Chapter 4
INDUSTRY

4.1 Overall Performance and Trends

Industrial outpul, measured ag the output of factory industries,
in rgal terms grew by 4.9 per cenl in 2003 compared with 2.8
per cent in 2002, The growih in nominal termz stood 2 103
per cent resulting n an implicit price deflator of 5.4 per cent
for the factory industries in 2003. The output of factory
indusiries, which aceounted for Bl per cent of the
manufacturing output, contributed 10.% per cent to overall
ecenomic growth in 2003

The increase in output in 2003 is a composite outcome of
a 5.2 per cent increase in private sector indusiries and a 7.1 per
cent decline in public sector industries. The shares of privaie
and public sectors in factory indusiries were 96 per cent and
4 per cent respectively in 2003, The public sector share of
industrial autput continued 1o decline since the 1930s due o
the rapid expansion of private seclor industries, change in the
ownership from public to private sector and the reduction of
cuwlpwt in public sector industiies resulttng from inadequate
technological and human capital improvements, adminisiered
prices detached from market realities, over staffing. problems
in corporate governance and excestive governmeni
intervention. In private sector industries, the output growth in
BOT industries was estimatad at 3.9 per cent in 2003, reflecting
a recovery compated with the I per cent growth achieved in
2002, The ourput in the non-BOI sector grew by 6.2 pet cent
in 207, compared to 4.4 per centin 2002, Non-BO1 industries
contributed 58 per cent 1o the growth in 2003 and BOI
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industries accounted for the balance. The impetus for the
growlh w industrial oulpul in 2003 came manly Trom three
out of nine industrial categories, viz,, textiles, apparel and
leather products; chemical. petroleem. rubber and plastic
prowucts and lood, beverage and tobacco products. These three
calegories coninbuted B0 per ceni of the indusirial secior
growth in 2003,

In 2003, the industrizl sector benefited from the revival of
ecomomic activilies with the continuation of peace,
international donor support, stable exchange rates,
improvements of internaiional markets and favourable weather.
The adoplicn of advanced management technigues, firm level
commitment to enhance competitivensss and high invesiments
in modern technology helped the indusirial sector © achieve
healthy sutput growth in 2003, Business and investor
confidence remained positive with a distinet improvement in
the financial performance in the corporate secior, slowing down
of inventones, expansion in capacity wtilisation, tmprovement
of macroeconemic management and commitment of the
government to implementing siructural reforms. The
resumpdion of invesiment in the indusirial sector was evident
in the steady nse of imports of capital goods and intermediate
goods in the lawer part of the year. Despite deflationary
pressures in some inlernational markels and iniense
competition rom low cost manafacturing counfries, 2xport
prices improved, particalarly during the second half of 2003,
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Qutput ity domestic market oriented industries, which
grew only moderalely at the beginning of the year. gained
broad-based growth momentum in the second half of 2003.
The growth mementum was seen actoss all major caregories.
The revival was led by the demand for consumer non-durables.
In particular, a strong performance was seen in processed
food, beverages, liquor, beer, milk powder and other milk
products. processed meal, biscuits. anmal feed, soap and
detergent, and rubber wyres. The demand for thesa products
confinued (o grow dug to higher sconomic activitiy, the new
demand arising from the North and the Easl benefiting from
improved security conditions and distribution capabilities,
failing interest rales, moderat: inflation, resumption of delayed
invesdiment projects, 2 boom in the share market and increased
barvest in agriculwral areas.

Major export markets of Sri Lanka improved beter than
expected in 2003, Exporl market oriented indusiries such as
rubber bated products and processed diamond registered
relatively higher growth in 2003, However, output of apparel.
textile and ceramnic products in volume tlerms registered only
a moderate growth due to the intense competition in
international markels. The global compelition continued to
intensify with the entrance of low cost manufasturers to the

international markets, a growing Itend of rading under
preferential agreements and special concessions granted to
some African and Caribbean countries by USA. Preferential
trade agreements such as the Morth American Free Trade
Agreement (MAFTA). the Caribbean Basmn Initiative {CBI)
and the African Growth and Opportunities Act {AGOA) have
reduced the marketing opporiunities for Sri Lankan products
in the US marker. China. with its massive production
capacity, strong raw material base, continuous improvement of
techmology. lower utility costs and higher labour productivity,
has sharpened its competitive edge in the global marker. The
East European and South American countries were
compebitive in terms of lead-time as they are geographically
closer respectively, wp the EU and USA.

The mdustrial seclor has been undergoing fundamental
restructuring since the mid 19905 in order to cope with the
changing environment. The process of industrial restructoring
continued i 2003 through mergers and acquisitions, changes
in ownershup, retfocation of factones, closing down of nem-
profitable production units, changes in lechnology and cost
ceductions. Initiatives were taken 1o shampen competitivensss,
pan efficiency and raise profilability in the contexl of changes
in market wends, consumer preferences and techrology. The

TABLE 4.1
Value of Industrial Production
{1990 Constant Prices}
Fiz. miflien Percariage chanps
Calsgomnes
1593 2000 2001 2002 200G (a) 2002 2003{a)
1 Food, beverages and Hbacd prodists 41,742 44,241 45,995 47 675 50.€56 4.6 03
Food and ottwer 26,330 28,004 20,198 3,428 32 640 4.4 T3
Liquor 3,327 o497 3478 3,656 484 52 120
Bayeragas 6,432 bty 1] ¥.548 T.HBE B 400 4.5 BB
Tohatco products LA A 5,840 23 5, 700 5,501 5.1 35
2 Textle, wearing appare] and leathar produsts 78282 0718 B2 900 A3.885 86,247 183 2.7
Appare] 7831 A28 72300 a2 75, 144 1.3 2.6
Teklie 74597 8,148 7475 7, GG 7 B8 35 18
Laathar 8,229 3450 3,257 2,075 &.2as 33 59
3 Wood and wood products 1,423 1,544 1,487 1,466 1,547 1.4 55
4  Papar and paper producls J412 3,624 e 4 3,548 2,810 23 4.5
G Chemical, peiroleum, rubbar and plastic products 365,281 41,140 28,849 41,057 43,104 57 50
Chamicalz, paints and terlisers 5571 6,379 6,155 £,056 & 405 4.4 59
Rubber base indusldes §,082 6,824 5,104 B.51D ER 62 b3 NS
Plaslc & PYC 4,29z 4,571 5051 5,258 5705 4.4 B5
Pramaceulleas, detergent and oincr 10,335 10,956 10,532 10,111 11,556 3£ 54
Petrcleun 10,000 12410 11,007 11,943 11 (9% g5 |
6 Mo metalie mineral products 15,740 16,061 16,010 16,316 17,311 19 g1
Dlamand precessing 5,099 EATS £,056 5,304 5,670 49 3]
Cargmic produeds 2,023 2,053 1,008 1477 1,943 38 35
Cement 4,785 4,823 4,843 4,858 5,254 1.5 73
Building materiaks and oiher 9,877 4,040 4,203 a4, 258 4,845 15 4.z
7 Bagic melal prodacts 1.7 2,024 2,096 2158 el V. | 28 45
& Fabeicated metal produsts, machinery ang
fransport equipment 6,660 4,071 9,261 9,446 10,079 20 67
8 manudaciured products Nol elsswnere specilzd 4,375 4,559 0527 4,720 5.6 20 ga
Toial 191 850 213,010 204 853 210,456 220,060 28 4.6
() Prcwvigiomal Sources: Cantral Bank of SnLanks

Board of irarestment of Sol Lanka
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TABLE 4.2

Yaluwe of Industrial Production (a)
Camgoiles As. millkon Parcaniape chanpd
1999 2000 2001 2002 2003y . 2002 SN0
1 Food, beverages and nbaceo producls a4607 105,671 120.35¢ 13673 161,870 131 ‘118
2 Texiila, wearing apparcl and bkeather progucis 178,844 NE685 224898 20712 361,990 7o (4]
3 Wood and wosd producty 2Nns 3,084 3272 1520 3978 78 127
4 Paper and paper products 5854  G5IB 7,359 7.528 8283 22 10.2
5 Choemical, paircieom, mebbar and plaskic progucts 3500 T467D 70,553 w250 100113 144 109
g MNonmalalic menaral prodocts 26830 28198 3,092 35,108 38413 101 84
7 Basic metal producs 3,046 3378 3.8588 4,323 4,690 1.2 a5
B Fabricated melal products, machinery, and anspod cquipment 14305 15675 7638 19,358 21 872 L X 130
3 Manufacioed products nol slseshare speciiad 9,002 B850 10,361 11,450 1.2 28l 105 134
Tolal 3TATI a6 T2 496230 548431 6043199 O 104 102

ta) Wakue of praduction i stimated ¢n the bases of ex-dactny value o producton

o} Frovisonal

intense application of information technology continued in the
areas of order placement, marketing, supply chain
management and sirategic decision-making. There were
atiempis 1o maintain an appropriate balance, beiween the
needs and aspimations of caployess and Ihe pursuit of business
stralegies requiring cost culting, manpower reduction and
enhancing efficiency. The high quality of products, on lime
delivery, compelitive prices and high labour standards
maintained by manufacturers created 2 sirong positive image
for products manufactured in $ri Lanka among international
buyers,

Restructuring efforts of the private sector were facilitated
by the govemment’s inilistives 10 enhance competitiveness. In
2003, the government amended a number of existing labour
laws to lmprove flexibility in the Tabour market. The
government is also planning 1o introduce an Employment and
Industrial Relalions Act to increase Flexibility im labour
markels, promote Lhe upward mobility of labour and raise
labour productivity aiming at enhancing job oppertunities and
increasing remunerations without exerting inflationary
pressures. In the telecommunications sector, access to the
interational gateway was hiberalised in 2003, leading to a
reduclion in the cost of overseas calls and <reation of
opportunities for a greater use of information and
communication technology as the new polential growth area
for the country. Other measures implemented in the areas of
custpms and iax collections reduced business transaciions
costs, Seiting vp & permacent Tanff Commission helped
rectify certain anomalies and distortions in the tanft structure,
Exchange control tiberatisation announced in Budget 2003
permitted unlimited ropee credit facilities to BOL enterprises
approved under Section 17 of the BOT Act,

Inadequate infrasiruciure facilities in the arcas of roads
and energy, frequent interruption 1o power supply and voltage
fluctualions. concerns relating to law and order, absence of a

Souwces:  Conral Pank of Sii Lanka
Board of Irprastment of St Lanka

prepet bankraptey legislation and its judicial enforcement
remain major impediments 1 accelerating industrial growth.
Unnecessary regulations in certain activities, such as 1ime-
consuming reporting requirements and burdensome approval
procedures have increased business rransactions cosis.
Increasing competition and sudden shocks in global market
indicates a need for a strategy to diversify export markets and
widen the production base. The private sector should be
assisted with global trade, especially trade negotiations,
disseminalion of information regarding market opportunitics,
improving business environment, nhancing competitiveness,
skills developments, improving corporale governance and
maintaining macroeconomic stabilily, The focus also should
be placed on reforming the power sactor as high ¢ost and
inadequale capacity expansion in power generation will hinder
the fulure expansion of private investmems. New stralegics
ais0 need to be formulaled 1o assist small industriss 1o improve
technologies, enhance managerial capabilities and gain access
to international markets.

4.2 Industrial Policy and Institutional
Support

The long-run growth of the sector depenrds primarily on
innovation and productivity growth, Hence, a private sector
led expost—oriented indusiiahsation has been an integral part
of the averall industnal policy of the country since 1977, while
the government has supplied complementary public goods and
fulfilled the role of a Factfitator. In the changing global marked
environmenl, the long-term industrial policy has given high
priority to developing a globally competitive manufacturing
sector that can prosper wilhout proteciion of tariffs or
subsidies. In order to achieve this goal, the government's role
in industrial sector development has bzen changed to move
away from being a regulator 1o 2 faciditator, Accordingly, the
industiial policy of the government im Lhe recéni past was
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directed lowards removing impediments and URnECEsSaTY
controls on business, improving the business environmen,
facilitating trade, enhancing competitivenass, improving
corporate govemnance, removing restrictions on foreign
investment flows and facilitating easy access to foreign
technelogy and foreign direct investment.

Recognising the significant contribution made by (he
industrial sector in the creation of employment for bolh
unskilled and semi-skilled [abour, the govermment has proposed
in its medium-term macrotconomic framework [0 mainstream
poverty reduction in industrial policy. Tn this context, the
industrial sector has to create mote employment opportunities
at the regional level 1o accomplish the gavernment’s poverty
reduction strategy. Considering the potential of Small and
Medium Scale Enterprises (SME's) to create more employment
at lower investmenl costs, generate income. afleviate poverty
and develop the regions, priority has been given for the
development of the SME sector. A White Paper on Small and
Medium Sector Promotion, incorporating the vision for the
sector, strategies 1o achicve this vision, an instiwtional
framework that will impact the sector, incentives and assistance
to the sector was submilied to the line minisiries in 2003

Promoting foreign invesiment and improving
MACTOSCONOMIC Management are viial to achieve the multiple
objectives of the industrial policy, Although swcressive
gavernments offered 2 series of incentives and concessions to
investors, the country failed 10 atfrage adequate investment
mainly due to poor infrastructuze facilities, regulatory burdens
and civil conflict. Rapid technological change, plobalisation
and heightened competition at national and international levels
have changed the business ¢nvironment in which lirms
opetate. Therefore, with the rapidly changing industrizl and
business environments, industrial policy should aim at
¢enhancing the indusirial competitiveness through improved
techrology, higher product quality and wider market access,
by providing a business environment that enhances the ability
of enlerprises to be innovative, flexible and competitive.

Some of the existing regulations in the country have
unduly increased business transaction costs, slowed down the
decision-making process of enterprises and have made room
for political interference and patronage. The unaecessary and
complex regulations also have encouraged regulators 1o
engage in rent-seeking activities leading to corruption, delays,
waste of resources, inefficiencies and revenue ioss to the
governmenl. To address this problem, the government in 2001,
set up a Deregulation Committee under the Industrial
Promotion Act No.46 of 1990. The committee has made
several recommendations to the government to cvercome the
idenitified boulenecks that affect business activities and
competitivensss of domestic products. Recognising the
tmportance of these recommendations, the government has
decided 10 embark on deregulation in the main areas of
customs and tariffs, tax administration, labour laws and land
and land titles by simplifying and unifying existing

procedures. As deregulation is a continuous process, the
government has reappointed the Commitiee 1o examine other
areas that need to be deregulated and to monitor the
implementation of the recommendations that have already
been made. The government has also antiounced the
introduction of bankrupicy legislation that will protect the
imierests of the creditors and facilitate an orderly exit of failed
firms.

The rigid and highly distorted labour mackel has been
cited as an impediment to invesimeni flows, employment
creation and growth of the industrial sector. To overcome
these problems, the government toak 2 mumber of measures to
increase flexibilily and minimise distortions in the Jabour
market. Section 68 of the Factonies Ordinance Act of 1942 was
amended to permit a female employee o work 60 hours
overtime per month (720 hours per annum} from 100 hours of
overtime per annum permitted earlier. During the year, the
Indusirial Dispute Act. Termination of Employment of
Workmen (Special Provisions) Act and Indusirial Disputes
(Hearing and Delermination of Proceedings-Special
Provisions) Act were amended to remove rigidity in the labour
market. This flexibility in the labour market was necessary not
only 1o protect the jobs of existing workers but also to create
mare jeb oppertunilies in the fubure. In any growing economy,
job creation for fulure generations should receive highest
priority and & conducive environment for employers Lo hire
workers should be created. Prohibitive labour laws prevent
enterprises from uiidertaking restructuring programmes in the
face of difficuitics and thereby put even the existing labour at
the risk of losing employment. These amendments became
effcctive from 31 December 2003, The formula for
computation of payment of compensation for laying-off of
workmen was gazetted in December 2003, These amendments
are expected to give greater flexibility w employers to adjust
their workforee lo suit business and economic conditions.

To promote active dialogue with \he private secior in
policy formulation the government has set up Sectoral Task
Forees with private seclor parhicipation. Task forces were set
up in respect of sectors such as rubber, gem and jewellery,
coir, plastics, ceramics, spices and allied products, wood and
wood based producls, leather and leather goods. foolwear,
packaging, tea and processed food. Each task force was
charged with the responsibility of preparing a five-year plan
for the respective sector, These task forces have now
completed their five-year plans and the Mintsiry of Enterprise
Development, Industrial Policy and Investment Promaotion
commenced the implementation of the recommendations macs
in those plans.

Faced with fiscal constraints, the need for eliminating
anomalies resulting from discriminatory incentive regimes and
to ensure a level playing field for all investors, the sovernment
decided to rationalise the prevailing incentive structure. In this
regard, Budget 2004 annouticed the rationalisalion of tax
exemnptions offered under the Inland Bevenne Act with effect
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from April 2004, The industrial sector benefitted from several
indirect incentives in 2003, generatéd by sound
macrosconcic conditions. Among these were lower interest
and inflation rates, stable exchange rates and the avalabiliry
of more funds to the private sector from the banking sector
resulting from a reduction in gevernment borrowings fot
budgetary financing. In addition there was increased local
demend arising fiom the conlinuation of the ceasefire. In
contrast, inadequate infrastructure faciliries and cerain
structural rigidities werz indirectly responsible for holding
back growth in the industrial sector. Therefore, implementing
necessary reforns promptly W overcome theses problems will
act as attractive indirect incentives Tor the mdustrial sector and
stimulate industrial sector growth. In this regard, large
infrastructure development programmes, including setting up
of a coal-fired power plant, announced in Budget 2004 would
be a beneficial to the industrial sector, if implemented a8
planned,

Exchange control liberalisation announced in Budget
2003 permiis unlimited rupee credit facilities to BOI
enlerprises approved undes Section 17 of the BOI Act and
controdled direetly or inditectly by persons resident ourside Sri
Lanka. Such c¢redit can only be granted by licensed
commercial banks, the Nationat Development Bank and
DFCC Bank. The liberalisation also permitted credit facilities
up o 360 days to buyers resident in Sri Lanka, by a supplier
of goods and services not resident in Sri Lanka, al rates of
interest net Digher than the internatonal markets, if the
supplier insisted on paymend of inlerest,

The first state sponsored industrial ineubador,
‘Nawazbima', 0 assist start up businesses was set up in 2003
at the Movatuwa University. Imitiafly, 12 firms in the lzather
aned IT sectors were selected. The incubator will offer on-site
management, low cost business space, flexible leases and
techmology support wnder one roof. Other indusiries, selacied

after studying their potential and the need for assistance, will
be incubated in the near future.

4.3 Value Addition and Capacity
Utilisation

Value added in the industrial seclor in nominal terms increased
by Ll per cenl in 2003. In real terms, value added increased
by 4.7 per cent compared with 2.9 per cent in 2002, Valce
added is derived by subtracting the cost of yaw martetials and
prower and fuel from the ex-factory value of ourput. The
expansion of capacity utilisalion owing to higher domestic
demand, improved rechnology. stable exchangs rates, which
helped to a contain imported raw matenal costs, and advances
in productivity had beneficial effects on value addition. Firm
level structural reforms such as closing down of non profitable
preduction units, changes in technologies, rimming of excess
labour and variaus cost reduction methods also helped 10
improve valye addition. However, intettuplion of power,
higher encrgy prices and severat structural impediments im the
economy tetarded the growth of value addition in the
industrial secior.

Thstalled capacity in the industrial sector expanded by 3.5
pet cent in 2003 as compared with L& per cent in 2002.
Howevet, capacity expansion im 2003 slowed as investors
deferred the major capacity expansion and new projects until
both intemational and domestic econemie condificns improve
further. Production capacity o ceramics. food processing,
mbber based products and plastic products increased in 2003,
Capacity m exportsoriented industries such as processed tea,
accessoties for the apparel industry, antificial flowers,
ormamental ceramics. synthetic gemstones and copper wire
alse expanded in 2003, Overall capacity utilisation in the
industrial sector inereased from 31 per cent in 2002 to 85 par
cent in 2003.

TABLE 4.3
Value Added in Industry (Current Prices)

Perosniage crangs

Categoias R rmalion
2000 2001 2002 Hr¥a} 2002 - 2003a)
1 Food, beverages and tobacon product: 44,503 49081 54252 61.550 &8 FOR t34 133
2 Textile, waaning appard and lealher products 55263 69451 T1263 I 84623 a1 ®9
3 Wood ang wood products 1,300 1,584 1638 1,736 1,829 LEn 11.1
4 Paper and paper products 2564 2608 3,103 R 1= 3,334 &7 &7
5  Chernical, pairoksum, rubtver and plashic produdts 13,832 17,771 19245 22853 25028 L) 104
& HNon metalllc mineral producis 13817 14,240 16,010 17,273 18 477 T8 T0O
7 Basic metal products i 2= 1,130 1,306 1,463 165 12.0
A  Fabrcaled malat products, machinery, and Iransposl egquipment Efic vy 7,714 [: 3y 5888 11,198 111 15.5
B Manutactured products not alsewhens spaciiied 3.799 3,965 4,164 4,695 5257 130 120
Total 142,412 167453 179557 199,083 2ZM M7 109 110
() Prowigional Source: Cantral Bank of Sn Lanka
956 Central Bank of Sri Lanka Annual Report - 2003
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I Chart 4.2 i
| Value Added Percentages in Industrial Production - 2003
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4.4 Cost of Production, Profitability and
Employment

The average ex-factory profit ratio of the non-BQY sector
increased by 2.3 percentage points to 14.2 per cent in 2003,
The profir ratio in the ingustrial secter was estimated on the
basis of the excess ex-factory value of production over the
total cost of production of 480 non-BOI firms surveyed in
2003. The improvement of profitability in 2003 is atributed to
the expansion in domestic sales than the increases n oot of
production. The revival of economic activilies with the
improvement of consumer and investor confidence, effective
pricing policies of manufacturers and new demand coming
from the Notth and the East stimulated domestic sales. The
lower interest rates, waste reduction, better management of
working capital and optimal use of raw materials helped
contzin cost of production. The slower depreciation of the
rupee against the US dollar resulted in containing the growth
in imported raw material costs. This was most relevant in case
of industrial items such as milk producis, wheat flour
processing, apparels, chemicals, fertiliser and paper and paper
products. However, the slower depreciation of the rupee

adversely affected the profitability of the export oriented and
import substitution industries. Profitability in the industrial sub
sectors of soap and detergent, food, apparel, fabricated metal,
export orienled elecironic jtems, rubber based indusiries, tea
processing and tobacco processing improved stgnificantly
during the year,

The wage bill in the indusirial sector increased by 9.1 per
cent in 2002 owing 1o an increase i the number of employees
by 3.G per cent and moderate inciease in the wage rates. The
relztively low inflztion rate in 2003 contained the excessive
growth in the wage bill. Many companies out-sourced high
cost units and resorted to casual or contract labour to reduce
the overall wage bill. The introduction of voluntary retirement
schemes it 2 few industries and the reduction of the overtime
bill through proper deployment of workers alse helped contain
the todal wage bill. The share of the wage bill in the 10tal cost
of production increased marginally from 11.8 per cent in 2002
Ier 11.9 per cent in 2003, The wage bill, 25 a percentage of wial
cost of production. increased in the industrial categories of
food, beverage and tobacco products and chemical rubber and
plastic products reflecting an increase in the labour force and
higher produciion. A decline in the wage share was observed
in ibe industrial categories of fabricatad meta! and non-
metallic mineral products. The share of labour cost was over
15 per cent [n the industrial categories of 1extiles, wearing
apparel and leather products, wood and wood products and
non-metallic mineral producis. The labour costs were
relatively low in the industrial categories of food, beverage
and tobacco and fabricated metzl products

The total energy cost in the non-BO1 industrial secto,
in absolute lerms, increased by 8.9 per cent in 2003, Incraased
wilisation of electricity with higher capacity utilisalion and the
upward adjustment in petrolewm prices were responsible for
the increase in the energy cost in 2003. However, energy costs
as & percentage of the total cost of production in 2003
remained unchanged at 5.5 per cent. The share of energy in

TABLE 4.4
Ex - Factory Profit Ratios of Mon - BOI Private Sector Industries {a)

Tolal Coasl of Tatal Yale cf Fagiory Frodit Rafio

Praduction Production Ipercaniage;

Cahegones {As. mn) {Rs. mn.)
2002 2003 2002 aoma D2 200.'3

1 Fiood, bewvirages and obacos products 627 450 72,905 76474 A5 769 1.8 14.5
2 Textils, woaring apparal and leather products 18423 19645 2647 23445 145 1652
2 Wood and wood products 1,252 1,908 1,414 1,588 "z 125
4 FPaper amd papar producis 4074 4,479 4,577 5,044 1"aQ 11.2
5 Chemical, palrcdeum, nisher and plastls producls 26215 28451 29556 d20ve 1.3 13.2
§  Non metatic mineral products 17,145 18,201 12,550 21,388 123 149
7 Baskc metal products 1,528 2.024 2184 2,337 105 134
8 Fabricaled mstal products, machinery, and kanspon aquipment 1827 11807 12084 13655 104 128
9 Manulaclured praducts not slsewheds specifisd 2941 3213 3,280 3,686 95 112
Total 150,256 162,289 170,610 189108 1ma 4 142

(a) Bazed on inkormation recased Iiom 480 non-B0! priviie secior inms

Sourcs: Ceniral Bank of Sni Lanka
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Box 10

Need for Productivity Improvement in the Indusirial Sector

Productivity is measured as the ratio of output to input_ k
indicates efticiency in a production process and how
effectively inputs are converted into cutpul. More broadly,
prefuctivity measures indicate the ability of an economy fo
harness its physical and buman resonrces [0 geneTae curput
in the most efficiend way. For Sri Lanka, the future of its
industry crucially depends on raising the productivity of the
SECIOF 50 45 10 MAiNEain jis compemtiveness.

Productivity 15 mtimately related 1o sustained
economic growh_ It promates the efficient use of the [iclors
of production. Once growth due 10 faclor accumulition is
exhausted, long run economic growth becomes a result of
factor productivity. Prodoctivity erowth is a resuls of
technological improvements, research and development,
2ood management and other innay ative ways of huran and
physical capital wilisation. White productivity
improvement should be al the heart of a firm's strategy, the
government ¢ould enhance macroeconomic efficiency by
providing sufficient infrastracture, ensuring property rights,
enhancing quality of governance, praviding safery nets and
other public goods.

Compatilion in international markets is becoming
fiercer. Domeslic products must be able to compete
successfully with imporls and exports must be uble 10
compele successfully in international markets. Market
borders will increasingly becotning more paroas and evan
non-gaislent. Tninternational markels, enterprises i Sti
Lanka need to compete against cost effecrive and
competitive firms in China, India und the other Asian
economies. Continuous improvement in productivity is
exsenial to be compelitive against these enterprizes. A
majorily of Sn Lonkan products in the past have been
competing on price alone, because of low wapes, Wapes
cannot and should not remain [ow in the fong run.
Therefore, the key 1o addressing higher wages is higher
productivity.

Labour preductivity in the industrial sector in Sri
Lanka has not grown consistently {Table 1) due to tirm
specilic problems and inefficiencizs in The macrneconomic
envirpnment. Howevet, since 1996, the governmen| has
underlaken a serious deave to improve productivity. The
maih focus of this stralegy is 10 reach global markets by
developing compehlive and export-oriented enierprises by
providing a conducive envirgnmenl through key policy
reforms. Those mclude the deregulation of several

imporlant sectors of the economy, marked reductions in
batriers to trade and foreign direct investment, improving
eificiency in critical governmenl functions, maintaining a
stable macroeconomic framework, commercialisulion or
privatisation of government business enterprises,
strengthening domestic compelition, tlotation of the Soi
Lanks rupee and increasing taboue markel tlexibility. These
policy reforms opened the economy to twade, investment,
iechnelogy and know-how developed overseas and
provided greaier flexibility in product and factor mazkels to
improve productivity by strengthening competition {rom
domestic and overseas sources. Enterprises have iesponded
with measures including intensive utilisation of information
rechnology, product development, improved supply chain
management, training personne] und wiilising advanced
management (echniques.

Invesiment in information kechnology (T} 15 widely
conzidered to be the major productivity enhancing
innovation in the recent past, The intensive use of
information technelogy during the last decade has ensured
consistency in product quality and helped improve
marketing, supply ¢hain management and sirsegic
dzcision-making te achieve greater efficiency. Enterprises
also have poid greater aention (o improving the skills of
their employees and have developed sirategies centred
around gening the best out of human copital. Increased
skilis can influence produchivity growth m two ways, Firsl,
skills can directly raise workers” output per hour. Secend a
more educated and expemienced warkforce can promois the
absorption and further devclopment of advanced
technology. for example the rapid absorption of information
technology in the récent past.

There 15 a need lor enferprises lo continwously pul in
place new strategies to develop human capital wilisation
thtough modern managemenl technigues while envonraging
innovations through research and developments, They
should always compete in international markets since the
small size of the demestic markel does nol generally permit
produc) specialisation or development.

The government should conlinue to pul in place «
conducive envirohment with econpmic statlity, certainty
of policies and well-protected propenty inghts. 1t should also
provide the physical, procedural and legal infrastructure and
public goods necessury to increase the produclivity of
Erterises,
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Box 10
(contd.)
TABLE 1
Change in the Labour Productivity in non-BOI Private Sector Industries
- Parcentage Change
Industrial Categanes 1999 2000 200 2002 2003
1 Food; beverages and lobaceo products: 28 a0 LR 3z 3.5
2 Tautie, wearing apparef and leather products 11 a1 -F 0.8 22
3. Wood and wood products (15| 05 3.4 c=20 1.9
4 Paper and paper products : 10 1.2 0.4 2.5 0.5
5 Chemical, petroleum, rubber and plastic products 04 B:7 22 22 3.3
6 Non metallic mineral products 239 1.0 1.5 1.5 21
7 -~ Bagic metal products 3.5 1.3 0.7 1.5 1.3
B Fabricated metal products 4.3 4.4 3.4 1.0 2.0
8 Manufactured products not elsewhers specified 4.0 1.0 0.6 1.5 1.9
Total 41 15 36 25 29

Source: Cantral Bank of S Lanka

the total cost of production in the non-metallic mineral product
category increased from 17.9 per cent in 2002 tg 13.] per cent
in 2003 due to the increase in the prices of furnace oil and gas.
Energy costs are a significant proportion of the cost of
production in the cement and ceramic industries. The share of
BReTEY costs is low in the indusirial categories of food,
beverage and tobacco and paper and paper products.
[nterest cost, as a percentage of the total cost of
production, declined 10 2.4 per cent in 2003 from 2.6 per cent
in the previous year. A gradual reduction of lenditig rates of
commercial banks following the substantial reduction in policy
rates of the Cemral Bank helped contain interest costs. The
reduction of short-term borrowings also helped raduce the wtal
borrowing cost. The reduction in the interest cost was

prominen! in the industrial categories of wood and wood
products; non-metallic mineral products; texnle, paper and
paper products, chemical, rubber and plastic produets and
fabricated metad products.

Labkour Productivity in Industry

Labour productivity, ¢stimated on the basis of the change in
the real value added per man-hour increased by 2.9 per cant in
20013 compared with ¢.% per cent increase in the previous year.
The improvement in labour productivity was seen in many
indusitial categories. Labour productivity improved
significantly in the industrial categories of food, beverages and
tobacco (3.5 per cenl); textiles, wearing apparel and leather
(2.2 per ceni); chemical, rubber and plastic (3.3 per cent) and

TABLE 4.5
Comestic Cost Structure of Mon - BOI Private Sector Indusirles {a)
{As a percemage of total cost of production)

Domeshic ol [perceniaga)

Calsgorias Prawar & Fuel Wage Ran Matgrials Interest
2002 03 2002 LZ200807 o002 UPOM S 2002

1 Food, bevarages and lobace poducs a4 31 .4 98 369 17 1.5
2 Taxtils, wearing appare| and keather products qg 43 14.7 14,8 13 aT 24
3 Wood and wood poducts R gg 15.7 154 I3 az A0
4 Paper and paper prodocts a5 4.5 121 12:0 181 a1 38
S Chemical, peinarm, rubbes and plastic prodecis L1 52 129 128 291 28 37
6 MNon meatallic mineral products 179 181 18.2 16.1 275 25 2.3
7 Basle metal produdiy 8g 8.1 104 102 346 ] i B
8 Fabwicaled ekl products, machinery, and ;

franaporn equipment 41 ioa-ak 111 %2 4.0 a6
9 Handtaciured produdts ril lsewders spacifisd 45 48 125 a4 339 22 L

Total 55 WTEEY 1148 119 302 05 28 24

(3} Based on nkommation recebved Irom 480 nen-BOI privals sector Arms

Source: Ceniral Bank of S Lanka
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| Labour Productivity Index in Industry
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TABLE 4.6
Labour Productivity Index in the
Non-BOI Private Sector (a)
1895 = 100
Calagoties 2002 2003 % Change
1 Food, beviages and Dbacno producls 1224 126 7 a4
2 Texua, wearing appasel and
Jaalher produls 10356 1059 22
3 Wood and wood products #6.2 ELE 19
& Papar and paper producsey 80.3 LY ]
5 Chemical, pelobaun, rubber and
plasic produ 15 1259 1301 A3
@ hbon meisllic eineral products 1074 10e7 21
7 Basgic metal producls - | agd 13
B Fabericaled metal products, machingry, and
WARSEN Squipreal 142 1145 20
8 Marwfaciyred products
N alsawhara spaciliad 103.3 1053 19
Tetal 1101 1123 29

Saunce; Central Bank of &r Lanka

(i) Basad oy indommalion raceived Inomt 480 man-BO| private secor
lirme.

fabricated metal (2.0 per cent). Rapid expansion of
information technology and the installation of automatad
systems. ¢specially in the industries of ceramics, cement,
bakeries, rubber gloves eic. helped improve {abour
produclivity. The improvement in labour productivity in 2003
is alse attributed lo intense efforis of manufacturess 1o
rabenalise operalions, most effective deployment of
manpower, introduce better management practices and skills
developments.

Employment

Employment in the indusiial sector increased by 3.4 per cent
in 2003 reflecting the creation ol more employment
opportanities in both domestic and export market oriented
industries. Employment in BOT and non-BO1 industries rose
by 3.5 per cent and 3.0 per cent, respectively, during the year.

The BOI industries created 14,474 new employment
cpporturuties in 2003 The texiles, apparel and leather
products categery created 21,075 new job opportunities. The
nevr faclories established under the Fifty-Garment Factory
Programme. Mini Export Processing Zones and Industrial

Parks/Estates programmes creared most of thess employment
opportunitics. Appare] manufactuters in exgorl processing
zones and urban areas were not able to il 21l e vacancies in
their facteries due to lack of skilled and non-skilled labour.
Employment 10 the chemical. rubber and plastic industries
decreased by |2.6 per cent during the year.

Employment creation in the non-BOL sector was higher
in the industrial categories of food beverage and tobacco
producis, chemical, rubber and plastic products and non-
metallic mimeral products.  In the chemical, rabber and plastic
product category, more employment oppoTiunilis were
created in lertibiser mixing plants, plastics, chemicals and
rubher based industries. The growth of emplayment by 3.5 per
cent in the fabricated metal product industry was marked by
the higher absorpticn of labour in industries in the sub sectors
of Fabrication of motorcycles, electrical cables and electrical
machinery.

TABLE 4.7
Employment in Non-BO| Privale Sector
micustries {a)
Categories 2002 23 % changs

1 Food, beveraQes & lohacno producs 24978 25052 an
2 Temile, wearing apparel and

lealher product 2805 241 15
3 Wood & wood producls 1,260 1,276 1.3
4 Paped & paper produtis 5,490 5505 a1
5 Chemicals, patokum, nubber ard

plaghcs producls 2532 22350 ag
6 MNon melaliic minerals producls 8648  B.847 22
7 Bani: metal products TE3 THT 45
& Fabwicated meilal prodicis 11614 12,080 4.1
9 Manufactored products n.e.s.) 4,147 4,305 aa

All Cabagoniss 106, 482 - 108,694 an

Source: Central Bank of Sn Lanka
{a} Bagad on ntormiahon recened iom 480 non-BON private sector Inma,

4.5 Investment

Foreign Investment

Foreign investment inflows to Sri Lamka, which increased in
the previous year, rose further in 2003. The peace process,
reforms in the labour wmarkets, improvements of
MacToecOnomic management, stable exchange rates, further
liberalisation of the capital account and reiaxation of exchange
controls helped o attracl more foreign investment in 2003,
The BOL the main loreign investment promotion institution of
the governmenl, approved 598 projects under Section 17 and
Section 16 of the BOI Act in 2003, The total investment
commitments of these projects amounted o Rs.136,121
millien in 2003. The foreign investment compaonent of the
approved projects under Section 17 of the BOL Act was
REs. 74.979 million (US dollar 776.8 million) in 2003,
compared to Rs. 31672 million {US dollar 328.1 million) in
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TABLE 4.3
Realised Investmente in BO! Enterprises {m)
M of Endirprises  Foreign Mveshment  Tolal byeshment 13}
Calegarias {As mn} {R=. mnj

2002 2003(c) 2002 2003(c) 2002 2009ic
1 Food, beverages and tobaccs products 143 148 8,732 9773 14679 15,774
2  Texble, wearing apgare] and laiher products 480 SO0 25438 26808 M997F 40110
3 Wood and wood prodocts. 2 24 2,7 3,680 31681 386
4 Paper § paper products 23 25 567 498 1,577 1,538
§  Chrémical. pefrolewn, ubber and plastc producis 128 138 11,040 15,058 15,011 19 840
6§ MNon mealic miteral products &4 B8 3,574 6217 6,763 12,487
7 Fabricated metal products, machinety, and branspon squipment &7 75 5,562 6,389 ¥ 230 8,088
8 Manulactured products not alsewhere spacitied 156 166 B2 6,783 9,389 9,907
&  Saryices 550 ] 634 11,019 112508 142,884 165,921
Total 1,643 1766 164,805 - 396,782 ¢ DA - 27R.a0%

(@) Comudative & ot andd year
{b} Projects approved undar Saction 17 of ihe Boand of Invesimant Act
{c) Provisional

Chart 4.4

Source: Board of Irvestment of 56 Larka

Approved and Contracted BOI Projects

Chart 4.4.1
Approved and Contracted Invistments
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2002. The accumulated realised investments in BO! projects
increased from Rs.241.471 million in 2002 to Rs. 277,481
million in 2003,

Sri Lanka provides various incentives including
preferenitial tax rates, constitutional guaraniees on investment
agreements, exemptions from exchange control and 100 per
cent repatviation of profits to attract forsign investments. Tota)
foreign ownership is allowed in many areas of the ECONCMY
and only a few areas are limited or restricted 1o foreigners, The
free trade agreements between Sri Lanka and [ndia provide a
good opportunity for investors to enter the huge Indian market
In addition to these general incentives, BOI in 2003 underiook
& number of investment promotion activities. The outward
investment promotion missions with business delegation from
Sri Lanka visited a number of countries and conducted
imvestment seminars and one on one business meetings with
major investor communitics in those countries. The countries
visited inelude Germany, France, Malaysia, China and J apan.

Chart 4.4.2
Approved and Contracted Investments

In addition, BO] officials participated in overseas investments
promotion programmes in India, Japan, Thaitand, German,
France and Middle East. Meanwhile, several foreign
delegations visited Sri Lanka to search for new invesiment
opportunities. Inward missions came from India, Malaysia,
China, Singapore, UK. Thailand, Maldives. Nepal, Latvia.
Finland. Norway, Hungary and Denmark, These itivestment
missions are expected to generate more capilal inflows in the
COMMNg Years.

Under Section 17', BOI approved 418 projects in 2003,
of which 126 were fully foreign owned, 107 were joint

1 Under Saction 17 of the BOI Act, the BOI Is smpowersd fo geant
special concessions ta companies salisfying specific eligibility
criteriz, The mechanism through which such concassions are
graniad is the Agreamant, which modifles and waives identillsd
taws in keeping with the BOI Regulations. These laws include
Intand Revenwa, Cusioms, Exchange Conirol, Irmpont Gonlrol,
Companies Reglsirations, Shipping, Finance and Air
Mavigatlons.
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TABLE 4.9
Emplayment and Exporl Eamings of BOl Enterprises
Employmenl Grass Expost Earnings (Fis.mn}
Calegories {End D) =)
2002 2003(a) 2002 20ea)
1 Food, baverages and tobacco products 14448 13485 13800 15,381
2 Teulile, weand apparsl and kather products 280204 304,309 132,09 207051
3 Wood and wood products 1,950 2,024 758 1,385
4 Paper ard paper producls 2,065 2135 1,266 16822
&  Chemecal, patiolaum, robber and plash: prodocts 3,716 27,596 28,61 43,282
& Nonmefalic mineral produdcts 13547 10,165 Bogy 9,128
T Fabrcatsd metal preducts, machinary, and transps equipmen 5,793 6,740 9,508 17,199
&  Masmdaciured products nol elsswhers specilied 32,4473 3448 18,283 M T6E
9 Sarvices {bhi 34, 560 37 047 24618 29,593
Total 416755 431 050 298,755 A5 EDS
{a) Pravizional Source; Board of Invesimand ¢l S Lanka

b Excinding Srilankan didinas

TABLE 4.10
Approved and Contracted Investment and Employment in BOI Projects
2002(a) 2k
Categies Mo Eslirnaled brvestman (Rs, mn, ) Mo Estimaled Invesime (Az. mo ]
of

o Foreign Local  Emnloyment A Fared Local  Employment
Proyects aporoved under Seciion 17 24T 31,572 32 404 52024 415 74570 56,827 B AD7
Frojecls condacked unde Sediion 17 177 13,5942 15 625 e ) 1 5 12,758 37,349 23,156
Projisds approved undes Saction 16 208 4881 1,138 T 508 180 3432 Ag4 4 352
(8) Pavissd Source; Board of Invesimenl of Sri Lanka
() Pronvigemied

ventures between foreizn invastors and Sri Lankans and the
rest were [ully owned by Sri Lankans. The share of foreign
investment in approved projects increased o 56.9 per cent in
2003 from 49.4 per cenl in 2002, OF the approved projects in
2003, 182 projects, or 44 per cent were in the industoial sector,
while the others were in the services and agricultural sectors.
Withun the industrial secior, 39 projects were approved in the
textifes, wearing apparel and |eather products category, 33 in
the food, beverages and lobacco products category, 28 in the
chemicals, petroleum, raibber and plaghes category, 27 in the
fabricated metal products and 13 in the non-metallic, mineral
products category. At end December 2003, BOJ had approved
4,322 projects under Section 17 of the BOL Act, since the
commencemert of aperations.

The number of projects as well as the fotal investment
commitments in contracied projects increased in 2003, The
share of foreign investment in total contracted projects
increased from 50.5 per cent in 2002 to 53.7 per cent in 2003,
Of the 10zl contracted investment m 2003, the industrial sector
absorbed 27.5 per cent and the services and agriculture sector
absatbed 72.5 per cent, Within the industrial sector, the largest

share of Rs. 10,284 million was absorbed by the food.
beverages and tobacco category and Rs.3,936 million was
ahsorbed by the textile. wearing apparel and leather producis
Calegory.

Of the contracted projects under Secticn |7 of the BO]
Act, 45 projects commenced commercial operation in 2003,
Oul of these projects. 24 projects were in the indusirial sector
and the others in the services and agricultural sectors. Al end
December 2007, BOI had signed agreements in respect of

2,829 projects since the commencement of its operations. ot

the total contracted projects up to end 2003, 1,464 projects
with an invesiment commitment of Rs.241.581 million wexe
in commercial operation. The foreign investment commilmem
of these projects was Rs.129,864 million or 53.8 per cent of
the total investment. Cul of these operating projects, about
1,209 projects or 82.6 per cent are located outside Lhe export
processing zones and 255 projects in the exclusive industrial
locations such as Export Processing Zones, Information
Technology Park and Industrial Parks. Of the 1,464 projects
in commercial operation, 933 wete in the indusirial sector and
the other 526 were in the services and agnicultaral sectors.
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TABLE 4.11
Chart 4.5 . .
Realised Investment of the BOl Enterprises Enterprises in Commercial Operation under BOI
' ZonePark 2002 2003¢a)
fAs. b :
. n’ Katunayake Export Processing Zong ElL [
e Biyagama Export Processing Zons &1 &0
; g Koggala Export Processing Zons 19 20
, 32 Kandy Industrial Park 1 h
'E § 43 lingama Export Processing Tone 11 12
€ ¢ Malwatie EXpoR Processing Park 7 7
12 Seclawaka Industrial Park 20 17
8 N .
4 Walupiiiwala Export Proceasing Zone 13 13
o e = N
1999 2000 2001 2002 2008 Mitijaweia Export Processing Zone t
Wawathagama Expont Frocassing Zohe 4

Among the industrial sector, 357 projects were in the textiles,
wearing apparel and leather products category, 125 in the
food. beverages and lobacco products category, 122 in the
chemical, Tubber and plastics products category, 65 in the
fabricated metal products. These projects were estimated to
generate employment for abowr 325,943 persons.

BOT also approved 130 projects under Section [6' of the
BOI Act in 2003, as compared with 206 projects in 2002. Of
the approved prajecis in 2003, 108 projects were entirely
foreign owned, while the others were joint vensures between
Sri Lankans and foreign investors. Of the 180 approved
prajects, 149 were in the services sector and the rest in the
industrial seclor. The forsign investment component of these
prajects was 79.5 per cent of the total investment. These
projects ate expected to generate employment for about 4,563
persoms. Of the projects approved under section 16, about 691
projects were in commercial eperation at end December 2003
with a total estimated investment of R5.27.526 million. The
foreign investment component was 8 per cent of total
investment. These projects are expected to generate
employment for abowt 40,015 persons.

Local Investment

The share of local investment in projects approved under
Section 17 of the BOI Act increased by 75.4 per cent in 2003,
mainly due to a significant increase m the approval of projects
owned by Sri Lankan investors. Hewever, the share of local
investment of 43.1 pet cent in 2003 was lowe than 50.5 per
cent in 2002 due to Ihe higher increase in foreign investments
in 2003. OF the approved local investment component. the
services and agriculture sector absorbed Rs. 41981 million,
while the industrial sector absorbed Rs. 14,846 million with ihe
food, beverages and tobacco category absorbin £ & large share.
The lozal component of investment in contracted projects also
increased sharply in 2003, The local component of the projects
approved under Section 16 of the BOI Act declined in 2003,

1 Section 16 of the B! Act permits foraign investments only
urwler the nommal laws of the country; that is, 1or such enter-
prises, the pravisions of the Inlamd Revenue, Customs and
Exchange Control Laws shalk apply.

1
F.l

Polgahavela Expit Frocessing Zona 3 a
Horana Expoat Proegssing Zena 9
5]

Inioemalion Techrology Park - WTG &
Onngicte 1R Expor! Processing Zome 1,164 1,204
Total 1419 :1.464
{a} Provisinal Source: Board ol Investmen! of Sri Lanka

mainly due to the reduction of joint venture collaborations
berween the foreign investors and Sri Lankans.

According to the Ministry of Enterprise Development,
Industrial Policy and Invesiment Promation, 1,588 enterprises
had been registered with the Minjstry at end 2003, Investment
in these enterprises was estimated at Rs. 113,977 million and
these industries have a capacity 1o generate employment for
about 278,397 persons. A large share of these investments
were In the chenmical, petrcleum, rubber and plastic products
category (Rs.24.660 million) followed by the industrial
categories of food, beverages and tobaceo products (Rs 23,349
million), textiles, wearing apparel and leather products (Rs.
26,727 miliion), non-metallic mineral products (Rs.12.930
millton) and Fabricated metal products (Rs.10,1 10 million).
Aboul 1136 enterprises with an estimaled investment of Bs.
101.200 million were located in the Colombo Districr,
Followed by 218 enterprises with 2n estimated investment of
Rs.7,684 million n the Gampaha District. Accordingly, these
two distncts account for 85 per cent of the registered
enterprises and for 96 per cent of total Investment,

4.6 Availability of Credit to the Industrial
Sector

The major source of long and short-term credit to the industrial
sector in 2003 was borrowing from commercial banks,
development banks and specialised banks, with the issue of
commercial paper and debentures contributing a small share.
During the year, cradit extended by commercial banks to the
industrial sector registered relatively higher growth. The long
and medivm-term <redit granted by NDB and DFCC Bank
grew by 28 per cent in 2003 The "Sabanya' ¢redit scheme
imroduced by the Ministry of Enterprise Development,
Industrial Policy and investment Promotion in 2002 with
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fending assistance from ADB, amounting US dollars 60
million provided eradit to small and medium scale enterprises
throwgh Commercial Bank of Ceylon, DFCC Bank, Sampath
Bank, Hatton National Bank and NDB. The lending rate under
this scheme ranges From L1 10 14 per cent with a maximum
repayment period of 10 years,

Credit approved by NDB increased from Rs 3.094 million
in 2002 10 Rs 4,834 million in 2003 due (0 the subsrantial
expansion of direct credit assistance. The direet financial
agsistance granted by NDB increased from Rs. 2,531 million
in 2002 1o Rs. 4,130 i0 2003, However, refinance facilitias
approved by NDE declined to Rs. 223 million from Rs. 306
million in 2003 mainly due (o the utilisation of a large portion
of funds in existing credit hines. Under the *Sahanya’ credil
line, NDB approved credit facililies amounling to Rs 87
millien for the industrial sector, OF the total credit approved
by NDB in 2003, 43 per cent was absorbed by 69 projects in
the chemical, petroleum, rubber and plastic products category
and 44 per cent by 95 projects in the foed, beverages and
tobacco categary.

DFCC Bank approved credit facilitics amounting to
Rs.4,.997 million in respect of 494 industrial projects in 2003
as compared with Rs.4,190 million in respect of 313 projects
in 2002. 1In 2002, DFCC Bank approved Rs. 1,903 million in
respect of 177 projects in food, beverages and tobacco
products; Rs.7t4 million in respect of 91 projecis m textiles,
apparel and leather products, Rs. 623 mitlion in respect of 31
prejects in chemical rubber and plastic products and Rs, 877
million in raspect of 58 prejacts in fabricated metal products.

According 1o the Quarterly Survey of Commercial Bank
Advances and Depaosits conducied by the Central Bank of Sni
Lanka, commercial bank ¢redit to the industrial sector

increased substantially by 12.2 per cent during the first nine
months of 2003 to Rs. 41,501 million from Rs. 37,002 million
in 2002,

4.7 Location of Industry

Most of the industries are located in the districts of Colemba
and Gampaha. The dispersion of industrial units into all the
regions of the country is essential to achieve the declared
objectives of industrial policy such as employment generation,
income generztion and effective use of nutural and mampower
rezources on & wniform basis throwghout the country. However,
sevetal faciors smeh as lack of basic infrastructure lacilities in
the regions, poor road network connecting regiens with the
country's main seaport and airport that cause delays in
transporting raw malerials and finished goods have
discouraged investments tn the regions and hindered regional
industriatisation. The concentration of industries in urban
distric1s leads 1o road congestion, envirenmental pollution,
higher property prices, high rentflzase on faciory premises and
lack of accommadation for factory workers in these districts.
Though successive governments bave taken several measures
to diversify location through fiscal incentives and [ndustrial
Parks, Industrial Estates and Export Processing Zones, they
have had only Jimited success. Until amd unless a better road
network, especially, highways are construsted connecting all
regions to the country’s major seaporls and airperts, the
government's initiatives on dispersion of industries inlg the
regions will not fully materialise.

To promote growth and encourage the use of natural
resourges in the regions, Regional Indusiry Service
Committees were established under the Industrial Promotion
Act No 46 of 19%0 1o examine the requirement of the

TABLE 412
Financial Assistance te Ihe Indusirial Sector by the NDE and DFCC Bank - 2003 {a)
HOE DFCC Bank
; Grand
Pealinance Diretd Fiares® Equity Total Lean Apprvaly Toda
ASisIange
Caleasrias Approved L
Mo, Amounl Mo, Amount Mo Amoml Moo Amount Me. Amounl Moo Amouni
Re. mn As. . Rs. rmn. Fg, mn. Ha. mn. Ra. mn,
1 Food, beyeragas Srvd fobacso producls 38 61 44 1 B0 13 a 95 1544 177 1,903 272 2By
2 Texddle, weaning apparsl and
kealber protucts a 2 -5 254 14 1 50 57 kal T4 141 ar
3 Wood and wood producls 13 11 7 13 2 2 3 3 21 E3 244
4 Pageer Shd Daped procucis 4 2 4 3 - a b 4 T 43 313
5 Cheirecal, patroleum, rubber and
plaghic products 13 88 5 1795 1 1] G9  1.884 51 1ok ] 120 2507
B Mon maltallic mirvwrad products 8 o 15 B 3 1) 26 i 26 281 -] 243
7 Bastc matal products 10 14 a T 2 Q 20 1 19 111 30 132
B Fabricated metal products, machinery, and
Iranspon equlpment 3 3 1 1 4 4 8 877 62 BH1
4 manufacyrad products nal
ssewherg specified 43 41 111 175 2 156 218 - . 156 218
Total 140 223 73 4130 aw a4 450 4,359 494 4007 Bdd 9355
Sowrpes:  DFOC Bank
{a) Proveslonal Wational Dvelopmenl Sank

) Project and equapmend finance koans only
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respeclive regions to meet the demand of investors and
fecommend suilable lands to develop as industrial parks. Basig
infrastructure facililies such as roads, electricity, water and
telecommunication are provided in the parks. According to the
Ministry of Enlerprise Developmenl, Industrizl Policy and
Investment Promation, abont 15 industrial parks/estates had
been developed in various patts of the country by end
December 2003. The total land extent developed under this
program amoutits to 463 acres. OF the 351 land plots available
in thege industrial parks/estates 263 blocks have been allocated
to pelential investors. By end 2003, 125 unils were in
commercial operations employing over 11,000 persons and
further 34 industrial wnits were in different siage of
construction. On completion, these parks/estares are estimaled
to create both direct and indirect employment for about 31,050
persons. The development of the 16th industrial park under
this program commenced at end 2003 in Kalutaza and onder
Phase 1, a land area with an extem of 55 acres will be
developed with necessary infrastructurs facilities. This park is
platined te be completed by June 2004 and about 15-20
indusirial units will be et up in this sie. In addition, an
exclusive industrial complex for the leather industry with a
land arca of 103 acres is being developed in the Bata-atha
village and is targeted to be completed in 2004, Three
investors have commenced consiruction of their factory
buildings and others are in the process of preparing
engineering designs for factory buildings and lavout plans,

Industrial enterprises registered with the Ministry of
Enterprise Development, Indvstrial Policy 2nd Tnvestment
Promotion and the BOT (section 16,17 and 200 Garmenis
Factory Programme) amounted to 3,902 at end 2003. OfF this,
2,104 enterprises or 539 per cent were located in the Colomba
District, 79 énterprises or 20.4 per cent were in the Gampaha
District and the balance 1,002 enterprises n the other districts.
About 1,567 industnal enterprises had been registered with the
Ministry by end 2003. During the year, 106 new enterprises
were established, while 24 enterprises were closed-down. The
comparable figures for 2002 were 69 and 169, respectively. OF
the 10tal 1,567 enterprises, 1,121 emerprises or 71.5 per cent
were located in (he Colombo District, 213 enterprises or 13.6
per ceat in the Gampaha District and the balance 233
enlerprises in other districts.

The BOL operates a number of Export Processing Zones
{EPZ) and Industrial Parks {IF} to provide factory lots with
basic imfrastruceore facilities oo investors. This includes EPZs
such as Katunayake, Biyagama, Koggala. Mini-Industrial
Processing Zones al Mawathagama, Polgahawela, Mirigama,
Malwatte, Horana and Wathupitiwala, Industrial Parks at
Seethawaka, Mirjjawila and Kandy and an Information
Technology Park at the World Trade Cenire. According to the
BOL by end 2003 around 254 projects were in commercial
operation in these exclusive zones and parks with the highest
nizmber of 89 wnits in the Katunayake EPZ followed by 60 in
the Biyagamz EPZ, 20 in Keggala EPZ and 17 in the

Secthawaka IP. These 254 enterprises wilh an estimated
invesimen! of R5.37,678 million provide direct amployment
for about 100,85¢ persons. Another 1,209 projects approved
under Section 17 of the BOI Act were operating owside EPZ/
IP by end 2003 with an estimated investment of Rs.203.883
million and provide direcl empleyment for about 225075
persgns.

Under the Two Hundred Garment Factories Programme,
180 factonies were in commercial operation in 21 diskricts, at
end December 2003 comparad ta 139 factories at end
December 2002, Of the 180 factories, 32 factories were
located in bath the Colombo and Gampaha disiricts and the
rest were in other 190 districts. Of these 148 factories, 16
factories in the Kandy district, 14 each in the Puttalam,
Kurunagala. and Ratnapura disiricts, 10 each in the Kalutara,
Nuwara-Eliya, and Anuradhapura districts and § faciories in
the Badulla District.

4.8 Sectoral Performance

Private Sector Industries
Textiles, wearing apparel and leather products

The output of textiles, apparel and leather products sector,
which accounted for 40 per cent of the factory industrial
output, increased by 2.7 per cent in 2003 compared with
growth of 1.2 per cent in 2002, Apparels accounted for 99
per cenl of outpuat im this category. The output in apparel,
teatiles and leather products sub sectors increased by 2.6 per
cent, 1.8 per cent and 5.9 per cent. respectively, in 2003
This category contributed 23 per cent to the growih of outpat
in private sector industries tn 2003, The export orders for
apparels, which began o increase in the laner part of 2002,
improved further after the end of the Iraq war regisiering a
9.8 per cent output growth in the first hall of 2003.
However, given the high base in the previous year and
intens¢ competition in the intemational markets, the ougput
declined by 9.9 per cent in the third quarter and registered
only a 1 per cent mederate growth in the fourth quarter of
2003,

By 2005, texiiles and apparel will be made quota free.
Only tariffs, and non-taniff barriers such as labour standards
will remain 25 a market enlcy mechanism. As there is only one
more year for phasing oul the quota system, the restructuring
activities to prepare for a quota free markel environment was
intensihied in 2003. Manufacturers took measures to improve
productivity, ratienalise production costs, find new niche
markets, streamline manufactoring processes and w build up
their own brands. Some lzclories were merged and brought
under a single firm for efficient management, produet
specialisation and to reap the benefit of the scale of
production. In this sel up. larger firms handle sales and
marketing in foreign markets using their comparative
advantage in marketing abilities, and gutsourced certain
production activities 1o smaller factories.

Contral Bank of Sri Lanka Annual Heport - 2003

105



Fart |

Chaptes 4 - INDUSTRY

TABLE 4.13
Private Sector Indusirnal Production Index
1990=100
Categories Index Perceniage change
1059 2000 200 2002 2003 [a) 2002 2003 (2]

1 Fosdl beverages and lobacce products 193 205 21 2 235 45 6.4
Forixd and othar 207 218 2k 235 A5% 44 7
Ligugr 153 03 8 219 245 5.2 120
Beveriges 2n 248 259 271 288 4% 66
Tobacor 118 116 113 15 115 5.1 35
2 Tewhle, weari] apparel 2nd leather produsls 284 a35 306 Ny 314 1.2 27
Appars| age 375 243 a4 a7 13 26
T aibe: 198 224 205 212 216 35 18
Laathar b L 27 205 184 205 56 59
2 Wood and wood products 168 178 180 177 187 BE- 55
4 Paper and paper producls o2 14 24 e 240 2.5 45
5 Chomical, palrdsum, nibber and plaghic protucts e i 318 334 370 48 11
Chemcals, paints and lerilizers 2ER a2 282 o It a4 6.5
Rubbear e N3 FRO 2949 64 69 Mg
Flaslic & PYC 252 268 297 Fo i 41 8.5
FPrarmaceulicats, detergent and obher 12 33 Rak:| ¥ 349 1€ 59
& Monmetallic mineral produis =1 234 206 1 e 19 6,1
Ciamond proGessing 274 281 274 i e 49 6.0
Ceramsc producs 190 2 177 194 191 38 a5
Gement 285 287 294 200 313 8 .G
Builchrg materkat and Mher 257 268 2Ty B3 205 15 42
Basic: metal products Az 435 451 453 11 2R 46
Fabricatad matal products al: 2y7 222 226 292 20 BT
Manulachared products nol &lsewhers specifed 280 pod: 14 295 aos aza 2.0 69
Al categories 5% 286 oy 282 287 25 52

{2} Prowigicnal ) Sources Ceniral Bank of Sri Lanka

Vertically inlegrated and assewbly line manufacturing
units using updated machimary, technelogy with in-house
kmiting. stilching and finishing helped manufacturers to
maintain censistency i quality and competitiveness of prices.
Improvements in supply chain management helped [o reduce
working capital lied up im inventories, stock handling cost and
delivery time. Major manufaciirers and traders actively
participated in international trade fairs led by the goveriiment
and chambers to search for new orders. They have also
strengthened relations with internationzl buyers and several
international manufacturers renowned for manufacturing
technology established partnerships with 56 Lankan
producers. The apparel indusiry took several steps Lo improve
delivery lime in collaboration with the Ports Authority and
Customs.

Duty concessions expected under the Trade and
Investment Framework Agreement (TIFA) with USA and
special duty concessions received from EU beginning
February 2004 will help maintain the competitiveness of Sii
Lankan products in the quita free market environmenl. Re-
negotiations of the FTA with [ndia increased the garment
quota 1o India from two million picces to four million pieces
under pew terms. The Comprehensive Economic Parinership
Agreemenl {CEPA) 1o be signed with India will relax barriers

Boa of M simanl ol Si Lanka

o mavemept of goods and services and increase investment
between the twe countries. Countries like India, Pakistan and
Enst Asian countries were rapped as fabric bases (o suppon the
focal industry and attempts were made to develop backward
linkages.

The govermnment in cooperation with the private sector
prepared a five-year strategy plan 1o enable the apparel
industry 1o face future challenpes. Under this plan, apparel
exports are expected to increase from the present level of US
dollars 2.3 billion to US dollars 4.5 billion by 2007, The mayor

| Chart 4.6
Performance in Major Industrial Sub Seclors
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objectives of the plan are to transform the industry from a
mere manufacturer ¥o a provider of fully integrated services,
increase market penewralion by supplying value added
garments and become an internationally recognised
manufacturer of specific produetl categories such as
sporlswear, cagval wear, children’s wear and infimates  The
Eight Task Forces were set up to drive a five-year strategy
forward in key areas of logistics, backwaurd integration,
technology upgrading, labour, lrade sgreements, development
of smali and medium scale industries, image building and
financial reforms. To increase productivity and enhance the
competiliveness in the garment sectors, Budget 2004 proposed
to introduce a garment sector productivity IMProve ment
programme through the Joint Apparels Association Forum,
This programme will include a grant towards an interations)
campaign to promate the industry and 4n interest Iree 1oan for
matpower training and development,

It seems that the abalition of the quota system under the
Multi Fibre Agreement by end 2004 will bring more risks,
more challenges and, af the same time, new opportunities.
Therefore, a compehensive plan is a necessary prerequisite to
minimise these risks and obtain the maximumn benefit from the
new opportunities. Further concentration on quality, price,
speed of delivery, developing own brands and transforming
from being mere manufacturers to fully integrated service
providers would be helpful 1o face future competition. The
promation of Sri Lanka's Image n the industry through
launching intense international marketing campaigns in
targeled markets and ebtaining recognition for high labour
standards in Sri Lanka would alse be vital te capture
competitive markets. Specialization in identified produce
categonies {0 gain 2 reputation as a superior manufacturer of
specific product categories would be an important sirategy 1o
consolidate existing markets The eslablishment of business
links with international fashion designers and cbtaining
feedback from buyers on sourcing strategies would be vitl to
meet rapidly changing desians in international markets. In 2
highly competitive market after 2005, the industry would need
W consist of either more efficient large facionies or very lean
smaller facrories in arder to be cost effective and competitive.
The indusiry also needs to be well supported by backward
linkages. This is an issue that need 1o be addressed as sarly as
possible since Sti Lanka does ot have an established fabric
base like other competitors in East Asian countries.

The quota availability in the US market increased by 9.3
per cent 40 393.8 million pieces in 2003. The quota access 1o
the Canadian market inceeased by 11.9 per cent to 15 million
preces in 2003. 8ri Lanka exported 30 different apparel and
textiles items 1o the US market and 11 items to the Canadian
market in 2003. In the US market, the utilisation of quotas in
absolute terms increased marginally by 2.1 per cent from
257.2 million pieces in 2002 to 262.6 million pieces in 2003.
However, with the increased in quola in 2003, e utilisation
rate declined o 65.4 in 2003 from 71.4 in 2002. The quota

utilisation in respect of dresses, knit shirts and Mouses, skirts,
trousers was over 9 per cent during the year, The wilisation
rate was below 23 per cent in of playsuits, fabric poplins and
spun cell, gloves, suit-lype coats, £oats nom suits, coveralls,
overalls and coats dve to the slower recovery in the US
markel. The quota utilisation rate in the Canadian matker
dechned marginally from 32.8 percent in 2002 to 31.3 percent
10 2003. The most popular quota items in the Canadian market
were trousers, overalls and cherts and underwear. In the
Canadian market, the quota wiilisation rate was below S per
cent in respect of coats. fine suits, swimwear, baby garments
and bed sheets,

After the liberalisation of Fabric imports in 1998, some
domestic fabric manufacturers still face difficulties in
competing with impons because of ouldated 1echnology, low
quality of products and limited product range. In order to
resolve these problems and to improve the textile industry's
intemational competitiveness, the government invaduced the
Textile Restruciuring Program in [998. Under this aver 130
firms have submitted modernisation proposals for updating
technology in the textiles indusiry as at December 2003, As
backward integration 15 vital for future expansion of the
apparels indusiry. the five-year strategy plan of the apparel
industry has paid close awention o developing the textile
industry. Pugoda was earmarked a5 the dedicated textile site
fer future development. The site at Pugoda has the basie
infrastructure such as eleciricity. water, roads and 2 water
treakment plant. In 2003, the Joint Apparel Association Forum
began discussions with the industry associations in Hong
Kong, USA, India and EU coantries 4o search for possibilities
for establishing fabric mills in Sri Lankz by manufacturers m
those countries,

The output of the leather goods industry increased by 5.9
pet cenl in 2003 reflecting higher pertormance of both
domestic and export market oriented indusiries. The domeshc
market oriented toorwear industry benefited from the higher
tanff protection. The tariff or every pair of impons rose to Rs.
100 in 2003 10 protect the industry from cheap imports. The
government also vecently brough! down taniffs on major raw
tnaerials used for manufacturing of footwear. Alhough the

Chart 4.7
Private Sector Industrial Production Volume btk
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domestic demand for footwear has been growing recently with
improvements in living standards of consumers, manufacturers
have not exploited the full potential of this trend due o
insufficient product development.

Food, beverages and tobacco producis

Qutput in the food, beverages and robacco category grew by
6.3 per cent in 2003 compared with 4.6 per cent in 2002 and
cotitributed 31 per cent to the industrial sector growth in 2003.
The increased production was registered in the major sub
sectors of food processing (7.1 per ¢ent), beverages (6.6 per
cent) and liguor (12.0 per cent). The output of tobaceo sub
sector declined by 3.5 per cent in 2003.

Growth in the foed sub sector in 2003 is attributed to the
improved performance in processed food products, biscuits,
milk prodacts, fruits and vegetable processing, sugar and
animal feed. The continuous change in food habits,
turnaround in 1he tourism industry and growing consumer
deraand for Fast food are driving wp the demand for processed
food and processed meat products. Manufacturers of processed
mieal introduced new varielies 16 the market and improved
quality of existing products on the basis of the findings of
consumer surveys. With this advancement, major
manufacturers have hegun (o export their products to India, the
United Arab Emirates and the Maldives under their own
brands. The outpot of biscuits continued 0 grow due to higher
domestic demand and penatration into new foreign markets.
Domestic demand increased with continuous improvements in
product quality, the introduction of smaller packets and
improved distribution methods, Attractive advertising
campaigns launched by major manulacturers helped fo expand
the domestic market size.

The animal feed Industry continued to grow dug to the
growing pouliry farming industry. The milk powder packing
industry grew by 4.2 per cent in 2003. Milk powder prices in
the domestic market increased with inicrnational prices.
Howeves, the demand for milk powder grew responding (o the
non-availability of fresh milk at reasonable prices, rapid
wrbanisation and aggressive advertising. Several new brands
of milk powder were introduced to the market during the year,
The output of domestically manufactured milk powder
tegistered only 2 moderate growth in 2003. The growth in the
domestically manufactured milk powder industry was
constrained by non availability of adequate amounts of fresh
milk. Demand for other milk products soch as bumer, cheese
and ice cream also increased in 2003 to satisfy demand from
hotels and bakeries with the revival in the tourism industry,

Despite price increases arising from excise duly, the soft
drink industry contimued lo grow. The growth was facilitaied
by the ceasefire that enabled access to those markets. The
application of better work practices and effective management
techniques at factories helped to improve production volumes.
Despite the increase in excise dulies, the outpul of beer and
hard liquor grew by 12.0 per cent in 2003 responding 1o

increased domesiic and foreign demand. Beer manufacturers
were able to consolidate their markel share in the Maldives,
UK, Japam, Australia and USA throngh improved packaging
and strengthening of distribtion channels. New features in
borling and packaging, and the strict enforcemen! of excise
laws helped the authorised hard liquor industry to reduce
counterfeils to a certain degree. With the recent revision to the
excise duty on the tobacco. licensed cigareiies manu acturers
could regain market share logt 1o illicit producers. However,
overall demand for tobacco products declined by 3.9 per cent
in 2003, partly as a result of awareness of tobacco related
health problems,

The output of the fruits and vegetable processing industry
registered an §.0 per cent growth in 2003, The recent
introductton of plastic crates and other improved packaging for
handling fruits and vegetables helped reduce wastage.
Although there is growing demand, only a few varieties of
fruits and vegetables are being exporled due (o imegular supply
and lack of standards.

Chemicals, peirolenm, rubber and plastic products

The output of chemical, petreleum, mbber and plastic products
grew by 11.1 per cent in 2003 compared with 4.8 per cent in
2002, This category contributed 2§ per cent to the growth in
privale sector industries in 2003, The increased outpur was
registeted in the major sub sectors of rubber based preducts
(21.8 per cenl), chemical and fertiliser (3.9 pex cent), plastics
and PVC (8.5 per cent) and pharmaceuticals and detergents
(5.9 per cant).

Despite savere price competition, especially from China
and Malaysia, the outpul in rubber-based industries grew by
21.8 per cent in 2003. Rubber gloves and tyres received
higher expott orders, as demand surged in the aftermath of the
Jraq war. Testing and verification certificates for non-medical
rubber gloves received in 2001, the establishmem of disect
marketing links with foreign markets and acquisitions of the
controlling power in a major distribution network in Europe by
a Sri Lankan manufacturer helped the glove industry to
popularise its brands in the Enropean market. Rubber glove
manufactarers, who expon their producis to the EU also
benefited from rising prices and the appreciation of the euro
during the year.

The climination of customs duties vader the Indo-Lanka
Free Trade Agreement in 2003 helped to establish a market for
commercial gyres in India. Tyre manufacturers expanded theit
market to SAARC countries, as well as other Asian and
African countries m 2003, The openings up of the Northem
Province and increased economic aclivity have resulted in a
rapid increase in local road transportation needs, generating
greater demand foc tyres, especially tyres used for commercial
vehicles, bicycle tyres and whes. The increase in rubber tyre
and glove prices in intemational markets cushioned the impact
of higher latex prices in the domestic market and provided
some reliel from the pressure rom South East Asian
compeatitars,

108

Ceniral Bank of Sri Lanka Annual Repart - 2003



Part |

Chapter 4 - INDUSTRY

The output of soap and detergents grew by 5.9 per cent
in 2063 as a result of the growing domestic demand and price
advantage over imponed ilems. Increased use of washing
machines stimulated the demand for detergent powder. During
the year, new varicties of detergents were introduced to the
markec at substanttally lower prices. The growing popularity
of herbal produets, coupled with improvements in product
quality and packaging, slimulated the demand for domestic
herbal soap, toothpaste, lotions and cream. The industry was
able to withstand the competition of imports of herbal products
from India,

Output in the plastics |ndusmy grew by 8.5 per cent in
2003. The relative price advantage and sase of handling
stimulated the demand for plastic Furniture and packing
material. In addilion to growing domestic demand, there was
an tncteasing overseas demand for plastic frniture, especially
from India. In the chemical sub-secior, output of paints,
chemicals, insecticides and mosquito coils grew in 2003,
The output of activated ¢arban declined in 2003 due 1o
insufficient availability of coconut shells and higher
compelilion in international markeis.

Non-metallic mineral products

The output of non-metallic products grew by 6.1 per cent in
2003 with improved performance in cement, processed
diamonds, roofing sheets and concrete prodizets. Domestic
demand for cement, roofing sheets, glass, asbestos and
toncrete products increased owing (o the expansion in
construction of houses and commercial buildings with the
revival of economic activities in 2003. The international
market for ceramics remained highly competilive with the
entrance of new low cast manufacture from China and East
Asian countries. Sri Lanka at presenl exports a range of high
quality products such as porcelain tableware, ceramic and
percelain wall and floor tiles and a vatiety of ornamental
products and has captured niche markets. The industry has
high operational capabilities, including a highly trained
workforce, relatively competitive [abour costs and designs,
The leading tnanufactwrers of tikes have well established brand
names both in the domestic and overseas markets. With the
tendency 1o use more environment friendly natural products
the ceramic industry has high growth potential in western
markets.

The commencement of construction activity in the North
and East stimulaled the demand for cement and other
building matetial. The cement industry benefited from
reduced cariffs on ciinker and lower depreciation of the nupee
agaist the US doMar. Responding to custotner needs, leading
cement manufacturers imroduced several new products ta the
market in 2003, The glass industry invested substantial
amounts to improve efficiency and product quality. With this
advancements, the industry was able 1o sepply high quality
glass bottles to leading beer manufaciurers in the ¢ountry.

Fabricated metal products

The output of fabricated metal products category grew by 6.7
per cent in 2003 compared to 2 per cent in the previous year.
This category contributed 6 per cent to the growth of factory
industries in 2003. The products that registered higher growth
in this category are agricultural machinery, transformers, water
pumps, siee! furniture, efecirical items, kitchen appliances,
assembling of motor cycles, manufactering and repairing of
ships and boats, aluminium products and light fitlings. The
outpul of batreties and fabricated bus bodies declined in 2003,

The expansion in the construction industry generated
higher demand for aluminium products, ¢ables. and light
fittings. In the construction industry, there is growing
popularity of aluminium window frame and steed praducts,
spurred by price, durability and easy handling. The output of
the shipbuilding and repairing industry grew by 5.5 per cent
in 2003, The industry has continued to improve its
infrastructure facilities, technology and skills over he years,
The ontput of motorcycle assembling industry grew by over 15
per cent in 2003,

Expansion of rural elecirification and improvement in
Tural incomes boosied the demand for television sets, electrical
items and Kitchen appliances. The new demand arising from
war-affected areas following the ceasefire also helped these
industries. Increased agricultural activity, with the favourable
wealher stimulated demand for agricultural machinery and
Water pumps. The expansion of soft drinks and processed food
industries and stimulated the demand for refrigerators. Higher
export orders received from westetn countries boosted the
output of ¢lectronic products and clectrical machinery. The
output of fabrication of motor coaches declined in 2003 due to
the reduciion of domestic demand,

Other Prodects

The paper and paper prodwcts industry grew by 4.5 per cent in
2003 to meet the demand from export markets for paper
producis such as corrugated cartons, paper sacks and paper
bags, photo albums, file covers, container packs, gift bags,
stickers, brochures and paper boards. The paper products
catering 10 the domestic market such as writing pads,
brochures, leaflets, labels, and ¢xercise books also registered
relatively higher growth in 2003, Domestically manufactured
corrugated cartons, labels, and paper boxes for packing
developed as backward linkage for exports. The government
100k st¢ps to establish the first ever specialised industrial park
for priating in the Western Province providing basic
infrastructure.

uiput in the wood and wood products category grew by
5.5 per cent in 2003 with increased exports. Major experts
wete sports equipment, educational items, wooden loys and
decorative items, wooden handicrafts and gift items. Revival
1 1he tourism industry stimulated the demand for wooden
omamental products. However, the demand for domestically
manufactured wooden furniture grew only a moderately, as
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TABLE 4.14

Publi¢ Sector Major Industry Quipul Index 19972100

Categoriag Index Fercantage Change

1 Gy 2000 2001 2002 2003(a) 2002 2003 a)
1 Food, beverages and fobaces products 6.5 1328 1281 1.8 1211 283 1.9
2 Tautile, wearing appd el and fealner producls - = : . . #
3 Wopd and wood products 1265 2133 1279 1438 1363 124 53
4 Paper and papar products I\ 286 406 26l 28 -36.0 -50.8
& Chemical, petrolsum, rubber snd plastic products a4 4 1044 834 1M é 34.3 92 5
Prodeum products B4 1049 3.2 1011 FE B5 -F 2
& ton melaliic mineral products 05 828 £34 867 948 40 23
T Basic metal producls 2 E . : 4 : :
g Fabricsied metal products, machinery, and fransport Squipment * : - = . - =
AR Cateponss Bil 103.2 o5 o34 9.4 TE LT |
Exchuding Falroleum B2.5 B2 8 720 g1 832 21 B 2E

[a) Provisiona Soarce Certral Bank of Sri Lanka

consumers preferred steel and plastic furnitare due to price  Public Sector Industries

advantage. Imports of fumiture from Evrope and East Asian
countries also adversely affected the local Furnilure
manufacturing industey.  Insufficient availability of timber and
scarcily of skilled Jabour are becoming an impediment for the
expansion of the industry.

I

Chart 4.8 1
| Private and Public Sector Share in Industrial Production

1999 2000 20
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Quiput in public sector industrial enterprises decreased by 7.1
per cent in teal terms in 2003, when compared with a growth
of 7.5 pet cent in 2002. The closure of 1he oil refinery of the
Ceylon Petroleum Corporation {CPC) for routing maintenance
work for about 2 month in 2003 was mainly responsible for the
decrease he output in public sector industries. The output of
the CPC, which accounts for over 90 per ¢ent of public sector
industeial outpui, decreased by 7.2 per cent in 2003. Public
sector ihdustrial output, excluding petroleum producis,
ncreased by 3.6 per cent in 2003,

The output of Sevanagala Sugar Industries Ltd increased
by 37 par cent in 2003 due (o the increase in crop yield and the
sugar recovery rate benefited by favourable weather in the
sugar cane cultivation areas. The cutpul of Lanka Phosphates
Lid. grew by 12 per cent in 2003 with the higher demand for
fertiliser from the coconut, tea, rubber and paddy sectors. The
favourable weather that prevailed particularly during the
harvesting period, increased the output of salt in 2003. The
State Timber Corporation faced lower demand for
transmission poles and sleepers from the Ceylon Electricity
Board and St Lanka Railways.
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