Chapter 9

TRADE, BALANCE OF PAYMENTS AND TOURISM

9.1 Overall Developments

In 2002, the external sector was subject to both global and
domestic developments that entailed favourable as well as
unfavourable repercussions on the economy. Recovery in the
global economy, after significant weakening in the previous
year, remained slow. World output grew by 3.0 per cent in
2002. The economies of the US and the Euro area, Sri Lanka’s
major export markets, grew at 2.4 per cent and 0.8 per cent,
respectively. As a result, external demand for goods produced
in developing countries grew only moderately, at 6.3 per cent
in 2002, recording an acceleration against a growth rate of 3 per
cent in 2001, but still below the rate of 15 per cent achieved in
2000. Uncertainty prevailing in the Middle East, and
disruptions to oil production in Venezuela, the third largest oil
exporter in the world, raised oil prices and reduced the demand
for developing country exports in general. However, the
unfavourable effects on Sri Lanka’s external sector arising
from these developments were mitigated to a large extent by the
peace initiative commenced by the government by signing a
memorandum of understanding with the Liberation Tigers of
Tamil Ealam (LTTE) in early 2002, and the macroeconomic
policy adjustments undertaken by the government including
reforms agreed under the Stand-By Arrangement (SBA) with
the International Monetary Fund (IMF).

A relatively large surplus in the overall balance in the
balance of payments and a corresponding increase in official
external reserves, partial recovery in international trade, a
significant recovery in the tourism sector, recovery in port
activities, a turnaround in portfolio inflows and increased
capital flows and an increase in private transfers were the
highlights in external sector developments in 2002.
International trade remained broadly flat with a drop in exports
by 2.4 per cent and a rise in imports by 2.2 per cent. The trade
deficit increased from 7.4 per cent of GDP in 2001 to 8.5 per
cent in 2002. The drop in exports was mainly in textiles and
garments (4.7 per cent) and tea exports (4.3 per cent). It was
partially off set by increases in exports of other agricultural
products, processed diamonds and other industrial products.
The drop in garments exports reflected Sri Lanka’s heavy
dependence on the US and European Union markets for these
exports. They account for about 63 per cent and 31 per cent,
respectively, of Sri Lanka’s garments exports.

With the phasing out of the Multifibre Arrangement
(MFA) in 2005, the small firms which depend heavily on
quotas for survival and those which are not ready to take up the
challenges of a competitive market environment, would be in

severe difficulty, with adverse consequences on the balance of
payments and employment. Some small firms may merge with
large ones and some may adopt new technology to enable firms
to move up market. Improved infrastructure facilities and
improved functioning of institutions can permit them to deliver
output efficiently. The time is also ripe for Sri Lanka to focus
more on the services sector, particularly at a time when the
government is targeting a sustainable high economic growth of
over 7 per cent in the medium term. Sri Lanka’s investment
policy should be re-directed to attracting more investments,
both domestic and foreign, to rapidly growing sectors, where
Sri Lanka has a comparative advantage and could maximize the
use of its quality human resources.

Imports of investment goods increased by 8.2 per cent and
crude oil and other petroleum products by 7.9 per cent. Other
intermediate goods imports grew by 4.4 per cent. Increasing
imports of investment goods and other intermediate goods were
welcome developments for sustained recovery in the economy.
The increase in the outlay on oil imports was the result of high
international oil prices, due both to interruptions to oil
production in Venezuela and to uncertainties prevailing in the
Middie East.

The services account showed marked improvement owing
to increases in receipts from foreign tourists and receipts from
non-resident Sri Lankans which was notable during the year
with progress in the peace process. Meanwhile, the continued
decrease in global interest rates reduced interest payments on
external debt and reduced the deficit on income account. Net
current transfers, which reflected only a moderate growth
during the first half of the year, increased by 12 per cent in 2002
with a significant increase in private transfers during the latter
part of the year, perhaps induced by tension in the Middle East.
The increased trade deficit, although offset to some extent by
the improvement in the services account, resulted in the deficit
on current account widening from 1.5 per cent of GDP in 2001
to 1.6 per cent in 2002.

However, the deficit on current account was more than
off-set by increased net inflows in the capital and financial
accounts. This was facilitated by foreign direct investments, net
long-term borrowing by the private sector and portfolio
investments. The potential for high growth in the years to come
under new political conditions and signs of economic recovery
are likely to have increased foreign investor confidence,
inducing them to make both short and long-term commitments.
These developments resulted in a surplus of US dollars 338
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TABLE 9.1

Balance of Payments Analytic Presentation
(Incorporating FCBUs of Commercial Banks as Part of the Domestic Banking System) (a)

Private Transters, net 848 887 974 984 54,843 62,472 73,620 87,837
Receipts (e) 999 1,056 1,160 1,155 64,585 74,356 87,697 103,180
Payments 151 169 186 172 9,742 11,884 14,078 15,343

Official Transfers (net) 52 26 24 22 3,359 1,816 1,801 1,925

Current Account -226 -563 -1,066 -244 13,795  -39,903 -78,857 -21,981

Capital and Financial Account 413 373 443 562" 26,570 30,473 31,827 49,088
Capital Account 80 80 50 198 5,109 5,650 3,795 17,766
Capital Transfers(net) (f) 80 80 50. 198 5,109 5,650 3,795 17,766
Receipts 84 86 56 203 5,410 6,018 4,230 18,241
Payments 5 5 6 5 301 368 435 475
Financial Account 334 293 393 364 21,461 24,823 28,032 31,322
Long-term: 398 435 304 164 25,906 30,985 22,594 14,348
Direct Investment 193 177 176 172 12,379 12,449 13,319 15,271
Foreign Direct Investment 137 177 173 82 8,846 12,449 13,119 7,310
Privatisation Proceeds 56 - 3 90 3,633 - 200 7,961
Private Long-term (net),(d) 2 196 82 -257 352 14,086 5,622 -22,907
inflows (g) 146~ 361 298 45 9,686 25,727 22,134 4,054
Outflows (f) 145 165 216 302 9,334 11,641 16,512 26,961
Government, Long-term (net) (h) 203 62 47 249 13,178 4,451 3,653 21,984
Inflows . 493 381 355 575 31,896 26,896 26,965 51,193
Outflows 290 319 308 326 18,721 22,445 23,312 29,209
Short-term:; -64 -142 88 201 -4,445 -6,162 5,438 16,974
Portfolio Investment -24 -13 -45 -1 -1,521 -886 -3,355 -1,025
Private Short-term (net),(d) 8 -10 100 -42 414 -667 7,569 -3,798
Commercial Bank Assets (net),(d) 180 -19 -141 183 5,035 1,766  -18,736 2,867
Commercial Bank Liabilities (net),(d)-228 -101 174 71 -8,374 6,375 19,960 18,929

SDR Allocations - - - .
Valuation Adjustments - - - -
Errors and Omissions -151 -73 101 -98

-7,634 -6,857 10,902  -19,587

Overall Balance (i) 37 -263 -522 220 13,800 -14,184  -30,939 29,765
Monetary Movements (i) -37 263 522 -220 -13,800 14,184 30,939 -29,765
Exchange Rate Rs/US$ 64.6 70.4 75.8 89.4 64.6 70.4 758 89.4

Ratio to GDP in percentages

Trade Account -6.9 8.7 -10.8 7.4 -6.9 -8.7 -10.7 7.3

Current Account -1.4 -3.6 -6.4 -1.5 1.4 -3.6 -6.3 -1.6

Current Account without Grants-1.8 -3.6 -6.6 -1.7 -1.7 -3.8 -6.4 1.7

t US dollars Million Rupees Million
em - 3
1998 1999 2000 2001 1998 1999 2000 2001

Trade Balance -1,092  -1,369 -1,798 -1,157 69,742 -96,702 -134,176 -1 02,592-
Exports 4,798 4,610 5,622 4,817 :310,401 325,170 420,114 430,372
Imports 5889 5979 7,320 5,974 1380,142 421,873 554,290 532,964

Services, net (c) 145 147 38 175 9,300 10,342 2,907 14,692
Receipts 914 968 953 1,355 59,084 68,132 72,187 120,937
Payments 770 820 915 1,180 49,783 57,791 69,280 106,246

Income ,net (d) -180 -254 -305 -267 11,556 -17,831 -23,009 -23,843
Receipts 214 167 152 108 13,882 11,810 11,568 9,584
Payments 394 421 456 375 25,437 29,640 34,577 33,427

Goods, Services and Income (net) -1,127 -1,476 -2,064 -1,249 -71,997 -104,191 -154,278 -111,743

Government Short-term (net),(d) - - - -

8,559 2,103 5,189 22,245

(@)

(b)
©

(d)

(e)

M

9
)
0]

Source: Central Bank of Sri Lanka

This presentation conforms as far as possible to the Balance of Payments Manual, 5th Edition (1993} of the International Monetary Fund. In addition, beginning 1994, Foreign
Currency Banking Units (FCBUs) have been treated as a part of the domestic banking system.

Provisional

Services receipts in 2001 include US dollars 382.4 mn. received by Sri Lankan Airlines as insurance claims for the aircraft destroyed by the attack on the airport in July 2001,
while Services payments in 2001 include US dollars 292.8 mn. paid to the lessors of the aircraft. The net receipt of these insurance claims was US dollars 89.6 mn..

From 1994 onwards Foreign Currency Banking Units (FCBUs) have been treated as a part of the domestic banking system in the compilation of balance of payments statistics.
Accordingly, transactions involving FCBUSs and non-residents are taken into account in the compilation of balance of payments statistics, while thase involving FCBUs and
residents are excluded.

Includes US dollars 78 mn., US dollars 85 mn. and US dollars 45 mn. received in 1998, 1999 and 2000 as compensation ot US dollars 2,500 per person to 31,279, 37,343 and
29,323 Sri Lankans, respectively, who lost employment in Kuwait due to the Gulf War in 1990. In addition, US dollars 27 mn was also received as second round payments
of US doltars 1,500 each to 18,244 Sri Lankans in 1999. :

Includes US doliars 147.6 mn. in respect of a technical amortization under private capital outflows and a corresponding adjustment under capital transfer receipts in 2001 for
the remaining capital of the aircraft destroyed by the attack on the airport in July 2001.

Includes adjustment to capital inflows in 1999 and 2000 on account of the import of aircraft for which advance payments had been made in previous years.

Data since 1994 have been revised to incorporate additional information.
All transactions in the Monetary Sector are converted at the end of year exchange rates.

Central Bank of Sri Lanka Annual Report - 2002 205




Part |

Chapter 9 - TRADE, BALANCE OF PAYMENTS AND TOURISM

TABLE 9.2
External Trade Performance

Growth in Unit Value Index As a percentage
Year Valge (a) (1997=100) of GDP
Exports Imports Exports Imports Terms of Exports Imports
Trade (b)

2000 (c) 19.8 224 1252 1238 1011 333 441

2001 (d) -128 -184 1396 1399 99.8 30.6 37.8

2002 (e) 2.4 22 1431 1382 103.5 28.4 36.8

1999 2000 2001
Sources: Sri Lanka Customs

iy Olooe,; . O/ Balarios: Ol Do Central Bank of Sri Lanka

(a) Growth rates are given in US dollar terms

(b) (Export unit value index / Import unit value index) X 100
(c) Import index in 2000 is calculated excluding aircraft imports
(d) Revised

(e) Provisional
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million in the overall balance of payments for the second
consecutive year. Correspondingly, official external reserves
improved to a level sufficient to cover 3.3 months of
merchandise goods imports at end 2002.

The external debt of the country, consisting of medium
and long-term debt of the government, private sector short-term
trade credit and liabilities to the IMF, increased by 8.7 per cent
to US dollars 9,291 million due to increased government
borrowing and higher liabilities to the IMF, and exchange rate
effects arising from the depreciation of the US dollar in
international markets. However, as a percentage of GDP, the
external debt stock remained at 55 per cent in 2002.
Government debt increased by 9 per cent during the year due
to new borrowings from multilateral lending agencies, which
rose by 13.5 per cent to US dollars 420 million. Net liabilities
to the IMF increased by US dollars 78 million or 37 per cent,
reflecting purchases under the Stand-by Arrangement signed in
April 2001.

Total gross external assets of the country increased by
11 per cent to US dollars 2,495 million at end 2002 and
were sufficient to cover 4.9 months of imports in 2002.
Total gross official reserves increased by 27 per cent to US
dollars 1,700 million and were sufficient to cover 3.3
months of imports in 2002. _

Since the flotation of the rupee in 2001, the exchange rate,
now determined by market supply and demand, appeared to be
more stable. The rupee depreciated by 3.7 per cent against the
US dollar in 2002 in comparison to a depreciation of 11.3 per
cent in 2001. The real effective exchange rate of the Sri Lankan
rupee against a five currency basket (i.e. the US dollar, the
sterling pound, the Japanese yen, the Deutsche mark and the
Indian rupee) depreciated by 0.5 per cent and against a twenty
four currencies basket, it depreciated by 2 per cent during the
year, making Sri Lanka’s exports more competitive in
international markets.

On the policy front, the government further liberalised the
capital account in the balance of payments by completely
relaxing restrictions on foreign direct investments in Sri Lanka.
Areas in which further liberalisation took place were, banking,
insurance, stock broking, financial services, mass
transportation, telecommunications and professional services.

9.2 Exports

Export volume increased by 2 per cent in 2002. However, a
larger decrease in export prices by 4.3 per cent reduced export
value. The drop in export value was less than in 2001. Total
export earnings in 2002 amounted to US dollars 4,699 million,
compared with US dollars 4,817 million in 2001, a decline of
2.4 per cent. The decline in 2001 was 12.8 per cent. The
cumulative rate of decline slowed down after recording a peak
of 17 per cent at the end of the second quarter, slowing down
to 8 per cent at the end of the third quarter and reaching 2.4 per
cent at end 2002. Of the three major export categories, in value
terms, agricultural exports grew by 0.6 per cent, industrial

exports declined by 2.1 per cent, and mineral exports grew by
4.4 per cent. The volume of industrial exports grew by 2.2 per
cent but balancing the price drop of 4.3 per cent, the value of
industrial exports decreased by 2.1 per cent. As industrial
exports account for 77 per cent of total exports, the value of
total exports fell. With a decline in import prices by 7.9 per
cent, the terms of trade improved by 3.9 per cent in 2002.

Industrial exports are dominated by textile and garments
with a share of 67 per cent. The volume of textile and garment
exports grew moderately by 1.4 per cent, but prices declined by
6 per cent. Increased competition from low cost producers, and
the sluggish global economic recovery, contributed to depress
international prices. The increased prominence of China in
global markets, partly as a result of China’s entry into the
World Trade Organisation (WTO) and continuing high
productivity of labour in China may further strengthen the
downward trend in international prices. Sri Lanka may face
reduced demand for textile and garments with the proposed
phasing out of the MFA in 2005 unless strong corrective
measures are taken well in advance. The weak performance in
exports underscores the vulnerability of Sri Lanka’s economy,
still dominated by a few items and concentrated in a few
markets. Both export products and export markets must be
diversified.

Export Structure

The diversification of exports from agriculture to industrial
exports has contributed significantly, to increase export
earnings. Industrial exports are still prominently concentrated
in textile and garments. The share of industrial exports
increased gradually from 14 per cent in 1977 10 77 per cent in
2002. Correspondingly, the share of agricultural exports
decreased from 79 per cent in 1977 to 20 per cent in 2002. The
share of other exports, including mineral exports, declined from
7 per cent in 1977 to 3 per cent in 2002. During the decade from
1992 to 2002, the share of industrial exports continued to grow,
while the share of agricultural exports declined. However, the
composition of industrial exports during the last decade had not
undergone an appreciable change.

Compared with 2001, the export structure in 2002 shows
marginal change. Although the share of industrial exports in
total exports remained unchanged at 77 per cent, the respective
shares of major sub-categories within industrial exports
underwent a slight change. Minor agriculture exports,
dominated by cinnamon, un-manufactured tobacco, pepper,
and cloves, showed significant improvements in 2002. The
share of tea among agricultural products decreased from 74 per
cent in 2001 to 70 per cent in 2002. All non-plantation
agricultural exports accounted for 18 per cent of total
agricultural exports.

Industrial Exports

Earnings from industrial exports declined by 2.1 per cent in
2002, compared to a decline of 13.4 per cent in 2001. Textile
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TABLE 9.3
Composition of Exports

US doliars Million Rs. Million
Category P
1998 1999 2000  2001(a) 1999 2000 2001(a)
1. Agricultural exports 1,088 947 1,005 932 66,751 76,271 83,252
Tea 780 621 700 690 43,728 53,133 61,602
Rubber 44 33 29 24 2,305 2,179 2,129
Coconut 94 129 121 82 9,119 9,174 7,348
Kernel products 56 84 77 41 5,973 5,786 3,639
Other 38 45 45 42 3,146 3,388 3,709
Minor agricultural products 170 165 155 136 11,598 11,784 12,174
2. Industrial exports (c) 3,607 3,651 4,283 3,710 250,516 325,931 331,687
Food,beverages and tobacco 118 86 152 128 6,093 11,573 11,389
Textiles and garments 2,460 2,425 2,982 2,543 171,068 226,930 227,360
Petroleum products 73 74 98 68 5,210 7,414 6,063
Rubber products 178 161 196 172 11,350 14,924 15,417
Ceramic products 54 49 47 42 3,442 3,558 3,731
Leather, travel goods and footwear 214 201 176 150 14,140 13,391 13,400
Machinery and equipment 182 201 244 245 14,155 18,594 21,895
Diamond and jewellery (d) 131 171 192 185 12,064 14,546 16,495
Other industrial exports 197 184 197 177 12,995 15,002 15,887
3. Mineral exports 60 64 97 86 4,540 7,352 7,666
Gems 56 61 93 82 4,326 7,091 7,276
Other mineral exports 4 3 3 4 214 262 390
4. Unclassified (c) (e) 43 48 137 88 3,363 10,560 7,767
Total exports (c) 4,798 4,610 5,522 4,817 325,171 420,114 430,372
(a) Revised Sources: Sri Lanka Customs
(b) Provisional Ceylon Petroleum Corporation and Other exporters of petroleum
(c) Adjusted Central Bank of Sri Lanka

(d) Diamond exports reported by the Sri Lanka Customs from 1939 onwards were
adjusted for data obtained from the National Gem and Jewellery Authority.
(e} Includes re-exports

and garments, which has been Sti Lanka’s largest single export
item since 1986, contributed 67 per cent to the total export
earnings in 2002. The other major categories were machinery,
mechanical and electrical equipment (7 per cent), diamonds and
jewellery (6 per cent), rubber products (5 per cent), food,
beverages and tobacco (3 per cent), leather products and
footwear (2 per cent), petroleum products (2 per cent) and
miscellaneous items totalling to 8 per cent.

The value of textile and garment exports declined by 4.7
per cent in 2002 compared to 14.7 per cent decline in 2001. The
volume of textile and garment exports increased by 1.4 per
cent, while unit prices dropped by 6 per cent. Sti Lanka’s major
export destinations for textile and garments were USA and EU,
which purchased more than 94 per cent of all textile and
garment exports in 2002, Sri Lanka has enjoyed quota free
access to EU markets since January 1, 2001, however the
benefits from it were not fully realised in 2002.

In 2002, more than 92 per cent of textile and garment
exports came from BOI enterprises. Export earnings of BOI
enterprises decreased by 3 per cent compared to 15 per cent in
2001. Exports by non-BOI enterprises declined by 18 per cent
in 2002 compared to 13 per cent in 2001. Garment exports fell
by 4 per cent and textile exports, although having a share of
only 3 per cent in this sub category, grew by 13 per cent.

National Gem and Jewellery Authority

Exports of yarn and other made up articles declined by 6 per
cent and 41 per cent, respectively. The value of garment exports
to USA declined by 5 per cent.

Industrial exports, excluding textile and garments, grew
by 3 per cent in 2002, compared to the decline of 10 per cent
in 2001. Among those categories, export of machinery,
mechanical and electrical equipment increased by 9 per cent.
Earnings from rubber based product exports increased by 6 per
cent in contrast to the decline of 12 per cent in 2001. The
growth of rubber based product exports came mainly from
retreaded tyres and surgical gloves. Exports of retreaded tyres
and surgical gloves together accounted for 24 per cent of total
rubber based product exports in 2002, and increased by 10 per
cent and 52 per cent, respectively. Non-surgical gloves, which
accounted for 26 per cent of total rubber based product exports
declined marginally in 2002. Exports of solid or cushion tyres
and tyre treads, which accounted for 29 per cent of the total,
declined by 5 per cent in 2002.

Export of diamonds and jewellery increased by 11 per cent
in 2002, compared to a decline of 4 per cent in 2001. According
to the Gem and Jewellery Authority, the sector benefited by the
exemption from the VAT granted to raw material imports.
Jewellery exports declined by 27 per cent in 2002 due to
increased competition from India and Thailand. USA continued
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to be the largest buyer of jewellery from Sri Lanka followed by
Germany, Japan, Switzerland, UK and Singapore.

Export earnings from the food, beverages and tobacco
declined by 4 per cent in 2002 compared with a 16 per cent in
2001. Earnings from crustaceans and molluscs, and fresh and
frozen fish declined by 19 per cent and 17 per cent,
respectively, due to lower demand from USA, Japan and
France. Demand for these products from Asian countries
including Singapore, Hong Kong, South Korea and Thailand
remained unchanged. Among other food exports, canned or
bottled fruit and animal fodder increased, while cocoa
preparations, fruit and vegetable juices, manufactured tobacco,
coconut milk powder, coconut cream, malted milk, sweet
biscuits and mineral water exports declined in 2002.

Earnings from the export of petroleum products increased
by 8 per cent compared to a decline of 31 per cent in 2001. The
growth was a combined effect of a9 per cent increase in export
volume and a | per cent decrease in the unit price. Growth in
this sub sector was largely attributed to the sale of bunkering
and aviation fuel in response to improvements in ports and
aviation services. Export earnings from all other major
categories including, plastics, ceramic products, chemical
products, articles of wood, toys, articles of copper, quartz,
brooms, brushes, and stringed musical instruments improved
while earnings from travel goods and footwear declined
significantly.

Agriculture Exports

Agricultural exports include the three plantation crops and
minor agricultural export. The share of plantation crops in
agricultural exports in 2002 was 82 per cent, dominated by tea.
The share of tea in agriculture exports was 70 per cent,
followed by coconut and rubber with shares of 9 per cent and
3 per cent, respectively. The remaining 18 per cent belonged
to other agriculture exports, which is dominated by cinnamon,
cloves and un-manufactured tobacco. In 2002, export of
plantation crops declined by 3 per cent, while other agricultural
products increased by 23 per cent.

Plantation Crops

Earnings from plantation crops, declined by 3 per cent in 2002
compared to a decline of 6 per cent in 2001. Despite increased
tea production in 2002, the volume of tea exports declined to
292 million kg. reflecting a 1 per cent decline in volume and a
price decline of 3 per cent.

The decline was attributable to the increased global supply
of tea during the first half of 2002, as a result of the release of
stocks built up in 2001 by major producing countries, and
disturbance in the Middle East market due to the potential
outbreak of war in Iraq during the fourth quarter of 2002.
International tea prices declined during the first three quarters
of the year, but increased slightly towards the end of last quarter
of 2002. The average export price of tea declined from US
dollars 2.34 per kg. in 2001 to US dollars 2.26 per kg. in 2002.

Central Bank of Sri Lanka Annual Report - 2002

209



Part |

Chapter 9 - TRADE, BALANCE OF PAYMENTS AND TOURISM

Of total tea exports, 64 per cent was in bulk form, and
29 per cent was in packed form. The remaining 7 per cent
was in tea bags and higher value added forms-such as
domestic tea blended with foreign teas and instant and green
teas. Orthodox tea accounted for 94 per cent of Sri Lanka’s
tea production, while Cut, Tear and Curl (CTC) tea
production continued to be at 6 per cent in 2002, At present,
the global demand for CTC tea is declining. Most often, the
average price of CTC is lower than the price of orthodox tea.
Sri Lanka imported 3 million kg. of tea for blending, out of 4
million kg. permitted during the year. This import was 1 per
cent of domestic production in 2002.

Russia continued to be the largest buyer with a share of
19 per cent in 2002. United Arab Emirates (UAE) became
the second largest buyer with a share of 11 per cent,
followed by Syria with a share of 10 per cent. Other major
buyers were Iraq and Turkey (6 per cent each), Iran (5 per
cent), Ukraine and Saudi Arabia (3 per cent each). As a
group, Middle East countries bought 44 per cent of total tea
exports, while CIS countries bought 24 per cent and EU
bought 10 per cent in 2002.

Earnings from the three major coconut products,
namely, desiccated coconut, copra and coconut oil, increased
by 1 per cent in 2002, in contrast to a decline of 47 per cent
in 2001. The modest increase is a result of significant price
increases, which were almost neutralised by significant
declines in volumes. Exported volumes of those products
declined by 43 per cent, 10 per cent and 25 per cent,
respectively, whereas prices increased by 59 per cent, 61 per
cent and 43 per cent, respectively. There has been a
continuous c=cline in world coconut production since the last
quarter of 2001. Sri Lanka’s harvest of 2,392 million nuts in
2002 was the lowest since 1993. Despite a lower harvest of
fresh nuts, coconut product exports, other than the three
major products, increased by 2 per cent in 2002. Export
earnings from coir fibre mattresses increased by 6 per cent,
the increase coming from the sale of stocks carried forward
from previous years.

Export earnings from rubber increased by 11 per cent
to US dollars 27 million in 2002. The volume of exports
increased by 14 per cent and prices declined by 3 per cent
in 2002. In 2001, both prices and volumes dropped by 16
per cent and 1 per cent, respectively. Local consumption of
rubber increased from 54 million kg. to 56 million kg. in
2002 as the rubber based manufacturing sub-sector
expanded during 2002. In order to meet input requirements
of the local industrial sector, a significant amount of natural
rubber, 4,898,969 kgs. was imported in 2002 compared with
the import of 726,865 kgs. in 2001. Surpluses in major
producing countries, and lower demand for natural rubber in
the world market, particularly in USA, contributed to lower
rubber prices. Earnings from rubber exports accounted for
less than 1 per cent of total exports earnings.

Other Agricultural Exports

Earnings from other agricultural exports, usually known as
minor agricultural exports, recorded a significant growth in
2002 after declining during the last three years. Other
agricultural exports grew by 23 per cent to US dollars 168
million in 2002 from US dollars 136 million in 2001.
Earnings in 2002 from this sub-category was the highest
since 1998. In 1998, earnings amounted to US dollars 170
million. This growth was entirely from an increase in the
volume by 23 per cent.

The major components of other agricultural exports are
cinnamon, cloves, un-manufactured tobacco and pepper. Those
four products together accounted for 75 per cent of total other
agricultural product exports. Earnings from cinnamon exports
increased by 6 per cent. Despite lower prices, earnings from
un-manufactured tobacco increased by 6 per cent as the
quantity exported increased. Cloves became a significant
commodity among other agricultural product and grew by 121
per cent in 2002. The price of cloves increased by 7 per cent
and quantity by 106 per cent due to high demand from India.
The quantity of pepper exported increased significantly in
2002. However, pepper prices declined by 30 per cent,
continuing a decline since early 2000 due to increased global
production. Prices of nutmeg and mace remained stable during
the year due to demand from India. Cardamom prices increased
during the last two quarters of 2002. An increased volume of
exports of vegetable resulted in a higher export value, despite
lower prices. Export earnings from coffee, cocoa products and
betel leaves, increased, while dry and fresh fruits and cashew
nuts declined in 2002.

Mineral Products

Earnings from mineral exports increased by 4 per cent in 2002,
Gem exports, which accounted for 95 per cent of mineral
exports, increased by 4 per cent against a 12 per cent decline
in 2001. Gem sales were higher in the local market with the
revival of the tourist industry during the latter part of 2002, but
exports were affected by unresolved issues in the gemstone
trade, especially the controversy over artificial quality
improvements to sapphires in Thaifand.

Sri Lanka continued to be the largest supplier of top
quality large blue sapphires of natural colour to the world
market and the prices of these products were stable during the
year. The demand for calibrated blue, pink and yellow
sapphires in the European and US markets remained stable
throughout the year. USA continued to be the largest buyer of
Sri Lankan gems in 2002. Hong Kong has maintained its
position as the centre for fine gems and jewellery in the Asia-
Pacific region. Japan and Thailand continued to be major
markets for Sri Lankan gems while Switzerland, France, UK
and Germany were among the major buyers in the European
market. Earnings from other mineral exports including metallic
ores and iron pyrites grew by 9 per cent.
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9.3 Imports

Expenditure on imports in 2002 was US dollars 6,105 million,
a 2.2 per cent increase over 2001. The increase in imports was
largely attributable to improved demand from higher economic
activity and the reduction of the surcharge on imports duties
from 40 per cent to 20 per cent with effect from 15 April 2002.
Imports of consumer goods increased by 7 per cent,
intermediate goods by 5 per cent and investment goods by 8 per
cent in 2002.

The increase in the value of imports is a composite
result of an 8 per cent drop in average import prices and an
11 per cent incréase in the volume i.e. food and consumer
durables (sugar, wheat, milk products, motor vehicles, radios
and television sets), intermediate goods (crude oil, textiles,
chemicals and plastics) and investment goods (building
materials ). Lower international prices of major inputs such
as textiles and some investment goods contributed to the
decline in average import prices. '

Import Structure

There has been a gradual shift from consumer goods to
intermediate and investment goods imports during the last 25
years following economic liberalisation in 1977. A shortage in
the domestic supply of rice and other food items led to the

increase in food imports. Expansion in the industrial sector
required higher imports of intermediate goods, while
improvements in infrastructure facilities and the construction
and transport sectors, combined with increased use of advanced
technology, increased imports of investment goods. The import
structure in 2002 showed a further marginal shift towards
intermediate and investment goods, reflecting the improvement
in economic activity. When compared with 2001, the relative
importance of intermediate and investment goods increased
from 73 per cent to 76 per cent, while that of consumer goods
increased from 21 per cent to 22 per cent. The share of other
imports (including defence related imports) decreased from 6
per cent to 2 per cent in 2002, following the peace process.

Consumer goods

Expenditure on both food and consumer durable imports
increased in 2002. Imports of food recorded an increase of 6 per
cent in 2002. Wheat grain imports increased to 993 thousand
metric tons in 2002 due to increased demand from the local
bakery and confectionery industry and the reduction in
domestic stocks. Flour imports increased from 6,338 metric
tons in 2001 to 11,325 metric tons in 2002. Sugar imports
increased responding to lower international prices. Rice
imports increased from 51,943 metric tons in 2001 to 95,100
metric tons in 2002 following the removal of licensing

TABLE 9.4
End-Use Classifiction of Imports

US dollars million As. million
Category -
1998 1999 2000 2001 (a) 1998 1999 2000 2001(a)

1. Consumer goods 1,255 1,242 1,388 1,235 . 80,956 87,505 105,403 110,059
Food and drink 723 661 693 654 46,543 46,562 52,584 58,466
Rice 42 46 4 11 2,621 3,290 288 969

Sugar 129 106 141 115 8,384 7,448 10,777 10,289

Wheat 127 111 127 110 8,133 7,792 9,625 9,783

Other 425 398 421 419 . 27,405 28,032 31,894 37,425

Other consumer goods 532 581 696 581 34,413 40,943 52,819 51,593

2. Intermediate goods 2,982 3,057 3,789 3,321 192,494 215,658 287,196 296,522
Petroleum 345 500 901 731 . 22,275 35,344 68,381 65,190
Fertiliser 62 66 80 67 3,989 4,690 6,059 6,047
Chemicals 143 136 147 142 . 9,241 9,590 11,152 12,647
Textiles and clothing 1,397 1,320 1,471 1,320 90,099 93,105 111,386 117,993

Other intermediate goods (c) 1,035 1,035 1,190 1,061

66,890 72,929 90,218 - 94,644

3. Investment goods 1,477 1,565 1,737 1,081 - 95,322 110,599 130,889 96,185
Machinery and equipment 786 678 787 610 50,592 47,736 59,538 54,287
Transport equipment (d) 264 523 529 129 17,098 37,191 39,489 11,469
Building materials 303 260 305 249 19,590 18,296 23,087 22,145
Other investment goods 124 105 116 93 8,042 7,376 8,776 8,285

4. Unclassified imports 176 115 406 337 i 11,367 8,126 30,802 30,198

Total imports () 5,880 5,980 7,320 5,974 380,138 421,888 554,200 532,964

(a) Revised Sources : Sri Lanka Customs

(b) Provisional

(c) Diamond imports reported by the Sri Lanka Customs in 1999 and 2000 were adjusted

for data obtained from major importers.

(d) Includes the value of 3 aircraft each imported by SriLankan Airlines in 1999 and 2000.

(e) Adjusted

Co-operative Wholesale Establishment
Ceylon Petroleum Corporation

Major importers of diamonds

Central Bank of Sri Lanka

Prima Ceylon Ltd.
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requirements in Budget 2002. A specific duty of Rs 7.00 per
kg. on rice was introduced on 21 January 2002, replacing the
35 per cent import duty. Out of 95,100 metric tons of rice
imported, 36,085 metric tons were imported in March 2002 as
the CWE was allowed to import 30,000 metric tons of rice at
areduced duty of Rs. 4.00 per kg. for the festive season. Higher
domestic prices reduced the demand for milk and fish products.
Potato imports were low because of high import duties and
increased local production. The imports of lentils and fruits
increased after the reduction of the import duty surcharge.

In the durable consumer goods category, imports of motor
cars and motor cycles increased by 60 per cent in 2002. Imports
of radio receivers and television sets increased by 11 per cent
in 2002, while the import of rubber tyres and tubes increased
by 24 per cent. Imports of medical and pharmaceutical products
increased by 12 per cent. Other consumer durables imports
which increased in 2002 were plastics tableware and
kitchenware, books, footwear, skin care products, other articles
of vulcanised rubber and padlocks and locks. All these items
were subject to the surcharge of 40 per cent on import duties
from 21 February 2001 till 14 April, 2002 and a reduced
surcharge of 20 per cent from 15 April 2002.

TABLE 9.5
Volume of Major Imports (a)

_ ltem 1998 1999 2000 2001

Rice 168 214 15 52
1st Quarter 136 24 7 3

2nd Quarter 12 12 7 7

3rd Quarter 2 31 2

4th Quarter 18 146 1 40
Wheat 880 859 922 760
1st Quarter 340 207 266 231

2nd Quarter 155 263 210 229

3rd Quarter 126 189 247 177

4th Quarter 259 200 199 123
Sugar 444 479 562 420
1st Quarter 79 152 128 100

2nd Quarter 129 64 185 127

3rd Quarter 99 138 85 109

4th Quarter 137 125 164 84
Petroleum (Crude oil) 2,156 1,832 2,347 1,954
1st Quarter 567 244 608 237

2nd Quarter 431 503 583 539

3rd Quarter 662 548 613 624

4th Quarter 496 537 543 554
Fertiliser 440 539 559 460
1st Quarter 109 97 149 66

2nd Quarter 98 158 102 183

3rd Quarter 82 129 174 83

4th Quarter 151 155 134 128

Sources: Sri Lanka Customs
Co-operative Wholesale
Establishment
Ceylon Petroleum Corporation
Prima Ceylon Ltd.

(a) Adjusted
(b) Provisional

Intermediate Goods

The value of imports of intermediate goods increased by 5 per
cent in 2002 due to higher prices for crude oil and higher
volumes of crude oil and fertiliser. The price of crude oil
increased gradually and was relatively high during the last
quarter of 2002 compared with the pervious year. The volume
of crude oil imports increased from 14 million barrels in 2001
to 17 million barrels in 2002. The average price of crude oil
increased from US dollars 24.47 per barrel to US dollars 25.13
per barrel (3 per cent) between these two years. The value of
refined products decreased by 3 per cent as the quantity
imported was less than in 2001, when refined products were
used for power generation. The total value of petroleum
product imports increased by 8 per cent. Intermediate good
imports, excluding petroleum products, increased by 4 per cent
responding to positive growth in the industrial sector in the
second half of 2002.

Textiles imports accounted for 38 per cent of intermediate
good imports in 2002. Expenditure on textile imports increased
marginally in 2002. Value of diamond imports increased, by 22
per cent, reflecting the improved world market for diamonds.
Fertiliser imports increased by 13 per cent while other
intermediate goods imports increased by 7 per cent, marked by
higher imports of inputs for soap, chemicals and rubber based
manufacturing industries. Imports of edible oils increased
considerably to substitute for lower domestic production of
coconut oil. Imports were also encouraged by a reduction in the
specific surcharge from Rs. 20 per kilogram to Rs 5 per
kilogram with effect from 01 April 2002, and the withdrawal
of the surcharge with effect from 26 September 2002.

Investment Goods

Import of investment goods increased by 8 per cent in 2002.
Import of transport equipment, mainly buses and trucks
increased by 17 per cent. Machinery and equipment imports
increased by 5 per cent due to higher imports of electric
generators and reception apparatus for television. Import of
building materials increased by 9 per cent. The major items
which increased were cement, iron and steel bars. Imports of
other major investment goods including medical instruments
and appliances, aluminium wire, electric conductors and
electric meters increased by 15 per cent.

Direction of Trade

Industrialised countries continued to be the main destination for
Sri Lankan exports in 2002. However, the market share of these
countries declined marginally from 75 per cent in 2001 to 74
per cent in 2002. The share of developing countries increased
from 21 per cent to 22 per cent while the share of Eastern
European countries remained unchanged at 4 per cent.
Developing countries, the major origin of Sri Lanka’s imports,
secured 70 per cent of the Sri Lankan market while industrial
countries shared 30 per cent against 67 per cent and 33 per cent,
respectively, in 2001.
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Chart 9.4.1
Exports by Destination
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Countries in the South Asian Association for Regional Co-
operation (SAARC) accounted for 5 per cent of the total
exports and 15 per cent of total imports. In the SAARC region,
India was Sri Lanka’s largest export destination (4 per cent of
total exports) and the largest country of import origin (14 per
cent of total imports). EU accounted for 30 per cent of total
exports and 15 per cent of total imports in 2002. In the EU, UK
was the most important export destination (13 per cent) and
country of import origin (4 per cent). Exports to CIS countries,
accounted for 4 per cent of Sri Lanka’s export market, with
higher tea exports to Russia.

USA continued to be the largest single buyer of Sri
Lanka’s exports since 1979. The market share of USA
decreased to 38 per cent in 2002 from 41 per cent in 2001, and
the value of exports to USA declined by 8 per cent in 2002.

Textiles and garment exports accounted for 80 per cent of total
exports to USA. However, garment exports to USA declined
by 5 per cent in 2002. UK, the second largest buyer, recorded
a share of 13 per cent, followed by Belgium and Luxembourg
(6 per cent) and Germany and India (4 per cent each). Garments
and tea accounted for 76 per cent and 3 per cent, respectively,
of goods exported to UK. Diamonds and garments accounted
for 69 per cent and 17 per cent, respectively of goods exported
to Belgium and Luxembourg. Japan was one of Sri Lanka’s
major markets for frozen shrimps, machinery parts and
accessories, tea, fish products and precious stones. Out of the
total exports to Germany, garments and tea accounted for 39
per cent and 6 per cent, respectively. Accordingly, Western
industrial countries as a group continued to be Sri Lanka’s
largest trading partner in 2002.

Once again, India was the largest single exporter (14 per
cent), while Hong Kong (8 per cent) and Singapore (7 per cent)
became the second and the third largest exporters to Sri Lanka
in 2002. Imports from Japan (fourth largest exporter) increased
by 5 per cent because of an increase in motor vehicle imports
in 2002. Imports from Hong Kong declined by 2 per cent, while
those from Singapore increased by 6 per cent. Imports from
India increased by 39 per cent. Food was the major item
imported from India. Fabric and accessories for the garment
industry were the major items imported from Hong Kong.
Petroleum gasses, sewing machines, telephone equipment and
data processing machines and parts were among the major
items imported from Singapore. Other major exporters to Sri
Lanka were the Republic of Korea and Taiwan (5 per cent
each), USA, UK, China and UAE (4 per cent each).
Accordingly, Asian countries, as a group, continued to be the
major origin of Sri Lanka’s imports. However their market
share decreased from 56 per cent in 2001 to 53 per cent in 2002.
In absolute value terms, imports from Asian countries increased
by 7 per cent, mainly as a result of higher imports from India.

9.4 Services and Income

The services account registered a surplus of US dollars 271
million, an increase of 55 per cent over the previous year, due
to higher receipts from travel and transportation services.
Earnings from tourism increased by 17 per cent to US dollars
248 million. Receipts from non-resident Sri Lankans who
travelled to Sri Lanka during the year are estimated at US
dollars 115 million in 2002.

As a result, travel related net receipts increased from a
negative US dollars 38 million to a positive US dollars 100
million during the year. The increase in receipts from
passenger fares, reflecting the recovery in tourism and port-
related services receipts, raised net receipts from
transportation services by 139 per cent to US dollars 184
million in 2002. Net receipts from telecommunications
services increased by 79 per cent to US dollars 61 million.
However, net receipts to Sri Lanka from the
telecommunications sector was far below its potential due to
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heavy traffic in the External Gateway System, as there was
only a single operator in the market in 2002, The lack of
adequate gateway capacity in the international
telecommunications services have compelled foreign
investors to request their local counterparts to initiate
communications from Sri Lanka. Speedier liberalisation of
the international telecommunications market is vital to exploit
the potential benefits arising from peace in Sri Lanka and the
government’s objective in the Regaining Sri Lanka initiative.
Under the National Communications Policy, the government
took steps in early 2003 to liberalise the international
gateway. However, it is important that the market operates in
a competitive environment under an efficient regulatory
mechanism, to maximise benefits from a liberalised
telecommunications market.

Receipts from computer and information services
(information technology exports) decreased by 24 per cent to
US dollars 50 million. Market for these services was slack
because of slow global economic recovery, particularly in the
United States. Foreign exchange receipts from construction

TABLE 9.6
Net Services, Income and Transfers (a)

US dollars Million

Rs. Miltion
tem

. Transportation

Travel

. Telecommunication Services
. Computer and Information Services
. Construction Services

. Insurance Services (c)

. Other Business Services

. Government Expenditure n.i.e.

Total Services

. Compensation of Employees
. Direct Investment
Interest and Other Charges(d)

Total Income

wWn =

-

. Private (e)
2. General Government

Total Current Transfers

(a) This presentation conforms as far as possible to the Balance of
Payments Manual, 5th Edition (1993) of the International Monetary
Fund.

(b} Provisional

(c) Services receipts in 2001 include US dollars 382.4 mn. received by

Sri Lankan Airlines as insurance claims for the aircraft destroyed by

the attack on the airport in July 2001, while Services payments in

2001 include US dollars 292.8 mn. paid to the lessors of the aircraft.

The net receipt of these insurance claims was US dollars 89.6 mn..

From 1994 onwards Foreign Currency Banking Units (FCBUS) of

commercial banks have been treated as a part of the domestic

banking system in the compilation of balance of payments statistics.

Accordingly, transactions involving FCBUs and non-residents are

taken into account in the compilation of balance of payments

statistics, while those involving FCBUs and residents are excluded.

Inciudes US dollars 45 mn. received in 2000 as compensation of US

dollars 2,500 per person to 29,323 Sri Lankans, who lost employ-

ment in Kuwait due to the Gulf War in 1990.

(d

-

(e

—

services, at US dollars 34 million, dropped 17 per cent during
the year. Net receipts from insurance services declined by 83
per cent to US dollars 18 million during the year. However, net
receipts from insurance services, excluding the extraordinary
receipt of US dollars 90 million to Sri Lankan Airlines as
insurance payments for the aircraft destroyed in the LTTE
aftack on the Katunayake International Airport in 2001, grew
by 12 per cent during the year.

Reflecting the impact of declining global interest rates on
interest payments, the deficit in the income account contracted
during the year. The deficit in the income account declined by
6 per cent as both net interest payments and payments on
account of profits and dividends declined during the year.
Despite an increase of 9 per cent in the external debt stock,
interest payments on external debt declined by 16 per cent due
to the sharp decline in interest rates in international markets.

9.5 Current Transfers

Total net current transfers, comprising net private current
transfers and net official current transfers, increased by 12 per
cent to US dollars 1,123 million. Net private transfers increased
by 12 per cent. This is partly due to an increase in the number
of Sri Lankans migrating for foreign employment by 10 per
cent to 230,629 during the year. Gross private transfers
increased by 11 per cent to US dollars 1,287 million, which
included US dollars 1 million received on account of
compensation payments in 2002 to Sri Lankan workers who
had been displaced in the Gulf War in 1991. The increase in
private transfers, particularly during the fourth quarter of 2002,
was attributed to increased income in oil exporting countries
due to rising crude oil prices and uncertainties in the West Asia,
which encouraged Sri Lankans living there to remit more funds.

Worker remittances from the West Asian region
accounted for over 60 per cent of total private transfer receipts.
However, with the increasing employment in Europe, the share
of the West Asian region has declined since 2000. Seventeen
per cent of total transfer receipts came from countries in the
European Union and this share has gradually increased over the
past three years. North America, other European countries and
the Far East continued to account for about 7 per cent and 5 per
cent each of the total remittances, respectively. Private transfer
receipts, which continue to be the second largest foreign
exchange earner after net garment exports, were sufficient to

.cover over 90 per cent of the trade deficit and the deficit in the

goods, services and income accounts. These remittances are
important for the Sri Lankan economy. However, hardships
faced by Sri Lankan workers, particularly in West Asia
continue unabated. For example, 228 Sri Lankans were
reported dead during employment abroad in 2002, while a large
number of Sri Lankans are said to be in prisons abroad.
Meanwhile, a section of Sri Lankan workers have been subject
to communicable diseases while employed abroad. Ignorance
on the part of Sri Lankan workers may be a prime factor for the
increasing rate of HIV infection. These issues warrant urgent
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