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sign of picking up in 1999. The GDP

growth rate was 4.3 per cent, even lower
than the 4.7 per cent growth in 1998 and far
below the 6.3 per cent growth in 1997. As
growth in 1995 was 5.5 per cent and in' 1996
only 3.8 per cent, average annual growth in the
last five years 1995-1999 is 4.9 per cent:which
is quite below the announced target of 7 to 8
per cent annual growth required for rapid rise

inr living standards.
Higher Growth of Developing Countries

_ in 1999 over 1998 ‘
. It is futile to make excuses for this unsatis-
factory growth, particularly when suchexcus-
es.do nor sound very coavincing. In fact, there
is a tendency to rationalize this mediocre per-
formance by emphasizing that the growth rate
of 4.3 per cent in Sri Lanka was higher than
he all developing country rate of 3.3 per cent
that year, and that her moderate growth in the
context of a global economic crisis and
depressed conditions is no small achievement.
These excuses ignore, first, the fact that the
déveloping countries did better in 1999 than in
1998. The Asian Development Outlook 2000
of the Asian Development Bank points out that
the developing countries, as a whole,
improved from 3.2 per cent in 1998 to 3.5 per
cent in 1999, This was underpinned by the
strong rebound in developing Asia where
growth shot up from 2.3 per cent in 1998 t0 6.2
per cent in 1999,
- Countries which had negative growth in
1998 achieved significant positive growth, in
1999: Hong Kong, Indonesia, Malaysia,

S ri Lanka s economic growth showed no

- Philippines, Thailand and South Korea as

shown in the table. These were the crisis-hit
countries. Countries outside the epicentre of

- the currency crisis but slightly affected in 1998

100 showed satisfactory growth in 1999: China
athieved 7.1 per cent growth and India 5.9 per
cént. If crisis-hit Asian countries recovered so
dramatically, India and China which were
slightly affected like Sri Lanka achieved high

growth and developing countries overall

improved their growth in 1999 over 1998, Sri
Panka’s mediocre performance remains a puz-
Zle. '
Second, Sri Lanka’s lacklustre performance
in 1999 can hardly be attributed to global

" depressed conditions when world economic

. growth in 1999 was better than in 1998: World

output grew at 2.5 per cent in 1998 but at 3.0
per cent in 1999. GDP growth in the industrial
economies rebounded from 2.4 per cent in
1998 to 2.6 per cent in 1999. The US economy
- Sri.Lanka’s principal export market - contin-
ued to perform strongly in 1999 with buoyant
domestic demand. It grew at 4.0 per cent as

. compared to 3.9 per cent in 1998. Further, the

rate of growth of world trade volume too
increased from 3.6 per cent in 1998 to 4.0 per
ceni in 1999, Thus, the world economic envi-
ronment being more favourable than in 1998
could not have slowed Sri Lanka’s economic

. growth in 1999. On the contrary, it should have

been conducive to higher growth as it was in
the case of other developing countries.

~ Economic growth

-cent. Both the countries which were directly-
" hit by the East Asian currency crisis, i.e. East |
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Economic Growth of Asian Countries -- % Growth

nomic

Country 1996 1997 1998
China 9.6 8.8 7.8
Hong Kong 4.5 5.0 -5.1
Taiwan 6.1 6.7 4.6
South Korea 6.8 5.0 -6.7
Indonesia 7.8 4.7 -13.2
Malaysia 10.0 7.5 -7.5
Philippines 5.8 5.2 0.5
Singapore 7.5 8.0 1.5
| Thatland 5.9 -1.8 -10.4
indla 7.5 5.0 6.8
Sri Lanka 3.8 6.3 4.7
Japan 5.0 1.4 -2.8
USA 3.4 3.9 3.9
Source: BAcs‘l;n Dzelopment Outlook 2000 -~ Asian Development Bank and World Economic Qutiook Ocmber [}
om
Export Growth and Stock Prices in Asian Countries
| Country 1996 1997 1998 1999 %:%ge in
| : Stod Index
be end of
1 and
99
China 1.5 21.0 0.5 6.0 -
Hong Kong 4.0 4.0 -7.5 0.1
Taiwan 3.8 5.4 9.5 6.8 .0
South Korea 4.3 6.7 -4.7 10.1 .0
Indonesia 5.8 12.2 -10.5 -7.4 .8
Malaysia 7.1 1.2 -7.5 10.1 .3
Phiiippines 17.7 22.8 16.9 18.8 .4
|_Singapore 6.4 -0.2 -12.2 2.6 .4
Thailand -1.9 3.8 -6.8 7.4 .7 :
India 4.2 4.5 -3.9 10.0 .8
Sri Lanka 7.6 13.3 3.4 -4.1 0

Source: Asian Development Outlook 2000

Recovery of Stock Markets in all
Developing Countries

Third, stock markets of almost all Asian
developing countries show a marked recovery
in 1999 but not of Sri Lanka’s. The CSE all
share index which was 987 at the end of 1994
declined to 702 at the end of 1997; then it
dropped to 597 at the end of 1998 and 573 at -
the end of 1999. In 1998, stock prices in most
Asian countries dropped, e.g. Hong Kong, °
Singapore, Bangkok, Taipei, Bombay, Karachi
and Colombo; only those of Kuala Lumpur, |
Manila and Seoul show a rise. In 1999, how-
ever, stock prices of all Asian countries rose: :
Seoul, Singapore, Jakarta, Bombay, Hong
Kong and Karachi by as much as 50 to 75 per
cent, Kuala Lumpur and Bangladesh by 25 to
50 per cent and Manila and Taipei 5 to 20 per

and South East Asian countries and those indi- !
rectly hit such as India and Pakistan experi-
enced a marked upswing in their stock
exchange: South Korea by as much as 75 per
cent and India by 60 per cent.

Sri Lanka was the only Asian country
whose stock prices declined — by 4.0 per cent
— in 1999. This cannot be explained by
adverse external factors for the same factors®

would have operated for other Asian
as well but their stock prices
Apparently foreigners had little co
the Sri Lankan stocks and in fact therg
outflow of portfolio investment in b

by the East Asian currency crisis. Wi
nomic growth declined to low levelsgh
and 1999 however, it was attributed togik
factors: we were told the entire worlf
my was experiencing the worst econgii
sis since the Great Depression in
1930s and the Sri Lankan economy Wi
nate enough to achieve even 4.7}

.+ destabilized the economy. This tod
major factor for the stability and higige
- in 1997. 1

Economic Management §
It is invariably the habit of authds
. take credit for good performance of thie
i my and to blame external factors for ggor per-
formance. When the year 1997 show : -
growth of 6.3 per cent the authorities a§fi

growth in 1998 and 4.3 pe'r cent in 1999. It is
not revealed that the Indnan economy  con-
fronting the same “sea of tprbulence” achieved
6.8 per cent growth in 1998, even higher than
the 5.0 per cent growth in 1997 and nearly 6
. per cent growth in 1999, |

' The authorities do not secm to be perturbed
' by the downturn in the economy. On the con-
trary, they consider the low rates of growth as
creditable achievements given the difficult

| environment, and that gtowth would have been
:| even lower but for the! good economic man-

agement -which ‘in the iwords of the Central

| Bank “helped to protectithe economy to a large
extent against the adverse spillover effects of |

the recent global economic recession”. In their
self-complacency, the authorities have kept the
public wondering why the so called sound eco-
nomic management failed to arrest the decline
in growth in 1999 when all the crisis-hit coun-
tries of Asia did so and achieved higher growth
in 1999 over 1998.

External Factors caused Economic Ups
and Downs _

The fact of the matter is good economic

management had little to do with the high

in preventing even lower growth in the econo-
my on account of the world economic reces-
sion with 1998 and 1999. The high growth in
1997 was mainly the result of rains which
ended the drought of 1996 and converted the
negative growth of minus 4.6 per cent in the
agriculture sector in 1996 to.a posmve rate of
3.1 per cent in 1999 and the sharp rise of man-
ufacturing on account of favourable external
demand. Manufacturing output increased by
6.5 per cent in 1996, and 9.1 per cent in'1997.
This marked increase in industrial and agrlcul-
tural production resulted in a significant rise in
exports growth from 7.6 per cent to 13.3 per
cent in the same period.

The decline in overail economic growth in
1998 was mainly on account of a marked drop
in the rate of growth of manufacturing output -
from 9.1 per cent in 1997 to 6.3 per cent in
1998 - and also a decline in that of agricultur-
al production - from 3.0 per cent in 1997 to 2.5
per cent in 1998. Consequently, export growth
dropped sharply from 13.3 per cent to 3.4 per
cent. The year 1999 saw an upturni'in agricul-
ture but it could not offset the further fall in the
growth rate of manufacturing - from 6.3 per
cent to 4.4 per cent - and the consequent fall in
exports growth - from 3.4 per cent minus 4.1
per cent. The East Asian economic crisis and
its contagion effects apparently did not affect
Sri Lanka in 1997 but their impact was felt in
1998 and 1999.

Ifthe  drought was the prmc1pal cause of the
decline in economic growth in 1996 and the
rains combined with boom in manufacturing,
the main causes of recovery and high growth
in 1997, the persistent fall in the rate of growth
of manufacturing - from 9.1 per cent in 1997 to
6.3 per cent in 1998 and further to 4.4 per cent
in 1999 - was the crucial factor behind the
downturn in the economy in 1998 an 1999,

I-- ‘Manufacturing contributes 17 per cent of GDP

nanagemen

growth of the Sri Lankan economy in 1997 or -

and industrial exports constitute about 75 per

[ ") £ .
cent of the total exports. The slowing down '

the growth rate of manufacturing mevnta nyl
resulted: in slowing the pace of export growfh

Sri Lanka’s exports as mentioned earlier, greW
in dollar terms by 13.3 per cent in 1997 but‘:by
3.4 per cent in 1998; in 1999 they fell - fot'the’
first time in many years - by 4.1 per tenit?
While the decline in exports growth in 1998

- was caused by a drop in the volume of exporis;

that in 1999 was caused by a fall in expésty
prices (in dollar terms) by 10 per cent.in spite;
of an increase in export volume. Actually;
export prices had risen in 1997 and 1998 - both,
agricultural and industrial - but both decl;neql{
in 1999,
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Poor Performance of Textiles and”"""
Garments -
Textiles and -garments constitute yBri
Lanka’s principal export accounting for aﬁut .
53 per cent of the country’s total exporfs in
1999. Textiles and garments exports which had |

. . . {
i risen in dollar value terms every year in recent

times, declined by 1.4 per cent in 1999, in sgite
of an 8 per cent increase in export volujne
because of a drop in export prices by 9 per
cent. Over 60 per cent of Sri Lanka’s textfles
and garments exports go to the USA -
largest market - and Sri Lanka’s textiles;and
garments exports to the USA which ﬁad
increased by 3.4 per cent in 1998 declined: by
1.2 per cent in 1999 on account of a fall; in .
export prices by 7.3 per cent - a sign perhéps '
of increased competition from existing
exporters with depreciated currencies and )'&w
exporters. The key to Sri Lanka’s economic
growth, thus lies in the demand and pricé for
its textiles and garments exports to the PUS
market. High growth appears difficult withbut
arise in export prices in the American txo—
my. This is the crucial problem in the
Lankan economy and our efforts should b

retain and expand our market in the US an to :
secure better prices without dissipating: gmr
energies on minor export markets.

Economic Management Played No ROje
The high growth in 1997 and the ~lpw
growth in 1998 and 1999 were mamly the
result of external factors - climatic factors éich
as rainfall and the demand and prices for-our
exports, particularly textiles and garmentsa in
the US market. Good rainfall and buoy nt
demand for exports would have raised the ego-
nomic growth rate in 1997 in any case; efo- |
nomic management. had no hand in it. The
lower demand and lower prices for textiles-and
garments in the US market caused loper | {
growth in the Sri Lankan economy in 1998 gnd
1999 and economic management could . noL‘
prewant it #m did not cushion itdtimpact. The ™
mediocre economic performance in 1998-1999
is a matter not for self-congratulations but for
a serious study of why ecohomic growth
‘dropped in 1999 when almost all the Asian
economies and developing countries in gener-
al ‘achieved higher growth in spite of an
unfavourable external environment. If the h'ggh
growth in 1997 was due to good - econqmic;
management was the mediocre growth 4&‘
1998- 1999 due to poor management? ‘
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