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‘ '/ TABLE 1.4
AF

7/ Domestic Savings

1974* | 1975% | 1976® | 1977* | 1978

1. Gross Domestic Product at Market Prices -- | 21,701 | 24,183 | 26,443 | 31,352 | 38,392

2. External Resources (Net imports of goods

and non-factor services) v .-} 1,040} 1,203 421 —-852 | 1,867
3. Investment --0 3,139 ] 3,909 | 4,193 5,194 8,313
4. Domestic Savings (3 —12) .8 2,099 | 2,706 | 3,766 | 6,046 | 6,446
5. Savings Ratio (4 as % of 1) .. 9.7 i1.2 14.2 19.3 16-8
# Provisional C : ’ Source: Central Bank of Ceylon

The Gross Domestic Product (at Market Prices) rose by 22 per cent in
1978 and domestic savings, as measured above, rose by 7 per cent. Investment
increased by Rs. 2,961 million or by 57 per cent, but the turnaround in the
Current Account of the Balance of Payments resulted in a net changein
imports of goods and services of Rs. 2,719 million. As a result,  domestic
savings grew by Rs. 400 million. The savings ratio in 1978 amounted: to a high.
17 per cent of the Gross Domestic Product.

AGRICULTURE ‘

The revival of Rubber and Coconut, the decline of Tea, the continued
growth of Paddy and the general stagnation of other crops were the notable
features on the agricultural front in 1978. Fish production rose, but this was
hardly adequate to meet the deficiency in animal protein requirements caused
by a slump in the livestock industry. A cyclone devastated the Eastern region
in November, damaging much coconut, paddy, cashew and forestry in the area.
Altogether, 1978 was an uneven year for the agricultural sector.

At the beginning of the year, there were three Ministries responsible for the
development of this sector-the Ministries of Agriculture and Lands, Plantation
Industries and Fisheries. By the end of the year, there were six. The Ministry
of Agricultural Development and Research was made responsible for paddy,
subsidiary food crops, minor export crops and related research and extension.
The former Agriculture Ministry functions of land development and alienation’
were assigned to a new Ministry of Lands and Land Development; and livestock
development was handed over to another new Ministry of Rural Industrial
Development. The Mahaveli River basin development, encompassing nearly 40
per cent of the country, was considered important enough to be assigned to a
new Ministry of Mahaveli Development. In the plantation. sector; a new
Ministry of Coconut Industries was created, as an adjunct of the main
Ministry of Plantation Industries,

'An Agricultural Development Authority (ADA) was created to co-~ordinate
and supervise agricultural development activities on privately owned lands. .It
organised its activities on an electoral basis, with a view to getting political leaders
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involved in its work. A new National Agricultural Diversification and Settle-
ment Authority (NADSA) was set up to take over the crop diversification
activities (mostly on uneconomic tea lands at mid elevations) hitherto under-
taken by the FAO/UNDP funded Agricultural Diversification Project.

The Land Reform Commission continued to review appeals by former land-
owners for redress with regard to lands they were dispossessed of under the land
reforms. Meanwhile, the Ministry of Plantation Industries undertook ¢‘a rational
distribution” of lands between the two large state-owned land management
institutions, the Janatha Estates Development Board (Janavasama or JEDB) and
the Sri Lanka State Plantations Corporation (SLSPC). The objective of this
rationalisation was to reduce operational cost and increase functional efficiency.
There is evidence that, wherever the ultimate ownership of land was
subject to uncertainty, the necessary development work got deferred. Perhaps,
these changes were necessary; but it resulted ‘in a certain amount of
dislocation. The regional organisations of the two institutions were finalised,
but the emoluments and incentive payments at higher management levels in the
plantation sector remained unresolved.

A sharp decline in tea prices tended to squeeze the profit margins in the
industry, and the high-growns and the medium-growns appeared to be the
most affected. Despite the enhanced subsidies that were payable for re-planting
of tea, rubber and coconut, the re-planting achievements continued to be well
below the desired levels. The profit sqeeze in tea, a shortage of planting
material in tea, rubber and coconut, and the continued unattractiveness of re-
planting subsidies (which in most cases did not compensate the loss of income
of the producer during the gestation period) appeared to dampen the re-planting
effort. A more comprehensive subsidy scheme to encourage re-planting and
new planting in minor export crops was also introduced. The fertilizer
subsidies were revised several times during the year; and ultimately a uniform
subsidy of 50 per cent of the import price was introduced in November, 1978.
Continuing the import liberalisation policy of the government, the import
monopoly of the Fertilizer Corporation was abolished.

The Plantation Industries Ministry engaged certain foreign institutions to
prepare “Master Plans” for the development of the tea and rubber industries.
Whether such external assitance is really necessary in the case of two crops of
which Sri Lanka has developed a considerable experties over a long time, having
even assisted nascent industries in other countrise in the past, remains debatable.
At the end of the year, the Master Plans were being awaited. A five-year project
to rehabilitate tea estates in the Dickoya/Maskeliya area was announced in mid
~1978. This project was aimed at reducing cost and improving the quality of
tea. In late 1978, the SriLanka Tea Board introduced a scheme to pay a
guaranteed minimum price for the green tea leaf produced by smallholders.

In late 1978 the new Ministry of Rural Industrial Development brought about
a reduction of animal feed prices. It was quite apparent that high animal feed
prices and certain controlled prices, such as that of beef and milk had hindered
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the development of the livestock industry., At the same time, the National

Milk Board’s purchase price of milk was raised to enhance producer margins

which had remained unattractive in recent years.

There was widespread misuse of agricultural credit which was liberally

extended during the Maha 1977/78 season. Recoveries were very low. The

inflationary impact of the fivefold increase in credit would have been considerable.
For these reasons, the Comprehensive Rural Credit Scheme was considerably
tightened for the Yala 1978 season. Only genuine farmers who had re-paid their
previous Maha loans were made eligible for future credit. The 75 per cent credit
guarantee extended by the Central Bank on behalf of the government was
withdrawn, in the hope that this would induce commercial banks to formulate
effective schemes of supervision and loan recovery,

The Paddy Marketing Board was able to purchase 35 per cent of the record
Maha and Yala paddy crops of 1978. But, the storage capacity of the Board did
not increase adequately to meet the higher intake and substantial stocks had to
be stored in open-air, under tarpaulin. At the outset, the Board was unable to
meet the full requirements of the Food Commissioner owing to milling const.
raints. Later the Food Commissioner had to curtail his purchases from the Board
on account of high stocks, This compounded the storage problems of the Board
From May, it was decided to issue paddy as well on the ration. The paddy issues
became quite popular and eased the storage and milling problems of the Board.
to some extent. The withdrawal of the rice-subsidy and rationed issues from
nearly one half of the population led to the growth of a dynamic private trade
in paddy and rice. The outmoded rice milling industty improved during the year
due to the import lxbetahsatxon, and was able to meet the sudden expansion of
the private market for rice.

The feforms of the agrarian structure that were promised in 1977 did not
materialise in 1978. The Agricultural Service Centres continued under official
management. An attempt was made to revive ancient historic ceremonies’in
paddy cultivation. It is now contemplated that the former Agrarian Services
Department could be reorganised to supervise the entire agrarian - structure,
including the maintenance of small irrigation reservoirs.

Several important changes were made during 1978 in the Government’s
agricultural pricing policy. With regard to rationed food items, the Food
Commissioner made rice available in the free market through co-operatives at a
price of Rs. 1.45 per pound. This price was roughly commensurate with the
payment of Rs. 40 per bushel to the farmer and for processing and distribution.
Although the consumér preference for this rice was low, the availability of such
icre helped to stabilise the price of rice in the free market. The price of flour was
raised, in three stages, from 60 cents to Rs. 1.12 per pound. This price was yet
well below world prices. The liberal availability of flour at this subsidised ' price
probably discouraged the growth of subsidiary food crops. The price of sugar
remained unchanged at Rs. 3 per pound, which was above world prices; neverthe-
less, it appears to have had adverse effects on the cane and jaggery industry. The
Government also built up buffer stocks of certain agricultural produce with
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pronounced seasonality in production, with a view to stabilising prices. To the
extent that such buffer stocks are built from domestic produce, the producers
and consumers would stand to benefit by a moderation of seasonal . price
fluctuations. But, wherever imports are made to supplement domestic supplies,
prices would tend to get stabilised at a lower level, with an adverse impact on
production. Among the imports made for stabilisation of prices were onions,
chillies, potatoes, fish and chicken. There were also some imports of dhal and
green gram. It is quite possible that the drop in domestic production of onions,
chillies, potatoes, green gram and cow-pea was, at least partly, due to this import
policy. It is noteworthy, however, that the Government allowed a considerable
profit margin to the domestic producer in releasing these imports in the market.
Hence, it is likely that only those producers who had been accustomed to subs-
tantial profit margins would have been discouraged by this policy. It is also
possible that some producers shifted back to paddy cultivation because of a more
attractive return under very favourable conditions for paddy that existed in
1978. In the coconut industry, a complicated export taxing and profit regulatio-
nary measure was introduced in 1978. The aim of this regulation was to keep
prices at a reasonable level to the consumer and to assure the producer a price of
65 cents per nut, later enhanced to 85 cents per nut.

Basically, the policy measures adopted in the agricultural sector reflected
conflicting objectives of government policy; in the plantation sector, the
conflict was between the needs of government revenue and the need to ensure
the economic viability of the farmer; in the domestic sector, the conflict was
between the need to assure reasonable prices to the consumer and remunerative
prices to the farmer. Such conflicts do not lend themselves to easy solutions;
but early solutions are necessary for rejuvenation of this vital sector.

Key indicators of performance of the four principal crops-tea, rubber,
coconut and paddy-during the last decade are given in Table §.5.

Tea

The tea industry, which showed signs of recovery in 1977 from its depressed
levels in the previous year, belied expectations in 1978, Production dropped by
5 per cent from 460 million Ibs. in 1977 to 439 million Ibs. in 1978, keeping
barely ahead of the 1976 low (which was the lowest for the decade) and well
below the record output of 503 million lbs. in 1965,

‘This decline of Sri Lanka’s major industry was entirely the result of a
sharp drop in production at high and medium elevations and a slowing down
of growth at low elevations. In fact, low-grown tea production rose by 7
million 1bs. or 5 pet cent, compared with an increase of 16 million 1bs. or
13 per cent in the previous year, High grown production fell by 15 million 1bs.
or 93pu' ce.nf in contrast to a rise of 6 million Ibs. or 4 per cent last year;
medium growns fell by 13 million 1bs. or by 8 per cent, as against a rise of 3 per
cent last year. .



320

TEA & RUBBER IN
MILLIONS OF LBS.

- ANNUALLY

"~ PRODUCTION OF MAJOR EXPORT CROPS: .-

COCONUT lN
MILLIONS OF NUTS

SSO

520

440 F

360

480 i — V.ﬂ“_\h,»'-v,,,__“ A

00—

|

T A

280

1968 69 - 70 71

Dept. of Economic Research

2 73 % 75 ® 71 18

7000

6000
- ~1{5000

3000

Source: Central Bank of Ceylan.



PADDY PRODUCTION AND PURCHASES UNDER G.P.S.

MILLION BUSHELS
100

80

80

70

60

50

40

30

20

0
1868 69 70

Oupt. of Economic Research

-ANNUALLY

MILLION BUSHELS

S
| 30

PRODUCTION 80
70

~—160

150

G.P.S.PURCHASES

10

40
30
20

- 10

| T

0
% 75 76 71 18

Source: Centra) Bank of Caylon



TABLE 1.5

-

Key Indicators of Principal Agricultural Crops — 1969-1978

1978
Category 1969 1970 1971 1972 1973 1974 1975 1976 1977 (Provi-
i sional)
. Yea
1.1 Production (Mn. 1bs.) .. 484 468 480 471 466 450 471 433 460 439
1.2 Total Acreage -] 556,514 { 597,499 | 597,171 | 597,645 | 598,740 | 598,466 | 597,691 | 594,481 | 598,024 | 603,464
1.3 Yield per acre (Ibs.) . 811 811 833 816 | - 805 882 920 839 899 838
1.4 Cost of Production (Rs./lb.) . 1.51 1.52 1.54 1.60 2.03 2.52 3.04 3.37 3-54 4.76
1.5 Average Price (Rs.fl1b.)
—Colombo net . 1.53 1.63 1.81 1.90 1.92 2-61 2-79 3.54 6-10 5.28
—Export f.o b. : . 2-39 2-44 2-50 2-17 2.78 3.52 4.12 4.76 8-55 15-07
1.6 Replanted annual (acres) . 6,500 6,857 6,640 6,418 5,953 4,282 4,356 2,756 3,067 5,811
2 k7b§eplnnted cumulative (acres)  -.§° 33,428 | 40,285 | 46,925 | 53,343 | 59,296 | 63,578 | 67,934 | 70,690 | 73,757 | 79,568
+ Rubber
2.1 Production (Mn, lbs,) . 333 351 312 309 - 341 291 328 335 322 343
2.2 Total Acreage -.§ 563,633 | 568,900 | 567,994 | 567,060 | 565,000 | 563,406 | 562,494 | 560,872 | 559,850 | 559,257
2.3 Area under tapping (Acres) --§ 493,712 | 496,210 | 494,355 | 491,324 | 475,529 | 475,165 | 477,110 | 474,626 | 466,401 | 456.434
2.4 Yield per acre (lbs,) . 614 707 657 658 694 634 691 705 690 753
2.5 Cost of Production (Rs.flb.) 0.71 0-69 0-76 0-75 0-85 1.12 1.25 1.49 1.70 2.20
2.6 Average Price (Rs [lb.)
~Colombo RSS. 1 . 1-04 0-91 0-79 0-81 1-1?7 1.28 1.13 1.97 205 3.4
—Export f.o.b . 1.37 . 1.24 1.08 0-93 1.67 2-61 1.84 2-95 3.11 6-76
2.7 Replanted annual (Acres) -] 12,084 10,239 8,477 8,742 7-216 7.076 1,980 6,299 . 6,464 7,968
3 Zc-8 Replanted cumulative (Acres) - -§ 276,132 | 286,371 | 294,848 | 303,590 | 310,866 | 317,942 | 325,922 | 332,221 | 338,685 |-346,653 .
. oconut -
3.1 Production (Mn. nuts) -1 2,440 2,510 2,610 2,963 1,935 2,031 2,398 2,330 1,821 2,207 . .
3.2 Cost of Production (Rs./nut) . 0-07 0-08 0.08 0-08 0-10 0-10 0-11 0-16 0-21 0.2%
3.3 Average Price (Rs./nut) - . )
—Colombo . n.a. n.a. n.a. 0-14 0.25 0.56 0-32 0-45 0.92 0.85
. “-Export f.o.b. ® . 0-25 0-27 0.27 0-21 0-34 0-86 0:46 0-47 -1.19 - 1.83
. addy
4.1 Production (Mn. bushels) +] 65.8 7.5 66.9 62.9 629 76-8 55.3 60-0 . 80-4 ] 90.6
4.2 Acreage—Sown (‘000) - 1,709 1,876 1,794 1,795 1,792 2,038 1,719 1,789 2,046 2,162
—Harvested (*000) ] 1,539 1,776 1,714 1,579 1,660 1,969 1,476 1,570 1,933 2,074
=Under improved : ) .
varieties (‘000) --§ 1,108 1,325 1,204 1,252 1,284 1,647 1,285 1.381 . 1,710 1,692¢
4.3 Yield per acre (Bushels) «] 50.33 $1-30 45.91 46.87 44.58 45-65 44-04 44.91 48.92 50.70
4.4 Guaranteed Price (Rs./bushel) -1 14.00 14.00 14.00 14-00 18-00 33.00 33.00 33.00 33-00 40.09
4.5 Purchases under Guaranteed
Price Scheme (Mn. bushels) o 13.7 26-1 32.4 26-4 22.9 20.9 11.3 12.8 24-6 32.0

-

Avereage price of nut equivaleat of exports
Excluding figures for the districts of Batticaloa,

Ratnapura and Jaffna for Yala 1978,

Sources: The Sri Lanka Tea Board,

The Rubber Control Department,
The Coconut Marketing Board,

The Coconut Development Authority,

The Coconut Cul'tivation Board,
Department of Census and Statistics,

Ministry of Agricultural Development and Research,

The Paddy Marketing Board.
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The recorded fertilizer issues to the tea sector rose sharply from 80,394
metric tons in 1977 to 115,500 metric tons in 1978 or by 44 per cent. This
was in contrast toa decline in fertilizer issuées of 18 per cent last year.
Nevertheless, the average yield per acre declined by 7 per cent in 1978 compared
with a rise of 7 percent in 1977.

The total acreage - under tea cultivation rose by 1 per cent to 603,464 acres
.in 1978. The area replanted during the year was 5,811 acres, which compared .
favourably ‘with 3,067 acres replanted in 1977; but, this was well below the :
"desirable annual. teplantmg target of 7,500 -acres. - -The total area -so far
replanted in high yielding tea stood at 79,568 acres at the end of 1978.  This
"tepresented a meagre 13 per cent of the total tea land in the country.”

~ In evaluating “the "disappointing” petformance of the tea industry in 1978,
cognizance must be made of the important fact that tea prices rose to.
unprecedented levels in 1977, inducing a positive response from producers at a
time when the climatic conditions were quite favourable. .In 1978, however,
prices declined considerably. London prices of Sri Lanka teas during 1978
were, on the average, 44 per cent lower than in 1977. In fact they were almost
half of the peak prices realised in early 1977. Colombo prices too were, onthe
average, 13 pet cent lower than in 1977. "Also, the changeover in the basis of
taxation of the tea industry effected in November, 1977 had an adverse effect on
the industry when faced with declining prices. - Prior ‘to the change, the
taxation was based on a nominal export duty and a substantial value-based
progressive sliding-scale excise based on auction prices. . This was changed to a
substantial “specific export duty and relatively minor value-based tax at the
auction level., Undoubtedly, this was the more convenient way of siphoning off
the windfall- gains- accruing to the industry- as a-result of the 1977 exchange
reform. But, with the decline in prices, the specific tax burden became heavier;
and no adjustments were made in the -specific export duty. As a result, the
net producer pricesin 1978 tended to-be much lower than in 1977 . On the
other hand, cost of production (without- reckoning the cost of additional labour
required for replanting) has been estimated to have risen by about 30 per cent
in 1978. Thus, declining income and rising cost had squeezed the mdustrv in
a sctssor«gnp and had senously eroded ptoducer margins m 1978

"This is borne out by the fact that low grown teas which continued to

enjoy favourable prices because of a firm Middle Eastern market, recorded a
production gain in 1978 while the medium and high grown teas which fetched
relatively unattractive prices slumped heavily in 1978. - Faced with the erosion
of profit margins, producers have always tended to neglect réecommended cultural
practices in order to reduce costs, but this in turn depressed production in the
future. In fact, the two large state land management institutions - the State
Plantations Corporation and the Janatha Estates Development Board — which
managed most of the lands vested in the State since the land reforms of 1972
and 1975, appeared to have managed to maintain their 1977 levels of pro-
duction in 1978. This would mean that the ma;or declme in tea productxon
came from privately owned lands.
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It should be noted, however, that these two corporations which managed
the better tea plantations in the country should be in a position to account, by
and large, for the major increase that is expected in Sri Lanka’s tea production.
In that context, the performance of these two institutions in 1978 could be
deemed as disappointing. However, there were extenuating circumstances.
There was some disruption caused by the transfer of land which once belonged
to the Janawasa Commission to these institutions and the rationalisation of land
distribution between the two major organizations undertaken during 1978.
Yet, these institutional changes could have favourable effects on productionsin
the years to come. Also, in the case of fertilizer subsidies, the government
adopted a discriminatory policy towards the state institution, in that they were
entitled only to one-half of the subsidy that was granted to the private land
owners during the major part of 1978. Apparently, the government felt that
financial viability in their operations was not that important as they were state
institutions. But, the fact remains that such decisions imposed considerable
liquidity constraints on these institutions; and the erosion of profit margins
may have affected incentives among estate management.

There was also an acute shortage of labour in certain high grown areas due
to the accumulated effects of the repatriation of workers of Indian origin under
the Indo-Sri Lanka Agreement of 1964. It has been reported that these labour
shortages compelled planters to curtail the number of plucking rounds, thereby
lowering production. The weather in certain high grown areas was also
reported to be unfavourable.

The continued low rate of replanting could be attributed to the profit
squeeze, the liquidity constraints of the state institutions, the disruption caused
by institutional reforms and an inadequate supply of planting material durmg
the year under review,

- Onthe whole, the tea industry appears to be beset with several major
problems. As it was stressed in the last Anriual Report, the need for higher pro-
ductivity in this important sector of the economy calls for a much higher rate
of replanting, much bstter management in the state sector and better producer
margins which would enable the adoption of recommended cultural practices.
The replanting of tea is financed by a cess on exports and there is much
potential for higher replanting by enhancing the subsidies. More nurseries will
have to be established if the increased requirement of planting material is to be
met. It will be necessary to introduce éffective incentive schemes for managers
if the maximum potential of the state-owned land is to be realised. There is’
no incentive for imoroved production under the present system of uniform
bonuses and standardized salaries. Also, the decision making power of the
managers appears to have been substantially reduced under state ownership.
More effective regionalisation of management would help in giving managers
greater authority. Also, it is worth examining whether the two institutions are
too large for successful management.
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Rubber

Rubber production rose from 322 million pounds in 1977 to 343 million
pounds in 1978, an increase of 7 per cent. This was the highest production
realised since the peak of 351 million pounds achieved in 1970. The average
yield per acre at 753 pounds in 1978 showed a remarkable improvement of
about 9 per cent; this was the -highest yield recorded so far. On the ‘other
hand, the area under tapping fell by 2 per cent. The notable increase in
production was largely due to a positive response to attractive prices’ coupled
with continued favourable weather conditions. The attractive- producer

margin seems to have induced some marginal producers to resort to slaughter
tapping as well.

The-area replanted increased considerably by 23 per cent from 6,464 acres
in 1977 to 7,968 acres in 1978. This improved performance could be partly
attributed to the enhanced replanting subsidy announced in November, 1977.
Since replanting still lagged behind the required conventional target of 15,000
acres per year (about 17,000 acres, if the backlogsis to be cleared), the Govern-
ment raised the subsidy further from Rs, 3,000 to 4,000 per acre in November,
1978. This may have a positive effect on replanting in 1979, although the
increase appears inadequate to compensate full costs and loss of income during
the long gest:ition period. The cumulativeitotal area replanted at the end of

1978 amounted to 346,653 acres or .62 per cent jof the total area under
cultivation,

In 1978, 935 acres were newly planted in rubber as against 111 acres in the
preceding year. High producer margins and an enhancement of the new
planting subsidy from Rs. 1,800 to Rs. 2,700 per acre announced in the Budget
for 1978 brought about this increase.

Fertilizer issues for rubber increased from 12,440 metric tons in 1977 to
21,010 metric tonsin 1978. The increased availability of ‘fertilizer and the
higher subsidy rate enjoyed by the growers in the private sector throughout the
first half of 1978 explain the improvement in fertilizer application.

The future prospects for natural rubber appears to be highly favourable with oil
prices indicating a sharply rising trend. The prices of competitive synthetic rubber,
which is a product of pstro-chemical industry, are certain to move up appreciably
Moreover, prospects for.international co-operation among primary producers
appear to be brightest in the case of rubber. Hence, a more concerted effort is
required to increase rubber production and reap the benefits from the
favourable price situation. Even.a doubling:of the current replanting rate cannot
be deemed tobe excessive. In fact, the uprooted rubber trees could be an
important source of firewood, where supplies appear to be dwindling. To
achieve the replanting target and to clear the accumulated replanting deficit,
a substantial increase in the subsidy may be required. Improved facilities to the

smallholder will also help to upgrade the quahty of rubber, the price premium
for better quality being considerable.
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Coconut

Coconut production which dropped to its lowest level in 1977
following unprecedented droughts during the previous two years, showed signs
of improvement in 1978. Production in 1978 has been estimated to have risen
‘to 2,207 million nuts representing an increase of 21 per cent. Yet, production
lagged far behind the average level of production of over 2,500 million nuts
achieved in the early seventies.

The appreciable recovery of coconut in 1978 may be chiefly attributed to
lagged effects of evenly distributed rainfall in the coconut areas in 1977 and
continued favourable weather in 1978. Better maintenance of coconut lands
also appears to have had a positive impact on coconut production. Fertilizer
application on coconut lands increased sharply by 46 per cent to 42,500 metric
tons in 1978. The 75 per cent subsidy which was effective during the first half
of 1978 to the private sector was mainly responsible for this increase. The
establishment of regional fertilizer distribution centres by the Coconut Marketing
Board and the more liberal and timely availability also explain tke improve-
ment in fertilizer usage. '

The total acreage replanted and the acreage newly cultivated in 1978
amounted to 1,207 and 1,297 acres, respectively. An area of 233 acres were
inter-cropped with coffee, cocoa and pepper. In order to stimulate production
and to encourage a mere intensive pattern of land use in the coconut sub-
sector, subsidies for replanting, under-planting, rehabilitation, new planting
and inter-cropping were raised in August, 1978.

The cyclone in November, 1978 was estimated to have completely
destroyed nearly 30,000 acres of coconut land in the districts of Amparai,
Batticaloa and Polonnaruwa. This amounts to about 2 per cent of the total
acreage in the country.

Coconut has been one of the most- tightly controlled or regulated
industries for quite a long time. On the one hand, coconut forms an
important part of indigenous diet and successive governments have endeavoured
to keep prices low. On the other hand, coconut cultivation as a mono-crop
requires little attention (for example, when compared to tea or rubber) and
thus had become a pastime of the traditional absentee land-owner, whose
main source of income comes from elsewhere, and who was, therefore, not overly
concerned with a high and adequate return on his investment. Virtually no new
investment has taken place in the processing industry in recent times, on
grounds that there was over-capacity. In other words, the industry displayed the
usual signs of a stagnant or declining industry. When consumption rose or when
production declined, governments were quite keen to curtail exports with a view
to maintaining low consumer prices.

It is quite clear that if the consumer interest prevail over that of the
producers, the prospect of coconut becoming a major growth industryin the
country is poor. It is important to note that the acreage under coconut is only
second to that of paddy; thus any measures taken to develop this industry ar
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likely to have a wide mass impact not only smong consumers but also among
large number of producers. Productivity of the industry can be improved by new
investment, but unless the industry becomes more remunerative, no long term
investment can be anticipated. Exports. of high value coconut oil could be
increased if substitute oils are developed locally or even imported. In other words,
coconut is an industry with high growth potential, but which has suffered for
very long by a form of benign neglect. The creation of anew Ministry in charge
of the industry should help in revitalizing this important industry.

Paddy A : ,

.. Paddy production in the cultivation year 1978 (Maha 1977/78 and Ya!l
1978) has been estimated at 90.6 million bushels by the Department of Census
and Statistics. This indicated an increase of 10-2 million bushels or 13 per cent
over the previous year’s record harvest,

“Of the total harvest, 61 -6 million bushels or about two thirds was obtained
during the Maha season, This was the highest production recorded for any Maha
season and it showed an increase of 6.8 million bushels or 12.4 per cent over
the preceding Maha season. The Yala season of 1978 contributed 28.9 million
bushels or 32 per cent of the total harvest. Once again, this was the biggest
harvest achieved during any Yala season. Besides favourable weather conditions,
significant increase in the area sown and hatvested, the expansion of area under
irrigation, greater availability of institutional credit and increased use of fertilizer,
along with the enhanced guaranteed price of paddy, were factors responsible for
this bumper harvest in 1978. :

The area sown increased by 6 per cent from 2.05 mijllion acres in 1977 to
2.16 million acres in 1978. The area harvested rose from 1.93 to 2.07 million
acres in 1978 - an increase of 7.3 per cent. The increase in the harvested area was
mainly a result of more assured water supply under irrigation schemes, parti-
cularly under the first stage of the Mahaveli Development Scheme. The extent
under irrigation rose by 121,000 acres over the previous year. The incidence of
crop failure, indicated by the difference between the sown and the harvested
acreage, decreased from 6 per cent in 1977 to 4 per cent in 1978.

Fertilizer issues to the paddy sector by the Agrarian Services Division of
the Ministry of Agricultural Development and Research rose significantly, from
80,123 tons in 1977 to 112,000 tons in 1978, an increase of 40 per cent.
Agricultural credit for paddy cultivation increased phenomenally fromx Rs. 99.2
million in the cultivation year 1977 to Rs. 452 .6 million in 1978. Bulk of this
increase was recorded during the Maha season of the year.

The average yield per acre showed only a matrginal improvement despite the
favourable factors mentioned above. The average yield per acre in 1978 was 50.7
bushels as against 48.9 bushels reported in 1977. The marginal improvement was
also almost entirely due to an increase in yields from itrigated lands, the rainfed
paddy areas reporting a slight drop in yields. As it was stated in the previous
year’s Annual Report also, the low yield performance amidst highly favourable
co_nditions was a matter for serious concern. In aland scarce country, maximiza-
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tion of productivity per unit of land is of utmost importance. - Therefore, -an
intensive programme to reduce the gap between potential and the actual yield
per acre should be given high priority in the agricultural development strategy.

The Paddy Marketing Board (PMB) purchased 32 million bushels of paddy
or 35 per cent of the 1978 paddy harvest. This was the highest amount purchased
since 1971 and showed an improvement of 7-5 million bushels or 32 per cent
over the purchases made in 1977. The bumper harvest and the increase in thc
guaranteed price of paddy from Rs. 33 to Rs. 40 per bushel, announced in
November, 1977 and the relaxation of minimum quality standards of paddy
purchases contributed to this improvement. About 85 per cent of the purchases
came from the Dry Zone areas, especially from the districts of Anuradhapura,
Polonnaruwa and Trincomalee.

In 1978, the PMB delivered 253,121 tons of rice (equivalent of 17.7 million
bushels of paddy) and about 9- 3 million bushels of paddy (equivalent of 133,000
tons of rice) to the Food Commissioner for issue under the ration scheme, The
issue fof paddy under the ration commenced in the last week of May,
1978 with a view to reducing the storage problems of the Board and the pressure
on milling capacity.

Although the rated storage capacity of the PMB increased from 15-4
million bushels in 1977 to 16.5 million bushels by the end of 1978; the Board
continued to experience inadequate storage facilities in the surplus areas. The
concentration of bulk of the purchases - 22 million bushels or 66 per cent of the
purchases-into a short period from March to July aggravated the storage problem.
This situation made it necessary tostore paddy in the open air, under tarpaulin
and also to transport paddy from the surplus areas to deficit areas, thereby incre-
asing the opzrating costs of the Board. Rationalization of the storage expansion
programme of the PMB along with better co-ordination between the Board and
the Food Commissioner would considerably help to ease the problems of
storage and wastage resulting from lack of adequate storage facilities.

Rice milling capacity in the country improved during the year owing to
the liberalization of imports which enabled millers to obtain necessary machinery
and spare parts without hindrance. The withdrawal of the rice ration.from about
one-half of the population from February, 1978 led to - an abrupt expansion of
the private market for rice. The improved milling capacity enabled the private
sector to cops with this tremendous expsnsion in demand. As a result, the open
market prices of rice in the country remained fairly stable during the year.

Fertilizer

According to the Fertilizer Corporation, total issues of fertilizer rose to a
reak level of 372,300 metric tons representing an increase of 23 per cent over
the last year’s level of 303,500 metric tons. This substantial increase was a
combined result of timely availability and increased demand arising from the
generally favourable conditions for agriculture. Moreover, the increase in subsidy
from 50 to 75 per cent effective in the first half of 1978 in the case of private

-
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farmers also contributed to the increase. About 31 per cent of the fertilizer was
issued to the tea sector, whereas the shares of coconut and rubber sectors were
11 per cent and 6 per cent, respectively. The paddy sector accounted for 35
per cent.

The rate of fertilizer subsidy which was based on the selling prices of the
Fertilizer Corporation was changed several times during the year. With effect
from 15th March, 1978 the subsidy to the public sector was reduced from 75to
50 per cent. The private sector continued to enjoy the 75 per cent subsidy. These
rates were again changed to 25 per cent and 50 per cent for the public sector
and private sector, respectively from Ist July, 1978. The new higher prices
appeared to be a disincentive for wider fertilizer use. Also, the Government had
decided to do away with the monopoly of imports by the Fertilizer Corporation,
but this could not be implemented as long as the subsidized fertilizer prices
were determined according to the Corporation’s selling prices. Hence, on
November 21, 1978 a uniform subsidy of 50 per cent of the import (C & F)
ptice of fertilizer was announced. At the same time, the Customs duty of 12%
per cent and the Business Turnover Tax on fertilizer were also abolished.
Along with these measures, prices of fertilizer were reduced by 5 to 10 per cent,
but they were higher than the prices at the beginning of the year.

Fish and Livestoék

In contrast to the preceding year’s marginal improvement, fish production
is estimated to have increased from 138,221 tons in 1977 to 160,125 tons
in 1978, an improvement of 16 per cent. The improved production in the
private sector by about 22,000 tons or 16 per cent accounted for this achieve-
ment. Production in the public sector remained static and its share in total
production continued to be less than 1 per cent.

During the year, the policy of the Fisheries Corporation was oriented
to buying more fish from the private sector. Accordingly, the Corporation
purchased 4,203 tons of fish from the private sector, which was 74 per cent
higher than in the previous year. The improvement in purchases also reflected
increased production in the private sector.

The Department of Census and Statistics has estimated milk production
in 1978 at 212 million litres. This réflects a drop from the 1977 production
level of 214 million litres. The National Milk Board was able to collect only
49 million litres or 23 per cent of the year’s production as against 55 million
litres or 25 per cent it collected in the previous year. The shortfall in production
as well as in collections may be explained mainly in terms of low producer
margins resulting from high cost of animal feed. Perhaps, increased slaughter
of animals due to high prices of beef may also have had some adverse impact
on milk production. The reduction of animal feed prices by the Oils and Fats
Corporation by about 20 per cent and the increase of the Milk Board’s purcha-
sing price by about 38 per cent announced in November, 1978 may reverse the
declining trend in 1979.
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Production of eggs, as estimated by the Census and Statistics Department
decreased by 5 per cent from 380 million in 1977 to 360 million eggs in 1978.
As in the last year, low producer margins arising primarily from high animal
feed prices led to this deterioration in production.

INDUSTRY

The wvalue of productlon of the manufacturmg industry of Sri Lanka
(excluding export processing industries associated with major traditional
agricultural exports of Tea, Rubber and Coconut) has been estimated to have
increased from Rs. 7004 million in 1977 to Rs. 8851 million in 1978, reflecting
an expansion of 26 per cent, as against 16 per cent in the previous year.! When
deflated by the Wholesale Price Index to offset price changes, the real rate of
industrial growth in 1978 could be estimated as 11 per cent, as compared with
comparable rates of 1 per cent each in 1977 and 1976.

This remarkable and unprecedented spurt of industry in 1978 could be
described as the spontaneous reaction of domestic industry to its emancipation
from the straitjacket of controls after the re-orientation of economic policies
in 1977. Liberalization ‘of imports made raw materials and spares easily available.
As a result, inventories could be scaled down, and capacities utilized to a greater.
extent. Limited competition from imports necessitated the up-grading of quality
in a competitive environment. It appéars that certain industries were so inefficient
that they were unable to compete even under substantial import protection
and were driven to the wall, but it is worth examining whether such industries
should be protected and nurtured for ever at a high social and economic cost.
The high employment oriented handloom textile industries were faced with a
critical challenge from superior and highly competitive textile imports, arising
largely from the decision to supply the domestic market with cheap and better
textiles by administrative waiver of protective tariffs. It appears that continued
sudsidization of employment in the handloom industry at the expense of the.
consumer may be counter productive in the long run, as it encourages a low level
of efficiency. It might be preferable to improve the technology and the quality
with a view to catering to the high quality international markets.

It appears that both public and private sector industries grew substantially
in 1978. In current value terms, private sector industrial output expanded
by 30 per cent, while -the public sector output rose by 26 per cent. Capacity
utilization which was about 61 per cent last year, rose to 70 per cent in 1978.
Employment in industry has grown by about 15 per cent, private sector
employment rising by 17 per cent, and public sector employment by 13 per cent.
The usage of imported raw materials in industry rose from 66 per cent in 1977
to 79 per cent in 1978. This was an inevitable short-term development of the
freeing of the bulk of raw matetials from import licensing. Hereafter, import
tariffs and not quantitative restrictions, will have to be used in encouraging
the substitution of imports by domestic raw materials, wherever comparative
advantages exists.

1. As in the past, this, data is based on a Central Bank survey of neatly 1500 industrial
establishments, which constitute the major part of domestic industry. Details wxll ke
published in the forthcoming Review of the Economy.



