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SCOPE, STRUCTURE AND DETERMINANCE OF LINKAGES BETWEEN 
ENTERPRISES IN THE KATUNAYAKA EXPORT PROCESSING ZONE 
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UNIDO-VIENNA 

BY 
M. P. T. COORAY 

VIEWS EXPRESSED IN THIS REPORf ARE THOSE OF THE AUTHOR AND DOES 
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In an 
strategy 
E\/Ol ved 
proolerri: 
o.:ovment 
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overall assessment the net outcome of import substitution 
appeared to be marginal. The industrial structure 
during this period was characterised by a plethora of 
sue;, as growing 
difiicult1es 

unemplovrre~t and 
which hampered 

lncreas1ng 
sustained 

ba la.nee of 
ind•_1str ici.l 

Industries were h1ghl~ capital intensive and hence Old little 
tc relieve the u~employment problem. While the she~~ of 
manufacturing increased ~rom about 6 per cent in 19o3 to 10 oer 
cent in 1~72, lhg share of emplovment in that sector increased 
onl'.- irorr: c;.~·:,-. ts S.6:~ betweer1 these t1·JO vear-s. Meny of tt-1e 
e~r1v imp~rt substitution industries were estall1shed by large 
tr.=.=lino hoLr:=.Es- tc. er•stire the rnar-l:ets for hitherto impo:·leo 
•.:: onsur.,<0;h l es. A= l ncent i ve:: to reduce costs were o l1_1nted b-.,., 
h i 1~ r. e f f e c ~- i v -:=· p r o t e c t l on • t_ h e r e w 2 :- e ,_,, i den c e C• ; s Ll b £ +_ an i.:.. l e.. i 
1~e!f1c1enc1e5 and l1nanc13l lo5ses wn1ch invar1ablv implied 
erosion in consumer welfere. Apart from these, t~ere were 
ad~1t1onaj structurel 11mita~~ons h1nder1nq the operation of 
5 t 2 t e l r. du~ t r l es o 1.,, 1 no -t. o I; a i:::· ha;: a r d p l .; n n i n g 2. n Cl v e< r l o" s 

de11c1enc1es :n dav-~o-c.;v management. Given the precom1nance 
o• sta~~ enterGr1::es in producer-good industries. their 
oc.e,at_1on2l 11m1ta-..:1ons r:ot onlv cci.used severe da.t.iages to 

c-dlDcat1or; 2:-,d consumer weiici.r2, but 
on publjc savings gene~at1ng budgetary 

r?s.our CE· 

pre::s:_i_r e 

Abo-.e 
t_t-, 2 

c.1 1 these l imit2~ :ons. the !r.2JOr 
ion~ lEr~ v1ab1l1t~ of 

also ger.er at ed 
pressure. 

iactor which constrained 
import subst1tut1on 

sectc1 1 in a,=cott1p] Jsh1r:~ 

In p·act1ce. 1moort 

the d1s~a1 record 
env1saoed balance 

C·i 

at 

the 
pa vmer: r_:; ri=-l 1el. 

did neot 
chanqec 

sub'="lltution 
d1fn1n~sh the dependence. 

Cl 

t. r-, e p;: oense of 
F-ur tr:f:r. 

L(..)St=- ar·e 
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1_ he 

but mEr e iv 

reciucec import:: 
~-t·ib.rE 

not compe-:. 1 t_: ·;e 

·=·:: J ··.~· 

Q;-"; 

:,€_:_ !j!~-.1. !1i:.-~]~ l·~ tt!~;; l:·'t,•1:- ... t- '• t. l :::F • 1 "t_ 

q1_ i J t_ i=. t_ ;·, i.; t ur,le::s ~;, ::_.~qr-; 1 f 1 c 1:;.n~ tr e€•.~ -thr Duqr-1 
lr-tdL•=:try, impor +_ cc;r1c::t_r .:n'r:t mig:,t 



It wds against this background that the economic strategies 
adopted by the Government of Sri Lanka since 1977 were based on 
a pledge to open up the economy to market forces and tc promote 
export led development and growth. Tne 1ndustri~l1satio~ 

strat~gv embodied in lhls policy pac~aae was based on the 
neo-clsss1cal analvs1s of the failure of import subst.1tut1on 
indust_r1allsation in less developed countries. It was 

product!on 
Effect oi 
pr od·-"=t_ i en 
i:l l i DC 2 t. l 0:-1 

t ric.t tr1e e' cess i ve gover'nment 
and d1str1but1on in the economy 
mar~et torces in tne utilisation 
a~d resources. It was tell 
Gi r·esour ces 

inlerver't ion i!"""', 
would neg~te the 
of both factors 01 

that guiding Gt 

resu.~+_ Jr· an ddJLl~t_rner•t 

is teller than controlling as 
1n the prod0cl1on structure 

it 
in 

w.:>u 1 d 

ilne 

oc·--., er niT1E?r.t 
r equ l r· PC 

in\/~ :::=t mer-1 t_ 

cor.t r o 1 s, 
re..+_ e tariff 

2.liO 

r- e for rrts were - l ~ ~ 
c. .l =--· 

S 1 fi:U it c..neei 1_is J \/ rr1e2sur es :.-;er E 

hE-3-·./ ·/ 

2,dopted 
bias 

to 
or, 

attract 
e···port 

to c.ch1eve the otjectives 
felt that act.1ve institutional 

tc• alt re.ct, approve, mon1t.c•r 
act1v1t1es in tne country. 

of e;:port led grm·ith thE 
arrangements wouio be 

and regulate fore1Jn 
Tne Foreign Investment 

Advlsorv Committee wh1ch in e;,: i <::.tence, 
app:-CJ\/E 

c.·jm1nistrati~·E 

F .:::;re i 9r. ln .... ...-estment hd.1s:Jrv L.om;T; it'- ee an 

In order ~o create an institution with st2tutorv 

4 of ict--:~ b • 
'\. h-o: 

a.uthcr i +_'; 

econom~ of t~e Republic and to provide tor m~llers connected 
2r1d ir1c lCE'.-,ts.l tr1e~ Eto. 
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In terms 
as fol lows 
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the GCEC law~ the objectives of the Comm1ss1on are 

lo f ost.er and generate 
of t.he Republic 

tne economi- development. 

to widen and strengthen 
of the Republic 

the base of the economy 

lo encourage an~ 

within the Republic 
promote fore'.gr1 investment 

to di·.ers1fy 
earnings and lo 

the sources of foreign exchange 
increase the export earnings 

to encourage and 
de·..reloprr.ent. of 
Enterpr1ses w1tn1n 

foster the 
industr1ai 

the Republic 

es~a~l1shment an~ 

ano co~merc1al 

i.f' t.o 21dm1n1st.er the afi.:01rs of the Arec.. of ?-iutnor1t.v 

to do all such other acts as may be 
conducive to the atta1nm~nt. ol any or 
above obJect.s. 

necessa,. y or· 

a.11 of the 

Furthermore. the GCEC 
immed1.:otely to the north 
mtrs. referrFrl to as 
lS empowered to lay out 

Act has 
oi lolombo 
•·the Area 

lndustr1ai 

oemar·caled Ct 

l l"l e::tent of 
of Author itv". 
e=tates within 

Author1t1 ior sale or lee>se to t.r-1e investor·s .• 

In e>o.:l it ion. the Commission lS also 
l 1cen:ed ::or,e;: - n any area of country but 

empov-il"red 
D• . .tls1de 

Sp"?C l f lC .:1rea 
4:::_.;_, sq. k1io 
!he Comm is.sic-.-, 
th1s Hr ea of 

to establist-1 

A1_1t_hcr1t_v, to provide fac1l1t1es or 
est.a.bl 1 ::r-1me:-,t_ 

improvement 
Arec. 
for 

Cl 

t_he 
of Lice~, ::.ed Enterprises. GCi:L. LC<W 

provides powers to tne Comm1ss1on to approve anv indust~y for 
locat10n 1n 2nv olner appr8pr1ale a~eas in th~ country. fne 
commiss1on gr?nts sucn approval taking into cons1ciera~~an. 
teer.no economic recisorr<:: s.uch as the pr·o·: .. 1nntv tc. s.ource"' c;t re.,·~ 
mater1els. C!1mat1c cond1~1ons etc. 

!he 

~-t r._1d ·~· J !-= 

F·r c.rc.e.··~ ~ J r1q 

pur·suei.nce its 
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In terms of Section 17 of the GCEC Law, all companies, appro~ed 
by the Commission are required lo enter into an agreement with 
the Commission, in order to implement proJect proposals. 

During the period 1978 lo 1986. the Commission 
120 such Agreements of which 91 have 
operations. Of these Agreements 24 have been 
various reasons. Out of the projects 1n 
located at the ~atunayake Export Processing 

has e"lered into 
already commenced 
cancelled due to 

located at the B1yagama Export Processing 
Licens<?ci 
lsi2nd. 

operation. 
Zone and 

Zc•ne. 
- + . t::n .. erpr ises, are located in various parts 

See lable 1 in appendix. 

68 '=<"e 
4 are 

Others, 
of U-·e 

lhe p: oducts made by these Companies range from rubber threc..ds. 
glrves tleather 2nd cloth>. sports goods, cosmetic ano artists' 
brus~es, gold silver and costume jewellery. elec~ronic goods. 
electrical gear. irr1gat1on pumps, all types of garments. 
leather aGd rubber footwear. artificial flowers, cane products, 
cradles. electric winches, precision steel moulds to electronic 
communication eqLtipment. In addition. the growing of foliage 
plants, pearl culture. lapidary services. airline catering 
services, software programme development, ship repairing, 
tobacco processing are also undertaken by GCEC approved 
cc1mpa.nies. 

Al~hough a diverse range ol products can be seen the dominance 
of aarment sector is obvious where a majority of the Lompan12s 
namely 25 Companies are engaged in the manufacture o! garments. 

These: 
m l l J J C• n W } l t-, a 

le 

hc:ive 
1 DC a. l 

an envisaged investment 
employm2nt potentJal ~f 

gener.::ite e;:port earnings 

of F:s. 

ks. 
million ~t caaac1tv operation. 

a.mounting 

I r·.j')I:-_ ~,T MF t,;r - - - - ·-···· -· ···- .. 

I ar C•:J!Tt!TilltE?ci e<.r. 
1 ::: 

iln l 1 J or; 

F-=:.. 
pr· C,1, E'C. t ~ 

mc,r e t liar; 

r Fl err F.:'0 

t_r-,e 
to 

7. b: "~ mi i i ion. 

in ~'est mer.; 

i r:e 
C>I 

e<.nd a 
J~ ... 51)\_J 

C•l 

L••_•r lr;c,; ti:E r1E>r luc:i i·:,;;.c,, tc· 1'-i't.<:::,, trie lot~,) val LIE· Cd e.:pc.r t_~. 
ef iected bv GL~l pro1ects amounts to B Hupee ecu1v~lent ot 
.:..r-;:,r·c,;:~rr:2'tF h<:: .. J.-i,O:f7''-i hr •. -rr11s m.:;,, h.::1·,·e cori~·.Jder"".blv rF·di..:.ce::,d 

tr.E st.r21n Jr• lr1e bolancE' 01 PEl\'ment pc.':-,1t10~-, oi tr1e co•_intry. 
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It is noteworthy that annual exports of GCEC Companies have 
be2n growing at an increasing rate. This is in contrast to the 
investment flow. In 1979. 13 GCEC Companies exported goods ~o 
the valve of apprm:in.at£:'ly Rs. 152 Mn •• which has lncr2asec1 to 
4.000 Mn. in year 1986. 

One of the features of the export b~se at present is the 
deviation from traditional primary exports and the apparel 
industry. Even though the incidents of garment exports are 
cons1aerable, the emergence of other types of manufactured 
e~:ports is now on the increase. Out of the totai e:-;port. 
earnings approximately R= 6.300 Mn are from manufactured 
e::pc-rts other than ga.rments. Follo•.,i1ng is i'\n illustration ; 

YE·ci.r §~.!:: !ll~r:i~? i: !jgi:::·-::::~~~!!l§'!li? ~I~ Jgl~l 

1979 145. 1 15 95. 58 7 036 4. 6:;:: 1 c:- .-,. 15 1 . '-'-=-· 198t:l 476. 6c=-~, 90. 09 C"'"l 429 9. 9 l 529 1)8 1 ....J.::... .J.::.. • . 
198 1 96:::: .• 1 1 1 82. 79 2(H). 236 17. ,-, 1 1 163. :::.4 7 .::. 
1982 1280. 25(1 77 44 -:"'."7'":· 86 1 22. ~·~ 1653. ?.4 7 . ·-'I .;:... • ..J..J 
1983 1870. 688 77. ::A 548. •)9o r-,.-, 6a 2418. -; C:• "7 .;.:..::.. . ! '--'l 
1984 .--l-., 

10. . .::Au 76 . 66 827 128 .-· .. -:: :::.8 =·537 468 c:. I . .:... ·-·. . 
1985 28'1 1 6•)l:) 76. 06 9 l(i. t)(l(o - .~ 94 3801 60C1 

. .::: ~· . . 

1he Net. Foreign E:'.change Ear·ning= arising fr·om the tot.al e;<peirt. 
earG1ngs indicated above are est1mat~d as follows ; 

l -:_ 

1979 
198u 
1981 
1982 
19f.::::. 
J08Lj 

m~ae bv t~e GCE[ for tne 
f~tu~s~ale and B1vagam2 

• 

1 :::::o 
291 
4~.7 

77J 
j '.)I.;:· 

E: 1 ;:. 

neote tr-,.:.t lhE· tot;;:·] in·1ei::t111er1t. thu.s 
purposP of develo~1ng thes8 Zone~ 

'S 2.ppro::1m;:::,teiv F--s:. :;~<·Mr-. . 
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significant achievement 
its existence is the 

youths. Annual creation 

of the Commission during the 
opportunities provided for 

of additional jobs are as 

Year 

1979 
1980 
1981 
1982 
198::. 
1984 
1985 
1986 

Annual 
~r~~ii9!:!_Q!_Jgg 

5876 
4705 
9146 
5199 
:.779 
4720 

Total 

5876 
10581 
19727 
24926 
287<)5 
32725 

3061 35786 
6850 42636 

It lS interesting to compare the annual job creation with that 

oi annual inflow of investment. 

Year Annual 

1978 
1979 
1980 
1981 
1982 
1983 
1985 
1986 

Investment Flow 
________ rn_§_.__!'.'.!!:!l 

37 
10 

374 
1254 
929 

3769 
2467 

627 

Job 
Creation 

5876 
4705 
9146 
5199 
3779 
4720 
:::060 
68~5(1 

The table above clearly illustrates that 1n the earlv staqes 
t-.ighlv l.;.bo11r intensive projects have commenced operc..t1ons 
while in the latter part due to the capital intensive pro1ects 
the emplovment opportunities arising lt1erefrom were reduced. 
High c2p1tal intensive proJects such as dry docking facilities 
2nr: . .:<llc< nickE'l f\11'.:•E m.:<nufactu.r1ng l.;.c1l1t1E·-::- ~.a·.'F beer• 

respo~s1bie for this situation. 

Tt-,E· te ... ti )E-, ge:crmerit n1c.r1L•faclur1ng s.ec:tor \.'Jrt1ch ~·J2.::. E-::-.1-c·t,J 1shed 
1r. the ee:rly st<i<oes t)l~vs a. dominar1L re· le ln pro,.11d1ne; 

e11.r•lD":.1rr,e-nt. FurlhErmorc tr1e 1r.cr·E<:1sed ut1J1s2t_1cn c:d 
c:<p2.cit1e: .:.rid r1ew E''·!pc:>nsions Ul'OE·rteLer1 by e;·1s+_1r,o Oe•rment 

ino•.:=.tr lE'S: iurtr•er strenqt_r1er1s this pos1t1or1, 
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Table below is an illustration on this aspect 

Y~§r_ §~~~~Qi t:!gQ_§~r_~~IJ!: Ig!-§1 

1979 5664 212 5876 
1980 9252 1286 10532 
1981 16167 356() 19727 
1982 17219 7707 24926 
19S:=:. 20644 8061 287(>5 
1984 23386 9339 :?.2725 
1985 2650::::. 928::::. 35786 

However. the increase in the employment opportunities in the 
non garment sector is notable~ where the rate of growth is more 
than that of garment sector. 
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At the commencement of the study, the genera] questionnaire was 
sent to 60 companies operating within the Katu~ayake Investment 
P~omotion Zone seeking infor~ation to ~~ke a quantitative 
assessment as well as ta obtain the:r views on the local supply 
base and to assess the need to resort to present supply 
source. <A copy of the questioGraire is at anne~urG !). Of 
these only 58 companies r~=ponded. 

On collection of this information a further questionnaire ~as 
sent to 20 companies soliciting the reasons behind tn~1r 

decision to inveslme~t in this country. These 20 companies 
were selected to represent almost all proauct sectors. ~or 

this questionnaire 18 companies responded. One reason provided 
was the, strengtt-. of local suJ:Jply oase and the availab1lltv ot 
low cost raw material ~nd other inputs 1n addition to labour. 
ThereaftPr, based on the data obtained through the t1rst 
questionnaire and from other source documents available in the 
Commission, detailed discussions were held with 04 companies, 
selected on the basis of e:·'.tent of local pL1rcha.ses made by them 
investment, nature of ownership etc. 

Subsequently, utilising the information available with the 
department servicing the industries localed in the ~one, an 
analysis was undertalen lo ascertain the types items procured 
from do~estic sources. However, since this work involves 
sorting of a great number of documents and extraction ana 
tabulation of da.ta. this s+_udy hcid to be rE·stricted to a ~.ampJe 

survey, in which, data rel~ting to 4th quarter 1~84 wa~ 

analysed, th~ perJod considered re~resentative of ~tatu~ ouo 
due to the following :-

1. 

~. 

60 companies were administered by t~e K~PZ 

quarter. 

t·1.:c:'. imum loce:il f::•L'r chc..se l<'JE:'rE' made during lh1s ·1e.:r. 

J. Data were eas1lv acceEs1b]e. 

An lrr·;:--.eirl2.r1t .;.~.pE-cl for mE-;;:SL1r-1r;g E'flE•::t1vE•r;o::-~= C•i l.::.r·or'\ 
ProcP~~1n9 2Gnes has been the levels of cre0t10~ of b~cfw2~c 

lin~?r;Je'=- a.m;::m.:;1 C.F'Z com~·?:11e::-s ,::;r:d the Dc,m1:2~t1c lr:d•_,5~_r1.:<l 

s~ctors. In cerla1n countries loc2lisat1on of the oroductio~ 

r•rcici=-;;;.i:;. eJt.her w1tt-11n the- ::c•ne compa.::y or b .. :· sut·cor1tr·eict1r1q t11t. 
work to other domestic companies possessing cap2b1l1tje~ to 
m''Et ·u-,;:::· r·ee1•-•ire-me.-r-1ls, 2re· ceor1s1de:red lob~· of po:.ramo1_1nt 
im~ortance, especially whEre tne country·s industrial sector is 
p~rticuJarly strong. It had been said that qre::-aler th~ e/tent 
of these 11nkag0s, larger would be the long term benefits 
C:•ccrc:1r·,q from E::i::,arl F'rocess1ng Zones. On tr1e 01...i1E·r hanc~ if 
the·se lir1f:<1ges remain limited, it is unlike/ thB.l the zones can 
g~nerate long term sp1n over effects in strengthen1nq local 
1ndustr1al development. 
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However. it has to be understood that the objective of any 
development programme in a countrv. whether it be industrial, 
at;Ficulturcil or ciny other. is totally dependar.t on the 
circumstances under which suct-1 programme is ir.1;::>:1emented. and 
the pr1oril1es attached to multifarious dev~lopmenl 
objectives. EPZ programmes are aisc subJect to these general 
cond1t1ons and are implemented in the milnner in whJcn they 
cater to a country's need in the best possible manner. 

In spite of generality of the foreoo1ng it has to b~ accepted 
that creation or backward l1nkaoes by export oriented 
compa~ies, would in fact, instil mere and more capabilities and 
benefits to the local industrial sector. However. it woLtld be 
necessary for policy makers and adm1~1strators of export 
proce~sing zones, to ascertain the extent le which these 
lir1k;;qe·::. hci\/I? been crec.t.eri. ir. orde.r to int_roduce PD.iicy 
changes lo en~ace such link21~s. 

The t . .:<tL•nE<vale E;.:port Process1ng zone, ha<:: been ir1 oper·at1on 
over th!? past_ seven yee.rs and its development was unde~tc>fen :n 
t.riree pha.ses.. S1;·:t.v (60.i companies =.et. Ltp in t.t-.E· zc•r:c &rE r1ow 
operational, engaged in manufacturing various items primarily 
for markets abroad. T~ese companies include whollv foreign 
owr.ed companies. joint ventures of foreign par·tner·s. .1 01nt 
ventures with local and foreigG partners and ent1relv locally 
owned comp<:t.nies. The role plaved bv these companies during the 
last few years in creating backward lin~aqes w1t.h the domes~ic 
industrial sector is discussed belo~. 

The intormat1on collected 
companies, created by these 

c.=.+_egor ies 

F'r oc u rem en t. o+ 
<local purchases) 
ot capital goods. 

r-eve2ied 
could be 

l DC<'< l 

that. backward iln1·a::ies, 
summa.r J sed u. n ci er· f o '-' r 

rrietEric:.•.i 2.110 c.ther inputs 
SCr:"?. . .le. i::• r oc:ur e;nent 

2. Engagement_ of labour contractors. 

Cl 

p J at_ l no. 
'=:1_1cr·, ~t:7. pr 1nt jriD" 

F-'ct\'fnf'i1t ;:.. fT<.~d~ b ·,' z C.•••£· 
SEr\·1c:e:: ::,,_,c:h <:>::: the 

~-er-...,.1ce:: .. in 

l1yr.~_ 

e i ect r or:· 1 e+_ i n'.::J 

11rr:1tec1 

~.er· .. 1 c .. ~·=·· 

·=··' 

2 '. E-' 

·-·~-) j] T_',' 

t r r l '.'.l f-, t 
::: t:.·c r F ·~ c· r l c1. J 

c.cimpnr1er1t 1n the nett ior·ejqn e::c.h2r1al':· E<'<rr1c-ci bv thi;: r-ciunt.r1 

from the C•pero:it1or1::. ol :'.D••E er,t_erpr lSE'S, Hr:iWE··;er. t.r1E 
c< '.I 2-. i J <"· c i J i ~ ·I cd +_ r1 E:':: E:· I E• c i 1 2 t l es <:< r E .;., i:: ~ e -- :· £ q u. i s i t E I or 
2tt.r,~1 ction of 1n.;e<:,tors, ,:1;id r1c>ncF. nDt cc•r1:.1der·ec:! c.c;. r.le;:•<:''nderit_ 
or, tt-;p i::.•rorurement ;:•ol 11:.:·.- cii /.c;r,e-, e:·:-·'-E·rpr J':::.E·~. 
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Ii 1:. l:rAr]·,- t;"vu:J..,r1t ~-'·::.••- ;~t-.;:-.-, .art E:..nti::1·prji::-o~" reC\ches a. higf1t.'r 
pr_,,j11··t ir.1 c.:.r·cKit.v thc~i: 1.::q11irt.•rnF>nt uf ud.i;;,.1c µ:1c;k1n~1 N"ti..1lwr1!il 
.... nc1 <::>t:.~=-s;or:i..£i'£:., w!i)c-11 t:.-n t1c C!bt01Jr;e; .. _; fr-um t.hE• loc.;;.l mar·k~t, 
'"ould inc1·e-.;;;;:::.. Ht•.,JE'V".:il. wile~:-,;, ec:or!1..•r.:::e~ ~if :,LaJ.c-_we1rr·ut;!~ \.~•e 
tlrClC:U!""'•ilE'i1t Uf :::u::h ~Uj)j:•Jie<=: from mar-kt>l~ dbroa.d~ thirn 
C;n;11:.)o;r,i•::~. 111x-i: LH: fl::'-::.ortir"l\l t.o f:::;rr~1yr1 111.:.··l-~t!:. RecJ1Jc.tior1 1n 
t.hc· p~rr.P.ill.?l;:Jt· lr:.cc:·.l fH.11·ch.:\:.O~!S (ro;n H.22~·. to C::.70:. may b~ d;.;w 
i.n l.-,:-1i_ rl:.'.:i.s-:•r,. l11c:id~ncE' of 1'7.~/:: r..·f "impu1·t.'Eo 1.1s lnc:c..1 
r..·ur::h .. ~:-is-;. i;:; 1l1.::.inJ.y citt~ tc; U1C? pu1·::h.:-~E: of rut-tii=r, ~~ main l"i:l.1111 

111:~·• o0·1· ~~: br c..iriP r·or.1,:ic.riy ir1 lhi~ c:;,.t(..:·qor·y·. !'iur·sov«?.r- i\ app~c.ir·s;, 
th;,.t. t.:!·? ::c01n1:i.:-rqes •He rPsCJrt.1r;g t..:: IT•·•t·i.=et<.:. abrCidc::i for thli!ir 

the- 1 r.~ .H.101·,._ e elf l r.r~.;d pur·c..:h.;isE= l:. \:e• '/ 
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:is cJ<?::1r .;y lll1.1slr·AiELl by thE- above- tai:d~, wt1~·rc 
p~~~n~sG~. as ~ per~&ntA~~ C•f import6 marke~ a 
t,-~.,;n:J ti·.:1m E;.22 tu ~: .. 71, 

1:.J f 

b.~'~-~~r·+ C-.ln ~;: ist F.i"H . .:e 

~ur~h~se~. ~clluwing 

~1 w~~!~1_.1g~~i~o 
r_?~!.!~ci __ ;;_:-1ri,~.~!:!.lt-~~ 

!-'c.: ! il • \.<.:n 

l>e>!~m.~r ~ 

Ho~ :;1 ~cm~ 
Ir.diu 

Sw, + '~ ~ I ~.rt a 
\ .;:; :iw;:.r, 

LJ.-, t te.·l"± 1:. J.r~~~rj,·)1~~ 

U::i~ 

W, \:lt::'.'r":t'ir11•1'f 

(> ! 
Ol 
02 
(1 . .::. 

·) . .$ 

Of 
•.:) t 

llift 

• µ1·0JPr:t.. i.•.-c; enoth'"'r tClctor ani\J.ly'!il!d •_o 
c:1i-ry delt:-:-r1r:u1at1ons rt?i.;;.t.Hrg tc loc.:a"i 

~ dR~cript1~n nf the Companie~ surveyed. 

f-1 ;:?(; 

.:1. ~.p7 

·.>~. 3- lt. 

l . f1 i -:_, 
~,. 68(, 

la. 3,_>.,:. 
-'L-·. l~ifl 

~J::1.±fi!_ :·.<;~:_-~!.·-·r c:~ t;..::-t .!§'tU 

_f C°-' '. ~ i ·~!If __ t,- f• ~ t '."'I~!~ fp 

I;·_...,,:, ii= c;r t:"' 

Hi:..·:.gf:onq /i'k1r w.•·v 
F·,;:.f i~.t <'11"1/ 

•:.-. ...... 
.. ~z. (x~d 
l ;4. t::~.6 



,... _____ _..""!.~---,----~--~-~~~-~--·--·-------
L 7 J~ }l> 15·34 

b> il~~r·~- "'IE'Q~!:l.~!?§ 
~j.- ~-t! Sri .. k.~nHrn 
£~ l l f Q9£.~!-..l9D--

UK tl-J. Gh'r many /Ht iSL 

Swi~'!'/l1_9ly1SL 

HV /._1c:<p,;in /SL 
Ht<- /r. CJ,. e• /SL 
l-.1. Ger many tr·c1r lu"'.;.11 :.._ 
Be,lQium/81.. 
r-· ranee /f;L 
I-lo 1 l ancl /SL 
Hongkong/SL 
Indi.!1./SL 
t:: or fl~ /:iL 
Lu>:emb1..1rg /SL 
S1ngapore/til. 
Uk/S~ 

USA/SL 
W. Ger many /f;.l. 
HGll~nd/W.~ermanylbL 

Austral io/l:iL 

l 
•. 1 

IJ J 
1) 1 
(> 1 

01 
I) 1 
(1'.:" 

(l~ 

L
-•• , 
"'-

i_• l 
(1,;; 

o~· 
o--::. 
I)~! 

I) 1 
_9_1 

l.C. E.C FAX 

13 --

" • 1 a.";' 

5. /th 
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~). 745 
C L ~·' 
.. J. => .. -·~· 

11.415 
44.816 
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31 ~~7.364 
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ilJOOl 

ht.ovl! table illu.,.:trat. t.hc·L in qener.:d r•wnerLf11p l'c.ttcr·n or. 
the cour1lry ot origin h;s; pl~)·t0 J no f'O}P. iP th-=~ c:re#tior> ot 

1 .. nl:.,;.iges. 2~ ~;t1l1lly to1 Pll:Jtt ei1:meu ent.er·iJt i;;.~~s hav.e re»orted ti .. 
local m<trket iny, to a vc lt11ne pf r;;,;. 134.H Mn., tlvto.>r-.:1yinQ abo~rl 
Rs. 6 l'\n., wll1lP- ;~1 .joint vcntu;-~'i. w1tti S1·i l.,;anl.r:.1· 
p~r-t.ic1pati<.·m 11as boLtqht qn1)dt::, from Uu» lnr,1i m.:ld ... t. lo t.hr 
v.al\.1£ nf ks. ~~:-;7 l"ln. Jn t.ltJ~ in~t.;;.nc:c!. it l'a;. to t'IP 11otE>d Lh,: . .l 
higl" inciocint.<:> c1f irJ<:~i purrhC!lc:,ic:"' rt-!l~t.11H,1 t<1 1::or1.:c.1iSri l . .anl:.:.1° 
; cd nt vPn t.LH' P pr o,1 P.c.: t-= 1 ~. ti a~ l r..r~ l l y d11£' t ,_, lilt-' • .u. t t.ha l t.ht· 
hilve bou9ht, t'CIW m.:::il.er1a] m,;.in1y rubber ,~11d 11cil any mc:lnUfilc.t.ur.,,,: 
product. lf tha'I µ01tirn1 of th£" "'":~w c..1 ,l,-,~.,,J pllrChil•P!'. 
which am•Junt• to R!:. 67. ~-«.lb Mn. 116 remnvl!"d, ,.ot~l purch~E1 will 
bP r1::dl1cod to kc.,,. 1';'1. 7 Mn re•»~Jlt.in._i ir- '.1" avfn-t!lge ofl"F<£>. b.• 
Mr1, ._..t·uch i~ CMJrfi! ~:r ie!5S equ1valenl lo lhP. aver·age p1Jrc:hat&e of 
wholly foreiQn owned Compan1~tt.. Wl1ully owned Sri L.ankar-
Enterprises hci've v~ry poor perform.;:1ncce in lhis arPa, in lhii!it 
their• p1.1rchasei;;. ~r-!iP wc.>l l b~lc:tW lhf-' avE'rC<gP- Of Plhf'' 
E.f'\lerpr 1se. Ho~-1ever, m~in f'Pi\GOr. for low level per rur·m~nC:P- ir• 
c;reat ing l :u1k..-ge=- may dut.> t.o Uu? i .;:ict, t.hat lll l t.he>P- Sri Lank~r· 
Compar11es~ e:~c:ep't.ing tor om~, t!lr!!! rel,.l1vcly 19m<11ll. 
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l~ i~. _-:.:-<.; ,r.e\;-_ l:"". ~;o.111:· ui 't.h&:· .;,t;c.i.,..t'- da.ts, re>lat.ionst1ip 
oo::t..•-=·~n cwr.e:-~r-.ip 1-···1:_ttrii c;nd .jnroe:.l.i.c 11n1<.c-9e;.. cannot be 
F.c:.·L<·t.•lisn<:?d. T\,~1·ei'or~,, :it i~ r.cli. pc:·":~lb!e, t_;:-, cc:;;;c.luu~ that. 
e1thr:r t,1-.!:' ~hDiiy .:.1wn~-·.I 1_cc0:1l Lorr.pani.'!:s <:H' JC;nt_ VE:'1-:lures play 
c;.r. ift'.port.:;:nt. 1 c.1 };-. th.-u1 U1t::! fuilv :r:ir>~l(]f· own~-d Cr:1mpi:i1r1ie.-::.~ in 
r-e...:,a1·tjr,~. ti:! local m;::•-keL. 

H.)~t:-ver-. it. ·i5 inte;-c'9t ''"-J ; cJ not.".? t.h~t CCJOrpc;.1·1!:'~ Witt", Hor19ic:ung 
ir·,,.;.; . .;,t_o1-~ h;;:1·,.1? , n.•\_1· !i:rL:ted sii;1nJ f icant.iy t.o r_tif:' leic:al ma.l"ket.. 
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While one Company has ,ot responded to this questionnaire two 
others indicated other forns of relationships. 

Even though four Companies out of the 60 are specifically having 
trade mark 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 obst~cle for KEPZ Enterprises lo procure any 
material requirements from the local market. 

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

Buyers relationship No. 

-------------------
Parent or Affiliated 10 
Comapany 

Parent Co. and 11 
Independent Co. 

Totally independent 8 
buyers 

Independent buyer in 1 
home country 

Buye~s with other 2 
relationship 

Not indicated 
T 0 T A L 

__ ], __ 

Garments 
Local 

Pur·chases 

---------
140.414 

84.021 

41. 822 

i::;: .• 128 

4.975 

======:::::=. 

Non-Garment Total 
No. Local No. Local 

Purchases Pur·chases 
-------- --------

1 ~. 32.2'7'6 r-·,,., 
172.710 .:... .::...:.:.. 

11 84.021 

1~ BB. l•)/ 2C> 12'7'.929 

1 1.:; •• 128 

3 6. 279 c:: 11.254 ,_) 

126. t:.8.::.: 
_ L 1§~:Ud 
t,,_, 4 3(1. OU~. 

::::;=====::-.;:= --------------
This situation may well be due to the tact that present purchases 
from the local market are limited bas1ca1ly lo packing material 
and other accessories, where the buyers or parent Company has no 
interest, due to 1nsign1ficaGce of volume and values involved. 
Another Jnt&rest1ng feature is that highest averag~ of local 
p•.trchci.s.e: t-1c-ve been reached by the Companies which have no 
relation other than be1n9 trading partn~r·s. As a resull of low 
incidence of such trans2clions po5sible benefits could not have 
be£n achieved in this area. 
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It can be seen that at least 37 Companies are able to procure 
from independent sources without restrictions from \he affiliated 
firm. It is noted that none of these Comapn1es has spoken of 
any conditions imposed by the buyer. In the case of 24 Companies 
in groLtp one only 3 Companies have indicated specific 
requirements of the buy~r. However, in sp l le of these 
flexibility, these imp~rts by KEPZ companies are considerable in 
relation to local purchases. 

Therefore, it will be 
supply of these Companies 
procurement policy. 

necessary to assess the sources of global 
to get a factual picture, relating to 

Table at the next page exihibits a clear picture. 

A slr~ng vertical int2rgrat1on between relate1 Company in buying 
a~ well as procuring can be ~een from the above data. Highest 
volume of transactions have been effected between related 
Companies, repre~enting an appro:-'i1nate value of Rs. 2084 Mn. 

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

been 
with 
the 

mass 
and 

Transactions between 
10% of total imports. 

independent Companies represents only about 
This is estimated at Rs. 857 Mn. 

This Table further illustrates the fact that where there is an 
involvement of the parent Company or affiliated firm, either as 
the buyer or as a seller of inputs, or when both roles are 
played by the parent Company, then the volume of transactions 
are relatively high, and at the same time procurement of inputs 
from the host hountry has been below the avera.ge. (see column 
4,5 and 6 with rows 1,3 and 5l. 

The conclusions one could arrive 
swrin1arised as follows 

al therefore, may be 

1) All fEF'Z Companies:. f-12,ve· a high tend2ncv lo import 
their inp1_1ts. 

Procurement cf supplies, 
basically limited lo 

f r·om 
pacf· 1110 

acce~-~-or1e:-s. which), co1.<::.t11-L1te a 
ol the direct production inputs. 

the loc:a.l. m<:?.rkel i.1s 

3nd other 
ve·r·v 

3> Almost al 1 the Com~":1.nies either than a. very fe~J are 
vertically interorated with affil1atPd Companies, and 
a hE'avy- dependence on the pe1r-er1t c~impe-r1y ca_,-, be seer, 
for both, imports and e:por·ts. 
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Parent or All1l10t.ed 
Lompany 

Jndependent Companv 
located 1n hom" 
country 

Independent fore1qn 
Companies 

Ot.her rel~l1onships 

Both 1+·::;. 

Not informP.cl 
Jflr{\I 

I I I 

L') 

( ·:; ~ 

(4 I 

2:::.~ 

~gµr~~§_of_$l,IPPlY.9f_KEP~_§o\~~P~i~~~ 

' Par Pnt. 

Comp.~ny 
( .. , ) 

l669 

... : / 

6~-::: 

49H 

:-:· :.: .. ·~:i(.~ 

::;:-:=::::::::.""::::: 

~.:'. 

{0.f fl i c"'lted 
Companil?s 

( b) 

41~ 

,•47 

l::l'.5 

/4/ 
::::::::::::;::=:::=. 

19~;;~ .. J~~~ 

:,:; 
Independent 
Suppliers 

(C) 

~-~ .:) 

8~)1 

6C/ 

;..,;'/8 

~:'.li4 ..... _ ........ . 

l ~i~~ 1 
:;:::::::::=== 

4 

*•M­
(a+b > 

94 ::_;; 

5i~ 

i::: 
d 

** 
(a+c) 

.£~62 

l~.56 

18 .l(I 

'·N9 :.;-.:4;,.~·n 

::-::::::::. ::::: ===-::==~= 

*lhPse dClta were tab1d,d.J··d nn thP bc:1~:,j<;0:. of the responses received lo the 
Pt1i.:>c.;+.ionnairP «nd b·.- •.1•;·,1nq ,c1v,'li J.~blE~ sour Cf:? dclC:ument..s. 

Rs. Mn. 

6 Total Host 
Country 

** Ind~µen-
(a+b+c > 1-6 dent 

$1.,1ppJi~~L 

3514 173 

247 13 

452 16::::.1 130 

1. ::. 1 11 

2~.i86 84 

294_ _19_ 
452 8403 430 

===== =!'::=:.-:::= ===== 

*~ mPans suppl1r,:;<c; mc:HIF• b'\.' rt>c:,pc-ctive c:;u11r·cp~:; in addition to the values indicated in cclumns 1.2,3 

';I. 

4.92 

5.26 

8.0 

8.39 

3.00 

--~! .. ~9 
5. 10 
==~=-

I 
I 

.! 
~j 

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

A B c D 
Ownership Foreign Joint Joint Foreign 

Owned Venture Venture Owned 

Investment <Rs. Mn> 29.880 122. 114 10.400 14.365 

Employment <Nos> 1,728 1, 266 870 95 

Total Exports <Rs Mn> 688.575 222. 38(> 585.417 80. 120 

Total Imports <Rs Mn.1 639.203 137.9()1 452.437 52.010 

Local F'l..1r chase <Rs. Mn) 41.853 67.306 8.628 4.387 

~~§~_gf_~gm~~DY_B 

This Company which commenced commerciai 
Katunayake Investment Promotion Zone 
owned, subsidiary of a Hongkon~ Company, 
owned by a USA Company. 

operations within 
on 14/06/1979 is a 
which in turn is 

t.1e 
fully 
Lilly 

The total investment of Rs. 29.88 Mn. has been invested by the 
parent Company, by wav of both equity and loan capital. 

The par~nt company does all marketing and arranges for buying. 
Goods are manufactured by this Company on behalf of the par~nl 
Company; thus it is 100% dependent for its marketing. 

The only connec~ion between the ultimate buyer and ~he Company 
is that the Company has to put buyers' trade marks on the 
garments manufactured. 

The parent Company is one which has 3 offshore locations, two 
of which are localed in the Asian reqion. 

This Cornpanv·s main operation 
mainlv lc:i.ches r clothJng. arid is a 
for exports to USA. 

is the:· prC•C•.•t.l~or. c.;· 'J·'" ,r,~·nt_s, 

holder· ol i;:ut:Jst.ant.i~J q•.101:.."'' 

V.Jh1le its ar1r1u.:d pr·oduct1;.1 ceip2.c:Jtv v.sJuF J::: e~.t1::;;::.ted to be: 
in the region of F:s. 20(• Mn~ the cL1r rerit annu·:i.l e:<port volumE· 
ic ln the region of Rs. 12~ Mn. 
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This Company procures its raw materials from the following four 
sources. 

1> Parent Company in Hongkong. 

2> Independent producers in Hongkong. 

3) Local producers in Sri Lanka. 

4) Independent sources in other countries. 

Other than restrictions imposed by way of quota no other trade 
restrictions are imposed on the Company either by the im~orting 
or exporting countries. They market their production 
exclusively in USA. 

Raw Material imports effectrd by this Company, 
inception to 1985 are as follows: 

1979 
1960 
1981 

~§1~~-<Rs. Mn) 

32.27 
29. 17 
61. 25 

1982 69.86 
1983 119.76 
1984 152.34 
1985 176.30 

since its 

The courtry of origin of most of these imports have been, 
mainly Hongkong, representing about 60% while approximately 35% 
has been from Japan and the remaind~r from USA. All these 
purchases have been basically arranged by the parent Company in 
terms of the requirement of the buyer. Where there are no 
restrictions or conditions imposed by the buyer, the source of 
raw material has been Hongkong. 

In regard 
materials, 

to purchase of local raw materials 
the situation has been as follows: 

1981 
1982 
1 S'B::. 
1984 
1985 

3. 2~·· 
~J, 91 
5.9;;: 
!:.. 64 

and paci::inq 

The principal fo1_1r items that had been bouql1t from the locc3l 
market a.re thread, polybags, hangers arid carlor1<:.. Other 
purchases made from the local market were items for gener2l 
factory maintenance requirements. fuel. office stationery. 
sundry equjpment anci items required for the welf~re of the 
steiif. 
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This Company, very clearly 
low priced local inputs 
influenced the investors 
However, they have also 
constrained to buy from 
arrangements made by the 
the parent Company. 

indicated that lhe availability of 
other than labour, was not a factor, 
decision lo invest in Sri Lanka. 

indicated, that they are not 
the local market due to specific 

buyer, or due to procurement policy of 

But however, cost effectiveness in importing on duty free basis 
and deficiencies in the local market has compelled them to buy 
more from the suppliers abroad. lhey further explained, that 
even if 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 ; 

1) Economies of scale cannot be had by the producer, 
unless he is capable of exporting as well. 

2) As the raw material base for such 
basically of foreign origin, element 
increase their pr- ices. 

supplies 
Of dLlt y 

are 
will 

Therefore, according lo 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 market are also produced by local Companies 
which ha~e certain advantages by way of foreign assistance. 
This is particularly true in the case of thread supply. 
Ac~ording to the source the plastic inJeclion moulding industry 
and polythene manufacturing industry in Sri Lanka also have 
expanded to a satisfacto~y level and the achievement of 
economies of scale is possible. Result is that for the 
consumer impGrls are no longer competitive. Hence the Company 
has decided to resort to local market for these items. 
The fo~egoing clearly illustrates the fact that vertical 
integration with affiliated firms in large scale raw material 
producing countries gives a considerable benefit to the 
Companies. such as the one discussed. According to the Company 
the deficiencies in the local supply base has compelled them to 
res~rt to other sources of supply. 

This clearly confirms the general picture discussed earlier. 

lhis Company commenced commercial operations on 5th January 
1982. in the field of manufacturing canvas shoes and rubber 
boots for e:-~port. It is a public: quoted Compan',t, eqL•.ity of 
which is subscribed by the following parties; 

1> Two ~orean Companies 

2> Two Sri Lankan institutional investors 

3> One Sri Lankan private Company 

4> Public: of Sri Lanka with 20% 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. Other t.han t.he operations of t.he 
foreign shareholders in their own country no other operations 
are carried out. tn any part of the world. 

The Company was originally engaged in the manufacture of canvas 
shoes, with capacity value of Rs. 111 Mn and in 1984, the 
manufacture of rubber boots was added to the product.ion line. 
Current export volume is in the region of Rs. 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 
other than being independent trading partners. 
conditions have been imposed by the buyers. 

t.heir 
As 

buyers, 
such no 

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

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

1> Korean partnPrs. 

2> Independent producers in Korea. 

3> Independent local suppliers. 
Relevant details regarding imports, exports and local purchases 
are given below ; 

Year- E:-:ports Imports Local Purchases 
JB~?.! __ ttDl J8.§.!._tl!Jl ____ JB§.!._!:Jol 

1982 18.95 13.26 .,.. ,_, . ..;.. ~ 1983 31. 45 16.68 15.9 1984 71. 86 28.25 29. :3 1985 88.02 35.55 27.2 

In the early stages when the maJority shares were held by the 
foreign partners tne Company was heavily dependent on them for 
the procLtrement of raw male; ial. In fact the foreign 
shareholders were, the decisions makers with regard to 
procurement and marketing. The changes that look place 
in41984, this policy was changed and it was decided to procure 
the Company's requirements from the most competitive 
suppliers. However, sources of origin relating to imports does 
not illustrate any significant deviation as the main coLtntries 
from which goods were jmported had remained same ie. Korea, 
Singapore, Japan and EEC. 
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However, the changes ••Y have helped the Company lo avoid any 
transfer pricing if any. As regards local purchases, il can be 
seen that over the period of lime that a significant 
improvemeni. had taken place. In order to ascertain whether 
there had been any diversion of input sources from abroad to 
Sri Lan~:a, it was felt necessary lo identify the items bought 
by this Company. 

It was revealed that the basic items purchased by this Company 
include materi~ls such as nylon sewing thread, screen ink, 
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. 

Of the material purchased from the local market by this 
company, raw materials represented about 66% of the local 
purchase while packing materials consists of about 16% for the 
year 1986. Increase in the volume of local purchases therefore 
can be attributed to the introduction of rubber boots to the 
product line and the Enterprise was compelled to buy local 
rubber for the purpose of production. 
In regard lo other raw material required for the production of 
canvas shoes the situcition has not been changed, as the 
majority of goods are imported from foreign sources. This 
Company also indicated that the decision of the Korean 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 ma~ket opportunities. 

In regard to the local supply sources, it appears tnat none of 
the local shareholders are playing any role and the Company has 
resorted to independent local suppliers. 
As far as the Company is concerned. greater possibilities e}:ist 
for it to undertake import substitution procument policy, as 
they are not bound by the conditions imposed either by the 
foreign partners or buyers. Furthermore, as the majority 
ownership is now held ty the local partners they would be more 
than happy to resort to ~he local market if it is possible lo 
procure their requirements at a more competitive price, as such 
action would eventually r~sulting, enhanced benefits to the 
local owners as well by way of increased profits. However, 
inspite of the ava1labil1ty of canvas manufactured in the 
country (a medi~m scale industry still> this Company continues 
to import its requirements even after the change of the 
management and ownership pattern. 

Reasons given by the Company for continuation of this practice 
are l wo f o 1 d. ; 

1> Cost effectiveness 

2> Defficiencies in the local 
availability and quality. 

product regards 

~ -----.-
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In this regard, similar explanation~ 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 Conapany has identified two major difficulties faced by the 
local suppliers. 

2> 

Non availability of technical assistance to 
suppliers to improve quality standards. 

local 

Non availability of financial 
competitive in the local market. 

assistance to be 

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, is a joint venture between Hongkong and Sri Lankan 
partners. 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 KEPZ. 
Loan finances required by the Company had been arranged from 
the Foreign Currency Banking Unit of a foreign Bank operating 
in Sri 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. 

This Company is engaged in the manufacture of various types of 
jackets. track and ski suites and contract with a totally 
independent buyer who has no other relationship. The Company 
does not have any licenEing or trade mark aqreements with any 
buyer or any other party and is not restricted by any condition 
imposed by the buyer. Other than the quota imposed by 
impor·tir19 c0Lmtr1es, e;-;por·t C<ctiv1ties are undertaken frf!E?ly. 

This Company which has a capacity of aroL1nd Rs. 1~;5 Mn. in 
value terms. lS currently having a turnover of around Rs. 12~ 
Mn. 
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Details relating to exports effected by this Company are as 
fallows ; 

y~~!: ~~~Q!:1-~~!Y~ <Rs. Mn> 

1980 30.25 
1981 62.46 
1982 81.82 
1983 89.77 
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. 

198(> 
1981 
1982 
1983 
1984 
1985 

40.13 
39.61 
67.68 
56.69 
78.48 

104.02 

These goods have been imported from Hongkong, Taiwan and South 
Korea. Hongkong being the parent Comapny's home country has 
played a significant role in that, 48% of imports are from that 
country. However, it is neces$ary to emphasise the fact that 
out of this quantum of imports approximately 721. have been from 
independent sources. Assistance from the parent Company has 
been sought in almost all cases of procuring. This Company is 
procuring its requirements from four main sources. MaJOr 
inputs are bought from Cl> Parent Company <2> Affiliated 
Companies in other countries <3> Individual producers in 
Hong~ong, 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; 

~~.!.\:!~ <Rs. Mn> 

1981 1.499 
1982 1.051 
1983 1. 133 
1984 0.941 
1985 1.649 

The only item bought from the local 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 of these items, 
other th.:m cost effectiveness. 
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The role played by the local partner in this regard is rather 
surprising, as il clear that they could have purchased items 
such as accessories in the local market as done by almost all 
other Companies. It may "ell be that the Company is in a 
position lo procure these items al a lower cost from sources 
such as Taiwan. 

This Company 
the capability 
"the quality 
the imported 
compel it i ve. ". 

has made the suggestion that in order to enhance 
of local supply base to meet their requirements, 
of the local product should be on par with that of 
product and also the price factor should be 

However it is 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 illustrates the position that possibilities to create 
linkages with the domestic industry are not necessarily greater 
in the case where a joint venture compa~y is involved. 

A Company manufacturing electrical panel boxes is the last 
selected for the case study which is a fully owned Danish 
Company. It commenced commercial opera'lions wi'lhin the KEPZ 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 is made of from equity 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 KEPZ 
factory. Even though the parent Company is not having any 
buying arrangements with the Sri Lankan venture, all the buyers 
are located in the home country, Denmark. Orders are placed by 
the buvers independently and there is no relationship 
whatsoever other than being trading partners. 

The buyers do not impose any terms and conditions relating to 
raw material purchases of the Company except that they should 
meet reqL•ired qL1ality standards. 

All requirements of the direct inputs such as steel sheets, 
paints. welding rods, screws, nuts and bolts are !mported from 
independent suppliers. The Company has not pu~chased any of 
these items from the local market. 
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Details relating lo iMports, exports and local purchases of the 
Company are given below ; 

Vear Imports Exports Local Purchases 
J8~~-ttnl J8?~-~!:!l ___ JB?~-~nl ____ 

1982 7.38 0.34 0.517 
1983 15.75 15.91 1.214 1984 17.73 27.23 1. 754 
1985 14. 11 3b.04 0.902 

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

2) 

The local market does not have 
technological background to supply. 

the required 

Quality fluctuates between "medium" to "bad" 

3> 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 lhal they 
have stateo "the local manufacturer must be kept out of the 
bush ~nd come and show us what he can do. We have n~ver seen 
one here. May we suggest an indoor industrial exhibition 
without any cons1..1mer products". 

The comment made by the Enterprise raises 
fundamental issues; 

the following 

Lack of awareness of the foreign investors reqard1ng 
local supply base. 

,_., ' 
.:::.1 Whether meaningful 

manufacturers to 
Er1terpr is.es. 

attempts 
supply 

have been te1l:en bv 
their goods to 

the 
Zone 

are not compare1ble in tne 
ownership ~nd level production 

seem to be having fairly 
regard to procurement from 

The four Comp~n1e£ discussed above 
areas of investment~ employment.. 
etc. However. all these Companies 
common practice and attitude with 
the local sources. 

Other than the basic raw materials purchased by one 
all companies under study have resorted to buying 
sources either through the parent Company, affiliated 
independent sources, for their major direct production 
while all of them have resorted to local market 
accessories and packing materials. 

Company. 
foreign 

firms or 
inputs~ 

only for 
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involved no significant 
Does this really mean 

in quality and price or 
have any developed 
producers are also not 

Even where local entrepreneures are 
deviation from this policy can be seen. 
that the local market is defficient 
does is it that Sri Lanka does not 
industrial sector, or whether the local 
interested in selling to Zone Enterprises? 

These questions can best be answered only if a proper study is 
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 lo above, clearly confirm the 
following; 

2> 

3) 

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

Vertical integration with parent 
influenced the source of supply. 

Company 

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

play 

has 

a 

4> Market forces play a major role in determining the 
most competitive sources of supply. 

Hence on the basis 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 KEPZ 
enterprises, could be arrived; 

A significant interaction between ~one enterprises 
and the domestic service sector had emerged. In these 
areas of activities, construction services, 
mainten~nce, provision of transport facilities etc., 
has played a vital role. Income derived by this 
sector would form a considerable component of the 
domestic v~lue ~dded created. Any increase in this 
relationship would depend on the addition of new 
enterprise~ to the zone and expansion activities 
undertaken by the existing companies. 

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

31 Where the production process involves the use of 
domestic raw material, enterprises have resorted to 
local market due to its availability, at competitive 
cost. 
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Therefore, il NOUld be necessary lo 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 C'>mpanies clearly illustrate 
certain factors that led to the present insignificant backward 
linkages. Some of those can be attributed to the very nature 
of multi-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 positior. by stating "Parent buys materials for 
all subsidiaries in bulk and keep stocks in their warehouses 
and allocate to subsidiaries what.ever is needed in the 
production. 

This way all affiliates have th~ same quality of materials 
throughout. and the parent Company can easilly designate or 
transfer orders from one subsidiary lo another." 
Another Company engaged in garment manufacture stated that, "as 
far as fabric is concerned, there are specific buying 
arrangements ••• " 

This clearly confirms the resurts derived from the data 
collect~d ie. heavy dependence on inter-firm t~ansactions. 

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 
benefit.led 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 is a significant fac+or in any corporate strategy, 
ensuring th~t the entire group is benefilted by comparative 
advantages prevalent in respective economies where group 
production centers are located. 

Secondly~ developed countries also have intr-oduc::ed cert.a111 
policies to stimulate their exports. These facilities, 
specially custom duty waivers on re-imports ot exported 
articles, \sL1ch .as OPT quota system in EEC or dutv rebate in 
American imports> have induced Zone Enter-prises to procure 
direct production inputs from the buyers home market 
countries. Tnis stimulates Lompanies to arrange with tne 
buyers to supply them raw material requirements, which again 
hinders creation of backward linkages in procuring materials in 
host country. 
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Thirdly, the deff iciency in the local supply base. It was 
revealed from the survey that except three Companies, all have 
indicated that they do not want lo buy locally due to following 
two main reasons. 

1> Cost effectiveness. 

2> Defficiencies in quality and quantity. 

One Company has stated tha+_ "local supply base should have the 
capability of meeting quality standards expected by our buyers, 
al 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 p1evailed in the country for a long 
time did not create a so~nd industrial base. The policies 
introduced since 1977 were, primarily export biased and almost 
all the facilities, institutional arrangements, lax concessions 
etc., have and are being designed lo encourage heavy e:-:port 
orientation. 

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

insignificant 
the economy. 

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

As a result, neither the existing local companies nor the new 
projects have been developed to cater to the Zone Enterprjses. 
The only exception to this position is that, the Export 
Development Board had decided that supplies made to GCEC 
Companies are eligible to a duty draw-back under a scheme 
administered by the Board. In this regard il is appropriate to 
note a comment made bY Enterprises surveyed under the study 
which stales " ..... suppliers are not. keen in applying for duty 
rebate due to the difficulties they experienced in get.ting 
applications processed by t.he authorities. <Therefore/ a simple 
procedure for obtaining duty retate for ciur local suppliers 
(should be formed)". It is interesting to note that. t.his 
comment was made by 100% foreign owned Company. It may be that 
the local suppliers have not vigorously pursued the 
establishment of contacts with Zone Enterprises rlrie to tt-1e 
following reasons; 

1> If the requirements of the Zone Enterprises can be met 
it means that they have achieved certain level of 
quality standards. As such it is advantageous for 
them to concentrate on export possibilities 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 exports. 
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2) 

3) 

- 3. 

The sole concession lhal is available, is said lo have 
been designed in a manner in which complicated 
procedures are involved. 

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

As a result, the capability lo supply major raw material inputs 
such as fabrics required for the garment industries had not 
been developed, even though significant industl'ial capability 
had been achieved by the country in general, in e>:porl ing 
apparel pl'oducts. Significance of the level of growth of the 
industry, can be seen from the fact that Sri Lanka is now 
having mor-e than 30 categories of garments under quota 
restriction lo U.S.A., while 04 items are undel' restriction lo 
EEC countries. In spite of the level of gl'owlh 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 was discussed earlier, the other two types of linkages. 
namely the establishment of labour contracts <a new feature/ 
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 itself 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 ~his 

type of operations would enhance the manual dexterity of our 
workforce. 

GCEC enterprises are in general 100% export oriented. Only in 
exceptional cases some ar~ permitted to sell a small percentage 
not exceeding 10% of the manufactured products in the local 
market. This general rule is applicable to all enterprises 
located in Katunayake Export Processing Zone. In fact only a 
handful of companies are permitted to sell their products in 
the local market. 

.L 

-----~ 
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Even if 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 if these goods have been 
imported into the country. 

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

With regard to the conditions made by us regarding the 
unsatisfactory levels of local linkages created, it would be 
now necessary to futher identify whether the non recognition of 
the need to strenghten the local supply ba~e was a question of 
priorities attached to multifarious development objectives. 
For this purpose, a 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 
grant 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 should be held by local investors. 
However, where the project is heavily export oriented, this 
requirement of majority share lo local partner, may be 
rela:-:ed. 

At the same time the project is given the right to raise local 
finances without limitation while foreign equity is to be 
utilized to bring in foreign capital goods only required for 
t11e pr oj eel. 

Inspite of these requirements, the FIAC is also heavily export 
oriented. The other institutions created to assist 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 
ad~ptation facilities to both 100% locally owned projects 
approved by the Local Investment Advisory Committee and joint 
venture proJects approved by the Foreign Investment Advisory 
Committee. 

Evolution of the Inland Revenue policies in the 
illustrate the fact that the incentives packages 
more and more export biased, which compels the 
oriented towards exports. 

country clearly 
had been made 
FIAC also to be 
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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 s~ope of regulations published under the 
Law. These regulations give the Commission right to 

<1> grant a lax exemption period of belw@en 2 - 10 years, 
<2> duty free roncessions on imports and exports, 
<3> double taxation relief 
<4> exemptions from Exchange control regulations, 
<5> exemptions on following tax payments: 

i) Tax on royalty payments 

ii> Liability on withholding income tax on 
dividends 

iii) Payment of wPalth tax etc., 

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

1> fxemptions on income tax of the remunerations paid to 
expatriate staff of an Enterprise. 

2) 

3) 

Exemptions on payment of 
shareholders. 

income tax on dividends on 

Exemptions on income tax on capital gains, arising 
from share transfer 

Furthermore, in terms of the Gazette notifiaction published 
under Business Turnover Tax Act No. 69 of 1981, all exports are 
exempted from the payment of BTT, 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 incentives does net clearly 
illustrate a heavy bias towards exports the policy package 
introduced ard the legal and administrative frame work read 
together with cerl~in objectives of the GCEC Law referred to 
earlier shows that s1.1ch a bias "e}:ists". 

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

One other criteria is that projects already established in Sri 
Lanka, will not be considered for approval as the GCEC 
concessions are meant to attract new investments. 

100% foreign owned Enterprises approved by the GCEC are 
required to finance, the total cost of fixed assets, from 
forP.ign sources, and recourse to the domestic system, ~ither by 
way of guarantees, or short term or long terms credits etc. are 
not permitted. 
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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 resources lo raise either the equity or bank 
borrowings are permitted to a maximum limit equivalent to the 
cost of local fixed assets. 

100% locally 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 Planning. lhe~e 

requirements been imposed to attract foreign capital. 

Pr~jects using domestic raw mate~ials 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 ~~t been fully recognised through the policy 
package. 

Certain aspects of the policy package and the legal and 
administrative framework discussed above relating to the 
operations of the GrPater 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. 

2) Increase or enhance foreign exchange earnings. 

Attraction of foreign capital for the strengthening of 
capital formation. 

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

Therefore, one can conclude that the role expected to be pl~yed 

by the Commission, through Enterprises approved by it, was to 
achieve a limited set of objectives ~hi le g1v1ng the Commission 
the right tc adjust itself an appropriate time to change this 
policy p~ckage lo achieve a broader set of objectives. 

In spite of the 
these lim~ted 

the need to 
enterprises and 
positive steps, 

urgent necessity that prevailed in achieving 
objectives, the Commission having reconsidered 
strenghten the relationship between GCEC 
the rest of the economy have taken certain 
to achieve this long term objecliJe. 



I 

I 

_J 
__ J 
... J 
) 

_) 

_] 

_] 

J 
] 

] 

] 

] 

] 

, 
J 

- 40 

These steps are described in brief in following paragraphs. 

2> 

3) 

In the appraisal procedure a formulae nas been 
designed to determine the extent of 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 Projects, net foreign exchange 
earnings would constitute the local input plus return 
to domestic factors of production or <domestic value 
added). 
Therefore, in case of a 100% foreign owned Enterprise, 
net foreign exchange earnings would be limited to the 
local inputs and services, salaries and wages, 
payments for rates and taxes. Hence in order to 
obtain better lax concessions such projects would have 
to resort lo more and more to the local market. 

In the l~tter part of 1984 the authorities having 
recognized the need to enhance domestic value added 
generation by GCEC projects, amended the GCEC's 
regul~lions to permit inter-Zone Company 
transactions. As a result of this policy change if a 
product of a Cumpany is used by anot.her Company as its 
input, tr~nsactions involving 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 a very strong 
step towarde creating linkages with the domestic 
economy. However, this may yield desired benefits 
when the proJects approved in the latter part of 1985 
anci 1986 commence co~mercial operations as certain 
products such as industrial moulds, precision tools 
etc., are lo be produced by such Companies. 

Until recently, the Commission, as a matter ol policy 
did not permit any Erterprise to sub-contract any part 
of the production process either within the Zone or 
outside the Zone. But having realised the poss1bie 
qain that would accrue lo the country from such 
sub-contracting arranqements the commission has now 
changPd the policy. whereby. certain production 
processes are permitted to be undertaken in loc~l 

companies which have developed capabilities in meeting 
requirement~ of Zone ~nterprises. 

The plastic industry is p!aying an important role in 
th1i;; r-egar·o. Ho .. Jever, it. is toei e.:u ly to comment on 
this matter as a whole, as it is a recent phenomena. 
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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 lo 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 constr4e that; 

li The local supply base has not developed to cater to 
the requirements of Zone Enterprises due to heavy 
reliance on export led growth. 

2) 

3) 

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

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

In the light of the above conclusions, it may well be desirable 
to consider whether at least at this stage steps should be 
taken to create an environment in which such linkages could be 
developed, as it is now felt that the Zone Enterprises h~ve 
played significant role in achieving the limited objectives 
expected fro~ them. 

However, a question has to be raised whether the overall 
achievement of the country is now suff 1c1ent to d1scdrd the 
present policy package and lo resort to a more rigorous 
selection process where foreign investors are compelled to 
adhere to requirem2nts such as localization process in 
manufacturing or dilution of ownership etc. 

In this regard I wish to quot~ few excerpts 
secretary of Fi~ance ~ Planning, given at 
exporters forum. 

from a speech of 
a recent meeting of 

. . 
'' The devElopmenl strategy tollwed ov the Government in the 

initial phase has produced results. The accelaraled Mhaweli 
Frogra~me, thE houe1ng programme and ether development 
stralagies have helped the country to achievE a relatively high 
growth rate, high rate of investment and lower rate of 
unemployment 

The resources requjred for this development efforts were well 
in eYces~ of national savings and the gape was filled throuQh 
rPcourse to for·eign iinan~e. Some of it cam~ as outright 
grants some through extremely concessionery loans and some 
6mall amounts 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 Product these deficits have averaged around 
8.5% while they have been as high as 16% in 1980 

••••••••••.• Already our debt service burden is around 30% of 
our earnings on exports of goods & services . 

•.••..• The answer lies in expanding our exports of goods and 
services to enable us to maintain an adequate level of imports 
and meet our debt srvicing burden ••••••.•.•••••• 

The c2se for giving the most urgent priority to exports in the 
Sri Lankan context can be given in another way. The sectors 
that have generated buoyancy in the economy over the last 09 
years have mostly matured ••.•..•..••••..•.••• 

There is some roo~ for import substitution activity in sugar 
production dairy development and fisheries. Howev~r increased 
activity in these sectors will not be adequate to maintain 
growth momentum that we have built up to generate sufficient 
employment oppertunities to reduce the backlog of unemployment 
and absorb the 135,000 new entrants to the labour force each 
year. 

The export sector must, 
the economy. 

therefore be the engine of growth in 

There is some potential for expanding minor agricultural 
exports ie. commodities other than tea. rubber and coconut. 
However here again the scope is rather limited. 

Futhermore these exports will be 
uncertanities both exogenous and 
three traditional commodity exports. 

subject 
endogenoL1s 

to the same 
wt-1 i ch besect OL1r 

The maior share of the onus for providing the locomotive effect 
in the economy and for creating liv~l1hods falls on inoustrial 
e;.:por·ts- includ1ng agro-1ndL1strial prodL1cts." 

Tak1nq i~to consideration factors such as present foreign 
exchange earning levels. balance of ~rade deficult1es~ 

unemployment levels ~nd the defficiencies in the local 
manutaclur1ng sector it is fell that the present policv package 
should continue. At the same time, opportunities should be 
kept open to attract foreign investors either into the Zone or 
outside the Zone~ by the Greater Colombo Economic Commission to 
achievt a wider spectrum of objectives as given in the Greater 
Colomba Economic Comm1ss1on Law. 
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However it would be necessary to emphasis the fact reliance of 
these exports on imported raw materials and intermid1ate goods 
will nor permitt the utilisation of otherwise unutilisable 
domestic resources to expand output.s, income and improvement in 
productivity of domestic resources through economies of large 
scale production. Eventhough Sri Lanka is a country with 
limited domestic market and relativily narrow resorce 
endowment it would be best lo explore the posibililies 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 is also 
therefore required to improve the performance of existing 
exports to develop new export lines while strengthening linkage 
efforts ~ithin the domestic economy. 

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

1) 

2> 

By cilt.racting companies involving more comp le;-: 
manufacturing process where it wi 11 be necessary to 
have a production capability by the plant itself 
rather than being a pure assembly of imported 
components. 

or 

By encouraging local investors to upgrade both 
production and technological capabilities • 

It was evident that most of the companies located within the 
KEPZ are heavily dependent on imported inputs and engaged in 
simple manufacturing process. As a result most of the 
companies have low-lo-medium scale investment levels and are 
highly labour intensive. These companies could continue lo 
operate in this fashion as long as cost effeclivness in labour 
is e. determining factor·. However, if the necessity is to 
attract foreign investors in more complex industrial 
manufacturing projects, it has to be understood, that such 
proJects will have a different technological base and a 
different financial structure. 

lhis would be more so if, the comparative advantageous (other 
than labour coets) prevalent in the country is relatively 
limited. In that event, a concession package purely based on 
lex reliefs and labour cost advantageous will not be sufficient 
t.c• cei·,,e•r the:- investment risk<:. tt-1E·se companie: vJill t1ave le• 
take. For example. these companies may hav~ to incurr hioh 
costs in raising finance or in diverting resources from an 
already established location. The cost of aquiring technology. 
will also have to be considered. Costs to be incurred on 
continuous R ~- D has to be recovered. Above all, the risk they 
have to take for depending on local market for certain 
important inputs, is a fact we have to recognise. 
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The policy frame work should be flexible enough to grant relief 
to meet above costs by way of financial assistance from local 
sources. For example, the Export Development Board 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 
greater involvement in the local manufacturing 
have~ somewhat different cost structure in view of 
comparative advantages that prevail in the country. 

technology or 
sector it will 

the limited 

When designing effective promoticn policies, one has to be 
conscious of the fact that foreign investors take into 
consideration, in their strategies. relating to relocation 
p~licies, the risk factors and expected returns of their 
investments. The cost of raising capital and technology would 
form a considerable cost element in B project of this nature, 
thus would consider the protection available to him in a new 
location which could lake the form of facilities available to 
raise finances, local market access,training grants,carrv 
forwading of losses to p~sl 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 lo 
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 light, 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. lherefore, the fiscal 
policy should be adjusted lo recognize these limitations. 

In this regard it may be possible to learn from other countries 
who have been attracting complex industrial pro3ects to their 
Zones. lh1s policy approach would reduce the footloose nature 
of the project thus compelling the investors lo think in terms 
of long term perspectives. 

In order to create strong backward linkages with tnese 
Companies, the local companies expected lo manufacture inputs 
will also have to be given encouragement in order to reduce 
their cost levels and lo increase quality and production 
efficiencies. 
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This in turn relates to the risk the local producer will have 
to lake in acquiring technology and/or diversifying into 
product developments. In order lo promote these industrialists 
to lake part in the process of supplying internationally 
accepted quality products in required quantities, while meeting 
deliv~ry 5chedules, they also have to be given sufficient 
incentives lo engage in this high risk areas as far as local 
industrialists are concerned) of production activity. 

This aspect should be given prominence in the overall export 
orientation strategy, as these activities could also be 
considered as indirect exports and contribute signif icanlly to 
national economic benefits. 

In this are~, incentives such as duty free 
for basic raw materials and machinery, 
concessionary finance, granting financial 
initial losses etc •• could be considered. 

import facilities, 
tax incentives and 

assistance to recover 

These commitments by the na~ional authorities would in fact 
involves a significant cost element to the government but 
however, this can be justified in 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 aquire 
technology for the purpose of developing local supply 
capability. This is an area where the concerned agencies can 
promote greater coordination among themselves to identify what 
areas of the local supply base need strengthening. 

This would only involve a readJustment of approch as almost all 
these facilities are now available for direct exporters through 
various agencies. The Commission itself car1 make a s1gnif 1cant 
contribution in this regard as the GCEC law is flexible enough 
lo cover any economic activity. 
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a. l..Sas lhc c:<vc-<ilc:1b1lity of lc•w i::-.r·iced local input content 
excluding J~bour, m~eting qu~l1ty standards, influenced 
you1 dec1:::.1rn1 lo i11·.'f:>sl i11 Sr1 L21nl::,:.c:· If yes;, pleasp 
e 1 ab or .-:.t t:'. 

b. Whal me,:;su1·p"' c:1ic· requ:ir·E·d le:. enhance tlie cc:q:•c:1b111l; of 
local supply basp lo meet your requirements 

LOCAL S11LES : 

Ar·c you pF·rmi Lli.?d tei ,::,.pJ 1 c' po1·t )on of you1· pi'CiOL•Ct:ion in ihc­
loc,:..1 illc:ir·hf2i""·' 
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Construr.tion a) Construction & Building Materials 
and Maintenance b> Electricity Goods, Fittings & 

Raw Material 

Equipment 
c) Water Service - Pumps, Pipes & Taps 
d> Paints, polish etc. 
e> Fittings - Bolts & Nuts 
f) Wood and Timber 
g > Iron 
h) Other/Miscellaneous 

and Accessories- a> Packing Materials 
b > FL1el 

Off ice 
Requirements 

Recreation, 
Welfare and 
Enter·tainment 

Transport Equip. 
and r·elaled 
Accessories 

c) Tools Machinery & Spare Parts 
d> Marking Inks etc. 
e> Other/Miscellaneous 

a> Equipment 
b/ FurnilL1re 
c) All items of Sationery 
d> Printing, photocopying. computer 

requisite etc. 
e) Other/Miscellaneous 

First Aid, Medical care items. 
disinfectants etc., radio. cassells~ 
tea and refreshments etc. 

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

Miscellaneous - Items of purchases grouped together and 
reported as miscellaneous and provision for 
any unclassified item~. 
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&.C.E.C. AC;IYJTIES.• EITERPRISE PERFORllANCE 1978 - 1986 

1:::~:::::::::::::::::::::::::::1:::::::!:::::::1::::::::1::::::::1::::::::1::::::::1::::::::1::::::::1::::::::1::::::::1 

1978 I 1979 I 198(! I 1961 1982 I 1983 1994 I 1985 : 1980 I TOTAL I 

·===============================·======='======='========·========·========·========·========'========'========'========' 
I I. llllltBER OF PROJECTS 

APPROWrL S ANNUAL\ 53 I 40 I 44 16 I 16 I 13 15 I 13 1(; I 222 I 

LOCAL INVESTllENT iRs.lll 412 I 255 I 564 I 664 42~ 94 242 I 119 50 2849 
FOREr6H INVESTi.ENT <Rs.Ill 1 938 814 I 2698 I 979 I 1171 190 436 167 138 I 7531 I 

TOTAL INVESTllENT <Rs.Ill 1350 1069 I 3262 1663 I 11Wo I 284 678 266 168 1036(1 I 

'-------------~----------------1 _______ 1 _______ , ________ , ________ , ________ , ________ , ________ , ________ , ________ , ________ , 
. . . . . 

2. tlUflBER OF PROJECTS 
CONTRACTED ANNUAf.ll 3(t 13 25 9 I 12 I HI 13 7 ., 126 I 

I 

LOCAL INVESTllENT !Rs.Iii I 169 I(! I ., ... ~ 
.Jt.-' 181 320 364 218 65 I 51 1792 

FOREl6N INVESTllEWT iRdli ' 208 r">r 
.J&:.J 943 I 31: I I""'. ~:O I 940 379 l ••r 

j,),J 90 5516 I 

TOH1L INvESTllENT iF.s.fl) ~~~ 626 ' 1266 I 493 2296 1312 I 597 I i\J(i 141 I 7308 JU 

, _______________________________ , _______ 1 _______ 1 ________ , ________ , ________ , ________ : ________ , ________ , ________ 1 ________ 1 

. . . 

3. PROJECTS IN OPER"TION 
COMERCIALiTRIAL 
ICUflULA TI VE! 
111 In r.rn - l 12 I "' '-~ 37 4e I 57 I 67 I 62 cE 68 I 

lb) In BIPZ 4 4 
!cl ~reailicensed 3 I r 6 I 1(1 I 14 15 I 19 I 19 ,J 

TOTAL 13 I ""' I 42 I r~ 67 61 ~- 91 ,1 
~,J Jt. tl 

1-------------------------------'-------•-------•--------'--------'--------'--------i--------1--------'--------!--------~ . . . 
I 4. ACTUAL INVESTl!EHT (P,5, lln• I 37 4i I 421 I I"'" .O<J I 2504 I 6273 I 8329 10796 I 114!3 I 114!') I 

Foreign ICu1uhtivel 26 I 37.2 I 121.5 I 126~ I 2050 I 5t::.2 009E I 729S I 787~ I 7872 I 

Local \Cu1u lat ne 1 ~ I r;,s : "'"'.- r 
,~..,. iJ I 406 454 : 114~ ~--~1 

''-'· 3496 I 354! 3541 
: _______________________________ , _______ , _______ ! ________ , ________ , ________ ! ________ : ________ : ________ 1 ________ 1 ________ 1 

. . . 

, _______________________________ , _______ , _______ , ________ • ________ ; ________ 1 ________ ; ________ , ________ 1 ________ : ________ , 

1 o. ANNUAL ElF.EAF:NINilSH<:.llni ' If 3BH 

i-------------------------------'-------'-------1--------'--------'--------'--------'--------'--------1--------!--------! 
1 7. ANNUAL NET FOREl&N EXCH"N6E 1 

EARN!NSS (Ps. Pli' 

. . 

ru, 
1-------------------------------1-------1-------~--------1--------1--------1--------'--------1--------=--------'--------'. 
1 e. HPEND nu~E rn;, rNi:~;,m·uc - ' 

iUF:E DEIJELOFME!i' 1h. lk, 
(CUlt!lalJVfi 

lai m: 
(bl Bl~Z 

t As at end SeplHber 196e 
PP.OJECTS UN&Efi CONSiFUCTIO~ 

al In t!Vi 01 

lo8 
(1. 3 

I 27E 314 
' ~ o .. , l~.3 

.J .. '~ :;:. 391:1 •Vi 3E:, 

~-- .. .) C7 .3 ~ r-,c ., 41; ; 17" ! ,4,,;,.,; ,.J 
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PRla[IUCTtHSE BREM:DOllH Of IlfYESTlf£NT, E'IPOl\TS, Il!FOFTS, LOCAL. PURCHASES AND E"flLOV"fHT OF Elfl.:llPRISES IN t:IFZ 11978-191 
llllf flltlttllftlffftflftftftftttfftfffffftfttfttfflfffttfffftfttttftff fftftfftftf tttttftfffffffffffttttfftffffffffff, 

!Rs. fin.> 
PROVUCT 61'1DUF lNVESTftENT lftf'OF.TS EXPORTS LOCiiL PUR~HASES ElfPLOYND 
HHIHHHH 

HHHHH HHHt IHHH HHtHHHHH ftltHIH 
liU5PER TH~EAD 

8.'~E 12.357 21.522 6.170 98 RUBBEP. 6LOVE5 7B.ii31 53.864 9.621 7.3& 102 SPORT 60Cit-5 0.0(10 1.003 o.ooo 0.134 (J \'4R1' 
JI. 463 66. 76} J:!.387 i.m 202 SUPF SAILS 8.(197 i;:.m 12.5e; 5.955 1 .. .,. 

.:J TEF.fi • TOllE.S 
11.10~ 171.0(13 214. 346 l7. 1m BOS PORCELAIN J:l&URINfS 0.0(1(! (i.(l(l(i li.0(1(; 0.0% (I 

COIR Pli1TTINS a.389 2.971 2. 76" 2.51B 20 FRt1Si!£8 
SI. 463 5~'.47(; El.96(; 'i. 794 42(1 

JEliELL£~i 'LAF iDitR ! ., ... · rl 
Q . .... 

lei\ ao;: 4.326 925 
J,.CJ .. .c . .:~~ 

ElECTRONlC HJDUClS 2v. oai 56. ~Ef· 2:.063 1. 436 .. -
.JI 

HECTF!CAL FP.JDut:rs 25. 98(• 2~.057 ll.617 0.155 4(; srm PRODUCT~ 14. 36" s=.6e:; Bt~.120 1.387 '15 
mJGHIO~ FLJ11:-5 .!2. (i(;(! 

e2.o:~ 56.848 6. !45 4,-, 
s~~·m;-:-s 

4 l l. (1!15 6'7I3.5Zi 915C.625 t-'i2. !C' 2164i 
SOCf'S STOUiNf: 

i(•, t:• 7 J.36. 2:~ 114. ~s~ -:.s:::; ~;, 

-·-GLG\l:: 
l~.: ~; 34·.:·. 85~ 4(15.9;~ t:·. 175 5r-...;, 

FOG7iriE.,; 
C.J14 r~- I ~::i; 

.;;:~.;_, .-:•.' ~ •·''f:: r·· 
LE.!tT4E~ &LD·.-'t= -.i1 .. :;:, li::, L v. '·.'')·. (1. (l·:f, (1 
L £; THEF 6HMrl:': r - -

i5e.BEI lB;.!, ~:s l.E75 15~ 

..r.:.'" 

AF 7 IF! CI AL F~OwE~ 5 H. lt'5 3E, !IT~ ~'.05~ (o,(i0(, s~; 
F'OL !FPGFHEHE 6J[1[:5 c. •41; 145. ~23 m. rn. 4. 99; 4c;: 
~vc SOOD~ 

~.a;-c 4:.335 7;,l 79 6.(•71 241 
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CATEGORY 

1> Food, beverage & tobacco 

2) Textiles, wearing apparel & 
leather products 

3) Wood and wood products 
(includinq furniture> 

4> Paper & paper products 

5) Chemicals, pelroleum,coal 
rubber and plastic products 

6> Non-metalic mineral products 
(except petroleum & coal> 

7) Fabricated metal products 
& lranspo:'l equipment 

8) Manufacture~ products <n.e.s) 

9) Services 

TOTAL 

1978 1979 1980 1981 1982 1983 1984 1985 1986 

56 449 

14224 2782 5062 2914 2506 865 1487 2984 1120 

250 129 

56 

348 234 577 539 339 178 877 522 

t..76 604 2306 649 358 389 215 

804 140 99 143 96 356 

878 598 4660 571 2334 1368 1098 24 

:!,7 3"18 2025 1390 243 

16119 4218 14037 4813 7661 4190 4033 4075 1691 

TOTAL 

305 

33944 

379 

56 

3614 

5097 

1638 

11531 

4073 

60837 
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(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 vary the application 
of any such laws, to such enterprises in accordance with 
such regulations as may be made by the Minister. 

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



l1> The Minister may, by regulation 

C2> 

<a> 

(b) 

(C) 

determine the scope and extent of any exempt.ion or 
modification of any of the written laws set out in 
Schedule Et hereto which may be embodied or 
incorporated in any written agreement entered into 
between the Commission and any enterprise under this 
Law; 

modify or alter the porovisions of any written law 
out in Schedule C hereto in the application of 
laws to the Area of Authority and modify 
provisions of the Municipal Councils Ordinance as 
applicable under the provisions of this Law lo 
Area of Authority; 

provide for any matter 
necessary for the carrying out 
provisions of this Law. 

which 
of 

is 
the 

deemed by 
principles 

set 
such 

any 
are 
any 

him 
and 

Every regulation made by 
be published in the Gazette 
upon such publication or 
specified in the regulation. 

the Minister under this Law shall 
and shall come into operation 

on such later dale as may be 

<3> Every regulation made by the Minister shall as soon as 
convenient, after the dale of its publication, be brought 
before the National State Assembly for approval. Any 
regulation which is r.ot so approved shall be deemed lo be 
rescinded from the date of such disapproval but without 
prejudice to anything previously done thereunder. 
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ENVJSASED INVESTMENT OF CONTRACTED PROJECTS 

. 
CATEGORY 1970 1979 198(1 1981 1982 1903 1984 1985 f98b 

( 1> (2) ( 1 <?> ( 1) <2) (1) (2) ( 1) (2) ( 1) (2) ( 1) (;:>) ( 1) <2> (,, <?> (1) <2> 

1> Food. beverage • tobacco 1 s - - - - - - - - - - - - 1 28 - - 2 33 

2) Te~t i les, wearing .-pp,,.:"el • 2(• 258 B 179 7 158 2 153 3 128 2 91 1 103 3 139 1 32 47 1541 
lP.athP.r products 

3) Wood <!Ind wood products - - - - 2 2 - - - - - - t 4 - - - - 33 " (inc 1 uding rurn i t1.1re) 

4) Paper • paper products - - - - - - - - - - - - l 29 - - - - I 29 

5) Ch-ici!lla. pet roleu111. coal 4 75 1 4 2 94 3 55 2 79 - 20 2 19 t a - - 1~ 3S4 
rubber o11nd plastic products 

b) Non-met a 1 i c 111ineral products 2 b 1 424 6 86 1 35 1 14 2 30 - - - - 2 13 15 608 
(e,~cept petroleum• coal) 

7) Fabricated metal products - - - - 2 97 1 12 1 2 - - 2 3r:t 1 20 1 49 8 210 
• transport. eqtJipment. 

B> Manufactured pr("lduct• fn.e.~) 2 ?3 3 19 5 497 2 238 4 461 4 36 5 374 1 5 - - 26 1653 

9> Services 1 10 - - 1 32 - - 1 1612 2 1135 1 38 - - - - 6 2827 

TOTAL 3(1 '.77 13 626 ?5 1?66 9 493 12 2;'96 tn t::>; 1~· 13 ~97 7 :;>(!(I 4 94 123 7261 
====================~======~===~=====~~=~==~==~=~r~====~=~=~======~====•••=======•=~===~•======•====m••==•n=••==~•===~=sca••••••• 

( 1) ~; No. eor llni t.s 

(2) = Tnl~l Inve!!lment ms. Mn) 




