much of the preliminary market exploration and penetraticn has alreadv taken
place so that sales prospects abroad are reasonably seocure,
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ow trial export pr ctE as
identif in the 1972-76 NDevelopment Plan

Textiles, wearing apparel = Garments
Batik
Lsather Cloth
Chenical products - Qlycerine and fatty aoids

= Vegetable oils and fats
- Painte and polishes
- Soaps and detergonts

Leather, rubber, wood and
paper products = Pootwear

- Tanned hides and skins

« Tyres and tubes

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

- Plywood and sawn timber

- Parquet flooring and other wood
products ‘

Non-netallic mineral products - Ceranic ware and sanitary ware
= Graphite produots
- Cement

Metal products - Implements and tools
- CGountry products

Machinery - %ea and rudbber machinery
- Rice millers, treshsrs, grinders
- Water pumps '
- Boats

Bleotrical goods ) = Bry osll batteries, transistor
batterien
- BRectrical onables

109, Unfortunately, these industries are being held back by a number
of factors, of which several can bs traced to inadequate foreign

exchange resources. There are raw material scarcities to be overcoms; some
plants lack essential equipment which prevents them from reaching standards
of quality required by importers. In some cases the equipment and materials
for the packaging of products are unawailable. A recent World Bank report
notes that even though exporters are assured that their exchange nceds
will be met once they have received an order, present procedures give
rise to delays in the allocation of foreign exchanze which discourage
many sanufacturers from pursuing foreign sales possibilities with much

vigour,
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110, The 1972-76 Development Plan noted that the establichment of
export processing zonus, cuch as tha one envisared in

"I'rinoomalee, would constitute an important element in the new export
drive. In response to a roquost from the Sri Lanka Covernment a congulting
firm - under UNDP/UN'IDC assistarce - undertook in 1974 a preliminars gtud:
on the locations and costs of export processing industrial estates in
respect of five possible sites, namely Pallekelle, Boosa, Katunayale,
Ekala and Trincomalee, The stud; came to the conclusion, after .
revieving these locations, that Katunayake and Boosa would have the best
imnediate potentials, while a Trincomalae project was recommended to be
planned in a comprehensive way - with perhaps major initial erphasis on
tourism and fishery development - whioh would include an industrial
export processing zone whose development would start in a few vears' time,
The report also contained an irdicative listing of industries with
export potential {and which are in general labour intensive) as followes

Zlectronic componants
Scientific equipment

Watches and clocks

Electrical products
Photographic equiomant
lusical instruments

Toys

Sports and athletic equipment
Textiles

Shoes, boots

Gloves

Ceramics

Automobile components and accessories
Jewellery

Office machinory

Domestic appliances

Pumps and valves
Pharmaceuticals

Machine tools

Ball and roller bearings

g;/ "Export Prooessing Induetrial Estates, Sri Lankat Location
and Costs”, Shannon Free Airport Development Co. Ltd., June 197.
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(£) Seleotion ani acquisition of technologies

111, One of the aspects specifically stressed
by the Dudley Seers! Employment Mission
to Sri Lanka in 1971 24_( was that technology was biased
towards capital intensity due to a variety of reasons
such as an overvalued exchange rate for capital goods
& tax treatment too generous to investment; very low
interest rates; and perhaps above all, laok of controls
on the introduction of foreign technologies that involve
heavy foreim exchange costs. Two areas of technological
development in industry could be broadly distinguished
during the period of industrial expansion in the 1960's,
* namely the import substitution in private sector where ‘
the transfer of technolozy was nominal, and the enter- .J
prises in the public sector where the growth of technoloegy
vas of a substantial character. Industrial plante in the
public seotor undertook the processing of local material
and therefore attempted to acquire the entire technological
process in a given branch of industry - cement, plywood,
paper, tyres and tubes, caustio soda and so on,

112, Also the broad conclusions from a more

 reocent study, undertaken in 1975 by the
¥arga Institute of Sri Lanka and sponsored by UNCTAD,
point in general to fho 1nappr6priatenesa of the technologzy

24/ ‘Watohing Employment Opportunities and Expeotatione -
A Programme of Action for Ceylon', ILO, 1971
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transferred to Sri Lanka and to the excessive oost in relation
fo the overall benefits accrued from such transfer.gi/ The
absenoe initially of machinery to effect a proper choice of
technology on the one hand and the non-development of an
institutional set-up for the regulation, proper adaption ard
oontinous development of technology transferred on the other,
have been aspecis responsible for the general shortcomings
assooiated with technological development in the country. Also,
fullest possible advantage of the indigenously available recources
may not have bean taken in the absence of broad policies, at both
the national and sectoral levels,

113, The Dudley Seers' report noted also that the portion
of expenditure going into industrial research was

negligible with the result that there was little possibility
of developing a technology tailored to Sri Lanka's needs. The
limitead research efforts carried out were furthermore hampsrad
by the difficulties to obtain required special machinery locally
beoause of the almost complete .a.bsence of mechanical engineering,
As noted above in para, 91, plans are now under way for the
establishment of an Institution for Engineering Research and
Development.

gj/ '"Major Issues arising frcm the Transfer of Technology -
A Case Study of Sri Lanka', document TD/B/C.616 of 7 Cct.197%,
by the Marga Institute of Sri lanka. The report further notcs
that "with the main desire to retain the businoss turnover
already cnjoyed in the import trade, investors undertook the
minimum processing nceded to qualify for approval as an industry
and escape the restrictions placed on the import trade. In come
instances it was confined to the simple assembly of finiched
oomponents or the compoinding and packaging of material imported
in bulk. This approach on the part of investors had two consequences
for the structure of industry that developed. First, most of the
industries that were set up had a large import content, and *he
foreign exchange cost of kecping the new industrial gector in
production was very heavy, Import substitution in industry therefore
did not bring the relief to the balance of payments that was expccted,
S8econd, in terms of technolory the impuact of the import substitution
programme in the early 1960s was marginal. What was trancferred in
moet cascs were the end processes of manufacture., There was no sy:tematic
affort to increase progzrassively the local component in manufacture and
find local substitutes for imported intermediaricc,"

(34
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114, Choosing appropriate tsohniques ie thus a key
policy issue in a country like Sri Lanka where
major problems are posed by unemployment and shortage of
foreign exchange, Another area in which technology is important
. is the linkage between the irdustrial and agrioultural sectors,
An effeotive technology policy first requires an adequate
institutional struoture. The organization of this structure

pigth be oentered around the country's central institution

directing ecience and technology policy - the National Science N
Council of Sri Lanka. Areas of conoern to an agenc:r administering

teohnology policy would includes participation in ard following

up of deoisions regardins the seleotion of technologies ard .
their methods and oonditions of transfer; maintaining an

inventory of induatrial and technological research potentialj _
analysing the information collected and processing it; examining, * }
refining and proposing measures designed to rationalize utilization ‘
of existing industrial and technologioal research potential;

formulating, tpgether with the agenoies concerned, recommendations

for industrial and technological research programmes; evaluatirg

the results of research carried out abroad with a view to their

applicability to Sri Lanka, etc.
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(¢) Industrial financing

115, Until now Sri Lanka has emphasized present oonsumption
at the expense of capital formation, which would make

8
possible higher levels of employment and oonsumption later. The
issue is central to achieving the objective of a higher living
standard end enlarging employment opprortunities, and the pursuancs - . *

of these objectives would require an expansion of the supply of
savings. Vhile foreign savings are to provide part of the financs

to support highsr level of capital formation, this source has its
praotical limits in terms both of availability and of the implication
for the country's debt service capaocity. Thsre is no escare from the

need to increase domestic savings substantially and thir in the Sri

Lankan context; places a special burden on the neei for a significant
lsvel of public eavings. A case in point in this context is the fact
that one of the bacsic issues confronting the operation of the public

ssctor corporations is that of providing more savings than what they
now gensrate themselves, directly or indireotly; today there is
excessive relisnce on the transfer of resources from the Centrel
Government and inadequate intsrnal generation of savings, -2-6-/ A major

effort appsars to be needed in ordsr to aocomplish this objective

gﬁ/ Public corporations are required to remit all their operating
surpluses to the Government Consolidated Fund, after making
allovance for their capital expenditures in the following year,
Such contributions, while having increased from Re 54 million in
1971 to Re 129 million in 1975, [from public corporatiors in ail
sectors not only manufacturing], remain low., On the other :ard,
the Finance Act requires that operating deficits of the rublic
corporations arising from government curbs on the prioin; of A
output be financed by current transfers from the buiget and such
transfers have amounted to about ks 150 million a year since 1973,
Public porporations have also recoived large capital transfers from
the budget, amounting to about Rs 38 million in 1974 and Rs 775 »
million in 1975.
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and to improve efficiency in some public sector
corporations [see para. 72 above),

116, Through the years there has been a

strong inclination among private entre-
preneurs for self-financing while financing institutions
have played a relatively minor role. In 1967, only 9 4
of private investment in the manufacturing sector
(noluding inventories) was financed by institutions,
whereas 53 % came from firms' own funds and 38 4 from -~
trede credits and other non-institutional sources. While
statistics for more r-ccht years are not available
there are no indications that this financing pattern
has changed significantly.

117. The bulk of the instituional financing
is provided by commercial banks (in 1975:

4 domestic and 7 foreign); their aggregate outstanding
i‘nﬂiu to the industrial sector - public ard private -
was Rs 517 million at the end of 1973, of which more
than 3/4 were lent by two Governaent-owned banks,
Bank of Ceylon and People's Bank., The commercial banks,
however, have no access to foreign exchange resources;
these are handled directly by the Central Bank. -2-1/

R

n/ In order to promote export diversification, to restrioct
imports and to encourage import substitution the Govern-
ment has been relying on a complex system of incentives
snd phycical controls, One particular measure in this
system with direct impact on the financing is the practice
of a dual exchange rate system through the sale and purchase
of Poreign Exchange Entitlement Certificates (FiiXs). Onc of
the main objectives of the FEEC system ims to make exports of
industrial goods more attractive than the traditional exports
of %ea, rubber and coconuts, by issuing FEICs only to the
producers of the former oategory. Further objective is to
inorease the local currency priccs of non-eceential imports
by making it obligatory for the importers of such itoms to
purchase FLiXs,




-’.-

118, The commercial banks' lending (predominantly
short-tern) is, by nature, generally

oconservative; based primarily on the adequacy of the
seourity, The Developrent Finance Corporation of Oeylonm
(DFOC), which is for all practical purposes the only long-
torm oredit institution whose lsnding oriteria are primarily
oemoermed with project viability [ard whioh has sufficient
sxpertise to perfors pro ject appraisals].

119. The envisaged establichment of the National
Development Bank (NDB), to provide long-tera
eapital entsrprises (mainly industrial), in the publie
sester, would relieve the Government of its budgeting
support to these enterprises., Thus ¥DB would provide
capital developsent financing for the public sector, while
DIGC weuld centinue financing privats sector companies.
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(h) Manpower for industry

120, The rapid growth of Bri Lanka's

labour force (all activities) has
hot been acoompanied by an equally rapid inorease in
productive employment. The total labour force grew
during the period 1965-74 by 2,33 % averagely per annum,
while the number of unemployed (= persons aotively
seeking jobe) grew by 11.68 4 per annum, resulting in an
uneaployment rate in 1974 of 10.9 % (5.0 % in 1965).

121, There are large reservoirs of
unutilized manpowsar reecurces in

all oategories or ocoupational groups: profeesional
and technioal personnel, skilled and semi-skilled workers
a8 well as unskilled workers. The increase in uremployment
bas, however, during the last two years in respect of whioh
statistical information is available, largely been limited
%o the wnskilled workers category, as shown in following
sables

|
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122, As noted earlier, in paras 2 and 10 above,
employnment in manufacturing, accounting for

about 11 % of total employment, has expanded [although
%0 a limited degree] during the last few years in
partioular in the small-scale sectcr, Measures designed
to promote fuller utilization of capactiy should lend to
some increase in employment also in the larger plants
along with production. Subsidiary specialization and
sub-contracting should be further encouraged with a view
%0 oreating a larger number of small entreprensurs,
Intensified support of technical research, quality oontrol
and market research in industry will provide further
opportunities for absorbtion of the large cadres of
uneaployed professional and technical manpower,

20/ Since the Free Education Scheme was introduced in 1945,
thers has been a rapid expansion of educational facilities
at all levels. While pointing out that on the part of the
Government the chief ccncern was to satisfy the unprecedented
demand for sohooling by quaniitative expansion of facilities
at every stage, the 1972-76 Development Plan noted that this
unplarmed expansion had lead to the present problem of the
educated unemployed, due to the failure of the economy to
provide a meaningful and productive role for the output of
the educational system, It has bocome evident, the Plan notes,
that an educated pcpulation becomes a national asset only to
the extent it is able to fit into the productive cccupations
that the economy is capable of providing. The training, the
skills, the attitudes and aspirations that are the product
of the educational system must be related to the socio-
sconomic environment, and conform in broad outline to the
oountry's oocupational profile, that end a strengthening
of the country's manpcwer planning and forecasting might be
called for.
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123, It might be desirable that an autcnomous
Government body be oreated to undertake
industrial manpower planning and co-ordinate all present

e e SR e i

and future domestio activities in pre-employment, on-the-
Job, upgrading and continuing training of all levels of
personnel employed in industry., It could also take

L | initiatives for retraining for industry of qualified
people who are at present unsmployed. In order to function
eoffectively, the cocupatiomal training body should be
governed by a board with a very broad representation of
employers, workere, related government agencies, training

e T

e DU e

institutions and development services. [It oould also
oco-ordinate all assistance provided by UNIDO, ILO and
UNESCO in the field of education and training for industry.]

124, MNrthermore, it could be considered whether
ezployers (both public and private) could not

participate more directly in the financing of treining
By paying a levy on the pay roll. UNIDO's current study
RCS-8 'Human resources for industrial development' will
provide in-depth evaluation of existing levy finanoed
domestic non-formal training systems in cne developing and
two industrialized oountries,
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L2 88 £ (] s for UNIDO and other exte 1 inputs

125, Within the framework of Sri Lanka's own development
efforts - and recognizing that generally in developing

oountries more than 80 £ of the resources that are devoted to the
development of these countries has come from their own revenues and
savings - some areas in the industrial development field may be
singled out where supplementary external inputs might have a
particularly great impact. The term "external inputs" is used in
8 broad sense in the realization that, while it is analytioally
possible to divide aid into technical aid and resource aid, in
practice it is seldom that any projeot requires no more than teohnioal
sdvice or that any projeot requires nothing but an addition to available
resources. Most projects involve, or should involve, both. It is also
fully recognized that the purpose of technical co-operstion is to
eontribute to the couniry's own development efforts in the promotion
of inoreasing self-reliance in regard to the managerial, teohnioal,
sdainistrative and researoh oapabilities required to formulate and
implenent development plans and polioies, including the management
and development of appropriate institutions and enterprises,

126, From the analysis in previous chapters it has baen
poseible to identify a number of speoific areas, where
assistance efforis might contribute most effectively to the country's
development, These areas have been briefly dealt with below in taree

catogories, namely (i) planning, promotion and industrial servicec,
(1i) resource-based industries, and (iii) industrial training ani
sanagerent development.,
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(i) Planning, promotion and industrial servioes

127. In the oontext of the envisaged strengthening of
the oountry's investment planning and promotion

funotions (see in particular para. 97 above) possibel technical
oo-operation might be oonsidered, for instance, at the branoh-of-
industry project identification level. It might take the form of
developnent of programmes for fuller utilization of existing
produotive capacities in various branches combined with projeot
identification surveys md/or comprehensive fellowships training
programmes for industrial sector planners and project analysis,
The National Development Bank, to be established (see para. 119
above) might, for instance, require speocific assistance in the
field of project analysis and evaluation. Assietance might also
be needed in connexion with the envisaged establishment of an
information, or data, bank (referred to earlier in para. 98).
Speoifio note should, in this oonnexion, be made of the request,
under SIS, for a UNIDO exploretory assistanoe mission to review the
industrial information and dooumentation needs and facilities of
8ri Lanka and, in particular, of the Industrial Development Board.
Such facilities at the IDB also serve other institutions involved
in industrial development in the oountry.

128. It oan be expected that on basis of the small-scale
industries development plan and promotional activities

being prepared within IDB with the assistance of UNIDO (see para.l03
above) further detailed areas of possible assistance - both teohnjoal
aid and resource aid - will be speoified. 39/ The programme thus being
prepared is understood as aiming at a doubling the number of small
units in the oountry in the next decade and might include suggestions
for speoifio growth areas as well as policies and institutional frame-
work required. It is also expected to include recommendations, for

29/ It should Ve noted in this oonnexior that UNIDO has, sinoe
1972, provided, assistance in organizing the handloom weaving
Bector [comprisinz about 90.000 looms with an annual production
 of 47 million yards] and improving its effioiency. The asoinmont

of the adviser will ba completed in Aumust 1976, and the Government
has, while expressing I‘ullpsw.t:i.si‘a.cti\ct{r'x1 with Ih’: ascictance ronﬁoz ed,

indicated that further assictance ic not required.

——

D Y, .

(14
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imtnnoc, regarding specifio incentive sohomes to stimulate
the development of entrepreneurship in the rural areas.

129, One aspeot, to whioh particular attention might

also be given, is a systematio approach to the

possibilities of utilizing the productive capaoities of
seall-scals establishments, or work shops, for subcontracting
work for ths manufacture of finished produots, components or
half-finished parts, e.g. aocessories, motors and regulators
and nuts ard bolts, to the country's large-scale industries.

130. In addition to the ICIS study project RCS-4
'Development of an institutioral infrastructure

for industry' (referred to earlier in para. 79), ths results
of two other ourrently undertaken UNIDO study projects would

be of particular intorest in oonnexion with Sri Lanka's small-
scale industry and rural development, namely, project RCS-5
‘Conoept and project design for industrial estates' and pro jeot
RC8~6 'Study on strategy and guidelines for self-reliant rursl
development' the latter study being undertaken in collaboration
with the Asian Development Institute in Bangkok.

131, Particular attention should be given to possible

assistance activities in support of the countr:'s
export drive, A follow up of the recommendations of the UNIO
report on export processing zones establishaent (see para, 110)
might be envisaged. Furthermore, advisory ass$tance might be
required for development, design and up-grading, quality-wise,
of specific produots, as indeed has already been the case in
raspect 'ot ready-made garments, rubber products, leather goods
and furniture, ceramiocs, eto.
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132, The small-soale industry adviser at IDB (cea para. 128)

hes undertaken a study on the development potential of
an export-oriented eleotronics industry. Feasibility reports on the
establishment of an Electronics Industry Estate and an Eleotronics
Development Centre are now being prepared. The Centre might provide
facilities for testing, calibration, prototype development, common

services and training.

133, Assistance requirements for the Bureau of Standards in
the strengthening of its oapaoity to provide pre-export
inspection and quality oontrol services have been identified, 0

134, The findings of the ESCAP/UNIDO/ADB sponsored Asian
Industrial Survey for Regional Co-operation, completed
in 1973, oovering 10 Asian countries inciuling Sri Lanka, would
provide valuable material for the identification of larme-soale industries
with export potential in the context of regional co-operation,

135. As indicated in paras. 111-114 above, a strengthening
in respect of the oapacity to provide guidanoce on and

effectuate a proper choice of technology, including the required
institutional framework, is being envisaged. Major faotors being
taken into acoount are the availability of manpower, inoluding
skilled personnel at various levels, the development of capital
saving techniques and prooesses, the development and use of indigeuous
machinery and tools and the fullest utilization of domestic raw material
resources, Of specifio interest is the plamned establishment of an
Institution of Engineering Rescarch and Development mentioned in
ﬁcu. 91 above. Consideration might be given to the poesibility that
the development unit of the State Hardware Corporation (see para. 136)
may become the nucleus for a central enginocering design and development
facility’ whioh would give advice and assistance to the medium and
spall-soale industry in engineering dosign, product development, and

process planning and provide industrial engineering services such as

The assistance proposals were result of the 3rd UNIDO Consultation
Mosting on Produot Adaptation and Development for Export Industries,

Tokyo, November 1974,
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design of jigs fixtures and dies and tooling as well as heal
treatment faoilitios., This activity should have olose oo
operation for instance with the Agrioultural Machinery Station

& st Maha Illuppallama (see following paragraph) with a view to
provide support servioes in the field of agrioultural implements
and machinery,

136, In recognition of the priority accorded to local
manufacture of industrial inpute for agrioulture

and industrial development in non-metropolitan or rurel areas, all
possible support mizht be given to the promotion and developnent of
looal engineering design and production capabilities, in pl.rtiéular
in connexion with manufacture and assembly of agricultural machinery
and implements, including power tillers, pumps, diessl engines (with ‘ .
about 40 % of local oontent), tractors (with 15 - 20% local content)
eto. Proposals have been worked out to assist the State Hardware :
Corporation, whioh is presently produoing a variety of agriocultural : J
tools and implements,in product diversification, production expansion ' .
and treining in production teshnology and industrial engineering
servioes, External inputs may also be needed for the Sri Lanka
Tractor Corporation which is planning to expand its manufacture of
tractor spare parts, Consideration might also be given to the
possible establishment of pilot demonstration namufacturing units
with industrial advisory services and oommon facilities in support

% of rurasl developunent, employment and training.
’
1
F . i)/ For example, the Agricultural Machinery Btation at Maha

Illuppallana is engaged on a limited scale in agrioultural
sachinery development, :
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(11) Resource-based industries

137. In the field of agro-based industries a nucober of
specific areas have already been identified or indicated
in Craptsr II (e) above, as requiring external assistance at the »
produot research and development level as well as at the production
and marketing levels, Only a few projects will therefore be mentioned
hers, such asi X

~ The undertaking of an overall development action in resapect
of the oils and fats industries uctor}y including coconut
prooessing}

= The establishment of a cottonseed prooessing complex ( for
whioh SIS assistanoe has been rsquested to prepare an enzireering
feasibility report);

= The development of oil palm industry (for which SIS assistancs :
has been requested); }

« The improvemsnt of the country's desiocated ooconut 1ndultry-ly H

« The possible establishment of an agricultural complex using
soya bean, maize, cassava and other agricultural inputis to
provide fodder for animals and produce a variety of itiems such
as dairy products, meat, leather and bone meat for fertilizers;

2/ UNIDO has during some years provided expert assistance to tae Ccrlon
Oils and Fats Corporation with very satisfactory resulis.

33/ Sri lanks is a traditional exrorter of desiocated-coconut to the world
market. In recent years, however, exports havc decreased despite of K ]
an increasing world demand for this material. The protlem with which
producers in Sri Lanka are faced is inability to produce lerce
quantities of desiccated-oooorut of good, uniform quality, A ULIDO
expert has studied about 25 existirg desjccated-coconut preduction P,
planis and has concluded that the greater part of the industiry is
still using methods and equipment that are out-dated and have been
improved upon in other countries, A further serious handicap is the
exissence of many small and medium-sized factories that prcduce,
indejendently from each other, products of different aqualitiesj the
re-organization and concentration of the existing industry is therefore
necessary. ‘The establishment of a model plant using up=-to-date
equioment has been recommended. This ejuipment can be produced lozally
or imported if necessary, and plans have been elutorated for & step-
wise reorganization of the existing production units, including develo;-
ment of quality control and sales promotion,
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= Pre-feasibility study for the establishment of a oassava
processing industryj} the objeotive of the study being to
sssess the oountry's cassava potential and to outline the _
type of cassava prooessing industry which would be most suitable
(flour, food and feed grade ohips and pellets, starch, etc.)
88 well as to define the new industry's basic teohno-economic dataj

= Expansions and development of the country's cashew nut industry;

= The development of new industrial uses for indigenous fibre raw
materials such as kenaf, pineapple, banana, hemp, eto., with
particular attention to export market potential for fibre
products on basis of recommendations by SIS advisory mission
in early 1976;

= Further assistance to the leather industry {follow up of
recommendations by UNIDO leather goods manufacturing expert
who carried a shorti-term advisory mission to the Ceylon Leather
Produots Corporatior_n) aiming at process and quality improvements,
including use of natural rubber as substitute for imported sole
leather in the manufacture of leather boots and shoes.

" 138, Over the past few years UNIDO has been involved, through ad-hoc
expert services and individual fellowships, in assisting the oountry's
wood processing industry., It is suggested that, for the future, a long

range plan for assisting the wood prooessing industries be developed in,
among others, the following fields:

~ Primary wood industry - to furnish additional saw doctoring
training and expert assistance as well as equipment for a tool
room t0 be used for demonstration and training purposes;

= Secondary wood processing industry - to ensure fuller utilization
of the raw materials and increase the profitability of the saw-
milling industry through the integration of furniture plants
d joinery operations, to assist in design and product develgpment
(incl. Xnock-down fumiture), production (in particular surface

w Reference is made to the paper 'The Furniture and Joinery Industry in
8ri Lanka', prepared by Mr, II,M, Jayasekera, Plant Manager of Sri Lanka
Plywoode Corp., for the UNIDO Seminar on the Furniture and Joinery
Industries, Lahti, August 1375, and the 'Report on the Wood Proocessing
Industry of Sri Lanka', prepared by Mr. J.C. Wijeratne Manager, Amparai
Plant, Sri Lanza Plywoods Corp., for the UNIDO Technical Training Course
Jyn Criteria for the Selgotion of Woodworking Machines, Milan, lMay 1976.
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finishing), procecs and quality oontrol in furniture ard
joinery operations (bearing in mind in particular export

parket requirements) <¢;

- B8pecifically, applied research work for textile shuttle
production;

- Introduction of low-cost pre-fabricated institutional building
designs, e.g. schools, dispensaries, eic. suitable for local

oonditions using local materials, mainly wood;

- Developmant of a modular wooden low-cost bridge system,
involving adaptation of available design 6 to 3ri Lanka's
local loading characteristics and locally available spsoies
of timber for the erection of a prototype in the country.

139, As noted earlier in the paper (in para. 92) cornstruotion
materials oconstitute major production inputs in the economy

snd & formulation of a comprehensive programme (incl, assistance
roqni.nnonts) for research and development of new products for the
building industry aiming at fullest possible utilization of locally
available materials, including industrial wastes, might be considered.
One specific area in this context for which ascistance is being considered
is the manufacture of particle boards from leather scrapings and other
agricultural waste products, such as rice husks, saw dust and cocoruti
coir dust as well as coconut trunks. Rubber latex could be used as
binder. Another potential project is the industrial manufacture of glue

from tannery wastes.

140, Advanoced preparations (including a SIS preparatory
mission in December 1975) have been undertsken for the
establishment of a Ceranmics Quality Control and Researoh Laboratory

within the Ceylon Ceramics Coiporation.

}j] A case in point is the recert request for expert aseistance to the
Department of Small Industries, Ministry of Industries and Scicentific
Affairs, in cane and rattan processirz with a view to improving the
quality of manufactured products (such as furniture) leading to eventual
exports. '

;g/ A project now beins implemented in Kenya is described in the UNIDO
Newslatter of February 1976. .
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141, In the field of pulp and paper, the Eastern Paper Mill
Corporation (as noted in para. 56 above) has during the

last years been intensifying its experimental activities to break
into new indigenous fibrous raw materials., In view of the need to

‘ develop rapidly growing sources of pulp, consideration may be given

to an assistance project to carry out production tests of kenaf,
being a long-fibre pulp substitute wiiich can be grown in 120 days
¢ wnder local oonditions.

142, Consideration should be given to follow-up of the

oonc lusions and recommendations of the study recently
completed by a UNIDO expert on ihe utilization of wood and other
materials available in Sri Lenka for the manufacture of oharcoal for,
in particular, metallurgical purposes, }1/ The study covered the
aspects of charcoal production from the raw material resource point
of view - wood, including rubber wood, cooonut-shell and coir-dust -
a8 well as its potential end uses - export of charcoal, use for

produotion of activated carbon, uss of the by-product chemioals, use '
of the charcoal as a fuel,

143. The packaging industry in Sri Lanka is partioularly
important in relation to agricultural products for the
domestio market and for exports. Some materials for paokaging such
b " as wood, paper and fibres can be developed from resouroes on hand,

¥
7
i
ﬁ

These materials are however at present not manufactured in sufficient
quantity and in the varieties needed for the paokaging industry. Indeed
only 25 % for instance of the paper needs for packaging are met from

{ domestio sources, Other materials such as aluminium or other metals

are not available locally. Consideration may be given to the undertaking
of a techno-economic analysis on the country's future packaging needs

in the oontext of fullest possible utilization of local resources, 8

ST i

3]/ 'Charcoal production in Sri Lanka from wood and coconut shell with
; ' possible recvery of chemical by-products resulting from wood
destillation' by lr. A.C. Harris

1&/ For more detailed information see the paper 'Paokaging Situation
in Sri Lanka' preparcd by iir, Stanley Wickremeratne, Prosident,

s et e

Sri Lanka Institute of Packaging, for the Second UNIDO Inter-regional

Seminar for Co-operation in Packaging among Developing Countries
held in Scoul in November 1975,
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144, With the emphasis laid on ths export of products
like pineapple and passion fruit juicos, camned
fruits, eto, there is a great demand for tin containers, The
development in the tin industry has, however, not kept pacs with
$he domand and for instance cans for food products, mesting
export standard requiremsnts, have to be imported.

145, A number of specific areas of potential asscistance
in the context of utilization of mineral resouross
and products, have been indicated earlier in the paper, inoluding
the utilization of ilmenitic concentrates (on-going UNIDO
assistance project) and ways and means to inorsase the added-value
and export potential of titanium products, the development of
phosphate rook grinding and beneficiation (paras. 57-65 above).

146, Plans of the establishment of & large-scels ammonia-urea
fertilizer plant have been considered sinos several years,
The project is envisazed to be financed by-laterally by oontributions
from several sources, including ADB, India and some OPEC oountries..
Possible complementary UNIDO assistance might include training of
maragenent and staff, supply of training equipment, ad-hoc oomsulting
services of individual experts, eto.

147, A projeot of UNIDO assistance to the Paranthan Chemical
Corporation has been carried out during the past years

with very positive results. The company is now planning to build a
second caustio soda/chlorine plant. It is suggested that the expansion
plans would enoompass the establishment of a ohemical complex around
Parathan Chemioals to produce PVC, titanium dioxide and other related
produots. ‘Preparatory work has been carried out concerning possible
assistance for the establishment of a sterile water pilot plant and the
preparation of a comprehensive programme for the development of Sri
Lanka's pha.rmi‘ceutioal industry.
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(111) Industrial training and nanagament development

148, Consideration might be given to the development
of comprehensive long-term training programnes
for management and technical personnel at the various public
sector industrial corporations. Such programmes should be
developed as complement to the intensive training course
programnes for the management cadres undertaken by the Management
Development and Productivity Centre (see para. 72 above ).

149, One example is the Ceylon Petroleum Corporation.

UNIDO is currently implementing six industrial -~

fellowships projects for the Corporation in various aspects

of petrolum processing technology. From the report of these
fellowships holders it appears that not only do more engineers

and managerial staff require iraining but also that refirer--
mniddle level personnel (process operators and technicians) would
greatly benefit from an in-plant training progranme., It is
proposed that instead of the rather fragmented approach hithertoo
followed, an integrated prograrme of assistance be formulated

for the Corporation in the training and up-grading of its technical
and managerial manpower.

150, Assistance, (e.g. by way of training in corporate
management techniques and performance monitorir.z)
might be required in oonnexion with the development of an
institutional framework for the systematic evaluation of the
porfomiance of public sector corporations referred to in the 1972=-7¢
Development Plan.

151. Assistance might also be required for the prograrre,
aiming at the promotion and support of entreprencurship
specifically in the rural areas of the country, now being developed
under tho auspices of IDB (see para. 128 above).

S§7 UNIDO's study RCS-3 'Human resurces for industrial develooment'
will provide detailed information on existing non-formal trainin-~
programmes for industrial key personnel in nine developins countri:c.
This information will be useful in developing the above Frosramnac,
A3 far as the co-ordination of non-formal trainine for irdustre is
concerncd, reference is made to pararraph 123








