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9. TRADE, BALANCE OF PAYMENTS AND TOURISM 

9.1 Overview 

Sri Lanka's balance of payments (BOP), after five 
consecutive years of overall surpluses, recorded an overall 
deficit of SDR 62 million in 1995, mainly as a result of a 
decline in private capital inflows. However, on the positive 
side, exports fared well and the trade and current account 
deficits dropped sharply. The trade deficit narrowed 
significantly from SDR 1,089 million (13.3 per cent of GDP) 
in 1994 to SDR 921 million (10.8 per cent of GDP) in 1995 
due to the improved export performance as well as a sharp 
drop in the growth of imports. With this improvement in the 
trade account, a small surplus in the services account and 
higher net private transfer receipts, the current account deficit 
dropped from SDR 526 million (6.5 per cent of GDP) in 
1994 to SDR 358 million (4.2 per cent of GDP) in 1995. 

The export sector benefitted from improved international 
prices for most agricultural and some industrial products, the 
depreciation of the exchange rate and conducive weather 
conditions for major plantation crops, and registered a growth 
rate of 12 per cent in SDR terms as compared with 9 per 
cent in the previous year. Meanwhile, the import growth rate 
decelerated sharply from 16 per cent in 1994 to 3 per cent 
in 1995 as a consequence of the drop in imports related to 
foreign private investment and a reduction in imports of 
durable consumer goods with the depreciation of the 
exchange rate. The terms of trade declined by 1.3 per cent, 
due to a rise in the prices of major import commodities such 
as wheat, sugar, milk products and fertiliser against 
favourable prices for major agricultural export products. 

Net capital inflows dropped to half their level in 1994, 
despite a 19 per cent increase in net inflows of official 

TABLE 9.1 
Balance of Payments-Analytic Presentation 1991-1995 

SDR Million Rupees Million 

1991 1992 1993 1994 1995(a) 1991 1992 1993 1994 1995(a) 

1. Merchandise -726 -740 -825 -1,089 •921 -41,253 -45,784 -55,486 -77,190 -71,529 
Exports 1,491 1,745 2,046 2,235 2,504 84,378 107,855 138,174 158,554 195,117 
Imports 2,217 2,485 2,872 3,324 3,425 125,631 153,640 193,660 235,744 266,646 

2. Services -66 -24 28 8 8 -3,773 -1,430 1,821 520 639 
Receipts 439 489 535 627 688 24,897 30,256 36,050 44,363 53,487 
Payments 505 513 507 619 680 28,670 31,686 34,229 43,843 52,848 

3. Goods and Services (1+2) -791 -763 -797 -1,081 -913 -45,026 -47,214 •53,664 -76,671 •70,890 
4. Transfers(Net) 441 457 517 554 554 25,030 28,280 34,839 39,245 43.101 

Private(Net) 293 328 402 438 448 16,623 20,253 27,090 30,989 34.820 
Official(Net) 148 130 115 117 107 8,407 8,027 7,749 8,257 8,262 

5. Current Account Balance (3+4) -350 -306 -280 -526 -358 -19,996 -18,935 -18,825 -37,425 -27,789 
6. Non Monetary Capital(Net) 475 361 612 700 350 27,171 23,450 41,066 49,912 27.221 

Direct Investment 46 86 134 111 38 2,633 5,315 9,107 7,815 2,931 
Portfolio Investment 24 18 48 20 •2 1,329 1,122 3,272 1,334 -90 
Private Long-term(Net) (b) -18 18 135 216 52 -1,005 1,162 8.998 15,628 4.011 
Private Short-term(Net) 35 91 105 182 58 2,105 5,652 7,110 12,930 4,486 
Government Long-term(Net) 366 189 190 172 204 20,849 11,494 12,579 12,204 15.883 

Inflows 463 313 334 311 344 26,378 19,193 22,317 22,026 26,779 
Outflows 97 124 144 139 140 5,529 7,699 9,738 9,822 10,896 

Government Short-term (Net) 23 -22 0 0 0 1,260 -1,295 0 0 0 , 
7. Valuation Adjustments 235 1,555 -1,420 -1,380 6,394 
8. SDR Allocations 
9. Errors and Omissions 27 59 44 -1 -54" 2,730 3,398 3,328 6,059 -4,390 

10. Overall Balance 152 133 375 173 -62 10,140 9,469 24,149 17,166 1,437 
11. Monetary Movements(Surplus) -152 -133 -375 -173 62 -10,140 -9,469 -24,149 -17,166 -1.437 
Exchange Rate Rs/SDR 56.61 61.75 67.39 70.75 77.74 
Ratios to GDP in Percentages 

Trade Account -11.07 -10.82 -11.10 -13.32 -10.80 
Current Account -5.37 -4.47 -3.77 -6.46 -4.20 
Current Account without Grants -7.62 -6.37 -5.32 -7.89 •5.45 

(a) Provisional. Source: Central Bank of Sri Lanka 
(b) Includes adjusment to capital inflows in 1993,1994 and 1995 on account of import of five aircraft for which advance payments had been made in previous yeans. 
Note: All transactions in the Monetary Sector are converted at the end of year exchange rate. 
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% of GDP Balance of Payments 

e 

- T O j | 
- 1 2 

" 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 
Year 

CD Trade Balano* C3 C/A Balance O Overall Balance 

capital and the receipt of SDR 25 million on account of the 
sale of a major share holding of Colombo Gas Co. Ltd. 

Direct foreign investment dropped to one third of the 1994 
level due to the cautious attitude of foreign private investors 
in the aftermath of a change of government in 1994, labour 
unrest and uncertainties regarding the domestic security 
situation after the breakdown of the government initiated 
peace negotiations with the separatist terrorists. Inflows of 
private loan capital also dropped mainly due to tapering off 
of the financing arrangements under Air Lanka's reflecting 
programme during the first half of the year and a reduction 
in import related short term trade credits. 

There were several positive developments on the policy 
front. Reflecting the Government's continued commitment to 
an open trade and exchange system, the tariff structure was 
further rationalised during the year by reducing the maximum 
tariff from 45 to 35 percent, reducing the number of tariff 
rate bands from 4 to 3 and eliminating ad hoc duty 

Chart 9.2 
External Trade 



Part I Central Bank of Sri Lanka Annual Report - 1995 

TABLE 9.2 
External Trade Performance 1991-1995 

Year 
Growth Rates Price Indices 

(1990=100) Ratios 

Exports Imports Exports Imports Terms of 
Trade(a) 

Export/ 
Imports 

1991 3.1 13.0 105.0 103.9 101.1 0.65 
1992 20.3 11.2 131.6 108.8 121.0 0.70 
1993 17.1 15.4 144.7 114.6 126.3 0.71 
1994 9.2 15.7 151.2 121.0 125.0 0.67 
1995(b) 12.0 3.0 172.5 139.8 123.4 0.73 

Sources: Sri Lanka Customs 
Central Bank of Sri Lanka 

(a) (Export price index / Import price index) x 100. 
(b) Provisional. 

exemptions. The exchange rate was largely market 
determined and it reflected the underlying macroeconomic 
fundamentals. The external payments system remained 
transparent with the convertibility of the rupee being assured 
for all current account transactions, all capital inflows, debt 
repayments and other reasonable capital outflows including 
foreign investments abroad on a case by case basis. In 
addition, the setting up of a separate body on privatisation, 
the Public Enterprises Reform Commission (PERC), with 
well defined functions was intended to build up foreign 
investor confidence. 

In 1994, the country received SDR 56 million from the 
International Monetary Fund (IMF) as the first instalment 

Composition of 

under the third Enhanced Structural Adjustment Facility 
(ESAF) programme. The ESAF programme with the IMF 
expired during the first quarter of 1995 without the second 
instalment of SDR 56 million being drawn. The above 
developments in the external sector led to a drop in Sri 
Lanka's gross external assets by SDR 63 million during 
1995. The level of gross external assets which stood at SDR 
1,729 million at the end of the year was sufficient to finance 
5.4 months of imports projected for 1996. The debt service 
ratio as a percentage of earnings from goods and services 
increased to 13.8 per cent, from 13.3 per cent in the previous 
year. 

9.2 Exports 

Plantation Crops 

Export earnings from plantation crops grew by 15 
percent and contributed to the entirety of the 12 per cent 
growth in agricultural exports in 1995. The value of tea 
increased by 7 per cent to SDR 317 million in 1995 owing 
to a volume increase of 5 per cent and a price increase of 
2 per cent. A drop in world tea stocks due to supply 
shortfalls in major producing countries, increased global 
demand for tea due to some recovery of markets in the 
former Soviet Union, now the Commonwealth of 
Independent States (CIS), and an improvement of the quality 
of Sri Lanka's tea led to a considerable improvement in tea 
prices during the second half of the year. Reflecting the 

9.3 
(ports 1991-1995 

SDR Million Rs. Million 
Category 

1991 1992 1993 1994 1995(a) 1991 1992 1993 1994 1995(a) 

1. Agricultural Exports 469 429 469 490 546 26,537 26,504 31,618 34,692 42,478 
Tea 316 241 295 296 317 17,867 14,893 19,911 20,964 24,638 
Rubber 47 48 46 51 74 2,641 2,960 3,086 3,582 5.713 
Coconut 46 60 41 53 68 2,619 3,691 2,796 3,761 5.271 

Kernel Products 31 43 27 35 45 1,769 2,665 1,847 2,476 3,520 
Other 15 17 14 18 23 850 1,026 949 1,285 1,751 

Minor Agricultural Products 60 80 87 90 88 3,409 4,959 5,825 6,385 6.857 

2. Industrial Exports (b) (c) 904 1,251 1,502 1,672 1,887 51,188 77,281 101,437 118,544 147.095 
Textiles and Garments 588 862 1,009 1,081 . 1,218 33,261 53,209 68,150 76,685 94,946 . 
Petroleum Products 58 45 57 56 56 3,289 2,771 3,801 3,959 4.374 
Other 258 345 437 535 613 14,638 21,301 29,486 37,900 47,774 

3. Mineral Exports 45 45 54 60 57 2,562 2,749 3,653 4,293 4,447 
Gems 42 40 50 55 51 2,358 2,482 3,402 3,917 3,972 
Other 4 4 4 5 6 204 267 251 375 475 

4. Unclassified (c) (d) 34 22 21 13 14 1,938 1,321 1,467 1,025 1,096 

Total Exports (b) (d) 1,452 1,747 2,046 2,235 2,504 82,225 107,855 138,175 158,554 195,116 

(a) Provisional. Sources : Sri Lanka Customs 
(b) Adjusted. Ceylon Petroleum Corporation 
(c) Revised. Central Bank of Sri Lanka 
(d) Includes re- exports. 
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attempts made by Sri Lanka to recapture its share in the 
emerging markets, tea exports to the CIS increased by kg 
27 million and accounted for 17 per cent of total tea exports 
in 1995 as compared with 5 per cent in the previous year. 
This was at the expense of tea exports to the Middle Eastern 
market. In addition, a 2 per cent increase in tea production 
in 1995 also helped to increase export supply. 

Export earnings from rubber recorded a significant 
increase of 46 per cent to SDR 74 million entirely due to 
an upsurge in international prices (47 per cent) following a 
recovery of demand in industrialised countries particularly in 
Japan and the USA. This was due to revival of the car 
manufacturing industry, increased demand from China and 
sluggish supply from major rubber producers such as 
Malaysia. In addition, there is a growing global demand for 
natural rubber by certain industries such as surgical gloves 
and heavy duty tyres. 

Earnings from exports of coconut products rose by 28, 
per cent to SDR 68 million in 1995 entirely due to higher 
volumes of exports. Increased domestic supply due to 
favourable weather conditions as well as over supply in other 
major coconut producing countries depressed coconut prices 
in the first half of the year. However, the average export 
price of coconut products in 1995 increased in US dollar 
terms although in SDR terms it dropped by 2 per cent. 

Other Agricultural Products 

Earnings from exports of other agricultural products 
declined by 2 per cent in 1995 in contrast to a 4 per cent 
increase registered in 1994. This was partly the result of a 
decline in domestic production of some agricultural crops 
due to rainy weather conditions that prevailed during the 
flowering season. In addition, gherkin exports, according to 
sources in the industry, suffered a setback owing to sharp 
competition from India since 1995. Export volumes of 
vegetables dropped sharply by 49 per cent entirely due to a 
64 per cent volume drop of gherkins, while volumes of 
coffee and pepper declined by 71 per cent and 21 per cent, 
respectively. 

Industrial Products 

Industrial exports rose by 13 per cent to SDR 1,887 
million in 1995 with major increases recorded in textiles and 
garments (13 per cent) and other non-petroleum industrial 
exports (15 per cent). 

The average export prices of textiles and garments 
remained stable in SDR terms as in 1994. Textile and 
garment exports continued to be the leading export 
sub-category, contributing to about two thirds of total 
industrial exports. The volume of garment exports alone rose 
by 8 per cent while prices increased by 4 per cent. This was 

reflected in higher exports to both 'quota' and 'non-quota' 
markets, with a more pronounced growth of exports to non­
quota markets. The normal annual increases in quotas, 
lowering of quota limits in under-utilised categories and 
increasing quota limits in the more popular categories with 
the rescheduling of the U.S. quota year from July-June to a 
calendar year, and the more liberal and transparent 
management of quotas helped to increase exports. 

Earnings from petroleum products exports remained 
around the same level (SDR 56 million) as in the previous 
year. Petroleum products accounted for 3 per cent of 
industrial exports and a mere 2 per cent of total exports. The 
temporary closure of the refinery in early 1995 for 
maintenance purposes and the fire damage to oil storage 
facilities in October led to higher than expected import 
outlay on refined petroleum products. However, exports of 
petroleum products were not affected. In fact, the volume of 
petroleum product exports rose marginally in 1995 with 
prices remaining at more or less the same level as in the 
previous year. 

Earnings from other non-petroleum industrial products 
rose by 15 per cent in 1995 and accounted for 32 per cent 
of total industrial exports. Among the major categories, 
increases were recorded in leather, rubber, paper, wood and 
ceramics (17 per cent), diamonds (6 per cent), food, 
beverages and tobacco (8 per cent), machinery, mechanical 
and electrical appliances (27 per cent) and jewellery (25 per 
cent). Financial and institutional incentives extended to 
non-traditional exports, particularly by the Export 
Development Board (EDB), continued to facilitate these 
export items. In addition, the diamonds and jewellery export 
sector benefitted from the liberalisation of the import of 
rough gemstones and exemption of import duty and turnover 
tax on machinery, equipment and other items used in the 
gem and jewellery industry introduced in November 1995. 
As in the recent past, this other industrial exports category 
reflected continued dynamism and helped to diversify the 
export base. 

Mineral Products 

The export earnings from minerals dropped by 5 per 
cent to SDR 57 million owing to a drop in gem exports. 
The volume of gem exports declined by 11 per cent due to 
low domestic production. The cost of mining increased 
mainly due to higher costs of deeper mining as well as 
inputs such as fuel and machinery. In addition, the sector 
is facing stiff competition in international markets particularly 
from low cost producing countries such as Madagascar which 
entered the market recently. Export earnings from other 
mineral products rose by 13 per cent to SDR 6 million 
benefitting from the higher demand for graphite and mineral 
sands. 
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9.3 Imports 

Consumer Goods 

Imports of consumer goods declined marginally with the 
outlay on food and drinks rising by 2 per cent and on other 
consumer goods declining by 3 per cent. There was a sharp 
drop in durable consumer goods imports. Demand for these 
items was sluggish due to the depreciation of the rupee in 
1995. Major decreases were recorded in motor cars and 
motor cycles (17 per cent) and radio receivers and television 
sets (21 per cent). The diesel tax which was introduced 
with the 1995 budget and discontinuation of duty concessions 
for car imports to the public sector also contained import 
demand for motor vehicles in 1995. 

The impact of increased international prices of rice and 
sugar (6 per cent each) on the trade account was offset by 
lower volumes of imports due to increased domestic 
production of rice and draw down on available stocks. 
Consequently, import outlays of rice and sugar dropped by 
83 per cent and 11 per cent, respectively. Reflecting 
increased international prices, the import outlay on milk and 
milk products rose by 19 per cent. 

Intermediate Goods 

Imports of intermediate goods rose by 13 per cent 
reflecting major increases in wheat grain (57 per cent), 

fertiliser (30 per cent), petroleum (23 per cent) and paper 
and paper boards (21 per cent). Increased international wheat 
prices due to historically low levels of production in major 
wheat producing countries and of world wheat stocks in 20 
years in the context of growing demand in major consuming 
countries, raised the world wheat prices as much as 33 
percent in 1995. The impact of these high prices on Sri 
Lanka was further compounded by higher volumes of 
imports due to increased domestic demand following the 
introduction of a wheat flour subsidy in 1994. Imports of 
textiles grew by only 6 per cent against a 13 per cent growth 
in exports of textiles and garments, as part of the raw 
material needs were met by drawing down of stocks and 
increased domestic production of yarn. In the case of 
fertiliser, a higher volume had to be imported to meet the 
anticipated increase in domestic demand after the 
reintroduction of the fertiliser subsidy. In addition, world 
fertiliser prices increased due to lower supplies from the 
Ukraine and increased demand from other countries such as 
India and China. While the volume of crude oil imports 
dropped by 2 per cent as a result of the temporary closure 
of the refinery at the beginning of the year for maintenance, 
import outlay on petroleum products rose due to increased 
volumes of refined petroleum products imports resulting from 
losses suffered as a result of the fire at the oil storage 
facilities. The average import price of petroleum products 
also rose by 3 per cent in 1995. In response to sustained 
high demand from the manufacturing sector,, imports of all 
other intermediate goods rose by 10 per cent in 1995. 

TABLE 9.4 

End-Use Classification of Imports 1991-1995 

SDR Million Rs. Million 

Category 1991 1992 1993 1994 1995(a) 1991 1992 1993 1994 1995(a) 

1 Consumer Goods 572 521 555 648 646 32,357 32,197 37,372 45,985 50,309 
Food and Drinks 296 298 299 337 343 16,750 18,395 20,066 23,914 26,724 

Rice 28 46 35 9 2 1,589 2,852 2,386 655 122 
Flour 0 0 9 0 0 1 3 552 19 4 
Sugar 91 80 84 125 112 5,138 4,952 5,621 8,875 8,716 
Other 177 172 171 203 230 10,020 10,588 11,507 14,365 17,882 

Other 276 224 256 311 303 15,607 13,802 17,306 22,071 23,585 
2. Intermediate Goods 1,135 1,337 1,539 1,689 1,909 64,265 82,592 103,952 119,829 148,624 

Petroleum 228 226 221 206 255 12,887 13,938 14,920 14,641 19,829 
Fertiliser 43 38 46 44 57 2,430 2,366 3,108 3,097 4,436 
Chemicals 64 67 78 84 94 3,643 4,125 5,244 5,975 7,329 
Wheat 58 74 83 82 129 3,303 4,549 5,609 5,825 10,014 
Textiles and Clothing 364 543 617 723 763 20,611 33,552 41,740 51,299 59.383 
Other 378 390 494 550 612 21,391 24,062 . 33,331 38,992 47,633 

3. Investment Goods 526 604 750 952 782 29,792 37,294 50,508 67,524 60.907 
Machinery and Equipment 210 277 332 390 331 11,881 17,098 22,377 27,635 25.762 
Transport Equipment (b) 134 128 224 316 200 7,607 7,889 15,012 22,425 15,562 
Building Materials 121 129 138 168 179 6,840 7,936 9,342 11,898 13.956 
Other 61 71 56 79 72 3,464 4,371 3,777 5,566 5,627 

4 Unclassified Imports 4 24 26 32 33 229 1,472 1,718 2,238 6,479 

Total Imports (c) 2,237 2,487 2,870 3,321 3,421 126,643 153,555 193,550 235;576 266,319 

(a) Provisional. 
(b) Includes the values of aircraft imported by Air Lanka 

in 1993, 1994 and 1995. 
(c) Adjusted. 

Sources: Sri Lanka Customs 
Co-operative Wholesale Establishment 
Ceylon Fertiliser Co Ltd. & other major importers of fertiliser 
Ceylon Petroleum Corporation 
Central Bank of Sri Lanka 

99 



Part I Central Bank of Sri Lanka Annual Report - 1995 

Investment Goods 

Imports of investment goods dropped significantly by 18 
per cent to SDR 783 million in 1995 mainly due to 
decreases in transport equipment (37 per cent), machinery 
and equipment (15 per cent) and other investment goods (8 
per cent). Investment goods imports excluding aircraft 
imports by Air Lanka declined by 10 per cent in 1995. The 
outlay on transport equipment (excluding aircraft) dropped 
by 18 per cent mainly due to significant decreases in imports 
of public transportation vehicles and tractors. The drop in 
the machinery and equipment category was reflected in a 
reduction in the imports of sewing machines. Reflecting the 
continued expansion in the construction sector, imports of 
building materials rose by 7 per cent in 1995. The overall 
drop in investment goods imports warrants serious 
consideration as it corresponds to a drop in domestic 
investment which would constrain the future growth potential 
of the economy. 

TABLE 9.5 
Volume of Major Imports in 1995 

Metric Tons 

Month Rice Wheat(a) Sugar(a) Petroleum Fertiliser(a) 
(crude oil) 

January 7,828 128,472 45,900 111,051 88,200 
February 240 82,056 26,383 97,169 44,200 
March 97 104,293 60,659 123,745 52,100 
April 83 52,133 25,115 55,525 29,100 
May 173 104,160 37,324 235,982 45,300 
June 63 57,073 13,756 160,880 22,700 
July 65 166,370 14,702 146,073 13,100 
August 204 52,080 36,737 146,074 10,800 
September 106 104,452 43,239 291,508 32,300 
October 210 100,653 23,532 164,033 32,500 
November 100 53,573 38,650 164,021 36,500 
December 287 52,080 50,912 164,035 45,600 

Total 9,456 1,057,395 416,909 1,860,096 452,400 

(a) Adjusted. Sources : Sri Lanka Customs 
Co-operative Wholesale Establishment 
Ceylon Fertiliser Co Ltd. & other 
major importers of fertiliser 

Ceylon Petroleum Corporation 

9.4 Services 

In 1995, net foreign exchange receipts on account of 
services remained around the same level as in the previous 
year with both receipts and payments increasing by 10 per 
cent each to SDR 688 million and SDR 680 million, 
respectively. Major items that contributed to the increase in 
receipts were passenger fares, investment income and other 
services while higher outflows were also observed in the 
same categories. Increase in passenger fare earnings reflected 

the expansion of activities of Air Lanka after reflecting by 
increasing the frequency and capacity of its flights. 

Tourist arrivals upto September 1995 recorded an 
overall increase compared to 1994. However, with the 
significant decline in arrivals during the fourth quarter of the 
year, particularly in the month of December, the year ended 
with a marginal decrease of 1 per cent in arrivals. In 
addition, the average length of stay declined in 1995. The 
combined outcome was a 2 per cent decline in earnings from 
tourism in US dollar terms, although the decline was greater 
in SDR terms. With the increase in income levels and a 
completely liberalised current account, there has been an 
increase in the demand for foreign travel by residents as 
evidenced by the number of package tours offered by travel 
agents. This situation coupled with increased travel for 
education and migration for employment abroad resulted in 
higher outflows in the travel category than in the previous 
year. 

Although the external assets of the country decreased 
by SDR 63 million, interest earnings increased corresponding 
to the investments made at higher international interest rates 
during the first half of the year and appropriate shifts made 
in the foreign investment portfolio of the Central Bank. Due 
to the cautious attitude of investors against the backdrop of 
an unsettled conflict with the terrorists, outflows on account 
of profits and dividends continued rather than being used for 
reinvestments in Sri Lanka. 

9.5 Transfers 

Net transfers remained at SDR 554 million during 1995, 
despite a fall in official transfers from SDR 117 million in 
1994 to SDR 107 million in 1995. As migration for 
employment abroad continued and remittances for family 
maintenance took place as usual, the growth of private 
transfer receipts was sustained at 12 per cent in US dollar 
terms, although it showed a slower growth rate in SDR terms 
than in the previous year. 

9.6 Capital Movements 

The poor performance of the capital account which 
recorded a sharp reduction in net inflows from SDR 700 
million in 1994 to SDR 350 million in 1995 had a 
pronounced effect on the trade account (i.e. a reduction in 
imports) and the overall balance, as well as the future growth 
potential of the economy. 

Long-Term Capital 

The inflow of long-term capital to the Government 
increased by 11 per cent, although it was somewhat lower 
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TABLE 9.6 
Services and Transfers 1991-1995 

SDR Million Rupees Million 
Item 1991 1992 1993 1994 1995(a) 1991 1992 1993 1994 1995(a) 

Port Transportation & Insurance 28 32 74 96 88 1,588 1,964 4,944 6,826 6,802 
Credits 150 157 171 207 223 8,497 9,696 11,509 14,626 17,352 
Debits 122 125 98 111 136 6,910 7,731 6,565 7,801 10,549 

Travel 45 60 60 43 26 2,545 3,711 3,985 2,995 2,031 
Credits 116 139 146 161 149 6,571 8,573 9,815 11,375 11,569 
Debits 71 79 86 118 123 4,026 4,862 5,831 8,380 9,539 

Investment Income -130 -127 -88 -117 -91 -7,367 -7,821 -5,979 -8,310 -7,082 
Credits 40 48 79 100 140 2,259 2,997 5,366 7,111 10,868 
Debits 170 175 168 217 231 9,627 10,818 11,345 15,422 17,950 

Profits and Dividends -13 -22 -19 -51 -46 -718 -1,391 -1,316 -3,666 -3,599 
Credits 2 1 4 1 1 89 84 279 33 54 
Debits 14 24 24 51 47 807 1,476 1,595 3,699 3,654 

Interest -117 -104 -69 -66 -45 -6,649 -6,430 -4,662 -4,645 -3,483 
Credits 38 47 75 99 139 2,170 2,913 5,087 7,078 10,814 
Debits 156 151 144 165 184 8,820 9,342 9,750 11,723 14,296 

Government Services -3 -3 -11 -5 -7 -170 -176 -714 -373 -568 
Credits 17 14 11 17 13 953 826 736 1,225 995 
Debits 20 16 22 23 20 1,123 1,001 1,450 1,598 1,563 

Other Services -5 15 -6 -9 -7 -369 891 -415 -617 -544 
Credits 117 132 127 142 163 6,616 8,165 8,623 10,025 12,703 
Debits 122 117 134 151 170 6,985 7,273 9,038 10,642 13,247 

TOTAL SERVICES -65 -23 28 8 8 -3,773 -1,430 1,821 520 639 
Credits 440 489 535 627 688 24,897 30,256 36,050 44,363 53,487 
Debits 505 513 507 619 680 28,670 31,686 34,229 43,843 52,848 

Private Transfers 293 328 402 438 448 16,623 20,253 27,090 30,989 34,820 
Credits 323 389 454 499 526 18,311 24,037 30,592 35,345 40,891 
Debits 30 61 52 61 78 1,688 3,784 3,501 4,357 6,071 

Official Transfers 148 130 115 117 107 8,407 8,027 7,749 8,257 8,282 
Credits 148 130 115 117 107 8,407 8,027 7,749 8,257 8,282 
Debits 0 0 0 0 0 0 0 0 0 0 

TOTAL TRANSFERS 441 457 517 554 554 25,030 28,280 34,839 39,245 43,101 
Credits 471 519 569 616 633 26,718 32,064 38,341 43,602 49,173 
Debits 30 61 52 61 78 1,688 3,784 3,501 4,357 6,071 

(a) Provisional Source: Central Bank of Sri Lanka 
Note: Services sector breakdown, particularly with respect to categories 1,4 and 5, may not be directly 

comparable with previous years as the data collection system has been revised since 1993. 

than what was anticipated in the Budget due to under 

utilisation of project aid in some projects. The major sources 

of concessional assistance continued to be Japan (SDR 135 

million), the International Development Association (IDA) 

(SDR 71 million) and the Asian Development Bank (ADB) 

(SDR 58 million) which together accounted for about 77 per 

cent of total inflows of SDR 344 million. Gross inflows 

increased mainly due to higher disbursements relating to 

recently committed foreign loans. 

Foreign direct investment which included privatisation 

proceeds from the sale of Colombo Gas Co Ltd, declined 

by 66 per cent to SDR 38 million in the wake of the 

uncertain security situation since April, the recent experiences 

of labour unrest and uncertainty regarding possible 

implications of the proposed Workers' Charter and the 

investors' cautious approach following the change of 
government in 1994 after 17 years. 

SDR Mn. 
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In 1995 the financing arrangements for Air Lanka's 
reflecting programme arrangement came to an end with the 
import of the fifth and final aircraft (SDR 68 million) and 
the inflows of private long term loans during 1995 were 
lower than those in the previous two years. Due to a 
cashflow mismatch and resource problems, the two 
development finance institutions raised US dollars 57 million 
from abroad towards end 1995 to continue their long-term 
lending operations. However, only US dollars 14 million was 
disbursed out of these loans in 1995. Investors' attitude to 
utilise existing capacity rather than install additional capacity 
also reduced the flow of long term loan capital. Meanwhile, 
FCBU lending to BOI enterprises increased significantly by 
an estimated SDR 35 million during the year, thereby 
helping to maintain economic activities and new investments 
to some extent. 

Short-Term Capital 

Net short-term capital flows to the private sector 
declined to SDR 58 million in 1995 from SDR 182 million 
in the previous year. The CPC made a further net repayment 
of SDR 10 million in 1995 on account of import credits. The 
overall drop in short-term trade credits was reflected in the 
depressed level of new investment as well as sluggish growth 
of intermediate goods imports relative to their corresponding 
manufactured exports growth rates. The manufacturers 
minimised the utilisation of trade credits for working capital 
requirements by allowing stocks to deplete in the wake of 
increased opportunity costs of carrying high stocks. 
Meanwhile, off-shore balances held by BOI enterprises rose 
significantly, leading to higher outflows of short-term capital. 
Had the domestic investment climate been more favourable 
some of these funds may have been reflected as 
reinvestments by these enterprises. 

Portfolio investment through the share market remained 
sluggish during the year. However, there was some positive 
development between June and November, 1995, when net 
inflows of foreign capital of about SDR 9 million virtually 
offset the net outflows which occurred during the first five 
months of the year. After the Mexican crisis, which had a 
destabilising effect on world financial and foreign exchange 
markets, foreign investors generally shied away from 
emerging markets such as Sri Lanka back to established 
financial centres. 

9.7 External Assets 

Sri Lanka's gross external assets decreased by 4 per cent 
to SDR 1,729 million at the end of 1995 from SDR 1,792 
million at end 1994. The decline was entirely reflected in 
the commercial bank assets which dropped by SDR 62 
million to SDR 341 million in 1995. Gross official reserves 
comprising foreign assets of the Central Bank and the 
Government declined marginally from SDR 1,389 million to 

Chart 9.4 
Quarterly External Assets 

200' 

o-U. •• •• ——-—— • . - . . -

fll/Ol 91K23 92/Q1 9ZK33 83/01 93A33 9<UQ1 S4/Q3 9&FQ1 05/03 
>rur/(Ju.ir(LT 

TABLE 9.7 
External Assets of Sri Lanka 1991-1995 

SDR Million(a) Rupees Million 
Ownership 1991 1992 1993 1994 1995 1991 1992 1993 1994 1995 

Government (b) 27 23 23 16 12 1632 1482 1597 1132 938 
Government Agencies - - - 0 0 1 1 1 0 0 
Central Bank (c) 476 658 1,194 1,373 1,375 28,957 41,592 81,404 99,859 110,521 
Commercial Banks 306 366 326 403 341 18,633 23,161 22,256 29,349 27,446 
Total 609 1,047 1,544 1,792 1,729 49,223 66,236 105,258 130,340 138,905 
Gross External Assets in months of 

105,258 130,340 138,905 

Merchandise Imports 4.4 5.1 6.5 6.5 6.1 
Import of Goods and Services 3.6 4.2 5.5 5.5 5.1 

Source: Central Bank of Sri Lanka. 

(a) Converted at the following end year rates except for certain items in the International Reserve 
of the Central Bank which were converted at the representative rate agreed with the IMF: 
Year 1991 1992 1993 1994 1995 
Rs. per SDR 60.85 63.33 68.19 72.76 80.39 

(b) Figures since 1985 have been revised to include DST's Special Revolving Credit Balances. 
(c) Figures since 1993 have been revised to include foreign currency of commercial banks deposited 

with the Central Bank as reserve requirement on their foreign currency deposits. 
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SDR 1,387 million between the two years. Gross external 
assets at the end of 1995 were sufficient to finance 5.4 
months of imports projected for 1996 while gross official 
reserves were sufficient for financing of 4.3 months of 
projected imports. 

9.8 Exchange Rate Movements 

The Sri Lanka Rupee depreciated against its intervention 
currency, the US Dollar, by 7.5 per cent and against the 
SDR by 9.5 per cent between the end of December 1994 
and end December 1995 amidst high volatility of exchange 
rates among key currencies in international exchange 

TABLE 9.8 
Exchange Rate Movements 1991-1995 

End of Year Rates in Rs. per unit of Foreign Currency Percentage Changes (a) (b) 

V J U I i ci i^-y 1991 1992 1993 1994 1995 1991 1992 1993 1994 1995 

Deutsche Mark 28.0178 28.5714 28.7371 32.1622 37.7638 -6.65 -1.94 -0.58 -10.65 -14.83 

French Franc 8.1924 8.3857 8.4655 9.3151 11.0493 -5.86 -2.31 -0.94 -9.12 -15.70 

Indian Rupee 1.6352 1.7520 1.5774 1.5926 1.5448 36.57 -6.67 11.07 -0.95 3.09 

Japanese Yen 0.3390 0.3699 0.4433 0.5004 0.5255 -13.19 -8.35 -16.56 -11.41 , -4.78 

Pound Sterling 79.5820 69.4278 73.4972 78.0513 84 2465 -5.02 14.63 -5.54 -5.83 -7.35 

US Dollar 42.5800 46.0000 49.5615 49.9800 54.0475 -5.50 -7.43 -7.19 -0.84 -7.53 

SDR 60.8464 63.3337 68.1932 72.7604 80.3875 -5.91 -3.93 -7.13 -6.28 -9.49 

Source: Central Bank of Sri Lanka. 
(a) Changes computed on the basis of foreign currency equivalent of Sri Lanka Rupees. 
(b) A minus sign indicates depreciation. 

markets. Meanwhile, the combined Nominal Effective 
Exchange Rate (NEER) index against trading partners and 
compet i to rs deprec ia ted by 8 per cent , while the 
corresponding Real Effective Exchange Rate (REER) index 
depreciated by 3 per cent during this period, a favourable 
movement in Sri Lanka's competitiveness indicator in 1995. 

9.9 External Debt 

Sri Lanka's total outstanding external debt at the end 
of 1995 was estimated at SDR 6,460 million recording an 
increase of SDR 369 million during the year. This increase 
was reflected mainly in the medium and long term debt of 
the Government, predominantly concessional assistance from 
Japan and the IDA. Meanwhile, outstanding government 
guaranteed debt of public corporations rose to SDR 370 
million mainly due to the loan obtained by Air Lanka as 
final instalment of the reflecting package. There were no new 
government guaranteed private sector loans taken in 1995. 

Outstanding private sector external debt without government 
guarantees increased from SDR 237 million to SDR 259 
million entirely due to FCBU borrowings of BOI enterprises. 
With the repayment of SDR 22 million and no further IMF 
drawings during the year, total outstanding debt to the IMF 
declined to SDR 400 million at the end of 1995. 

The stock of short term capital was l imited to 
acceptance credits of the Ceylon Petroleum Corporation 
(CPC), import related trade credits of both Board of 
Investment (BOI) and non-BOI enterprises and net short-term 
FCBU borrowings of BOI enterprises. Outstandings on such 
capital rose by SDR 58 million between the two years, 1994 
and 1995. 

9.10 Debt Service Payments 

Debt service payments consisting of amortisation of 
medium and long term loans and interest payments on all 
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Box 5 

Effective Exchange Rates 

An exchange rate can be expressed either in terms 
of the national currency value of a unit of foreign 
currency (price quotation system) or foreign currency 
value of a unit of the national currency (volume 
quotation system). While it is customary to express the 
exchange rate in the former, the latter is a more 
appropriate indicator to assess the extent of appreciation 
and depreciation of the national currency1. For example, 
the annual average exchange rate of the rupee against 
the US dollar moved from Rs.49.42 in 1994 to Rs.51.25 
in 1995, and hence the US dollar value of the rupee 
dropped from 20.23 US cents to 19.51 US cents per 
rupee during this period. Accordingly, the average 
nominal exchange rate (NER) of the rupee against the 
US dollar depreciated by 4 percent in 1995, in nominal 
terms. 

However, one cannot solely rely on the REER indicator 
to gauge the variations in competitiveness, as it does 
not adequately capture the impact of a host of other 
factors such as the changes in macro-economic policies, 
changes in the trade and exchange system including the 
changes in the regulatory and institutional environment 
and productivity changes. In addition, there could be 
data deficiencies, particularly in the price indicators. 

Nevertheless, effective exchange rate indicators are 
widely used to assess competitiveness. The main focus 
of the NEER and the REER is on the trade balance, 
particularly the exchange rate induced changes in trade 
flows. A trend appreciation of the real effective 
exchange rate is considered unfavourable for the growth 
of export and import competing industries. 

Two other widely used indicators to measure 
exchange rate changes are the Nominal Effective 
Exchange Rate (NEER) and Real Effective Exchange 
Rate (REER) 2. 

The NEER is a weighted average of major bilateral 
nominal exchange rates, with weights based on the trade 
shares reflecting the relative importance of each 
currency in the effective exchange rate basket 3. The 
REER is obtained by adjusting the NEER for inflation 
differentials with the countries whose currencies are 
included in the basket. As the inflation rate in each 
country is assumed to broadly indicate the trends in 
domestic costs of production, the REER is expected to 
reflect foreign competitiveness of domestic products. 

Chart I 
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1 The British use the 'volume quotation system' where the exchange 
rate for the Sterling Pound is generally expressed in terms of foreign 
currency per Sterling Pound. 

2 The notion of Nominal Effective Exchange Rate was developed by 
Hirsch and Higgins (1970) and later extended by others. See 'A 
Revised Weighting Scheme for Indicators of Real Effective 
Exchange Rate', IMF/Working Paper WP/87/87 for details. 

3 Nominal Exchange Rate (NER) 

E a. = Bilateral nominal exchange rate with the P' country in unite 
of f* country currency per Sri Lanka rupee. 

Nominal Effective Exchange Rate (NEER) 

D 
NEER » IT (Ea i) » 

Weighted geometric average of bilateral nominal exchange rates 
where Wl is weight assigned to the 'f country. 

Real Effective Exchange Rate (REER) 

REER = I ! <E s u. P iL)W ' 
' " ' P, 

Weighted geometric average of the inflation adjusted bilateral 
nominal exchange rates, where PSL is Sri Lanka's inflation index and Pt 

is the inflation index of the i* country. 

NEER and REER are generally shown as indices calculated by 
using indices for bilateral exchange rates in the formulae. A drop in any 
of these indices indicates depreciation. 
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Box 5(contd.) 
Sri Lanka's NEER with trading partner/competitor 

countries, taking 1990 as the base year, stood at 78.2 

at end 1995, indicating a depreciation of 22 per cent 

dur ing the past five years . This reflects faster 

depreciation of the Sri Lanka rupee in nominal terms 

than its partner/competitor countries' currencies. The 

REER, which is also affected by variations in domestic 

and foreign inflation rates, in addition to the variations 

in the NEER, fluctuated within a range of -3 per cent 

and +13 per cent around the base period index of 100 

during 1990 - 1995. 

In 1995, the combined inflation rate of the trading 

partner/competitor countries was around 5.5 per cent as 

compared with an annual inflation rate of 11.5 per cent 

(point to point) in Sri Lanka. Despite relatively higher 

inflation in Sri Lanka, the REER depreciated by 3.1 per 

cent in 1995, following the depreciation of the NEER. 

TABLE 9.9 

Disbursed and Outstanding External Debt 1991 -1995 

SDR Million Rupees Million 

1991 1992 1993 1994 1995(a) 1991 1992 1993 1994 1995(a) 

1 Medium and Long-term Debt 4246 4,624 5,060 5,384 5,695 255,798 289,679 345,083 391,714 442.425 
Government 3,589 3,841 4,123 4,214 4,507 218,400 243,251 281,142 306,615 350,425 
Public Corporations with 

Government Guarantee 141 176 246 349 370 8,578 11,121 16,804 25,414 28,751 
Private Sector with 

Government Guarantee 120 129 144 159 157 7,319 8,173 9,821 11,576 12,229 
Public Corporations 

without Government 
Guarantee 3 2 1 1 1 197 151 97 95 93 

Private Sector without 
Government Guarantee 113 139 170 237 259 6,867 8,784 11,566 17,281 19,824 

IMF Drawings 280 338 376 422 400 14,437 18,199 25,653 30,734 31.104 

2. Short-term Debt 350 421 526 707 765 20,200 24,579 31,689 44,619 59,479 
Government 21 0 0 0 0 1,275 0 0 0 0 
Central Bank Borrowings 0 0 0 0 0 0 0 0 0 0 
Other (b) 329 421 526 707 765 18,925 24,579 31,689 44,619 59,479 

3. Total Debt (1+2) 4596 5,045 5,586 6,091 6,460 275,998 314,257 376,772 436,333 501,904 

MEMORANDUM ITEMS 
Medium and Long-term Debt * ! 
(1) Project Loans 2,393 2,556 2,711 2,891 3,103 145,631 161,873 184,859 210,354 241,238 
(2) Non-Project Loans 1,177 1,251 1,305 1,239 1,262 71,600 79,234 88,984 90,147 98,131 
(3) Suppliers' Credits 30 61 119 111 114 1,805 3,873 8,087 8,051 8,876 
(4) IMF Drawings 280 338 376 422 400 14,437 18,199 25,653 30,734 31.104 
(5) Other Loans (c) 366 418 550 721 816 22,325 26,499 37,500 52,429 63.075 

Sources: Central Bank of Sri Lanka 
(a) Provisional. External Resources Dept. 
(b) Includes acceptance credits of Ceylon Petroleum Corporation, trade credits and short-term borrowings from FCBUs. 
(c) Includes long-term loans of public corporations and private sector institutions. 
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