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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. 

I N D U S T R Y 

The value of production of the manufacturing 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.1 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 appears 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 materials 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 nearly 1500 industrial 
establishments, which constitute the major part of domestic industry. Details will be 
published In the forthcoming Review of the Economy. 



( 30 ) 

According to the Ministry of Industries, industrial exports (including 
petroleum, but excluding gems) at current prices almost doubled to Rs. 1963 
million in 1978; but when deflated for changes in the exchange rate, this 
amounted to an increase of about 5 per cent. Major increases were evident in 
the export of ceramic products, textiles and ready-made garments, handicrafts 
and processed foods. It is also noteworthy that about one-fifth of industrial 
production was exported. 

The pattern of growth of the various manufacturing sectors in 1978 
indicated a significant change in direction. The following table illustrates the 
position. 

TABLE 1 • 6 

Value of Industrial Production 1 9 7 6 - 1 9 7 8 

Value of Production (Rs. Mn. ) 

Industrial Croup 
1976 1977 1978 

1 • Food, Beverages and Tobacco 1,715 2,294 2,609 
2- Textiles, Wearing Apparel and Leather Products- 680 698 1,008 
3 • W o o d and W o o d Products, including Furniture • • 129 127 124 
4- Paper and Paper Products 203 270 376 
5- Chemicals, Petroleum, Coal, Rubber and 

Plastic Products 2,336 2,469 3,279 
6- Non-metallic Mineral Products, except 

2,336 2,469 

Petroleum and Coal 360 411 592 
7 • Basic Metal Products 138 132 219 
8- Fabricated Metal Products, Machinery and 

Transport Equipment 474 571 590 
9> Products n.e.s. 26 34 55 

Total 6.C61 7,004 8,851 

Real Rate of Growth ( % ) 1 2 1-3 10-6 

Source: Central Bank of Ceylon 

In terms of current values, the major growth sectors in 1978 were basic 
metal products (66 per cent), textiles, garments and leather (44 per cent), non-
metallic mineral products (44 per cent), paper (39 per cent) and chemicals (33 
per cent). By contrast, the growth sectors of last year were food and beverages, 
paper and fabricated metal products, machinery and equipment. Apparently, 
the slowing down in the growth of food and beverage industry was due to 
supply, problems (e. g. meat, milk, jaggery, etc.) and some import competition. 
Industries in the field of fabricated metal products, machinery and equipment 
(e. g. cutlery and crockery, motor spares, engineering tools) appear to have 
suffered a setback primarily on account of import competition. 

The growth rates at c u m nt values of the expanding sectors referred to 
above should be deflated for price changes if real rates of growth are to be 
ascertained. As there is no reliable index to deflate the output of these sectors, 
the sub-sector indices of the Wholesale Price Index may be used as a deflator. 
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When thus adjusted, it appears that the basic metal products sector expanded 
by 43 per cent, chemicals by 29 per cent, paper by 10 per cent, and textiles and 
garments by 3 per cent. In the absence of a reliable deflator for the non-metallic 
mineral products sector, deflation by the change in cement prices (cement 
accounting for more than one-third of the output of this sector) would show a 
real growth of about 22 per cent. 

The growth of the basic metal products sector was due entirely to the 
substantial expansion in output of the Steel Corporation. The expansion of the 
non-metallic products sector was largely due to a sharp increase in the produc
tion of cement, bricks and tiles. In the chemicals, petroleum, coal, rubber and 
plastics sector, the increases came from the petroleum, tyre and rubber 
industries. The output growth in paper and paper products group arose from 
the higher output of the Paper Corporation and a revival of the paper products 
industy after imports were relaxed. In the field of textiles, garments and 
leather products, it appears that a rise in the output of larger manufactu
ring units more than offset a drop in small industry output. 

The decline, of the output of the wood and wood products, for the second, 
successive year, was a cause for concern. Production of the two majors in this 
field-the State Timber Corporation and the Ceylon Plywoods Corporation-
showed a decline. 

As mentioned in last year's Annual Report, the economic reforms of 1977 
signalled a change in emphasis in the industrial field from import substitution 
under a high protective wall towards export-oriented development. A major arm 
of the new strategy was the establishment of "Export Processing Zones" within 
a 200 square mile territory, under the Greater Colombo Economic Commission 
(GCEC). Foreign investors, with or without local collaboration, in export 
oriented industries were invited into these industrial zones. Firms were offered 
attractive incentives such as a 7 to 10 year tax holiday and a concessionary 
turnover tax thereafter, exemption from import and export duties and harbour 
dues, a limited but preferred access to the domestic market and exemption from 
exchange controls on foreign transactions. Outside the GCEC area, the policy 
with regard to foreign investment was much more selective and investnments 
were generally to be limited to export-oriented industries or to areas where 
significant technology gaps existed locally. A Foreign Investment Advisory 
Committee (FIAC) vetted such investments. Local industries which required the 
import of capital of more than Rs. 700,000 required a licence, and such 
permission was granted by a Local Investment Advisory Committee (LIAC). 
Data on industries approved by the respective authorities during 1978 are given 
in the following table 1'7. 

The GCEC has approved 52 industries with an investment of Rs. 1,624 
million, of which 74 per cent was foreign investment. Of these, 32 industries 
representing one half of the foreign investment were in the field of textiles and 
garments. These foreign investors came from countries, which were faced with 



TABLE 1 . 7 

Investment Approvals in Industry - 1978 

Industrial Category 
Number of Units Foreign Investment 

(Rs . M n . ) 
Total Investments 

(Rs . M n . ) 
Employment Potential 

(Nos:) 
Industrial Category 

GCEC FIAC L I A C G C E C F I A C L I A C * G C E C FIAC L I A C G C C F I A C L I A C 

1. Food, Beverages and Tobacco — — 109 — — 68 — — 99 — — 3,182 

2- Textiles BL Wearing Apparel 
and Leather Products 32 7 1,315 623 20 346 919 31 454 14,357 1.437 20,122 

3-

4-

W o o d and W o o d Products 
including Furniture 

Paper and Paper Products 1 

— 1184 
6 

— 
| 195 

7 

— 
• 200 

222 

— 
| 1 , 5 3 5 

5- Chemicals. Petroleum, Coal. Rubber and 
Plastic Products 7 11 347 47 24 133 75 36 179 9,681 528 7,092 

6- N o n - M e t a l l i c Mineral Products 
except Petroleum and Coal 2 1 126 497 9 16 583 21 21 832 78 2,262 

7- Basic Metal Products — — — — — — — — — — — — 
8- Fabricated Metal Products Machinery and 

Transport Equipment 3 2 304 10 21 91 16 33 108 555 342 9.120 

9- Products N.E.S. 7 — — 19 — — 25 — — 848 — — 

Total 52 21 2,385 1,202 74 849 1,624 121 1,061 2 M 9 5 2,385 43,313 

• Refers t o the foreign cost of the projects. Sources: Greater C o l o m b o Economic Commission ( G C E C ) 
Foreign Investment Advisory Committee ( F I A C ) 
Local Investment Advisory Committee ( L I A C ) 
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quantitative and other restrictions in expanding exports to major markets in 
developed countries, whereas Sri Lanka provided them with further opportunity 
for export expansion. 

The FIAC had approved 21 industries with an investment of Rs. 121 
million, two-thirds of which was from abroad. Of these, 11 firms accounting 
for 32 per cent of the foreign investment were in the field of chemicals, rubber 
and plastics, and 7 firms accounting for another 27 per cent of the foreign 
investment were in textiles and garments. In the case of 2385 industries approved 
by LIAC, 1315 or 55 per cent, involving 43 per cent of the total investment were 
in textiles and garments. In the chemicals and fabricated metal products and 
machinery fields, there were 651 approvals accounting for 27 per cent of the invest
ment. Generally speaking, most of the new industries approved outside GCEC 
were also in the field of textiles and garments. Most of the industries approved by 
the FIAC were export oriented, but most of the LIAC - approved industries 
were concerned with the domestic market. Of the industries approved by 
the LIAC, there were some involving advanced technology in the chemical, 
machinery and precision equipment fields. 

The authorities have been concerned by the heavy concentration of industry 
in and around the city of Colombo. A survey has revealed that over 80 per cent 
of manufacturing industry accounting for 90 per cent of the value of production 
and 81 per cent of the workforce was located in the Colombo district. Several 
fiscal and other concessions are contemplated to foster a more balanced regional 
dispersal of industry. But modern industry tends to be footloose; and for such 
industries the contemplated concessions could be only marginal. Hence it 
might be advisable to foster regional dispersal of industries by setting up regional 
industrial centres, with the necessary infrastructure to attract investment outside 
the Colombo district. 

P R I C E S 

The Colombo Consumers' Price Index, prepared by the Department of 
Census and Statistics and the Wholesale Price Index prepared by the Central Bank 
are the only published indicators of the changes in price levels in the economy, 
The former measures the changes in retail prices and in 1978, recorded an 
increase of 12-1 per cent as against an increase of 1-2 per cent in each of the 
previous two years. Serious shortcomings of this index has been spotlighted in 
past issues of the Annual Report. The Wholesale Price Index1, on the other hand, 
showed a rise of 15-8 per cent in 1978, compared to an increase of 20 8 percent 2 

last year, indicating a moderation in price rises in the year under review. The 
Implicit Price Index, which is the ratio of Gross National Product at current 
market prices to the Gross National Product at 1959 constant prices showed an 
increase by 15 per cent in 1978, as against an increase of 16 per cent in the 
previous year, confirming the foregoing inference. 

! • The primary marketing pertaining to a product may be considered as the fiist major 
commercial transaction in the chain of sales of the product. Therefore, Wholesale Price 
would mean mostly the producers' price of locally produced goods and import r rices of 
imported goods. They are thus different from what are referred to in common parlar.ee a> 
wholesale prices. 

2- Revised figure. 
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