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PART I 



WEIGHTS A N D MEASURES 

Conversion Factors 

British to Metric Units 

i acre ... 0.405 hectares (ha) 

i pound (lb) ... 0.454 kilogrammes (kgs) 

I long ton (2240 lbs) 1.016 metric tons (mt. ton) 

1 hundred weight (cwt) ... 50.802 kgs. 

1 mile 1.609 kilometres (kms) 

1 long ton mile ... 1.635 m t - t o n kms 

1 lb/acre ... 1.121 kgs/ha 

1 bushel (of paddy) (46 lbs) .. . 20.87 kgs. 

1 cwt/acre .. . 125.536 kgs./ha 

i bushel paddy/acre .. . 51.570 kgs. paddy/ha 

1 pint ... 0.57 litres 

1 imperial gallon .. . 4.55 litres 

Metric to British Units 

1 hectare = 2.471 acres 

1 kilogramme = 2.205 lbs 

1 mt. ton (1000 kgs) = 0.984 long ton 

1 metre c= 3.281 feet 

1 kilometre - 0.621 mile 

1 mt. ton kilometre = 0.612 long ton mile 

1 litre = 1.76 pints = 0.219 imp. gallons 

1 kg/ha = 0.892 lb/acre 



ECONOMIC PERFORMANCE, PROBLEMS AND POLICIES 
IN 1979 

I N T R O D U C T I O N 

The Sri Lanka economy recorded a growth rate of 6.2 per cent in 197.9, a rate 
unsurpassed during the last decade, except in 1978. This achievement, though 
lower than the impressive growth of B.2 -per cent in the previous year, was 
an indication that the growth impulses which were generated by the major 
economic reforms since 1977 have been sustained. Moreover, as in the previous 
year, economic growth was characterized by progress on a broader front, led lay 
construction, mining, •electricity, finance, trade and services. Capital formation 
rose by 25 per cent, reflecting higher investment in the public and private sectors 
during 1979. Consumption too rose by 12 per cent. Domestic savings indicated 
a slight downward trend, but when acco.unt.is taken of a higher build up of inventor­
ies, the savings ratio could have remained at about the previous year's level. 

The relative moderation in the .rate of economic expansion in 1979, when 
compared *vith the previous year, was largely due -to a sluggishness observed -in the 
agricultural sector, which grew by only 2 per cent in 1979, as against a growth 
of 5 per cent in the year before. Further, the rates of growth of construction, 
mining and power-tfhe high growth sectors o f 1978-slowed down somewhat in 1979, 
on account of capacity and resource constraints that emerged during the latter half 
of the year. Moreover, the economic spurt of 1978 was achieved in relation to a low 
level of economic activity and capacity utilization in 1977 and hence, it would not be 
realistic to expect that such a high growth rate to be sustained in the following year. 

Sri Lanka's terras of trade deteriorated sharply in 1979 , by 28 per cent. A 52 
per cent rise in import prices obliterated a 9 per cent improvement in export prices. 
On the other hand, import volumes in .1979 rose by 23 per cent, while export 
volumes gained a .meagre 1 per cent. As a result, She .trade gap widened, almost 
quadrupling the deficit of 1.978. But, this was partly due to a pre-planned higher 
recourse to foreign resources, as a part of the country's medium-term economic 
strategy. As a result, and despite substantial improvement in inflows on services 
and transfers, the current account of the balance of payments recorded an unprece­
dented deficit, more than twice that of the previous year. Yet, large scale capital 
inflows and resources from the International Monetary Fund resulted in a modest 
overall surplus, which went on to augment external assets. Sri Lanka's gross 
external assets at the end of 19.79 would fee adequate to finance about thtegTaad-half 
months' imports projected for 1980. 

The fiscal operations of T 9 7 9 -were characterized by the emergence of a modest 
current account surplus, largely on account of a 9 per cent growth in revenue and 
a 3 per cent growth in current expenditure. But, a 35 per cent rise in capital 
expenditure made the budget deficit 23 percent higher than in J978. Despite 
foreign resources at last year's levels and much greater domestic resource 
mobilization, a disconcertingly high financing gap emerged, which had to be met 
by expansionary bank borrowing. This, along with the substantial growth of 
external assets, caused a growth in money supply of nearly 29 percent during the 
year, reversing the moderating trend observed last year. 
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Reacting to pressures emanating from these sectors, and following the upward 
revision of certain government-administered prices, inflationary pressures appear 
to have accelerated, especially during the latter part of the year. Money 
wages in 1979 rose faster than in the previous year, but with inflation in the region 
of 2Q per cent, real.wages outside the agricultural sector could have declined. 
However, there were encouraging signs that the rate of unemployment had declined 
to about 15 per cent of the workforce in late 1978 (from 24 per cent in 1973). The 
major improvement appears to have occurred in the estate sector, where the 
unemployment has halved between 1973 and 1978. Rural unemployment has declined 
by 37 per cent and that in urban areas, by 34 per cent. Nevertheless, the bulk 
of the unemployed was in the rural sector. A sharp decline in unemployment 
was observed among the youth, 14 to 25 years of age. 

The Gross National Product at current prices rose by 22 per cent in 1979, 
compared with a growth of 16 per cent in the previous year. When deflated for 
price changes, the real growth in the national product in 1979 was 6.2 per cent. 
Allowing for a population growth of 2 per cent, the real product per capita grew 
by 4.2 per cent, compared with 6.3 per cent during the previous year. The 
national product per capita at current market prices rose by 20 per cent from Rs.2,827 
(US dollars 181) in 1978 to Rs. 3,378 (US dollars 217) in 1979. Details are given 
in the following table, and a longer series is given in the Statistical Appendix. 

TABLE 1 . 1 

National Income Statistics 1977-1979 (a) 

I t e m 
A m o u n t R s . mi l l i on G r o w t h rates ( % ) 

I t e m 
1977 1978 1979 1977 1978 1979 

I . G D P at current f ac to r c o s t pr ices 34,933 40 ,335 49 ,125 2 2 . 6 1 5 . 5 2 1 . 8 

2 , G D P at cons tan t ( 1 9 7 0 ) f ac to r c o s t 
pr ices 16,078 17,401 18,501 4 . 2 8 . 2 6 . 3 

3: G N P at current f ac to r c o s t pr ices 34,681 40 ,098 48 ,885 2 2 . 9 1 5 . 6 2 1 . 9 

4] G N P at cons tan t ( 1 9 7 0 ) f ac to r c o s t 
p r ices 15,999 17,311 18,389 4 . 3 8 . 2 6 . 2 

5. M i d - y e a r p o p u l a t i o n (mi l l i on ) 1 3 . 9 1 4 . 2 . 1 4 . 5 1 .6 1.8 2 . 0 

6". . G N P pe r cap i t a ( R s ! ) 
( a ) at current pr ices 

( b ) .at cons tan t pr ices .-. 
2 ,489 
1,148 

2 ,827 
1,220 

3,378 
1,271 

2 1 . 0 
2 . 6 

1 3 . 6 
6 . 3 

1 9 . 5 
4 . 2 

(a) P rov i s iona l ' Source: Central B a n k o f C e y l o n . 

• • The agricultural sector which accounted for 18 per cent of .the economic growth 
achieved in 1978, contributed only 8 per cent of the growth in 1979. The trade 
sector which contributed to 20 per cent of the growth in 1978, increased its share 
to 26 per cent in 1979, largely on account of expanding trade in imported and 
domestic goods. The construction and mining sectors' share has declined from 
21 per cent to 18 per cent in 1979. The contribution of the manufacturing sector 
declined from 14 to 11 per cent, on account of a slower rate of growth; 
while that of finance, administration and other services accounted for a higher 
share of growth, from 15 per cent to 23 per cent in 1979. Thus, the sectors that 
contributed most to economic growth in 1979 appeared to be those concerned 
with trade, finance and services, whose growth could be directly associated with 
the liberalization of the economy. 
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In 1979, agriculture suffered a partial setback on account* of unfavourable 
weather.. Nevertheless,, the desired' higher level of output in agriculture will 
require a further orientation 'of policies, in favour of this sector. Similarly, the 
manufacturing sector, which has fared unevenly,'would require a basic re-exami­
nation of priorities, and the potential for developing those industries, where the 
country has a clear advantage. 

More than two thirds of the investment has occurred in the public sector, and 
that too largely on the development of infrastructure with long gestation periods',, 
such as- in the case o f river diversion schemes. Hence, a higher rate of growth in 
agriculture and industry could be achieved only by a judicious allocation of public 
investment between long-term and quick-yielding projects, and by inducing the 
private sector to invest in short gestation projects by appropriate policy changes. 
In this: connection, the Government made encouraging policy changes with regard 
to export taxation in tea and coconut, and domestic pricing and subsidies on rice,. 
flourt sugar and. coconut during rg7g. All these measures were aimed at improving 
the producer margins at the expense of the consumer, and they were difficult deci­
sions in the context o f long-standing protection, of consumers in the country, and the 
substantial' sacrifice of government revenue these measures, entailed. Nevertheless,, 
the adequacy of policy measures to- assist these sectors would be a major concern 
during the forthcoming year. Last year* the Annual Report spotlighted the long­
standing conflict between the need to* assure remunerative margins' to the producer' 
while ensuring what were deemed to be "reasonable"' prices to: the consumer, 
and stressed the urgent need for a trade-off between the conflicting interests 
of consumers and producers, in favour of the. latter,, if the country was, to 
achieve the desired rate of economic growth. It is hardly necessary to emphasize 
that, in a free economy, where the private sector is expected to contribute 
the major share o f economic growth, a positive response in the important areas. 
of agriculture and industry will be difficult to achieve unless the deliberate subsidi­
zation o f consumers' at the expense of producers is. diminatecT. 

The performance of the agriculture sector in 1979 was uneven,, as it was in the 
previous year.. Tea and paddy production has, been estimated to have increased 
marginally. In the case of paddy, a record Maha season crop more than compensa­
ted a decline during the drought-stricken Yala season, and last year's record 
appears, to; have, been exceeded. In the case of tea, production rose by 4 per cent 
despite adverse prices; and a decline in fertilizer use. The stable, conditions that 
prevailed in the industry after the extensive administrative reorganization o f the 
previous year, probably contributed to this improvement. Rubber production 
declined by 2 per cent,, despite a remarkable improvement in prices. 
Coconut production was higher by 8 per cent, compared with, a 21 per cent growth 
in the previous year. Yet, production was well' below the average levels achieved in 
the early seventies. While some minor export crops, fared better, there was a 
decline, in others. Minor food crops continued to fare badly, probably on account of 
liberal supplies of subsidized wheat flour and other imports for buffer stocks,, such as 
onions, and chillies,, with a view to keeping domestic prices stable. Cane sugar 
production dropped sharply,, and so did milk production. Fish and egg. production 
has; been estimated: to have improved. Generally speaking,, this uneven perfor­
mance of the agricultural sector as: a whole appeared to be the result of the lack of 
adequate incentives for production on account of various policies adbpted, primarily 
with ai view to containing sharp increases in the cost of living. 

On the other hand, developments in the field of agrarian reform 
appeared to reverse past trends. The enactment o£ the Agrarian Services 
Act in 19793 seemed to strengthen the rights, of landlords vis-a-vis. tenants 
and to superimpose a bureaucracy/ on the agrarian structure. Agricultural 



credit dwindled to lowest levels since 1973, the year when the Comprehensive 
Rural Credit Scheme was introduced, following an overreaction to the high.rate 
of defaults arising from inadequately considered credit expansion during Maha 
1977/7&- The Agricultural Insurance Fund was exhausted after meeting the 
enormous indemnities arising from the cyclone of 1978, and thereafter, agricultural 
insurance facilities were not available to farmers. 

On the positive side, the government insulated farmers from rising prices of 
fertilizer by enhancing the subsidy substantially. Further, replanting subsidies 
were increased, but rather conservatively, because these subsidies did not take into 
account the loss of income to the producer in the period between replanting and 
coming into bearing of the crop. Moreover, export taxation was further reduced, 
and in some instances, completely eliminated. 

The performance of the manufacturing sector in 1979 indicated a sharp decline 
in the rate of growth achieved in the previous year. It would appear that two 
major sub-sectors-the Fabricated metal products and machinery sector and the 
Chemicals and petroleum sector—suffered a notable decline in 1979. In the former 
sub-sector, the availability of imported goods has had an adverse effect. In the latter 
sub-sector, a 6 per cent decline in the output of the oil refinery in 1979 had a major 
impact. The public sector textile mills recorded a 4 per cent drop in output, 
but this was more than compensated by the growth in output of private textile and 
garment factories. Also, there was a growth in construction related sub-sector of 
Non-metallic mineral products. 

The official cost of living index - the Colombo Consumer's Price Index -
registered an increase of 11 per cent in 1979, as against a rise of 12 per cent last 
year. Two thirds of the increase this year was on account of changes induced 
by the government in a move to reduce consumer price subsidization in the economy. 
On the other hand, price increases of imported goods accounted for 55 
percent of the rise in the index. Reflecting stronger pressure on prices towards 
the latter part of 1979, the index in December, 1979 showed an annual 
rise of 15 per cent. The Central Bank's Wholesale Price Index showed 
a lower average increase of 9 per cent in 1979, but by December, had risen to 16 
per cent, on an annual basis. 

Generally,the best available data indicated that inflationary pressures intensified 
in 1979, especially during the second half. On an annual average basis, price 
rises in 1979 would have been in the region of 20 per cent, as against an estimated 
15 per cent in the previous year. A redeeming feature of this development, however, 
was the fact that at least a part of this increase arose from the removal of certain 
subsidies which had kept prices artificially low, which could have a salutory long-term 
impact of increasing domestic production and incomes. The immediate impact 
of this increase on the living costs of the poorer classes was cushioned to some extent 
by the issue of food stamps. Of greater concern was the sharp increase in 
import prices, reflecting inflation all over the world, and the conspicuous rise in 
oil prices. By the middle of the year, containing inflationary pressures emerged 
as the major problem in the economy, and this is likely to continue into 1980 as well, 
with the international price situation showing no signs of abatement, and the coming 
on full-stream of the government's major construction activities. 

With growing inflation, some tendencies to resort to' price controls and 
regulation emerged in 1979, despite the emphasis on free competition as a superior 
alternative to controls in price moderation, in government's overall economic strategy. 
W hen shortages occur, owing to demand exceeding supply, it is natural for prices 
to rise; and past experience in Sri Lanka has shown that controlling prices in such 
a situation will only lead to an artificial reduction in prices. The scarce goods. 
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will have to be rationed, but even this would not prevent the emergence of a "black 
market", where the prices will reflect the free market price, plus invariably, a 
premium for evasion of the laws. Majority of the consumers will have to pay 
this higher price. A similar situation would occur when prices are regulated 
to prevent price increases arising naturally from cost increases. If the regulation 
would result in losses, producers will go out of production and the availability 
of goods in the market will diminish. This will tend to push prices up further, 
aggravating the problem. . Efficient rationing thus becomes a sine qua non of 
successful price regulation, but even the experience of more tightly organized and 
regulated societies have shown that rationing cannot be kept efficient for too long. 
It would appear thus, that the common equation of price controls with lower prices 
and benefits to the consumer does not hold most of the time. Hence, it might 
be prudent to intervene more judiciously in markets, by measures which would 
increase the supply of goods, without imposing production disincentives, rather 
than revert to ad hoc price regulation which would, at best, only have a very 
short-term deterrent effect. Experience all over has clearly demonstrated that 
artificial price controls do not benefit the consumer in the long run. 

Several wage increases were granted to government and semi-government 
employees during 1979. Wages in the private sector tended to move up faster, 
reflecting higher levels of economic activity and short-term labour supply 
constraints. Real wages in the agricultural sector appear to have risen. It would 
also appear that a substantial dent in the unemployment problem was made 
during 1978 and after. As mentioned earlier, unemployment, which stood at 24 
percent of the workforce in 1973 has declined to 15 percent in 1978. Most pro­
nounced declines in unemployment occured in the estate sector, but unemployment 
in general became less burdenfome on account of an increase in family incomes. 
Unemployment was most severe among those with a secondary education ("GCE 
passes"), while unemployment of those with lower and higher education dropped 
sharply. Also, unemployment at lower age groups (14 - 25 years) appear to 
have declined. In the 14-18 year agegroup, unemployment declined from 66 to 24 
per cent, and in the 19-25 year age group, from 48 to 25 per cent. 

The preliminary data of the first round of the Central Bank's Consumer Finance 
and Socio-Economic Survey—1978 indicate a worsening of income distribution in 
Sri Lanka between 1973 and 1978. A comparison of certain parameters of the 
income distribution in 1953, 1963, 1973 and 1978 are given in the following table. 

TABLE 1 . 2 

Income Distribution 1953-1978 

I t e m , 1953 1963 1973 1978 

1. M e a n I n c o m e ( m o n t h l y ) R s . . . . . 108 134 228 574 

2 . M e d i a n I n c o m e ( m o n t h l y ) R s . 68 83 180 3 5 2 

3. Percentage o f total i n c o m e rece ived b y : 

(a ) L o w e s t ten pe r cen t 
( b ) L o w e s t for ty per cen t . . 
( c ) Highes t ten per cen t 

1.5 
1 3 . 0 
4 2 . 5 

1 . 2 
1 2 . 0 
3 9 . 2 

1.8 
1 5 . 1 
3 0 . 0 

1.5 
1 2 . 3 
3 9 . 0 

4 . G i n i R a t i o 0 . 5 0 0 . 4 9 0 . 4 1 0 . 4 9 

Source: Cent ra l B a n k o f C e y l o n . 
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At the outset, the comparison of above data has to be done with considerable 
caution, as they may not be strictly comparable, because of differences in coverage 
and reference period. Nevertheless, the trends indicate a substantial improvement 
of income levels, the mean income in real terms having risen by 38 per cent during 
the 5 year period 1973 to 1978, as compared with a 12 per cent growth during the 
ten year period 1963 to 1973. But, the share of income received by the lowest 
ten per cent of income receivers has dropped from 1.8 per cent in 1973 to 1.5 per 
cent in 1978, and that of the lowest 40 per cent, has declined from 15 to 12 
percent On the other hand, the share of income of the highest ten per centof income 
receivers has. risen from 30 to 39 per cent. This would depict a shift in the distri­
bution of income towards greater inequality, the Gini concentration ratio changing 
from 0.41 to 0.49 during the 5 year period 1973, to 1978. This ratio is an index of 
income inequality,, ranging from zero to. one, larger the coefficient, the greater the 
inequality of incomes. 

It is possible that these developments reflect the snort-term effects of recent 
economic reforms. Arising from the growth in income and employment, all income 
categories have made appreciable gains. Despite this, the fact that a large number 
of persons have become first-time income earners in the lower income categories on 
the one hand, and the substantial improvement m incomes of highest income 
category, on the other hand, has resulted in a widening of income disparities, as 
indicated by the Gini coefficient. It is- also noteworthy that* although all income 
deciles gained, the only decile that improved its share in 1978 was the highest. 
Tms was probably inevitable, at early stages of rapid growth, when accrual of 
profits to new investors who made an early entry into business are relatively greater! 
on account of lesser initial competition. With greater competition in the economy, 
a larger spillover of benefits of new economic activity to lower income groups 
could take place, but this may have to be supported by appropriate fiscal policies. 
In this context, the rationalization of consumer subsidies, growing importance 
of indirect taxation and the apparant over-generous grant of direct tax. reliefs, 
could worsen emerging income disparities* 

It might be argued that Sri Lanka, at the current stage of development,, should 
emphasize economic growth, even at the expense of equitable income distribution, 
especially in the context of a relatively high concern for welfare in the past. 
But, if economic growth has to have a tangible meaning to the masses, the 
manner in which the growing prosperity is shared among the people becomes 
a critical factor. At least at the initial stages, when resources are being consciously 
diverted from consumption to investment, which will inevitably lead to a lowering 
of real incomes of the poorer classes, it may be prudent not to be over-generous 
with concessions such as tax holidays and lump sum depreciation. As emphasized 
in the last year's Report, an equitable balance between growth and equity will 
have to be worked out. 

A sharp deterioration of Sri Lanka's terms of trade by 2& per cent was. the 
notable development with regard to external trade in 1979. Value of exports rose 
by 13 per cent to Rs 15,273 million (SDR 759 million) and import payments rose 
sharply by 45 per cent to Rs. 22,560 million (SDR 1,12:1 million),. Asi a resulr, 
the trade deficit widened from Rs. 1,480 million (SDR 100 million) in 1978 to 
Rs. 7,287 million (SDR 362 million) hi 1-979. This was inevitable in the. context 
of the medium-term development strategy of reviving the stagnant economy 
by a heavy recourse to foreign resources, until the export sector was in a position 
to achieve a sustainable growth momentum. The performance o f the export 
sector was disappointing, eapecially withregard to Sri Lanka's, traditional exports. 
O a the import side,, the share of consumer goods imports declined to 35 per cent, 



while the share of intermediate and investment goods rose to 41. and 24 per cent, 
respectively. Imports of rice,, flour, sugar and textiles alone accounted for most 
of the consumer goods imports. The share of other consumer goods was 12 per 
cent of total, imports. 

Reflecting largely the sharp deterioration in the trade balance, Sri Lanka's 
balance of payments in the current account reached' art unprecedented deficit of 
Rs. 3,556 million (SDR 177 million) in 1979. This occurred despite a considerable 
improvement in. net receipts from invisibles, consisting of earnings from services 
(e.g. ports, insurance) and transfers (e.g. remittances from Sri Lankans. employed 
abroad). Nevertheless, on account of a substantial inflow of capital, as in the 
previous year, the overall balance of payments yielded a surplus of Rs. 793 million 
(SDR 35 million), which went on to augment Sri Lanka's foreign assets, for the fourth 
successive year. 

The government's fiscal operations in 1979 showed an expansion in the 
budget deficit from what was originally anticipated, arising largely from a 
large increase, in supplementary estimates passed during the year. While recurrent 
expenditure rose by 8 per cent, advance account payments have risen six fold from 
the original estimates. Capital expenditure turned out to be higher by 24 per 
cent. Meanwhile, revenue showed a modest increase of 11 per cent. Thus, 
the original aim of halancing of the budget with non-expansionary financing could 
not be realised in 1979. Undoubtedly, sharp cost escalations, during the year 
and extraordinary commitments arising from the cyclone damage, has made 
budgeting rather difficult, but prudent anticipation of cost escalations as well as 
better control on advance account operations, and supplementaries„ would certainly 
help to prevent untoward developments in the future. 

Monetary expansion during the year was higher than anticipated. This was 
partly due to a growth in net external banking assets arising from the overall sur­
plus, in the balance of payments, and partly,, due to the higher than anticipated 
expansionary impact of government fiscal operations. In view of this, it was not con­
sidered prudent to overly intensify the monetary controls, especially in view of the 
modest monetary expansion that was observed during the major part of 1979-
The Central Bank considered it adequate to raise its penal rates on commercial 
bank borrowings in mid year, as commercial banks appeared to be borrowing 
excessively, while the general interest rate structure remained unchanged. However, 
the monetary situation deteriorated towards the end of the year. 

The introduction of foreign currency banking (under the Foreign Currency 
Banking Scheme) and the opening of several new foreign banks were notable 
developments during 1979. These measures were expected to develop Colombo 
as an off-shore banking centre. 

In sum, the economy in 1979- was able to austain the momentum! that was. 
generated after the economic reforms: of 1977. After an immediate spurt in 1978, 
the economy appears to. have settled down on a sustainable growth path. But, 
the fact that strong growth: impulses were yet not evident in the major sectors, 
of agriculture and industry underscored the urgent need to re-orient policies to-
foster -these sectors; The larger trade deficit reflected not only a pre-planned, 
heavier resort to foreign resources-, but also-j some, sluggishness, in' the export effort. 
The balance of payments was managed largely on account of substantial capital 
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inflows, which could slow down in future years primarily because of the emerging 
world recession. The expansionary impact of fiscal operations, combined with the 
growth of net external banking assets, made it difficult to contain the growth in money 
supply within desired limits. As a result, and on account of a sharp rise in import 
prices, considerable inflationary pressure was evident in the economy. However, the 
unemployment problem appears to have eased; so that a growth in family incomes, 
arising from additional employment of family members, may have mitigated the 
impact of the general rise in prices. These problems are typical of economies 
which are endeavouring to achieve high rates of economic growth. A right policy 
climate in the economy, therefore, could make a significant contribution towards 
overcoming these problems. 

NATIONAL PRODUCT AND INCOME 

Sri Lanka's Gross Domestic Product (GDP) at current factor cost prices 
in 1979 has been provisionally estimated at Rs. 49,125 million, reflecting a growth 
of 22 per cent over the previous year. Net of price increases, GDP at constant 
(1970) prices was Rs. 18,501 million in 1979, indicating a growth rate of 6.3 per cent. 

When account is taken of net factor income from abroad, the Gross National 
Product (GNP) at current factor cost indicated a growth of 22 per cent to Rs. 48,885 
million in 1979. Again, when price increases are discounted, the GNP at constant 
(1970) factor cost prices showed a rise of 6.2 per cent in 1979. Detailed data are 
given in the Statistical Appendix. 

It was thus apparent that the Sri Lanka economy which recorded an impressive 
growth rate of 8.2 per cent in 1978 largely as an immediate and spontaneous reac­
tion to the 1977 economic reforms, had slowed down somewhat during 1979, yet 
remaining on path of the anticipated growth of 6 per cent during the period of 
1978 to 1983. 

The mid year population of 1979 has been provisionally estimated to be 14.5 
million, an increase of 2 per cent, which represents a slight reversal of earlier 
trends observed in Sri Lanka. This would yield a GNP per capita of Rs. 3,378 
or US $ 217, indicating a rise of 19.5 per cent in 1979. 

A number of factors contributed to the slower growth of the economy in 1979. 
The most important of these was the relatively poor performance of the agricultural 
sector. Although it appears that the performance of plantation agriculture was 
slightly more favourable than in 1978, the performance of domestic agriculture 
was uneven. While paddy production in 1979 was 1.4 per cent higher than in 1978, 
output of minor food crops, particularly of cereals, was significantly below 1978 
levels. 

The most significant feature of the sectoral composition of GNP 
was the increased importance of the mining, construction and trading 
sectors. This trend, the beginning of which was evident in 1978, 
continued through 1979. Available data on projected investment in manufacturing 
and construction indicate that they will continue to be major growth sectors in 
the future. Of special significance in this connection were the public sector investment 
program in the Accelerated Mahaveli Project and in residential and non-residential 
construction. Considering approvals that have been granted so far, a high 
level of investment is also planned to take place in industry, in the Industrial Pro­
motion Zones (IPZ) of the Greater Colombo Economic Commission (GCEC), and 
in the rest of the economy. 
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TABLE 1 . 3 

Sectoral Composition of Gross National Product at Constant Factor Cost (1970) Prices 

V a l u e a d d e d in Increase o v e r p r e v i o u s Per cen t increase Per cen t share in G . N . P . 
Sec to r s ( R s . M n . ) R s . M n . o v e r p r e v i o u s yea r 

1977 1978 1979 1977 1978 1979 1977 1978 1979 1977 1978 1979 

1. Agr i cu l tu re , Fo res t ry H u n t i n g a n d F i sh ing 4 ,299 4 , 5 3 2 4 ,623 405 2 3 3 91 1 0 . 4 5 . 4 2 . 0 2 6 . 9 

• 

2 6 . 2 2 5 . 1 
1.1 Agr i cu l tu re 3,977 4 , 1 7 6 4 , 2 4 0 4 0 6 199 6 4 1 1 . 4 5 . 0 1 .5 2 4 . 9 2 4 . 1 2 3 . 1 

1.1.1. T e a ( 4 1 6 ) ( 3 9 8 ) ( 4 1 2 ) ( 2 4 ) ( - 1 8 ) ( 1 4 ) ( 6 . 1 ) ( - 4 . 3 ) ( 3 . 5 ) ( 2 . 6 ) ( 2 . 3 ) ( 2 . 2 ) 
1.1.2 R u b b e r ( 2 1 3 ) ( 2 2 5 ) ( 2 2 3 ) ( - 1 9 ) ( 1 2 ) ( - 2 ) ( - 8 . 2 ) ( - 5 . 6 ) ( - 0 . 1 ) ( 1 . 3 ) ( 1 . 3 ) ( 1 . 2 ) 
1.1.3 C o c o n u t ( 4 2 3 ) ( 4 8 8 ) ( 5 1 9 ) ( - 3 2 ) ( 6 5 ) ( 3 1 ) ( - 7 . 0 ) ( 1 5 . 4 ) ( 6 . 3 ) ( 2 . 6 ) ( 2 . 8 ) ( 2 . 8 ) 
1.1.4 P a d d y ( 9 9 0 ) ( 1 1 1 6 ) ( 1 1 3 2 ) ( 2 7 0 ) ( 1 2 6 ) ( 1 6 ) ( 3 7 . 5 ) ( 1 2 . 7 ) ( 1 . 4 ) ( 6 . 2 ) ( 6 . 4 ) ( 6 . 2 ) 
1.1.5 O the r ( 1 9 3 5 ) ( 1 9 4 9 ) ( 1 9 5 4 ) ( 1 7 3 ) ( 1 4 ) ( 5 ) ( 9 . 2 ) ( 0 . 7 ) ( 0 0 . 0 ) ( 1 2 . 1 ) ( 1 1 . 3 ) ( 1 0 . 6 ) 

1.2 Fores t ry 143 155 166 - 1 0 12 11 - 6 . 5 8 . 4 7 . 1 0 . 9 0 . 9 0 . 9 
1.3 F i sh ing 179 201 217 9 2 2 1 6 5 . 3 1 2 . 3 7 . 9 1.1 1 . 2 1.1 

2 . M i n i n g and Q u a r r y i n g 515 615 6 5 2 - 56 100 37 9 . 8 1 9 . 4 6 . 0 3 . 2 3 . 6 3 . 5 
3. M u n u f a c t u r i n g 2 ,357 2,541 2 , 6 5 9 - 14 184 118 - 0 . 1 7 . 8 4 . 6 1 4 . 7 1 4 . 7 1 4 . 5 

3.1 E x p o r t p roces s ing 823 8 4 0 877 - 3 7 17 37 - 4 . 5 2 . 1 4 . 4 5 . 1 4 . 9 4 . 8 
3.2 F a c t o r y industry 1,227 1,362 1,417 13 135 55 1.1 1 1 . 0 4 . 0 7 . 7 7 . 9 7 . 7 
3.3 Smal l & o the r indust ry 307 339 365 9 3 2 2 6 3 . 0 1 0 . 4 7 . 7 1 . 9 2 . 0 2 , 0 

4 . C o n s t r u c t i o n 619 794 9 6 0 . . . . - 6 6 175 , J L 6 6 _ 2 . . 6 _ _ 2 6 . 3 _ _ J 2 0 . 9 _ 3 . 9 4 . 6 5 . 2 
5 . Electr ic i ty , G a s , W a t e r e tc . 131 158 190 9 2 7 3 2 7 . 4 2 0 . 6 2 0 . 2 0 . 8 0 . 9 1 , 0 
6. T r a n s p o r t , C o m m u n i c a t i o n s e tc . 1,498 1,607 1,716 73 109 109 5 . 1 7 . 3 6 . 8 9 . 3 9 . 3 9 . 3 
7. T r a d e 2 ,999 3 ,267 3,551 71 2 6 8 2 8 4 2 . 4 8 . 9 8 . 7 1 8 . 7 • 1 8 . 9 1 9 . 3 

7.1 I m p o r t s 513 7 0 2 8 6 4 113 189 162 2 8 . 3 3 6 . 8 2 3 . 1 3 . 2 4 . 1 4 . 7 
7 .2 E x p o r t s , . 663 701 709 - 53 38 8 - 7 . 4 5 . 7 1.1 4 . 1 4 . 1 3 . 9 
7.3 D o m e s t i c 1,823 1,864 1,942 11 41 78 0 . 6 2 . 2 4 . 2 1 1 . 4 1 0 . 8 1 0 . 6 

8. B a n k i n g , Insu rance and R e a l estate 295 318 3 5 0 4 9 2 3 3 2 1 9 . 9 7 . 8 1 0 . 1 1 .8 1.8 1 .9 
9 . O w n e r s h i p o f D w e l l i n g s 475 4 9 9 518 8 2 4 19 1 .7 5 . 0 3 . 8 3 . 0 2 . 9 2 . 8 

10. P u b l i c A d m i n i s t r a t i o n and D e f e n c e 791 854 905 31 63 51 4 . 1 8 . 0 6 . 0 4 . 9 4 . 9 4 . 9 
, 1 1 . Services n o t e l sewhere stated (n .e . s . ) 2,09*9 2 ,212 2 ,378 137 113 166 7 . 0 5 . 4 7 . 5 1 3 . 1 1 2 . 8 1 2 . 9 

12 . G r o s s D o m e s t i c P r o d u c t 16 ,078 17,401 18,501 647 1,323 1,100 4 . 2 8 . 2 6 . 3 1 0 0 . 5 1 0 0 . 5 1 0 0 . 6 
13 . N e t f ac to r i n c o m e f r o m a b r o a d - 7 9 - 9 0 - 1 1 2 - 7 11 2 2 — — - 0 . 5 - 0 . 5 - 0 . 6 
14. G r o s s N a t i o n a l P r o d u c t 15 ,999 17,311 18 ,389 6 5 4 1,312 1,078 4 . 3 8 . 2 6 . 2 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 

Source: Cen t ra l B a n k o f C e y l o n . 
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One result of the liberalization of the economy has been the high level of activity 
in the trading sector and in ancillary services. In one sense, this was a-favourable 
development, because it has resulted in a large increase in employment and incomes. 
However, it was also possible that there has been a diversion of resources to obtain 
quick profits in the import trade, as was evident by the sharp growth of 23 per cent, 
in import-related trade. There were some indications that erstwhile traders, 
who had taken up to import substitution industry in the early sixties, now have 
reverted to more lucrative import trade, having abandoned their relatively 
inefficient industries. The sectoral composition of GNP reflects a slight decline 
in the share of the agriculture, forestry and fishing sector, but this was mainly due to 
the slower growth of plantation and domestic agriculture. 

An analysis of economic growth in 1979 shows broadly the same trends as 
in the previous year. The output of the agricutural sector grew by a moderate 
2 per cent in 1979. This growth came mainly from the plantation sector, which 
grew by 4 per cent, reflecting the increases in the production of tea and 
coconut. Output of domestic agriculture is estimated to have increased by 2 per 
cent. While paddy production was estimated at 2 million mt. tons (92 million 
bushels) in 1979, output of minor food crops appear to have declined substantially. 
The increase in the output of other food crops, forestry and livestock has been 
only slightly higher than in 1978. 

(. The higher level of investment in construction and manufacturing had its_con-
comitant in the high level of economic activity in these sectors. Output of the 
construction sector is estimated to have increased by 18 per cent in 1979. A large part 
of this increase came from public sector construction, particularly under the 
Accelerated- Mahaveli Project. It appears that within the construction sector, 
there was competition for limited resourcesTin which the private house-builder 
came out second best. Thus, while domestic availability, of building materials, parti­
cularly cement and hardware items, has been much higher than in previous years, 
there were market shortages and priority in distribution has been accorded to 
public sector building programs. For the same reason, skilled and semi-skilled 
labour has been attracted to the larger construction projects, because of the prospect 
of semi-permanent employment. Thus, there appears to have been a dampening 
of private sector construction activity in house-building. ^ 

Output of the manufacturing sector, which increased by 8 per cent in 1978 
recorded a further growth of 5 per cent in 1979. A substantial part of this growth 
came from the export and small industry, while the public sector, on the whole, 
appears to have operated slightly above its production levels of the previous year. 

Economic activity in theservices sector remained buoyant in 1979. The high level 
of production in construction and manufacturing as well as in construction-related 
industries created a large demand for products of the building materials industry. 
The transport sector recorded an impressive 7 per cent rate of growth in 1979, 
largely on account of increased availability of lorries, following import liberali­
zation. The wholesale and retail trade sector, where activity has been influenced 
by the large increase in imports, has been estimated to have grown by 9 per cent 
in 1979. 

The economic reforms of 1977 have had the effect of increasing the dependence 
of the economy on international trade. As a result there has been a notable 
expansion in the banking and financial services sector during the last two years. 
There has also been an increase in the number of other intermediaries such as import 
and travel agencies. The primary and secondary effects of the increase in tourism 
have been evident in the increased demand for hotel, restaurant and transport 
services. On the whole, output of the banking and finance sector increased by 
10 per cent, and that of the services sector increased by 8 per cent in 1979. 
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Resources and Uses 

Total resources available to the Sri Lanka economy in 1979, consisting of 
GDP and imports, amounted to Rs. 76,446 million, an increase of 30 per cent 
over 1978. Measured in real terms, total resources increased by 11 per cent, at 
the same rate as in last year. This was mainly due to the increase in the weight 
of imports from 29 per cent of total resources in 1978 to 32 per cent in T979. 

TABLE 1 . 4 

Composition and Utilization of Resources 1978 - 79 

C a t e g o r y 

1978 
a t Cur ren t 

Pr ices 

1979 
a t Cur ren t 

Pr ices 

1979 
st 1978 
Pr ices 

P e r c e n ­
t a g e 

increase 
C a t e g o r y 

A m t . 
R s . M n . 

A m t . 
% jRs . M n . 

I A m t . 
% J R s . M n . - % 

1979 
o v e r 
1 9 7 8 

1. ' T o t a l R e s o u r c e s 58 ,877 100 7 6 , 4 4 6 1 0 0 ,65,403 100 11 

1.1. G D P at m a r k e t p r ices . . 42 ,005 71 52 ,477 69 44 ,651 68 6 

1.2. I m p o r t s o f g o o d s a n d 
services 16 ,872 2 9 2 3 , 9 6 9 31 2 0 , 7 5 2 3 2 23 

2 . U t i l i z a t i on . . . . 58 ,877 100 7 6 , 4 4 6 1 0 0 65 ,403 100 1 1 

2.1 C o n s u m p t i o n 35 ,488 « 0 4 5 , 2 5 9 5 9 3 9 . 7 2 8 61 T 2 

2X © r o s s F i x e d 
Capi ta l F o r m a t i o n 
2.2.1 G o v e r n m e n t 
2 .2 .2 P u b l i c 

C o r p o r a t i o n s 
2 .2 .3 Pr iva te S e c t o r . . ' 

8 ,521 

( 3 , 0 7 7 ) 

( 2 , 0 5 6 ) 
(3 ,388) 

15 

( 6 ) 

on 
( 6 ) / 

11 ,246 

( 3 , 8 0 9 ) 

( 9 , 4 3 7 ) 

1 7 

( 5 ) 

( 12 ) 

10 ,568 

( 3 , 6 3 0 ) 

( 6 , 9 3 8 ) 

1 6 

( 5 ) 

( 1 1 ) 

2 4 

( 1 8 ) 

<27) 

23. S t o c k s 33 — 281 — 1 2 4 " — — 
2 .4 . E x p o r t s o f g o o d s a n d 

services 14,835 2 5 1 7 , 6 6 0 2 4 14 ,983 2 3 1 

Source: Cent ra l B a n k o f C e y l o n . 

An analysis of the allocation of available resources shows that, in money terms 
consumption increased -by 28 per cent and capital formation by 5 5 per -cent. 
Measured increal terms, consumption is estimated to have increased by 12 per cent 
and capital formation by 24 per cent. It is significant that, while the share of 
capital formation in total resource use increased from 15 per cent in 1978 to 16 
per cent in 1579, the share of consumption also rose from 60 to 61 per cent of total 
resources. The share of exports declined from 25 to 23 per cent. 

According to preliminary estimates, domestic savings amounted to Rs. 6,978 
million in 1979, compared with Rs. 6,280 million in J 978. Measured as a percentage 
of GNP, however,, savings recorded a decline from 15 per cent to 13 per -cent in 
1979,, The drop is explained mainly by the adjustment of consumption to changes 
in real income. In other words, in an inflationary situation, a larger share of 
disposable income has been expended on consumption, thus depressing savings. 
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R s . M i l l i o n 

Ca tegory . . 1977 1978 1979 

1. G D P at marke t pr ices 36,051 42 ,005 52 ,477 

2 . External resources ( N e t i m p o r t s o f g o o d s & services) . . - 1 , 0 7 9 2 ,274 6,549 

3. Inves tment 5,259 8,554 13 ,527 

4 . D o m e s t i c Savings ( 3 - 2 ) 6,338 6 ,280 6 ,978 

5. Savings ra t io (4 as % o f 1) 1 7 . 6 1 5 . 0 1 3 . 3 

Source: Central B a n k o f C e y l o n . 

Another contributory factor was that the creation of new employment has increased 
incomes of people who consume a higher proportion of their, incomes. The longer-
term series on savings, in Statistical Appendix show, however, that the low savings 
ratio of 1979 was yet higher than in the mid-seventies. 

There is some reason to infer, however that the estimate of savings in the last 
few years has tended to under-estimate the value of inventory accumulation. This 
has become particularly significant after import liberalization because of the larger 
volume of imports of consumer and intermediate goods. Inventories in the public 
sector have risen almost three-fold in 1979 and have been reckoned in the foregoing 
analysis. If the inventory growth of the private sector is accurately estimated and 
reckoned, it is very likely that the savings ratio of 1979 would rise to about the 
same level as in 1978. 

The encouraging growth in capital formation in 1979, considered in the 
background of a stable domestic savings. ratio, reflected a higher utilization of 
foreign resources for investment in 1979. More than two-thirds of investment in 1979 
took place in the public sector, which compared with a 60 per cent share in 1978. 

AGRICULTURE 

According to latest available estimates, the performance of the agricultural 
sector in 1979 did not live up to expectations. Of the tree crops, coconut produc­
tion recovered from its all-time low level of 1977. Rubber production declined 
by about 2 per cent, despite a remarkable improvement in prices. Tea production 
increased marginally, despite deteriorating prices since 1978. Minor export 
crops fared unevenly, the exports of cinnamon, cloves, coffee and cardamom rising 
and exports of cocoa, pepper and papain declining. Of the annual crops, paddy 
production has been estimated to have increased marginally, while the production 
of other food crops such as onions, chillies and indigenous cereals appears to have 
been depressed at or below the low levels of the previous year. Cane sugar production 
which rose by 11 per cent in 1978 dropped sharply by 26 per cent in 1979. Fish 
production which has been estimated to have risen by 12 per cent in 1978, appears 
to have grown slower by 9 per cent in 1979. Although the National Milk Board's 
collections rose by 27 per cent, government estimates of milk production in 1979 
indicated a decrease of 7 per cent. Egg production has been estimated to have 
risen by 20 per cent. 

TABLE 1 . 5 

Domestic Savings 


