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an overall assessment the net outcome of 1import substitution
strategy appeared tc be marginal. The 1ndustrial structure
evolved during this period was characterised by 2 plethora of
preolems such as growing unempioyrent ang increasing balance of
pavment difficulties which hnampered sustaimed ingustrial

-~

n
[
st
m
[a]

n

bt |

il

=100,

dustries were highly capital intensive arnd hence did littie

relieve the unemployment problem. While the shcre of
i

sumshle=s, facs incentives t

eiteciive protection, titer

onoo1n Consumer weiliare,

-

(ﬁ

e

-+
-
bt
b
Yot

O
Al
T M
]
o+
s
]
m

te 10 per
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J@hstitution 1ndustries were ectal.lished by targe
o encure  the marketcs tor hithertc i1mported
reduce cocsts were plunted bv
wes evidence o©of substamtial
wnich i1nvariably implied
from thece, there were
=tructural limitatione hinderirmg the operation of
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these limitszi:ons. the mejor factor which cons
tv of 1mport subst

=ation was  the giswmal record  oi the 1nd
nvis ged balance of pavments

import subctitution industriallsation dig not
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it was against this background that the economic strateg:es
adopted by the Government of Sri Lanka since 1977 were baced on
a pledge toc open up the economy toc market forces and tc promote
export led development and growth. The 1ndustirialisation
strategvy embodied 1in this policy paecrage was based on  the
nec-clazesical analvsiz of the f{aillure of i1mport substitution
industrialisstion 1n less developed countries, it was
anslysea that the ercescsive government interventian 1n
production and distribution in  the economy would negeie  the
effect of martet torces 1n the wvtiliisation of both factore ot
producticn and resources It was teit that guiding ot
allocation o rezources 12 belter than controliing as it would
result 1 an adiusiment in ithe produoction structure 1n line
with comparative advantages.
1 e price corntrcls. trade, it pavmenls were
! charge rate ang tarisf reforms ware elenm
i Simuiteneously  mEassures were adopted to attract
d investments with heavy tras onr erport
d
in  order toc  achieve ihe objectives of espert led agrowth the
gmvernment felt that active 1nstitut:ionai errangements wouid be
requireds to attract, approve, mcrnitor  and requlate foreian
invesiment activities 1m the country. Tne Foreign Investment
fdwvienry CLommittes Finl: which wa=s then 1n existence, wes
revitalises Lo approve  1nvestments within the given frame wort
of  ite rnat:onsd laws ant ajdministrative procedures. Tne
Foreigrn Invezsiment w~dvissry Commitiee 1€ an adminiztrative
arrarngement and has no statuiory authority.
In order 1o crezte an 1nstitution with ststutory  authority  znd
COWET €, the Grester Lolembo Ecomomic Commiezion (SLel) Law iHo.
4 of 1973 enacte. by Farliament vesting the HEDT  with
pOwWeEr s nEIEeISery for ithe agrowth ang for the reszurgence o!f the
economy Sf trhe Recoublic and 1o provide for matters connected
end 1ncirgental tnereto.

PR AN power s to

Cit S LMLTTt A

Lhe 3 low of LA S
ih the appendi::.
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terms of the GBCEC law, the objectives of the Commission are

as follows ;

Furt

{a) to foster and gererate the econom:- development
of the Republic

(b to widen and strengther the base of the economy
of the Republic

(C) tc encourage and promote fore'an 1nvestment
within the Repubiic

(di to diversify {‘he sources of foreign exchange
earnings and to increase the export earnings

blishment anc

(e to encourage and focter the esta
developmenrt cf inducstrial ana commercial
Ernterprises within the Repubiaic
if Lo administer the aifairs of the Area of Autnority
(g to do &ll such cther acte as may be necesszary or

conducive to the attainment of any or ali of the
above objecte,.

hermore. the GCED Act has demarcatied o spreiltic  area

immedietely to the north of Colombo 1n extent of 450 9. kilo

mtre

18 empower ed

tc &= “"the fArea of Authoritv". The Commiecsicn
'y out industrial estetec withinm this Area of
le

. referreas
to la
crity for sale or

Auth eace to the invecstors,

In agddition, ihe Commiszion 1 also empowered to establish
licenzed zornes "n any area of courtry but ou151de the Arez ot
Authcority, to provide fecilities or improvement for the
estattiiehment of Licensed Enterprices, The OGLEL tLaw alen
providez powers to the Commiszion to aporove any 1ndustr-y for
iocation 1in anv cliher appropriate areas in the country. Trhe
COMMIS=1on arants such approval taking into concsideration,

techno ecoriomic reasons such as the provimity tC sources o r e
meteriasle. ciimatic conditions esic.

Lommicezann 1M puredance of ite orjiectives haz begurn itz
#li0ne with the amplemeniation of the  concept o tonort
Ers g Liries LEmE PLCTrOATgL Y. the tires boport
= PTG Lare was w2xtablizned at retunayore 177 g in the

[N Ruthor 1ty immedistely &U1&Ce™ 1o the
R AT mor s, FRE @ (n¥] the rel1d
ng Export Frocezsing ione wec

. EFE=tn] locsted 11 the

the =ubsert matter et {has

pErtSrmance of bLatunavake brport

tootne creztion of tiniages betlween

f
therein ang the rest of the economy.

$i
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Irn terms of Section 17 cof the GCEC Law, all companies, aprroved
by the Commission are required to enter into an sareement with
the Commissien, in order to implement projyect proposals.

During the period 1978 to 1985, the Commission has ertered 1into
izs such Acreements ot which 91 have already commenced
cperatiens. 0f these Agreements 24 have been cancelled due to
Various reacpnhe. Gut of the projects 1in operation, &8 are
located at the hatunavake Euxport Frocessing Zome and 4 are
iccated at the PBivagama Export Frocessing Zone. Otnere,
Licensed Enterprisec, are located in various parts of tre
Isiand. See Table i i1n appendiw:.

The p:oducts made by theze Companies range from rubber threads,

iea end ciothi, sports goods, cosmetic anc artiste’
brusmes, gold silver and costume jewellery, elec*ronic qoods,
elecirical gear, irrigation pumps, all types of garments,
lesther arnd rubber footwear, artificial flowers, cane products,
credles, electric winches, precision steel moulds to electronic
communication equipment. In addition, the agrowing of foliage

plante, pearl culture, lapidary services, airline catering
SEervices, software programme development, ship repairing,
tobacco processing are aleo undertaken by GCEC approved
COMpanies.

fGithough & divercse range of products can be seen the dominarce
cf ogarment sector 1s obvious where a majority of the Lompeanies
v 2% Comparnles are engaged in the manufacture of garmente.

Theze Companies have an envisaged investment of [z, :
million with & locel employment potential of S%,000 &
Capacity tc generate euport earnings amounting kKe.
million at capacitv operation.

Companies hewe =0 tar commitied

an investment X} Rz

miif1on whiock 12 more  than e SNVISaqes 1n /et mart
be V.olur o mililon referred  to
amoonts to B, 7.

I ehove. itz fGrelnn
X omilliom. The AMMLE L 1 iow ot

e

U mEnt haectls under Lne purvies o Gkl stows &

though &t & declining rete.

Durang the periog 157%  to 19=5s, tne total value of euoporte
gfttected by GLEL proslects  amounts to A mupee equivseslent of
approrimate ke, 17,0%5 Mo, This may have conciderebly reduced
the strain ilgl the baliance cf pavment pozition of Lthe country.
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It 15 noteworthy that annual exports of GCEC Companies have
bean growing at an 1ncreasing rate. This 1s in contrast to the
investment flow. In 1979, 17 GCEL Companies exported goods o
the valve of approxinately Rs. 152 Mn., which has 1ncr2asev to
4,000 M. 1n year 1984.

One of the features of the export base at present ics the
deviation from traditional primary expeorts and the apparel

industry., Even though the incidents of garment exports are
ctonsioerablie, the emergence of other tvypes of manufactured
euporte 1s now on the increase. Out of the total export
earnings approsimately FR=. 6,300 Mn  are from manufactured
exporte other than garments. Following 15 an 1llustration H

Year Garments P2 Non-Garments Z  Jotal

1979 145,115 95,38 7.0%4 152. 151
1980 476,652 F0. 09 52,429 529,081
1961 9&3.111 BZ.79  ZO0.23& 116%.347
1982 1280.250 77.44  Z7Z.8B61 1652.347
1987  1670. 688 77.34  548.0994 2418, 787
1984 2710, 340 76.66  BIZ7. ize 357,465
1985 2B%1.&00 7&.06 910, OO0 28010600

het Foreign_Euchange Earnings

The Net Foreign Exchange Earnings arising from the +total expart
earnings 1ndicated above are estimated as follows H

lable <.
Yean Re. Min
1979 - 0
1980 - 120
1983 - &1
19582 - 47
198% - 771
1954 ~ HAE
198 - 1xin
it 3= rreresting to note that the totz] investment thus tarn
made ov the GLED for the purpose of developing  thesze ionez  1n
baturnavalbe and Bivegama e epproxaimately ke, S350 Mp.

11




The most

significant
period of its existence is the opportunities provided for

achievement of the Commission during the

wnemploved youths. Annual creation of
follows 3

additional ijobs are as

Year Annuval Total
N Creation_of Jdob _____
1979 5874 5876
158G 4705 10581
i981 Q146 19727
1982 S199 24526
1982 3779 28705
1984 {720

1285 S061

198& 6850 426356

It 1s interesting to compare the annual job creation with that
oi annual inflow of i1nvestment.

Year Annual Jaob
Investment Flow Creation
e e ARS. Mn)  ________
1976 =7 SB76
iv79 10 4705
1980 z74 - 914&
1961 1254 9199
1982 =9 TVT7Y
1987 3769 {720
1985 24/E7 Z0ED
1986 &7 HBS0

The table above clearly illustratez that in the early staqges
highly labour intensive projectse have commenced operations
while in the latter part due to the capital intensive projects
the empiovment opportunities arieing thereirom were redguced.
High capital intensive projects such as dry docking facilities
Elals alloy nickel ripe manufacturing fecilities have been
responzibie for this situstion.

The teutile, garment manufacturing sector whach  wes gzienliened
1T the ezrly =z=tzages pleys & dominant role i proviging
enp i oement Furthermore the increased vutiliezticn ct
rapacities and  new  expansions undertaken by eri1stina garment
imonstries furiter strengthere this positaion,




Table below is

Year

1679
1980
1981
1982
1982
1984
1985

However, the i
non garment

than that of garment sector.

an 1llustration on this aspect ;

Garment
5664
Pz5z
16167
17219
20644
2IEBE

26503

ncrease in the

Non_Garment Total
21z 5876
1z8s 10522
3560 19727
7707 24526
8061 28705
9I3IG D705
3282 I5766

employment opportunities in the

sector 1s notable. where the rate of agrowth 1= more




At the commencement of the study. the general guestionnaire wsas
sent to &0 companies operating within the katunayake Investment
Fromotion Zome seeking 1information to make o quantitative
assecssment o well as to obtain their views on the local supply
baese and to assese the need to rescort to precent supply
source. (A copy of the questionraire 1= at annexure 1). of
thecse only S8 companies rezponded.

On collection of this information a further questionnalire was

sent to 20O companies <espiiciting the reasons behind thelr
decision to i1nvestment 1n this country. Theze Z0 companiec
were selected to represent almost ail product sectors. For

this guestionnaire 1B companies responded. Une reason provided
was the strengtt, of local supply oaze and the availabilaity ot
low cost raw material and octher i1nputs 1n addition to labowr.
Thereafter, based on the data obtained throuagh the tirst
questionnaire and from other source documenits availlable 1n the
Commiscsion, detailled discuseions were held with 04 companies,
selected on the basis of extent of local purchases made by them
investment, nature of ownershtip etc.

Subsequently, utilising the information availlable with the
department <servicing the 1industries located 1inm the cone, an
analysis was undertaken to ascertain the itypes items procursd
from domestic sources. However , since this work 1involves
sorting of & greal number of documents and extraction ana
tabulation of data. this study had to be resirictec to & sampie
survey, in wihich, data relsting to 4th uarter 1%a4 Was
amalvyeed, the period considered representative of ztatus auo
due to the following -

1. &0 companies were adminictered by the HEFI in tne
Quarter.

~

e Masimuam local purchaze were made during thie yvesr.,

B ymnortant  aepect  tor messuring effectivensse o1 BEuoori
Froceszirng Zores has beesn the levels of crestion af  bachkwerd
linkages among EFZ companiles and the Domestic  Indastraal
sectors, In certain countries localisstion of the orodoction
procese etther  within the zone company or by zubcontrecting the
waork to  other domestilc  comparies possessing capabilities  to
meet the reavirements, ere conesidered to be of paramcunt
importance, especially where the country’'s 1nduztri1al  sector  1s
parlticularly strong. It head been =aid that greater the ertent

of these linkages=s, larger would be the long term bernefitc
accruing  from Erport Frocezsing Zormes. Un the olher hand, af
these limkages remain limited, 1t 12 unlikey that the zones o
gererste  long term spin over effects in strenothening loc
induztrial development.

gl

i

A
=
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However, it has to be understood that the objective of any
development programme in a country, whether it be 1ndustrial,

agricultural or any other, 1 totally dependant on  the
Circumstances under which such programme 1s 1mplemented, and
the prioritiecs attached to multifarious develiopment

cojectives. EFZ preogrammes are aisc subigct to theze general
conditions and are ampiemented 1n the manner 1n which they
cater to a country's need in the becst possibie manner.

In spite of generality of the foregoing 1t has to be accepted
that creation of backward linkages by export oriented
compariies, would ir fact, instil mcre and more capabilities and
benefite to the local industrial sector. However, it would be

necessary {for policy makere and administratore of export
processing zones, to ascertain the extent te which these
linkagez have been createcd. in order 1o 1ntroduce poilCy

chances to entace such linkayes.

The hkatunavake Export Frocezsing zone, has been 1n operation
over the past seven yezars and 1tz development was underteien  n

three phasecs. Siuty {60 companiles szet up 1n the zone are now
operationsal, engaged i1n manufarturing various items primarily
for markets abroad. These companiles include wholly toreign

owned companies, i0int ventures of foreign partneres, ioint
ventures with local and fcreigrn partnere and entireiv locally
owned companies. The role plaved by these companies during the
last few vears 1in creating backward linkages with the domestic
industirial sector is discussed beiow.

The intormation colilected revesled that backward linrages,
created by these companies, could be summariced vwnder {four
tategories indicated below -

i. Frocurement o locai rew material ano other 1npute

{locel purchases), and 1n =mall scaie. procurement
ot capital geoode.

& Engagement of labour contrarctors.

R Frocurement  of 11gnt EnOITEEr Inn BEr VI 0EE S0 s
mickel piatinag, electroplating  arnd olbher cersloes
such s pranting,

o, rrocuremns i ot RN eleciraiciiy,
water tramsoort 3 1T FoLEr O et

Incidence o ITitniranes relsling o & Endg L ebnc IR
comparatively smalli ang will be discussed lster 1M Summor v,
Favments made DAL e 1o it vhybitey

BECN IO

BteEr . ire1ght

ECTET &7 1)
ztitute a maor
the country
However . thie

forwadinng feciliizes Car

=Rr«10es, 1Nz

RTICE = imited  way et
component 1n the 2 oreiqn
from the op

vihanae  earned
ohe enterprises.
avallearility facilitiee are & Ere-reailelite tor
attraction of re. and hence, not consideres az dependent
on the procurement policy of zone enlerprses,
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W bhe sbmenice Of  Lgcumzts relating to those data 1t was

o idet Lo uce  data relating to Joral purchases with effect
FrCMm year Y,

.
-

inoorder to asceciain wheblhner siructa: al patterns ©f companies
have Aany, @b iwect 10 determining the ertent of dependency on the

iozal narr et this anformatilon  was  tapulated thto Various
FRLoegories  huch &% Pirm size  ( arvaEtdent R employmgpt ),
LU O ST AR <P Ll . Rewuatart  taindings  of  thtee Aanelysis are

;
Sigcns rd nelow.

Lapioyncrt Ve Ll al Fucihacos

towang tatle 312 rilated te gatszs on decal purchaccss made by

o
the comuanies, erranged on Lhe basis cf the empiQymaent strengtn.

Empiovment Mo, Of Compans sce Local Purchases
ke, Milliane)
Tetal Aver age
ic - 100 14 €1.435 1. 190
1o - Bh0 ez 77 .4%5% I, b
ITEIC IR TATHLY - iZ2.215 Q.93%
1000 - 3 G2 8C. 250 0,175
1800 - Z000 (O R 74,969 4,989
SO0D - EZDheve = ..85,57Y c-"-- 289
&0 420,066 160
B = EESEEIIRE
Fiwplo,.meac iovel 15, x lapownr INtensive tnterprise 1% &n
1ndivsiyon of tn:s capscities  involved. iherefore, 1t appears
tren e anove laclie §ha where naiahel fproduction ievel 15
achvwved, Lhe SU=sntum of locz) purchases aise tend Lo
LT RFRRE, ihas 1o warfiular)y Live, 310 view of the fact that,
at prozeat the local merket  ie pDlaying an importent role in
supolyving Dess. pecking matericie ar:dl oOther ACCEESOUT 1025,
Higlier the praduction level higher 1z the :eguirement of

Paciing wsieriai. Toe above data are now  cotpared  with eApuris
ond imoet vajues i relevant companies anc the rzlevani Lsbie
1% T vET DE e,

boploymart No., ¢ txaorts Isports Lorai Furcnezes Local Favchasee ;s
Ccapanies (Rs.M.! {Rs.M.) (Re. M. Imports Exports

- 1ov it £02.%936 260,650 21,435 B.2z 10,58

- Suis 2e 1790.123 1590, 1438 77,458 +, B9 4,353

T S VT 1% 780219 2650,370 129,219 4,87 3.42

6l - 3500 e 641./78% 416.658 g9,350 19.57 i2.he
1521 - 2000 03 207¢.17% 1792.54z2 714,949 4,18 1. 82
2003 & arcve O¢ 2265,771 1713,.857 46.579 2.71 1.82
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Pioas  lzarly evident tliai yhen an Entarprics reaches a

higher
prosutticn capacity  thei: legquirement of basie p3cking mater yal

and @reossories, which can be obtaines  §rom the lacal market,
would increase. However o whers: econumies of stale warrani the
procurament of  suesch supplies from markets abroad, then

Codesanies,  mway  bLe rezprting to foreign ma-Lete.  Reductlion in
the percentage iocel purchaszes {rom Ho22% ta .71y may be due
to teead reas o, incidence  of 19.57%  of imports az  loced
rurshasoag, iz Mmeiniy due to Lhe purchese of rutber, as main  faw

mat s ial by one fompeny in this catogory. Morsover iy appeare,

that L7 conentes are resortarng tue marvete  abroed  for their
hpit e ehd thie 1ncadance Ot Inca purchase 1z very

nsianificant when cospanie:  are &clileving larger capacities.
s posation 18 wleat iy 111lusteaticg bty tne above tabile, where
Yalu® 9t jacel puarchasces, as a par-entage  of imports marked a
Cleer downward trendg terom £,.22 tao .71

Dbl b BATTERN OFR_CUUNTEY_OF ORIGIN_GNG LOCAL EURLHAES

Country of origan of a project was anather jactor analysed to
seLertaun &irstence  of  any determinations reiating tc local
purchasez. Folliowing 1s & description of the compani1es surveyed,

=) 2iQn he. _Mn
nigs

Boelaien Ol 920
benmar v Gi 4, 387
Hongrong 14 RSTPRCE ¥
India ol O, 7538
Jaoen )l TS
Swatzoriang 1 1.87%
T dwar, (s S 680
raited ingdon O3 €. S0
(REETS £a3 AL T8
W. Germaay L e TN

wree bt oLeen

ALLNESE
L=f /b orew Q1 S 26
Hrngkong /Norway 01 -
Fabiotan s
E.oarabia wl L32a0Y

<e 154.uU%6
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b) Joint ventures
with Sri Lankan
colleboration
Uk /4. Germany 7HE 7ot 1 RS PR
Swiss/ItalysGL 1 5, 76400
HE /Jdapan /5L ul . 680
Hk /rorea /Sl 01 1%.042
W.Germany /Fortugyel/uo 01 6.071
Belgium/&to 01 -
France/Si 01 10, 5%/
ol land /S0 QI 2.4848
Hongkong /5L 0% 29.528
India/sSL G2 8.755
Forea/nl c2 Bo. L /0
Luxemburg/SL AR S.745
Singapore/Sh Qs 5. 054
Uk /5L Qe 11.415
UsbA/SsSL o7 44.816
W. Gevmany /ol o2 #. 079
Hulland /W. er many /oL 01 -
Australia/sSL 01 %, 995
31 £87.364
¢ Yri Lartkan Owned Q7 7.806
thhove table 1llustrat.. thel in general ownershap prattern or.,
the country at origin h.s playes no role in ths creatior ot
linkages., 2w wholly {o exgn owned enterpr ises have resorted to
local marketing, to a vclume of Rs., 1734.8  Hn., averaging aboul
Res. & M., while 21 joant ventuies with Sri lankan

participation tas bought goode  {rom  the 1rcal martel to  the
value of Rs. 2657 Fn. in thic instance. it hasn to be noted tha*
high ancigents of local purchases relating 1t boreassri Lankan
joint  venture projects ie. hasically due {0 the vact that the
have bought raw material meinty rubber and not  any manuf actures’
product. 1f that portion of the value of loced purchases.
which amounte Lo Re. &7.%06 M. 18 removed, +otal purchage wil?
be reduced to  KHe. 1¢1.7 Mp resulting ir an average ofPRe. b.:
Mn, which 1s mOrTe or jess equivalent to the average purchase of

wholly foreign owned Companies. Wholly owned Sri l.ankarn
Enterprises have very poor perforinance 1n  thais areqd, in  that
their purchases ars well below the average of pthe

Enterprise. However, main reason for low level performance in
creating linkages may due to the iact that all these Sri Lankarn
Companies, excepting for one, are relatively small.
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hereflore, the follow. g rjjustration 1% yiven beiow, to
COMpeirie pOTiChamiiie LY S1miler type  Ct bEnterprises, |SSUMING
that empiovment creats!l =o f§far QiIveES an indication of
cepacities,
Compary Enploymernti Nat.ire ot Company Local

U e ownerzbiyp Furchases

s Sri1 Lankan 3. 100

i €ri1 tanian 11,501

[ Sri1 bLanka 1X.044

C Joint Venture <2, 284

3 Useh 41.85%

F Joaunt Venture 4.440

(& Joint Ventu « 15.042
1¢ 18 ClEas that an tesms o the  ahove data, relationshap
Detuzen  ewrersnlp  paliern enad domeslic 1inkeges cannot be
establiioned, Thwerefors. 'L 1s npot poszible, to coihclude that
either the wholiy awneld lccal Lompanies or  joint  ventures play

an dmportant aole, than e fully jore10r owned Companiesz., in
rescrting to local mackel .

However, 11 319 intercst oy o note that Comparies  with Hongkong
investores nave Joniribueted significantiy  to the local market.
Tt al purchanes mede by these Companiec amounits to ke, ®]7.4855

Mr . taking  inta conhaidoratipn the  fact  thaet invesiments by
Horurong bascy el rralletls Constitute the iz jar singie
couontry ol tiavestmens. , = wnnst all these Cormpanies are ergaged

iho oAl went manul actocang, and thes: Cumparies orovioe by iar  a
higher rtinter of eme: iGymeent 1t may be concluded that Lhpis
carggsicant leat hes not been a2 peEentli 0of any difference in
att,toede of  lloaghong 10Y25.0rs Lowards procurerent of locai
meierzel, but bhes pecn & tesult of shzer large numbers.

The above sretement iz 2mply justifiled by the dsta given i1n  the
following tabile, vhiiech  compares  the Yooal purchase value with
that of Lo1el taw metorial purchocag, Labuletes on Lhe basis OFf
country ot origsi.

EN vinolly toreigo: Local Fur- Thpwor vty Tetal Local
rpmred COMP @ e Chigme=c FPurcp®
&5 74 of
e o Rg, Mn | R, B Fe. Mn Totel
Tie g uan (RD| Fai3 54,776 o5 . 864 1.7
benmark Ui 4,337 e 010 So. 5%/ /.8
Honglbonu Oy T5.316 717,544 FD5. .60 4,7
Irgd.a €1 V.74 1.¢22 1.737 42,28
Yapan i £.715 33,88 T6H.750 /.9
Swartzeoriandg (AN] 1.875 156,801 16%9. /96 1.¢
Taiwar, - 5. 4660 168.4i1¢& 174.096 3.2
L ited riinguam Ok &, BOE B85. 714 96.019 6.6
U< O 42, 7055 681,574 T24 .29 5.9
W, Berma-y () 1.7, 95 LL I 467 .750 .t
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Jzinl Veatuvres be ween
foreign pariners

LA /RO ea T I.ale ro.6Bi IR g 2.0

Hongkung  Norvay i - 15,.831 iS.871 -
Falistan/

G, Arabia &l LLiZr.008 188,56 9.4
wl T.Oo6.065 2,762,001 8,9

a3
i AW, Bermany il A Y] RSN § = 41,147 T.E
it FSE
Vimiharitaly s sl G e 4,476 10, ot 5.7
Ht. Fsagan /5L (UN 4,840 100,57 % 105. 255 4.4
HE /borea S 0 15,042 185,467 196, S 7.6
w.ogaeraans Jfror - 0 Deid7 Bl REG 45,9006 1.0
ugal /6L
Belg:ium /Gl 3 - BEOST7E 32.57% -
rrange /S (AN 120,357 174.12% 164, 486 S.6
riclland S O <. 448 .82 96280 AN
Homgb ooy /30 ity I9.528 HeEdl1. 720 2.2851, J4y 1.%
indiassSe oz e 120,647 129,402 6.8
Korea &l D 86,270 431,779 T16.049 16,6
Luxempora 76t 73 S.ra 144, 176 14%. 529 5.8
Singapore /L e . %56 1i. 78 17.36%  3Sz,.0
L sl Co iilaiy IV SBa L a8.7
Uséh 750 Go 44.818 1.,2z2.6680 1,d67.704 2.5
w. Gerazry oo P z. 079 4%, &7 S1.74% 4.0
Holland. DUSY : 44 .01 44 -} -
W, Germarny 2in
Australie qhi ok L W00 ..o 1B.24Y a4

3 JA7 . 564 4 5,000,492 4.5
o Sora Larran i 7.806 LIRLTRE 546,518 i.4

-

Hi ezt el cent ans G s purchoesos DY 4.4 s e Glestortion of

tro gatustion 2t kb coampans G06T vianznced  Sctivities. Nert
Bignezl it ceatsan Ot w4 Wode repressnted by a company by gray
cloth o the Jodad lmltrl. White roroes compan1as are  neut in
Line  represant s end 1%, The sther Tembeny  wniih o as
porcrnamead Yh o o theis rav material  from the Scal market 1%
puving  fanrac ircaie Ahe locas Mot Lo Supplenent Lhe i
requlroment . Ari Lhe olfier caces do nol indicete any significant
In tuence an tne local  mer ket b duding that . f 12Crn tocaliy
Owr-ed CoLmppailee, whadh as the lawest per fhrmance 10 creating any
cupportt (o dowal rodo-tpritalicie. They iave puorchased oaly l.4% ol
TR vew materisl  regumacemenis  ltke theaeir Hongt ong Collisagues
Vi hiave conbtraBRaiesd ande o,

I tho 1aight of trne ationvé, 1L 1s pocsible L0 come to & conclusion
that trhe atiitude o Lie investor 4o his country of @irigin or the
piEsence of 2 local pariner hae not played «ny significant rcle

3 ceELormiriandg 1inbvages with comestic econoamy. llence, the
atrencth i Lhe local suppiy base 38 vilbel in creating  linkages
au (leweatrated by the above deta,
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Invesiment Vs _Local Purchases

Collested wa2ta weore  fut Lher tabutated 19 ascerta:n whether Lhe
invel of 1nvestment committed, les anv relevance Lo the pattern

of procurement  ©f  moleral. Ihe table beiow categur ises the
iozal ourchases by PEFZ Unapanies, on the bhasis of investment
sirfe. -
Investment e, Of Fitlal Value AV age Local Average
Size_ .. Tiras ot Investmeyt Fucghase .
iHs . Mn.: {Re. #Mn) iRs. Mn)
i = 15 23.57E Z.eh¥ x5.588 M 41 ]
S = v 13 ?8. 183 757 79,840 6.1
10,1 - 15 H 1te. 950 iZ.as B1.705% [
15.1 - v D) BS. 167 17.0% 42,090 8.42
G, 1 - 22 0 to. 584 22019 6. 1684 P A3
S.1 - 2O e 5. 860 2707 42,0131 21.00
1 - =5 (Ul 6o, 4bh7 I2.69 D1.376 15.2
i - 44U Og 75,151 .08 5.760 2.88
1 - él:, .. " - - -
- 7w 21 61, 73 61,385 &6.254 6.25%
- iy T &3 TG, &31 /. 386 7.2
01 10,114 teZ. 114 67 .366 67.%0

¥ Fhree Com in this categury commenced Opelalions

Herice, 'L Lthe &absence of audited

=
Oonly 10 yeanr 3
t

Ploancial stal el e, investmeint ti1gures are not
e ludead. In TOrms Of appiications submitted, these
LoMlharnies stov o an faut se incCluded under the Ks., 5.1 -
eotn anveasiment rancges

U bhe pasic ot i he sbove deta, ol a glanoe, Onig ey Construe

thet higher ihe 1nvepiaest nigher the linlages would be, in

Vigw Gf the tact thal the Company  which had investied Rs, 122
M, hee recorted te lecel mar ket to uy 1ts raguirements to the
value ot ke, &7.70 Mo, tivwever. thys  Company 18 engeged 10
Tarbartoring  of rubner producie ana the major raw material
pUtiThesed 12 Cals wrepr rubber.  bence. this  dnformation gives
e drisiortied huLure, when the above entreme situation ie lest

v ot e pactere. 1t appears that, tne highest contribuiion
hzd beern mage by the Compsrnses which hes & medium levei of
invseesiment,  FPolioawing ressons s be attributed 1n thia regard.

) Viye level i proZaction achipved by thesze
Ertesvprises fR iR e hiaher yuantum Of packing

manterial.

) Mot of thne Compainies falling within this group are
Garment producers, where, the h:gher production
ievel could be zchieved with relatively low level of
investiment. .
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NCRS of trie: Lo
Srnactaon Sevel,
SUNEEAMIES, o
Companiasz, Y13t bha
levei and hea e
wolldy droem ro eran

In 1 -pary ta Lompaun.ee a2l
oo 2001 e &% M 3L bhae 0 ot
s 1T ENgaged 3N CEno
AN o eAtOr 1Ll el
fivz othor oamparts LT pUTO LY
PNy v hinmes ous o Lige {
F IR PSR W ol Yo TEWOL LTy tLrm=ioil
imunrtod e pboac.

£ gdarrorent srtuation o an
vatiing withir Lhe itivroiment

Eoth  the-

e Domparies ai e
appal w2i,  but  onhe 1% Lased
even thovah tr=inag & Ny
participailina, nase not Doaggihh

Thesreore, the local Cur che
cne Comoane whiich haeo baaagnd
Mmer ke to tnn velae of fe
PDEoTUur erGie s dower than Lhie
c.ev: Corperaes o0 Lhiat, 1t
may bovo, veacrted o ampor
st{ertivenvea. Collectece de
manner t ascertet s e
purenoses S Cihapered Lo 1
givern De; law.
inwvectmor B otal Ve
Size Fiome i Tirves

(Re . rin. ez, 15
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Y1

il 5 e
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etilewd have mot

Aachieven a very bhagh
ithe rmpart

material, exLept

JUSTI Evang a1}

Pei binyg RS

ve  reachin! cunsaderenle turnover
=N-tel  le buving flCessCries  as
L T
Irng under the investment levels of
&tel that ut ot these — Companies
prainting and  thus hes na way in
cart be met Ly local resources.
bhoving ztaetionoery antg polythene {or

@ that *they e menutacturing
y fron Lrass wires  ang  tubinygs
e seenn 1n the case of Companies
croup ©f Ra. RS Mo, - /G Mn.
ey in the of

manufeacturing
or rnowaver,

1l

ieathar. this Company

venture with Sri Lankan
anytring (vom  the local markel.
¥x g Lhile group 15 represented oy

1ts reqguirenents  from
Ve 6 M, How.over,

rverege relating to

the loceal
this leva]l of
other medium

may wetl De tnat thege Companies,
s gue to reassaons such at  cost
t@ wife  vutther tabulated in a

recrezsentat ive share ot loceal

LIT=T RN and  the relevant table is
J e tmport L alail Local
tment e - Furchase Furcha-
Vi (e, Pin) ee 7
importe
Ta. 26 8. S48 %

L. T9%

4. 657

i Y B 42, 090 1.4 %
174.233% 5. $34 4,697
b6s. 25 4z ,¢11 .5 %
Tilv. 711 c1.778 7o i%
1756 455 e 760 4.16%

b, 2 1.51%.
7.586 L. 3/ %

S5, 1%
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e atg & dxsia slso proves Lhia b the other than the exireme
s.toataon 1n the  cos# O CGmpanies having the tnvestment level

of &, Gun o above. the 1ntidence of lacel saies, iz hiah
afftiyg . melitm Jeve] investment Coaoaiies, iollowed Ly loe leved
Invesimenl companies.  Cubenies with nigh level of  investwent,
cont s ibuted MBiPitiTaceantey and Jepresented  only 1.514  and

1.37% rezpattively.

The wonglusione one Cunrity arrive i ToOm thhe above date would
theyretore ba as folicws o

¥
19 Lotenit of il ey wald: domectlc markel  couid be
dependant. o th2 size of the acbavibiy.

< Wnere tne ixvel  of acrtivity is cmizller, the
capabs lity of cresting lintages, alsc tentd Lo be
emall due to the fact tnat cuantities of i1tens are
not. signaficant.

Ry Go the conirary.  when the size of the activity is
large, creatien of linteges 3¢ hampered du2 (o the
possibiliitics ef havirs advantages in procuring bullk
1mpGrte, vather than resasr Lang Lo the local market.

S Mediuvm  =z1z2e Lompanies, tatl wiltbtisir: these two
exirepes and are. the wizior contributor tn the local
supply here. *

A Lecal FPurchanges
Ihe sinty lompaniex surveyed under tiie  wiudy have commenced

epsraticns in the fellcwing peviods z2nd relevant data on loteld
purchese ficures are O)veh elows

Year Of No. Gf Unate Lusal Purchases Anpual
Comrencement irom 15979 to 'Ho Avg.
e e e e e per _Company

iks, M) (K, M.
1%7% 1 145,852 011
19890 O ST7.0812 1.18
17 = 2w e Z, 48
s Gz Gé.935 2.0
1985 oD 29.264% 1.95
1984 413} S.63/ Gy
1985 (4 15.48420 2.5/
1B G35 . 134 -

ATO, 006

TRBESNSN

¢ A= lozal! purthese figure2s are from year 1962 onwards, annaal
2TV SDE et Company 17 catevleted by veing relevent period of
oprratior. with eifect from vear 1932.)
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The 10 projects which commence: operationn n i79  rhave

purihasert local material anneally (0 the vaiue ¢ Q3. .11 M

pel Lompany. it is 1nteresting 1o note  that 3ttt the== 10

Campanies ara manufacturing woaring asgarci ard = =i the G

Campanies w@mplnying  HA17T  workered nelonn: 14 tias

There‘ore. 1t 1% clear, that their contributior i .

linkages is relating te migher productis. lavii schaeved

Company during tha perioo of of&ratiar and  hat trat Thky e ve

changed thne
ot the locai

patter~ of procferement, e o
marbet conditic-s.

The

ap-~-d areup which cortr:buted more in this resasd are tne
Comparasz wnich hat becur COMMErc:a: Ope: atione 1h the vear !
1982, 7 out of the B Companies rets ~"ed 16 & & Lot engaze | i
mrxnufeacturing but  in the monuitaciure o ctnsi typro o
Tre apparet manuvfaciuring O £oonet i@ st her
parmente and not o dics y Clothane eprerel.
At the  same  time the gemon whch hoae caprrinabos onic Fo. 0l 47
M. % aisn engaged in Aom garment Jndustry ho! oo [Bald foraten
any T resEive periarmancs.
On e otrier nans  the Comrapoac hoon Segun commoercial
operat ans i yrarn 192, haz abowrs reletiver. wogadt beat
cantracotaons in  Craa.inyg Famk ages el o this aroun con
boih ~arment And olhe: manstacturing 1MSLELr 16e
cantrihatury f=-tor here is thnat o rubber gocrls  wmad - turer 1T
reprecar. i in thys grouo. which haz sokharn e $ho wplae of
e al purcharos by the groud.
Folloving table gives the Toral purchacis,  ©1 COmPer - & ac
por -mrtaze of jmparte on & historscel beers.
i K Es
Induzst 1es establiched withan
the yrar of 1Y 7 4.5% =19 N2
" 1935 AT A 2.1%
- 15w [P 2 [Z PSS
v YRS 1 e 5. b7 17.4%
v 1987 1i.En
v 1f/34 A o .2V
” 1908 - LR A
" 1986 - 3.6
* 3 iude compariae whiit Leoan Lias’ cmieratcorn. pui nict tho
come T Frodueztaon.
L EAERY, SRR KT A T T (AL ATEES LA I ¥ SRk ARCE ¥ - TSN L TN SN TR SR Ve T B T ]
commicciatl Prosaction Deden s aubie ent oy oo
. tiat R [AEES S (AR}

It arrea-:

P ey lme

Dt e

e st ang

smLUtte 57 4@ € COMPAril e

inn
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. @1t CATE-. ALt mPee. t el P ottt
& > of tne iccal G Ve b es T e Lhom Tt res
b the | mart pb, Thiz ~=tatement 1wzl sutpe ted b R
feilomng teble whie b LI AR AL A S TR S SURE et SR Jal-SEIT S B ST R SN SRS B
o tera. faw Bater sl P b e w, ek it fee oAt Stter At
4 iee. that commenced  (ommercans ep e ad pm qr JgET b
G (Yo downward trer.d.
900 X¥d 2300 SBELYS 1-PRE ac 11 8l /Ry L7,
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Porel purcheces az a cercentage of
totsl Naw metaraial,

-
.'\
.y"
[E

0

PE:. 1584 1965

i s Soan q_ 2y 4.7 &,57
1920 L&Y 4.0% 4.7% <. 1%
181 7.47% S. 3% 6. 0% 7.6%
178 i7. 4 11.4% i9. 1% is. g%

PFRT 1.0% KL O% 7.7% 10, 6%
- SOB% 2.2%
- 16. 1% 8. 4%
- - 0.4%

e Taze o Cotprailses et nted  commercial GReralion  3n

- & e
N Zlezv iy sni lues ~ed by tws factars,

Che campsoy 3o Hrimarly besed o5 local coip,
Aricther omnay 3o buying fabric f{rom local market, to
meet part regaircaent of rew matlerial.

N view of the toregoing, 1t 1s apparent that duration of
theratione in toe Loane by & Lompany hae ng impact, in ﬂetermxnxng
the sonrcs o Suppliy . It i1s clew- that Companies involvement in
Proc.iring fram Joca rarket 3o determined not oy longer ctay out
by cibet fzoiogrz r 1 it thelr decisicns,

il

i

.
wWill niog o TECeSRal v L analyss furtner, whitre, vhera are
oih s LI Yl ST

£, internal o, enternzl ta the Entergriascs effecting
their decicicrns to FOHBTIC Lt pracent, sHurces of  supply. For
thiz pursase, t=sponses made tao the first queztiontaire by the
Enbler prigen are anajyueo,




While one Company has not responded to this questionnaire two
othere indicated other forns of relationships.

Even though four Companies out of the &0 are specitically having
trade mar arrangements with their buyers, they are not
restricted from manufacturing for other buyers as well. In fact
most of the Companies are producing greater Quantities for
specific trade mark holders which necessitate the companies to
ensure that these products are delivered in required quantity and
time.

Therefore, it can gererally be construed that other than meeting
the buyers requirements of quality and delivery targets, they
have not been an obstacle for KEFZ Enterprises +to Procure any
material requirements from the local market.

The following table indicates that the buyers relationship hae no
relevance to the present practices ddopted in procuring from the
local market.

Buvere relationship No. barments Non-Garment Total
Local No. Local No. Local

Furchacesg Furchases Furchases

Farent or Affiliated 10 140.414 1z 22,296 2 17Z.710

Comapany

Farent Co. and 11 84,021 - - 11 4,021

Independent Co.

Totally independent g 41.822 1z BE. 107 20 129%,.9z¢

buvers

Indepenrdent buyer in 1 12,128 - - 1 12,0128

home country

Buyers with other 2 4,975 = 6. 279 S 11.254

relationship

Not indicated ST T i 1B.964
TOTaAL 7 = SO0

Thie eituation may welil be due to the farct thet present purchaces
from the local market are timited besically to packing material
and other actcessories, where the buyers or parent Company has no
interest, due to ineignificance of volume and values :involved.
Anothier interesting feature ie that highest average of local
purchese heve been reached by the Companiez which have no
relation other than being trading partners, Az a result of low
inciderce of such transactions pozsible benefite could not have
been achieved in this area.
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It can be seen that at least 3I7 Companies are able to procure
from 1independent sources without restrictions from ihe affiliated
firm. It is noted that none of these Comapnies has spoken of
any conditione imposed by the buyer. In the case of 24 Companies
in group one only 3 Companies have indicated specific
requirements of the buyer. However, in spite of these
flexibility, these imports by KEFZ companies are considerable in
relation to local purchases.

Therefore, it will be necessary to assess the sources of alobal
supply of these Companies to get a factual picture, relating +to
procurement policy.

Table at the next page exihibits a clear picture.

A strong vertical intergration between relate-d Company in buying
as well as procuring can be seen from the above data. Highest
volume of transactions have been effected between related
Companies, representing an approrimate value of Rs. 2084 M.

In addition, significant volume of imports and exports have been
effected by a combination of affiliated Companies with
independent Companies. It was not possibie to separate the
quantities of these transactiorns as 1t would involve a mass
volume of data classification relating individual import and
export consignments.

Transactione between independent Companies representec only about
16% ot total i1mports. This 1s eztimated at Rs. 857 Mn.

Thie Table further 1llustrates the fact that where there ie an
involvement of the parent Company or affiliated firm, either ac
the buyer or as & seller of inputs, or when both roles are
played by the parent Company, then the volume of transactions
are relatively high, and at the zame time procurement of inputs
from the host hountry has been below the average. (see column
4,5 and & with rows 1,3 and %7.

The conclusions one could arrive at therefore, may be
summarised as follows

1 All  FEFZ Companies have a high tendancy Lo import
their 1nputs.

=) Frocurement of supplies, from the local market t1e
basically limited tz packing materials and other
accessorles. which), constitute a very 1ow Tomponent
of the direct prodoction inputs.

) Almost &1l the Companies other than & very few are

vertically intergrated with affiliated wompanies, and
& heavy dependence on the parent company can be seen
for both, imports and exports.
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*
»

Supply
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Source

Farent or affiliated [

Lompany

Independent Company (359
located in hoame
country

Independent forelqgn (30

Companies

Mther relationships €4)

Both 1+7
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23 P45 4632
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1-6

2514 173

9,26

120 8.0

131 i1 8.39

Z.00

-e94_  _19. 6,50
84023 4730 . 10
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1,2,7




Discussions were held in detail with 04 companies, to ascertain
whether the conclusion, that could be arrived from the general
p.cture, can be supported by the behaviour of individual
companies 1in their procurement practices. Four Companies were
selected on the basis of following factors:

A E C D
Ownership Foreign Joint Joint Foreign
Owned Venture Venture Owned
Investment (Rs. Mn) <9.880 122.114 10,400 14, 3465
Employment (Nos) 1,728 1,866 870 95
Total Exports (Rs Mn) 688.575 222.380 ©BS.417 80. 120
Total Imports (Re Mn) 639.203 1Z27.201 482.437 52.010
Local FPurchase (Rs.Mn) 41.853 &7.306 8.628 4.387

This Company which commenced commercial operations within t.e
katunayake Investment Fromotion Zone on 14/06/71979 is a fully
owned, subeidiary of a Hongkong Company, which in turn is fally
owrned by a USA Company.

The total investment of Rs., Z9.88 Mn. has been invested by the
parent Company, by way of both eguity and loan capital.

The parent company does all marketing and arrarnges for buying.
Goods are manufactured by this Company on behalf of the parent
Company; thus 1t is 100% dependent for its marieting.

The only connec-ion between the ultimate buyer and the Company
ie that +the Company has <o put buyers’ trade merke on the
garments manufactured.

The parent Company is one which has 3 offehore locations, two
of which are located i1n the Asian region.

This Company s main operaticn ie the procuct.orn ©f o~ nente,
mainlv ladiez' clothing. and 1s & holder of csunetantial Qo e
for euports 1o Uzé&,

While 1te annusl producticn capacity velue 1z estimated to be
in the region of Fe, 00 Mn, the current  annual export  volume
1 1n the region of Re. 1Z2% Mn.
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sources,

L ]

1) Parent Company in Hongkong.
1 2) Independent producers in Hongkong.
v
3) Local producers in Sri Lanka.
} 4) Independent sources in other countries.

Other than restrictions imposed by way of quota
. restrictions are imposed on the Company either

exclusively in USA.

. inception to 1985 are as follows:

Year Value (Rs. Mn)
' 1979 2,27

1960 29.17

1981 61.25
: 1982 &69. 66

1982 119.76

1964 152.3

1985 176,20

restrictions or conditions imposed by the buver,
raw material hacs been Hongkong.

materials, the situation has been as follows:

=

Year Value (RKs. M)
1981 1.728
198 R
1582 5.91
1984 9.9
1985 5.64

sundry equipment amd iteme required for the
staif,

This Company procures its raw materials from the following four

no other trade
by the importing

or exporting countries. They market their production

Raw Material imports eifected by this Company, since its

The courtry of origin of most of these importe have been,
mainly Hongkong, representing about &0% while approximately Z5%
has beern from Japan and the remainder from USA. All these
purchacses have been basically arranged by the parent Company 1in
terms of the reguirement of the buyer. Where there are ne

the source of

In regard to purchase of local raw materials and packing

The principal four itemsz that had been bought from the local

mar ket are 4thread, polybags, harngere and cartone, Uther
purchases made from the local market were items for qQerere]
factory maintenance reguirements, fuel, cffice stationery,

welfare of the
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This Company, very clearly indicated that the availability of
loww priced local 1inpute other than labour, was not a factor,
influenced the investors decision to invest 1in Sri Lanka.
However, they have also indicated, that they are not
constrained to buy from the 1local market due to specific
arrangements made by the buver, or due to procurement policy of
the parent Company.

But however, cost effectiveness in importing on duty f{ree basis
and deficiencies 1i1n the local market has compelled them to buy
more from the suppliers abroad. They further explained, that
even 1f certain quality levels could be achieved by the local
suppliers, they would not be able to compete with foreign
suppliers due to the two reasons given below

12 Economies o©of scale cannot be had by the producer,
unless he is capable of exporting as well.

=y A=z the raw material base for such supplies are
basically of f{oreign origin, element of duty will
increase their prices.

Therefore, according to the Company the local suppliers, cannot
provide competitive prices, the required quality standards and
variety of items required by the Company. It was explained
further that raw materials and accessories, which they now buy
from the local mariket are also produced by local Companies
which have certain advantages by way of foreign assistance.
This is particularly true in the case of thread suppily.

According to the source the plastic i1njection moulding industry
and polvthene manufacturing industry in Sri Lanka also have
expanded to a satisfacto~y level and the achievement of
economies of scale 185 possible. Result 1s that for the
cornsumer imports are no longer competitive. Hernce the Company
has decided to resort to local market for these items.

The foregoing clearly 1llustratese the fact that vertical
integretion with affiliated firms in large scale raw material
producing countriee gqgivese a concsiderable benefit to the
Companies, such as the one discussed. According to the Company
the deficiencies 1in the local supply base has compelled them to
ressrt to other sources of supply.

Thie clezrly confirms the general picture discussed earlier.

Ca

nit

it

of _Company_ E

This Cempany commenced commercial operations on Sth January
1982, in the field of manufscturing canvas shoes and rubber
boote for export. It 1e a public quoted Company, eguity of
which is subscribed by the following parties;

1) Two Korean Comparies

2) Two Sri Lankan institutional investors

%y One Sri Lankan private Company

47 Fublic of Sri Lanka with 2Z0% equity
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At present the majority of shares of the Company are held by
the Sri Lankan partners,

Loan financing required for the project had been raised, by way
of foreign loans from the parent Companies and other
institutional lenders abroad. Gther than the operations of the
foreign shareholders in their own country no other operations
are carried out in any part of the world.

The Company was originally engaged in the manufacture nf canvas
shoes, with Capacity value of ks, 111 Mn and in 1984, the
manufacture of rubber boots was added to the production line.
Current export volume is in the region of FRs. 99 Mn which is
the highest recorded. Highest export turnover of canvas shoes
recorded was Rs. 45 Mn in the year 1985,

This Company, has no relationship whatsoever with their buyers,
other than being independent trading partners. As such no
conditions have been imposed by the buvers.

Their main market 1o Usa. In terms of the new legislation
applicable in the USh relating to import of shoes it attracts a
higher import duty if the value of a pair of shoes is more than
Uss 2.99, which hampers the its profitability.

This Company depends on three sources of supply for their raw
material requirements.

1) korean partners.
2) Independent producers in Forea.
) Independent local suppliers.

Relevant details regarding imports, exports and local purchases
are given below ;

Year Exports Imports Local Purchases
— iRs. Mn) {Rg. Mn) ——e—f{Rs. Mn)
1982 18,95 13,26 3.2

16873 F1.45 16. 68 1S5.9

1984 71.86 28.25 29, 2

1985 88,02 35.99 £7.2

In the early stages when the majority shares were heild by the
foreign partnere tne Company was heavily dependent on them for

the procurement of raw mate; ial. In fact the foreign
shareholders were, the decisions makers with regard to
procurement and marketing. The changes that took place
in41984, this policy was changed and it was decided to procure
the Company's requirements from the rost competitive

suppiiers, However, sources of origin relating to imports does
not illustrate any significant deviation as the main countries
from which goods were imported had remained same ie. Fkorea,
Singapore, Japan and EEC.
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However, the changes may have helped the Company to avoid any
transfer pricing if any. As regards local purchases, it can be
seen that over the period of time that a significant
improvement. had taken place. In order to ascertain whether
there had been any diversion of input sources from abroad to
Sri Lanka., it was felt necessary to identify the items bought
by this Company.

It was revealed that the basic items purchased by this Company
include materiels such as nylon sewing thread, screen 1ink,
tongue labels, lace, canvas olive and RSS rubber and pale crepe
rubber. During the period considered for the sample survey,
this Company had procured goods to the value of Rs. 1.646 Mn of
which Rs. 0.985 Mn represented rubber purchases.

0Of the material purchased from the 1local market by this
company, raw materials represented about 664 of the local
purchase while packing materials consists of about 16%L for the
year 1986. Increase in the volume of local purchases therefore
can be attributed to the introduction cof rubber boots to the
product line and the Enterprise wacs compelled to buy 1local
rubber for the purpose of production.

In regard to other raw material required for the production of
canvas shoes the situation has not been changed, as the
majority of gqoods are i1imported from foreign sources. This
Company aleo indicated that the decision of the kKorean partners
to invest in this country was not influenced by the
availability of local inputs, but however, the introduction of
the manufacture of rubber boots, was a decision influenced by
the possibility of procuring rubber from the local market
supplemented by the market opportunities.

In regard to the local supply sources, 1t appears that none of
the 1local shareholders are playing any role and the Company has
resorted to independent local suppliers.

As far as the Company is concerned, greater possibilities exist
for it to undertake import substitution procument policy, as
they are not bound by the conditions imposed either by the
foreign partnere or buvers. Furthermore, as the majority
ownership is now held by the local partners they would be more
than happy to resort +to the local market 1f it 1s possible to

procure their reqguirements at a more competitive price, as such
action would eventually resulting, enhanced bernefits to the
local owners as well by way of increased profits. However,

inspite of the availability of canvas wmanufactured in the
country (a medium scale industry stiil) this Company continues
to import ite reguirements even after the change of the
management and ownership pattern.

Reasone given by the Company for continuation of this practice
are two fold.;

1) Cost effectiveness

~

&) Defficiencies 1in the local product as regards
availability and quality.
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In this regard, similar explanations as was given by the
Company which was discussed earlier, ie. duty element attached
to raw material imported by the local producers and the low
level of quality was given by this Company as well. They
particularly stated "local suppliers should be provided with
financial and technical assistance in order to improve the
quality of their products for them to be competitive in the
particular market”,

This Company has identified two major difficulties faced by the
local suppliers. :

i) Non availability of technical assistance to local
suppliers to improve quality standards.

2) Norn availability of financial assistance to be
competitive in the local market.

This Company is in a more advantageous position than in the
case of Company A, discussed earlier, to assess the position of
local supply base, due to the fact that a number of local
institutional and individual entreprenuers are involved in this
Company.

This Company which has been in operation since 25th January
1979, 1s a joint venture between Hongkong and Sri  Lankan
partnere. Both partners are, limited liability Companies,
incorporated in their respective countries each holding 50% of
the equity capital of the Sri Lankan venture within the KEFZ.
Loan finances required bv the Company had been arranged from
the Foreign Currency Banking Unit of a foreign Bank operating
in &ri Lanka while a part of the working capital is raised by
way of suppliers credit facilities provided by the =suppliers of
materials imported by this Company.

Thie Company is engaged in the manufacture of various types of
jackets, track and ski suites and contract with a totally
independent buver who has no other relationship. The Company
does not have any licensing or trade mark agreements with any
buyer or any other party and is rot restricted by any condition
imposed oy the buver. Other than the gquota imposed bv
importing countriee, export activities are undertalben freely.

Thie Company which has a capacity of around FRs. D O Mn.  an
value terme, 1€ currently having a turnover of around Ke. 12y
M.
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Details relating to exports effected by this Company are as
follows

Year Export_Value (Rs. Mn)
1980 30.25 -

1981 62.46

1982 81.82

1983 8%.77

1984 88.54

1985 121.70

Countries to which these goods have been exported are usa,
Canada and EEC member countries.

Data given below relates to imports effected by the Company.

Year Import Value (Rs. Mn)
1980 40.13
1981 39.61
1982 67.68
1983 56.69
1984 78.48
1985 104,02

These goods have been imported from Hongkong, Taiwan and South
Forea. Hongkong being the parent Comapny's home country has
played a significant role in that, 48% of imports are from that
country. However, it 1 necessary to emphasise the fact that
out of this gquantum of imports approximately 72% have been from
independent sources. Assistance from the parent Company has
been sought in almost all cases of procuring. This Company 1is
procuring ite requirements from four main sources. Major
inputs are bought from (1) Parent Company (2 Affiliated
Companies in other countries (3) Individual producers in
Hongkong, while only packing materials are bought from the
local market.

Data on total local purchases by the Company during the period
1981 to 1985 are given below;

Year Value (Rs. Mn)

1981 1.4599

1982 1.051%

1987% 1,123

1984 0.941

1985 1.649
The only item bought from the 1local sources have been,
corrugated carton boxes. This reveals that even accessories,
ie. thread etc., have been bought by this Company from foreign
sources, No other reason was given by the Company as to why

they resort to foreign sources, in procurement o©of these items,
other than cost effectiveness,




The role played by the local partner in this regard is rather
surprising, as 1t clear that they could have purchased items
such as accessories in the local market as done by almost all
other Companies. It may well be that the Company is in a
position to procure these items at a lower cost from sources
such as Taiwan.

This Company has made the suggestion that in order to enhance
the capability of local supply base to meet their requirements,
"the quality of the local product should be on par with that of
the 1imported product and also the price factor should be
competitive.".

However 1t 1s not clear that this statement is a well evaluated
and balanced opinion or it was just made, without even looking
at what items could be bought from Sri Lanka.

This 1i1llustrates the position that possibilities to create
linkages with the domestic industry are not necessarily greater
in the case where a joint venture compary is involved.

A Company manufacturing electrical panel boxes 1is the last
selected for the case study which is a fully owned Danish
Company. It commenced commercial operations within the KEFZ on
16th December 1983. A particular feature of this Company is
that the parent Company is a family concern in Denmark.

Financing of the Company 1s made oi from eguity capital and
loan capital obtained from foreign banks, lending institutions
and the parent Company. The production process of the Company
is as follows.

Steel sheets are imported and the complete process of
manufacture of panel boxes are undertaken within the EEFZ
factory. Even though the parent Company is not having any
buying arrangements with the Sri Lankan venture, all the buyers
are located 1in the home country, Denmark. Orders are placed by
the buvers independently and there is no relationship
whatsoever other than being trading partners.

The buyerse do not impose any terms and conditions relating to
raw msterial purchases of the Company except that +they should
meet required quality standards.

All requiremente of the direct inpute such as steel sheets,
paints, welding rods, screws, nuts and bolte are :mported from
independent suppliers. The Company has not purchased any of
these itemes from the local market.
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Deiails relating to imports, exports and local purchases of the
Company are given below H

Year Imports Exports Local Furchases
_— ARs. Mn) {Rs._ Mn) —-fRs., Mn)_ ___
1982 7.38 .34 Q.9517
1983 15.75 15.91 1.214
1984 17.73 27.23 1.754
1985 14,11 36.04 0.902

Explanations given by the Enterprise for resorting to foreign
suppliers are given below

1) The local market does not have the required
technological background to supply.

Py

Quality fliuctuates between "medium” to “bad"

o

) In the event quality can be met, prices are too high.

This Company also has indicated that availability of low priced
local inputs meeting quality standards was not important
criteria for locating this project in Sri Lanka and that had
this been a determining a factor, they would have not come here.
Furthermore, they have indicated that better technology and
higher quality standards have to be introduced if entreprenuers
are to be induced to purchase their requirements locally.

These have brought out another interesting aspect in that they
have stateo "the local manufacturer must bpe kept out of the
bush and come and show us what he can do. We have never seen
one here. May we suggest an indoor industrial exhibition
without any consumer products®.

The comment made by the Enterprise raises the fellowing
fundamental 1ssues;

1 Lack of awarenese of the foreign investore regarding
local supply base.

n)

) bihether meaningful attemptz have been talen by the
manufacturers to supply thear goods to ione
Ernterprises.

The four Companiec discussed above are not comparablie in the
areas of investment, employment, ownership «nd level production
etc, However, all these Companies <seem to be having faairly
common  practice and attitude with regard to procurement from
the local sourcec.

Other than the basic raw materials purchased by oane Company,
all companies under study have resorted to buying foreign
sources either through the parent Company, affiliated firms or
independent sources, for their major direct production inputs,
while all of them have resorted to local market only for
accessories and packing materials.
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Even where 1local entrepreneures are involved no significant
deviation from this policy can be seen. Does this really mean
that the 1local market is defficient in quality and price or
does is it that Sra Lanka does not have any developed
industrial sector, or whether the local producers are also not
interested in selling to Zone Enterprises?

These questions can best be answered only if a proper study 1is
undertaken to ascertain the strength of the local supply base.
In the absence of sufficient data and information to assess
this situation the general policy package, prevalent in the
country could be assessed to understand how far these policies
have meaning in relation to the creation of better contacts
between local producers and Zone Enterprises.

However, the four cases referred to above, clearly confirm the
following;

1) Zone Enterprises have a high propensity to import
their direct inputs.

2 Vertical integration with parent Company has
influenced the source of supply.

3) Local ownership of a Company does not play a
significant role in the procurement policy.

4) Market forces play a major role in determining the

most competitive sources of supply.

Hence on the basic of what was discussed in general and the
case studies in particular, the following conclusions, on the

extents to which backward linkages had been created by the EKEFZ
enterprises, could be arrived;

1) A significant interaction between zone enterprisec
and the domestic service sector had emerged. In these
areas of activities, construction services,
maintenance, provision of transport facilitiecs etc.,
has played a vital role. Income derived by thas
sector would form a considerable component of the
domestic value added created. Any increase in this
relationship would depend on the addition of new
enterprices to the zone and expansion activities

uwndertaken by the existing companies.

However, backward linkages for the provision of direct
production inputs have not been developed in a
significant manner except in the areas of accessories
particularly for garment industry and packing material
for almost all the industries operating in the zone.

Ky Where the production process involves the use of
domestic raw material, enterprises have resorted to

iocal market due to its availability, at competitive
cost.
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Therefore, it would be necessary to ascertain on the basis of
the characteristics of the companies surveyed under this study,
the reasons for their present procurement policies.

The procurement policies of the 60 Companies clearly illustrate
certain factors that 1led to the present insignificant backward
linkages. Some of those can be attributed to the very nature
of wmulti-national companies, while others relate to policies of
importing countries. Following is a brief discussion on this
matter. :

Firstly, it was revealed from the study that majority of import
and export transactions have been effected between related
Companies. Even though, these Companies did not indicate any
restrictions imposed by the buyer, one Company clearly
illustrated the positiorn by stating "Farent buys materials for
all subsidiaries in bulk and keep stocks in their warehouses
and allocate to subsidiaries whatever is needed in the
production.

Thise way all affiliates bhave the same quality of materials
throughout and the parent Company can easilly designate or
transfer orders from one subsidiary to another.”

Another Company engaged in garment manufacture stated that, "as
far as fabric 1is concerned, there are specific buying
arrangements..."”

This clearly confirmse the resuits derived from the data
collected ie. heavy dependence on inter-firm transactions.
This dependency cannot be an incidental situation. But should
be looked at as an arrangement that gives them the opportunity
of significant cost advantage. While the Sri Lankan venture is
benefitted in that manner the operations of the entire network
of production centers of the group will be strengthened.
Creation of these linkages with their other production centres
abroad 15 a significant factor in any corporate strategy,
ensuring that the entire group 1is benefittea by comparative
advantages prevalent 1n respective economies where aroup
production centers are located.

Secondly, developed countries also have introduced certain
policies toc stimulate their exports. These ftacilaties,
specially custom duty walvers on re-importe of exported

articlez, (such as OFT guota svstem i1n EEC or dutvy rebate 1in
American 1imports) have 1nduced Jone Enterprises tO0 procure
direct production inputs from the buvers home market
countries, Thie stimulatee Companies to arrange with the
buyers to supply them raw material requirements, which again
hinders creation of backward linkages in procuring materiale 1in
host country.
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Thirdly, the defficiency in the local supply base. It was
revealed from the survey that except three Companies, all have
indicated that they do not want to buy locally due to following
two main reasons,

1) Cost effectiveness.
2) Defficiencies in quality and gquantity.

One Company has stated that "local supply base should have the
capability of meeting quality standards expected by our buyers,
at competitive price less than those quoted by our suppliers in
Hongkong".

As discussed in the introduction, it is noted that the import
substitution policy that prevailed in the country for a 1long
time did not create a sond industrial base. The policies
introduced since 1977 were, primarily export biased and almost
all the facilities, institutional arrangements, tax concessions
etc., have and are being designed to encourage heavy export
orientation.

This perhaps may have been the reason for insignificant
linkages between Zone Enterprises and the rest of the economy.
Hence a closer look on this problem is desirable.

It 1is interesting to note that neither the Inland Revenue Laws
nor the GCEC Regulatione recognize the supplies made to Zone
Enterprises as indirect exports or as an import substitution
activity.

As & result, neither the existing locel companies nor the new
projects have been developed to cater to the Zone Enterprises.
The only evception to this position is that, the Export
Development Board had decided that supplies made to GCEC
Companies are eligible to & duty draw-back under a scheme
administered by the Board. In this regard it is appropriate to
note a comment made by Enterprisese csurveyed under the study
which states "..... suppliers are not keen in applving for duty
rebate due to the difficulties they experienced in getting
applications processed by the authorities. (Therefore) a simple
procedure for obtaining duty rerate for oJSur local suppliers

(should be formed)". It is interesting to note that this
comment was made by 100% foreign owned Company. It may be that
the local suppliers have not vigorously pursued the

establishment of contacte with Zone Enterprisese rne to the
following reasons;

1) 1f{f the requiremente of the Zone Enterprisese can be met
it means that they have achnieved certain level of
quality standards. As such 1t 1s advantageous for

them to concentrate on export possipilities than
trying to cater to Zone Enterprises, which will not
attract any fiscal concessions as a result of the
heavy bias of incentive packages, prevalent in the
national policy package towards exporte.
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2) The sole concession that is available, is said to have
been designed in a manner in which complicated

procedures are involved.

3 Financial and technical assistance were not available
to local industrialists to take risks in undertaking
product diversification or new product development, in
order to cater to import substitition requirements (to
meet the requirements of local Enterprises) or to
cater to indirect export markets (to supply to Zone
Enterprises).

As a result, the capability to supply major raw material inputs
such as fabrics required for the garment industries had not
been developed, even though significant industrial capability
had been achieved by the country 1in general, in exporting
apparel products. Significance of the level of growth of the
industry, can be seen from the fact that Sri Lanka is now
having more than 30 categories of garments under guota
restriction to U.S5.A., while 04 items are under restriction to
EEC countries. In spite of the level of growth in this highly
labour intensive industry, no efforts have so far been made to
develop a supply base, capable of meeting the fabric
requirements of these companies. This situation is evident in
the other sectors as well.

Hence the general consensus, shown by Zone Enterprises in
responding to the survey undertaken, that cost effectiveness
and deficiency in the local market compelled them to resort to
the present sources of supply was made with a clear
understanding of the factual situation regarding the local
supply base. ’

As wae discussed earlier, the other two types of linkages,
namely the establishment of 1labour contracts (a new f{eature)
undertaken mainly by companies which have reached a optimism
employment levels, within the factory premises in the zone and
where the sheer logistics of expansion does not permit them to
undertake such operations within the Zone Enterprise itseli to
meet seasonal demands. These contracts are primarily for
assembly type operations and cannot be considered very
fruitful,in strenghtening the local supply base. However this
type of operations would enhance the manual dexterity of our
workforce.

GCEC enterprises are in general 100% export coriented. Only 1n
esceptional cases some are permitted to sell a small percentage
not exceeding 10% of the manufactured products in the locail
market. This general rule 1s applicablie to all enterprises

located in Fkatunayakke Export Frocessing Zone. In fact only a
handful of companies are permitted to sell +their products 1in
the local market.
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Even 1if permission is granted for the enterprise to undertake
local sales, it will invariably be subject to the condition
that goods removed out of the enterprises for sales within the
country will carry customs duty as 1i1f these goods have been
imported into the country.

As such GCEC enterprises cannot compete with other local
industrialists 1in selling in the local mar ket as these
industrialists pay import duties on raw materials while GCEC
companies have to pay such duty on the finished products.
Therefore it 1s possible to construe that KEFZ enterprises have
not created any significant forward linkages.

With regard to the conditions made by us regarding the
unsatisfactory levels of local 1linkages created, it would be
now necessary to futher identify whether the non recognition of
the need to strenghten the local supply base was a question of
priorities attached to multifarious development objectives.
For this purpose, & brief note on the concessions and
facilities granted by both GCEC and FIAC are given below.

The FIAC is an administrative arrangement and have authority to
arant approval for foreign investors to participate in the

equity of a local company. The tax incentives are those
available in general under the Inland Revenue laws of the
country. Other facilities such as employment of expatriates,
local market access etc., are determined by the inter

Ministerial Committee, where decisions are taken on the basis
of recommendations made by the national authority such as the
Ministry responsible for the development of that particular
activitiy proposed in the project.

The FIAC as a general rule insists on joint venture arrangement
where majority of shares shouwld be held by local investors.
However, where the project is heavily export oriented, this
requirement of majority share to local partner, may be
relaxed.

At the same time the project ie given the right to raise local
finances without limitation while foreign eguity 1is +to be
utilized to bring in foreign capital goods only reqgquired for
the project.

Inspite of these requirements, the FIAL ie also heavily export
oriented. The other institutions created to ascsist these
projects, such as Export Development Board, Sri Lanka Export
Credit Insurance Corporation, as the names implied, have been
created to strengthen the export orientation, and provide
financial and other benefits such as market research, product
adaptation facilities to both 100% locally owned projects
approved by the GLocal Investment Advisory Committee and joint
venture projects approved by the Foreign Inveestment Advisory
Committee,

Evolution of the Inland Revenue policies in the country clearly
illustrate the fact that the incentives packages had been made
more and more export biased, which compels the FIAC also to be
oriented towards exports.
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Given below is a brief summary on the GCEC policy package,
which again is indicative of heavy reliance on exports.
In terms of GCEC Law, authority of the Commission to vary,
modify and exempt the application of certain laws can be
effected within the srope of regulations publisthed under the
Law. These regulations give the Commission right to

(1) grant a tax exemption period of between 2 - 10 years,

(2) duty free concessions on imports and exports,

(3) double taxation relief

(4) exemptions from Exchange contirol requlations,

(5) exemptions on following tax payments:

i) Tax on royalty payments

ii) Liability on withholding income tax on
dividends

iii) PFayment of wealth tax etc.,

Additionaly, the Inland Revenue Law provides for the following
exemptions to the GCEC Enterprises;

1) Exemptions on income ta: of the remunerations paid to
expatriate staff of an Enterprise.

2) Exemptions on payment of income tax on dividends on
shareholders.
KY) Exemptions on income tax on capital gains, arising

from share transfer

Furthermore, in terms of the Gazette notifiaction published
urider Business Turnover Tax Act No. 69 of 1981, all exports are
exempted from the payment of ETT, while imports of GCEC
Enterprises are also exempt from this liability.

GCEC Enterprises are not subject to import &and export control
regulations.

Eventhough this package of incentivee does noct clearly
illustrate a hesvy bias towards exports the policy package
intreoduced ard the legal and administrative frame work read
together with certain objectives of +he GCEC Law referred to
earlier shows that such a bias "exists”.

The main criteria for project acceptance by GCEC is that the
project should be principally export oriented with & minaimum
export turnover of Rs. 10 Mn per annum.

One other criteria is that projects already established in Sri
Lanka, will mrnot be considered for approval as the GCEC
conceesione are meant to attract new investments.

1007 foreign owned Enterprises approved by the GCEC are
required to finance, the +total cost of f{ived assets, from
foreign sources, and recourse to the domestic system, either by
vway of guarantees, or short term or long terms credite etc. are
not permitied.
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Joint venture projects, with Sri Lankan participation are
required to meet the foreign cost of fixed assets from foreign
sources, either by way of foreign equity and/or borrowing from
foreign sources, and recourse to¢ the domestic banking system
will not be permitted. However, recourse to the domestic
financial rescurces to raise either the equity or bank
borrowings are permitted to a maximum 1limit equivalent to the
cost of local fixed assets.

1007 1locally owned Enterprises will also be subject to the
above condition.

In regard to working capital requirements, the GCEC Regulations
clearly specifies that working capital needs have to be met
from remittances of convertible foreign currency unless, the
Commission grants an exemption to this rule with the
concurrance of the Ministry of Finance and Flanning. These
requirements been imposed to attract foreign capital.

Frojects using domestic raw materials will be entertained only
where the projects involves the conversion of such raw
materials, through a manufacturing process, to an end product.
All such projects should be capable of, opening of new markets
abroad and also introduce a technology presently not available
in the country. Nonetheless, the greater risks taken by these
entrepreneurs have ©~ot been fully recognised through the policy
package.

Certain aspecte of the policy package and the legal and
administrative framework: discussed above relating to the
operations of the Greater Colombo Economic Commission clearly
indicate that the objectives expected at the initial stage of
the Commission's activities are four fold,

1) Creation of employment opportunities.
=) Increase or enhance foreign exchange earnings.
=Y Attraction of foreign capital for the strengthening of

capital formation.

4) Acquisition of new advanced technology for the purpose
of processing domestic raw materials.

Trherefore, one can conclude that the role expected to be played
by the Commission, through Erterprises approved by 1t, was to
achieve a limited set of objectives v.hile giving the Commission
the right tc adjust itself an appropriate time to change this
policy package to achieve a broader set of objectives.

In spite of the urgent npecessity that prevailed 1in achieving
these limited objectives, the Commission having reconsidered
the need to strenghten the relationship between GCEC
enterprises and the rest of the ecornomy have taken certain
positive steps, to achieve this long term objective.
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These steps are described in brief in following paragraphs.

1)

In the appraisal procedure a formulae nas been
designed to determine the extent aof tax exemption
period to be granted to a project where net foreign
exchange earnings capacity is given considerable
weightage. In view of the given financial
requirements for GCEC Frojects, net foreign exchange
earnings would constitute the local input plus return
to domestic f{actors of production or (domestic value
added) .

Therefore, in case of a 1004 foreign owned Enterprise,
net foreign exchange earnings would be limited to the
local 1inputs and services, salaries and wages,
payments for rates and taxes. Hence 1in order to
obtain better tax concessione such projects would have
to resort to more and more to the local market.

In the latter part of 1984 +the authorities having
recognized the need to enhance domestic value added
generation by GCEC projects, amended the GCEC ' =
regulations to permit inter—Zone Company
transactions. fis a result of this policy change if a
product of a Cumpany is used by another Company as 1ts
input, tramsactions 1involving the transfer of such
goods between the Enterprises were permitted without
attracting customs duty. Although this policy change
will result in retention of value added of certain
companies it cannot be considered as & very strong
step towards creating linkeges with the domestaic
ECOncmy. However, this may vield desired benefits
when the projecte approved in the latter part of 1985
ang 1986 commence conmercial operations as certain
products such as industrial moulds, precision tools
etc., are to be produced by such Companies.

brtil recently, the Commission, as 2 matter o1 policy
did not permit any Erterpricse to sub-contract any part
cf the production procese either within the Zone or

cutside the Zone. But having realised the posseibile
gairn that would accrue to the country from such
sub-contracting arrangementse the commission has now
changed the policy, whereby, certain production

processese are permitied to be undertaken in loceld
companies which have developed capabilitiezs in meeting
reguiremsntes of Zone BEnterprisecs.

The plastic industry is playing an important role in
thie regaro. However, it is too early 1o comment on
thies matter as 2 whole, as= it is a recent phenomena.
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4) Having realised that linkages could be created by the
Zone Companies in the area of processing raw materials
such as rubber, gems which are now exported in primary
form, the Commission is now consulting the national
authorities to amend the related policies in order to
recognize the higher investment risk taken by
investors in these fields and to grant further
facilities within the given framework of the law.
However no further ellaboration is possible at this
stage regarding this issue.

In view of the foregoing one can construe that;
13 The 1local supply base bhas not developed to cater to

the requirements of Zone Enterprises due tao heavy
reliance on export led growth.

r.‘:'

Even though the Zone avthority has been given wide
range of legal powers, the policy package, introduced
through administrative mechanism, have been restricted
to achieve limited objectives.

RS Other national agencies also, have not recognized the
need to create these linkages.

In the light of the above conclusions, it may weil be desirable
to consider whether at least at this stage steps should be
taken to create an environment in which such linkagee could be
developed, as it is now felt that the Zone Enterprises have
plaved significant role in achieving the limited objectives
expected from them.

However, a question has to be raiced whether the overalil
achievement of the country 1is now sufficient to discard the
present policy packagce and to resort to a more rigorous
seiection process where foreign investors are compeiied to
adrere to requiremants such as localization process ain
manufacturing or dilution of ownership etc.

In this regard I wish to quote few #cerptse from a speech of
secretary of Firnance . Flanning, given at a recent meeting of
exporters {forum. .

" The development strategy fcllwed by ithe Government 1n the
initial phase has produced resulte. The accelsrated Mhaweli
Frogramme, the houzing programme and cther development
stratagies have helped the country to achieve a relatively hiagh
growth rate, high rate of investment and lower rate of
unenplovment

The recources required for this development efforts were well
in evcess of national savinge and the gape waz filled through
recourze to foreign  ifinance. Come of it came acg outright
grants some through extremely concessionery loans and some
small amounte from foreign commercial borrwings,
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Thus, since 1978 there have been continuous current account
deficits (in balance of payments) ranging over SDR 500 million
in 1980 and 1982 to less than SDR 100 million in 1978 and 1984
and these were financed from foreign resources. In terms of
our Gross Domestic Froduct these deficits have averaged around
8.5% while they have been as high as 16% in 1980

sencssancas. ARlready our debt service burden is around 304 of
our earnings on exports of goods % services.

escessss The answer lies in expanding our exports of goocds and
services to enable us to maintain an adequate level of imports
and meet our debt srvicing burden. .....c..ccc0e.

The cese for giving the most urgent priority to exports 1in the
Sri1 Lankan context can be given in another way. The sectors
that have generated bkuwoyancy in the economy over the last 09
yvears have mostly matured. cebensacrernnnornns

There 1is some room for 1import substitution activity in sugar
production dairy development and fisheries. However increased
activity 1in these sectors will not be adequate to maintain
growth momentum that we have built up to generate sufficient
emplovment oppertunities to reduce the backlog of unemployment
and absorb the 133,000 new entrants to the 1labour force each
vear.

The export sector must, therefore be the engine of growth in
the economy.

There 1is <csome potential for expanding minor agricultural
exporte ie. commodities other than tea, rubber and coconut.
However here again the scope is rather limited.

Futhermore these exports will be subject to the same
uncertanities both exogenous and endogencus which besect our
three traditional commodity exportis.

The major share of the onus for providing the locomotive effect
in the economy and for creating livelihods falls on industrial
exports including agro—industrial products.”

Taking 1nto consideration factors such as present foreign
exchanage earring levels, balance of trade deficulties,
unemployment levele and the defficiencies in the local

manutacturing sector 1t is felt that the present policv package
should cormtinue. At the same time, opporturnities should be
kept open to attract ftoreign investors eirther into the Zone or
outside the Zone, by the Greater Colombo Ecormomic Commission to
achieve a wider spectrum of objectives as given in the Greater
Colombo Ecornomic Commission Law.



However it would be necessary to emphasis the fact reliance of
these exports on imported raw materials and intermidiate goods
will nor permitt the utilisation of otherwise unutilisable
domestic resources to expand outputs, income and improvement in
productivity of domestic resources through economies of large
scale production. Eventhough Sri Lanka 1is a country with
limited domestic mar ket and relativily narrow resorce
endowment it would be best to explore the posibilities of
laying a solid foundation for expansion of industrial exports
of resource based product categories which have considerable
potential. A concerted effort over a wide front 1is also
therefore required to improve the periormance aof existing
exports to develop new export lines while strengthening 1linkage
efforts within the domestic economy.

Strenghtening the 1local <supply base through 1linkages with
export enterprises could be achieved by a two fold approach.

1) By attracting companies involving more complex
manufacturing process where it will be necessary to
have & production capability by the plant itself
rather than being a pure assembly of imported
components.

ar

2) By encouraging local investors to upgrade both
production and technological capabilities.

It was evident that most of the companies located within the
KEFZ are fheavily dependent on imported inputs and engaged 1n
simple manufacturing process. As a result most of the
companies have low-to-medium scale investment levele and are
highly labour intensive. These companies could continue to
operate 1n  thie fashion as long as cost effectivness in labour
is & determining factor. However, 1f the necessity is to
attract foreign investors 10 more complex industrial
manufacturing projecte, it has to be understood., that such
projects will have a different technological base and a
different financial structure.

Thi=s would be meore so if, the comparative advantageous (other
tharn  labour costs) prevalent 1n the country 13 relatively
limited. In that event, a concession package purely based on

tax reliefs and labour cost advantageous will not be sufiicient
to cover the 1nvestment riske these companies wilil have to
take. For example, these companies may have to incurr  hiagh
coste in raleing finance or in diverting resources {rom an
already established location. The cost of aquiring technologvy.

will &alec have +t1o be conesidered. Coste to be incurred on
continuous R & D has to be recovered. Above all, the risk they
Feve to take Jor depending on local market for certain

impor tant inputs, is a fact we have to recognice.
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The policy frame work should be flexible enough te grant relief
to meet above costs by way of financial assistance from local
sources. For example, the Export Development Eoard could
perhaps be able to provide for these needs. If such assistance
is provided, the authorities will be able to impose certain
conditions to ensure that the costs incurred by the governement
is recovered as national benefits.

Industries of complex nature requiring a higher technology or
greater 1involvement 1in the 1local manufacturing sector it will
have & somewhat different cost structure in view of the limited
comparative advantages that prevail in the country.

When designing effective promoticn policies. one bhas to be

conscious of the fact that foreign investors take into
consideration, in their strategies, relating to relocation
policies, the risk f{actors and expected returns of their

investments. The cost of raising capital and technology would
form a considerable cost element in & project of this nature,

thus would consider the protection available to him in a new
location which could take the form of facilities available to
raise finances, local mariket access,training grants,carry

forwading of losses to post tax exemption period etc..

Hence, any financial incentives that could be provided to lower
or alleviate the problem of high cost of capital and technology
would form an important element in any promotional strategy to
attract this kind of investment.

Such Companies, may not be able to achieve even break-even
point for some time. Machinery and training costs will assume
a higher significance than the labour cost in such operations.

In that 1light, any relief given on corporate tax to the
Company in the early stage will have no meaning as in fact the
company will not realise any profits. Therefore, the fiscal

policy should be adjusted to recognize these limitations.

In this regard it may be possible to learn from other couniries

who have been attracting complex industrial projects to their
Zohes., Thie policy approach would reduce the footloose nature
of the project thus compelling the investors to think in terms

of long term perspectives.

In ofder to create strong backward linkages with theze
Companies, the local companies expected to manufacture inputs
will also have to be given encouragement in order to reduce
their cost levels and to increase quality and production
efficiencies.
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This in turn relates to the risk the local producer will have

to take 1in acquiring technology and/or diversifying into
product developments. In order to promote these industrialists
to take part in the process of supplying internationally

accepted quality products in required quantities, while meeting
delivery =chedules, they also have to be given sufficaient
incentives to engage in this high risk areas ‘as far as local
industrialiste are concerned) of production activity.

This aspect should be given prominence in the cverall export
orientation strategy, as these activities could also be
considered as indirect exports and contribute significantly to
national economic benefite.

In this area, incentives such as duty f{ree i1mport facilities,
for basic raw materials and machinery, tax incentives and
concessionary finance, granting financial assistance to recover
initial losses etc.. could be considered.

These commitments by the naiional authorities would in fact
involves a significant cost element to the government but
however, this can be justified 1in view of the long term
benefits that would accrue to the country.

One other important aspect that has to be considered is the

possibility of permitting local enterprises to aguire
technclogy for the purpose of developing iocal supply
capability. This 18 an area where the concerned agencies can

promote greater coordinatiorn among themselves to identify what
areas of the local supply base need strengthening.

Thie would only involve a readjuvsetment of approch as almost all
these facilities are now available for direct exporters throuah
varioue agencies. The Commission itself carn make a significant
contribution in this regard as the GCEC law 1is flexible encugh
to cover any economic activity.
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Construction — &) Construction & Building Materials

and Maintenance

Raw Material
and Accessories-—

Office
Requirements -

Recreation,
Welfare and
Entertainment -

Transport Eguip.
arnd related
AcCcessoriec -

Miegcellaneous —

b) Electricity Goods, Fittings &
Equipment

c) Water Service - Pumps, Fipes & Taps

d) Faints, polish etc.

e) Fittings - Rolte % Nuts

t) Wood and Timber

g) Iron

h) Other /Miscel laneous

a) Facking Materials

b) Fuel

c) Tools Machinery & Spare Farts
d) Marking Inks etc.

e) Other /Miscellaneous

a) Equipment

b) Furniture

c) All items of Sationery

d) Frinting, photocopying. computer
requisite etc.

e} Other /Miscel laneous

First Aid, Medical care items,
disinfectante ete., radio, cassettis,
tea and refreshments etc.

Yehicies, tyre & tubes, cycles, wheel barrows
etc.

Items of purchases grouped together and
reported as miscellaneous and provision for
any unclassified items.
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6.C.E.C. ACTIVITIES & ENTERPRISE PERFORMANCE 1978 -

1986

g In KIFZ G

FEOJECTS UNDEF CONSTRUCTION

=== ==== tzz ' ! lzz==zzss ! i ! ' ! zszlzzzes zzz
Y1978 ¢ 3§79 ¢ 198Gt 1961 ¢ 1982 * 1983 ! 1984 ¢ 1985 * 1986 ! TOTAL
== 1 =i H 1 ===t l =! l :::! 1=
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FOREIGN INVESTMENT /Rs.M) ' 938 ' B14 ! 2698 ' 97¢ ¢ 117¢ ' 198G ' 436 ' 167 ' 138 ¢ 7531
TOTAL INVESTMENT Re. M) ' 1350 ' JGe% ¢ 3262 ) 1663 ' 1600 ¢ 2B4 ' 7B Y 266 ¢ 18P ! 10380

] i H 13 H t ! t i ]
! ! ! ! ! ! ! ! ! !
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PRUDUCTWISE BREAKDOWN OF INVESTHENT, EXPORTS, IMFORTS, LOCAL PURCHASES AND EWPLOYMENT OF ENT.RPRISES IN KIp2 {i978- 19

e:n::::::::::::::::::::::::::::::::z:::::::::::::::::e::::::::::::::::::::e::::::::::::::u::z:::::::::::uunucm
{Rs. Mn,)
FROGUTT GROUF INVESTMENT INFORTS EXPORTS LOCAL PURCHASES ENPLOYNED
HHEHI HEtRELIN HESH HILH SHUHHHNE
KUBBER THREAD B.915 12.357 21.522 6.175 98
RUBBEF BLOVES 78,674 53,864 9.82i 7.38¢ 102
SPORT 60GES 0. 007 1,007 ¢.000 0.134 ¢
YARN 11,483 868,743 32,387 1,363 202
SURF SAILS 8.097 16,394 12.58¢ 5.955 153
TERRY TOMELS 1. 109 171,003 214,348 17, 95¢ Bog
FORCELAIN FIBURINES 6. 000 &.000 4, 004 4,000 0
COIE WATTING 6.389 2.971 .78 2.518 20
BRisHES 81,482 5¢.47 E1.98¢ 5,754 320
JEWELLERY ‘LAF i DAk, 32654 %c.247 160, 862 4,328 25
ELECTRONIC PRapUCTS &0, 08 ve, OB( 22,683 1,438 =Y
ELECTRICAL PRODUCTS 23,980 27,037 1617 . 158 4
ETEEL PRODUCTS 14,34 5,845 80,125 4§78 g%
IRFIBETION Fumes 12,000 £2.0%% 5é,848 &, 142 4G
BARKENTS 411,005 §713,527 150,625 éae, 157 21847
EDCKS 2T00x INR2 kg 13¢.28% 114,387 7835 It
BLOvVES 14,72 180,852 405,342 HS e
FOCTwESR 1ef 114 137,38 2iI. 75 L 1zee
LEATHER & 0uf: "L W {1, 5 0
LEATHER BaRly:: Soel iS58, 824 18,835 1LETS iae
RRIIFICIAL FLOWERS HLIET 3E, 152 LN T £, 054 R
FOLYFROFELERE 60013 €. 34 148,727 13e.616 4,85 432
ML B0Os &.80c 42338 15,27 6.471 241
FRIKTIHG .45z 15,821 0. 600 {067 il
OTHER: TR 0,627 (. 482 0, 600 ks
#1075l 409 898,271 0418, 405 1104%, 024 430, 00¢ 28557

LRI BR300 404




7 eatesory 1978 1979 1980 1981 1982 1983 1984 1985 1986 TOTAL

1) Food, beverade % tobacco 5b6 - - - - - - 449 - S05

2) Textiles, wearing apparel % 14224 2782 5062 2914 2506 865 1487 2984 1120 33944
leather products

3) Wood and wood products - - 250 - - - 129 - - 379
{including furniture)

4) Faper & paper products - - - - - - 56 - - Sé6

5) Chemicals, petroleum,coal 348 &3 577 539 IZ9 178 877 522 - 3614
rubber and plastic products

&) Non-metalic mineral products L7646 604 2306 649 358 389 - - 215 5097
{except petroleum & coal)

7) Fabricated metal products - - 804 140 P9 - 143 96 56 1638
& transport equipment

8) Manufactureo products (n.e.s) 878 598 4660 571 2334 1368 1098 24 - 11531

?) Services 7 - 378 - 2025 1390 243 - - 4073

T yorAL T i T 16119 4218 13037 4B13 7661 4190 4033 4075 1691 60837
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of any such laws, to such enterprises in accordance with
such regulations as may be made by the Minister.

) Every such agreement shall be reduced to writing and shall
uporn registration with the Commission, constitute a valid
and binding contract between the Commission and the
enterprise.

!

SECTION_17

{1) The Commission shall have the power to enter into
agreements with any enterprise in or outside the Area of
Authority and to grant exemptions from any law referred to
in Schedule B hereto, or to modify or varv the application

0
0
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(1) The Minister may, by regulation -

(a) determine the scope and extent of any exemption or
modification of any of the written laws set out in
Schedule E hereto which may be embodied or
incorporated in any written agreement entered into
between the Commission and any enterprise under this
Laws

(b) modify or alter the porovisions of any written law set
out in Schedule C hereto in the application of such
lawe to the Area of Authority and modify any
provisions of the Municipal Councils Ordinance as are
applicable under the provisions of this Law to any
Area of Authority;

(c) provide for any matter which is deemed by him
necessary for the carrying out of the principles and
provisions of this Law.

(2) Every regulation made by the Minister under this Law shall
be published in the Gazette and shall come into operation
upon such publication or on such later date as may be
specified in the regulation.

Every requlation made by the Minister shall as soon as
convenient, after the date of its publication, be brought
before the National State Assembly for approval. Any
regulation which is rot so approved shall be deemed to be
rescinded from the date of such disapproval but without
prejudice to anything previously done thereunder.
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CATEGORY

Food, beverage % tobacco

Textiles, wearing apparel %
leather products

Wood and wood products
tincluding furniture)

Faper 4 paper products

Chemicals, petroleum,coal
rubber and plastic products

Non-metalic mineral products
(er:cept pelroleum ¥ coal)

Fahricated metal products
& transport equipment

Manufactured products (n.e.s)

Services

TOTAL

= No. of Units

= Total Inveztment (s, Mn)
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