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8. FISCAL POLICY AND BUDGETARY OPERATIONS

8.1 Overview and Policy Strategy

The objective of the fiscal strategy is 10 move w0 a
suslainable bodget deficit reduction path within o me-
dium-term fiscal conselidation framework to provide the
basis for privaie sector led non-inflationary economic
growlh with external viability. The Discal reform programime
includes broademng the tax base, improving tax adminis-
tration and compliance, rationalizing fiscal incentives, clos-
ing ot tax laophaoles, reforming public enterprises, simpli-
fying the impott wariff streciure and reducing tariff protec-
tion. The 1996 Budget anticipated further progress i
fiscal policy reforms and a reduction in the bud get deficit
o .6 per cent of GDF (7.8 before granis). The deficit was
expected (o be financed through non-bank sources, 5ig-
nificant progress was made o the Oscal palicy front in
1996. The realised overall fiscal deficit of 7.8 per cent of
GDP (8.9 per cent before granis) was lower than in 1995,
but iell short of the 1994 budgetary expectation due 1o a
sharp rise in defence expendilore, a sieep increase in
international wheat prices adding o the cost of the wheat
flour subsidy, a shortfall o privatization proceeds and the
adverse effects of the pralonged droughr and the pawer
cuts on government revenue. Resvurce constraints on
the domestic front and delays in project implementation,
particularly in the areas of energy, road, lelecommunici-
tion and water supply, reduced the inflow of foreign re-
soutees Tor budgetary purposes. The appreciation ol (he
rupee against the yen by 7 per cenl also reduced the do-
mestic currency value of yen proceeds. Hence 82 percent
of the deficit was financed through domeslic bomowings,
including 21 per cent through bank Imancing. Meanwhile,
the 1997 Budgel re-emuphasized the need [or urgent fiscal
consolidation and has set a medium-term budget deficil
target of 3.3 per cent of GDP (4.5 per cent of GDP befare
grants) for 1999, witha target of 6.1 per cent of GDP (7.3
per cent of GDF before grants) for 1997,

The tax policy reforms focussed upon improving rev-
enoe buoyancy by reducing distortions, broadening the
tax base with lower tax rates appiied according 1o the “abil-
ity to pay’ principle and minimizing tax reliefs and prefer-
ences. In 1994, the threshald for income taxes was ramsed,
the rate bands widened and intermediale lax rales were
lowered. Further, mudiftcations were made in income taxa-
lion in the areas of empleyment credil, qualifying pay-
ments, computing assessable income, terminal benefits
and surcharges on income tax o remaove distortions and
make the 1ax system more transparent,

Several tax measures were introduced 10 invigorate
the capilal market, These included extension of the tax
holiday granted o Unit Trusts by two more years to pro-
vide for a wider participation in the capilal markel, re-
movzl of stamp duty on bonds and other debt securities
of quoted public companies which are funded through
the stock exchange and exempiion of share brokers' fec
and share transactions ol investmenl companies and Unit
Trusts frem tornover tax in order to reduce the costs of
transactions. Reforms were announced to harmonise vari-
ous tax incentive schemes offered by the Department of
Inland Revenue and the Board of Investment. Tax holi-
days, duty free import Facilities and turnover (ax exemp-
tions On project specific imports were offered to compa-
nics in the manufacturing and service sectors. The de-
fence levy, which was re-named as the MNarional Security
Levy, was reduced to 0.3 per cent from the inttial level of
4.5 percent for imports of capital goods to encourage the
use of advanced echrology.

Taniff and customs reforms were introduced to rectity
the anomalies that arose when impert waritis were brought
under a (hree rates band structure of 10, 20 and 35 per
cenl, ensuring unilormily for vanous sectovs, Conues-
sions were granted (o raise productivily in agricullure and
fisheries, to protect the environment and to promote the
dissemination of knowledge, Irnport duties were reduced
willin the three rate band structure lor goods such as
agnicultural wols and equipmend, fishing nets, raw mate-
rials, inlenmediale goods and books and magazines.
Excise laxes were rationalised by confining excise laxa-
tion to exciseables such as hiquor, cigarettes, petrol, digsel
and few luxury consumer goods. The excise taz on beer
was reduced substantially to discourage the consump-
tion of hiarmiu alcohol and to promote investment in (he
industry which has an export potential,

Stamp duties were rationaiised by intraducing a value
hased sliding scale system as a revenue enhancing mea-
sure. Passport and visa fees were increased (o cover ad-
minisirative cosis. A new tax named Save the Nation
Contribution was imposed on personal emaluments over
Rs.15.000 per month, A levy was imnposed on Sri Lanka
Telecom with & view W passing  the turnover tax 10 the
users of the Facility.

On the expenditure side, an interin allowance was
granted o government employecs who had not received
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wage increases during the salary revisions intrpduced in
the previous year, Furthermore, a §0 per cont cut was
imposed on both non-wage eperational expenditures of
the Government and low prierity rupee funded capitat
projects. The Government issued long-term bonds to the
two Statz Banks and the National Savings Bank as atem-
porary measure onh agcount of the commitmenis made in
the: form of state directed credit in previous years outside
the Budget, with the objective of regularising these liabili-
ties and strengthening fiscal discipline, financial control
and accountabilily,

In order to arrest the deterioration of the fiscal posi-
tion in the wake of unexpected developments such as the
inercase in international wheal prices, escalation of de-
fenee expenditures and possible revenue shorifall due
the drought and the power cuts, the Government fmple-
mented several new revenue measures. Accordingly, the
gxcise tax on cigarelles and hard liquar was raised and
non-priority cxpendilures were pruned. A courageous
decision 10 raise the administered price of wheat flour
vonsiderably was made during 1996, which raised the
price of wheat tlour by 42 per cenl. While this corrective
price adjustment in wheat flour has almost eliminated a
major distortion, there should be a mechanism w ensure
flexible free market pricing of wheal (lour so that any pos-
sibility of a subsidy elemeni re-emerging in the future is
completely avoided.

In crder 00 impose stricter fiscal discipline the Goy-
ernmnent did ned raise the Rs. 125,000 million limit on the
outstanding level of Treasury bills, although there was a
nezd for additional domestic financing.

8.2 Budget Qui-turn

With the correcrive measures introduced during the
vear, the overall Giscal deficit was contained at 8.9 per cent
of GDP, thus falling short of expectations in the original
Budget far 1936 by 1.1 per cent of GDE

The total ravenue collection declined from 20.4 per
centof GOP in 1995, to 9.0 percent of GDPin 1994, owing
tor a relatively lower level of taxable imporls, a decline in
the average rate of import duty due to various tax relief
measures and exemplions granted and a degraase in non-
tax sevenue collections.

The impact of the new measures, such as the upward
revision of cxcise taxes, was partly offset by the macked
deching in economic activitics during the year. Despite
the increases in defence expenditre, wheat flour sub-
sidy, expenditure relating o refugees and the interest
coston dormestic debt, the measores taken to curtail waste-

ful expenditure were effective in conlaining the recurrent
expenditure at around 22.2 per venl of GDP. compared
with 231 per cent in the previous year. The curreni ac-
count of the Budyel was in deficit at 3.2 per cent of GDP,

Public investment, expacted to be al 7.5 per cent of
GDP in the 1996 Budget, dropped to 5.3 per cent of GDP,
reflecting the underutilisation of forzign resources, mainly
in the telecommunication and energy sectors, Net lend-
ing. which was expecied to show an inflov of 0.6 per cent
of GDF, turned out to be an outflow of 0.5 per cent of GDP
due 1o slow progress in the privatisalion programme.
These indicate that the containment of the budgel deficil
was achieved partly by a reduction in public investiment,
This may not be a desirable feature consideting the stale
of infrastructure development in the country. A low level
of public investment will jeopardize the medium and long-
term development efforts in the economy as the majority
of these public investments were meant for the develop-
ment and maintenance of the Infrasrructure of the
ECONOTY.

Recent fiscal secior developments indicate that a
heavy tiscal burden has emerged as 4 result of the rapidly
rising intergst cost on 4 high volume of public debt, pub-
bhie sector salaries and transfers t0 househelds in addinion
to rising defence expenditure. Although the averal] bud-
pel deficit was 8.9 per cent of GDP in 1996, the primary
delivit was only 2.2 per cent of GDP while the deficit ex-
vluding Jelence was 3.2 per cent of GDP. This indicates
that there are structoral weaknesses in the Budget which
need to be corrected throngh a programime aimed at elimi-
nating these structural weaknesses,
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The: use of forengn loans in financing the budget def-
cit decreased from 3.2 per cent of GDP in 1995 (0 1.4 per
cenl of GEFP in 1996, while the ulilisation of domestic
resources, on a net basis, increased from 5.1 per cent of
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GDPin 1995 10 6.4 percent of GDP in 1996, Iis important
3 nate that, though the Government expected a zero
level of bank financing in the 1996 Budgel, oltimately,
borrowings from the banking sector amounted 1o Rs 12,344
million in 1995, As a ralic of GDP, bank financing in-
creased from 1.1 per cent in 1995 10 1.6 per cent in 1904,
The Central Bank fmanced part of the budgel deficit
through the revolving credit facility extended under pro-
vigional advances and an inctcased volume of Treasury
bl holdings through open market operations. Govem-
ment resource mobilisation rom non-bank sources by is-
sning debt instruments was almost entirely limited to Ru-
pee loans and Treasury bills. The funds collected throogh
the Rupee Loan Programme amounted 10 Rs.46,716 mil-
lioti, oul of which 81 per cent was from the Employees’
Provident Fund and 12 par cent was from the National
Savings Bank. With the net new issues of Treasury bills
amounting 1o Rs. 11,225 million by Ceteber 1996, the out-
standing Treasury bill ievel reached its approved limit of
Rs.125 billion. As the Treasury bill limit was not revisexl
vpward and there were no viher government debt insiru-
ments availahle tor mobilising short-term liguidity in the
markez, the Government resorted (o borrawing from gov-
ermment institutions, statutory funds and other sources.
Such borrewings amounted (o Bs. 10,363 million in 1994,

8.3 Revenue and Grants

The 1o0ta] revenue in 1996 at Rs. 146,279 million reg-
istered a growth of 7 per cenl in comparison o 24 per cent
recorded in 1995 Tax revenue at Rs.130,202 million
recorded anincrease of 10 per cent, While the sharg of tax
revenye in total revenue rose [rom 87 per cent in 1995 1o
89 per cent in 1996, As a proportion of GDP, it daclined
from 17.8 per cent (o 16,9 per cent over the same period.
The reduction of revenue collection from twmover tax on
imports and manufactured goods, excise fax an liquor
and tax on excise (Special Provision Act) contributed to
the slow growth in tax collection in 1996, Revenue collee-
Hon from non-tax sources recorded a sharp decrease of &
per cent in 1996 compared 1o the collection in 1995, This
was Owing 10 a substantial reduction in proparty incorme
and dividends from the banking sector. Total foreign grants

“ulilised for budgetary purposes were lower by 6 per cent
in 1994,

Tax Revenue

Reflecting the tax relief granted to certain com-
modites during 1996, the share of taxes on poods and
services, consisting of turnover taxes, defence levy and
excise taxes, declined marginally to 59 per cent of to-
tal tax revenue from 60 per cent in 1995, The revenue from

these taxes recorded a slow growth of 9 per cent in com-
parizon 1 a growth of 25 per cent observed in the previ-
OUS year,

Revenue from the defence levy, which was imposed
on all gonds and services other than on exports, gener-
ated Rs 16,441 million and recorded a growth of 14 per
cent in 1996, compared with 49 per centin 1995, Revenuc
from this source aceonnred for 13 per cent of roral 1ax
revenus in 1996, Though there was a full year impact of
the increase in, the defence levy (from 3.5 per cent 10 4.5
per cent effectad in June 1995) on the revenue collection
in 1996, the slowing down of the growth in the import
sector, the reduction of the defence levy From 4.5 per cent
10 2.0 per cent in respect of imports of capital goods and
the revision of the tax struchire on cigareties were mainly
responsible for this deceleration.

Turnover taxes at Rs.37,631 million increased mar-
ginally by 3 per cent compared to an increase of 13 per
cent in the previous year. Further, the share ol revenue
from turnover taxes in wlal tax income declined from 31
per cent in 1995 to 29 per cent in 1996, The slower growih
in turnover axes was owing to the decline in ternover tax
collection on manufacturing activilies by 10 per cent and
on imporls by 2 per cenl. The reduction of growth in
imports, together with tumaover tax exemptions introduced
during the year, caused the decline tn turnover tax on
imparts. The reduction of the tax base on cigareltes due
lo the new kax revision introduced in the 1996 Budget,
power shortages and labour unrest which hampered the
level of output in the manufacturing sector and the ex-
emption of petroleum products such as diesel and kero-
sene from turnover lax could be identiflied as Lthe main
causes [or the reduction in tumover tax collections from
the manufacturing sector in 1996, However, turnover
taxes on non-manufacturing activities showed a signifi-
cant increase of 37 per cent compared Lo an increase of 10
per cent observed in the previows year, The rapid expan-
sion of scrvice sector aclivilies sech as banking and fi-
nancial services, ielecommunication, ports, e travel and
insurance contributed o the substantial increase in urn-
over Lax collection. Meanwhile, the tumover tax rage bands
of 6 per cent and 10 per cent were revised vpward to 7 per
cent and 11 per cent, respectively, in Navember 1996 in
order o facilitie a smooth ransformation to  the GST
system wilh a single moderate rate.

Revenue from excise laxes al Bs.22,067 million in 1994,
recorded an increase of 14 per cent compared to 4 growih
of 33 percent registered in the previous year. The overal)
increase in revenue from this source was generated en-
firgly by a significant growth in the excise tax on ciga-
rettes, while the excise tax on liquor and commoditics
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TABLE 8.1
Summary of Gavernment Fiscal Cperations RsMulion
et 1996 1097
1922 1993 1924 154985 Approved Approved
Eslimates Estimates
Tolal Ravanue and (rants 94,061 106,354 118,205 145 288 157,207 180, G4
Total Revenua 65,781 8,330 10038 136,258 148,207 170,734
Tax Reverue 76,380 A5 881 A7 118,543 132, 645 151 451
Mon Tax Reverue 3428 12448 16621 177158 10,285
Grants 8,280 8,025 B.257 4028 10,208
Expendueand Landing minus Repsyments 116,974 falk 460 16T 7BE ann, 43z - 238570
Cumeni Hile 102,288 127 B4 154,154 177,330
GCapleai 24,949 23662 30251 41722 47 879
Leanding minus Repaymant 2,386 4,510 10,203 4,5M
Currani Accourt Supus/Deficit-) -3 258 Pk oR| 17,046 BirA-sli
Blsctaet Diaticit (altar grants) 22913 34 006 -40 473 -55,196
Finanzing 22,912 W 036 49473 55195
Foreign Bormwing Efcl ] 2, BES 11,778 21,224
Domeslic Bomowings 15,562 24.241 37 6496 33872
KMarket Borowings 18,757 2220 38,362 33424
Mo bank 21,072 28,304 37,208 26,355
Banik 232 £,079 1,157 7065
konatary Authorty -1,801 -AZ A7 1764 7562
Commerclal Bamk «21 7.57R £07 Ba7
Citier Bomowings 3,205 ema £66 B4
Memorandum lem: Budgst Deficit (befora granis? Beal 7)) 42121 &7 FAG £,
AS a pereantage ot GOP
Tetal Revanue and Grants 221 213 204 21p 233
Tital Revenue 202 19.7 190 204 191
Tax Aevenue 17.9 1.2 172 178 17.0
henTax Revenye 2.2 2.5 18 2.7 2.2
Grants 1.9 1.8 1.4 1.4 1.1
Eipanditure and Lending mirws Repayments ery aaa 29.0 3.0 204
Cument 21.1 205 219 3.1 199
Caphal 5.8 67 52 6.2 5.4
beanding minws Repayments Q.6 o8 1.8 07 11
Current Accournt SuplusDefici-) .5 -8 Bt =27 .8
Budget Deticit (a'ter grants) -5.4 6.8 245 8.3 -B.1
Finanzing 5.4 6.4 8.4 B3 B.1
Foreign Bomowang 1.7 20 21 iz 1.6
Domestic Bomewings 37 4.8 85 &1 4.5
Tdarkat Berrowings 44 4.4 LX) 5.0 4.5
Mon bank a0 5.7 G4 3.9 4.5
BRank 0.5 -1.2 oz 1 -
hdgretary Autharlty .4 27 i) 1.1
Commcial 2ank o1 15 0.1 1
— Oiber Bomowings Q.8 0.4 0.1 0.1 .
Memarandum Nem: Buadget Defict (oeforg granis) . 8.4 100 4.6 7.3

Sourge: Central Bank of 86 Lanka

Itsted under the Excise (Special Provision} Act recorded a
reduction in revenue collection in 1996, The consolida-
tion of the excise tax on tabaceo leaFand  cipaveites inlo
a single unit tax based on internationally accepted lengths
and weights of cigarelies and (he ppward revision of
excise tax rales on Cigaretles in July 1999, (ogether with
the increased volume of sales of cigareties, were tespon-
sible for the marked increase in exeisc tax collection, al 48
per centcompared ta 1] per cent recorded in the previous
vear. In contrast, revenue from excise tax on liguor, which
amounted to Rs.5 839 million, showed a drop of 7 percent

compired (o the increase of 34 per cent in the previous
yedr. Despile the upward revision in excise duty on hard
liquar in July 1996, the drop in hard liquor production
resulted in reduction of the revenue collection by 7 per
cenl In addiion, even the raped ingrease in the produg-
tion of beer, by 70 per centin 1996, could not eecoup the
revenug losses duc to the drastic reduction in excise tax
on becr fromm Rs.33.00 per bulk litre (@ Rs. 10,00 per bulk
litrs in November 1995, Following the situplification of
the Excise (Special Provision) Act by continuing the tax
only on commodities with high potential yield while elimi-
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naling the tax on a large number of other commodities,
revenue collection o this 1ax category dropped by 22
per cent to Rs.3,395 million. Meanwhile, the excise tax on
petroleumn products such as petrol and diese], was
rationalised by converting it from a fixed rate basis to an
ad valorem basis with the npward revision of prices in
November 19906,

In spite of an increase in the tofal value of imports by
14 per cent in 1996, revenue collection through import
duties rose only by 4 per cent. This low growth was
attributable to the downward revision of tariff rates for
agricultural squipment, books, timber, fishing nels e, and
full or partial duty waivers granted forsome imports, such
as rice, sugar, polatoes, onions, dried chiliies and motor
spare parts, which resulted in a reduction of the share of
dutiable imports in -lotal imports from 44 per cent in 1995
to 42 per centin 1996, Accordingly, the average smport
duty rate on total imports, which 1s denved by dividing
the 1otal import duty collected by wtal imports, declined
from 100 percentin 199510 9.2 percentin 19946, while
the average duty rate on dutiable itnports dropped from
226 percentin 1925102 1.4 percent in 1526, Meanwhile,
import duty eollections in relatton 1o GDF declined from
36 percent in 199510 3.3 per cent in 1996,

Revenue from income 1axes at Bs. 20,751 mitlion in
1996 reflected a buoyant growth of 21 per cent over 19935,
The share of income laxes (o total tax income increaserd
from 14 per centin 1995 1w 16 per centin 1996, with a
margmal increase from 2.6 per cent of GDP wecorded in
lhe previous two vears to 2.7 per cent of GLP in 1996,
Due to anincrease in the tax threshold from Rs 60,000 per
annum to Es. 100,000 per anmum, widening of the tax
slabs, lowering of iniermediate tax rates and the removal
of surcharges on income taxes, receipts from personal in-
come laxes at R=.7,313 million recorded a marginai de-
crease of Re.43 million. Revenue from the new tax, Save
the Mation Coatribution, which was imposed on employ-
ees in the public and private sector al a rate of 2 per cent
on those who earn monthly emoluments between
Rs.15,000 and Rs. 30,000 and  at a rate of 3 per cent on
those who carp maonthly cmoloments  over
Rz 30,000 amounted 10 R 125 mifhou in 1996 Meanwhiic,
in spite of the discontinuation of surcharges imposed on
corporale income tax, revenue collected from corporate
income Lax at Rs.13,311 million showed a remarkable growth
of 36 per cent mainly dueto improverments in ax admin-
istration, which was reflected in the collection of taxes on
under disclosure of income amounling w s 1,476 mil-
lion, improvemenl in service sector activities such as tele-
communication, banking and insurance and the paymenl
of arrears of income iax of about Bs. 1,000 miilion by the
Ports Authonty during 1996,

Stamp duiy at Es.5,279 million in 1996, regisiered a
marginal increase of 2.per cent compared (o and fncrease
af 18 per cent in the preceding year, In spale of the
revision of slamp dulizs on receipts on the basis of o
progressively sliding scale, the slow growth of unports
and the exemption of bonds and debt securities from stamp
duties have partly offset the expected hugher revenus
collections through the enhanced revenue measures.

Chart 8.2
Composition of Revenue
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TABLE 8.2
Summary of Hevenue by Coemponant
Rs Million
1906 1987
Iterm 1882 1443 1984 1995 Approuext Approved
estimates Estimales
Tax Rewvanyer 76,383 85,651 20417 118,543 132,648 154,45}
Income Taxes 10,567 12,543 15277 17,161 21345
Parzonal 4 067 5,235 5,621 7,358 7E25
Compomle 6,500 7.208 9,656 3803 13,180
Save the Matlon Contributiongs - . . - 400
Taxes on Property 3,597 3483 4,386 5162 A.7E8
Tax on Treasury blls held by Ceniral Bank 1,901 1,073 4714 1.050 350
Taxes on Domestic Goods and services ap 158 47 69683 56,685 TO.7HT oz aes
Goneial 3a13s and IWmaver 183 24,005 49663 32,35 35,429 43,478
Manutaciunng R.2G67 9231 31T o SR 12,023
Mo Manufgaturing 3,545 q B35 64458 7074 a.522
Irmiprls 12 287 15607 165,684 19449 22,532
Exclzo Tax 10232 11655 14,532 18.43%
Liguor 3434 4,053 4,685 5,184
Tobacco 5,573 §.6E4 7884 8768
Oher 1285 126 2 {158 3730
Dealenza Lowy 3,764 6,589 9693 14,408
Licence feas &7 5 60 524
Taxas on intemational Trada &1, 640 20819 22,550 24 373
fmports 20,819 23, TH2 22 504 24 385
Euports B &7 - ]
hvor Tax Revenwa 09,428 12,448 10,521 17715
Property Income G, 26 A.154 7 3601 12 BRE
ol which: Cerral Bank Prodits 1,153 1.0 1,20 1,200
Inlergst Income .59 4,33 4, 56 5546
Surplus of Trading Enterprises 1178 - . -
Faes s ehargas 1.225 1,303 8] 1751
Qithgr Non-ax revenue 1944 2,480 2,273 3108
Tolal Revenus 85781 98,359 110,038 136,258 170,736
Az a percentags of GOP
197
frem 1492 1003 184 1045 e proved
Ezlimates Estimalas
Tax Revenue 18.0 112 17.2 17.6 170
InGorme Thaes 2B 2.5 26 26 2.4
Fersanal 1.0 1.0 1.0 1.1 &a
Conporate 1.6 1.5 1.7 1.5 1.5
Save Ine Nanon Contrbaions - . .
Taxes on Praperty op &7 0B 08 o8
Tax on Trezsyury blils held by Cantral Bank 0.3 02 o1 0.2 .0
Tawes on Domeastic Gooda and senvicas a0 3.5 9.3 RRHLE] 104
Generalsales and tumoswer 1ax 5.7 5.8 L 54 4.9
Manufactyring 1.9 148 1.6 15 1.3
Mon Manulactuning og 1.0 11 18 10
Impars 23 a1 2.4 as 2.5
Excise Tax 24 23 25 2o iz
Liuor iR} 0B &8 PR b8
Tobacoa 1.3 1.4 14 1.4 1.7
Cuher A 0.1 0.4 6 0T
Calence Lawy 08 13 1.7 2.2 21
Licence jacs - 0. (-3
Taxas on Intemational Trade £ 4.2 38 36 34
Impants 4.9 42 3g 36 34
Exparts .z . - -
Mon Tax Hevenua 2.2 2.5 1.8 .7 22
Propery Income 15 16 13 20 14
al which: Central Bark Profis 03 nz Q.2 n.z oz
Interés! noome 14 0.5 0.0 1.0 0.7
Surplus of Trading Enfarpnses 0.3 - - - .
Faas and charges o2 0.z a2 0.3 o.a
Crthar ron-tes evenus 0.5 06 0.4 04 0.5
Tedal Reverwe: w2 19.7 19.0 A4 191

Soutee: Central Bank of Sn Lanka
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Non-Tax Revenue

Non-tax revenue recorded a decrease ol 9 per cent in
1996, mainly reflected in a decline of property income
from Rs.12,856 million in 1995 10 Rs. 10,059 million in 1996
The profits transferred by the Central Bank amounied o
Rs.1,700 million in 1996, Posiponement of interest pay-
ments by the National Development Bank (NDB) and the
Development Finance Corporation of Ceylon (DFCC), the
lower amount of dividends imposed under the Finance
Act on public enterprises in 1996 and lower dividend
payments by the two state banks were the major reasons
for the reduction in property income. Meanwhile, rev-
enue from fees and charges increased from Rs. 1,751 mil

lion to Rs.2,827 million due 1o the upward revision of

passport and visa fees and the full year impact of the 20
per cent increase in fees and charges on services ren-
dered by government departments. The other non-tax
income, which amounted to Rs.3,191 million, showed an
mcrease of 3 per cent mainly due to a substantial in-
crease in social security contributions.

Foreign Grants

Total foreign grants wtilised for budgetary purposes
in 1996 amounted o Rs.8,500 million, registering a de-
cline of 6 per cent. Consequently, total foreign grants in
relation to GDP, which have declined continuously in the
recen! past, further declined from 1.4 per cent in 1995 (o
1.1 per cent in 1996. Receipts on account of project and
programme grants amounted o Rs.6,140 million while
commaodity and food aid amounied o Bs. 1,236 million. A
sum of Rs.362 million was received under technical assis
tants, while the balance Rs.761 million was unclassified.
As in previous years, Japan conlinued to be the major
donor, providing Rs.2,880 million, followed by Norway.
which provided Rs.2,424 mullion,

8.4 Expenditure

Total government expenditure and net lending at
Rs.214,710 million recorded an increase of 7 per cent in
1996 compared 1o a |9 per cent increase in the previous
year. However, total expenditure as a ratio of GDP de-
clined sharply from 30.0 per centin 1995 1o 27.9 percent in
1996. Current expenditure amounting to Rs. 170,629 mil-
lion aceounted for 79 per cent of total expenditure in com-
parison to 77 per cent in the previous year. Public invest-
ments at R5.48,370 million showed adecline of 8 per cent
in 1996, while as a ratio of GDP it dropped from 8.0 per
cent in 1995 to 6.3 per cent in 1996.

Current Expenditure

Currentexpenditure in 1996 m Rs. 170,629 million re-
corded an increase of 11 per cent, which was substan-
tially lower than the rate of growth of nominal GDP at 15
per cent in 1996. As a result, current expenditure as a
ratio of GDP dropped from 23.1 per cent in 1995 10
22.2 per cent in 1996, Expenditure on defence, public
sector salaries, pensions and interest payments on pub-
lic debt remained at 77 per cemt of wial recurrem ex-
penditure m 1996 as in the previous year. Despite the
strict control on resource outlays of & eurrent nature,
Government was nol able 1o contain current expenditure

Salaries

Intergut
Curment Translors
Othar Curmant

Capital

Mal Lending
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. TABLE 8.3
Economic Classitication of Expanditure and Landing minus Repaymsnt
Hsz. M'Il'gn
1896 1997
ltam 1992 1943 1954 1995 Approved Approved
' Estimales Estimates
Curran Expanditure 8% B3% 102,208 127 054 154,158 1568, 7B 177 8530
Expandiiure on Goods and Senicas 39602 44 B55 B4, 700 TE447 82,510 B3, 0HE
Balaries and wanes 20753 26,332 29,3063 34,900 30,974 44,803
Cther Goods and Sendces 18.888 18,563 2530 40,538 42,541 38,483
Intgrest Paymants 25 740 0202 38,031 3,225 44 057 49,8900
Fofengn 4,733 5302 5511 6,142 7351 8,334
Dormestic 21.201 25,10 32 520 52083 36,706 41 462
Currenl Transters and Sulsidies 24,007 27,180 34,182 40,487 48,105 44,044
T pliblic Carprarstiaons 1.428 1,571 2634 7041 5,308 - 2,239
T public Instliuions 6% 2,091 1,978 2,182 2730
To DMher levels of Govammen! 7111 836 1,307 1,157 1512
To households and other seciars 14819 23,652 28.263 28,307 Jr.:5
FOod S80S, 1000 51mEky 810, 4 AEF 4,580 4 554 1,789 1.082
Jana SaviyaSamurdhl 3098 3,685 5,368 5,130 11,784
Pensions .09 10518 13,271 14,549 16,825
Fettilizer Subsidy - - 830 1,345 1,500
{HRer 4 158 3911 4,334 &404 6245
Frgnigige lur Under expendilure . . . - 4 800
Caphal Expeniturs 24848 a3,662 30,201 41,722 13,203
Arquisthion ol Real Assels 12804 19,718 18,747 22 589 a3
Capltal franslars 12345 13,843 13,654 18,134 18,290
T putllic Gorpomatiens 4610 4,311 4 246 rE14 §,123
T public Insliutons 6,663 8,551 3431 10446 12,119
To Qfher lavals of Govemment 1.028 1,036 214 1.057 1,000
e 44 45 51 17 45
Provison tor Under expenditung - - - - -2.400
Lending minug Repaymeant 2365 3,510 10,2563 1,601 -1,499
Advence accounts -150 410 2.46d -1,580 200
On lending 6,24 5 £,265 10064 11087 15313
Restrsuag Cos 1, 7R 1. 465 d 73 4.191 i Fe2
Frivalzallenproceeds 2 ARG 1,200 2,956 -3,004 -21,000
Loan Rspaymarnts -2810 -2430 -2.976 -5,087 ~4,104
Tl Expend ure and Met Landing 116,974 143,450 {67,768 200,442 208,385
A5 3 percantyde of GOP
1557 !
Iharm ToH2 1R 1354 1905 . Aporovad
Estimalas .
Current Experxditure 214 .5 21% 231 199 !
Exprandiure on Goods and Sendtss 2 Lo 24 13 g3 |
Salares and wages 4.4 5.3 51 8.2 5.0
Oiher Goods and Sendces 44 3.7 44 6.1 43
Inerest Paymens e g.0 6.5 5.7 56 -
Forelgn 1.1 1.0 1.8 09 o,
Domeslic 5.0 5.0 5.6 4.8 46
Gurrant Translers and Subsies X 5.4 h4 f.1 a8 |
Ta pubiic Cwpaiations a3 0.3 0.5 1.2 0.3 1
T public InstilGons G4 0.4 33 0.3 04 |
T Cner lenea |z of Gowarnmant 0.3 0.2 4.2 nz a2 |
To howsohelas and cthar sactors LI 4.5 4.2 4.4 41
Food stamps, Tood subgicy gte., 11 i} 0.4 03 ogo
Jang Saviya LI 0.7 LIRS 0.8 11
Pansions 19 2.1 23 2.2 20 |
Fertilizer Subsidy 0. [+ ] o1 0z bz
CHhar - - a7 1.0 0F
Prowiston for Undar expand|ture - - - - -
CapHal Expenditure 5.8 &7 52 6.2 5.4 |
Acquisilicn ol Feal Azgals 34a 3.9 2% 34 1.2 |
Capiltal transtars 24 24 24 28 21
To public Corporatlons 1.1 0.9 0.7 1.1 0.7 i
o public Instikuifons 16 1.7 s 1.6 1.3
T Ovihay levels of Govarmmarnt 0.2 0. 0z 0.2 0.1 |
Othéer a0 Rt} a0 o.o oo |
Prowlgion lor Lnger axpendliurg . B . . on
Leraing mirnts Repeymeont 0.6 0.9 1.4 0.7 e
of which Advance accounts - 31 0.4 L2 41
Total Expenditure and Mat Landing 2.5 28.1 200 30.0 284
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at 21.9 per cent as targelted in the Budget, mainly duc to
the enhanced cxpendilure on delence.

Following the reveston of salaries lor weachers in 1993,
salaries of all government employees who had not re-
celved any wage increases i 1993 were revised upward
according to the recommendations made by the Salaries’
Review Commission. An inlerim allowance of Rs. 1() pet
month during the first six months and Rs.250 per menth
trom July onwards was paid until the new salary revision
was effecied, In addition, an extra allowance was paid in
1994 to detence personnel who worked in operalional ar-
eas. As a result, the total cost of personal emoluments
increased by 10per cent, from Fs.34,90% milhion in 1995 to
Rs.38.332 million in 1996, The total wage bill included
R=.13,337 million for defence services, which recorded a
10 percent increase in 1996, Expendiiure on salaries and
wages accounted for 22 per cent of current expendilure,
whilc as ashare of the total government revenue it was 26
percent. The total wage bill as a ratto of GDP declined o
5.0 per cent compared 10 5.2 per cent in 19935,

Interest payments on poblic debt at Rs.46,021 million
recorded a substantial increase of 20 per cent compared
10 the marginal increase in 1995, while a5 a percentage of
GDF, it increased wo 6.0 per cent from 5.7 per cont in the
previous year. The interesr cost of domestie deht at
R5.39,282 million showed an increase of 23 percent over
the previous year. Prtersst paid on Rupee Securities at
Rx 20,311 millien recorded an increase of 12 percent,
while the average intercst rate on Rupee Loans was about
13.8 perceni. The increase in the Rupee Loan stock, net
of bond issues, by Rs.24,174 milliom and the issue of
Rupee Loans al a bigher rate of interest ranging from 13-
15 per cent per annom during the firsthalf of 1996 poshed
up the 1otal interest cost on Rupee Loans in 1996, Mean-
while, the interest cost on Treasury bills showed a marked
increase of 29 per cent to Ks. 18,053 millien due to the
new issues of Treasury bills which amounted (o Rs. 11,225
millien during first ten months in 1996, high interest rates
prevailing during 1995 and ontil Fehruary 1996, and the
high propottion of J-month Treasury bills issued durning
1996, Interest rates on Treasury bills with ong year matu-
rity ranged from 1220 t0 1943 percent per anmuosm m 1949,
13.68 1o 20145 per cent per annam in 1995, and 14.40 10
19.05 percenl per antium m 1996, The limil on borrowings
through Treasury bills prevented a further increase in in-
terest cosls on Treasury bills in 1996 as the outstanding
stock reached the approved Treasury bills limit of Rs. 125
billion. The average interest cost of Treasury bills was
15.86 per cent per annum compared to 14, [{ per centin the
previous year. The interest cost of foreign debt increased
by 9 per cent to Rs.6,739 million in 1996, while the original

budgelary estimate was Rs 7,351 million. Government's
uhility to homrow low cost concessional loans with Tonger
grace petinds and the appreciation of the rupee against
the Japanese yen by 7 per ceniduring 1996, (about 30 per
cent of wial vutstanding foreign debr Hability was de-
nominated in yen} could be identified as major factors
contributing o 1he Tower interest cost of foreign debr in
1996, Displaying the concessionary nature of the out-
standing foreign debt, the average rate of interest on
foreign debt stock remained around 1.9 percent in 19946
compared to 1.8 percent in 1995,

The total smount of ransfer payments, comprising
rransters 1o households, public corporations and insti-
wtions and local government, at Rs.46,813 million, re-
corded an increase of 16 per cent compared to X percent
recorded in the previous yvear, Despile the reducton in
current transfers to the plantation sector as a result of
the privatisation of 13 plantation companies in 1995
and 1996, transfecs to public corporations increased by
5 per cent (9 Rs.8,232 million mainly due (o increased
operational losses al the Railway and Postal departments
and the large expendimre on the wheat flour subsidy in
1955, In spite of several pward revisions in wheat flour
prices from Rs.11.95 per kg, to Rs.16.95 per kg, during
1996, 1otal current transfers o the Co-operative Whole-
sale Establishment {CWE) on account of losses meurred
on wheat flour sales was cstimated 10 be about Rs.5,515
million, comparcd 10 Rs.6, 200 million in the previous year.
A sharp rise in wheut grain prices in the international
market by 19 percent from US dollars 186 per metric
ton in 1995 1w US dollars 221 pet mewric 1on in 1996
{average C&F price), 8§ per cont exchange rate deprecia-
tion of the rupee against the US dollar and an increase in
the operativnal cost of wheat flour distribution resulied
inan average loss of Rs.6.97 per kp. in 1996, aven with
the revised prices, compared to Rs.9.02 per kg. in 1995,
Wheat flour consumpticn in 1996 remained high at 692,164
metrie ions compared W 683,683 metric tons in 1995, The
sharp increase in the price of nice due to lhe shortage in
supply resulting Irom the all in paddy production by 27
per cenl and the high prices of imported rice contributed
1o Lhe high level of wheat thour consumption in 1996, The
combined effect of these factors, i.e., the high import
price of wheat grain, depreciation of the tupee and the
high leve! of wheat Hour consumpiion, offsct the effect
of demestic price adjustments made in wheat onr, re-
quiring a substantial subsidy on whear flour sales in 1996,
Meanwhile, transfers o public institutions increased
marginally from Rs 2,132 milhon in 1995 to Rs.2,234 million
in 1994, However, tolal current (ranslers 1o corporations
and institutions declined from 1.5 per cent of GDF in 1595
to 1.4 per centof GDP . 1996,
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Transler payments on account of the operational
lusses of the Railway and Postal departments stood at
Fs. 1,232 million, a 21 per cent increase over the losses
incurred in the previous year. Despite the increas: in
raslway fares by [ 3 percent in March 1996, the tofal rev-
enue collection of St Lanka Railways dropped matginally
trom Rs.947 mullion in 199510 Rs.938 million in 1996, while
the recurrent expenditure rose by 5 per cent to Rs. 1,826
million, Meanwhile, the revenue collection of the Postal
department remained at Ks.1,326 million. almost cqual te
the level recorded in 1995 while current expenditure in-
¢reased by 7 per centto R E,670 million. Asaresult, the
aperational lozses of the Postal deparment rose by 48 per
cent to Re. 344 million, while the lozses of the Railway
departmem at Rs 888 miliwom increased by 13 per cent,
resulting in total operational losses of Rs. 1,232 mil-
fiom (o 1996.

Transfers w households, consisting of pensions and
other welfare payments, amounied o K 34,700 melhon
showing a 18 per cent increase in 1996 Pension pay-
ments increased by 6 per cent 10 Rs. 15,465 million and
amounted to 2 per cent of GDP i 1996, This increase
was a combined resultof the adeditiem of abau 8000 new
retirees and the payment of the overdoe cost of living
allowance in 1996, Meanwhila, initial steps were taken
ta consnlidare multiple welfare programmes such as food
stamps. kerosene stamps, Janasaviya and Samurdhs into
a singhe welfure programme, which would be operated
under the Samurdhi programume. Totak divect subsidies o
households under schemes such as  Samurdhi.
Tamasaviva, food siamps, kerosene stamps, infant milk
food, school seasen tickets, lree school books, free schoal
untforms and Thriposha care increascd by 21 per cent w
Rs. 12,735 million in 1996, Although the mid-day meal
pregramme wis ternpnaied trom the heginning of 1996,
the increase in the total number of recipients under the
Samurdhi programme rom 1,213,535 10 199510 1 458 888
in 1996 togeiher with the increase in the number of
Samurdhi animators to 23,048 aod Samurdhi supervisors
to 1,337 contribuled to the substaniial incecase in wellare
expenditore in 1996, The escalavon of the war in the
Northern and Eastern provinces increased the number of
displaced families, enhancing the expenditure on refu-
gee related relief programmes from Bs.2,325 million in 19935
o Rs.3,275 million in 1996, Meanwhile, the cost of the
fertitizer subsidy scheme amounted o Ks. 1,500 miilion,
compared to Rs.1,343 million in 1995 due o the increased
usage of fertilizer in 1996.  As a result , transfers to
howseholds as a raug of GDP showed a marginal in-
crease [rom 4.4 per cent in 1995 to 4.5 per cent in 1996,
Current expendilure incurred in processing various goods
and setvices required for pperational purposes decreased

marginally to Rs.40,334 million in 1996 from Rs.40,538
milliun in the previous year, This decling was a combined
outcome of a margmal reduction in defence outiays and
expenditure on civil administration in 1996, Due o the
stringent measures taken to contain current expenditure
on other goods and services on non-defence activilies,
such expenditure declined marginally, wo Ks.9.4835 million,
in 19961rom Rs.%.495 million in 1995,

In terms of the functional  classification, current
expenditure on social services comprising education,
health, weifare and community services at 559,294 mil-
lion, accounting for 35 per cent of the total current expen-
diturc. Current expenditure on education and health ac-
counted fer 43 per cont of wial expendilure on social
services, while welfare payments accounted for 55 per
cenl. Total expenditure on social scovices however
dropped from 8.6 per cent of GDP in 159516 7.7 per cunl
in 1996

Current autlays provided for the aperation and main.
lenance of eponomic services increased by 9 pur cent o
Es.3, 807 millionin 1994, Economic services such as trans-
part and communication and wrade and commerce, largely
accounted fur this increase in 1996,

Current expenditure on general pubhic services al
Ks.533.165 million shuwed an increase of 11 percentand
accounted for 31 per cent of the 1otal current expenditure
in 1996, This was a combined result of a 4 per cent in-
crease in expendilure on defence and public order and
safety (0 Rs.42,901 million and an merease in expenditupe
on civil administration by 56 percent to K5, 13,207 million,
mainly due 10 enhanced expenditure tor Divisional Sec-
retariats and Provincial Councils.

Public [ovestrment

Public investment consisting of capital expenditure
and on lending 10 public enterprises, recorded a drop of
8 per cent o Rs.48,370 million, and as a ratio of GDF,
declined [rom 8.0 per centin 15995 12 6.3 per centin 1996,
Capital expenditure, which consisted of acquisition of
real assets by povernment minisuies and depariments
and capilal transfers to public corporations, instito-
Licns and other levels of government, recorded a dechine
of 4 per cent from Rs 41,722 million in 1993 to Rs.40,034
million in 1996, while en-lending to public enterprises
dropped frorn Rs. 11,087 mullion i 1995 to Rs.8,330 rmithon
in 1996, Acquisition of rcal assels (hal enhanced the
capital siock of government ministres and depatiments
under the Public Investment Pragramme (PIP) increased
by 9 per cent 1o Rs. 24,576 million.
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TAELE 84
Funttional Clagsification of Expenditure
Ps. Milien
1996 1957
Itam 1002 1093 1504 1995  Approved =2 Approved
Estimates > Egtimales
Currem Exporuiiture d
Ganeral Public Sarvices 24,451 27564 30,444 47,068 45,400 54,055
Civil Adminmistration 7.8 7408 4637 8562 16,202 13431
Dafence 12,876 15413 19,415 35,166 25,180 J3.5%8
Publie Qrger and Safely 4,475 4 T46 6,302 £, 140 7.4 7.057
SocialSorvices 32,700 37,476 47 656 57 653 63,184 E8,740
Educalion 163,533 11,225 14,838 15,784 13,231 13,407
Health 4518 ET11 7 6BR B84 111,566 12,054
Whalfarg 17,378 20,255 24 5e0 A2 108 34 550 1 824
Housing - - - - - .
Community Senices an b5 593 34 847 1,455
Economie Sorvices . 3834 4328 8,195 B.O7B 8,168
Agricatture & frigation 1,398 1,483 2506 3,828 3448
Fiznariag €8 157 [e.1] 105 178
Manufacturing and Mining 348 ana 351 252 o2
Energy ant Water Supply 133 [re] 518 08D R1g
Transport & Communucation 1,208 1,245 2024 204 1,874
Trada & Commarce 232 203 72 172 2By
Cher 446 fairk} 625 715 7
Oiher 28.652 32,920 42,789 40,546 LR 1E ]
ol whch: Inlarnst 25,540 203 38031 38587 44 357
Provision for Urder Expenditure - . - - ) B0
Todal Curmand Exgppanditiare BSALS 102,265 127 034 154,155 155,781
Capitzd Expenditurs and Landling
Ganeral Pubtic Services L& 4,008 2,350 5,776 4,335
Ciwil Adminlgiratwen 1,256 3463 1,753 3,062 3,226
Public Crder and Safely T4 s 637 1814 1,109
Socinl Services 6,136 6075 7.ar 9.854 12,363
Education 2,008 2,845 2857 3,124 4,418
Heatth 2023 1,253 15819 2134 3664
Walfare 1,187 .08 1,681 1.590 1,145
Hesing TET 50T} a2 1,810 1,256
Community Servicas 148 182 7o 1,207 1,882
Economic Sarvices 20444 29,500 20304 36,106 33,170
Agriculiure & |migation 5,88 8,882 5179 6,060
o Mahawali Priject 24670 2810 25598 3,090
Fieherios 174 124 356 1a1
manulacturing and Mining 1B4 1,471 22 250
Erergy and Water Supply 5 EET 4778 F51R falnx ]
TrartspHt & Communucation 4 563 141,165 14522 188498
Trada & Cohrtans 365 354 182 0
Cher 3840 7 066 3,512 5,524
Other 1,072 1,041 1,084 1,074
Proviglon for Under Expend/ture - . - .
Total Capital Expenditure and Lending 20622 40,841 40,455 52,840

Meanwhile, capiial transfers to public corperations
and institutions, which ameoonted to Rs. 153,620, million
reflected a 14 per cent reduction largely due to the decline
in capital jransters to the Mahaweli Authority and the
Road Development Authority in 1996. In addition, the
higher levet of capital transfers for the settlement of ar-
rears amounting to Ks 2,395 million 1o the Shipping Cor-
poration attrihuted o enlarge the capital transfersin 1995
Government institutions which were direcily involved in
infrastruciure development, such as the Road Develop-
ment Authority (Rs.4 404 million), Urhan Development Avu-
thority (Rs. 776 million), Southere Developmem Project
{Rs.334 million), National Water Supply and Drainage
Board (Rs.3,313 million) and Land Reglamation and De-

Saurce: Canrgl Bank o Sn Lanka

velopment Board (Rs.2.414 million}, were given prionty in
capital rransfers.

Capital expendilure incurred by public corporations
and institutions from funds mohilised by way of govern-
menlon-lending amounted 1o By 8,335 million which was
only 54 per cent of the budgetary provision in 1996 This
reduction was the combined outcome of large capitat sav-
ings of Rs 2,355 million by the Ports Auwthority in the Fors
Development Projects and the underutilisation of capical
by 5n Lanka Telecorn (Rs.947 million), Ceylon Eleciricity
Board (Rs.1,837 million) and ether enterprises totalling o
Rg.4,254 mithen. Although the budgetary provisions for
the Part Development Authority for the conghruction of
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Jayah Containgr Terminal Stage T and TV was Rs.5, {10
illion, the two projects were completed at a cost of
Rs.2, 745 million, which saved Rs.2,355 million in the capi-
tal budget. This saving was largely attributed to bulk
purchases of imachinery and equipment for both projects
at competitive prices from the intemational market. Mean-
while, the delays in administrative procedures and the
environmental concerns, which affected  the develop-
ment activities of the Ceylon Electricity Board, Sei Lanka
Telecom and other institetions, were responsible for the
underutilisation of resources in 1996,

In terms of [unctional classification, though pub-
lic investment in ceconomic services in 1996 recorded a 4
per cenl dropr to R5.34,.519 million, it aceounted for 71 per
cent of wital public investinent compared to 68 per cent
in the previous vear. The wanspon snd communication
sector accounied for Rs 14,898 million er 43 per cenl
of ttal expenditure on account of econonlic services,
out of which the Road Development Authority {Rs.4,404
millivn}, Ports Authority (Rs.2.776 million} and Sn
Lanka Telecom {Ks.2,406 million) accounled for
Rs.9,586 million or 64 per cent of the total cost on Irans-
port and communication.  The capital expenditre of the
Mahaweli Authority of 5n Lanka accounted for 35 per
cent of capital expenditure on agricullure and imigation
services, and 7 per cent of total capital expenditure on
economic services. Meanwhile, public investment in the
cnergy and water sopply scctor amounted (0 Ks.6,035
million showing a 21 per cent increase in 1996, This seetor
accounted for 17 per cent of the toral capital expenditure
ON eConomic services. Investment in the National Water
Supply and Prainage Board ar Rs 3,313 million and on
lending of Rs.2,721 miltion 1o the Ceylon Elecricity Board
{CEB) accounted for almost the entirety of the capital ex-
penditure on energy and waler supply serviges,

Public imvestment o sacial services, consisting of
wducation, health, welfare, housing and community ser-
vices, increased by 14 per cent to Ks. 11,185 miliion and
accounted for 23 per cent of total public investmcnts in
1996, Investment in cducation at Rs.4,384 million and health
alRs. 2,768 million showed inereases of 40 per centand 30
per cent, respectively. These increases wene largely duc
{o the increased expendimre an consiruciion of hosels
for universily students in the education secier and on
patienl care services such as acguisition of eguipment
- and improvemenl of capital assels in the health sector.
Meanwhile, the expendilure on special wellare services
declined by 37 per cent mainly due 1o the consalidation
and targeting of existing welfare programmes in 1996,
Capital investment in general public services at Rs. 2,827
million recorded a marked decling of 51 percentin 1996,
mainly due to the strict rneasures taken 16 curtail non-

priorily capital expenditure in the area of civil administea-
lion. As a result, the total capital invesiment in general
administration declined from 0.9 per cent of GDP in 1995
to 0.4 per ¢cent in 1996,

8.5 Provincial Councils

The main objective of establishing the Provincial
Caouncil (PC) system under the | 3th Amendment to the
Constitution; Provineial Cooncils Act No, 42 of 1987 was
o decentralise the decision making process by the del-
egation of administrative powers o these Councils. As
the powers given to the PCs are not sufficient to ratse
adequate revenuve (o meat theit operational expenses, the
Central Government allocales funds {or certain devolved
activities atthe PC level. These funds are provided as
block grants, while develved activities of a cupital nature
are financed through crileria based grants by the Central
Cigvernment,

The revenue cellected by PCs at provingial level by
way of taxes vn production and consumplion, stamp duty,

TABLE 8.5

Budget Out-turn for Provincial Councils ]
A& Miltion

Item ik
i Total Revenue 44402
1.1 Tax on Produclon and Expenditurs 31804
Tumover Taxes 23352
Llcsrwes Frms B30.8
Ciher Taxes 54
1. 2 Prufits and Dividends 682
f. 3 Sales and Charpes AT
1.4 Stamp Doty =T
1. 5 Other 1.2
2. Toral Experiitun: 20,8526
2.1 Gurrgnt Expenditure 18,7953
Functionzl Basis 1 ]
Prowinglal Adminisiration 2,0545.9
Ecommmic Sorviccs 755.1
Social Services 16,9723
Econqmic Basis 19,7853
Pesr=onal Emolumenis 16,0406
Oither 37646
2.2 Capital Expendiure 10573
Acqusition of Capilal Goods 5357
Capial Transfars 65,4
Othar 372
3 Financing 15,283.0
3, 1 Black Grarls 14,0859
3.2 Crileria Based Grants 857 1
2.3 Matching Brants 325.0

Souwreos: Minstry of Co-aparative, Pravindial
Coungls & Indgenosus Medicing
Ceniral Bank of S Lenka

(2] Provisipneal
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property income, sales and charges and sales of capital
2o0ds increased by 10 per cenl to Ks.4.384 millionin 1996
compared to Rs.4.440 million in the previous year, Rev-
enue collection from taxes on prodoction and comsump-
tion, which inclodes turnover taxes on wholesale and re-
tail businesses, licence fees and other laxes, amounted o
Re.3,416 million, accounting for 70 per cent of the total
{devolved) revenue collection and showed an increasg of
7 per cent over the previous year, Turnover tax on whole-
sale and retail businesses amounted to Rs.2,464 million,
recording a & per cenl increase m 1996, A turnovet tax
rate of 1 per cent had been imposed on most wholesals
and retail businesses, while certain businesses such as
the selling oI timber and furniture were Hable (o pay turn-
Qvertax atarate of 5 percent. Revenue collection through
licence fees showed a 13 per cent increass to Rs.946 mil-
lion, compared to Rs. 840 million in the previows year, The
issne of motor vehicle licences and licences [or liquor
shops was the main source of revenue in this category.

The collection of stamp duty at Rs [ 036 million
showed an increase of 19 per cent  in 19960 Mean-
while, sales and charges which mainly includes courts’
fincs and fees and charges under the Motor Trathic Act,
amounted to Rs.3355 miltion, recording  an increage of
12 per cent in 1990,

On the basis of revenue performance by PCs, total
revenue collection by the Wesitern Provincial Council
stood at Rs. 3,232 million, accounting for 66 per cent of
total revenue collection by PCs, followed by the Central,
North Western and Soothern Provincial Councils, cach
accounting for around & per cent of (olal revenue in
1996 In fact, the revenue of these 4 councils represented
about 90 per cent of the total tevenue collection in 1996,

Total current expenditore of PCs amouanted to

Rs. 20,941 million, registering ap increaseof 4 per cent in
1996, Personal emoluments totalled Rs.16,263 million,
representing 78 per cent of total recurrent expenditure m
1996, The total emoluments paid on a funcrional basis
shuwed that education (Rs. 1 1,6%d million), beaith (Rs. 2 850
million) and divisional administration (Bx. 548 million} ac-
counted for 92 per cent of total personal emoluments in
1994, Meanwhile, wotal expenditure on edocation
{Rs5.11,948 million), heatth (Rs.3,562 million), local povern-
ment (Rs.1,614 million}, social services (Rs.039 million) and
_divisional adminigtration (Re.662 million}, represented 88
per cent of total recurrent expenditure in 1996 In terms of
the fonctional classiflicaton of expendilure, social ser-
vices at Rs. 18, 160 million accounted for 87 per cent of the
Lotal recurrent expenditure followed by economie services
atRs.834 millicn and provincial administration at Rs. 1,942

million, representing 4 per ¢ent and 9 per cenl of total
recurrent expendilure, respectively, in 1996, In compari-
son, the shares of these sectors in (995 were 26 per cent,
4 per cent and 10 per cenl, respectively.

In contrast (0 the pattern of revenue distribution
among PCs, the disttibution of recurrent expenditure was
more uniform. Although the curpent expendilure of the
Western Provincial Council 21 Rs.4,994 million. accounted
for 24 per cent of the total recurrent  expenditure, (ke
shares of all other PCs ranged between 7-14 per centin
1946,

Capital expenditure ai Rz 1,137 milion in 1996 showed
an. increase of 12 per cemt over the Rs.1,057 million re-
corded in 1995, O total capilal expenditure, cutlays on
equipment, construction and land improvement at Rs. 757
wallicm accounted (or 04 per cent in 1996, indicating an
merease of 27 per cent compared to Bs.594 million in the
previous year. In addition, PCs have taken over work
related to capital expenditare from the respective line min-
istries and the necessary funds were provided under the
Medivm Tetm Investment Programme (MTEP).

The operations of PCs generated a loss of Rs. 16,057
million in 1996 compared to a loss of Rs.15,355 million in
the previons year. The averail deficit was Rs. 17,244 mii-
lion in 1396, compared 10 Re. 16,412 million in 1995, The
Central Government provided block granis totalling
Rs.15.831 million in 1994 to finance these operational
losses compared to Rs.14 066 million provided in the
previous year. Meanwhile, criteria bascd granls amaunt-
mg o Rs 800 million were also provided by the Ceniral
Government in 1996 for capital expenses.  This fipure was
higher in 1995 ar Bs 897 million. The balanc¢e financial
requirement for capital expenditure was provided by the
Central Government as a maiching grant.

8.6 Public Enterprise Reforms

The Public Enterprises Reform Commission {PERC)
ws eslablished under the Fublic Enterprises Reform Com-
mission of Sri Lanka Aci, No. 1 of 1996, The main func-
tions of the Commission are to advise and assist the Gov-
ernment on the reform of public enterprises with a view
10 fostering and zocelerating economic development, up-
grading production and services with access (o interna-
tional markets, acquisition of new technology and expet-
tize, developing and broad basing the capital markel and
mohilizing long term privale savings, motivating the pri-
vate sector and augmenting government revenue so as
to enable it 1o better address its social agenda.
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TABLE A6
Realisation of Privatisation Proceeds in 1596 (a)
Sale of Majorily Share Holding Fublic Sharg Is3ug Total Amount
Name af the Ertamnee % Local Foraign o Amount Reaksan Riallsed
Dlvestad Pis. Million Rs. Millon Divested Bs. Milllon Ra. Millicin
Plaraion Campanies
Walawala Plaruations Limdedib} 5f 295,40 - - - 29540
Horana Planiations Limitad{b) 51 B5.80 - - - B &
Waskelya Planlationg Limited 5 218,30 . 219,30
Madulsima Plantations Limated o1 10200 102.00
Agarapalnana Pinlations Limited 51 287 B7 - - - 28787
Hapugastanna Pantatons Lirtad 51 242 25 - - - 24225
Balangoda Plantations Limied L 420.75 - 42075
LIda Pussellawa Planmtions Limiad 51 J16.14 - 316.14
Qinar Erteprses

Oirigan! Lanke Lirmied o0 ' 1.000.0¢ - - 1.000.00
Tea Smalfhaar Factodos Limeed - ' - & B4.60 B 50
Rajaraly Agra Fedilizer G, Limited o0 5005 - . - BOLOG
Lanica Lubricanig Limitad . . - k-2 547,24 547 24
Cayion Stesl Corparation i) . A4y 45 - - 49 45

Total A.010.56 184945 - 61184 447185

(2} TNO govOMmmen Assounts Show fel eosps froen dlveslilon pracaods

Sauree: Pubuc Entamrca Actorm Comawasicn

allar pawirg compriasion 1o Solombe 3ock Exchange. ohar sandcoe charges eie.
;D} Balance Pyt recgived In 1988 where an advanoe pRYTAN] was recmived in 1955

a5 iollows:
watqwala Plgntations Limited Rs. 10.6 miliom
Hatrana Planiations Limitad Rs. 152 Millita

During 1996, the Public Enterprises Reform
Frogramme generaled Ks.4.661 million on privatisation
procegds, The divestiture of 60 per cent shares of Ori-
ent Lanka Limited and the divestilure of 90 per cent
shares of Ceylon Steel Corporalion Limited raised Re. 1,000
million and Rs.849 million, respectively. Privatization pro-
ceeds for these two enterprises were wholly from forzign
SOUrCes,

Inthe area of plaatation industty, six plantation com-
panies namely, Maskeliva Plantations Limited, Madulsima
Plantatinns Limited, Agarapathana Plantations {.imited,
Hapugasicnna Plantations Limited, Balangoda Plantarions
Limited and Uda Pusseilawa Plantations Limited were
privatized in 1996, where 51 per cent of the majority
shareholdings were divesied ruising Ks. 1,568 miliion of
revenue lor the Government. In 1996, Rs.382 million
was received from the divestiture ol 51 per cenl of ma-
Jority sharcholdings of Waawala Plantations Limited and
Horana Plantations Limiled in addition to the advance
payment of Rs.26 million received in the previous year,
A part of the sale proceeds of 31 per cent of the mafor-
ity shareholdings and 20 per cent issues to the public
cach of Agalawatta Plantations Limited and Kelani Val-
ley Plantations Limited spilled over o (996 and
amounted to Rs.i23 million.  In toral, the privatization
proceeds Tram the 10 plantation companes mentinned
above amaunted w Rs. 2,11 millian. sccounitig for 43
per cemt ol the privatization procesds in 19940,

The public share issues of 3% per cent each of the
sharcs of Lanka Lubricants Limited and Tea Smaliholder

Faclories Limited were carried out in 1996 and the divesti-
ture proceeds ampunted 10 Rs.612 million, in addition (o
Es.318 million collected in 1994 when the divestitute pro-
cess began for these two enterprises, with the divestiture
of a 51 per cent majority shareholding.

The divestiture of 30 per cent of the shares of Rajarata
Agro Fentiliser Company Limited raised Rs.60 million. In
1996, K5 18 million was ceccived as divestiture procecds
from Lanka Plywood Products Limited, Ruhunu Agro
Fertiliser Cornpany Limited and Wayamba Agro Fertiliser
Company Limited, whose divestiture proceeds have been
received 1n instaliments from 19931994 and 1993 on-
wards, respectivedy.

The transfers of awnership ot shares of privatized
public enerprises w0 the employees of such enterprises
were also cartied out during 1996. The ownership of 1.]
per cent of the shares of Capital Development and In-
vestment Company Limited, 3 per cent of shares of Ori-
ent Lanka Limited and 10 per cent of shares each of Shell
Gas Lanka Tonited, Tea Stallhodder Facgries Timded,
Lanka Ceramic Company Limited and Puttalam Cement
Company Limied was gifted 10 the employees of those
COTIPANCS.

In the area of privatization policy. the Govermment
addressed a key preblem that arose due le unsound strat-
epies adopred in privatization of centain public enterprizes
in the past. To address this problermn the Government in-
troduced the Rehabilitation of Public Enterprises Act,
No. 29 of 1996 1o provide for the rehabilitation of privatized
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TABLE 8.7
Failed Privatised Publiz Entgrpriges
Colowmta Kantale Hinourana K.ahalagaha Larka Malegama
Slaws Commarcial Sugar Sugar Graphile Loha Textiles
Fartlizer Inquetriss Industnes Lanka Hamtwrare itk
it Lamits Limbgd Aimitgd LuTilagd Limigd
Parsaviags ol Snares S 90 @« o0 ' a0 =il a0
Parcentage af Shares Giited b Emplayass D 1d 14 i0 10
Month ot Stopprage of Oparallans Dec.- 1994 Jul.-18994 Moy -1 9 Now. 1954 May-1956 Jun-1996
twemsarof Empinyeas Affccted 20 300 [Sould be 1,230 00 300 1.002
ampigyed}
Man-Payrnent of Wages, EPFETF elc. FromDec-9¢  From k94 RAs4? 1millogn  FromDsec.-84 From Dieg, g As. 145 mlllgn
Ir Tl indull inull im il

public enterprises, The Acl permils the Guvernment i
take appropeiate steps to rehabilitate privatized public
companies when the business onderiakings of such com-
panies have failed resulting in non-employment, retrench-
menl, non-payment of wiages and statulory dues of work-
ers of such companies and when it is necessary and expe-
dient, in the interest of the nabional economy, and for the
purpose of securing recognition of, and respecl jor, the
rights of the workers of such companies, and upgrading
the production of such compaties 10 mect the just re-
quirement of the general welfare of a democratic society.

At the time of enactment of the Rehabilitation of Pub-
lic Enterprises Act, six failed privatized public cnterprises
were in need of rehabilitation as defined in the said Aet,
These enterprises were Colombe Commercial Fertilizers
Lirmted, Kantalat Sugar Industries Limited, Elingurana
Sugar Indusiries Limited, Kahatagaha Graphite: Lanka Iim-
ited, Lanka [.oha Hardware Company Limiwed and
Manegama Textile Mills Limited. In the process of
privatizaton 90 per ceat of the shares of cach of these six
public enterprises were divested. All these companiss
were not engaged in commercial aperatons by Tune 1906

Recoveries from past on-lending by the Gavernmeni
amounted to Bs.3,473 milhon, of which Rs. 1,578 million
was paid by the Ceylon Electricity Board. Annual inmteresi
paymenis cn govermmenl bonds held by the two stale
banks in respecl of their restrucluring programme
amounted 1o Rs 2,891 million. In 1990, Feople’s Bank, Bank
of Ceylon and Nailionat Savings Bank were issoed with
government bonds to the value of Rs.10,056 million,
Rs.9,336 million and Rs.4.450 mallion, respectively.

8.7 Financing the Budget Deficit

The budget deficit (after granes) in 1996 amouneed to
Rs 59,932 million. Gross foreign horrowings available for

Sourge: Genaral Treagury

financing the deficit decreased by 28 per cent to Rs.21,402
million, Net foreign borrowings amounted 1¢ Rs.10.911
mullion, indicating a larger decline due 1o an increase in
(vreign loan repayments in 1996, Gross disbursements
on foreign bormrowing were 24 percent below the amount
budgeted for 1996, The major reasons abserved for this
underuilisation of forewgn restrces were delaysin praject
implementalion, particulacly 1o the areas of energy, road
development, telecommupnication and water supply and
resdUrce constraints on the demesnc tront for projects
implemented on 2 reimbursable foreign aid basis. The
appreciation of the domestic currency especially against
the Japanese yen (7 per cent appreciation of the rupee
against the Yapancse yen in 1996) which accounted for
35 per cent of dishursements of gross foreign bomowing
also reduced the domesiic currency vahue of yven proceeds
in 1996, Net foreign borrowings as a ratio of GDP declined
from 3.2 percent in 199510 1.4 per cent in 1996, Mean-
while, the share of net foreign borrowings to the total
deficit{afier granis) declined from 38 peccentin 199510 18
per cent in 1996,

Reflecting a large resource gap in governmaent fscal
operations in 1994, the net horrowing reguiremnent from
domestic sources at Rs.49,020 million recorded a 44 per
cenl increase over the level of Rs.33,972 million recorded
in the previous year. The net domestic financing as a
proportion of GDP was 6.4 per cent, while as a share of the
deficit (after grants), it stood at B2 per cent in 1994, Total
net borrowings from domestic sources comprised  bank
borrowings of Es.12.344 million and non-bank borrow-
ings of Rs.36,670 million which inculuded arrears pay-
able to domestic sources amougling to Rs. 2,715 mullion,

Giross borrowings for deficit financing from non-bank
domestic sources through the issue of Rupee Loans, Trea-
sury hills and other horrowings amounted to Rs.56,710
million in 1996, compared 10 Rs_54,976 million in the previ-
ooz year. Gross horrowings through the Rupee Loan
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Programme amounted o Bs.46,717 million, compared o
Rs.46,715 miflion in the previous year, With repayments
of Rs.22 367 million, net borrowings through the Rupee
Lean Programime showed an increase of 19 per cent 1o
Fs5.24 174 million compared 1o Rs. 20,386 million in 1995,
The Employees” Provident Fund (EPF} continued 0 be
the major subscriber w the Rupeé Lown Programme as in
the previous years with subseriptions ialling Rs.37,68¢9
million, compared ta R2.31,420 million in 1995, Mean-
while, the Natienal Savings Bank (MSB) cominued its
downward trend in investing in Rupee Loans for the see-
ond consecutive year. Total subscriptions by the NSB
were Rs. 5,790 million, compared (o Rs. 14,429 in 19935 and
Fs. 19,595 millivn in 1994, Resources rajsed through Eu-
pee Securities from other non-bank scurces amounted to
Rs.3,237 million, compared to Bs. 1,02Y million in the pre-
vious year. The main reason for the reduction in grogs
borrowing through the Rupee Loan Programme was the
borrowing of funds from  pon-caplive sources through
adininistrative arrangements in 1996,

Chart 3.4
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Resource mobilisation through the new issues of Trea-
sury bills amounted 1o Rs. 10,74 1million. The owncrship
of Treasury bills changed due to open marker operanons
which resalted in an increase in Central Bank holdings of
Treasury bills to Rs. 17,100 million at the end of 1996,
compared to Rs.12 525 million at the end of the previous
year. When adjustrents for secondary murket operations
are made, Treasury bill holdings by the banking sector as
a raijo of total outstanding Treasury bills amounied to 31
per cent. Meanwhile, bomrowing through Treasury bills
reached the approved limit of Ry, 125,000 millon in Octo-
ber 1996. The Treasury bill horrowing Il was nol re-
vised upward and the Government faced  considerable
dilliculey in mobilising resour¢es from the market duc o
the non-availability of marked oneated debt instruments.
As a resull, borrowings through administrative arrange-
ments with government financial and non-financial inst-
cutions amounted to Rs.7 648 million. The ralcs of inter-

esf on These hotrowings were generally equivalent to the
vield on Treasury hills prevailing at the time of borraw-

ing.

The large resource gap that emerged in 1996 com-
pelled the Government w borrow rom the banking sys-
tem o finance the hudget deficir. The total borrowing
from the financial sector amounied to Rs. 12,344 million,
compared 1o Rs.7,063 million in 1995, Of this, borrowings
from the menelary authority smod at R5.9,873 million, while
borrowings from commerzial banks amounted to Rs. 2,471
million. The increased horrowings fcom the Central Bank,
through the use of provisional advances (Rs.3,993 mil-
liom}, the net position of governmen! deposits and cash
iterns in the process of collection (Bs.[,303 million) and
increased Central Bank Tréasury bill holdings {Rs.4,575
million), resulled in a total net horrowing of Ks 9,873 mil-
lion in (996, contributing to an expansion m high pow-
ered mongy.

Net cradit to govermment frotm commetcial banks, ex-
cluding the 1ssue of long-term bonds of R$.19.393 mallion,
mcreased by Rs.2.472 million in 1996, This was a net
result of an increase in government borrowings from the
commercial banks by Rs 5,890 million and a build up of
government deposit balances by Rs. 3,418 mallion. Thus,
the il nel government bortowings from the banking
sector amounted to Ks. 12,34 million in 1996, Gross gov-
ernment horrowings from the banking system at the end
of 1994, on which infepest was paid, amounred o Rs 39,707
million. However, the Governmient also had deposin bal-
ances with the banking system amounting w Rs_ 16,413
million, of which Es_ 14 379 million was held in current ac-
counts which earned no interest. This emphasises the
urgent need of impraving the Government’s cash man-
agement in order 1 reduce the high interest burden on
government budgetary nperations.

.8 Government Debt

The outstanding government debt at the end of
1946 stood at Rs. 708,859 million and amounted ro 92
per cent of GO This includes Rs. 23,873 million of 10
vear bonds issued in 1996 to the two siate banks and
the MNaticnal Savings Bank 1o settfe overdue loans
which hud been granted under government guarantee
and Rz 24,088 million of 30 year honds issued in 1993
1o the two state banks.  Towal government debt, ex-
ehudirg the  bonds issued during the year, increased
by & per cent in 1996 compared with 15 per cent in
1995, Domestic debt at Rs.349.007 million accounted
for 49 per cent of total debt, while the balance 51 per
cent was on account of foreign debt amounting 1o
Rs.33%,852 millon.
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- . .. Chart 8.5
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Domestic Debt

Domestic debt, exclusive of long-ierm bonds,
amounted 1o Rs.325,134 million and registered an increase
of 14 per cent in 1996 compared to a 13 per cent increase
in the previous year.  Short-term detr (maturity of one
year or less) at Rs 142.68% milllon accounted ford 1 per

TABLE B.8
Outstanding Central Govemment Debt (a)

1932 1993 1994 1935

Total Domest|c Detib) 120 213,685 245 118 285,750 T4

. M
Y .
97824 101,845 108,725 127471 eBAGE
72096 111,840 140,303 158,280 [baeg

Shon Term
Medium and Long lam

By Dbt Instruments.
Rupes Securitios

170,020 2135085 249,118
59,180 105,707 127,554

Treagury Blils B7 086 87196 948,835
Othar 13.744 10,782 12,569
By Institutitns 170020 213884 245,118
Banks 53,111 80,134 100,043
Central Bank 34,002 16480 21,345
Comimencizl Banks 23179 T3Hb4 THHEA

Sinking Fund 359 239 157

Mon-Bank Sector 11,660 123311 148,039
Natignal Savings Bank 20,782 27,767 46407
Empltyens' Prowidant

Fund 54,563 E6645 TO745

Other 26205 15,899 22,766

Tala! Foraign Dbl 235,539 70,224 301 812

Pryjecl Loans 185003 218,355 246,075
Hor-Prgact Loans 53536 33.B68 95737
By Insiitutions 235 530 ZT0 224 301,812

Concessional Loans 225132 280,557 202 463
Commercial Loans 10,407  9.667 9,050
Exiemnal Suppfiers Credit 1,054 1,085 480

Total Quistanding Govt,

Dénl 405,550 483,909 550,930
Toral Qulgianging Govt.

Dant Nat of Sinking Fund 405,193 483,589 550,793

Soutce: Central Bank ol S Lanka
jal Vauos al end year.

) Inglugive of Ae. 24,088 Milian end As23973 Milllon of
Long Temm Bends ssusd b 1992 Bnd 1995 respaectively,

vent of total domestic debt at the end of 1996 compared o
45 per eent at the end of 1995, Reflecting a low Tevel of
borrowing through short-term debt  instruments, due 1o
the limicon the issue of Treasury hills, shor term bomow-
ings increased by only 12 pet cent compared to 17 per
cent in the previous year. As the authorised limit on the
outstanding level of Treasury bills at Rs. 1235 hillion was
not revised upward and the horrowings through Trea-
sury hills reached that limit in Octaber 1996, 1otal barrow-
ings through the issuc ol new Treasury bills was limited
wBs 11,225 million in 1996, in comparison o Rs. 14,873
million in 1995, The outsianding liability on account ol
Treasury bills ar Rs. 124,996 million accounted for 83 per
cent of the wial short-ierm debt. Meanwhile. the out-
standing liahility on account of the Central Bank's provi-
sinnal advances, which accounted for the balance 12 per
cent of short-term debt, rose by 29 per cent 1o Rs, 17,6913
million at the end of 1994,

The oulstunding [ability on medivm and long-term
debt, which included long-term  restructuring bonds of
RBs.24 088 million issued in 1993 and Rs.23,873 mil-
lion issued in 1996, totalled Rs. 206,318 million and
accounted for 59 per cent of the total domestic debt at
end 1996, Rupee Securilics represented almost the ¢n-
tirety of the medium and long-term domestic debt stock
of the Government.

The outstanding liabiliny on Bupee Secutitics, in-
cluding 1wo long-term restructuring bonds of Rs.47.961
million, stood at Rs.205,975 million at end 1996, Total
Rupee Secorities issued for financing the deficit
amounted 1o Rs 46,716 million, while total repayments
were Rs.22.543 million, resulidng in a net increase of
Rs.24.175 million {excluding long-tectm bonds). Rupee
loans floated during 1996 carried a maturiy period of iwo
10 5ix years with interest rates ranging mom 13.5 (0 15.0
per cent per aonum. The main intention of issuing two
year Rupee Sccurilies at a higher interest rate of 15 per
cenl per annum was o provide an attractive debt instru-
meni alternative fo Treasury bills to aliract funds rom
non-captive sources, The Employees™ Providenl Fund
(EPF}and the Natuonal Savings Bank (NSB) conlinued to
be the (wo main subscribers o the Rupee Loan Programme,
aceounting for 75 percent af the tota] outstanding Rupee
Securities as at end 1996, Duge o the two issues of long-
term restouctuning bonds, the two state banks accoonted
for 22 per cent of 1otal outstanding Rupes Securitics,
while Rupee Securities exclusive of long-term bemds were
almost entirely held by non-bank sources.

The Government issued long-term bonds with s ma-
turiry period of ten years 1o the value of Rs.23,873 mil-
lion tothe two state banks (Rs. 10,056.3 mitkion to People's

130



Part |

Cantral Bank of Sri Lénka Annual Report - 1996

Bunk and Fs.92.336.3 million to Bank of Cevlon) and NSB
{Rs.4.479.9 mallion) al an inlevest rale of 14 per cent per
annum in 1994, The purpose of issuing these bonds was
to enable these institutions o recapilalise ther 1jabilibes
by setthing overdue loans granted under povernment guar-
anlees for various projects,

Foreipn Debt

The tetal cutstanding hiability on lorgign debi at
Rs.359 852 midlion at the end of 1996, recorded an in-
crease of Rs.13,566 million or 4 per cent over the level
recorded at the end of the previous year, The increase in
the foreign debl was the net pesult of gross foreign bor-
rowing of Rs.24,435 million, a repayment of Rs.8,539 mil-
lion and & reduction in liability of Rs. 1,929 million arising
fromm xchange rate variations.

TABLE 8.5
Effect of Exchange Ratle Varlation on Foreign Loans

Bs. Milkcn
ham 1962 1583 1984 1995 iNdelay
. . ; w“:::;
Giross receipls 15316 16839 19384 24,3598 .;ﬁmi
Repaymernls 7955 GEB 700 8477 iGN
Mat recaipts 7381 BAS5 11,778 15,882 g&g Mf

Changein Lamlity due 1o

4
Exchangs rata Varalions  13.5%% 2483 19810 28592 =3 "MBE

Liabillty a5 al end of e
BANEL AT
pariod 235538 270,724 O01,812 346,206

o T L

(Al Dala Iz baset on va'ue dae
recording  Sysbarn.
(m) Provisionat

Sourca: Central Bank of S Lanka

The cutstanding liabillty on account of congessional
loans at Rs.348 898 mulion increased by Rs 13,242
million ar 4 per cent over the previous year. This in-
crease resulted from gross receipts of Rs.23.370 mil-
lion, repayment of Rs 7,665 million and a reduction in
liability of Rs.2 463 million on account of exchange
rate movements. The share of the concessional debt 1o
total fureign debr stood at 97 per cent as in the previous
year. Bilateral loans at Rs 158,498 million accounted
for 54 per cent of total conecessional loans, while mult-
lateral loans at Rs. 160,400 million accounted for the
balance 46 per cent. The vulstanding hability on account
of commercial loans increased manginally from Rs, 10,630
inillion to Rs. 14,954 million at the end of 1996,

Liabafities on account of project and programme loans
at R5.302.470 million at the end of 1996 showing an in-
crease of Rs. 15,622 million. This was a net resuliof gross
receipts of Rs 23,237 million, repayment of Rs.5,986 mil-
lion and areduction in lability of Rs 1,629 million result-

ing from exchange rate variations. The putstanding liabil-
ily on commedity loans declined by Rs.2 477 million to
Bs.55,238 million at the end of 19%6 from Bs.57,713 million
in 1995, mainly due to the net repayments of Rs.2, 104 mil-
lion and the reduction of total liability by Rs.373 mallion
on account of exchange rate variations. Approximately
08 per cent of the project and progeamme  loans were
obtained from multitateral and bilateral sources, while all
cornmodily loans were from bilateral sources.

(zovernment Debl Service Payments

The debt service payments of the Government at
Rs.79.261 million, consisting of Rs46.021 million of
inlerest payenents and Rs. 33,240 million of amortization
payments, registered an increase of Rs 4,48% million over
the previous year. However, debt service payments as a
ratio of GDP recorded a reduction from 11.2 per cent in
199510 103 per centin 1996, This was the net ouicome of
a reduction i amortization payrments by Bs.3,306 million
and an increase in intercst payments by Rs.7.7%35 million.

Despite the increase in amortizatdon payments on
accoumt of foreign loans by Bs.2.014 million, the re-
durtion in amortization payments on account of domes-
tic Joans by Bs.5,320 million due to a lower volume of
Rupee Securitics maturing, confributed to the averall re-
duetion by Rs.3,306 miilion. Tatal debi repayments on
both domestic and foreign debt accounted for 42 per cent
of total debt service payments in 1996, compared o 4% per
cent in the previous year.

The inlerest payments on domestic debt increased
by 23 per cent to K5.39,282 million in 1996, This was the

TABLE&.10
Government Debt Service Payments
Rz, Mitlicn

It 1932 1983 19md 1085 {38

EZ01H 57,483 BO7OP
PEO7A 27200 22671

Deti Service Payrments
Amgrlization Paymants

Domaslic 16,123 20,327 15,065
Fareig 7O0%% 8883 7606
Intarest Fayments 25040 30203 B0
Domaslic 21201 29101 32,520
Shoit Temm 11823 13351 18712
Mediom & Lang-Teom . 9,278 11,750 13,808
Forelgn 4.73% 5102 5511
Intergst Current ExpandiiLire
%) 2884 2983 243
Debr SerrceEGDP) 1223 1150 104A

tah  Prowvisional Soure: Contral Bank af 50 Lenkd
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combined cffect of the enhanced volume of outstanding
debt stock and sigmificantly high interest cost on Trea-
sury bills issued in 1985, Reflecting the benefits of the
appreciation of the cupee aganst the Japancse yen and
the concessionary malure of new foreign bormowings, the
intersst payments on foreign debt increased by only
Rz.577 million i 1996

Tn terms of cconomie classihcation, ttal interest pay-
ments accounted for 27 per cent of current expenditure
and 371 per cent of government revenue, indicating the
continuation of the burden of interest payments on gov-
ernment budgelary operatdons.  The ratios of total inter-
est payments to total revenue during the last two years
were 26 per cent and 28 per cent, respectively.

Refteciing the enhanced volume and the high ineer-
est rates on Treasury bills prevailed during 1993, together
with the high volume of Treasury bills issued in the three
month calegory, mterest payments on shorl-term debi at
Rs. 15,542 milfion increased by 36 per cent compared 10
the 25 per cent decline in 1995, Intergst payments on
medivm and long-tertn debl amounting 10 Rs. 20,340 mil-
lion, rose by 12 percentin 1956 compared to a 31 percent
increase in the previous year. The heavy dependency on
Bupee Securities for financing the fiscal deficit at a higher
interest rale has contributed to the high inlerest cost on
medium and long-term debt imorecent years, The high
nterest rates thal prevailed in the Treasory bill market
directly pushed up the interest rate structure on medium
and long-tertn Rupee Sccursties as higher interest rates
were necessary ko ahsorb resources especially from non-
CApLVE SOUrCEs,
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