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KEY ECONOMIC INDICATORS

1996 1997 1998 1999 2000  2001(a)
DEMOGRAPHY
Mid year population (‘000 persons) (b) 17,453 17,669 17,891 18,160 18,411 18,669
Growth of mid year population (per cent) (b) 12 12 13 15 14 14
Population density (persons per sg.km.) (b) 278 282 285 290 294 298
Labour force ('000 persons) 6,947 6,924 6,660 6,673 6,827  6,730(c)
Labour force participation rate (per cent) 48.6 48.7 51.7 50.7 503  483(c)
Unemployment rate (per cent of labour force) 113 105 9.2 8.9 76 78(c)
GDP at current market prices (Rs. hillion) 768 890 1,018 1,106 1,258 1,403
GNP at current market prices (Rs. billion) 757 880 1,002 1,090 1,234 1,376
Per capita GDP at market prices (Rs.) (b) 44,011 50,386 56,899 60,901 68,309 75,150
Per capita GNP at market prices (Rs.) (b) 43,391 49,804 56,000 60,040 66,999 73,689
Per capita GDP at market prices (US$) (b) 796 854 881 865 901 841
Per capita GNP at market prices (US$) (b) 785 844 867 853 884 825
REAL OUTPUT (percentage change
GNP 3.2 6.8 46 3.8 5.8 -1.0
GDP 38 6.3 47 43 6.0 -1.3
Agriculture, forestry and fishing -4.6 3.0 25 45 18 -25
Mining and quarrying 8.9 3.8 -5.4 4.1 4.8 14
Manufacturing 6.5 9.1 6.3 44 9.2 -38
Construction 34 54 7.1 48 48 34
Services 5.8 7.1 5.2 4.2 6.9 -0.7
AGGREGATE DEMAND AND SAVINGS (per cent of GDP
Consumption 84.6 82.7 81.1 80.5 82.6 84.7
Private 74.1 72.3 713 715 721 74.6
Government 10.5 10.4 9.8 9.0 10.5 10.1
Investment 24.2 24.4 25.1 27.3 28.0 22.1
Government 3.1 34 3.3 3.2 33 2.9
Public corporations 31 2.9 3.0 35 34 2.6
Private 18.0 18.1 18.7 20.6 215 16.6
Net import of goods & non factor services -8.9 1.1 6.5 -18 -10.6 -6.8
Export of goods & non factor services 35.0 36.5 36.2 35.5 39.0 395
Import of goods & non factor services 439 43.6 42.3 43.3 49.6 46.3
Domestic savings 15.3 173 19.1 195 174 153
Net factor income (d) 37 4.2 4.3 4.0 4.1 44
National savings 19.0 215 234 235 215 19.7
Colombo Consumers' Price Index (1952 = 100) 15.9 9.6 9.4 4.7 6.2 14.2
Greater Colombo Consumers' Price Index (Jan.-Jun. 1989 = 100) 14.7 7.1 6.9 38 3.2 11.0
Wholesale Price Index (1974 = 100) 20.5 6.9 6.1 0.3 17 117
GNP deflator 123 8.7 8.4 44 6.7 130
Nominal wage rate index for workers in all wages boards 8.3 59 12.3 2.5 2.3 4.9
Nominal wage rate index for central government employees 3.2 108 105 - 8.3 20.8
GOVERNMENT FINANCE (per cent of GDP)
Revenue 19.0 185 172 177 16.8 16,5
Expenditure and net lending 285 26.4 26.3 25.2 26.7 21.3
o/w Current expenditure 22.8 20.8 19.6 18.7 20.2 214
Public investment 6.0 58 6.7 6.5 6.4 5.9
Current account deficit(-)/surplus(+) -38 2.2 2.4 -1.0 -34 -4.9
Overall deficit 94 -1.9 9.2 -1.5 9.9 -10.8
Deficit financing 94 79 9.2 75 9.9 10.8
Foreign 2.3 19 17 0.7 0.4 14
Domestic 6.5 34 7.0 6.8 94 8.8
Privatisation proceeds 0.6 25 04 0.6
Government debt 93.3 85.8 90.8 95.1 9.9 1034
Foreign 46.8 423 453 45.9 431 452
Domestic 46.4 435 455 49.1 53.8 58.2

(a) Provisional annual estimates based on information available as at end January 2002

(b) Since 1995, midyear population, population growth, population density, per capita
GDP and per capita GNP data have been revised on the basis of provisional
estimates from the Census of Population and Housing - 2001.

(c) 3rd quarter, 2001.

(d) Includes workers' remittances.




1996
EXTERNAL TRADE (percentage change)

Terms of trade 05
Export unit value index (1997 = 100) 11.6
Import unit value index (1997 = 100) 12,0

Export volume 41

Import volume 0.4

EXTERNAL FINANCE (US$ million)

Trade balance -1,344
Exports 4,095
Imports 5,439

Services and income account (net) -92

Current private transfers ( net) 710

Current official transfers (net) 49

Current account balance -677

Overall halance -68

Current account balance (per cent of GDP) -4.9

External assets (months of same year imports) 6.0

Overall debt service ratio (per cent of XG &S) 15.3

Total external debt and liabilities (per cent of GDP) 68.6

Annual average
Rs/US$ 55.27
Rs/SDR 80.23

End - year
Rs/US$ 56.71
Rs/SDR 81.38

MONETARY AGGREGATES e change Dec. to Dec.

Narrow money (M1) 4.0

Broad money (M2h) 113

Net external assets of the banking system -2.6

Net domestic assets 159

Domestic credit from the banking system to
Government (net) 219
Public corporations 16.4
Private sector 9.1

Reserve money 8.8

Money multiplier for M2b 34

Velocity of M2b 2.8

INTEREST RATES (per cent per annum at end year)

Treasury hill rate
91 days 17.45
364 days 17.38

Repurchase rate (overnight) 12.75

Rediscount rate (overnight) / Reverse repo rate 18.58

Deposit rates
Commercial banks’ weighted average deposit 12.3
Commercial banks' 12 month fixed deposit (max.) 17.8
NSB savings 120
NSB 12 month fixed deposit 15.0

Lending rates
Com. Banks' weighted average prime lending 20.2
Bills purchased & discounted 11.0-30.0

All" Share Price Index (1985 = 100) 603.0

Sensitive Price Index (1985 =100) 897.7

Value of shares traded ( Rs. million) 7,403

Net purchase by non nationals (Rs.million) 352

Market capitalisation (Rs.billion) 104.2

163
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938(¢)
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-3364
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49
28

12.92
13.74
12.00
14.00

108
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13,905
-10,249
1240

(e) The Milanka Price Index (MPI) was introduced in January 1999, (1998 December = 1000) to replace the Sensitive Price Index.
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The performance of Sri Lanka’s economy in 2001 was much below
expectation, creating serious concerns about the vulnerability of
the economy. Negating the original prospects of maintaining a
moderate real growth rate, the provisional estimates indicate a
negative annual economic growth, reducing per capita income and

1. INTRODUCTION

the investment in real terms, limiting expansion in employment opportunities and future growth prospects. This was
coupled with a rise in inflation, thereby fuelling inflationary expectations, an increase in the public sector deficit raising the
public debt service burden, and a decline in external earings as well as in inflows under foreign private investment. The
corollary of these developments was a reduction in domestic savings/GDP and investment/GDP ratios, as well as realisation
of a smaller surplus in the balance of payments than expected. This deterioration in the economic situation is largely
attributable to the global economic slowdown, which was worsened by the September 11 terrorist attacks against the
United States, the prolonged drought, the terrorist attack on the Katunayake International Airport and uncertainties created
by the unstable political situation in the country. These negative forces were magnified by delays in policy responses,
inconsistencies in policy actions and a reversal of policy strategies during the run-up to the December general election.
This has made it necessary for urgent, strong policy adjustments and faster economic reforms in order to ensure an early
economic recovery in 2002, strengthen macroeconomic stability and future growth prospects and ultimately to raise the
living conditions of the people, while reducing poverty on a sustainable basis. With the election of a new government, an
ideal opportunity has emerged for introducing such policy adjustments and undertaking structural reforms, including much
needed institutional reforms.

The deceleration of economic growth started from the slowdown of economic activity in industrial countries.

from a peak of 7.3 per cent in the second quar- The situation deteriorated further during the second half due

ter of 2000 and continued its downward trend to the adverse impact of the terrorist attack on the Katunayake

reaching a trough of -3.7 per cent in the third International Airport in July, the September 11 attacks in the

quarter, 2001. Consequently, economic growth, United States of America (USA) and the political uncertainty

as measured by the change in real Gross Do- after the prorogation of parliament in August.

mestic Production (GDP), contracted by 1.3 per

cent® in 2001, compared with a 6 per cent
growth rate in 2000 and an average of 5 per
cent in the previous five years. This has been
the first annual negative economic growth re-
corded during the last 51 years; however, it was
in keeping with the performance in most parts
of the world in 2001.

The growth performance decelerated during the
first half of the year largely due to the prolonged
drought, and weak export demand resulting

The economic slowdown was widespread; major sectors, i.e.,
agriculture (-2.5 per cent), industry (-3.8 per cent) and serv-
ices (-0.7 per cent) recorded negative growth rates. Only the
mining and quarrying and construction sectors recorded mod-
erate positive growth.

The performance in the agricultural sector was adversely af-
fected by the prolonged drought, which reduced the output of
major agricultural products (i.e. paddy, tea, rubber and
coconut) as well as most subsidiary agricultural crops.

- (a) A provisional annual estimate based on the information available at end January 2001.




Despite a moderate growth in domestic mar-
ket oriented industries, output in the industrial
sector contracted due to a sharp decline in ex-
port oriented industries, which were severely
affected by the global economic slowdown.

The domestic savings/GDP ratio declined to
15.3 per cent in 2001 from 17.4 per cent in 2000
as the combined outcome of reduced private
savings resulting from a negative economic
growth and a wider current account deficit in
the government budget.

On the expenditure side, consumption expendi-
ture as a ratio of GDP remained high, reducing
domestic savings and investment. The invest-
ment/GDP ratio, which had improved in the re-
cent past, declined to 22.1 per cent in 2001 from
28.0 per cent (26.2 percent when adjusted for
the investment in three airplanes under the
refleeting program of Sri Lankan Airlines) in
2000, reflecting a weaker investor confidence
amidst gloomy international and domestic eco-
nomic conditions and a reduction in public in-
vestment in an attempt to contain the widening
fiscal deficit.

The slowdown in both economic growth and
investment activity resulted in generating fewer
new employment opportunities, compared with
previous years, raising the unemployment rate
in 2001. An increase in foreign employment
placements could not mitigate this adverse
development.

Reflecting the impact of upward adjustments
in administered prices, higher international
prices for imports, increasing cost of produc-

Introduction (contd.)

tion and temporary supply shortages of domestically produced
major food items caused by the drought, all the aggregate
consumer price indices recorded price increases, in the range
of 10 — 14 per cent in 2001, higher than in 2000. (9-12 per
cent when the direct impact of administered price increases
are removed).

Reflecting the effect of the slowdown in external trade, re-
duced tourist arrivals, and the spill-over effects from output
contractions in the agricultural and industrial sectors, the serv-
ices sector recorded a negative growth in 2001, despite the
continuation of high growth momentum in some sub-sectors
such as telecommunications.

The power sector experienced a severe crisis in 2001, result-
ing in a shortage of power supply and consequent prolonged
power cuts in the second half of the year, disturbing economic
activities.

In 2001, employees in both the public and private sectors re-
ceived wage increases in nominal terms. Public sector em-
ployees received increases in real wages in 2001. In the
private sector, changes in real wages were not uniformly
positive.

The fiscal situation deteriorated significantly in 2001. Budget
2001 was formulated to improve fiscal consolidation, correct-
ing fiscal slippages observed in 2000. However, the fiscal
outturn indicates a higher current expenditure, lower revenue,
higher deficit, larger domestic borrowing and lower capital
expenditure, compared with the original estimates.

Reduced revenue receipts, largely from import related taxes,
and poor performance of public enterprises as well as

increased current expenditure due to overruns in defence ex-
penditure, salaries and pension payments, transfer payments
under the Samurdhi programme and fertiliser subsidy, high
operational losses of Sri Lanka Railways and increased inter-




est costs raised the fiscal deficit to 10.8 per
cent of GDP compared with an original budget
target of 8.5 per cent of GDP.

The increased fiscal deficit, together with short-
falls in expected privatisation proceeds and
external financing, both concessional and com-
mercial borrowings, compelled the government
to borrow heavily from domestic sources. This
resulted in a significant increase in government
domestic bank borrowings, as available domes-
tic non-bank resources were limited.

Consequently, the public debt to GDP ratio in-
creased to 103.4 per cent at end 2001, indicat-
ing a warning signal about the worsening of the
debt burden and demanding strong fiscal ad-
justments in order to ensure macroeconomic
stability.

The balance of payments (BOP) estimates for
2001 showed worrisome developments even
though the current account deficit declined sig-
nificantly, enabling a surplus to emerge in the
overall BOP and a moderate improvement in
external reserves.

Sri Lanka’s external trade suffered a major set-
back in 2001 due to deteriorating terms of trade
and a sharp reduction in export demand. How-
ever, the trade deficit declined significantly due
to a sharper contraction in imports (14.9 per

cent) than exports (12.8 per cent). The value
of imports fell because of the slowdown in eco-
nomic activity, the surcharge imposed on im-

ports and lower petroleum import prices.

Tourism and port and aviation services were adversely affected
in the second half of the year as a consequence of terrorist
attacks. In the meantime, the growth in net private transfer
payments too decelerated with the tapering off of compensa-
tion payments to Sri Lankan workers affected by the Gulf War.

These changes in the trade balance, the service account and
transfer payments sharply reduced the current account deficit
to 2.4 per cent of GDP in 2001 from 6.4 per cent in 2000.
However, the realised BOP surplus was well below the target
due to shortfalls in realisation of privatisation proceeds and
government foreign borrowings, and a decline in foreign pri-
vate investment inflows.

Although official external reserves as well as total external
reserves of the country increased, they were well below the
targets envisaged under the Stand-By Arrangement (SBA) with
the IMF.

The independently floating exchange rate regime, introduced
on 23 January 2001 helped to improve stability in the foreign
exchange market and turn around the declining trend in offi-
cial external reserves.

The exchange rate stabilised within a short period after an
initial overshooting under the new regime. The Central Bank
was able to purchase (net) US dollars 160 million under the
new regime, building up official external reserves. The ex-
change rate adjusted in the market according to supply and
demand , reflecting the changes in macroeconomic fundamen-
tals and maintaining the country’s external competitiveness.

Increased government domestic borrowings and heavy losses
in public enterprises increased the public sector borrowings
from banks in 2001. However, monetary expansion was not
excessive due to a deceleration in credit expansion to the pri-
vate sector, thereby moderating the demand pressures on in-
flation.

Introduction (contd.)




Monetary policy was mainly focussed on finan-
cial market stability without creating demand-
pull-inflationary pressures, while providing ad-
equate liquidity to the market.

Following the stability in the exchange rate and
financial markets, the Central Bank gradually
reduced its interest rates by 800-900 basis
points after January 2001. These rates had
been raised sharply in the second half of 2000
and January 2001 to stabilise the exchange
rate. The market responded positively, reduc-
ing market interest rates, but at a much slower
pace.

Share market activity, which declined in 2000,
continued to be depressed until October 2001,
reflecting the impact of the slowdown in the
economy and weak foreign investor demand.
However, a reversal in share market activity
was observed in the last quarter, with renewed

market expectations of political change, and de-

creased returns on fixed income securities fol-
lowing the downward trend in interest rates.

The expected recovery in the world economy
in the second half of 2002 may create a favour-
able environment for economic recovery in
2002. However, strong policy adjustments and
faster economic reforms, which would promote
growth, are necessary to ensure economic re-
covery in 2002, to strengthen macroeconomic
stability and future growth prospects by improv-
ing investor confidence, encouraging foreign
private investment inflows and increasing for-
eign concessional assistance.

Introduction (contd.)

If necessary policy adjustments and economic reforms are im-
plemented in a timely and effective manner, the Sri Lankan

economy can recover fast in 2002, recording a positive growth,
increasing investment, reducing unemployment, moderating

inflation, reducing the public sector deficit, and maintaining

moderate monetary expansion, resulting in a BOP surplus and
building up of external reserves.

Achieving high sustainable economic growth, while strength-
ening the resilience of the country’s economy, is essential to
improve living conditions and reduce poverty on a sustainable
basis in the country.

In this context, the value of successfully completing the SBA
with the IMF and moving to a Poverty Reduction and Growth
Facility (PRGF), which provides large amount of resources at
amore concessionary rate for a longer period, cannot be un-
derstated.

The successful completion of the SBA programme and enter-
ing into a long-term IMF supported programme such as PRGF
will strengthen the country’s policy credibility and commitment
to economic reforms. Such a move is also critical to strengthen
economic stabilisation, accelerate economic reforms, improve
market confidence and mobilise more external resources. In

a highly uncertain and volatile world economy, a programme

with the IMF supported by other donors is recognised as an

endorsement of prudent economic policies by the international
community.




In 2001, the economy contracted by 1.3 per cent after an expansion

2. NATIONAL INCOME AND of 6 per cent in the previous year. This has been the only negative
ECONOMIC GROWTH annual growth rate recorded during the last 51 years. However, itis

in keeping with the growth performance in 2001 in most parts of
the world.

Negative growth was the outcome of a number

Quarterly GDP Growth

of external and internal factors.

Growth decelerated considerably during the
first half of the year, to 0.9 per cent, largely due
to a slowing down of economic activity in in-

dustrial countries, which reduced demand for 60) a2
manufactured exports, and the dismal perform-
ance of agriculture owing to highly unfavour-
able weather. The corresponding growth rate
in 2000 was 6.9 per cent. iy GDP Growth
o |
Although a recovery had earlier been expected w0 ]
during the second half, economic activity faced - :] I
several severe setbacks. The continuation of w0 ]
the drought, which resulted in prolonged power O e e w0 oo _
cuts, the terrorist attack at the international air-
port in July, with the subsequent imposition of
insurance surcharges on air and sea transport, In addition, the terrorist attack on key symbols of economic
and the continued political uncertainty that pre- and military power in USA on September 11 and its aftermath,
vailed after the prorogation of Parliament in Au- further exacerbated the recession in the US economy, the larg-
ust affected Sri Lanka's economic perform- est single market for Sri Lankan exports, as well as the global
ance adversely. economic slowdown. These factors contributed to a negative

growth in Sri Lanka in the second half of the year.




The setback in the two major producing sec-
tors, viz., agriculture and manufacturing, caused
a negative growth in related services. In addi-
tion, these adverse factors directly affected in-
ternational trade, tourism and power in the serv-
ices sector, all of which performed poorly. How-
ever, the construction and the mining and quar-
rying sectors grew during the year and contrib-
uted positively to economic growth.

With weather returning to normalcy, improved
investor confidence and some recovery in the
world economy, a moderate growth of 3to 4
per cent is expected during the year 2002.

National Income and Economic Growth (Contd.)

Sectoral Contribution to GDP in 2001

Agriculture

20%

Mining and
Quarrying
2%

Manufacturing

Services 17%

54%

Construction
7%

Chart 2.3




Investment, which had increased continuously in the recent past,
dropped considerably in 2001 amidst gloomy international and

3. INVESTMENT AND SAVINGS domestic economic conditions. Investment expenditure at current

market prices is estimated at Rs. 311 billion, a decline of 12 per
cent over the previous year.

The investment/GDP ratio in 2001 was 22.1 per

cent, in comparison to 28.0 per cent in 2000. National Savings and Investment
30.0
250
The decline in investment was entirely the out- 20
come of a decline in private investment by 13.5 ) iZﬂ
per cent as government investment increased ZZ
marginally by 0.3 per cent. However in 2000, o  savngs o investment o 0 | opaas

SriLankan Airlines had invested US dollars 297
million to purchase three aircraft. When this one
time occurrence in 2000 is excluded, the de-

cline in investment in 2001 falls to 6.4 per cent. Domestic savings were Rs.215 billion in 2001. This was a de-

cline of 1.9 per cent, in nominal terms.
In the private sector, large scale investment

projects on which work had started continued. Private savings increased at a higher rate of 8.4 per cent. This

However, there were no new large projects on was wholly offset by government dis-savings which worsened

which work commenced during the year. A con- during the year by 60 per cent, in nominal terms.

siderable share of private investment expendi-

ture was assigned to infrastructure develop- Private savings/GDP ratio, which was 20.9 per cent in 2000,

ment in port services, telecommunications and declined to 20.3 per cent in 2001. Domestic savings/GDP ra-

energy. tio also dropped, from 17.4 per cent in 2000 to 15.3 per cent.

The negative economic growth and increased consumption

Public investment was mainly concentrated in expenditure reduced potential domestic savings in 2001.

road construction, energy and water supply.

National savings (the sum of domestic savings, net foreign

Reflecting the decline in investment, import of transfers and net factor income from abroad) as a percentage

capital goods such as plant and machinery, of GDP deteriorated by a lower margin, from 21.5 to 19.7. This

building and other construction materials and was solely due to the increase in net private transfers by 14.5

transport equipment, declined by 37 per cent per cent.

in US dollar terms.




The combined effect of rising international prices, increases in
administered prices, prolonged drought conditions and increasing
cost of production led consumer prices on a rising path throughout

4. PRICES AND INFLATION

the year

The annual average headline inflation rate

measured by the increase in the Colombo Con-

sumers’ Price Index (CCPI) which covers the
consumption basket of low income families in
the Colombo Municipality, was 14.2 per centin
December 2001 compared to 6.2 per centin
December 2000.

The Colombo District Consumers’ Price Index
(CDCPI), which covers the lowest 40 per cent
of income earning households and the wider
geographical area of the Colombo District, in-
dicated an annual average headline inflation
rate of 10.3 per cent in December 2001, in re-
lation to 3.6 per cent in December 2000.

An alternative measure of inflation, the change
in the Gross Domestic Product (GDP) deflator,
has been estimated at 13.0 per cent in 2001,
compared to 6.7 per cent in 2000. This trend is
consistent with that of consumer price indices.

Prices in international markets of major im-
ported items such as sugar, big onions, dried

~ INFLATION
12 Months Moving Averages of CCPI and CDCPI

fish and milk powder increased especially during the first half
of the year, which had a significant impact on their domestic
prices.

Administered prices of diesel, kerosene, water, electricity, bus
fares and liquor increased during the first half of the year. These
price revisions were followed by a series of price adjustments

in many other consumer and non-consumer items in the mar-

ket that fed into the price indices.

The drop in the supply of major agricultural products such as
paddy, coconut, onions and vegetables due to prolonged
drought conditions also contributed to higher inflation. Actual
price increases were higher than expected at the beginning of
the year.

Chart 4.1



In addition, imposition of an import surcharge
of 40 per cent, since mid February 2001 on

most imported consumer items (excluding milk
and milk products, potatoes, edible oil, sugar
and infant foods), weakening of the rupee by
11 per cent and the lagged effect of increases
in administered prices that took place in the

second half of 2000 also served as contribu-

tory factors for the acceleration in the inflation
rate during the year.

There was hardly any evidence of demand-pull
inflationary pressure during the period under
review, as monetary expansion remained con-

tinuously at a moderate level.

With normal weather conditions and stable do-
mestic economic conditions, it is expected that
the annual average inflation rate as measured
by consumer price indices, including the CCPI,
will decline to a single digit level in 2002.

Prices and Inflation (Contd.)




Unemployment rose during 2001 in contrast to the declining

5. EMPLOYMENT AND WAGES trend that prevailed during the past decade. The slowdown in the

economy hindered employment generation.

Employment
Trends in Labour Force & Unemployment
53 20
52 =k
' i L, ) N
Public sector employment declined by 1.2 per o R — St
cent during the first half of 2001 compared to & g -;VJ&%-N%
end December 2000. v g
45 0
%0 a R 3 94 9% 9% 97 % 99 2000 2001Q3
Employment in BOI approved companies also - ﬁﬁ?&%ﬁmﬁf ir?gzitfc}fxi‘g(m A
Chart 5.1
grew at a slower rate when compared to 2000.
The increase in employment was 18,000 in
2001 in comparison to 41,000 in 2000.
Table 5.1 Foreign Employment Placements
Unemployment Employment Placements 1998 1999 2000 2001(a)
Total ('000 Persons) 159.8 1791 1814 1833
The unemployment rate for the third quarter of | Composition (%)
2001 rose marginally to 7.8 per cent, compared Male 3.7 3HS5 329 320
to 7.6 per cent in 2000. Female 66.3 645 671 680
Category (%)
The slowdown in the global economy and the Skilled labour 199 208 201 200
terrorist attacks on the Katunayake International Unskilled labour 80.1 792 799 800

Airport and in USA impacted mainly on exports
and tourism, affecting employment generation. Source: Sri Lanka Bureau of Foreign Employment.
Consequently, the unemployment rate for 2001 (a) - Provisional

is expected to rise, in contrast to the declining

trend that was experienced during the last With a global economic recession, as well as a domestic

decade. economic slowdown, the manufacturing sector was affected
adversely generating a lower number of employment

The hotel sector, in particular, was seriously opportunities during 2001 compared to 2000,

affected by the terrorist attacks, resulting in a

curtailment of employment in this sector during

the second half of the year.




With the anticipated recovery in the economy,
the unemployment rate is expected to revert to
its decreasing trend during 2002.

Foreign Employment

According to the Sri Lanka Bureau of Foreign
Employment, the foreign employment
placements rose to 183,000 in 2001 compared
with 181,000 in 2000, recording an increase of
around 2,000.

The percentage share of male and female
employees in foreign employment placements
remained similar to that in 2000 and was around

32 and 68 per cent, respectively.

The categories of foreign employment
placements did not indicate any significant

change. Housemaids continued to account for
the major share (50-60 per cent), while skilled

employees accounted for another 20 per cent.

Wages

Employees in both public and private sectors received wage
increases in 2001.

Public sector employees received a non-pensionable interim
allowance of Rs.1,200 per month with effect from October,

2001. This revision resulted in nominal wage increases of 17
to 24 per cent and real wage increases of between 3 and 10
per cent, as measured by available indices.

The minimum nominal wages of all employees in the formal
private sector under the Wages Boards were raised in 2001.
However, the increases in the sectors of agriculture and in-
dustry and commerce were lower than the inflation rate, thereby
reducing their real wages. In contrast, service sector employ-
ees enjoyed a real wage increase.

Employees in the informal sector in agriculture and construc-
tion activities received higher wage increases in 2001, rang-
ing from 6 to 19 per cent. When compared with consumer

price inflation, this reflected a mixed impact on their real wages.

Employment and Wages (Contd.)




The performance in the agriculture sector was adversely affected
by drought. The output of major agricultural products, viz, paddy,
tea, rubber and coconut, declined, contracting the value added in
agriculture by 2.3 per cent in 2001, in contrast to the 1.2 per cent

expansion in 2000.

6. AGRICULTURE

Tea
» Tea Production
The upward trend observed in tea production, iZE
after the privatisation of the state owned plan- E' -
tations in 1992, reversed in 2001, due to the F
drought that prevailed during the year. ffi
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The output, which exceeded 300 million kg in
2000, declined by 3.5 per cent to 295 million

kg in 2001. Rubber

Totaltea output declined in spite of a marginal The output of rubber, which has been on a declining trend

Increase in output in the low elevations, as botf during the last few years, declined further by 1.8 per cent to

high and medium elevations recorded higher 86 millon kg in 2001.

declines.

The trend of depressed prices for rubber during the last few

The average price of tea at the Colombo Auc- years continued, resulting in a negative impact on the applica-

tion improved by 6 per cent to Rs.143.96 per fion of fertliser.

kg (However, in dollar term it declined by 10

percent 1o US $1.61./ kg). The domestic consumption of rubber in the industrial sector,

which steadily increased over the last few years, continued in

Tea production is projected to improve by 3.7 the same direction and accounted for about 57 per cent of the

per cent to reach a record level of 306 milion total rubber output, according to provisional estimates.

kg in 2002, as weather conditions are expected
to be normal.




With an expected improvement in international

Rubber Production

prices for rubber, the output is projected to im- 120
prove by 2 per cent to 90 million kg in 2002. 100

'E 80
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Coconut production, which reached a record

output of 3,055 million nuts in 2000, declined - Chart 6.2
by 8 per cent to 2,800 million nuts due to the
lagged effect of the drought that prevailed in
2000, particularly in the areas in the coconut Coconul Production
triangle. 310
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36 per cent, while coconut oil production, which
has been protected by a high tariff on edible oil
imports, increased by 28 per cent.
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Coconut output in 2002 is expected to decline

Paddy cultivation in both Maha and Yala sea-
sons was affected by drought, reducing output
by 9 per cent and 5 per cent, respectively. To-
tal paddy production, at 2.6 millon metric tons, Paddy prices increased owing to the drop in output.

was 8 per cent lower than in 2000.
In the wake of increasing rice prices, the licensing require-

However, as cultivation was concentrated in ir- ment that prevailed on the import of rice was relaxed in No-
rigated land and marginal lands were not culti- vember 2001 by allowing CWE and the private sector to im-
vated, the annual average yield improved by 2 port 60,000 metric tons of rice on a duty free basis.

per cent and reached 77 bushels per acre,

which s the best ever annual average yield on Paddy output in 2002 is projected to improve by about 7 per
record.

cent to 2.8 million metric tons.

- Agriculture (Contd.)




@ Licensing requirements should be abolished in
future and protection should be provided only
through a maximum level of tariff, without ad-
justing it in an ad-hoc manner, in order to es-
tablish a conducive environment for cultivators
and millers to develop the paddy sector.

Other Field Crops

@ Other field crops reported a mixed performance.

@ According to provisional estimates, potato out-
put is expected to have increased after the
protection provided through a high tariff on
imported potatoes.

@ Output of chillies is expected to have declined
due to the impact of drought.

Other Export Crops

@ Output of other export crops showed a mixed
performance.

@ Among the important other export crops, the
output of cloves reported a more than twofold

increase.

@ Cinnamon production, which accounts for over
two thirds of the global production, increased
marginally during 2001.

@ Pepper production declined significantly by 28
per cent due to the phenomenon of alternate
bearing in pepper.

Agriculture (Contd.)
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@ Fish production during the year is estimated to have declined
by 6 per cent to 285 thousand metric tons.

@ Depressed output in both aquaculture and marine sectors con-
tributed towards the overall decline.

@ Export eamings from fish declined by 26 per cent in US dollar

terms during 2001.




Despite the moderate growth in domestic market oriented industries,
output in the industrial sector contracted in 2001 owing to a shar,
7. INDUSTRY P 9108 shap

decline in export oriented industries, which were affected by the
global economic slowdown.

Among the industrial categories, notable con-

tractions were in apparel, textiles, diamond Growth in Industrial Output
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processing and petroleum products.
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As at end October 2001, the output in the in-
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dustrial sector is estimated to have contracted

-5 I—

. 1996 1967 1998 1995 2000 2000
by around 3.7 per cent. The textiles and wear- overall B Frivate s

ing apparel category, the major export oriented
industries, contracted sharply by around 8.2 per

cent, while food, beverages and tobacco prod- The economic downturn in major industrialised countries, the

Lcts expanded by 3.6 per cent during this September 11 terrorist attacks on USA, emergence of regional

period. trading blocks in Europe and North America and the terrorist

attack on Katunayake International Airport and subsequent

Processed food, wheat flour, processed tea, imposition of a surcharge on insurance premia on flights and

pharmageuticals, processed meat, cement, milk ships destined for Colombo adversely affected the demand

products, processed fruits, animal feed, PVC for Sri Lankan exports.

and plastics, concrete products, basic metals

and fabricated metals registered relatively high During the year, cost of production in the industrial sector in-

growth during this period. creased due to higher freight rates, increased cost of imported

raw material, fuel, electricity, port charges and high lending

Output in the public sector industries, which rates.

accounts for about 5 per cent of total industrial

production, s estimated to have declined by The industrial sector is projected to grow by around 4-5 per

L1 per cent mainly due to the closure of the centin 2002, with an expected recovery in industrialised coun-

refinery of the Ceylon Petroleum Corporation tries during the second half of 2002 and higher domestic de-

(CPC) for routine maintenance work. mand for locally manufactured products with the expected re-

covery in the economy in 2002.




Performance of major sub-sectors
Textiles, apparel and leather products

Output in this sub-sector is estimated to have
declined by 8.2 per cent in 2001 due to de-
pressed export demand.

Output in the apparel industry is estimated to
have declined by 8.4 per cent and of textiles
by 8.0 per cent.

Caribbean and sub-Saharan African countries,
facilitated by the trade preferences in the US
market, posed a new challenge to Sri Lankan

apparel exports.

Competition in the global apparel market has
intensified with the emergence of regional trad-
ing blocks in Europe and North America and
increased supply from China and other low cost

manufacturing countries.

Turkey and Eastern European countries have
become highly competitive in EU markets due
to their geographical proximity and the prefer-
ential treatment extended to them by EU.

However, the bilateral trade agreement signed
by the government with EU for quota free ac-
cess of Sri Lankan apparel to European mar-
kets helped Sri Lankan exporters to sustain

their performance.

Industry (Contd.)
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Output in this sub-sector is projected to grow by 4.3 per cent
in 2002, with the expected recovery in international markets
during the second half of 2002. Within the sector the output of
the apparel industry is estimated to grow by 4.5 per cent and
textiles by 3.5 per cent.

Food, beverage and tobacco products

The output of this sub-sector is estimated to have grown by
3.6 per cent in 2001, reflecting higher growth in milk products,
wheat flour processing, processed meat, liquor and animal

feed.

The domestic demand for these products increased due to
their competitiveness vis-a-vis imports, innovative sales pro-
motions, high product quality, attractive packaging and effi-
cient distribution methods.

Within this sub-sector the beverages industry is estimated to
have grown by 6 per cent while tobacco products are esti-
mated to have grown at 2 per cent.

The major manufacturers in the meat processing industry
modernised their production processes to achieve higher pro-
ductivity and to ensure that internationally accepted standards

for hygiene and safety were in place in their factories.




An aggressive campaign against smoking, in-
creased awareness of tobacco related health

problems and a significant increase in the ille-

gal production of white cigarettes exerted down-
ward pressure on the demand for legally manu-

factured cigarettes.

The food, beverage and tobacco sub-sector is
projected to grow by 4 - 4.5 per cent in 2002
with projected growth in food products (4.2 per
cent), liquor (5.0 per cent) and beverages (4.5
per cent). The growth of the sector will depend
mainly on the recovery of the domestic

economy.

Chemical, rubber, petroleum and plastic
products

Output in this sub-sector is projected to have
declined by 2 per cent reflecting mainly the
sharp reduction in output of petroleum prod-

ucts. In contrast, the chemical, rubber and plas-

tics sub sector registered a higher growth of
13.4 per cent in 2000.

Petroleum production decreased sharply due
to the closure of the refinery of the CPC for

about a month, in the early part of the year, for
routine maintenance work.

The introduction of mini-sized packs with re-

duced prices increased the demand for tooth-
paste, shampoo and perfume especially among
low-income sections of the consumers.
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This sub-sector is expected to grow by 6-7 per cent in 2002,

with a higher growth in petroleum products due to uninterrupted
production at CPC, projected growth in domestic demand for

fertiliser and agro-chemicals, plastic and PVC, detergents and
rubber based products.

Investment in BOI industries

BOI approved 263 projects and signed 139 agreements dur-

ing the 11 months ending November, 2001 compared to 304

projects approved and 182 agreements signed during the same
period in 2000.

Investment commitments of the approved projects up to No-
vember in 2001 were Rs.40.2 billion (US$ 432 million).

Industry (Contd.)




The foreign component of approved investment
up to November in 2001, was Rs.20.6 billion
(US$ 221 million) or 50 per cent of the total
approved investment.

Investment commitments of the projects con-
tracted up to November in 2001 were Rs.44.7
billion (US$ 480 million). The foreign compo-
nent of the contracted investment was Rs.6.2
billion (US$ 68 million) or about 14 per cent of
the total contracted investment.

The direct employment potential of these ap-
proved and contracted projects was estimated
at 34,974 and 19,492 persons, respectively.

Both foreign and local investment in the indus-
trial sector is expected to increase in 2002, with
the expected global economic recovery and
improvement in investor confidence.

Industrial Policy

The private sector led export-oriented industri-
alisation strategy adopted by governments

since 1977 has encouraged the diversification
of the industrial sector over the last two decades.

Among the export-oriented industries, apparel
and textiles continue to be the dominant sec-
tor, followed by food and beverages, chemicals
and rubber, non-metallic minerals and fabri-

cated metal products.

A Committee on De-regulation was set up in

2001, under the Industrial Promotion Act No.46
of 1990, to study and recommend proposals to
remove bottlenecks that hinder foreign and lo-
cal investments in the industrial sector and to

improve competitiveness.

Industry (Contd.)

Composition of Industrial Production
Other 2%

Fabricatedmetals
4%

Basic metals 19
Non-metallic

minerals 8%

Food &
== Beverages
22%

Apparel L Textiles
41%

Chemical & Rubber
19%

Paper 2%
Wood 1%

Chart 7.5

The government set up an ‘Industry Facilitation Forum’ con-
sisting of the Minister of Constitutional Affairs and Industrial
Development and the Secretaries to the Treasury, Ministry of
International Trade and Commerce and Shipping Development,
Ministry of Urban Development, Construction and Public Utili-
ties, Ministry of Power and Energy, Ports and Southern Devel-
opment and Ministry of Constitutional Affairs and Industrial
Development in 2001 as a mechanism to resolve the prob-
lems faced by entrepreneurs promptly.

The Ministry of Industrial Development launched a programme
for the development of several industrial estates and parks at
the regional level to promote industrialisation in the regions.

The Budget for 2001 proposed to grant 5-8 year tax holidays,
based on industrial location, to promote relocation of indus-
tries at regional industrial estates and expand existing indus-
tries in the region.

It was proposed to convert the industrial zones at Polgahawela,
Hiriyala, Mawathagama, Wathupitiwala, Mirijwila, Pallekele,
Mirigama, Pannala, Malwatta, Horana, Seethawaka and
Koggala into fully-fledged industrial townships with integrated
infrastructure facilities.




Public investments in infrastructure development fell below
8. INFRASTRUCTURE AND expectations during 2001 owing to budgetary constraints. As a ratio
SERVICES of GDP, public investments dropped to 5.9 per cent from the original

estimate of 7.2 per cent.

Energy
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implementation of plans for new power plants
have been the main reasons.

Power cuts were imposed from July as were gradually reduced and completely removed from 11

hydropower generation worsened and hired November 2001, but were reintroduced in December.

thermal power plants were discontinued due to
high costs. Power generation capacity increased by 9 per cent to 1,999
MW in 2001 with the commissioning of the combined cycle
power plant (110 MW) and several small hydropower plants (6

MW).

The initial power cut of one and half hours were
gradually increased to 8 hours by mid -

September.  With the improvement in water

storage and commissioning of the first phase The dependence of the power system on hydropower dropped

of the combined cycle power plant, power cuts marginally to 64 per cent in certain months of 2001.




Power generation during 2001 declined by 3
per cent over the previous year and stood at
6,617 GWh.

The electricity consumer network grew by about
9 per cent in 2001. Accordingly, it has been

estimated that the proportion of households with
electricity has increased to 65 per cent from 62

per cent a year earlier.

Cost of power generation remained above the
average tariff in 2001 owing to high reliance on
thermal power, high fuel prices and a less
flexible tariff system. The estimated average
cost was Rs.6.74 per unit, whereas the average
tariff was Rs. 5.60 per unit, including the fuel
adjustment charge of 25 per cent imposed in
March 2001.

The system losses continued to be high
although they declined by about 1.5 percentage
points to 20 per cent in 2001. Consequently
losses in the CEB increaed sharply, making it
resort to for high bank borrowings.

As the hydropower situation had not improved
to the expected level by end 2001, the power
shortage could continue during the first half of
2002 until completion of maintenance and
repairs to existing thermal power plants and
commissioning of other planned power projects.

Itis very important to address the energy sector
needs urgently in order to avoid the experiences
of power cuts which are detrimental to the
country’s future growth.

Infrastructure and Services (Contd.)

Petroleum

Total sales of major petroleum products rose only marginally
during the first 11 months of 2001 in comparison to the 24 per
cent increase during the same period in 2000. This sharp

deceleration in demand growth was mainly due to the drop in
demand for diesel by 2 per cent. Discontinuation of hiring

diesel power plants by CEB from July, increased diesel prices
in the local market and the slowdown in economic activity were

the main causal factors for the deceleration in demand.

International crude oil prices continued to remain high until
September 2001, and started to decline thereafter with the
deepening of the economic slowdown in industrial countries
following the terrorist attack on USA.

The average import price (c&f) of crude oil paid by the Ceylon
Petroleum Corporation (CPC) was US$ 25.97 per barrel during
the first 10 months in 2001, compared with the US$ 28.29 per
barrel that prevailed during the same period of the preceding

year. The average price remained below US $ 20 per barrel

during the forth quarter of the year.

Expenditure on petroleum imports declined by US$ 141 million
to US$ 692 million during the first 11 months of 2001 when
compared to the same period in 2000 due both to the drop in

the volume imported and a slight drop in import prices.

In view of continuing high losses of CPC, local prices of
petroleum products were raised again in April 2001.
Accordingly, diesel, kerosene and furnace oil prices were raised
by Rs. 3.00, Rs. 2.00 and Rs 1.70 per liter, respectively.

However, as crude oil prices were declining from October, the
price of kerosene was reduced by Rs. 2.00 per liter with effect

from 16 November 2001 with a view to providing some relief




to low income households. Further, both auto
diesel and super diesel prices were reduced
by Rs.1.00 per litre with effect from 28
December 2001.

With crude oil price declining towards the end
of 2001, and increased local selling prices, the
financial difficulties of CPC eased to some
extent enabling it to reduce its debt to banks
by about Rs. 4 billion by end 2001. However,
the total outstanding bank borrowings of CPC
remained high at over Rs.20 billion, causing it
heavy interest costs.

CPC is expected to record a net profit of around
Rs. 3 billion in 2001, against a loss of Rs. 16
billion of losses in 2000.

A treasury department has been established
within the CPC with a view to improving
financial management and rationalising the
procurement and settlement procedures, while
the authorities have also been engaged in
formulating a flexible pricing policy for
domestic petroleum products.

Transportation

Road Passenger Transport

Public sector passenger transportation im-
proved moderately in terms of operated
kilometers, passenger kilometers and number
of buses in fleets. However, private investment
in bus transportation and hence, the quality of
the private bus transport services remained low
due to a less flexible fare adjustment system.

The average number of buses operated per day by Regional
Transport Companies (RTCs) at 5,722, showed a slight
increase during 2001 over the previous year.

A total of 1,218 new buses were registered at the Department
of Motor Traffic during January to October 2001 compared to
1,905 registered during the corresponding period of the
previous year.

RTCs continue to provide services in non-remunerative rural
areas. There were 2,186 such rural routes. During 2001, a
sum of Rs. 258 million was distributed among the RTCs to
compensate for losses from the operation of bus services on
these routes.

The government continued providing subsidies to the private
bus operators for the operation of bus services on
uneconomical routes. Studies were in progress to identify such
new routes.

The Western Province bus route network is to be restructured
in order to take into account the development of new urban
centres. A study has been conducted for this purpose.

With a view to reducing traffic congestion, the National
Transport Commission (NTC), together with the Ministry of
Education, embarked on a programme to streamline transport
services provided to school children.

The NTC issued 3,138 route permits during 2001 for
inter-provincial bus operations.

Bus fares were raised about 15 per cent with effect from 7

January 2001 taking into account increased cost of operations
particularly due to increases in fuel prices and cost of spare
parts.
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A committee appointed by the Secretary to the
Ministry of Transport has recommended the
formulation of a rational fares policy, under which
future bus fares should be revised on the basis
of economic viability instead of ad-hoc fare
revisions as currently practices.

Rail Transport

With an improved rolling stock, the scale of
operations of Sri Lanka Railways (SLR) showed
a moderate improvement during 2001.
However, SLR continued to record heavy
losses, as rail fares were not adjusted after
1996 despite escalating operating cost.

Operated train kilometers, passenger kilometers,
and cargo ton kilometers rose by 5 per cent, 15
per cent, and 22 per cent, respectively, during
the first nine months over the corresponding

period of the previous year.

Eight new locomotives were added to the fleet.
Re-engining of 5 locomotives was in progress.

Railway bridges at Induruwa, Dodanduwa and
Gintota on the coastal line were replaced with
new bridges under an Indian line of credit.

The construction of 2 kilometers on the proposed
railroad from Matara to Kataragama was
completed and train services were commenced.

Phase Il of the installation of a colour light
signalling system on the coastal line from
Hikkaduwa to Matara commenced in October
2001.

Infrastructure and Services (Contd.)
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The construction of a second rail track from Wadduwa to
Aluthgama on the coastal line and from Ragama to Negombo
on the Puttalam line was delayed due to the non-availability of
sufficient funds.

A management council has been set up within the SLR with a
view to improving the operational and financial situation of SLR.

Studies were in progress with technical assistance from ADB
to attract private sector participation to provide train services.
This requires amendments to the Railway Ordinance.

Motor Vehicle Fleet

Registration of motor vehicles at the Department of Motor Traffic
(DMT) during the first 10 months of 2001, at 62,256 was a 21
per cent lower than during the corresponding period of the
previous year. This drop was the result of the discontinuation of
the issue of concessionary vehicle import permits and the
consumer demand reaching the saturation level.

Steps were taken to improve the operational efficiency of the
DMT. As an initial step, certain activities of the DMT were shifted
to the proposed vehicle site at Werahera.

New procedures were introduced for the transfer and registration
of motor vehicles with a view to expediting the transfer of
vehicles. However, it is worthwhile considering the introduction
of a simple system such as the one operating in USA.

Chart 8.3



A new vehicle inspection procedure was

introduced, taking into account environmental g o Performance of the Portof colombo
regulations. é_ 2
g o
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per cent in terms of total cargo handling during
the first seven months of 2001, decreased
thereafter, recording a 2 per cent drop in year
as a whole, mainly due to the adverse impact 1000 Public Pay Phones
of the increased war risk premium on ships 000
calling at Sri Lankan ports, imposed after the 6000
terrorist attack on the airport in July and a labour i
dispute in August in the port of Colombo. o
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The total number of cargo vessels arriving at
the Port of Colombo dropped by 9 per cent
during 2001, Total cargo handling in 2002 is expected to grow by about 4
per cent. A refurbished container terminal at SAGT will be
Total container handling dropped marginally opened for traffic early in 2002. Several port projects being
during this period. This drop is largely due to implemented by SLPA also will be completed during 2002.
the drop in international trade.
The proposed Port of Hambantota was brought under the Sri
Container handling at terminals belonging to Lanka Ports Authority Act No.51 of 1979 would apply.
the Sri Lanka Ports Authority (SLPA) dropped
by 3 per cent, while at terminals managed by Improving efficiency in the Colombo Port is crucial for
South Asia Gateway Terminals Ltd (SAGT), it strengthening its regional competitiveness as well as supporting
increased by 10 per cent during 2001, development in the country’s external trade.
However, transshipment handiing improved by~ Telecommunications Services
about 3 per cent during 2001, mainly due to a
significant recovery in transshipment handling Telecommunication services continued to expand but at a
witnessed during the first half of the year. slower phase in 2001. The mobile telecommunication services

however, expanded at a faster rate than fixed access
telephones
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In terms of subscriber network, the
telecommunication services grew by 29 per
cent during 2001, in comparison to the same
growth in 2000.

The number of fixed access telephones grew
by about 8 per cent, while mobile telephones
grew by 67 per cent during 2001.

Sri Lanka Telecom Ltd (SLT) provided 51,856
new telephones during the year, raising its to-
tal network by 8 per cent to 705,000.

The subscriber network of the two wireless
telephone companies, Suntel and Lanka Bell,
rose marginally, due to the shift of some
subscribers to other services.

The telephone density (telephones including
cellular phones per 100 persons) increased
from 6.5 at end 2000 to 8.3 at end 2001.

The number of public pay phone booths
increased by 11 per cent to 9,100.

Subscribers to Internet and e-mail services rose
significantly by 48 per cent to 60,000 during

the first 3 quarters of the year.

Health

The main focus of the health sector in 2001
was on the implementation of health reforms
and the elimination of re-emerging infectious
diseases such as Dengue Haemorrhagic Fe-
ver (DHF).

Infrastructure and Services (Contd.)
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The implementation of health sector reforms was in progress,
but at a slow pace, mainly due to financial constraints.

Health facilities at 27 hospitals were being upgraded under
the project to upgrade at least one hospital in each district.
These hospitals are to be developed gradually to the level of a
General Hospital. Work on stage | and Il of the two pilot projects
at Hambantota and Polonnaruwa was successfully completed.

With a view to eliminating inequality in the distribution of health
services and providing basic health facilities to the estate sec-

tor too, the government acquired 21 estate hospitals.

The Ministry of Health and the Department of Health were re-
amalgamated in 2001, as it became apparent that the separa-
tion of these two institutions was not effective.

In order to improve mental health services by providing more
efficient and better quality service at the regional level, 10 pro-
vincial mental health centres were established under the health
sector reforms.

A number of programmes were commenced to promote school
health services and health facilities provided to the elderly and
disabled. An additional 253 Medical Officers were appointed to
pay special attention to school children, mental health prob-

lems, and disabled and elderly persons.




The incidence of DHF increased in serious
proportions during 2001. During the first 11 5
months 43 deaths from DHF have been re- 4

Doctors per 10,000 Persons

ported, compared to 36 deaths recorded in
2000.
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polio and diphtheria over the years, no cases
were reported during 2001.

The number of qualified doctors (MBBS and

New Admissions to Universities

above) in the public health sector increased s
by 1,249 to 7,515 during the year. Accordingly, -
the population per doctor declined to 2,484 in
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2001 from 2,687 in the previous year.
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The number of beds in government hospitals broad objective of improving quality in the entire education

also increased marginally to 58,833 system, showed satisfactory progress in 2001. Meanwhile,

progress in the implementation of higher education reforms

Private sector health services also grew dur- . , _—
remained at various stages at the university level.

ing the year. Several private hospital projects

were in progress in 2001, Improving the content and nature of curricula, syllabi and

o _ teaching methodologies, teacher training, rural schools
With a view t.o requiating the health sector pet— development, schools rationalisation and early childhood care
ter, a draft bill has been prepared to establish
a National Health Commission (NHC). The Pri-

vate Medical Institutions Bill has also been pre-

and development are the major areas of general education
reforms.

pared. In order to monitor the educational reforms, the Educational

Reforms Implementation Monitoring Unit was established in

Education 2001

Implementation of educational reforms has There were 9,887 functioning schools at end 2001. A total of

been the main focus in the general education 381 non-functioning schools were closed by end 2001, as the

sector in recent years. General education re- o
number of students were insufficient.

forms, which commenced in 1998 with the

InfrastructurandervicegContd. )




The number of students in government schools,
stood at 4,184,957, while the number of teach-
ers in government schools stood at 194,104 at
end 2001.

New admissions to schools declined slightly to
330,385 in 2001 due to a drop in the child popu-
lation.

National Colleges of Education (14) and
Teacher Centres (84) were strengthened to pro-
mote professional skills of teachers. Pre-serv-
ice and in-service teacher training has been
made compulsory.

Under the rural school development pro-
gramme, 365 schools (one school per Divisional
Secretariat Division) have been identified, of
which 134 schools have already been devel-
oped.

Under the educational reforms, General Eng-
lish was introduced this year as a core subject
for the GCE (A/L) class.

The introduction of basic reforms for second-
ary education was completed with the introduc-
tion of a new curriculum for students of grades
8and 11in 2001.

A school nutrition programme was commenced
as a pilot project in 120 schools with 5,000 stu-
dents with a view to improving the nutrition level

of school children.

Infrastructure and Services (Contd.)

Total Number of Water Connections
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At present, the university system comprises 13 universities, 6
affiliated institutions and 3 campuses. There were 3,268 lec-
turers and 69,007 students at these universities at end Octo-
ber 2001.

In 2000/01, 52 per cent of the total number of university stu-
dents received Mahapola Scholarship, while other students

received bursaries.

Water Supply

The total number of water supply connections provided by the
National Water Supply and Drainage Board (NWSDB) in-
creased by 15 per cent to 667,805 by end 2001.

The NWSDB implemented 101 water supply projects
islandwide in 2001. It is expected that after completion, these

projects will benefit about 3.5 million people.

Implementation of major water supply projects in the Greater
Colombo area such as Towns South and Towns North of Co-
lombo Water Supply projects and Non-Revenue Water Re-
duction Project (under this project water connections are pro-
vided at a concessionary rate to those who use stand post
water) continued in 2001.

Chart 8.9



Several major water supply projects were

being implemented at district level in
Anuradhapura,  Puttalam,  Kegalle,
Hambantota, Monaragala, Kalutara, Ampara
and Nuwara-Eliya. Medium and minor water
supply projects, funded by the government,
were also in progress in various districts to
provide drinking water to about 1.5 million

people.

Water tariff was raised by about 20 per cent in

January 2001, in order to pass-on increased
operating expenditure to consumers.

Infrastructure and Services (Contd.)




Performance in the fiscal sector deteriorated sharply in 2001.
Budget 2001 planned to correct the fiscal slippage in 2000 and
contain the overall deficit at 8.5 per cent of GDP, while reducing the
reliance on domestic borrowings in financing the deficit. However,

the slowdown in economic activity, non-implementation of fiscal
adjustments and the fiscal stimulus package offered towards the end of the year, contributed to widen the deficit significantly.

A'large part of the financing expected from external sources was not realised and hence the government relied heavily on

9. PUBLIC FINANCE

domestic sources, mainly bank borrowings, to finance the deficit.

Budgetary operations in 2001 generated an

Fiscal Indicators

overall budget deficit of 10.8 per cent of GDP in
comparison to the original target for 2001 of 8.5
per cent of GDP and the actual deficit of 9.9 per
cent of GDP in 2000. The current account defi- N

cit, which measures government dis-savings, A 5 3 3 3 3

Revenue ™ Expenditure
= Current Account Deficit B Overall Budget Deficit

rose to 4.9 per cent of GDP from 3.4 per centin
2000. The expected target in the Budget 2001
was 1.2 per cent of GDP.

Chart 9.1

Total revenue, at 16.5 per cent of GDP, declined compared to

The deterioration in both the overall deficit and 2000 (16.8 per cent of GDP). Tax revenue increased margin-

the current account deficit was the combined ally to 14.6 per cent, while non-tax revenue dropped to 1.9 per

outcome of a decline in revenue collection and
an increase in current expenditure, both in GDP
terms.

On the revenue front, total revenue recorded a
shortfall of Rs.33.6 hillion (2.4 per cent of GDP)
compared with the budgeted revenue of
Rs.264.5 billion (18.3 per cent of GDP). This was
largely due to a substantial reduction in revenue
from international trade oriented taxes and the

poor performance in public enterprises, which

resulted in a decline in non-tax revenue.

cent of GDP from 2.3 per cent of GDP in 2000.
The National Security Levy (NSL), was a buoyant source of
revenue in 2001 consequent upon a rise in the NSL rate from

6.5 per cent to 7.5 per cent between April and October 2001.

Although the targeted revenue from import duties was not real-

ised, total revenue collection from import duties expanded mod-

erately in comparison with 2000, mainly due to the surcharge

of 40 per cent on import duties implemented in the Budget 2001.




Despite a slowing down in domestic economic

C . _— Government Revenue 2001
activity, income tax collection rose significantly Non Tax11%

as tax arrears from major corporate tax payers OtherTaxes 59 IncomeTax15%

such as the Sri Lanka Ports Authority were paid

up.

Import Duties
11%

GST20%

NSL19% Excise Tax19%

Revenue collection from the Goods and Serv-

Chart 9.2
ices Tax (GST), stamp duty and excise taxes
did not increase as expected reflecting the im-
pact of the economic slowdown.
Government Current Expenditure
In view of the reduced revenue, an attempt was o] T ——
made to contain expenditure, largely by restrict- Boe — R N N
k-] 3
ing capital expenditure, sacrificing expansion in '
potential growth. Accordingly, compared with the ° 3 2 i 3 3 3
budgeted estimate of Rs.387.5 hillion, total gov- D
Chart 9.3

ermment expenditure declined by Rs.4.4 billion
to Rs.383.1 billion. However, as a ratio of GDP
this was an increase from 26.9 per cent to 27.3
: : of the screening process of the Samurdhi programme as ex-
per cent. This was also an increase when com-

oared with 2000 pected in the Budget, increase of the fertiliser subsidy due to

the high import price of urea, a significant increase in the op-
Current expenditure overshot the original budget erational losses of the Sri Lanka Railway caused by increased
estimate of Rs.281.4 bilion (19.5 per cent of operational expenses with non-responsive fares, and increased
GDP) by Rs.18.5 hillion (1.3 per cent of GDP) to
Rs. 299.9 billion. In terms of GDP, current ex-
penditure rose to 21.4 per cent of GDP in 2001

from 20.2 per cent in 2000.

allocations for drought relief.

Public investment expenditure was reduced to 5.9 per cent of
GDP in 2001 in comparison to 6.4 per centin 2000. The origi-
nal budget expected to maintain public investment at 7.4 per

The main factors that contributed to the expend- cent of GDP. Slow utilisation of foreign loans, strict control of

. . rupee funded capital investment programmes and delays in
ture overrun were the increase in defence ex-

oenditure, salary and pension payments, higher implementing investment programmes in public enterprises were

: the main reasons for low public investment in 2001.
interest cost on government overdraft balances

and unsettled import bills, non-implementation

Public Finance (Contd.)




While the financing requirements were en-
hanced with the widened budget deficit, there
was a significant shortfall in funds realised
through the external borrowing programme and
the privatisation programme. Therefore, approxi-
mately 80 per cent of the deficit was financed
from domestic sources. As resources available
from the non-bank sector were limited, borrow-
ing from the banking system was high in 2001.

The privatisation programme in 2001 was able
to generate no more than Rs.8.6 billion (com-
pletion of the transaction relating to the sale of
a 40 per cent stake of Air Lanka Ltd., change in
the Prima Flour Mill agreement status from Build
Operate Transfer (BOT) to Build Own Operate
(BOO) and the sale of 51 per cent shares of the
National Insurance Corporation) compared with
the target of Rs. 25 hillion. The sale of the shares
of Sri Lanka Telecom (SLT) in the international
market was withheld because of poor market
conditions.

Net foreign borrowing amounted to Rs.14.5 bil-
lion (1.0 per cent of GDP) in 2001, although the
original budget envisaged borrowings of Rs. 33.1
billion (net) from foreign sources. The main rea-
sons underpinning this development were the
failure and/or delays in implementing the
planned foreign funded development projects
and curtailment of capital development projects.
Further, the government did not raise US $200
million in the international market as it had ex-

pected.

Public Finance (Contd.)

Government Expenditure 2001
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In order to raise funds from external sources, dollar denomi-
nated Sri Lanka Development Bonds valued at US $158.5 mil-
lion (Rs. 14.6 billion) were issued towards the end 2001. The
issue was largely subscribed by domestic investors.

Foreign grants received to finance budgetary operations are
estimated at Rs.5.5 hillion against the expected total of Rs 7.5
billion in the original budget.

In line with these developments, a sum of Rs.123.6 billion (8.8
per cent of GDP) was raised from the domestic market. As
resources available in the non-bank sector amounted to only
Rs.75 billion (5.4 per cent of GDP), the balance amount of

Rs.48.6 hillion (3.5 per cent of GDP) was raised from the bank-
ing system, in contrast to a repayment to the banking system of

Rs. 11 hillion anticipated in the budget.

Chart 9.4
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The level of the government debt stock ex-
ceeded the national income in 2001, reflecting
a faster growth of the debt stock than the nomi-
nal GDP. The Debt/GDP ratio, which has con-
tinuously increased since 1997, reached 103.4
per cent at end 2001. The sharp expansion in
domestic borrowings and the depreciation of the
exchange rate were the main causes for this
excessive growth in the debt stock. Domestic
debt increased by 4.4 percentage points to 58.2
per cent of GDP while foreign debt increased by
2.1 percentage points to 45.2 percent of GDP
during 2001.

%o COF
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The Samurdhi programme, which commenced in 1995 with the
10.SAFETY NETS objective of alleviating poverty, continued in 2001 covering about

two millions families. It continued to provide not only relief for the

poor, but also basic infrastructure facilities, training for self

The Samurdhi Programme , . iy
employment and saving and investment opportunities.

The estimated total cost of the Samurdhi in-

The Samurdhi Welfare Programme
come supplementary programme was Rs. 250 -
Er 2000 g
12,003 million in 2001. This amounted to 3 per B 1000 i
. B 150 -
cent of the current expenditure of the govern- 3 :Zzz 3
=100 :
ment. . o §
E . 200
ol 0 0 B
. . . 1995 1996 1997 1998 1999 2000 2001
The number of families receiving Samurdhi m Number of Famlies  —— Total Expenditure(Rs.Mn) | s

benefits under the Samurdhi income supple-
mentary programme declined by 4 per cent in

2001. This is mainly due to the new procedure L
_ . o ' From January to September 2001, contributions to the
introduced in the distribution of Samurdhi cards, , , , ,
o . o Samurdhi Compulsory Savings Fund increased by Rs.787 mil-
which improved targeting of beneficiaries. Yet , , , .
N _ lion, and voluntarily savings rose by Rs.153 million.
about 48 per cent of all families received

Samurdhi benefits, a proportion much higher , , , ,
The total number of Samurdhi Banking Unions (SBUS) in-

creased to 971 by end September 2001 from 951 at end De-
cember 2000. The total value of deposits in SBUs increased

than the estimated proportion based on income
distribution data. There is still room for reduc-

ing significantly the number of non-eligible ben- N _ ,
by 76 per cent to Rs. 2,794 million during the first 9 months of

2001.

eficiaries.

In addition to Samurdhi families, there were , ,
. - N . Under the Samurdhi Development Credit Scheme, loans to the
159,286 displaced families receiving dry rations

value of Rs. 514 million were granted to 84,247 beneficiaries
atend of 2001.

by end of September 2001.

A total of 109,202 families benefited from the

N _ Under the Samurdhi Entrepreneur Development Credit Scheme,
Nutrition Programme under which mothers of

. . atotal of Rs 343 million was granted for 13,682 beneficiaries.
new-born babies receive Rs. 150 per month to

purchase milk powder.




Under the Samurdhi Labour Intensive Commu-
nity Development Programme, 1,188 projects
had been approved for implementation by end
September 2001.

The Samurdhi Empowerment Programme was
introduced in 2001 with a view to retiring at least
200,000 families from the Samurdhi Pro-
gramme in 2001. The program failed due to lack
of commitment.

Samurdhi Programme (Contd.)




11. EXTERNAL TRADE AND
TOURISM

Sri Lanka’s external trade suffered a major setback in 2001. Export
eamings declined as demand fall with the economic slowdown in
industrial countries. Imports declined in response to the surcharge
imposed on imports, slower economic growth, and lower petroleum
prices. However, the trade balance improved significantly as the

decline in imports was higher than in exports.

Export Performance

During 2001, export earnings declined by 12.8
per cent to US dollars 4,817 million, compared
with a 19.8 per cent increase in 2000. Textiles
and garments, rubber based products, petro-
leum products, footwear, chemical products,
plastic, fish products, gems and diamonds ex-
ports were major contributors to the decline.

Earnings from textiles and garments, which
account for 52 per cent of total export earn-
ings, decreased by 14.7 per cent due to lower
demand from the USA and European

countries.

Earnings from tea, the second largest export

item, declined by 1.4 per cent to US dollars 690
million mainly due to lower prices resulting from
the global economic slowdown and higher sup-
ply from major producing countries. The aver-
age export price (f.0.b) of tea decreased from
US dollars 2.43 per kg in 2000 to US dollars

2.34 per kg. in 2001.

Exports, Imports & Trade Balance
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USA continued to be the largest single destination for Sri Lan-

ka’s exports (41 per cent) in 2001. Sri Lanka’s exports to USA
are mostly garments (64 per cent). UK was the second largest
destination (12 per cent), while Germany (4 per cent) was the
third.




Earnings from mineral exports decreased by
Import Expenditure

10.8 per cent as a result of a 12.2 per cent 4000
decline in earnings from gem exports. 3000;
£ 20,
. 5 100

Import Expenditure
0.

199 1997 1998 1999 2000 2001
Expend|ture on |mp0rts durmg 2001 was US B Consumer Goods W Intermediate Goods Investment Goods Chart 113

dollars 5,974 million, an 18.4 per cent drop over
the corresponding period of 2000. When ad-
justed for the three aircraft imported in 2000,

goods. Intermediate goods, excluding petroleum product im-

Imports: declined by 14.3 per cent ports, decreased by 10.3 per cent in 2001.

Consumer goods imports decreased by 11 per Investment goods decreased by 37.8 per cent during 2001.

centin 2001. Within this category, food imports Even after adjustment for aircraft imported in 2000, invest-

decreased (by 5.4 per cent) due to lower im- ment goods recorded a decrease of 24.9 per cent, reflecting

ports of sugar, wheat grain, mik products and the depressed investment demand. Imports of transport goods

fice. Owing to lower expenditure on several (75.6 per cent), machinery and equipment (22.6 per cent) and

ftems such as medical and pharmaceutical building materials (18.2 per cent) declined significantly.

products, motor cars and cycles, rubber tyres

and tubes and radio receivers, television sets India became the largest single exporter to Sri Lanka (10.9

import payments for consumer durables de- per cent) followed by Hong Kong (9.2 per cent), Singapore

creased by 16.5 per cent. (7.6 per cent), South Korea (6.3 per cent) and Japan (6.2 per

cent).
The decrease in imports of motor cars and
cycles was the result of the suspension of im- Trade Balance
port of motor vehicles on concessionary terms

for parliamentarians, provincial and local gov- The trade deficit in 2001 narrowed to US dollars 1,157 million

compared to a much higher deficit of US dollars 1,797 million
in 2000. This deficit is still lower than the adjusted trade defi-
cit of US dollars 1,500 million in 2000, after excluding the value

ernment servants and public servants in the
2001 Budget.

Expenditure on intermediate goods imports, of three aircraft imported in 2000.

which account for 56 per cent of the total im-

ports, decreased by 12.3 per cent largely due A recovery in external trade is expected in 2002, with the an-

to ower imports of petroleum products, exties, ticipated economic recovery of the industrialized countries in

fertiliser, diamonds and other intermediate the second half of 2002.

External Trade and Tourisn (Contd.)




Tourism

Tourist arrivals, which significantly recovered
during the first half of 2001 (10.5 per cent in-
crease), suffered severely from the attack at
Katunayake followed by terrorist attacks in
USA. Tourist arrivals declined by 15.9 per cent
to 336,794 in 2001.

Gross earnings from tourism declined from US

dollars 252 million in 2000 to US dollars 213
million in 2001.

External Trade and Tourisn (Contd.)
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12. BALANCE OF PAYMENTS AND

EXCHANGE RATE

The global economic slowdown, security concerns worldwide and
domestic political uncertainty had a significant impact on the external
sector in 2001. Both exports and imports declined sharply, but the
current account deficit narrowed as imports declined faster. The
overall balance in the balance of payments registered a surplus,
but well below initial expectations.

Private Remittances

Private remittances, consisting mainly of remittances

by Sri Lankan workers in West Asia, declined by 3
per cent to US$ 1,125 million during 2001. The drop
is, in a way, a technical matter, since the compen-

sation payments to Sri Lankan workers displaced

in the Gulf War which were a major item in 2000

were not repeated in 2001.

Gross private  remittances,

without

compensation payments increased by 1 per

cent during 2001, a slowdown compared with

the 18 per cent increase in 2000.

Net private remittances excluding compensa-

tion payments, amounted to US$ 938 million,

anincrease of 1 per cent over 2000.

Slow income growth in the West Asia region

and political uncertainty in the region may have

affected the slow growth in private remittances.
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Foreign Direct Investment

The global economic slowdown and uncertain domestic political
environment resulted in a sharp decline in foreign direct investment
(FDI) flows and curtailed prospects of a major privatisation drive.




Gross FDI flows during the first nine months of
2001 amounted to US$ 62 million, a 54 per cent
drop over the same period in 2000. Textiles
and wearing apparel and chemical sectors

received the major share of FDI inflows.

FDI flows during the year are estimated to reach
US$ 81 million. This is a sharp slowdown from
the US$ 175 million received in 2000 and is

well below the original target of US$ 193 million.

Privatisation proceeds amounted to US$ 90 mil-
lion (US$ 65 million for the Prima Flour Mill and
US$ 25 million for Sri Lankan Airlines)
compared with US$ 275 million expected in
Budget 2001. A sale of a further portion of
shares of Sri Lanka Telecom had to be
postponed due to unfavorable international

market conditions.

Services and Income

The services sector was hard hit by the terrorist
attack on the Katunayake Airport in July 2001. The
possibility of a quick recovery in the tourism sector
was eliminated by the terrorist attacks in US in

September.

Receipts from tourism during 2001 declined by
15.5 per cent to US$ 213 million in contrast to
an increase of 11 per cent during the first half

of the year.

Balance of Payments and Exchange Rate (Contd.)
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Receipts from transportation declined by 2 per cent during
the first nine months of 2001 reflecting declining imports, as

well as security concerns during the third quarter.

Total net services receipts were expected to increase from
US$ 38 million to US$ 108 million, taking into account US$ 90
million received by SriLankan Airlines as insurance claims for

the aircraft destroyed in the attack on Katunayake airport.

Net income payments declined by 13 per cent to US$ 207
million during the first nine months due to a drop in global

interest rates and lower corporate profits.

Net income payments were estimated to drop from US$ 304
million in 2000 to US$ 264 million in 2001.

Chart 12.3



Portfolio Investment

Foreign investors continued to be net sellers in the
Colombo stock market during most of the year, the
economic downturn, and the resulting drop in
corporate profits and in response to continued

political uncertainty.

The net outflow through the share market during
the year 2001 amounted to US$ 10 million in
comparison to the outflow of US$ 45 million in
2000.

A recovery is expected in 2002 with the
restoration of market stability after the general

election.

Foreign Loans to the Government

Foreign loan disbursements to the government
declined marginally from US$ 264 million to US$
259 million during the first nine months of 2001.
Delays in project implementation and the general
decline in donor assistance appear to be the main

reasons for this decline.
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Total capital flows to the government, which include project

and programme related loan capital have increased from US$
355 million, in 2000 to US$ 576 million in 2001. Net capital

flows to the government are estimated to have increased from

US$ 47 million to US$ 253 million, after taking into account

higher loan repayments.

Balance of Payments

The overall balance in the balance of payments registered a surplus
of US$ 220 million in 2001 against a deficit of US$ 522 million in

the previous year.

Balance of Payments and Exchange Rate (Contd.)




The BOP surplus includes the US$ 158 million
mobilised through the issue of Sri Lanka

Development Bonds.

However, the surplus of US$ 220 million is
much lower than the originally estimated BOP
surplus of US$ 340 million (including expected
government commercial foreign borrowing of
US$ 200 million) for 2001 due mainly to the
postponement of the sale of additional shares

of Sri Lanka Telecom.

Foreign Reserves

Gross official reserves increased from US$ 1,049
million at end 2000 to US$ 1,338 million at end 2001,
which are sufficient to cover 2.7 months of imports.
The build up of reserves was facilitated by the
purchase of foreign exchange amounting to US$ 178
million in the market and the issue of Sri Lanka

Development Bonds for US$ 158 million.

Total reserves have improved from US$ 2,131
million at end 2000 to US$ 2,238 million
(equivalent of 4.5 months of imports) at end
2001. This is much lower than the originally
expected reserve target of US$ 2,778 million
due to non-realisation of the expected foreign
borrowing of US$ 200 million, privatisation pro-
ceeds and some of other external financing

under the SBA, as expected.
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As against the originally expected total external financing of
US$ 528 million under the SBA, inclusive of US$ 200 million
from the IMF during 2001, the actual external programme fi-
nancing amounted to only US$ 289 million which includes the
US$ 158 million mobilised through the issue of Sri Lankan

Development Bonds.
Exchange Rate

Sri Lanka moved to a free floating exchange rate regime from 23
January 2001. The present system allows the exchange rate to be
determined by market forces. The objectives of the new system

were two fold: stabilisation of the external value of the rupee and




the build up of official foreign assets.

The exchange rate stabilised within a short
period after an initial overshooting. The
exchange rate at end 2001 was Rs.93.16 per
US dollar, recording a depreciation of 8.6 per
cent from 23 January 2001 and 11.3 per cent
from end 2000.

The stabilisation of the exchange rate was
supported by a set of temporary precautionary
measures introduced after the flotation of the
rupee, in consultation with commercial banks.
These measures were aimed at maintaining
orderly behaviour in the foreign exchange
market and encouraging exporters to bring back

export proceeds.

These measures included limits on daily net
open positions maintained by commercial
banks in foreign exchange, and required banks
to ensure settlement of export credit by
exporters using export proceeds within 90 days,
later extended to 120 days for certain
categories to limit their forward market
operations only to trade related transactions,
to back forward sales and purchases of foreign
exchange by a rupee deposit of 50 per cent of
value, and to limit forward contracts for periods
not exceeding six months. Banks were also
advised not to permit early or pre-payment of

import bills in anticipation of a depreciation.
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Most of these precautionary measures were either completely
removed or relaxed within a short period. The remaining
restrictions (i.e. restrictions on net open positions of banks
and limiting forward contracts for periods not exceeding six

months) are expected to be relaxed soon.

As pressure on the currency and foreign exchange reserves
built up during the second half of 2000, the Central Bank

widened the spread between its buying and selling rates and
increased interest rates on several instances during 2000.

Regular widening of the intervention band led to a formation
of market expectations of continuous depreciation of the rupee,
thereby creating uncertainty among market participants about

future exchange rates.

The continued uncertainty resulted in a considerable decline
in the turnover in the inter-bank foreign exchange market,
particularly, in the forward exchange market, from September
2000. The average turnover in the foreign exchange market,
including forward transactions, was around US$ 255 million
per month during the first nine months of 2000, which declined
to US$ 227 million during the last three months of the year.
The average turnover for 2001 is US$ 154 million, which reflects

partly the general slowing down in economic activities.

Balance of Payments and Exchange Rate (Contd.)




The volumes of inter-bank forward exchange The spread between buying and selling rates of foreign

transactions dropped sharply by nearly 50 per exchange has narrowed drastically in the inter-bank foreign
cent from August to September 2000 due to exchange market as well as in banks’ transactions with

uncertainty in the foreign exchange market customers, reflecting increased competition in the foreign
during the period. The average turnover of exchange market.

forward transactions, which remained around

US$ 63 million per month during the first nine The real effective exchange rate (REER) remained around at

months, declined to US$ 18 millon per month the same level of end 2000, maintaining the country's

during the balance period of 2000. Forward extemal compettiveness.
transactions were at their lowest in February

2001, when they amounted to US$ 2.8 million.

With the restoration of stability and the gradual
removal of precautionary measures on forward
transactions, the forward foreign exchange
market has now become more active. The
inter-bank forward transaction volume
increased to US$ 46 million in August 2001.

Balance of Payments and Exchange Rate (Contd.) -




Monetary policy focussed on maintaining stability in the money and

13. MONEY AND INTEREST RATES foreign exchange markets, in view of the adverse external and
domestic shocks. Monetary growth remained around 12-14 per
cent, while interest rates, particularly short-term rates, declined from
their high levels in the second half of the year.

Money Growth Money Growth and Inflation
%
Monetary growth (M ) was relatively stable jz
around 12-14 per cent in 2001.  Although the ;m
bulk of this increase was initially expected from 5 J I I . I l
a growth in net foreign assets (NFA) and in pri- 0
vate sector credit, the major causal factor for o ;g.:ey Mz;g:fowth 199: mﬂanssoo ! s
art 13.

growth in money supply was the growth in credit
to the public sector (i.e., government and pub-
lic corporations) with some increase in credit

to the private sector. The significantly high rupee liquidity shortage (Rs.30 billion)
in the market at end of 2000 was gradually reduced and turned
Despite moderate growth in the money supply, to a surplus of Rs.1 hillion by end of 2001 through various
inflation was relatively high due to cost-push measures, viz., foreign exchange purchases by the Central
factors, particularly high domestic food prices Bank from the forex market and foreign currency receipts by
caused by severe drought. the government, purchasing Treasury hills at the primary auc-

tion and reducing the Statutory Reserve Requirement (SRR).
Benefiting from the improved stability in the

foreign exchange market, CBSL was able to Monetary Policy

purchase foreign exchange from the market
improving the market rupee liquidity, as well as

, Monetary policy was mainly focussed on stability in money
foreign exchange reserves of the Bank.

and foreign exchange markets, while providing adequate |i-

To obtain funds for the government, an issue quidity to the market. CBSL was able to reduce its interest

of Sri Lanka Development Bonds amounting to rates gradually following stability in the foreign exchange mar-

US$ 158 million was launched towards the end ket after the introduction of an independently floating exchange
of the year and was fully subscribed. This also rate regime in January 2001. A larger reduction of rates was
helped to improve rupee liquidity in the market made in the second half of the year by considering the need to
and foreign exchange reserves of the CBSL. alleviate the difficulties faced by the economy following ad-




verse domestic and external shocks, including

the prolonged drought and lags in the monetary

policy transmission process and declines in in-

terest rates in international markets.

The Central Bank reduced its interest rates
gradually; Repo rate by 800 basis points, Re-
verse Repo rate by 900 basis points and the
Bank Rate by 700 basis points.

The CBSL reduced the Statutory Reserve Re-
quirement (SRR) on commercial bank deposits
by 1 percentage points to 10 per cent with the
intention of increasing market liquidity, and re-
ducing intermediation cost of banks, thereby

enabling banks to expand their lending capac-
ity.

Table 13.1
Changes in Central Bank Rates
Date Repo Reverse Repo Bank Rate
Rate Rate
% (%) %

31-Dec-00 17.00 20.00 25.00
18-Jan-01 20.00 23.00
26-Feb-01 19.00 22.00
3-Apr-01 18.50 21.50

2-Jul-01 16.00 19.50 23.00
02-Aug.01 15.00 18.50
3-Sep-01 13.00 15.00
19-Oct-01 12.00 14.00

27 Dec.01 18.00

Source: Central Bank of Sri Lanka

Money and Interest Rates (Contd.)

Credit to Private Sector from Commercial Banks

Credit expansion to the private sector from commercial banks
grew moderately by 8.9 per cent in December 2001, in com-
parison to 11.8 per cent growth recorded in December 2000

reflecting slowing down of economic activity. High interest

rates, particularly during the early part of the year, also dis-

couraged borrowing. Total credit extended to the private sec-
tor by commercial banks increased by Rs.32 billion to Rs.397
billion by end 2001.

The sectors which indicate high growth in credit are services,
commercial, and housing and property development.

Credit to government from the banking system rose signifi-

cantly by about Rs.54 hillion due to a larger expansion in the
budget deficit than originally expected, a shortfall in the ex-

pected foreign borrowing programme and non-realisation of a
larger part of expected privatisation proceeds.

Credit to public corporations from commercial banks increased,
in contrast to the reduction expected initially, due mainly to
the non-adjustment, or the delayed and inadequate adjust-
ment of the charges for goods and services produced by
some large public corporations such as the Ceylon Petroleum
Corporation (CPC), the Ceylon Electricity Board (CEB) and
the Cooperative Wholesale Establishment (CWE).

Credit from Long Term Lending Institutions

In addition to credit from commercial banks, investors were
able to obtain credit from the long term lending institutions,
the National Development Bank (NDB), the DFCC Bank, and
from finance companies.




Total credit extended by NDB and the DFCC
Bank increased by 3 per cent in 2000 and by 1
per cent by October 2001.

Table 13.2

Credit to Private Sector

from NDB and DFCC Bank
(Rs. mn)
NDB DFCC Total
1998| 30,553  19,332| 49,885
1999 35557 21,523 57,080
20001 35973 22,567 58,540
20010ct.| 34,953 22,931 57,884
Source: Central Bank of Sri Lanka

Interest Rates

The Central Bank's key interest rates, which

had been increased during the second half of

2000 and in January 2001 to provide stability

in the foreign exchange market, were reduced

gradually during 2001 with the move to an in-

dependently floating exchange rate regime from
23 January 2001.

Major reductions of these rates were effected
after June 2001 as the ability to reduce rates
during the first half was constrained by high
inflation. The Repo rate was reduced by 800
basis points, the Reverse Repo rate by 900
basis points and the Bank rate by 700 basis
points after end January 2001.

Credit to Private Sector
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Following the reductions in these policy rates, market interest
rates such as Treasury bill rates, call market rates and the

average weighted prime lending rate of commercial banks

(AWPR) declined significantly, although the general lending
rates have declined at a much slower pace.

Money and Interest Rates (Contd.)




Relatively high interest rates led to an increase in deposits, while
banking facilities continued to expand.

14. BANKING AND FINANCE

Deposits Mobilisation Responding to the recession in industrial countries, interest

rates in international markets declined substantially during

Deposits mobilisation by commercial banks (16
per cent) and National Savings Bank (13 per
cent) expanded further.

Foreign Currency Schemes

A new foreign currency scheme, namely Ru-
pee Accounts for Non-resident Sri Lankan In-
vestment (RANSI), was introduced in May
2001, for the purpose of encouraging Sri
Lankan citizens resident outside Sri Lanka, to
remit to Sri Lanka their foreign exchange eamn-
ings for investment in Sri Lanka. The accounts,
however, will be maintained in rupees. With this
scheme, five foreign currency schemes are in
operation. The others are the Non Resident
Foreign Currency Scheme (NRFC-began in
1978), the Resident Non-National Foreign Cur-
rency Scheme (RNNFC-1980), Resident For-
eign Currency Scheme (RFC-1991) and Export-
ers Foreign Currency Deposit Scheme (FCD-
1994).

Total foreign currency deposits in domestic
banking units at end December 2001 were US
$ 1,130 million .

2001. Accordingly, domestic commercial banks adjusted their
interest rates on foreign currency deposits downward, particu-
larly during the second half of the year.

Banking Facilities

Facilities provided by commercial banks expanded in an in-
tensely competitive environment to cater to the growing needs

of customers.

Banking density, the number of commercial bank branches
per 10,000 people increased to 0.60 at end 2001 from 0.59 at
end 2000.

The ATM network of commercial banks expanded by 87 to
466.

The use of credit cards continued to grow. Credit cards that
can be used hoth locally and internationally have been issued
by 8 commercial banks.

Provision of internet banking facilities is gradually increasing.
Two Licensed Specialised Banks were established: a housing

finance bank (NDB Housing Bank Ltd.) and a savings bank
(Ceylinco Savings Bank).




Table 14.1
Foreign Currency Deposit Rates (%) US $ Annual
Rate

Month/ Savings Fixed| USFed| LIBOR
Year Deposits| Deposits-| ~ Fund (12
1Yr|  Rate[ month)

Table 14.3
Banking Facilities
Banking No. of | No. of credit
Density® ATM [ card issued
machines (net of

cancellation)

2000 Dec. | 250-5.90( 6.00-6.90[  6.50 6.20
2001 Jan. | 2.25-6.25[ 5.00-6.75]  5.50 5.36
Mar. 2.25550| 450-6.25) 500 471
Jun 200-4.45] 350-5.30] 375 383
Sep 1.50-4.20( 3.00-4.80]  3.00 2.53
Dec 0.50-3.50{ 150-4.000 175 244

1998 0.58 210 85,964
1999 0.58 316 161,079
2000 0.59 379 205,324
2001@ 0.60 466 253,258

Sources:- Bank of Ceylon, People’s Bank., Hatton
National Bank, Hong Kong & Shanghai Banking
Corporation, Sampath Bank, Seylan Bank.

Commercial Paper

Commercial paper, which is an alternative to short
term bank financing, has become popular in the
corporate sector. The total amount raised through
commercial paper (including re-issues) was around
Rs.20 hillion at end October 2001, in comparison to
Rs.14 billion raised in 2000.

Table 14.2
Funds raised through Commercial Paper
Rs.mn
Total | Outstanding
Issues | Atend period
1998 16,557 4,386
1999 16,203 5,056
2000 14,150 3,968
2001* 20,033 7,218
Source: Central Bank of Sri Lanka
* As at end October

(a) Provisional
(b) Commercial bank branches for 10,000 people.
(C) November 2001

Upliftment of Rural Sector

Cultivation loans below Rs.20,000 granted for paddy and
banana cultivation during 1999/2000 Maha and 2001 Yala were
written off by a government decision to provide relief to farmers
whose cultivation was adversely affected by drought.
Accordingly, two state banks, six Regional Development Banks,
Co-operative Rural Banks and Thrift and Credit Co-operative
Societies in Badulla District have taken steps to write off a
sum of Rs.187 million, approximately.

The scope of the New Comprehensive Rural Credit Scheme
(NCRCS) was expanded by including new eligible investment
activities such as the production of seeds and planting material
on a commercial scale and the purchase and storage of paddy
and other crops with effect from 2000/2001 Maha cultivation
season to encourage investors engaged in pre- and post-
cultivation activities.

Banking and Finance (Coned.)




A competitive fee based agriculture extension  Credit Facilities under NCRCS
system was introduced for the first time in Sri

Lanka under the Second Perennial Crops The NCRCS continued to be in operation Islandwide, with

Development Project. government interest subsidy. The interest subsidy provided by

the government for participatory credit institutions (PCIs) for

The Kegalle District Integrated Rural loans granted to farmers during the year stood at Rs.25 million.

Development Project Revolving Fund Credit The value of loans granted to farmers by PCls was Rs 1,022

million during 1999/2000 Maha, 2000 Yala and 2000/2001
to unemployed educated youth, was extended Maha.

Scheme, which was designed to provide loans

to cover the entire Sabaragamuwa Province.

Forward Sales Contracts
A Technical Assistance Agreement was signed

between ADB and CBSL for the Rural Finance The total value of loans granted to private sector traders by

Sector Development Project with the objective the PCls for purchase of agricultural produce under Forward

of identifying main constrains (i) to improve the Sales Contracts during the year 2001 stood at Rs.46 million.

incomes and living standards of rural people, The forward prices for the undermentioned crops during the

(ii) to develop a responsive and effective rural year under review are as follows:

financial system and to design a suitable micro-

finance project to reduce poverty and to

promote private sector investments in rural and

Table 14.4

Forward Sale Contracts

agro based business. Crop Forward Price Number of

Determined Agreements
Credit components relating to the North Central Rs./kg. Signed
Province Participatory Rural Development Paddy 13.00 1,200
Project (NCP-PRDP funded by IFAD) and North Soya 22.00 650
Central Province Rural Development Project | B Onion 24.00 2,820
(NCP-RDP funded by ADB) were redesigned, | Sesame 40.00 800
by accommodating medium scale loansto | Maize 10.00 1,050

business enterprises as a new eligible sub-

component in addition to its original
components of financing micro level agricultural
and non-agricultural income generating

activities.

Banking and Finance (Coned.)

Source: Central Bank of Sri Lanka




Second Perennial Crop Development Project

The Project which operates with financial as-
sistance from ADB to support the development
and commercialisation of the perennial crop
sector continued in 2001. Under the Project,
approximately Rs 274 million was granted dur-

ing the year.

Provision of credit facilities under the Project
for the cultivation of flowers and foliage and
selected fruits under a controlled environment
(in poly-tunnels) has been extended to support
capital costs of cultivation of vegetables under

a controlled environment.

Tea Development Project (TDP)

TDP, which operates with the financial assist-
ance of ADB, supports the development of the
tea sector with credit facilities for replantation
of tea, the rehabilitation and the modernisation
of tea factories and the establishment of tea
nurseries, continued. Loans amounting to

Rs.672 million, to 1,112 borrowers, were pro-
vided during the year. The programme of up-
grading bought leaf factories to “5S” standards
has also been included under the Project, ena-
bling the factory owners to obtain credit facili-

ties. The objective of this expansion was to

upgrade the conditions of tea factories to the minimum inter-

national food factory standards.

Urban Environmental Infrastructure Development Project
(UEIDP)

UEIDP, with its primary objective of promoting the private sec-
tor in environmental development, particularly in the urban and
semi-urban areas, provided financial assistance to local gov-
ernment bodies, NGOs and interested individuals to implement
garbage disposal projects on a sustainable basis through a
loan of US$ 4 million raised by the government. The Project
operated successfully through 6 PCls (Sanasa Development
Bank and 5 RDBs) and terminated with the full utilisation of
the proceeds of the loan component during the year 2001.

During the year, Rs.239 million was disbursed.

Matale Regional Economic Advancement Project (MREAP)

MREAP'’s main objective is to permanently raise and sustain
incomes of poor rural and farm families (with an emphasis on
women and youth) in the project area, whose poverty status
ranks above the poverty line. The elements of the project strat-
egy are to develop farming activities, off-farm but agro-related
businesses and general trade and commercial enterprises
that offer self or wage employment to rural and particularly,
poor people in an around the Matale District. CBSL entered
into an Administrative Agreement with the government and sub-
sidiary loan agreements with PCls to implement the credit

scheme.

Banking and Finance (Coned.)




North Central Province Participatory Rural De-
velopment Project (NCP-PRDP) funded by IFAD
and North Central Province Rural Development
Project (NCP-RDP) funded by ADB

As a result of negotiations between CBSL and
donor agencies, US$ 250,000 and US$
500,000 were allocated in 2001 for NCP-PRDP
& NCP-RDP by IFAD and ADB, respectively to

facilitate refinance to PCls under the credit com-

ponents of the projects to which no funds had

been allocated in their original plans.

Small Farmers and Landless Credit Project
(SFLCP)

SFLCP, titled the ‘Isuru Project’, continued to
be in operation during the year. The Monetary
Board approved the continuation of the project
for a further period of one year with effect from
01 January 2002. The project follows the credit
plus approach in setting up an effective credit
delivery mechanism for channeling institutional
credit for income generating activities to the
rural poor who have no access to credit from
formal credit institutions. By end December
2001, 12,127 groups had been formed under
the project. Total group savings mobilized stood
at Rs.91 million. The total amount of loans
approved and the refinance approved were
Rs.753 million and Rs.699 million, respectively.

Banking and Finance (Coned.)

Poverty Alleviation Micro Finance Project (PAMFP)

PAMP commenced operations in 2000 and continued in 2001.
Project expects to improve the economic condition and the
general welfare of the beneficiaries and eventually contribute
to the economic and social development of Sri Lanka. Six
districts viz., Matale, Badulla, Nuwara Eliya, Kurunegala,
Kalutara and Hambantota, have been identified for project
implementation.

Employee’s Provident Fund

The country’s main superannuation fund, the Employees’
Provident Fund (EPF) continued to grow in 2001.

The total contributions received by EPF amounted to Rs.17,992
million, a 6 per cent increase in 2001.

The outstanding value of investments of the EPF increased
from Rs.215 billion at end 2000 to Rs.246 hillion at end 2001.

Total refunds by the EPF during the year amounted to Rs.11
billion.

Employees’ Trust Fund

The Employees’ Trust Fund (ETF) is an employers’ contribu-
tory fund. The total contribution to the fund in 2001 was around
Rs 3 billion.

The ETF caninvestin private sector investments such as

equities. Total investments of ETF at end October 2001 were
Rs.33 hillion. The total number of employers contributing to

ETF was about 35,000.




Share Market

Share market activities continued to be de-

pressed until October 2001 reflecting the slow-

ing down of the economy due both to domestic

and international factors. However, this down-

ward trend reversed in mid October 2001. This

may be attributed to new expectations in the

market regarding political developments and to
the decrease in returns on fixed income secu-

rities in the market.

Both share price indices and market turnover

increased. Market ~ capitalisation rose in 2001.
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Table14.5
Share Market Indicators

End 2000 |End 2001
ASPI - end period 448 621
MPI - end period 698 1,031
Turnover (Rs. mn) 10,619 | 13,955
Net Foreign Purchases (Rs.mn) | (3,360) [ (1,024)
Market Capitalisation (Rs.bn) 89 124

Source: Colombo Stock Exchange
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STATISTICAL APPENDIX




TABLE 1
GROSS NATIONAL PRODUCT AT CURRENT FACTOR COST PRICES

Rs.Million

1999 20002001(2) % Change

98/97  99/98

1. Agriculture, Forestry & Fishing 175,774 192,665 205599 218,408 244,061 9.6 6.7 6.2 17

1.1 Agriculture 138999 153335 163481 171,878 195,420 103 6.6 51 137

Tea 12685 14448 12295 15551 15307 139 -14.9 26.5 -16

Rubber 3132 2462 2253 2506 2,610 -21.4 -85 112 4.1

Coconut 14960 15573 17675 13249 13364 41 135 -25.0 09

Paddy 24469 26842 30197 26545 28,172 97 125 121 6.1

Other 83753 94,010 101,061 114,027 135967 122 75 128 192

1.2 Forestry 15362 15669 16280 17,144 17,116 20 39 53 -0.2

1.3 Fishing 21413 23661 25838 29,386 31525 105 9.2 137 73

2. Mining & Quarrying 16587 17433 18322 21547 24,026 5.1 51 176 115

3. Manufacturing 131,876 151,007 163,103 189,331 198,404 145 8.0 16.1 4.8
3.1 Processing of Tea, Rubber &

Coconut Kernel products 19476 23176 24821 28,197 28,102 19.0 7.1 136 -0.3

3.2 Factory Industry 102,253 116,568 125892 147,295 155,632 14.0 8.0 170 5.7

3.3 Small Industry 10,147 11263 12390 13839 14,669 110 10.0 17 6.0

4. Construction 56,434 69,301 75538 82,684 95437 28 9.0 95 154

5. Electricity,Gas, Water and Sanitary Services 11,280 13660 14425 13415 16579 211 56 -1.0 236
6. Transport, Storage and Communication 86,327 101,620 113814 131,669 153,390 177 120 157 165

7. Wholesale and Retail Trade 177123 196,262 211,376 254,100 275,203 108 1.7 20.2 8.3
7.1 Imports 74129 81469 88882 116,702 121,666 99 9.1 313 43
7.2 Exports 19753 22,064 23366 30,142 32,689 17 59 29.0 85
7.3 Domestic 83241 92,729 99,128 107,256 120,847 114 6.9 8.2 127

8. Banking, Insurance and Real Estate 59,610 69,267 80,696 91,186 105,496 16.2 16.5 130 15.7

9. Ownership of Dwellings 15769 17346 18387 19858 22,190 10.0 6.0 8.0 17

10. Public Admnistration & Defence 40990 48040 52412 58,020 69,409 172 9.1 10.7 19.6

11. Services (n.e.s.) 31,928 36238 41,058 45041 51124 135 133 9.7 135

12. Gross domestic product 803,698 912,839 994,730 1,125,2591,255,318 136 9.0 131 116

(a) Provisional estimates based on information available as at end January 2002

Source : Central Bank of Sri Lanka




TABLE 2
GROSS NATIONAL PRODUCT AT CONSTANT (1996)

FACTOR COST PRICES
Rs.Million
SECTOR % Change
99/98  00/99
1. Agriculture, forestry & fishing 160,753 164,804 172,238 175,317 170,879 25 45 18 -25
1.1 Agriculture 126,107 128337 133952 136,212 131,927 18 44 17 -3.1
Tea 11,069 11195 11341 12226 11798 11 13 78 -35
Rubber 379% 3452 3487 3149 3184 -9.0 10 9.7 11
Coconut 13258 12829 13996 15116 13862 -3.2 9.1 8.0 -8.3
Paddy 2122 26165 27892 27,808 25,663 18.3 6.6 -0.3 17
Other 75863 74696 77,236 77913 77420 -15 34 09 -0.6
1.2 Forestry 14942 15122 15319 15564 16,342 12 13 16 5.0
1.3 Fishing 19,704 21345 22967 23541 22,610 83 76 25 -4.0
2. Mining & quarrying 14460 13677 14238 14921 15123 54 41 48 14
3. Manufacturing 122,929 130,702 136498 149,115 143406 6.3 44 9.2 -38
3.1 Processing of tea, rubber &
coconut kernel product 16,771 16575 17204 17928 17131 12 38 42 44
3.2 Factory industry 96,795 104,151 108,839 120,157 115,627 7.6 45 104 -38
3.3 Small industry 9363 9976 10455 11,030 10,648 6.5 48 55 -35
4. Construction 50842 54461 57,075 59,815 61,869 71 48 48 34
5. Electricity, water and gas 9918 10921 11,958 12,496 12,441 10.1 95 45 -04

6. Transport, storage and communication 80,268 86442 93444 100,706 104,889 1.1 8.1 78 42

7. Wholesale and Retail Trade 165,132 172,486 174160 189,366 177,334 45 1.0 8.7 -6.4
7.1 Imports 70833 76609 75536 85280 76,147 8.2 -1.4 129 -10.7
7.2 Exports 18,323 18346 19465 23027 21178 0.1 6.1 18.3 -8.0
7.3 Domestic 75976 77531 79159 81,059 80,009 2.0 21 24 -1.3

8. Banking, insurance and real estate 54,767 58247 60926 64,810 68,041 6.4 4.6 6.4 50

9. Ownership of dwellings 14416 14592 14767 15018 15228 12 12 17 14

10. Public admninstration and defence 37055 38170 39,773 41443 42,023 3.0 4.2 42 14

11. Services (n.e.s.) 29223 30294 33263 34,028 34,770 37 98 23 2.2

12. Gross domestic product 739,763 774796 808,340 857,035 846,003 47 43 6.0 1.3

13. Net factor income from abroad -8816  -9888 -14,000 -16,750 -14,074

14. Gross national product 730,947 764,908 794,340 840,285 831,929 46 38 58 -1.0

(a) Provisional estimates based on information available as at end January 2002

Source : Central Bank of Sri Lanka




TABLE 3
EXPENDITURE ON GROSS NATIONAL PRODUCT AT

CURRENT MARKET PRICES
Rs. Million

Item 1997 1998 1999 2000 2001(a)
1. Gross National Product at factor cost prices 794,289 901,283 976,899 1,102,292 1,232,366
2. Indirect Taxes less Subsidies 85,694 100,617 113,436 131,226 143,347
3. Gross National Product at Market Prices (1+2) 879,983 1,001,900 1,090,335 17233518 1375714
4. Consumption Expenditure 736,035 823,251 890,230  1,038375 1,187,810

4.1 Private 643,839 723,506 790,379 906,186 1,046,738

4.2 Government 92,196 99,745 99,851 132,189 141,072
5. Gross Domestic Capital Formation 217,103 255,889 301,823 352,632 310,711

5.1 Private Sector & Public Corp 187,150 221879 266,593 311,480 269,453

5.2 Government 29,953 34,010 35,230 41,152 41,258
6. Gross Domestic Expenditure (4+5) 953138 1,079,140 1,192,053 1,391,007 1498521
7. Exports of Goods and Non-Factor Services 325,289 368,957 392,437 490,676 554,032
8. Imports of Goods and Non-Factor Services 388,154 430,111 478,526 624,048 649,558
9. Expenditure on Gross Domestic Product (6+7-8) 890272 1,017,986 1105963 1,257,634 1,402,995
10. Net Factor Income from Abroad -0,409 -11,556 -17,831 -23,037 -22,966
11. Statistical Discrepancy -880 -4,530 2,203 -1,079 -4,316
12. Expenditure on Gross

National Product at

Market Prices (9+10+11) 879,983 1,001,900 1,090,335 1233518 1,375,714
(a) Provisional estimates based on information available as at end January 2002

Source : Central Bank of Sri Lanka.




TABLE 4
COLOMBO CONSUMERS' PRICE INDEX (CCPI) AND COLOMBO
DISTRICT CONSUMERS' PRICE INDEX (CDCPI)

Twelve Month Moving

Average,

% Change

CDCPI

1997 2089.1 102.0 96 74
1998 22849 109.5 94 73
1999 2392.1 1134 47 3.6
2000 2539.8 1175 6.2 36
2001 28994 129.7 142 10.3
2000 January 2408.1 1131 44 3l
February 2431.7 1136 4.1 25

March 2456.5 1139 41 2.2

April 24845 1154 38 18

May 2505.4 1164 3.4 14

June 2593.1 119.1 37 15

July 2599.3 1193 44 18

August 2588.9 119.0 48 2.1

September 25524 1184 51 2.2

October 25723 119.0 53 24

November 2586.7 119.7 56 28

December 2693.0 1234 6.2 36

2001 January 21975 125.0 75 47
February 2842.8 126.9 8.7 58

March 21811 1247 95 6.5

April 2829.2 1276 10.3 73

May 2912.7 1295 115 8.2

June 2973.6 1313 122 8.7

July 2946.8 1303 124 8.9

August 2884.6 1295 126 9.0

September 29339 1310 131 94

October 2935.7 1315 136 9.8

November 2970.9 1331 142 10.2

December 2984.3 1354 142 10.3

Sources: Department of Census and Statistics,
Central Bank of Sri Lanka.




TABLE -5
SRILANKA: BALANCE OF PAYMENTS

US$ Million
ltem 1997 1998 1999 2000  2001(a)
A, Trade Balance 1225 -1092  -1369  -1798 1157

Exports 4639 4798 4610 5522 4817
Imports 5864 5889 5979 7320 5974

B. Services, net 159 145 149 38 108
Receipts 875 914 968 9%3 1270
Payments 716 710 819 915 1161

C. Income, net -159 -180 -253 -304 -286
Receipts 234 214 167 152 100
Payments 393 393 420 456 386

D. Goods, Services and Income,net 1224 <1126 <1473 2064 1335
E. Current Transfers, net 832 901 913 999 959
Private Current Transfers, net 787 848 887 974 938
Official Current Transfers,net 44 53 26 24 22

F.  Current Account -392 -225 -561 1,065 -375
G. Capital Account 87 80 80 51 197
Private Capital Transfers, net 5 5 3 6 9

of which: Debt forgiveness . . . . 4

Official Capital Transfers,net 83 74 77 45 40
Acquisition/disposal of non financial/non produced assets./1 . . . . 148

H. Financial Account 515 334 293 394 317
Long-term(net) : 716 397 435 306 149
Direct Investment 430 193 1 176 170
Foreign Direct Investment, net 129 137 m 173 80
Privatization Proceeds 301 56 0 3 90

Private Long-term,net 47 2 196 83 -240
Inflows 150 147 361 301 62
Outflows 102 145 165 217 302
Government, Long-term,net 239 203 62 47 219
Inflows/2 500 493 381 355 542
Outflows 262 290 319 308 323
Short-term: -201 -64 -142 88 227
Portfolio Investment, net 13 -24 -13 -45 -10

Private Short-term,net -20 8 -10 100 -16
Commercial Banks,net -194 -48 -120 33 254
Government Short-term,net (vi) 0 0 0 0 0

. SDR Allocations 0 0 0 0 0
J. Valuation Adjustments 0 0 0 0 0
K. Errors and Omissions -46 -144 -11 9 22
L. Overall Balance 163 43 -259 -522 220
M. Financing -163 -43 259 522 -220

Note - This presentation confirms as far as possible to the Balance of Payments Manual, 5th edition (1993) of the International Monetary Fund.
(a) Provisional estimates hased on information available as at end January 2002.




TABLE 6

SUMMARY OF GOVERNMENT FISCAL OPERATIONS

[tem

Total revenue
Tax revenue
Non tax revenue

Expenditure and lending minus repayments
Current
Capital and net lending
ofw Public investment

Current account surplus/deficit(-)
Primary account surplus/deficit(-)
Overall deficit (before grants)

Financing
Foreign financing
Net borrowings
Grants
Domestic financing
Market borrowings
Non bank
Bank
Monetary authority
Commercial banks (b)
Other borrowings
Privatisation proceeds

Total revenue
Tax revenue
Non tax revenue

Expenditure and lending minus repayments
Current
Capital and net lending
olw Public investment

Current account surplus/deficit(-)
Primary account surplus/deficit(-)
Overall deficit (before grants )

Financing
Foreign financing
Net borrowings
Grants
Domestic financing
Market borrowings
Non bank
Bank
Monetary authority
Commercial banks (b)
Other borrowings
Privatisation proceeds

As a percentage of GDP

1997

1998

165,036 175,032
142512 147,368

22,524

21,664

235,097 268,179
184,749 199,648

50,348
51,260

-19,714
-14,815
-70,061

70,061
17,287
9,958
7329
30,275
39,644
41,816
2,172
-13,991
11,820
-0,369
22,499

185
16.0
25

264
208
57
58

-2.2
-1.7
-1.9

79
19
11
08
34
45
47
-0.2
-1.6
13
-11
25

68,532
68,278

-24,616
-38,250
-03,147

93,147
17,397
10,197
7,200
71,362
72,292
53,338
18,954
5,609
13,345
-030
4,389

17.2
145
2.1

26.3
19.6
6.7
6.7

-24
-38
-9.2

92
17
10
07
70
71
52
19
0.6
13
0.1
04

1999

195,905
166,028
29,877

279,159
207,271
71,888
71,436

-11,366
-21,132
-83,255

83,255
8,245
1,484
6,761

74,876

75,718

49,122

25,99

20,807
5188

-842
134

I
15.0
2.1

252
18.7
6.5
6.5

-1.0
-1.9
-1.5

15
0.7
01
0.6
6.8
6.8
45
24
19
05
0.1

2000

211,282
182,392
28,890

335,822
254,279
81,544
80,955

-42,997
-53,341

-124,541

124,541
5,640
495
5145
118,500
115,325
61,935
53,389
44,840
8,549
3175
401

16.8
145
2.3

26.7
20.2
6.5
6.4

-34
-4.2
-9.9

99
04
0.0
04
94
92
49
42
36
0.7
03

Rs. million

2001 2001 (a)
Budget Provisional

264,479
234,113
30,366

387,537
281,384
106,153
106,329

-16,905
-32,447

-123,058

123,058
40,600
33,100

7,500
57458
57458
68,515
-11,057

25,000

18.3
16.2
21

269
19.5
74
74

-1.2
-2.2
-8.5

8.5
2.8
2.3
05
40
40
47
0.8

17

230,883
204,686
26,197

383,101
299,855
83,246
82,743

-68,972
-57,911

-152,218

152,218
20,038
14,538

5,500

123,591

122,844
74,290
48,554
-6,434
54,988

747
8,589

16.5
14.6
19

213
214
59
59

-4.9
4.1
-10.8

10.8
14
10
04
8.8
8.8
53
35

-0.5
39

0.6

(a) Provisional estimates based on information available at end January 2002.

(b) Includes FCBU borrowings of Rs.7,142 million in 1998, Rs.2,006 in 1999, Rs.4,787 million in 2000 and Rs.10,805 million in 2001, as well as
Sri Lanka Development Bonds of Rs.14,329 million in 2001.

Source: Ministry of Finance




TABLE 7

MONETARY AGGREGATES AND UNDERLYING FACTORS

Total Broad Money(M2b)
growth %
Narrow Money
growth %
Quasi Money (QM)
growth %

Net Foreign Assets
Monetary Authorities
Commercial Banks

Net Domestic Assets

Domestic Credit
Claim on Government (net)
Monetary Authorities
Commercial Banks

Creditto Public Corporations
growth %

Credit to the Private Sector
growth %

Other Items (net)

Memorandum Items:
Reserve Money
growth %
Money Multiplier
Velocity M2b

1997
Dec

1998
Dec

Amounts in Rs.million

1999 2000 2001
Dec Dec Dec

333,668 428,319 428319 483421 549,138

15.6

13.2

134 129 13.6

85851 92,268 108554 118,477 122210

9.8

121

247,817 281,472

17.6

136

90,495 105,648
89,930 101,744

565

3,904

243,172 272,001
323,046 369,517
45250 64,618
20,300 25,909
24,950 38,709
14,598 10,031

-5.8

-31.3

263,198 294,868

145

19,874 -97426 -

12.0

83,736 92,866

2.1
4.0
2.89

10.9
41
2.88

128 9.1 31
319,765 364,944 426,928
136 141 16.9

102,092 69529 77,353
89,287 57,947 87569
12805 11,582 -10,215

326,228 413,892 471,788
432,888 549,927 638,957
93,915 147,304 201,392
46,716 91,556 84,616
47199 55,748 116,776
13046 38254 40811
301 1932 6.7
325927 364,369 396,754
105 118 8.9

106,660 -136,035 -167,169

100,444 105,163 112522
8.2 47 7.0
4.26 4.60 4.88
2.74 2.79 2.76

Source: Central Bank of Sri Lanka




